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Abstract

ABSTRACT
Perceptions of corruption and taxation non-compliance behaviour are key challenges to
state-building in developing economies. Research into these areas, and knowledge of the
relationship between them is, however, somewhat limited. This thesis addresses an
identified knowledge gap about whether, and precisely how, perceptions of corruption
may affect Indonesian personal income taxpayers’ compliance behaviour. It specifically
examines how five different forms of perceived corruption may impact upon intentional
tax underreporting behaviour by applying the theory of planned behaviour.
Using a conceptual framework to derive the various research questions and testable
hypotheses, this study employed a sequential mixed-methods approach. Initially, a
qualitative phase involved conducting semi-structured, in-depth interviews with nine
participants (three taxpayers, three tax agents, and three tax officers). The secondand
corephase of the research involved extensive data collection using a mixed-modes field
survey conducted at 12 tax offices across four Indonesian regions. A total of 397
experienced taxpayers were surveyed, comprising 196 self-employed and 201 employed
individuals.
Three principal findings have emerged from the study. First, the data from both the
qualitative and quantitative phases indicate that high levels of perceived corruption and
non-compliant tax behaviour exist in Indonesia. Second, the quantitative findings clearly
suggest that perceptions of corruption undermine taxpayers’ intention to report their
income accurately by influencing attitudes and perceived social norms towards tax
compliance. Third, the findings ultimately demonstrate that high levels of perceived
general corruption (i.e. abuse of power by public officials for private gain), grand
corruption (i.e. involving high-level public officials), and grand tax corruption (i.e.
corruption involving high-level tax officials) influence intentional tax underreporting
behaviour.
The results support the notion that perceptions of corruption are an important external
operating context and adversely affect tax compliance behaviour. The findings are then
placed in a specific context of compliance risk management to identify strategies to
improve tax compliance and explore the steps necessary to implement them effectively. It
sheds some light on the applicability of the traditional responsive regulatory approach
utilised by the Indonesian revenue authority, which adopts various measures to achieve
either voluntary or enforced compliance, particularly in dealing with intentionally noncompliant personal taxpayers.
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INTRODUCTION

1.1 Thesis overview
This thesis aims to fill a recognised knowledge gap relating to tax compliance
behaviour. It seeks to develop a deep understanding of how perceptions of nationallevel corruption influence taxpayers' compliance behaviour, and if so, to what extent.
And although studies in the field of tax compliance have identified a wide range of
factors that affect behaviour, little analytic attention has been paid to the impact of
perceptions of corruption. In particular, what remains unclear is precisely how
perceptions of corruption are systematically linked to intentionally non-compliant tax
behaviour. For this reason, this study attempts to provide an additional insight into, or
fill a gap in, the existing literature in tax compliance behaviour by comprehensively
investigating the impact of perceptions of corruption using micro-level data analysis.
A comprehensive analysis of personal income taxpayers’ (PITs) non-compliance
behaviour in relation to their tax obligations clearly requires, inter alia, an investigation
at both the administrative (i.e. a revenue body perspective) and individual levels.
However, from the perspective of social psychological models, it is argued that
taxpayers’ decisions are the more relevant. This is the side of the equation that this
thesis attempts to address empirically.
The design and conduct of this thesis is built on the adoption of pragmatism as the
philosophical research framework. This is because perceptions of corruption and tax
compliance behaviour are considered as highly context-dependent, situational, and
socially constructed. Also, the scholarly research that has systematically examined the
impact of perceptions of corruption upon tax compliance behaviour is minimal. For
these reasons, this framework is applied by integrating both qualitative and
quantitative methods. In particular, this study adopts sequential, preliminarycontribution mixed methods, in that the findings of the first qualitative method are
employed to inform and develop the second quantitative approach.
Indonesia is of interest because of two relevant contexts. First, Indonesia appears to be
among the more corrupt of the major countries in the AsiaPacific region
1

(Transparency International 2015). Survey results from the Global Competitiveness
Report 2016–2017 also suggest that corruption is the most problematic factor for
conducting business in Indonesia (World Economic Forum 2016). Second, Indonesia
has been classified as a major developing country with well-documented on-going tax
tax compliance issues (DGT 2013, 2015a, 2016; Francis 2012; OECD 2014a). Partly due to
corruption and poor governance, the tax ratio of Indonesia is classified as lower than
those of other low-income countries (IMF 2011). And the percentage of individual
income tax revenue to GDP in Indonesia is the lowest among its neighbouring
countries (i.e. 1.3 per cent, compared to Thailand, 1.9 per cent; Philippines, 2.1 per cent;
and Malaysia, 2.7 per cent; Bird & Zolt 2005).1 In summary, Indonesia may provide an
excellent opportunity to examine the potential association between perceptions of
corruption and the way personal income taxpayers behave.
Past research has identified a wide range of other factors influencing personal taxpayer
compliance. However, these are not the focal points of this study. Rather, this study
provides greater attention to the impact of perceptions of corruption upon intentional,
non-compliant tax behaviour from a social psychology perspective. This is because it
has been argued that behavioural research in tax compliance holds promise for
improving tax compliance behaviour (Cullis & Lewis 1997; Kornhauser 2007). Thus, if
the implications of this variable can be understood, it will be possible to establish an
extended contextual and specific determinant of Indonesian PITs’ compliance
behaviour in particular, and broader knowledge of tax compliance behaviour in
general, as well as appropriate treatment strategies.

1.2 Motivation
With more than 20 years of working experience as a tax officer, I have a relatively long
and deep experience of the sometimes hostile and always dynamic relationships
between tax authorities and taxpayers. And I fully appreciate that it is not a perfect
world. While the administrative burden of tax obligations may hamper taxpayers'

1

Recently, Indonesia introduced a tax amnesty program for nine months, from July 2016 to March 2017, to
generate more revenue and broaden the tax base. However, in the first phase of the program (JulySeptember
2016, involving a 2 per cent redemption rate), 82 per cent (284,679 out of 347,033) of amnesty participants
were taxpayers who had already lodged their annual tax returns, and 89 per cent (IDR 82.7 trillion out of IDR 93
trillion; equal to approximately AUD 8.27 billion out of AUD 9.3 billion as at 31 December 2016) of the tax
declared was paid by individual taxpayers (see <http://pajak.go.id/ statistik-amnesti>, accessed 3 December
2016). This is a very strong indication of the extent of non-compliance by personal taxpayers in Indonesia.
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ability to comply, I have intuitively witnessed that their willingness to comply plays a
crucial role in shaping their compliance behaviour. Despite the fact that there are
many honest taxpayers I have met, my former role as both a tax auditor and a tax
dispute reviewer provided me with ample opportunities to reasonably discern that a
considerable number of taxpayers do not fulfil their tax obligations on a voluntary
basis.2
I also realise that tax compliance behaviour is a multi-disciplinary and complex subject
with a multitude of causes. Nonetheless, I was motivated to seek a clearer and deeper
understanding of what influences taxpayers' behaviour in the very specific context of
Indonesia. Particularly, I have noticed a common perception of pervasive corruption in
Indonesia. Coincidentally, in the last five years, there have been several corruption
cases of public interest involving both public servants and tax officials.3 I have also
learned that tax compliance behaviour cannot be separated from its context.
Accordingly, I am personally intrigued to scientifically examine the impact of this
social phenomenon on taxpayers' non-compliance behaviour through both theory- and
data-driven investigations. I believe that an evidence-based approach and a better
understanding of the implications of this phenomenon will be beneficial to my
institution and to Indonesia, which is currently struggling to increase levels of taxpayer
compliance.
Finally, I appreciate that tax compliance behaviour research is a relatively new area of
study. While it typically has high context specificity, most of the existing literature in

2

In this regard, my earlier unpublished research findings subtly drive my motivation to conduct this study. Back
in 2004, there was fear over significant declines in tax revenue, particularly in the share of personal income tax
revenue, as the result of a significant increase in the amount of annual non-taxable income (Penghasilan Tidak
Kena Pajak—PTKP). The findings revealed that the fear of significant falls in tax revenue as a result of new
policy was not statistically proven. Most of the taxpayers under study (192 PITs) reported both higher net
income (96 per cent of sample) and higher taxable income (80 per cent of sample) in the year under study.
From my intuitive thinking point of view, since a declared overpayment tax return will definitely result in a
routine tax audit (see fn. 59 for detailed explanation of types of tax audit in Indonesia), this phenomenon raises
some intriguing questions. Do these personal taxpayers intentionally avoid tax audit? If so, in light of the nature
of their hard-to-tax business, to what extent do they correctly report their tax affairs? Finally, what ultimately
drives them to accurately report their tax and vice versa?

3

In particular, one of the most notorious tax scandals in Indonesia is the case of Gayus Tambunan, a junior tax
official who amassed a considerable fortune through corrupt activities (McLeod 2011). The magnitude of the
case can be reflected in the direct involvement of the president of the Republic of Indonesia, who in January
2011 eventually issued 12 instructions to settle this case of national public attention (DGT 2012, p. 16). Indeed,
this phenomenon precisely confirms what Flatters and Macleod (1995, p. 398) have noted: "this sort of
corruption manifests itself in developing countries in a number of standard ways: there is considerable
underpayment of taxes; tax revenue agents, despite low official incomes, are able to accumulate significant
amounts of wealth while in office; ... ."
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this area is derived from developed economies, which obviously have different
characteristics from those of developing economies such as Indonesia. As such, it was
felt that there are calls for empirical research into this topic in developing countries
due to the significant impact of tax compliance problems in this region. In this sense, I
believe that this study provides an important opportunity to advance an understanding
of the impact of perceptions of corruption on tax compliance behaviour, particularly
from a developing country's perspective.

1.3 Research objectives
The overarching aim of this study is to investigate with great rigour and detail the
impact of perceptions of corruption upon tax non-compliance behaviour in terms of
psychological and behavioural factors. Accordingly, this study defines perception of
corruption and tax compliance behaviour as the two central variables under
investigation. The following objectives address the aims of the study:
a. To undertake a review of the literature to identify and to clarify:
i.

The definition and classifications of perceptions of corruption as the
primary observed variable;

ii.

The definition and measurements of tax compliance behaviour;

iii.

The determinants and existing conceptual models of individual tax
compliance behaviour;

iv.

The appropriate theoretical framework to analyse the impact of the
observed variable on tax compliance behaviour;

v.

Existing literature associated with the observed variable and its adopted
theoretical framework.

b. To conduct appropriate fieldwork (which includes in-depth interviews and
surveys) to collect data from relevant respondents.
c. To examine the role of perceptions of corruption upon tax compliance behaviour
based on respondents' data by adopting a structural equation modeling (SEM)
approach.
d. To use the results of the analysis to describe the impact of the observed variables
on tax compliance behaviour and its policy implications.

4

1.4 Scope of the research
There is no single tax compliance theory that is widely accepted. And it has also been
recognised that determining the factors that influence taxpayer behaviour, whether
compliant or non-compliant, is difficult (OECD 2010a, 2014b). Hence, there is a
consensus among researchers that no single variable or compliance model is known to
exist that is capable of fully explaining tax compliance behaviour on its own.4 Instead,
several conceptual models, consisting of a wide range of variables, have been
intertwined to explain taxpayers' compliance behaviour.5 Nonetheless, due to the
limitation of research resources, to comprehensively include all these inherent factors
is certainly beyond the scope of this study.6
Given time and length limitations, and to keep this study manageable, the scope of this
thesis needs to be specified. The scope is determined by three factors. First, this thesis
is confined to the compliance behaviour of PITs in the Indonesian context. In
particular, the targeted population of this study is employed PITs and self-employed
PITs with annual sales turnovers of less than IDR 4.8 billion.7 In relation to the aim of
the study, it is assumed that perceptions and intentions can only be fully addressed at
the individual level (Mendes 2004). It is also argued that the completion of an
individual tax return—also known as tax declaration—is subject to various mental
processes, including information processing and motivation, which influence tax
compliance (Antonides & Robben 1995). The detailed rationale for focusing on PITs is
provided in Chapter 2. This study, therefore, does not analyse the compliance
behaviour of corporate income taxpayers (CITs) and treasurer taxpayers.8

4

One such case, for example, is in the US context. Despite its long history of taxation, knowledge of how noncompliance behaviour is shaped is still underdeveloped (Efebera et al. 2004).

5

For instance, the Internal Revenue Service (IRS) have listed at least 64 variables which may influence taxpayers’
decisions to report tax obligations (Alm 1999; Jackson & Milliron 1986).

6

Tax compliance deals with human behaviour (OECD 2010a). As humans are very complex creatures, finding
unambiguous explanations for human behaviour is virtually impossible (McKerchar 2010).

7

The Indonesian government introduced Government Regulation Number 46 Year 2013 in June 2013. The
objective of this new policy is to improve simplicity for certain taxpayers (i.e. small and medium enterprises
(SME)) in fulfilling their tax obligations. Based on this regulation, personal or corporate income taxpayers with
sales turnover of operating business less than IDR 4.8 billion (equivalent to about AUD 480,000 as at 31
December 2016) in one fiscal year are taxed by way of a 1 per cent presumptive final income tax, which applies
to their annual gross sales turnover. This new policy took effect from 1 July 2013 onwards.

8

It is worth noting that based on Indonesian tax law, there are three types of domestic income taxpayers,
namely: personal income taxpayers, corporate income taxpayers and treasurer taxpayers. Generally speaking,
treasurer taxpayers are treasurers of government entities who were appointed and required by the tax law to
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Second, in order to be able to undertake appropriate modeling, a time context of the
studied behaviour needs to be specified. For the purpose of this study, this thesis only
examines the taxpayers' compliance behaviour with respect to their annual tax return
for the 2014 fiscal year (I January 2014 to 31 December 2014). Consequently, taxpayers'
compliance behaviour prior to this period, or after it, is beyond the scope of this study.
Third, due to practical constraints, this study cannot provide inclusive analysis of all
types of compliance outcomes. Instead, using the OECD's (2014b) classification,9 the
examined compliance outcomes in this research are focused on a specific expected
behavioural outcome: correctly reporting income in the annual tax return. For this
reason, this study only focuses on registered PITs and omits those who did not register
in the tax administration system. This limitation correlates with the adopted research
methods which will be thoroughly discussed in Chapter 4.

1.5 Research questions
The overarching aims of this thesis can be reflected in two broad primary research
questions:
a. In what ways, and to what extent, do perceptions of corruption affect personal
taxpayers' non-compliance behaviour?
b. If such a relationship exists, how can the general level of tax compliance
behaviour of Indonesian PITs be improved (i.e. what are the policy implications)?
This study also anticipates secondary research questions that may arise during the
research process. Based on a review of the literature, and given that a deductive
approach is primarily adopted in this study, it is argued that to scrutinise the impact of
the observed variables on tax compliance behaviour, a sound theoretical orientation is
needed. Thus, although not the main focus of the study, it is also considered to be
beneficial to determine the background factors of the observed variables in the adopted
explanatory model. As a result, two secondary research questions are broadly stated as
follows:
withhold all relevant taxes in accordance with government payments. They are obliged to lodge monthly tax
returns but not annual ones.
9

According to the OECD (2014b, p. 60), the four broad categories of taxpayers' obligations are: "(i) to register for
tax purposes; (ii) to file tax returns on time; (iii) to correctly report tax liabilities; and (iv) to pay taxes on time."
It should be noted, however, that this classification may vary. For instance, according to the IRS (2009),
taxpayers are categorised as compliant when they meet three, instead of four, of the primary obligations.
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c. Is the observed variable (i.e. perceptions of corruption) independent, or does it
interact with other ‘background’ factors?
d. To what extent, if any, do the background factors influence the prescribed
theoretical variables in the model?

1.6 Significance and justification
1.6.1 Significance
This thesis systematically investigates the relationship between perceptions of
corruption and tax compliance behaviour. Its findings will explain the relationship
between the perceived level of corruption in Indonesia and the non-compliant tax
behaviour of its individual income taxpayers.
The significance of its findings can be justified at both the theoretical and practical
levels. On the theoretical level, this study expands the increasingly popular theory of
tax morale (e.g. Brink & Porcano 2016; Cummings et al. 2009; Frey & Torgler 2007;
Halla 2012; Jahnke 2015; Kornhauser 2007; MacGregor & Wilkinson 2012; McKerchar
et al. 2013; Yücedoğru & Hasseldine 2016) by identifying the impact perceptions of
corruption have on tax compliance behaviour.10 Thus, this study provides deep insight
on a hitherto unexplored cultural factor that may affect the tax morale of individuals.
This is important because the traditional economic model is not capable of explaining
the level of tax compliance in society. That is, the evidence suggests that the level of
tax evasion should be higher than it is in many countries given the low probability of
getting audited and the size of the penalty if caught (Walsh 2012). Accordingly,
because deterrence theory often does not work well in practice (Osofsky 2014), to
provide adequate explanation of the dynamic of tax compliance behaviour, an
extension to the standard model is needed (Ritsatos 2014).
This cultural factor merits attention for two reasons. First, although much is currently
known about the determinants of tax compliance, the mechanism by which
perceptions of corruption influence tax compliance behaviour has not been clearly
established. Also, no previous study has distinguished between grand and petty
corruption, as well as grand and petty tax corruption. It is envisaged that the

10

Often seen as ‘a black box’ of tax compliance behaviour (McKerchar et al. 2013), tax morale is frequently
described as ‘intrinsic motivation to pay tax’ (Frey & Torgler 2007) or ‘internal motivation to comply with tax
law’ (Kornhauser 2007).
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outcomes of this study will do more than prove whether perceptions of corruption
have an impact on tax compliance behaviour, but also will demonstrate how and in
what ways these variables affect it.
Second, it is apparent that the vast majority of research in the field of tax compliance
behaviour has been conducted in developed economies.11 As developed and
developing countries are not characteristically similar, generalising those findings to
developing countries could be potentially problematic.12 This is because several
empirical findings have indicated that cultural differences have significant influences
on tax compliance behaviour across countries (e.g. Richardson 2006; Cummings et al.
2009; Kogler et al. 2013). For developing economies, the problem of raising more tax
revenue obviously involves a broader context than just technical expertise issues
(Besley & Persson 2014).13 Hence, country-specific idiosyncrasies need to be taken into
consideration (Drummond et al. 2012). In this sense, the policy implications resulting
from this study are crucial and relevant for developing economies, particularly in
relation to the 2030 United Nations’ Agenda for Sustainable Development goals, for
which strengthening domestic revenue mobilisation and improving domestic capacity
for tax revenue collection are considered key drivers (United Nations 2015). In other
words, this study also offers an opportunity to complement the existing body of
literature in the field of tax compliance behaviour from an emerging economy
perspective.
A second contribution of this study is at the practical level. There are three
implications at this level. First, this study aims to contribute to the work of the
Indonesian tax authority by examining crucial factors which may have a behavioural
impact on Indonesian PITs. As in many countries, tax compliance also remains a focal
issue in Indonesia. Despite its long and predominant contribution to the government
budget, several indicators illustrate that the level of tax compliance, particularly by
PITs, is very low in Indonesia. The Indonesian tax authority, the Directorate General
11

By far, the bulk of the existing literature in tax compliance research is predominantly from developed countries,
such as, but not limited to, Australia, Canada, Germany, Italy, Netherlands, New Zealand, Sweden, the UK, and
the US (e.g. Hasseldine & Li 1999; Jackson & Milliron 1986; Richardson & Sawyer 2001). Consequently, there
have been calls to conduct more empirical research on compliance behaviour beyond the jurisdiction of
developed economies (e.g. Andreoni et al. 1998; Chau & Leung 2009).

12

The list of ‘developing countries’ is not constant. It may change over the time and is context-dependent.
Accordingly, ‘developing countries’ in this thesis were classified according to World Bank (2013a) data.

13

Revenue authorities in developing economies face entirely different circumstances compared to their
counterparts in advanced economies (McKerchar & Evans 2009). Revenue collections in developing countries
are generally afflicted by widespread evasion, coercion, and corruption (McKerchar & Evans 2009; Bird 2015).
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of Taxation (DGT), has identified the low level of taxpayer compliance as a significant
external challenge (DGT 2013, 2015a).
In this sense, some authors have recognised that the distribution of income tax
revenue from PITs is dependent upon a very small number of them, and the tax gap
for PITs is still wide (e.g. Ikhsan et al. 2005; Rahmayanti 2006). Moreover, in
Indonesia, the largest portion of income tax revenue from PITs is currently sourced
from the withholding tax (WHT) system,14 whereas income tax revenue from selfemployed PITs only contributes a minuscule portion of the share, i.e. less than 1 per
cent on average during the 2002-2013 period.15 In this regard, several authors (e.g.
Witte & Woodbury 1985; Morse et al. 2009) have reported that individuals who
receive income in the form of salaries and wages tend to have higher levels of tax
compliance. This is simply because they have fewer opportunities to evade tax, as it is
withheld automatically.
Nevertheless, it is considered essential to examine not only the compliance behaviour
of self-employed PITs but also those of employed PITs in the context of Indonesia.
One reason for this is that Indonesia has specific economic characteristics. Currently
the 16th-largest economy in the world (World Bank 2013b), Indonesia is considered to
have a very extensive informal labour sector. The informal sector was estimated to
comprise almost 70 per cent of the total workforce and is characterised by a large
number of workers who exist outside of employment regulations (Andrews et al. 2011;
OECD 2015).16 This allows some portion of those employed PITs to possibly receive
income that is beyond the third-party reporting system. This, therefore, indicates a
crucial need to specifically identify the potential root causes of non-compliant
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This is a tax collection method which obliges certain taxpayers to withhold tax on payments of salaries and
wages to employees and/or third parties, and report to the tax authority via tax returns. If the withheld tax is
not a final tax, tax credit is given to the taxpayer to offset his/her final liability at the end-of-year assessment.
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Mainly because of pervasive tax evasion and weak compliance, Indonesia’s tax base is narrow (OECD 2015b).
For instance, according to OECD (2016), out of a population of 260 million, only 27 million individual taxpayers
were registered in 2014. This figure composed of five million (19 per cent) self-employed and 22 million (81 per
cent) employed taxpayers (see < http://www.pajak.go.id/content/article/refleksi-tingkat-kepatuhan-wajibpajak>, accessed 10 July 2017). This is still far below the figure that the DGT internal data (available to the
author) estimates should be the total number of potential individual taxpayers, which in 2013 was at least 48
million. It is worth noting that in 2014 the number of individual taxpayers represents the largest portion (i.e. 91
per cent) of total registered taxpayers, followed by corporate taxpayers (i.e. 8 per cent; 2.5 million) and
treasurer taxpayers (i.e. 1 per cent; 400 thousand). Recall fn. 8 for detailed explanation of three types of
domestic taxpayers in Indonesia. For details, see Section 2.4.
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For instance, according to the OECD (2015b), it was estimated that 60 per cent of non-agricultural employment
in Indonesia is informal.

9

behaviour of Indonesian PITs to develop appropriate options for effective treatment
(OECD 2004, 2010a).
Second, given that one of the targeted groups in this study is a specific cohort of selfemployed PITs,17 the outcomes of this study can be used by the Indonesian tax
authority as an objective empirical indicator of the underreporting of personal
income tax.18 This is particularly important, because while very few published studies
have investigated the extent of non-compliance issues in Indonesia, currently the
DGT also aims to develop a comprehensive risk-based approach in dealing with
compliance issues (DGT 2015a)a point which is discussed specifically in Chapter 8.
In this context, it is imperative to begin by understanding taxpayers' willingness or
intention to comply with tax obligations.
Third, the importance of understanding the motivators of taxpayer behaviour is
highlighted by the OECD (2010a) in its compliance risk management process.19 The
OECD (2010a) explicitly identifies the significance of analysing potential causes of
compliance behaviour (i.e. environmental scanning) in developing appropriate
treatment strategies. Further, viewed from a tax authority perspective, the OECD
(2014b) notes the importance of recognising public perceptions as one of the external
factors affecting tax compliance outcomes. As Figure 1.1 illustrates, tax compliance
outcomes are influenced by both external factors and the internal capabilities of the
revenue body.
These driving forces are generally termed as the ‘operating context’ (OECD 2004). As
such, if the impact of taxpayers' perceptions of corruption on shaping taxpayers'
compliance behaviour is not adequately understood, it will not be possible to propose

17

Recall fn. 7 regarding the implementation of presumptive income tax for certain eligible PITs.

18

In this context, because the underreporting gap is the most difficult tax gap to estimate (IRS 2001; NAO 2008),
the term 'indicator' implies a relative measure that is useful when an absolute measure is impractical or
unavailable. Accordingly, irrefutable evidence is not necessarily required for an 'indicator' (OECD 2008).
Throughout this thesis, the term ‘tax gap’ refers to "the amount of income taxes not collected due to noncompliance" (Alm & McKee 2006, p. 3). It is worth noting, however, that the term ‘tax gap’ can be defined in
various way (e.g. Brondolo et al. 2008; IRS 2009; HMRC 2012; Loo et al. 2005; McKerchar 2003; OECD 2008b;
Weber et al. 2014). A fuller discussion on measuring the tax gap can be found in Gemmell & Hasseldine (2012).

19

The necessity of research to seek motivational background is also highlighted by other revenue authorities,
particularly to cope with the informal economy (e.g. NAO 2008).
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appropriate treatment strategies to improve voluntary compliance in such a dynamic
environment as faced by the Indonesian tax authority.20

Source: OECD (2014b, p. 15).
Note: Figure 1.1 shows the significance of recognising public perceptions as one of the external
factors. External factors along with the effectiveness of revenue body’s actions are the two
driving forces that shape tax compliance outcomes.

Figure 1.1: Influences on tax compliance outcomes
With this knowledge in hand, this thesis can provide policymakers with invaluable
micro-level empirical data on the extent to which perceptions of corruption influence
the self-assessment system, the ways this perception affects taxpayers' voluntary
compliance, and treatment strategies for compliance issues.

1.6.2 Justification
In order to generate the vast majority of revenue needed to fund public spending,
most modern countries adopt self-assessment systems in their tax administration
(Loo et al. 2005; OECD 2010b). In such regimes, tax returns are generally not checked
but are assumed to be correct (Prebble 1996). As a consequence, it is common that
the revenue bodies depend heavily on the taxpayers' willingness to comply with the
collection of tax revenue (Mikesell & Birskyte 2007). It is specially the case in relation
to business taxpayers. This implies that the government largely relies on taxpayers'
compliance to file tax returns and to honestly declare, adjust, deduct, calculate, and
pay their tax dues (Martinez-Vazquez et al. 1992; Marshall et al. 1997).
It is apparent that the self-assessment system fundamentally relies on voluntary
compliance.21 Indeed, voluntary compliance is the backbone of modern societies

20

This is partly because, in many cases, decisions in tax administration have to be made under uncertainty
(Wenzel & Taylor 2003). An evidence-based approach may be beneficial to reduce this ex ante uncertainty.

21

While the self-assessment system is largely based upon the notion that taxpayers comply with tax laws
voluntarily, taxation itself is compulsory. The mechanism to support public spending needs to be involuntary
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(Mikesell & Birskyte 2007; Van Dijke & Verboon 2010). Therefore, increasing the level
of voluntary compliance is one of the important missions of revenue bodies (OECD
2010a). In this sense, for instance, in the United States (US), it was claimed that in
fiscal years 2008-2010, 82 per cent of its tax revenue was generated from voluntary
compliance (IRS 2016).22 Likewise, in Australia, it was estimated that in 2011-2012, over
90 per cent of tax revenue was voluntarily received from taxpayers (ATO 2012). This
implies that taxpayers' compliance behaviour is central to the implementation of
taxation systems.
In most cases, taxes are perceived as a burden (Hofmann et al. 2008). Consequently,
as a result of financial or other incentives not to comply,23 any tax system will
inevitably suffer some evasion (Lederman 2003). As such, history indicates that tax
compliance behaviour remains problematic around the globe (McKerchar & Evans
2009; OECD 2012b). For instance, using tax effort as an indication,24 despite its
inherent methodological limitations, the International Monetary Fund (IMF 2011) has
illustrated that while the tax ratio in high-income countries25 is generally higher than
that of low- or middle-income countries, the median estimated tax effort in highincome countries is only about 78 per cent (Le et al. 2012).
Several strategies have been introduced and developed to cope with this ongoing
problem. Historically, many tax authorities have adopted traditional enforcement
strategies by performing comprehensive audit programs to address compliance issues
(Kirchler 2007; OECD 2004). And despite the fact that empirical findings are
inconclusive (Hofmann et al. 2008), the underlying principles of economic deterrence
have been traditionally adopted by many tax authorities in formulating enforcement

due to the ‘free rider’ problem. That is, if it is on a voluntary basis, no one will have a stimulus to contribute
(Stiglitz 2000). Accordingly, ‘voluntary compulsion’ (Lederman 2003) or ‘quasi-voluntary’ (World Bank 2009) is
probably a more appropriate term.
22

It is worth noting that the way the tax authorities define the term 'voluntary compliance' may differ from those
of some authors. Tax authorities may adopt a view that ‘voluntary’ simply means the absence of any
enforcement activities (e.g. Internal Revenue Service 2009), while some authors may define it in broader
terms, generally by emphasising the extent of taxpayers' willingness to comply (e.g. Witte & Woodbury 1985;
Fischer et al. 1992; James & Alley 2004). See also fn. 108.

23

For instance, a public good is generally non-excludable. Thus, to effectively exclude certain types of individuals
(e.g. non-compliant taxpayers) from using it is hardly possible.

24

Tax effort can be defined as the ratio between the proportion of the collected tax in GDP and taxable capacity
of a country (Le et al. 2012). In estimating tax effort, the IMF (2011, p. 59) conceives tax revenue as a function R
(x, p) of exogenous variables x and policy choices p.

25

In this study the IMF (2011) adopted the World Bank's classification on the 2009 gross national income (GNI)
per capita. The annual threshold for the high-income group is US $12,196 per person or more.
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strategies. These emphasise the severity of penalties and the prevalence of getting
audited (McKerchar & Evans 2009).
It is obvious, however, that no single fiscal ‘magical medicine’ or ‘silver bullet’ suitable
for all has been found to address the complex phenomenon of tax compliance (Bird
2013). Hence, many strategies that have attempted to tackle tax compliance issues do
not work appropriately because the problem is not fed by a single cause. Indeed,
behind the tax evasion decision lies a bundle of attitudes and norms of compliance
(Mann & Smith 1988; Slemrod & Yitzhaki 2000). Put simply, tax compliance issues
seem much too complicated to be approached solely by a traditional economic
approach (Alm 2011; Hashimzade et al. 2013; Kirchler et al. 2010; McKerchar & Evans
2009; Reeson & Dunstall 2009; Weber et al. 2014).26
In light of this widespread concern, recent developments in compliance strategies
have emphasised the importance of several behavioural factors (Wood et al. 2010;
World Bank 2015).27 The importance of developing a behavioural approach to improve
tax compliance is supported by many authors (e.g. Congdon et al. 2009; Gangl et al.

26

Views that criticise a purely economic approach to tax compliance research can be traced back to the 1980s.
For example, Lewis (1982a pp. 24-25), based on the work of Hollis and Nell in their formidable text Rational
Economic Man (1975), highlighted the issue in terms of three main concerns: the analytic-synthetic distinction
of theoretical economic statements, the induction problem on the implementation of economic theory, and
the tautological assumption that makes economic theory seem to be irrefutable. Cowell (1990 p. 198) outlined
two important aspects which the standard economic model (of crime and the control of crime) fails to cover:
tax evasion, as part of compliance issues, is not a common crime; and motivational postures of the malefactor.
Similarly, in the context of tax evasion behaviour, Arrington and Reckers (1985 p. 163) argued that despite the
important role of economic consequences in understanding the phenomenon, their presence is considered to
be insufficient to explain and to predict behaviour. While the development of research related to behavioural
insights into tax compliance strategies is mainly motivated by dissatisfaction with the traditional economic
approach in understanding taxpayer' compliance behaviour (Alm 2011; OECD 2013a), it is worth noting
however that non-deterrence approaches have not supplanted, but only complemented, the crucial role of
deterrence as a principal measure of ensuring tax compliance (Osofsky 2014).

27

According to the World Bank (2015, p. 5), “the past 30 years of research in decision making across many
behavioral and social sciences have led economists to a stage where they measure and formalize the
psychological and social aspects of decision making that many of the foundational contributors to economics
believed were important.” In the area of tax compliance, for instance, the Australian Taxation Office
(ATO)―one of the world's leading tax authorities (Langham et al. 2012)―has initiated several innovative
behavioural-based compliance strategies. These include: (i) The Cash Economy Task Force to identify and to
address the behavioural drivers of the cash economy, followed by several activities performed by the Cash
Economy Advisory Group and Cash Economy Community Research; (ii) Business Perceptions Surveys to explore
taxpayers' experiential and motivational views on the ATO and several behavioural attitudes; and (iii)
Community Perceptions Surveys to outline community perception of the ATO's administrative performance and
some specific topics including the cash economy (OECD 2012b). Moreover, the ATO's cooperative compliance
model (CCM)―which has been widely adopted―can also be classified as a behavioural-based model given that
its main focus is to understand the business, industry, sociological, economic, and psychological factors that
influence taxpayers' behaviour (McKerchar & Evans 2009; OECD 2013a).
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2015a; James 2012; Kirchler et al. 2014; Reeson & Dunstall 2009; Weber et al. 2014).28
Also, many OECD countries have funded research to obtain a greater understanding
of the factors that influence taxpayer behaviour (OECD 2004).29 As voluntary
compliance is closely related to taxpayers’ cultural background (Coleman & Freeman
1997), it seems apparent that central to this compliance strategy is an increasing
concern to obtain a deeper understanding of taxpayers' behavioural drivers rather
than their non-compliance symptoms in order to effectively address non-compliance
issues (Leviner 2008; OECD 2004, 2010a).
Further, regarding corruption, there is a widespread concern that corruption creates
inefficient tax systems, erodes tax collection legitimacy, reduces corporate and
personal citizens’ willingness to pay their fair shares of taxes and, as a result, lowers
levels of tax collection (Alm et al. 2016; Imam & Jacobs 2007; Tanzi & Davoodi 2000).30
By way of illustration, on a macro level, a positive correlation between less perceived

Tax revenue to GDP ratio (2008-2012)

corruption and higher share of tax revenue in GDP can be shown in Figure 1.2.
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Source: Author’s calculation on CPI 2012 data (Transparency International 2013a) and World
Bank data on tax revenue as a percentage of GDP (World Bank 2013c).
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Congdon et al. (2009, p. 375), for example, explicitly state that "the implications of behavioural economics for
public policy, including tax policy, have yet to be systematically explored, and that this oversight leads to both
mistaken policy and missed opportunity."

29

For instance, the UK government has specifically established a unit called the Behavioural Insights Team (BIT) in
2010. Also known as ‘the nudge unit’, this unit is claimed as the world’s first government entity focused on the
application of behavioural science (for further details, see <https://www.gov.uk/government/organisations/
behavioural-insights-team>, accessed 7 October 2014).

30

In the literature on corruption in general, there are two competing views regarding the impact of corruption on
economic efficiency, namely, the ‘sand-the-wheels’ and ‘grease-the-wheels’ hypotheses. For a summary of
those hypotheses, refer to Nguyen et al. (2016). In the context of tax corruption, the authors are inclined to
support the ‘sand-the-wheels’ hypothesis, i.e., tax corruption is harmful.
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Note:

Figure 1.2 illustrates a positive correlation between the Corruption Perceptions Index (CPI)
and the share of tax revenue in GDP. A higher CPI score indicates less perceived corruption.
This graph includes data from 119 countries. Tax ratio is based on the average of available
20082012 data. Tax revenue refers to “compulsory transfers to the central government
for public purposes” (World Bank 2013c). Note that, strictly speaking, one needs to
calculate the partial correlation coefficient between Tax revenue:GDP and CPI, with the
effect of the set of other determinants of tax burden (such as tax rate) removed.

Figure 1.2: Tax revenue: GDP ratio vs Perceived corruption index
To circumvent this problem, many authors recommend that developing countries
should prioritise reducing the extent of corruption to improve tax compliance (e.g.
Bird 2004, 2015; Bird et al. 2008; Flatters & Macleod 1995; OECD 2012a; Picur & RiahiBelkaoui 2006).31
There are two major reasons why understanding the impact of perceived corruption
on taxpayers’ compliance behaviour is important. First, perceptions of corruption
may have deleterious effects on tax compliance. Corruption makes public finance less
effective, both in the collection and distribution processes. In high-corruption
countries, the reduced tax revenue that reaches government may be spent in
unproductive or inappropriate ways, causing public finance to fail to achieve its
objectives (Hillman 2004).
Perceptions of corruption also have a malign impact upon the way taxpayers behave.
That is, perceived corruption may erode taxpayers' willingness to contribute their fair
share of tax (Jahnke 2015), cultivate a culture of distrust among stakeholders towards
related institutions (Melgar et al. 2010a), reduce the moral cost of evading tax, and
further encourage taxpayers to behave opportunistically (Torgler et al. 2008; Gangl et
al. 2015b). Perceptions of corruption also undermine compliance, as taxpayers may
perceive that, due to corruption, the presence (or benefit) of government
expenditures they receive will be reduced (Alm et al. 1992). And it may induce more
taxpayers to underreport taxes, which creates more opportunities for the bribery of
tax officials (Çule & Fulton, 2009; Alm et al. 2016). Consequently, perceptions of
corruption may have a greater effect than the corruption itself by generating a
cultural tradition that increases the pervasiveness of corruption (Melgar et al. 2010a).
In support of this idea, Fjeldstad and Tungodden (2003) outlined a potential vicious
circle caused by corruption. They argued that it may strengthen a damaging public
31

In the Indonesian context, for instance, the OECD (2012a) explicitly lists one of its key priorities for growth as
“continue efforts to fight corruption by reforming the tax office and further simplifying business licensing”.
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perception that causes taxpayers to disengage from any reciprocal relationship with
the government. In this context, it is proposed that public perception is an important
issue as it may linger in society for a relatively long time (Fjeldstad & Tungodden
2003). This is probably because the inaccurate information that citizens have
regarding corruption may explain why the corruption itself is persistent (Olken
2009). According to Olken (2009), examining perceptions of corruption to measure
the extent of corruption may lead to misleading conclusions. This view is supported
by Eveland and Glynn (2008), who recognised the significant role that the
perceptions of the beliefs, opinions and behaviours of others have on human
behaviour.
Second, from a behavioural economics perspective,32 perceptions of corruption may
influence the way taxpayers comply with their tax obligations. This is because
scholars have long argued that individuals behave in ways that are consistent with
their feelings, beliefs and perceptions about the world they live in (Braithwaite 2003).
For instance, in their review of corruption measurement, Mishler and Rose (2008, p.
28) highlighted that individuals have an inclination to perceive corruption as ‘all of a
piece’, and are predisposed to fail to recognise the difference between street-level
corruption and political or civic institution corruption.
Also, it was argued that, in many cases, individuals' corruption perceptions with
regards to one institution are inherently influenced by their perceptions of other
institutions; a phenomenon called the ‘echo chamber’ effect (Mishler & Rose 2008).
This view is supported by Dong et al. (2012) who observed that an individual's
willingness to be corrupt is influenced by the perceived behaviour of other persons in
a society. In this regard, since taxpayers have limited capabilities in processing such
information, they are not fully informed, tend to use heuristics (mental shortcuts),
and are therefore vulnerable to biases in their tax decisions (Levi et al. 2009; Marriott
2009; OECD 2010a; Reeson & Dunstall 2009).33

32

According to van Raaij (1981, p. 6), behavioural economics is "economics as a social science". Further, van Raaij
(1981) deduced that to gain a better integration of psychological variables in economic science, both
psychological and economic variables should be incorporated into a model, hypotheses and theories. Likewise,
Congdon et al. (2009, p. 375) defined behavioural economics as "the integration of economics and the
psychology of preference formation and choice." See also fn. 157 on the distinction between economic
psychology and behavioural economics.

33

For instance, according to Levi et al. (2009, p. 359), “corruption undermines citizens’ willingness to comply with
the law. Citizens living in countries with systemic corruption will continue to ask themselves why they should
pay taxes if the tax collectors steal their funds.”
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In summary, while it is recognised that recent developments in the literature have led
to a renewed interest in behavioural perspectives and psychological determinants of
tax compliance behaviour (Kirchler 2007; OECD 2013a),34 little is empirically known
about the impact of perceptions of corruption on the intentional non-compliance
behaviour of personal taxpayers. As a consequence, much uncertainty remains about
how the causal relationship between perceptions of corruption and tax noncompliance behaviour has come to exist. To comprehensively understand the
determinants of taxpayers' compliance behaviour, it can be deduced that the impact
of this variable should not be ignored.35 Taken together, by scrutinising the influence
of perceptions of corruption on personal taxpayers' compliance behaviour, useful
insights can be obtained and treatment strategies can be proposed.

1.7 Structure of the thesis
This thesis is organised in nine chapters, including this introductory chapter. In what
follows, Chapter 2 (Research Background) explains the contextual background and
discusses two critical elements relevant to the research problem: corruption and
compliance issues in Indonesia.
The literature that relates to perceptions of corruption and tax compliance behaviour is
then considered in Chapter 3 (Literature Review). The first part of this chapter consists
of an extensive review of the existing literature on corruption and perceptions of
corruption. The second part of the chapter focuses on the literature on tax compliance
behaviour, including its definition, determinants and existing models. The justification
for adopting the theory of planned behaviour (TPB) is then discussed in the third part.
This chapter concludes with identification of the gap of knowledge that this thesis
addresses.
Chapter 4 (Research Design) then explores the research design and the adopted
research paradigms for this study. It provides details of the research methodology,
research problem, conceptual model, research questions, and development of

34

For instance, almost two decades ago, Andreoni et al. (1998, p. 855) called for more studies investigating the
“diverse psychological, moral and social influences” to better understand compliance behaviour.

35

Perceptions of corruption can be adversely influential. For instance, as Kaufmann et al. (2007, p. 2) explained,
“when citizens view the courts and police as corrupt, they will not want to use their services, regardless of what
the ‘objective’ reality is. Similarly, firms will pay less taxes if they believe that they will be wasted by corruption,
and they will invest less in their country.”
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hypotheses. This chapter also discusses data collection strategies and the development
of constructs. The chapter concludes with a discussion of methodological issues.
The first research phase is presented in Chapter 5 (Research Conduct and
Results―Qualitative Phase). It focuses on the data collection strategies, data analysis
and the results of the qualitative phase. How the second research phase is administered
is then described in Chapter 6 (Research Conduct―Quantitative Phase). In this
chapter, two major strategies adopted to ensure the reliability and validity of the
quantitative approachpilot testing and survey administrationare discussed.
The results from the second phase of research are then presented in Chapter 7 (Results
of Quantitative Phase). The chapter presents descriptive and inferential analyses of the
survey results. In particular, multivariate analysis of variance (MANOVA) and
structural equation modeling (SEM) are employed as part of inferential analysis, to
address the secondary and primary research questions, respectively.
Chapter 8 (Discussion and Policy Implications) discusses the quantitative results in
relation to the existing literature and considers their implications for the Indonesian
tax authority. Before discussing the policy implications and elaborating potential
strategies to improve the tax compliance behaviour of PITs in the context of Indonesia,
the chapter initially summarises and reviews all the research findings of this study.
Finally, Chapter 9 (Conclusions) concludes with an overall summary of the thesis, its
contribution to the body of knowledge, its limitations, and areas where future research
may be fruitful.
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CHAPTER TWO
RESEARCH BACKGROUND
2

RESEARCH BACKGROUND

2.1 Introduction
The previous chapter presented a brief overview of the thesis, outlining its motivation,
objective, scope, research questions, significance and structure.
To provide a more detailed background, this chapter presents necessary descriptions
and relevant contexts pertaining to this study. The chapter discusses three key topics.
It begins with an overview of relevant aspects of the Indonesian tax system in Section
2.2, which places this thesis in an appropriate context. This is followed by a detailed
description of corruption issues in Indonesia in Section 2.3. Compliance problems,
which put great emphasis on personal income tax, are then presented in Section 2.4.
The chapter concludes with a summary in Section 2.5.

2.2 Overview of Indonesian tax system
2.2.1 Historical background
According to Indonesian tax law, tax is defined as a compulsory payment to the state
for public purposes without any direct rewards in return.36 By definition, tax is one of
the state’s primary financial resources.37
Before 1980, the role of non-oil tax revenue in Indonesia was not as crucial as today.
During that time, petroleum fiscal revenue contributed the largest portion of
Indonesia's revenue, reaching almost 65-70 per cent in the early 1980s when crude oil
prices were high. However, as oil production declined and the oil price dropped, the
dependence of the government's fiscal revenue on this sector was dramatically
reduced. The revenue from petroleum taxes plunged to 20-25 per cent of total
revenue during the mid-1990s (World Bank 2003).
36

This formal definition can be found in Article 1 of Law Number 28 of 2007.

37

As a crucial part of organised human existence, tax plays important roles in any attempts to maintain and to
build nations (Webber & Wildavsky 1986). In many countries, apart from its redistributive purposes (Braak
1983), tax is the primary source of state revenue to finance many governmental functions, particularly in the
provision of public goods and services (Brӓutigam 2008). The provision of public goods and services is a
fundamental factor for growth and economic development, both in developing and developed economies
(Fuest & Riedel 2009). Thus, due to its of paramount importance, it can be assumed that without tax a
government cannot survive (Avi-Yonah 2006).
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As a strategic response to this national budget threat, the Indonesian government
initiated and enacted substantial and radical tax reform in 1983 by introducing selfassessment to its tax system. The main objective of the reform was to reduce the
government's reliance on oil revenue by increasing non-oil-related tax revenue (Heij
2001).
Switching from an official-assessment to a self-assessment system made the 1983 tax
reform a crucial step in the development of the Indonesian tax system, and was the
starting point for a series of further major changes in tax laws (Heij 2001). The new
system accorded taxpayers both greater trust and responsibility, as the tax laws
authorised them to independently determine, calculate, pay and report their tax
obligations to the tax authority.38 The main differences on how the two different
systems have affected taxpayers’ compliance with their obligations is described in
Table 2.1.
Periods

Adopted system

Main characteristics

Before 1983

Official-assessment
system

a. The authority to determine the amount of tax due was
solely the responsibility of the tax official.
b. Taxpayers were in passive mode.
c. Tax payable was merely based on an issued tax
assessment.

After 1983

Table 2.1:

Self-assessment
system

a. Taxpayers are voluntarily required by the law to
independently determine, calculate, and report their
tax liabilities to the tax authority.
b. Taxpayers are encouraged to participate in an active
fashion.
c. The main functions of tax authority are to provide
administrative services and to evaluate or verify the
taxpayers' compliance level.

Main characteristics of official and self-assessment system in
Indonesia

There were two Indonesian tax law packages introduced in the early-1980s tax reform.
The first package covered three areas of tax law: (i) General Provision and Taxation
Procedures (Law Number 6 of 1983), (ii) Income Tax (Law Number 7 of 1983), and (iii)
Value Added Tax (VAT) and Luxury Sales Tax (Law Number 8 of 1983). A year later, in
1985, the second package was enacted by the Indonesian government by introducing
two laws: (i) Land and Building Tax (Law Number 12 of 1985) and (ii) Stamp and Duty
38

It is worth noting, however, that there is an exemption. The only type of central government tax that still
requires official assessment is land and building tax (Pajak Bumi dan Bangunan―PBB). This tax is entirely
assessed and stipulated by the tax authority.
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(Law Number 13 of 1985). These new tax laws proved to be an essential stepping stone
for further tax reform in later years.
To keep up with the dynamics of the socioeconomic situation, the 1983 tax laws have
been continually amended. The first amendment was performed in 1991 on the
Income Tax Law, succeeded by the second amendment of four tax laws in 1994 on
General Provision and Taxation Procedures, Income Tax Law, VAT and Luxury Sales
Tax, and Land and Buildings Tax, which effectively applied from 1 January 1995.
In 2000, the Indonesian government performed the third amendment of the 1983
laws, involving five laws. These were: Law Number 16 of 2000, concerning General
Provision and Taxation Procedures; Law Number 17 of 2000, concerning Income Tax;
Law Number 18 of 2000, concerning VAT and Luxury Sales Tax; Law Number 19 of
2000, concerning Tax Collection through Distress Warrant; and lastly, Law Number
20 of 2000, concerning Acquisition Duty of Right on Land and Buildings. All these
laws were effectively applied from 1 January 2001.
The most recent amendments of Indonesian tax law were consecutively released in
2007, 2008 and 2009. In 2007, Law Number 28 of 2007, regarding General Provision
and Taxation procedures, was launched and followed by Law Number 36 of 2008,
concerning Income Tax in the following year. Lastly, in 2009, Law Number 42 of
2009, concerning VAT and Luxury Sales Tax was launched, succeeding the previous
amendment.
Broadly speaking, the main purposes of these amendments were to enhance tax
fairness, to improve service quality for taxpayers, and to promote legal certainty and
law enforcement. The new legislation also aimed to increase the tax authority's
professionalism, to enhance the transparency of tax administration, to accommodate
changes in information and technology, and to encourage higher levels of voluntary
compliance.

2.2.2 Tax structure of Indonesia
The decline in oil-related revenue in the 1980s made the Indonesian government
relying more heavily on tax revenue as its sustainable source of income. This
transitional situation was evident in the early 1990s when the shares of tax revenue
and non-tax revenue were broadly comparable, at 50 per cent each (Francis, 2012).
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Since that time, the share of tax revenue financing the government budget has
gradually increased, albeit with a slight decline during 19982000 due to the 1997
financial crisis and consequent economic downturn. Subsequently, the role of tax
revenue in financing the government budget became more dominant. It has increased
steadily by more than 17 per cent per annum, on average, during the fiscal years from
2004 to 2012 (BAPPENAS 2013), and reached almost 80 per cent in 2013.39
As Table 2.2 shows, domestic taxes have been dominant since early 1990s and have
increased steadily from around 91 per cent to 97 per cent in 2009. In contrast, the
portion of international trade taxes has declined consistently, from over 9 per cent in
the early 1990s to 3 per cent in 2009.
Composition
Domestic taxes
Income tax
i. Non-oil and gas income tax
ii. Oil and gas income tax
Value added tax
Land and building tax
Duties on land and building
transfers
Excise duties
Other domestic taxes
International trade taxes
Import tax
Export tax

1990-96

1997-2001

2002-05

2006-08

2009

90.7
41.6
41.6
0.0
36.9
3.8
0.0

93.2
48.5
42.8
6.1
32.0
3.3
0.4

95.4
47.3
38.7
9.0
32.2
3.9
0.9

95.7
49.8
39.4
10.9
31.1
4.6
0.9

97.0
51.2
43.2
8.3
31.1
3.9
1.0

7.5
0.9
9.3
9.2
0.2

8.3
0.7
6.8
5.7
1.1

10.5
0.7
4.6
4.5
0.1

8.7
0.5
4.3
3.3
1.1

9.1
0.5
3.0
2.9
0.1

Source: Adopted from Francis (2012, p. 16).

Table 2.2: Trends in the composition of Indonesian tax revenue, 19902009 (%)
In general, domestic taxes are primarily constituted by income tax, VAT, and excise
duties. In particular, the contribution of income tax is not only the most significant,
but has also increased from nearly 42 per cent in the 1990s to more than 51 per cent in
2009. On the other hand, while VAT has remained the second-most significant source
during the last two decades, its contribution has gradually declined, from nearly 37
per cent in 1990s to around 31 per cent in 2009.

39

There are two primary sources of revenue in the Indonesian state budget: domestic revenue and grants. The
domestic revenue comprises two elements: tax revenue (e.g. income tax, VAT, import tax and excise) and nontax revenue (e.g. revenue related to the utilisation of natural resources such as: oil, gas, mining, forestry,
fisheries and geothermal energy, and state-owned enterprises dividends). In the Indonesian budget structure,
government borrowing is included in the financing component. See <http://www.anggaran.depkeu.go.id/
dja/acontent/Data%20Pokok%20APBN%202013.pdf>, accessed 29 May 2014.
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2.2.3 Income tax in Indonesia
For taxation purposes, income is explicitly defined in Indonesia40 as "...any increase in
economic capacity, received by or accrued by a taxpayer, from Indonesia as well as
from offshore, which may be utilized for consumption or increasing the taxpayer’s
wealth, in whatever name and form ...."41
In its state budget structure, the Indonesian government classifies sources of income
tax revenue into two broad categories: (i) non-oil and gas income tax revenue and (ii)
oil and gas income tax revenue.42 While non-oil and gas income tax revenue
constitutes the largest portion of income tax, it consists of many types of income tax,
based on related sections of income tax law. As Figure 2.1 suggests, the largest portion
of non-oil and gas income tax revenue was contributed through the tax withholding

Contribution to tax revenue

system.43
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Withholding of tax at source (59.57%)

Advance payment of CIT (39.4%)

Advance payment of PIT (1.39%)

Source: Adapted from the DGT's internal data.

Figure 2.1: Type of income taxes and its contribution to total (non-oil and gas)
income tax revenue, 20022013

40

Not all countries explicitly define income in legal terms. For instance, in Australia, there is no single part of the
relevant tax law, either in the Income Tax Assessment Act (ITAA) 1936 or ITAA 1997, which explicitly defines the
term ‘income’. Consequently, what constitutes income has long been debated in Australian courts (Clark 2004).

41

Based on Article 4 (1) Consolidation of Law of the Republic of Indonesia Number 7 of 1983 concerning Income
Tax was lastly amended by Law Number 36 of 2008. This had a formal definition of income in the context of
taxation.

42

This classification indicates the taxpayers' business sector where income tax is sourced.

43

This is a tax collecting method which requires employers to withhold tax from wages paid to employees and/or
third parties, and report to the tax authority via tax returns. In general, this method is adopted almost
universally for investment and/or employment income (OECD 2009, p. 6).
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Withholding tax has dominated the composition of non-oil and gas income tax
revenue at an average of almost 60 per cent during 20022013, followed by monthly
prepayment of tax instalments by corporate income taxpayers (CITs) at 39 per cent on
average over the same period. Monthly prepayments of the tax instalment of personal
income taxpayers (PITs) contributed a miniscule share of 1.39 per cent during that
period.
In the portion of withholding tax, as Table 2.3 shows, income tax on salaries and other
payments to individuals has dominated the share of collected tax, at 35.36 per cent or
21.06 per cent of the total (non-oil and gas) income tax revenue.
No

Type of income tax

Collecting method

Contribution*
(20022013) (%)

1

Final tax on certain classes of income (Article 4
(2))―e.g. tax on transfer of title of
land/building, tax on the rent of land and
building, tax on construction service, tax on
shipping business, and tax on dividend received
by resident PIT

Withholding of tax at
source

14.00

2

Tax on salaries and other payments to
individuals (Article 21)44

Withholding of tax at
source

21.06

3

Tax on imported goods and certain
transactions/products (Article 22)

Withholding of tax at
source

10.14

4

Tax on certain payments to residents (Article
23)―e.g. tax on consulting or management
service.

Withholding of tax at
source

7.85

5

Tax on certain payment to non-residents (Article
26)―e.g. tax on interest, royalties, dividends,
technical service fees.

Withholding of tax at
source

6.62

6

Monthly advance payments of tax instalment
(Article 25/29) of CIT

Self-assessment
system

39.04

7

Monthly advance payments of tax instalment
(Article 25/29) of PIT

Self-assessment
system

1.39

A total of
59.57
(no. 1-5)

*as percentage of total non-oil and gas income tax revenue

Source: Adapted from the DGT's internal data.

Table 2.3:

44

Income tax collection methods and their contribution to total taxes,
20022013

It is worth noting that based on Article 21 of Law Number 36 of 2008, employees who fail to provide a tax
identification number are subject to 20 per cent additional income tax surcharge.
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2.2.4 Personal income tax in Indonesia
The Indonesian tax law differentiates personal tax subjects into resident and nonresident personal income taxpayers. An individual who resides in Indonesia, or an
individual who has been present in Indonesia for more than 183 days within any
twelve-month period, or an individual who is present in Indonesia within a particular
tax year and intends to reside in Indonesia, is classified as a resident personal income
taxpayer.45
As of 2013, in terms of numbers, personal income taxpayers (PITs)46 constituted the
largest number of registered taxpayers, at 89 per cent of the total of 22,231,721
taxpayers. Next was corporate income taxpayers (CITs) and treasurer taxpayers,47
with 2,116,049 taxpayers (9 per cent) and 538,875 taxpayers (2 per cent; DGT, 2013),
respectively (Figure 2.2). However, in terms of contribution, PIT income tax revenue
contributed a relatively small portion of the aggregate tax revenue during 20022013
at an average of 10.45 per cent p.a.
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Source: Adapted from the DGT (2013).48

Figure 2.2: The number of registered taxpayers in Indonesia as of 2013

45

Based on Article 2 (3) Consolidation of Law of the Republic of Indonesia Number 7 of 1983 concerning Income
Tax, as lastly amended by Law Number 36 of 2008.

46

It is worth noting that based on Article 2(1) of Law Number 28 of 2007, a registered personal income taxpayer
is a resident taxpayer.

47

Based on Indonesian tax law, treasurer taxpayers are treasurers of either local or central government entities
who were appointed and required by the tax law to withhold all relevant taxes in accordance with government
payments.

48

This graph is generated by combining the data with other DGT internal data available to the author.
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By definition, a resident PIT's income is taxed on a worldwide income basis (taxed on
both domestic and foreign income) at progressive rates.49 The income tax rates
applied to a resident PIT's income are as follows:
Taxable income brackets

Tax rate (%)

On the first IDR 50 million50
On the next IDR 200 million
On the next IDR 250 million
On the next amount of over IDR 500 million

5
15
25
30

Table 2.4: Income tax rates for Indonesian resident PIT51
While according to income tax law there are four main categories of income, there
are only two primary types of PIT in Indonesia.52 This classification is essentially
based on how individuals generate their income. The first category is for those who
earn their income solely from their employment. These individuals are classified as
'employed PITs'. The second category is for those who generate income by
conducting business activities or rendering independent work, termed as 'selfemployed PITs'. As such, there are basically two types of annual income tax returns,
which explicitly reflect the way taxpayers source their income: (i) the 1770 S or 1770 SS
forms for employed PIT, and (ii) the 1770 form for self-employed PIT.53
Tax payable in a particular year must be paid to the State Treasury through a post
office or a designated tax-payment bank and then accounted for by filing relevant tax
returns to the tax offices. These annual PIT tax returns must be lodged within three
months after the end of the fiscal year. While filing extension is permitted for a
maximum of 2 months, late tax payments and late reporting are subject to a 2 per

49

Regarding this worldwide basis, to avoid incidental double taxation on particular income such as dividends,
fees, interests and royalties, Indonesia has signed tax treaties with 59 countries. In this case, the provision of
tax treaties may override the domestic rules. Recall fn. 41 for how income is defined.

50

Equal to approximately AUD 5,000 as at 31 December 2016. Accordingly, IDR 200 million, IDR 250 million, and
IDR 500 million are equal to AUD 20,000, AUD 25,000, and AUD 50,000, respectively. Please note that annual
non-taxable income (PTKP) is applied for resident individuals. PTKP for the fiscal year 2014 was ranging
between IDR 24,3 million (for a single taxpayer) to a maximum of IDR 32,4 million (for a married taxpayer with
three dependants).

51

Based on Article 17 (1) Consolidation of Law of the Republic of Indonesia Number 7 of 1983 concerning Income
Tax, as lastly amended by Law Number 36 of 2008. Non-resident individuals are subject to withholding tax at a
rate of 20 per cent on Indonesia-sourced income (Article 26 of Income Tax law, subject to a relevant tax treaty
provision).

52

Generally, in the Indonesian context, a family is regarded as a single tax reporting unit (in the name of the head
of the family, typically the husband) with a single tax file number.

53

Practically speaking, 'self-employed' PITs are also called 'non-employee' PITs. Accordingly, these two terms are
sometimes used interchangeably in this study.
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cent tax penalty per month and the administrative penalty of IDR 100,00054
respectively.
Further, as Figure 2.3 depicts, there are some significant differences between
employed and self-employed PITs, including:
1.

Whereas self-employed PITs are typically obliged to perform bookkeeping of
their business activities, employed PITs are exempt from this clerical obligation.
However, given its potential administrative burden, a concession is granted for
self-employed PITs who have less than IDR 4.8 billion annual sales turnover.
Instead of standard bookkeeping, they are allowed to maintain simpler records.

2. Self-employed PITs complete their tax affairs on a self-calculation basis. In
contrast, employed PITs rely on the withholding tax mechanism where third
parties collect their tax at the source. Accordingly, while self-employed PITs are
required to pay monthly advance tax payments, employed PITs do not have
such obligations.
3. In reporting their tax, self-employed PITs solely use the 1770 form55 annual tax
return, while employed PITs may use either the 1770 S/SS or 1770 forms. In the
case where employed PITs have additional sources of taxable income other than
income from employment, they use the 1770 form annual tax return on a
compulsory basis.56
In summary, personal taxpayers in Indonesia consist of resident and non-resident
taxpayers. In an Indonesian context, by definition, all registered PITs are resident
taxpayers. Indonesian PITs comprise the largest number of taxpayers, and can be
basically categorised into two groups: employed PITs and self-employed PITs. While
both of them are usually obliged to lodge annual tax returns, they use different forms
and have different administrative tax requirements.

54

This is equal to approximately AUD 10 as at 31 December 2016.

55

There are few differences between the 1770 annual tax return (i.e. for self-employed taxpayers) and the 1771
form (i.e. for corporate income taxpayers).

56

The annual tax return should disclose all the individual’s income, including income from employment,
investment, capital gains, overseas and other income, as well as providing a summary of the individual’s assets
and liabilities.
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Figure 2.3: A simplified taxonomy of Indonesian resident PIT’s compliance
arrangement57

57

Based on author's elaboration on Law Number 28 of 2007, Law Number 36 of 2008, and Government
Regulation Number 46 of 2013.
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2.2.5 Tax administration in Indonesia
Tax revenue, as the primary source of government revenue, is collected and
administered by the Directorate General of Taxation (DGT). The DGT, an institution
under the Ministry of Finance―classified therefore as a Single Directorate in the
Ministry of Finance (SDMOF) by the OECD (2013b)—has three main functions: (i)
collecting tax revenue; (ii) formulating tax policy; and (iii) administering tax revenue
at the national level.
The head office of the DGT is led by a Director General and consists of one Secretariat
of the DGT, 12 Directorates, and 1 Data and Document Processing office. In
performing its operations, the DGT is also supported by 31 regional tax offices and 331
tax offices spread across the country (DGT 2013). However, given that most socioeconomic activities are centralised in the island of Java—which has only 6.59 per cent
of Indonesia’s total land area but is inhabited by more than 53 per cent of the
population—a vast majority of tax offices (i.e. 189 offices or 57 per cent) are located in
Java. This demographic condition is reflected in the fact that 57.5 per cent of
Indonesia’s gross domestic product (GDP) is generated in Java (BPS 2013).
As of 2012, the DGT had administered 22,564,969 registered income taxpayers which
consisted of: (i) 1,898,747 corporate taxpayers; (ii) 20,132,036 personal taxpayers; and
534,386 treasurer taxpayers. Further, in terms of annual tax return filing obligations,
about 54 per cent of registered corporate taxpayers and 83 per cent personal taxpayers
were required to lodge annual tax returns.58
Currently, the DGT can be classified as a revenue body with a low ratio (i.e. less than
0.12 per cent) of administrative expenditure to GDP (OECD 2013b). With only
approximately 37,000 professional employees (DGT 2016), the DGT has obviously
limited resources in administering and monitoring more than 22 million taxpayers. As
an illustration, in 2011, the DGT only performed 69,195 tax audits, which consisted of
40,965 regular audits, 6,345 special audits, and 21,885 other purpose audits.59

58

It is worth noting that not all registered taxpayers are required by law to submit their annual income tax return.
For instance, a branch office of a corporate taxpayer is excluded, as are spouses of personal taxpayers (on an
optional basis). Also, self-employed PITs with annual net incomes less than PTKP.

59

While in general the aim of audit is to test the compliance level of taxpayers, there are three types of tax audits
in Indonesia: (i) routine; (ii) special; and (iii) other purposes. Broadly speaking, a routine audit is performed in
the case of an overpayment arising from the submission of the annual tax return, whereas a special audit is
undertaken based on the result of relevant information or on the outcome of a risk analysis which indicates
potential non-compliance behaviour. Thus, in spite of its different causes, the outcome of both types of audits
are a notice of tax assessment. In contrast, the outcome of an other purposes audit is not a notice of tax

29

Similarly, among the 61,059 tax audits performed in 2009, the biggest portion was for
regular audits (68 per cent). The rest were special and other purposes audits, (7 per
cent and 25 per cent, respectively).60 Given the huge number of registered taxpayers,
the chance of being audited by the DGT is extremely low.61 And this condition was
recognised by the DGT at the time by stating that "...the operational function, such as
audit and objection, is performed very limitedly" (DGT 2012, p. 21). Supporting this,
Araki and Claus (2014) believe that the Indonesian revenue body is under-staffed and
under-resourced in terms of the size of the population.
In terms of process, as Figure 2.4 depicts, there are various phases in the Indonesian
tax administration system. These sequential phases outline how the self-assessment
system operates in Indonesia.

Figure 2.4: Overview of tax administration phases in Indonesia62

assessment, but the provision of certain services required by taxpayers, such as the elimination of a tax file
number (DGT 2012).
60

61

62

The 2009 and 2011 data refer to summary reports of the DGT's board of directors meetings on November 2011
and February 2012. This unpublished data was made available to the author.
Based on the 2011 data mentioned above, it is possible to calculate the probability of a taxpayer becoming an
object of audit. If we conservatively treat the number of registered taxpayers who were obliged to lodge annual
tax as the population (i.e. 16,104,163 taxpayers), the chance of a taxpayer becoming the subject of a special
audit (i.e. one related to a non-compliance indication) was less than 0.021 per cent, excluding those who were
the subject of routine audits (i.e. 41,320 audits) and other purposes audits (i.e. 15,170 audits).
Based on the author's elaboration on Law Number 28 of 2007 and Law Number 14 of 2002.
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As Figure 2.4 shows, the initial step in this system requires eligible taxpayers to
register in the system. Once registered in the system and in receipt of a tax
identification number, basically a taxpayer is required by law to perform several
consecutive compliance outcomes, i.e. calculating tax payable, reconciling tax credit,
paying tax due, and filing an annual tax return. In this stage, given that the main
functions of a tax authority in self-assessment mode are to provide excellent services
on the one hand, and to maintain compliance by performing law enforcement on the
other, a certain number of taxpayers may become the subjects of tax audits.63
In the Indonesian context, to provide legal certainty to taxpayers, a 'time limit
threshold' has been adopted. Basically, the tax authority can use its power to examine
taxpayers' compliance only within five years after the end of the tax year.64 Hence,
once this period has elapsed, a taxpayer's annual return becomes officially permanent.
In the next stage, audit is one of the central activities performed by a tax authority to
examine whether certain levels of compliance are maintained by the selected
taxpayers. The outcome of this examination process is a notice of tax assessment.65
Due to several causes, some taxpayers may consider that their tax assessment is not
credible or is unfair. If this is the case, taxpayers are thereafter authorised by tax law
to request tax objections; otherwise, they have an obligation to adhere to the
outcomes of their notice of assessment.
Given that a 'quasi-judicial' system is adopted in Indonesia, before a tax dispute is
processed by a tax court, a decision on the disputed tax case will be issued by the tax
authority. In other words, a tax decision is a prescribed legal basis for taxpayers to
access the next legal process of the tax court. Finally, the overall administrative and
relieving processes of the self-assessment system are accomplished in the tax court.
At this stage, the verdict made by the tax court is legally binding and final.66

63

According to Article 1 Point 25 of Law Number 28 of 2007, audit is defined as "a series of activities to collect
and process data, information and or evidence conducted in an objective and professional manner based on an
auditing standard in order to assess tax compliance and other objectives for the enforcement of provisions of
the laws". Recall fn. 59 for details of types of tax audit in Indonesia.

64

Based on Article 13 of Law Number 28 of 2007.

65

Based on Article 1 Point 15 of Law Number 28 of 2007, notices of tax assessment can be of four types: (i) tax
underpayment assessment; (ii) additional tax underpayment assessment; (iii) nil tax assessment; and (iv) tax
overpayment assessment.

66

Based on Article 80 (2) of Law Number 14 of 2002. It is worth noting that disputed tax assessments generally
arise: (i) from administrative error; or (ii) as a result of a tax audit or investigation that is disputed by the
taxpayer on grounds of legal interpretation or facts.
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This section has presented a detailed discussion relevant to the research problem
which will be posed in this thesis. It has explained the historical background of the
Indonesian tax system and the structure of Indonesian tax revenue, with an emphasis
on income tax. It has focused on personal income tax and several relevant
administrative aspects of the Indonesian tax system.

2.3 Corruption issues in Indonesia
Corruption is a perennial and long-standing issue in Indonesia (Henderson & Kuncoro
2004; Quah 1999; Robertson-Snape 1999;). Several studies have confirmed this. For
instance, as Figure 2.5 shows, survey results from the Global Competitiveness Report
2016–2017 suggest that corruption is the most problematic factor for doing business in
Indonesia (World Economic Forum 2016).
Corruption
Inefficient government bureaucracy
Inadequate supply of infrastructure
Access to financing
Inflation
Policy instability
Poor work ethic in labour force
Tax rates
Inadequately educated workforce
Complexity of tax regulations
Foreign currency regulations
Government instability
Poor public health
Crime and theft
Restrictive labor regulations
Insufficient capacity to innovate
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Source: World Economic Forum (2016).
Note:

In Figure 2.5, surveyed respondents were required to indicate the five most problematic
factors for doing business in their country and to rank them between 1 (most problematic)
and 5 (least problematic). Scores correspond to the number of responses weighted
according to their rank.

Figure 2.5: Problems for conducting business in Indonesia, 2016
In 2015, an international study of the CPI ranked Indonesia 88th out of 167 countries,
with a CPI of 36.67 This is much lower compared to neighbouring countries such as
67

The scores indicate the perceived level of corruption in the public sector. Scores are from 0100, where 0
indicates a perception of extreme corruption and 100 indicates no perceived corruption. This 2014 survey
included 168 countries (Transparency International 2015).
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Singapore (8), Australia (13), Malaysia (54), and Thailand (76; Transparency
International 2015).68
Another international corruption survey, the Global Corruption Barometer (2013; GCB)
has also shown the extensive nature of perceived corruption in Indonesia. As Figure 2.6
suggests, the survey indicated that Indonesia had the highest percentage of
respondents (54 per cent) who felt that over the past two years, the level of corruption
had increased significantly among selected countries in Asia and the Pacific.
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Source: Adapted from Transparency International (2013b).
Note:

Figure 2.6 compares the trend of perceived corruption over the previous two years. This
GCB 2013 survey included fewer countries (107) than the CPI 2012 survey (176). In terms of
selected Asia-Pacific countries, some were excluded from the GCB 2013 survey, such as:
Bhutan, Brunei, China, Hong Kong, Singapore and Timor-Leste (Transparency International
2013a, b).

Figure 2.6: Percentage of respondents who perceived corruption to have
increased significantly over the two years to 2013 among selected
Asia-Pacific countries
The GCB 2013 survey also provided several findings which indicate that a perception of
prevalent corruption exists in Indonesia. As Table 2.5 shows, based on face-to-face
interviews with 1000 Indonesians, the vast majority of respondents conveyed a
perception that corruption rates were high (Transparency International 2013b). For
instance, the findings suggest that almost 80 per cent of respondents felt that public
officials and civil servants were ‘corrupt/extremely corrupt’.
68

It is worth noting that perceptions of corruption may differ from reality. For instance, Olken (2009) pointed out
that individuals’ beliefs or conditional states can cause systematic bias in this perception.
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Statement

Portion (%)

1

Respondents who felt that over the past two years the level of corruption
has increased a lot.

54

2

Respondents who think that corruption is a problem in the public sector.

74

3

Respondents who felt that political parties were corrupt/extremely corrupt.

86

4

Respondents who felt that the parliament / legislature was
corrupt/extremely corrupt.

89

5

Respondents who felt that business was corrupt/extremely corrupt.

54

6

Respondents who felt that the judiciary was corrupt/extremely corrupt.

86

7

Respondents who felt that public officials and civil servants were
corrupt/extremely corrupt.

79

Source: Adapted from Transparency International (2013b).

Table 2.5:

Selected survey findings on Global Corruption Barometer (GCB)
2013: Indonesia

In terms of tax administration, this survey suggests that while 79 per cent of
Indonesian respondents believed that public officials and civil servants were
corrupt/extremely corrupt, the share of respondents who reported paying bribes to tax
officials was relatively small (6 per cent), compared to those who bribed police (75 per
cent; Figure 2.7).
75%

Proportion of respondents (%)

66%

37%
32%
21%
12%
6%

4%

Utilities

Tax revenue Medical and Education Land service Registry and
health
service
permit
service
services

Judiciary

Police

Source: Adapted from Transparency International (2013b).
Note:

Figure 2.7 indicates the prevalence of corruption by indicating the portion of respondents
who payed bribes to access public services in Indonesia.

Figure 2.7: Respondents who reported paying a bribe to selected services in
Indonesia, GCB 2013
Consistent with the findings reported by international studies, the pervasiveness of
corruption in Indonesia is also reflected in domestic studies undertaken by the
Indonesian Corruption Eradication Commission (KPK). For instance, the KPK surveyed
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2500 respondents from 13 cities in 2010, and 2000 respondents from 10 cities in 2011 to
examine the public's perception of corruption. Based on these surveys, public attitudes
and concerns towards corruption were measured. As Table 2.6 suggests, it was evident
that most of the respondents (more than 92 per cent) are aware of the existence of
corruption, and considered it common practice in Indonesia. They also believed that
corruption had negative impacts on public finance and eroded government revenue.
No

Selected indicators

2010 (%)

2011 (%)

1

Respondents who aware the existence of corruption over the
last year

98.70

99.05

2

Respondents who considered corruption as common in
Indonesia

94.10

92.10

3

Respondents who considered corruption has a negative
impact on public finance

94.80

95.10

4

Respondents who considered corruption erodes government
revenue (tax, customs, excises)

94.9

92.05

Source: Adapted from the Corruption Eradication Commission (2010, 2011).

Table 2.6:

Selected findings of the public perceptions on corruption survey,
20102011 (Indonesia)

Bird (2004) made similar findings to those of the OECD (2004) in relation to the role of
tax administration. They recognised that a tax administration depends largely on the
appropriateness of its environmental context to perform at its best. Bird (2004)
suggested that tax administrations in developing countries experience difficulties due
to suboptimal circumstances such as large informal labour sectors, malfunctioning
legal systems and lack of public morality. Further, he emphasised that, due to
environmental diversity, it is almost impossible that one set of prescriptions will
guarantee the improvement of tax administration in a different country. Similarly,
Picur and Riahi-Belkaoui (2006) demonstrated that tax compliance is affected by the
level of control of corruption and the size of the bureaucracy. As such, they suggested
that to improve their tax compliance, developing countries should prioritise efforts to
reduce both the bureaucracy and the level of corruption. In line with this view, Terkper
(2003) asserted that the impact of non-compliance on tax revenue in developing
countries is greater than that in developed countries, partly due to the extent of the
‘shadow’ or informal economy.69

69

In this regard, the extent of non-compliant behaviour such as the underreporting of tax payments can generally
be attributed to the wide use of cash transactions (Morse et al. 2009).
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2.4 Compliance issues in Indonesia
Regardless of its form, the problems of tax compliance exist in all countries. Indonesia
is obviously not an exception. In Indonesia, a country where a self-assessment system
has been in place for more than thirty years,70 tax compliance remains a continual and
unresolved problem (Ikhsan et al. 2005; Francis 2012). As such, although Indonesia has
made substantial progress in upgrading its tax administration since 2002, its tax
revenue collection is still low (Arnold 2012). The Indonesian tax authority has
recognised this condition as one of its critical external challenges (DGT 2013, 2015a, b).
There are at least four points, based both on domestic and international data, that can
be used to indicate this issue.
First, in terms of the annual filing ratio, the compliance level for PITs was only around
44 per cent (on average) during the period 2004 to 2011, which improved to nearly 54
per cent for fiscal year 2012 (Figure 2.8). Notwithstanding the improvement over the
years, it can still be considered a low ratio given that, based on the prevailing
legislation, most personal taxpayers are obliged to lodge their annual tax returns.71
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Source: Adapted from DGT (2013) and the DGT's internal data.
Note:

Figure 2.8 illustrates the ratio of expected tax returns to the number actually filed. This is
one indicator of low tax compliance behaviour in Indonesia.

Figure 2.8: Filing ratio of personal income tax returns, 20042012
70

Recall Section 2.2.1.

71

Based on article 3 (1) and (8) of Consolidation of Law of the Republic of Indonesia Number 6 of 1983 concerning
General Provisions and Tax Procedures as lastly amended by the Law Number 28 of 2007. Recall fn. 58 for some
exceptions.
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Second, the internal data has indicated that personal income tax makes a relatively low
contribution to income tax revenue (DGT 2011, 2013). On average, while income tax
revenue contributed around 57 per cent of total tax revenue during fiscal years
20022013, the share of PIT tax revenue was relatively low (10 per cent) during this
period. On average, as Figure 2.9 shows, while PIT tax revenue was mainly from
employed PITs (collected by the withholding tax system), income tax revenue from
self-employed PITs (i.e. income tax Article 25/29) contributed only 0.65 per cent of
total tax revenue during the same period. In fact it steadily declined from 1.57 per cent
in 2002 to 0.46 per cent in 2013. While the extent of the tax base and tax rate are
influential, this low contribution may confirm some research findings that frequently
suggest self-employed taxpayers take some advantage of their ample opportunities to
evade tax (Kirchler 2007; Wahlund 1992).
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Figure 2.9 illustrates the relatively low contribution of income tax revenue derived from
employed and self-employed PITs in Indonesia during 2002 to 2013.

Figure 2.9: Percentage of total tax revenue contributed by self-employed and
employed PITs
In this regard, based on a comparative analysis of tax administration in several AsiaPacific countries, Araki and Claus (2014) found that in Australia, Japan and New
Zealand, personal income tax revenue contributes between 30 and 40 per cent of total
taxes. They also measured the contribution of tax revenue from individual taxpayers as
around 17–21 per cent in Malaysia, India, Philippines, Singapore, Hong Kong, China and
the Republic of Korea. Accordingly, it is reasonably safe to conclude that the
contribution of PITs tax revenue (approximately 10 per cent, Figure 2.9) in Indonesia is
low.
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Furthermore, Bird and Zolt (2005) pointed out that the percentage of GDP paid as
individual income tax in Indonesia is the lowest in the region (1.3 per cent), compared
with Thailand (1.9 per cent), the Philippines (2.1 per cent) and Malaysia (2.7 per cent).
Likewise, Ikhsan et al. (2005) observed that income tax revenue was sourced from too
few taxpayers—in 2002, about 50 per cent of individual tax income revenue was
sourced from 1 per cent of registered taxpayers. Subsequently, in her analysis of
Indonesian tax potential, Rahmayanti (2006) revealed that, in 2003, the gap between
potential income tax revenue and what was actually collected―from both CITs and
PITs―was estimated at around 51 per cent. Notwithstanding the absence of detailed
data to precisely determine how much of the gap should be attributed to each type of
taxpayer, Rahmayanti (2006) suggested that PITs have the inclination to be less
compliant than corporate taxpayers. It is worth noting that, as Figure 2.10 suggests, the
number of registered PITs increased more than 1,230 per cent during the period
20022013; but it was only followed by a 309 per cent increase in PITs’ income tax
revenue.
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Figure 2.10 shows the large discrepancy between the growth in registered PITs and their
income tax revenue between 2003 – 2013. Growth is relative to 2002 fiscal year values.
Note that the gap does not necessarily indicate compliance issues, as those who registered
in the tax system were probably low-income earners or already paid tax through the
withholding system.72

Figure 2.10: Growth in PIT numbers and PITs tax revenue, 20032013
Third, the largest proportion of tax revenue in Indonesia is predominantly collected
from the WHT system. Within non-oil and gas income tax revenue, the share of
72

In Indonesia since 2008, non-tax-registered workers are subject to a 20 per cent higher withholding tax rate.
This might induce people to register. Recall fn. 44.
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income tax revenue that is collected through the WHT system has remained dominant
during the period from 20022013, at an average of 60 per cent p.a. While non-WHT
income tax was contributed mostly by tax revenue from CITs (39 per cent of the total
non-oil and gas income tax revenue during the same period), the share of income tax
which was sourced from self-employed PITs was very low (1.39 per cent, or only 0.65
per cent of total tax revenue during 20022013, as previously shown in Figure 2.9).
It is arguably the case that the withholding system is reliable in terms of collecting tax,
particularly in its ability to optimally collect tax at the source of income, and its
potential to provide stable cash flows to the state budget (OECD 2004). However, it is
perhaps questionable whether this system can also be used to indicate the level of tax
compliance. As pointed out by James and Alley (2004), tax compliance can be
approached from two stances―it may represent voluntary or compulsory behaviour. In
this respect, given the lack of opportunity to evade tax in the WHT system, it is
reasonable to say that its higher compliance level results from compulsory behaviour
rather than voluntary behaviour. That is, individuals who receive wages have fewer
opportunities to evade tax as it is deducted automatically (Witte & Woodbury 1985). In
the same vein, Fischer et al. (1992) echoed this by arguing that a lack of opportunities
for non-compliance may cause a taxpayer to compulsorily comply.
Finally, the level of tax effort may be used to indicate whether tax revenue has been
optimally collected in Indonesia. In this context, Kaldor (1963) reported that while
underdeveloped countries typically collect tax at 8 to 15 per cent of gross national
product, developed countries are able to collect 25 to 30 per cent. This proposition is
supported by a study of revenue statistics in Asian countries that indicated the
unweighted average of tax ratios for OECD member countries from the 1990s to 2011
was greater than 30 per cent (OECD 2014a; Figure 2.11). In this figure, it was depicted
that on average, the Indonesian tax ratio is lower than that of Malaysia, and less than
half of those of OECD countries. Thus, increasing tax effort―measured as tax revenue
as a percentage of GDP―seems crucial for developing countries such as Indonesia,
given that developing countries need more funding on public goods and services to
improve and sustain their growth (Bird et al. 2008).
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Figure 2.11 indicates that Indonesian tax revenue is a relatively small percentage of its GDP
The OECD consisted (at the time) of 34 countries and its tax ratio in this graph represents
the unweighted average for OECD member countries. The Malaysian data is used as a
practical comparison.

Figure 2.11: Total tax revenue as percentage of GDP in Indonesia, Malaysia and
OECD countries, 19902012
The view that the Indonesian tax ratio is relatively low was also supported by Araki and
Claus’ study (2014), which placed it in the lowest group along with Cambodia and India
(Figure 2.12). In this context, it is important for Indonesia to give attention to this issue,
particularly as Indonesia has the world's 16th largest GDP (World Bank 2013b) and is
one of the six largest non-OECD economies, along with Brazil, Russia, India, China and
South Africa (often referred to as the ‘BRIICS’ countries; OECD 2008).73

73

That is, it seems reasonably safe to assume that a bigger economy should, ceteris paribus, lead to a higher tax
base. It is worth noting that a lower tax ratio could result from many factors such as lower tax base, lower tax
rate, lower tax compliance, or public sector revenue structur, or a combination of these. A lower tax ratio is
problematic on its own right. Using a lower tax ratio to infer low compliance is conditional on the assumptions
that Indonesia’s tax base, tax rates and revenue structure are broadly similar to those of comparison countries.
It is worth noting that, until recent years, Indonesia has relied heavily on oil revenue; it will take time for
Indonesia’s tax ratio to increase to a level which is comparable with countries having much lower oil revenue.
For instance, a study by Rahmayanti (2006) concluded that in 2002 the real potential PIT revenue was 6 per
cent of Gross Domestic Product (GDP)—much bigger than its actual contribution: 1.3 per cent (Bird & Zolt
2005). This study concluded that, in the most conservative scenario, the Indonesian tax system was performing
at 43 per cent of its potential collection capacity. Accordingly, Ikhsan et al. (2005) pointed out that there is still
an opportunity to increase Indonesia's national tax revenue without increasing the tax rate.
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Figure 2.12 shows the relatively low position of Indonesia in terms of tax revenue as a
percentage of GDP. Araki and Claus (2014) used available data from 2009 or 2010 from the
IMF and OECD.

Figure 2.12: Tax revenue as percentage of GDP among selected Asia-Pacific
countries, 2011
Further, while the size of a population can justify a lower tax ratio due to economies of
scale in providing public goods (Alesina & Wacziarg 1998), in terms of gross national
income (GNI) per capita, the Indonesian tax ratio is lower than those of most lowincome countries. In this case, whereas the median tax ratio of low-income countries is
around 14 per cent, as a lower middle-income country, the tax ratio of Indonesia should
be close to 16.5 percentnot the 12.8 per cent illustrated in Figure 2.13 (IMF 2011).
Based on the IMF's (2011) report, the estimated tax effort in Indonesia is 60 per cent.
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Figure 2.13 shows that the average tax ratio of Indonesia is lower than that of low-income
countries. Indonesia is classified by the World Bank as a lower-middle income country
<http://data.worldbank.org/country/indonesia>. As of 1 July 2013, the World Bank’s
country income categorisation by gross national income (GNI) per capita are as follows: (i)
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low income: $1,035 or less; (ii) lower middle income: $1,036 to $4,085; (iii) upper middle
income: $4,086 to $12,615; (iv) high income: $12,616 or more. See <http://data.
worldbank.org/news/new-country-classifications>, accessed 11 June 2015.

Figure 2.13: Tax ratio by per-capita GNI category, 19912006
In essence, all of the indicators discussed above clearly indicate that tax compliance
remains a continual and unresolved problem in Indonesia.

2.5 Chapter summary
This chapter discussed three topics which provide a detailed contextual background for
the study. It first reviewed the Indonesian tax system and its administrative aspects,
with an emphasis on individual income taxpayers. The historical background was
highlighted first (Section 2.2), followed by a description of tax structures, particularly
the contribution of different types of income tax to the state budget. The income tax
system was described, as was the contribution of personal income tax. The numbers
and types of registered individual taxpayers was discussed, as were their compliance
arrangements. The section concluded by highlighting the profile of the Indonesian tax
authority and identifying the four primary stages of the implementation of the selfassessed tax system in Indonesia.
To provide a clearer picture of the extent of Indonesia’s problems, corruption was
discussed by examining several corruption studies with both international and
domestic perspectives (Section 2.3). Finally, compliance issues were discussed and
several aspects of Indonesian tax compliance were explored in Section 2.4.
This contextual analysis suggests that we require a greater understanding of
perceptions of corruption and compliance behaviour, and the relationship between
them. This leads to the next chapter, which reviews the literature relevant to the
research problem and identifies existing knowledge gaps.
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CHAPTER THREE
MAJOR CONCEPTS AND LITERATURE REVIEW
3

MAJOR CONCEPTS AND LITERATURE REVIEW

3.1 Introduction
The previous chapter presented key contextual elements that underpin the relationship
between perceptions of corruption and tax compliance behaviour in the Indonesian
personal tax system. To be able to gain a better understanding and to identify
unexplored issues pertaining to this research problem, a review of its major concepts
and literature is now crucial, and is provided in this chapter.
Firstly, the major concepts and literature pertaining to corruption and perceptions of
corruption are reviewed in Section 3.2. It focuses upon the definition of corruption, its
measurement biases, some empirical findings, and the determinants of perceived levels
of corruption. The chapter then discusses the definition of tax compliance and its
possible outcomes in Sections 3.3 and 3.4, respectively. This is followed by a discussion
of the determinants of tax compliance behaviour in Section 3.5. The elaboration of
existing tax compliance models is discussed in Section 3.6, with an emphasis on
individual income taxpayers. Finally, the justification for applying the theory of
planned behaviour (TPB) as a theoretical lens is presented in Section 3.7, followed by
the identification of research gaps in Section 3.8. The chapter concludes with a
summary in Section 3.9.

3.2 Corruption and perceptions of corruption
3.2.1 Corruption
The problem of corruption is probably as old as government itself (Campbell 2013)
and no country is likely to be immune from corruption issues (Everhart et al. 2003;
Shleifer & Vishny 1993). For instance, not one of the 168 countries assessed in the 2015
Transparency International index received a perfect score for being perceived as
corruption-free. Indeed, two-thirds of them scored less than 50 out of the maximum
of 100 points (Transparency International 2015). While by definition it may have a
range of cultural and legal definitions (Melgar et al. 2010a), corruption is recognised
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as a major impediment to economic development in many areas of the world
(Blackburn et al. 2010; Wilhelm 2002).
Although there are exceptions,74 empirical studies have extensively concluded that
there is a negative correlation between corruption and economic growth (e.g. Dreher
& Herzfeld 2005; Mo 2001; de Vaal & Ebben 2011). For instance, a panel data study by
Mo (2001) suggested that the rate of economic growth declines approximately 0.72
per cent for every 1 per cent increase in corruption. Similarly, Dreher and Herzfeld
(2005) also found that GDP growth decreases 0.13 per cent as the level of corruption
increases one index point. Accordingly, various initiatives have been developed to
cope with this global issue.
As a social phenomenon, the concept of corruption is relative, not absolute (Tanzi
1998). Its meaning depends upon the specific social and political context in which it is
applied (Brown 2006).75 Social rules as well as moral views may also interrelate and
vary significantly among different cultures and societies. As a result, an action that is
considered common courtesy in one society could be considered as a corrupt practice
in another (Melgar et al. 2010a; Philp 2006). In the Indonesian context, apart from its
political and economic situation, cultural aspects have had a significant influence in
allowing corruption to flourish (Robertson-Snape 1999).76
Thus, it seems apparent that there is no general consensus on the definition of
corruption (UNDP 2008). As such, corruption can be defined in several ways.77 From
an economics perspective, for example, Werlin (1973) defined corruption as the
utilisation of public assets for private benefits, whilst Blackburn et al. (2010, p. 4)
characterised public sector corruption as "the illegal, or unauthorised, profiteering by
74

For example, while its corruption rankings were very poor, Bangladesh has surprisingly impressive economic
growth (Urra 2007). Another interesting case is Indonesia under the Soeharto regime when corruption was
massive but apparently compatible with expansive economic growth (Kuncoro 2006). Some authors argue that
under certain circumstances, corruption may serve as an ‘efficient grease’ that facilitates faster economic
growth (Everhart et al. 2003). Recall fn. 30.
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Accordingly, Hillman (2004, p. 1067) maintains that "the people who can best describe corruption are those
themselves engaged in corruption."
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Accordingly, for example, Donchev and Ujhelyi (2014) have argued that to appropriately assess corruption, it
should be on a country-level basis, given that each country has diverse characteristics.
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It is worth emphasising that the adopted definitions of corruption in this study, for the sake of clarity, only refer
to the involvement of public officials. It is crucial to distinguish since, in general terms, corruption may include
the private sector (UNDP 2008). For instance, corruption can be defined as “dishonest or illegal behaviour
involving a person in a position of power, for example, accepting money for doing something illegal or
immoral.” See <http://dictionary.cambridge.org/dictionary/business-english/corruption>, accessed 2 October
2014. In other words, the focus of this study is “government corruption” (Shleifer & Vishny 1993, p. 599).
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public officials who exploit their positions in public office to make personal gains."
Emphasising governmental aspects of corruption, Shleifer and Vishny (1993, p. 600)
define corruption as "the sale by government officials of government property for
personal gain." Likewise, viewed from the political perspective, Doig and Theobald
(1999, p. 3) defined corruption as "the abuse of public authority for private profit."78
Because of its definitional ambiguity, it is necessary to categorise types of corruption.
One popular way of classifying corruption is by its scale (UNDP 2008). In this sense,
corruption is classified in the sector where it occurs or the amounts of money it
involves. For example, similar to Doig and Theobald (1999), UNDP (2008) also
distinguished two types of corruption: grand corruption and petty corruption. Grand
corruption, on the one hand, represents the misuse of public power by high-level
public officials, such as ministers or senior staff, for personal pecuniary gain. On the
other hand, petty corruption refers to the extortion of small payments by low-level
public officials in their daily interactions with the public, which are designed to
‘smooth’ their function, accordingly often referred to as 'grease' money.79
More specifically, Transparency International (TI) categorised corruption into three
groups: grand, petty, and political. According to TI, grand corruption refers to "acts
committed at a high level of government that distort policies or the central
functioning of the state, enabling leaders to benefit at the expense of the public
good", whereas petty corruption is "everyday abuse of entrusted power by low- and
mid-level public officials in their interactions with ordinary citizens, who often are
trying to access basic goods or services in places like hospitals, schools, police
departments and other agencies." Finally, the term political corruption refers to "a
manipulation of policies, institutions and rules of procedure in the allocation of
resources and financing by political decision makers, who abuse their position to
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An extended discussion on defining corruption can be found in Brown (2006).
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Other categorisations can also be applied. For instance, referring to the distinction between ‘physical’
smuggling (i.e. the importers simply avoid encountering the customs officer, possibly by using an unsupervised
sea-port) and ‘administrative’ smuggling (i.e. the importers collude with the customs officer) in the context of
customs enforcement in developing economies, Flatters and Macleod (1995) adopted the term ‘administrative
corruption’ to further discuss administrative tax evasion which exclusively requires the involvement of tax
officials.
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sustain their power, status, and wealth."80 Although different names may be used, this
classification is also used by other authors (e.g. Mishler & Rose 2008).81
Corruption, by its very nature and definition, is illegal and is obviously a hidden
activity (Doig & Theobald 1999). Consequently, direct measures of the magnitude of
this clandestine phenomenon are generally hampered by a lack of objective data
(Urra 2007), implying that accurate measures of corruption are likely impossible
(Campbell 2013). This situation may lead to ambivalence towards the development of
anti-corruption initiatives and studies. While on the one hand they have encouraged
many scholars and practitioners to develop more accurate and sophisticated
approaches, on the other hand, they decrease confidence in efforts to eradicate
corruption, specifically in the capability to produce accountable and measurable
outcomes (Urra 2007).
Methods for effectively measuring the extent of corruption have been the subject of
much attention and many studies among scholars and professionals. Despite the fact
that accurately assessing corruption is inherently impractical, there is a consensus
that to measure corruption is nonetheless conceivable (UNDP 2008). For example,
depending on its various purposes, Kaufmann et al. (2007) identified three main
approaches to the measurement of corruption: (i) by obtaining the informed views of
relevant stakeholders, such as by surveys of public officials, business entities,
institutional agencies and individuals; (ii) by tracking the profiles of national entities
that can highlight opportunities for corruption, such as through procurement
processes, budget transparency and administrative frameworks; and (iii) by
scrutinising targeted projects such as financial audits, comparative reports and
spending transparency.
These approaches can be mainly categorised into two groups: objective
measurements and subjective measurements (Urra 2007). Practically speaking, due to
the scarcity of objective resources, the use of purely objective measurements to assess
corruption is extremely rare. Even what scholars frequently consider an 'objective'
measurement is, in many cases, still reliant on a perception-based indicator
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The definition of these categories is available in the TI home page. See <http://www.transparency.org/
whoweare/organisation/faqs_on_corruption/2/>, accessed 25 August 2014.

81

Instead of using 'grand, petty and political' categories, Mishler and Rose (2008) adopted 'civic, street-level and
political'.
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(Campbell 2013; Urra 2007), such as asking respondents whether or not they actually
experience corruption.
Nonetheless, some authors have attempted to advance the use of relatively pure
objective measurements (Duncan 2006). For instance, Golden and Picci (2005)
proposed a novel approach which objectively measures corruption by estimating the
gap between physical measurement of the value of public goods and the total cost of
government spending on public goods. Their study was conducted in different
regions in Italy, and concluded that the gaps were much lower in northern Italy, as
these regions were more infrastructure-abundant compared to southern Italy.
Similarly, a more sophisticated model was developed by Olken (2009) to assess the
discrepancy between perceived corruption and actual corruption in infrastructure
projects―i.e. in road-building projects in several local communities―in rural
Indonesia. Olken (2009) found that while empirically, the correlation between
objective measurements and corruption perception was positive, there were
significant personal biases in how the participants responded to the corruptionrelated questions.
As a response to these practical difficulties of objective measurement, most of the
indicators used to assess corruption are based on subjective measurements (Campbell
2013).82 In this context, while objective indicators generally assess the extent of
corruption by using evidence-based quantitative data, the most popular subjective
proxy to date is the accumulation of a number of opinion polls on corruption
(Campbell 2013; UNDP 2008). Hence, perception-based measurements typically
attempt to estimate the extent of corruption by employing subjective and intuitive
questions such as "how widespread do you think bribe taking and corruption are in
this country?" (Mishler & Rose 2008 p. 7) or "generally speaking, what is your opinion
of the likelihood of diversion of money or corruption involving...?" (Olken 2009, p.
952). This approach, in some cases, may include 'experience-based' models to increase
the usefulness of perception-based polls (Urra 2007).
Beyond these approaches, there is a more sophisticated approach to assessing
corruption. This new measurement is developed by combining several important
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For instance, according to Kaufmann et al. (2007, p. 2), “since corruption usually leaves no paper trail,
perceptions of corruption based on individuals' actual experiences are sometimes the best, and the only,
information we have.” See fn. 88 for a further explanation.
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indicators (perceptions and objective measurements) and, accordingly, has been
known variously as ‘composite perception-based indicators’ (Arndt & Oman 2006),
‘second-generation corruption measures’ (Johnston 2000) or ‘aggregate indicators’
(Kaufmann et al. 1999). This is because most widely adopted governance-indicator
datasets are mainly based on perception-based indicators which are prone to a lack
transparency, suffer from selection bias, and also may not be adequately appropriate
for assisting developing economies to improve their governance quality (Arndt &
Oman 2006). Accordingly, it is argued that the adoption of more transparent
governance indicators to address these issues is necessary. Equally, as it seems that no
one has validated these subjective measures (Wilhelm 2002), Johnston (2000)
suggested that perception-based indicators might have crucial validity and precision
issues.

3.2.2 Perceptions of corruption
As discussed earlier, most of the indicators used to assess corruption are based on
subjective measurements (León et al. 2012), which are generally known as
'perceptions of corruption' (Campbell 2013; Olken & Pande 2012).83 Several indicators
are currently available, but the CPI,84 developed and published annually by
Transparency International,85 is considered one of the most powerful and widely-used
indicators (Urra 2007).
Built by accumulating a vast array of component measures, the CPI is an aggregate
indicator.86 Consequently, the CPI index is a poll of polls and, apart from its
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As is true for the definition of corruption, the definition of perception of corruption also depends on social and
cultural factors (Melgar et al. 2010a). Regarding this, for instance, people in Asia are considered to have highcontext culture (Hall 1976). That is, they do not rely on verbal communication to express all of the meaning in
an interaction. Thus, not a lot of verbal background information is needed in daily interactions as people share
many similar experiences for how the world operates. A fuller discussion on a cultural dimension of context—
and how it interrelates with meaning—can be found in Hall (1976) in his book Beyond culture.
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Corruption in this indicator is defined by Transparency International as “the abuse of entrusted power for
private gain”. See <http://www.transparency.org/whoweare/organisation/faqs_on_corruption/2/>, accessed
25 August 2014.
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Transparency International has also conducted other corruption-related indicators such as the Global
Corruption Barometer, Bribe Payers Index and Global Corruption Report. For details, see <http://www.
transparency.org/research/>, accessed 24 August 2014.

86

For example, the 2012 CPI index is aggregated from 13 sources: (1) African Development Bank - Governance
Ratings; (2) Bertelsmann Foundation - Sustainable Governance Indicators; (3) Bertelsmann Foundation Transformation Index; (4) IMD World Competitiveness Yearbook; (5) Political Risk Services - Country Risk Guide;
(6) World Bank - Country Performance and Institutional Assessment; (7) World Economic Forum - Executive
Opinion Survey; (8) World Justice Project - Rule of Law Index; (9) Economist Intelligence Unit - Country Risk
Assessment; (10) Global Insight - Country Risk Ratings; (11) Political and Economic Risk Consultancy - Asian
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perception-based approach, has attracted a great deal of criticism, particularly in
terms of its inaccuracy and inconsistency in assessing the extent of corruption in a
country (Campbell 2013; Philp 2006).87 This case can be exemplified by the work of
Mishler and Rose (2008). They stressed methodological reservations on the CPI's
reliance on surveys of elites in business, non-governmental organisations (NGOs),
international non-governmental organisations (INGOs), as well as governmental
organisations who may not be relevant or have no first-hand knowledge of how to
respond to the corruption survey questions. Moreover, the elite respondents are not
likely to have direct and actual knowledge regarding street-level corruption.
Nevertheless, the CPI has stood out from the other indicators as a powerful tool in
empirical work (Treisman 2007) and is globally accepted (Urra 2007).88
The extensive use of perception to assess corruption may generate an ambivalent
effect. On the one hand, many related entities―such as business entities, investors,
risk consulting firms―may to some extent evaluate their business decisions and
operations on the index of perceived corruption (Campbell 2013; Treisman 2007). On
the other hand, it can intuitively be assumed that, particularly to those who are
directly involved with corruption and governance issues, the perception of corruption
is not adequate on its own. As Olken (2009) argues, although there is a positive
relationship between reported corruption perceptions and objective measurements of
corruption, these two variables cannot be interchangeably used to measure
corruption. Consequently, examining perceptions of corruption to measure the extent
of corruption may lead to misleading conclusions (Olken 2009). Objective evidence
on corruption, however, is exceptionally scarce.
This situation raises further interpretational issues. Apart from its advantage of good
coverage―it is obviously much easier and simpler to ask people's beliefs of
corruption than to scrutinise it directly―perception-based measures may not

Intelligence; (12) Transparency International - Bribe Payers Survey; (13) Freedom House - Nations in Transit
(Transparency International 2013a).
87

For a detailed discussion regarding the validity and the precision of CPI, see Lambsdorff (2006).

88

In response to the reliability and validity issues regarding the perception-based approach, TI has developed the
Global Corruption Barometer (GCB)―first published in 2003―as supplemental information for the Corruption
Perceptions Index (CPI)―first introduced in 1995. This new index consists of a series of individual-level national
surveys capturing both individual perceptions of, and actual experience with, corruption.
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precisely measure corruption (Olken & Pande, 2012).89 Kuncoro (2006) saw a
drawback in using perception-based measurement via surveys, in that perception has
an inclination to be biased. Similarly, Olken (2009) reported that corruption
estimates may be systematically biased as a result of bias in either personal belief or
the way that individuals report corruption. Also, Urra (2007) maintained that
perception indices have a tendency to mislead readers by appearing to measure actual
levels of corruption―i.e. ‘reading is believing’.90
In this sense, Miller (2006) pointed out that as the gap between perceived and actual
corruption measures is large, perception-based measurement is not accurate and
tends to exaggerate. Analogously, Treisman (2007) argued that perception-based data
only capture opinion about the prevalence of corruption, but do not gauge corruption
itself. Since such opinion may be based on indirect knowledge, it could be biased.
This concern is supported by Donchev and Ujhelyi (2014, p. 328) who concluded that,
"...using corruption perception indices as a measure of corruption experience may be
more problematic than suggested by the existing literature." Accordingly, it is safe to
assume that the gap between actual and perceived corruption could be even bigger
than generally reported.
High levels of perceived corruption can be destructive both at the social and
individual levels. First, at the social level, perceptions of corruption may have worse
effects than the corruption itself by cultivating a ‘culture of distrust’ towards related
institutions (Melgar et al. 2010a). For instance, a study by Jahnke (2015) suggested
that petty corruption not only caused a negative direct effect on tax morale, but also
had an indirect effect on tax morale by reducing trust in the tax department.91
Perceived corruption also generates a cultural tradition that increases the
pervasiveness of corruption (Čábelková & Hanousek 2004). In support of this idea,
Mishler and Rose (2008) proposed the ‘echo chamber’ problem of perceptions of
corruption. They outlined how the perceptions of national corruption linger as they
are shaped by media reports or historical stereotypes, and are then captured by, for
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In the Indonesian context, Olken and Pande (2012), for example, asserted that the discrepancy between actual
and perceived corruption in post-Soeharto Indonesia can be reduced by a much freer press which is able to
make more corruption cases publicly accessible.
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This refers to a process by which perceptions of corruption are based largely on media reports (Mishler & Rose
2008).

91

Recall fn. 10 for a general definition of tax morale.
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example, the CPI as 'recorded facts'.92 These data then circulate, generating a vicious
cycle where prevailing perceptions are reinforced without evaluation of their validity.
For instance, Dong et al. (2012) performed micro and macro data analysis upon an
international panel data set of data from the European Values Survey (EVS), World
Value Survey (WVS) and the International Country Risk Guide (ICRG) to understand
whether the perception of corruption is contagious.93 The empirical findings strongly
suggested that the perceived activities of peers and other individuals influenced
respondents’ willingness to engage in corruption―a phenomenon termed as
‘reciprocity’. In a corruption context, reciprocity means “if corruption within a society
is very prevalent, citizens feel less guilt when engaging in extra-legal activities, and
are likely to act accordingly” (Dong et al. 2012, p. 611). The macro level panel data
indicated that the current level of perceived corruption was positively influenced by
the past level of perceived corruption.94 Consistent with this finding, a study
involving 9,020 respondents from 170 districts in Indonesia by Zonebia et al. (2015)
also found that the role of peer influence is significant. Their study suggests that
individuals are predisposed to have less pronounced anti-corruption attitudes if they
know someone who has committed corrupt behaviour.
Also, Alon and Hageman (2013) used survey data collected from 5,144 firms95 in 22
former Soviet Bloc transition economies and found that there was a positive
correlation between higher levels of corruption and lower levels of tax compliance (in
the form of unofficial payment).96 At the more aggregated level, other empirical data
also suggest that perceptions of corruption may have adverse effects on: (i) economic
growth and investment; (ii) political stability; and (iii) public support on public policy
(Mishler & Rose 2008).
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The term ‘fact’ in this context can be appropriately defined as information that people believe to represent
truth and is widely accepted as true (Babbie 2004).
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The data includes 30 countries and 34 countries for the EVS and the WVS, respectively, whereas the ICRG data
covers 18 years (1986 to 2003).
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Dong et al. (2012, p. 624) stated that “the panel data set at the macro level indicates that the past level of
corruption has a strong impact on the current corruption level.” However―based on the questions used in the
surveys―what might hold true for the the term ‘corruption’ in this sentence is actually ‘perceived corruption’.
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The data is a combination of two data sets: the 2005 Business Environment and Enterprise Performance Survey
(BEEPS) survey data and the 2005 World Values Survey (WVS) survey.
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The corruption question used in this survey is “thinking now of unofficial payments/gifts that a firm like yours
would make in a given year, could you please tell me how often they make payments/gifts?”. As this study
deals with tax compliance issues, corruption measurement in this study is gauged from respondents’ responses
for “dealing with taxes and tax collection” on a 6-point Likert-type scale, ranging from ‘never’ (scored ‘1’) to
‘always’ (scored ‘6’).
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Second, perceptions of corruption may have a downward spiral effect on individuals.
This is because “in a sense, every social observer is an intuitive psychologist who is
forced by everyday experience to judge the causes and implications of behaviour”
(Ross et al. 1977, p. 279). Thus, inflated corruption perceptions may have the negative
effect of undermining an individual's morality by unconsciously encouraging people
to accept that engaging in corruption is normal and socially acceptable in a national
context (Mishler & Rose 2008). This is because when deciding on appropriate
behaviour in a given situation, individuals commonly attempt to seek relevant
information as to how similar others have behaved, or are behaving, to be able to
evaluate the appropriateness of their own beliefs, attitudes and behaviour―a notion
called 'social validation' (Cialdini 1989).

In this respect, a significant negative

correlation exists between the perceived level of corruption and tax morale (Torgler
2004). As a higher level of corruption perception crowds out the degree of tax morale,
it may thereafter undermine the moral cost of evading tax and further encourage
taxpayers to behave opportunistically (Torgler 2004).
In this context, the level of individuals' perceptions of corruption can be influenced
by several demographic factors, such as gender, age, education, income and
employment status. For instance, Melgar et al. (2010a) analysed the online survey data
of 27,047 respondents from 33 countries in the module of citizenship of the 2004
International Social Survey Program (ISSP) and concluded that there was a
connection between education level and perceptions of corruption. More educated
people, at least at a secondary level, are more likely to have a lower level of perception
of corruption. Similarly, the study of Persily and Lammie (2004)97 concluded that
those who have low incomes and low education tend to perceive government as
corrupt. This result suggests that more educated people have broader access to
relevant information and a better ability to discern it.
The work of Melgar et al. (2010a) also revealed that while women tend to perceive a
higher level of corruption than men,98 both age and religion have no significant
impact perceptions of corruption. With regard to the labour market, the result
indicates that self-employed people have an inclination to perceive higher levels of
97

Based on a long-term survey data of National Election Studies (NES) time-series data 2002.
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In terms of gender, a multi panel data study across eight Western European countries―i.e. using European
Values Survey (EVS) and World Values Survey (WVS)―by Torgler and Valev (2010) also suggested that women
have a significantly greater aversion to corruption and tax evasion.
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corruption. One of the possibilities is that they tend to have a greater exposure to
corruptive incidents. Overall, this research concludes that both individual
characteristics and social circumstances are particular factors that have an impact on
perceptions of corruption.
Further, based on a study involved 3691 respondents99 from 477 villages in East Java
and Central Java, Indonesia, Olken (2009) found that the level of perception of
corruption was influenced by education and gender. The findings suggest that
respondents who have higher levels of education, and/or who are male, are more
likely to report more corruption. In the same vein, Donchev and Ujhelyi (2014) used
standardised surveys administered in a total of 58 countries in the periods 1996–1997
and 2000–2001 to assess the impact of several individual characteristics on
perceptions of corruption. The reported findings suggest that education, age, income
and employment status influence perceived levels of corruption, over and above the
extent to which respondents had actually experienced corruption. More specifically,
individual experience with corruption contributed only 1 point on a 12-point scale of
perceived levels of corruption.100 Likewise, Mishler and Rose (2008) performed
hierarchical linear modeling (HLM) on data from 58,161 respondents from 60
countries (obtained by the 2006 Global Corruption Barometer) to show the impact of
individual characteristics on perceived levels of corruption. The findings illustrate
that while age, education and income have a negative correlation with perceptions of
street-level corruption, education has a positive correlation with political corruption.
Apart from several demographic factors, perceptions of corruption are also influenced
by the source of information. According to Čábelková and Hanousek (2004), the
primary determinants of perceptions of corruption are 1) the information the
individual receives about corruption and 2) how the individual deals with related
information. In this perspective, while individual characteristics may shape the way
that information is processed, the source of information can determine the potential
bias―intentional or unintentional―of the information received by the individual.101
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The participants were selected by stratified random sampling.
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Based on this study, on average, while there are 84 per cent of participants who think that corruption is likely
to occur in at least one of the mentioned categories in the survey, the victimisation rate is only 18 per cent.
Consequently, the correlation between the measurement of perceived corruption and experienced corruption
is extremely low, i.e. R2 = 0.09 (Donchev & Ujhelyi 2014).
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Čábelková and Hanousek (2004, p. 386) highlighted that “people learn about corruption in many ways. They
read about it in the press, listen to stories on the radio and watch TV programs. They share the information
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One of the most reliable sources of information is individual experience of corruption
but, in many cases, contact between the public and officials―particularly high-level
staff or politicians102―is relatively rare (Čábelková & Hanousek 2004; Mishler & Rose
2008). However, an exception may apply for those who interact daily with corrupt
low- or mid-level public officials. If this is the case, then those individuals might
experience actual corruption and, accordingly, have a reliable source of information
on corruption.
In relation to the source of information on corruption, some empirical findings
suggest that the vast majority of individuals receive information on corruption from
the media. For example, based on a study of 2104 respondents of the Kiev
International Institute of Sociology, Čábelková and Hanousek (2004) investigated
how the participants sourced their information about corruption. As Table 3.1 shows,
respondents used varied sources of information and, while two-thirds of the
population acquired information about corruption via television, 25 per cent of
respondents had direct experience of it.
Source of information

% of respondents who used
the source

Press
Television
Radio
Acquaintances and friends
Strangers on streets and in the means of transportation
Personal experience
Difficult to say/do not know

49.43
66.16
27.52
41.68
15.73
25.19
3.71

Source: Čábelková and Hanousek (2004, p. 385).

Table 3.1: An example of sources of information about corruption
This study indicated that the media had mixed effects on respondents' perceptions of
corruption. That is, surprisingly, people who listen to the radio have an inclination to
perceive certain state institutions to be more corrupt, whereas those who receive
information about corruption from television and press media tend to perceive state
institutions as less corrupt compared to those who receive information from other

with their friends, relatives, or strangers on the streets. All of these sources are likely to provide subjective
information about corruption.”
102

Sometimes referred to as 'civic corruption' and 'political corruption' (Mishler & Rose 2008). Recall fn. 81
regarding the classification of corruption.
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sources. Meanwhile, respondents who relied on their personal experience of
corruption tended to perceive institutions as more corrupt.
In this sphere, Miller (2006) questioned the extent to which perceptions of corruption
can be influenced by the source of information. The study concluded that perceptions
of corruption tend to reflect generalised gossip or media scandals, rather than
personal experiences. In this study which assessed the behaviour of street-level
officials, Miller (2006) analysed data from the 2001 Polish Election Survey and
concluded that, while 33 per cent of respondents primarily based their views on
individual experience, a massive 67 per cent based them on gossip103 and the media.
Consistent with the reported findings from previous studies (Čábelková & Hanousek
2004; Miller 2006), in the Indonesian context, empirical findings suggest that the way
most of the respondents received information regarding corruption was also based on
the mass media (KPK 2010, 2011). That is, as Figure 3.1 suggests, television and press
media were the most widely used sources of information about corruption in
Indonesia.

Percentage of respondents

100%
80%
60%
40%
20%
0%
Television Press media

Radio

Internet

Publications Campaign

Others

Source of information

2010

2011

Source: Adapted from KPK (2010, 2011).
Note:

Figure 3.1 shows that indirect sources are primary sources of information about
corruption.

Figure 3.1: Sources of information about corruption in Indonesia, 20102011
In summary, there are four important points that can be concluded from the
literature on corruption and perceptions of corruption. First, there is no general
definition of corruption. However, it was found that most definition appear to
103

i.e. "what people generally say about officials" (Miller 2006, p. 178).
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emphasise governmental corruption by highlighting the abuse of public authority for
personal gain; commonly termed government corruption. Accordingly, for the sake of
clarity, the adopted definitions of corruption in this study only refer to the
involvement of public officials.
Second, corruption can be categorised in several ways. It was found that one popular
way of classifying corruption is according to the sector where it occurs or the
amounts of money it involves. This includes grand and petty corruption.
Third, due to its clandestine nature, typical approaches to assessing corruption are
mainly based on subjective measurements and perceptions of corruption.
Accordingly, perceptions of corruption generally refers to the level of corruption that
respondents perceive at the national level.
Fourth, as the literature suggests, the degree to which individuals perceive corruption
can be influenced either by demographic factors (e.g. gender, age, education, income
and employment status) or by their sources of information about corruption.
Regarding sources of information, it was found that the vast majority of individuals
receive information about corruption indirectly (i.e. from the mass media rather than
from their personal experiences).
With reference to these results, this thesis separates aspects of public corruption into
grand corruption and petty corruption. It may also be beneficial to define an
additional type of perceived corruption which can account for the direct knowledge
taxpayers gain from their regular interactions with the tax authority, i.e. tax
corruption (e.g. Kaufmann et al. 2007; Mishler & Rose 2008). Thus, as Figure 3.2
illustrates, this study focuses on perceptions of five types of corruption.
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Figure 3.2: Types of perceived corruption under study
The terms in Figure 3.2 can be further described as follows:
Term

Description

A

Perception of general
corruption

This refers to respondent’s perceived levels of the abuse of entrusted
power by general public official for private gain.

B

Perception of grand
corruption

This refers to respondent’s perceived levels of the misuse of public
power by high-level of public officials such as ministers or relatively
senior level staff for personal pecuniary gain, which generally involves
much larger sum of money.

C

Perception of petty
corruption

This refers to respondent’s perceived levels of the extortion of small
payments by low-level public officials in daily interaction designed to
‘smooth’ their function and accordingly it is often called ‘grease’
money.

D

Perception of grand tax
corruption

This refers to respondent’s perceived levels of the misuse of public
power by high-level tax officials for personal pecuniary gain, including
the involvement of large illegal payment in dealing with certain tax
cases. The term ‘tax corruption’ in this definition specifically refers to
the involvement of tax officials and accordingly excludes the
involvement of non-tax officials.

E

Perception of petty tax
corruption

This refers to respondent’s perceived levels of the misuse of public
power by low-level tax officials for personal pecuniary gain, including
the extortion of small payments by operational staffs in daily
interaction to smooth their function or ‘grease money’. Similarly, the
term ‘tax corruption’ in this definition specifically refers to the
involvement of tax officials and therefore excludes the involvement of
non-tax officials.

Source: Adapted from Doig and Theobald (1999), Kaufmann et al. (2007), Mishler and
Rose (2008), and UNDP (2008).

Table 3.2: Description of the types of perceived corruption under study
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3.3 Tax compliance definition
As tax compliance has an uncertain and varied meaning,104 it is necessary at the outset
to discuss its definition so that related literature can be approached systematically. Tax
compliance is defined in many different ways by researchers. The definitions are broad
and encompass different aspects. As a result, there is no consensus on what is meant by
compliant behaviour (Devos 2014; McKerchar 2003; Weber et al. 2014).
As an outcome of an interaction process between taxpayers (or their tax agents) and
tax authorities (Long & Swingen 1991), tax compliance can be viewed from various
perspectives (Franzoni 1998). For instance, Kirchler (2007, p. 21) identified tax
compliance as "the most neutral term to describe taxpayers' willingness to pay their
taxes." In his view, the degree of tax compliance exists along a continuum. Noncompliant behaviour, in some cases, does not necessarily represent unlawful behaviour.
A broad definition of tax compliance was also offered by Song and Yarbrough (1978, p.
444). They argued that, due to the voluntary nature of the self-assessment system in
the US, tax compliance can be viewed as the level of taxpayers' ability and willingness
to comply with tax legislation. This is based on taxpayers' ethics, legal environment,
and other situational factors ‘at a particular time and place.’
Further, Roth et al. (1989) argued that in defining tax compliance, particularly with
respect to behavioural and legal definitions, assumptions about taxpayers' motivations
are required. Nevertheless, discovering the characteristics of these motivations is
obviously insurmountable. Accordingly, they suggest a compliance definition that has
minimal consequences if the required assumptions should be invoked. In a sense, a
very simplistic explanation is offered by Weber et al. (2014, p. 5), by defining tax
compliance as "the absence of tax evasion." While recognising that tax evasion105 is

104

Strictly and legally speaking, tax compliance is an ex post definition. That is, actual tax compliance behaviour
can only be gauged once a thorough audit is performed―by the tax authority―and the outcome is obtained.
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Tax evasion is "a term that is difficult to define but which is generally used to mean illegal arrangements where
liability to tax is hidden or ignored, i.e. the taxpayer pays less tax than he is legally obligated to pay by hiding
income or information from the tax authorities." See the OECD Centre for Tax Policy and Administration's
Glossary of Tax Terms, and <http://www.oecd.org/ctp/glossaryoftaxterms.htm>, accessed 15 May 2014. It is
worth noting, however, that tax evasion is only one form of non-compliant outcome. For instance, according to
Cooper (1994, pp. 35-36), non-compliance with income tax can take various forms, including: “(1) the tax on
income from lawful activities that is deliberately not reported to revenue authorities―tax evasion; (2) the tax
on income from lawful activities where the income is unintentionally omitted―taxpayer error; (3) the tax on
income from illegal activities―the underground economy; (4) amounts of tax due but not paid to the revenue
authority on reported income―administrative failure; (5) occasionally, tax not paid because the taxpayer relies
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different from tax avoidance,106 Weber et al. (2014) suggested that tax avoidance should
be included as part of tax compliance.107
James and Alley (2004, p. 32) defined tax compliance as "the willingness of individuals
and other taxable entities to act in accordance within the spirit as well as the letter of
tax law and administration without the application of enforcement activity." They
further stated that the term tax compliance can be viewed from two perspectives, either
as voluntary108 or compulsory behaviour, and outlined two diametrical stances in
approaching tax compliance (see Table 3.3).
Tax compliance

First Approach

Second Approach

Concept of:

Tax gap ― 100% compliance less
actual revenue

Voluntary ― Willingness to act in
accordance with the spirit as well as
the letter of tax law

Definition:

Narrower

Wider

Tax compliance:

Economic rationality

Behavioural co-operation

Exemplified by:

Trade off:

Individuals are not simply
independent, selfish utility
maximiser. They interact according
to differing attitudes, beliefs, norms
and roles.

Expected benefits of evading
Risk of detection and application
of penalties
Maximise personal income and
wealth

Success depends on co-operation.

Issues of:

Efficiency in resource allocation

Equity, fairness and incidence

Taxpayers seen as:

Selfish calculator of pecuniary
gains and losses

"good citizen"

Can be termed the:

Economic approach

Behavioural approach

Source: James and Alley (2004, p 33).

Table 3.3: Approaches to tax compliance

upon the effectiveness of an artificial tax shelter―tax avoidance; and (6) the tax not paid because, according to
the law as stated, the liability of the taxpayer to pay tax on the income is unclear―ambiguity.”
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According to the OECD Centre for Tax Policy and Administration's Glossary of Tax Terms, tax avoidance is "a
term that is difficult to define but which is generally used to describe the arrangement of a taxpayer's affairs
that is intended to reduce his tax liability and that although the arrangement could be strictly legal it is usually
in contradiction with the intent of the law it purports to follow." See <http://www.oecd.org/ctp/
glossaryoftaxterms.htm>, accessed 15 May 2014.
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Tax evasion and tax avoidance can be occasionally considered as two arbitrary elements of a compliance
continuum. Consistent with this, for example, Seldon (1979) introduced the term ‘tax avoision’.
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Some authors define the rate of voluntary compliance as "the ratio of voluntary collections to potential
collections" (e.g. Brondolo et al. 2008, p. 17). In this case, IRS (2009) maintained that 'paid voluntarily' means
that a tax liability is paid without any enforcement activities. In contrast, James and Alley (2004) emphasised
that ‘voluntary’ should indicate taxpayers' willingness to comply. Thus, the way the term is defined is crucial. In
terms of withholding tax, the term 'voluntary collection' might be contentious given the 'compulsory' nature of
the regime. Recall also fn. 22.
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Another definition of tax compliance which has been widely adopted by tax
practitioners and academics is that of Alm (1991, p. 577), who defined it as "reporting all
income and paying all taxes in accordance with the applicable law, regulations, and
court decisions." The adoption of operational terms can also be found in the
publication of the National Academy of Sciences (NAS), which began to study tax
compliance in 1984. The panel of the NAS defined compliance with federal income tax
regulations thusly: "compliance with reporting requirements means that the taxpayer
files all required tax returns at the proper time and that the returns accurately report
tax liability in accordance with the Internal Revenue Code, regulations, and court
decisions applicable at the time the return is filed" (cited in Long & Swingen 1991, p.
645).109
Moreover, in a study on tax compliance in the US, Jackson and Milliron (1986) adopted
the Internal Revenue Service's (IRS) term by defining tax compliance as "taxpayers
filing accurate, timely and fully paid return without IRS enforcement efforts."110 This
operational definition, in general, is substantially similar to that of the OECD (2014b, p.
60) which states that a taxpayer who fails to meet any of the required obligations111 can
be classified as non-compliant.
Based on the definitions discussed above, it is safe to argue that tax compliance can be
broadly divided into two major categories: (i) a conceptual approach―for example,
that of James and Alley (2004), Kirchler (2007) and Weber et al. (2014)―and (ii) an
operational approach―for example, that of Jackson and Milliron (1986), Alm (1991), the
IRS (2009) and the OECD (2014b). That is, while the conceptual approach tends to
emphasise the taxpayers' willingness to comply without the application of
enforcement, the operational approach has an inclination to focus on the
administrative fulfilment of particular tax obligations.
One major drawback of the conceptual approach is that, partly due to its wide
definitional coverage, there is a contrasting view regarding whether or not tax
109

This exact definition was also adopted by Roth et al. (1989, p. 21) in their edited book Taxpayer compliance,
Volume 1: An agenda for research.
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This definition can also be found in the IRS report. According to IRS (2009), taxpayers are categorised as
compliant when they meet three primary obligations. Those obligations are: "1) to file timely returns; (2) to
make accurate reports on those returns; and (3) to pay the required tax voluntarily and timely" (IRS 2009, p.
32).

111

That is: "(i) to register for tax purposes; (ii) to file tax returns on time; (iii) to correctly report tax liabilities; and
(iv) to pay taxes on time" (OECD 2014b, p. 60).
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avoidance should be included as part of tax compliance. For instance, whereas on the
one hand James and Alley (2004) argue that tax compliance should be viewed from its
accordance with "the spirit and the letter" of tax law―which implicitly maintains that
tax avoidance should be excluded from tax compliance―on the other hand Weber et
al. (2014) explicitly posit that tax avoidance should be considered as part of tax
compliance. In this case, given that tax avoidance is beyond the legal realms of tax law,
moral judgement can be used to evaluate the confronting views. Nonetheless, it is
recognised that although in terms of legality there is a clear-cut distinction between tax
avoidance and tax evasion (i.e. tax avoidance is legal and tax evasion is illegal), moral
judgements may be inexorably problematic (Mears & Webley 2010).
In light of its more practical use, an operational approach seems to offer an advantage.
Based on this approach, taxpayers' compliance level can be easily measured by simply
evaluating whether certain aspects of tax requirements have been fulfilled.112 In the
Indonesian context, it appears that the definition of tax compliance typically relies on
these criteria. Somewhat similar to the OECD definition (2014b), tax compliance in
Indonesia generally falls within two categories: ‘formal compliance’, which mainly
refers to registration and filing criteria, and ‘material compliance’, which broadly refers
to reporting and payment criteria (e.g. Harinurdin 2009). Nevertheless, as tax
compliance is a highly context-dependent construct, this approach is not immune from
definitional problems. Similar to Song and Yarbrough (1978), McKerchar and Evans
(2009) argued that tax compliance is dynamic—it can change over time. Consequently,
when interpreting the definition of tax compliance, additional preconditions, such as
time and place, also matter.
Tax compliance can also be viewed from different perspectives, some of which may
raise additional definitional issues. For instance, given the complex nature of tax
compliance, some may consider that tax compliance definitions should be evaluated in
conjunction with the complexity of the tax law. In this sense, Long and Swingen (1991,
p. 646) identified two pivotal elements in defining tax compliance: "(1) what
compliance means when requirements are ambiguous and (2) whether motivation
should be a defining factor for non-compliance behaviour." They found that tax
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In particular, for instance, data released by the Canadian Revenue Agency suggests that while tax compliance at
the most basic level (i.e. filing and lodging on time) is somewhat satisfactory, the more substantive criteria of
tax compliance―determined by the share of taxpayers categorised as at ‘crucial risk of non-compliance’—have
more issues (Trivedi et al. 2005).
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regulations are not necessarily clear-cut and can potentially be interpreted
differently,113 supported by the fact that unintentional non-compliance was evident in
the US
It is apparent that, as one of the central variables under study, the definition of tax
compliance needs to be established in a relevant context. It is therefore necessary to
refer to the existing body of literature to clarify gaps in the definition of tax compliance
and to set out appropriate indicators for it for the purposes of this study. This is
because the definitions require greater clarity if reasonable progress in tax compliance
research is to be made (McKerchar 2003). In conducting social research, it is crucial to
concentrate on indicators of concepts rather than the concepts themselves (Sarantakos
2013). Thus, to be able to specifically examine tax compliance behaviour as the
dependent variable in this study, a mixed definition is considered as more appropriate
and is therefore adopted.114 As such, for the purposes of this study, tax compliance is
defined as “taxpayers'115 willingness to correctly report tax liability in accordance with
the prevailing tax law” (OECD 2014b).116 This definition is concerned with voluntary
willingness (ex ante) rather than forced willingness (ex post).

3.4 Tax compliance behaviour
Having adopted a justified definition of tax compliance, it is now possible to examine
one of its outcomes: tax compliance behaviour.117 Like tax compliance, tax compliance
behaviour is also a dynamic concept. Indeed, in many situations, either the compliance
or non-compliance behaviour of individual taxpayers is unknown (Antonides & Robben
1995). Lederman (2003) pointed out that partly due to taxpayers' positions as
'conditional co-operators', compliance and non-compliance can be viewed as two
stable equilibria. It is, perhaps, because tax compliance exists not only in a dynamic
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In terms of income tax, this impediment may cause underreporting or overreporting of income. Both, as the
authors noted, are forms of non-compliance.
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i.e. a combination of the conceptual and operational definitions, as previously discussed.
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Given that the focus of this study is on personal taxpayers, the term 'taxpayers' in this study generally refers to
personal taxpayers unless otherwise specified.
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It is worth noting that this definition deliberately excludes the 'registration', 'filing' and 'payment' criteria due
to the practical and legal constraints in obtaining the data. More details about the rationale for this argument
are provided in Chapter 4 – Research Design.
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In its simplistic term, 'behaviour' can be defined as a "manner of behaving or acting". See <http://dictionary.
reference.com/browse/behavior>, accessed 16 May 2015. In this context, tax compliance behaviour refers to
how taxpayers behave in response to their tax obligations.
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environment but also involves differing types of taxpayers, which in turn can produce
various types of compliance outcomes (McKerchar & Evans 2009).118
For instance, with regard to its dynamic environment, Allingham and Sandmo (1972, p.
324) argued that tax reporting―as part of tax compliance behaviour―is "a decision
under uncertainty." This is because "the acts of filing, reporting income, and claiming
deductions are different; and the opportunity for each vary” (Smith & Kinsey 1987, p.
643). Likewise, Braak (1983) concluded that tax compliance is a social dilemma, where
the incentive for 'free riders' (or non-compliant behaviour) is paradoxically at a
maximum when most citizens comply with their tax obligations. As the government
provides public goods and services in return for taxes, the potential for free-riding
behaviour is inevitable (Axelrod 1984).
Further, Smith and Kinsey (1987) highlighted the potential impact of the differing
natures of taxpayers on tax compliance by arguing that, due to individuals' various
opportunities, both compliance and non-compliance are not necessarily deliberate
decisions. They suggested that tax compliance and non-compliance are inextricably
intertwined. Thus, both unintentional actions and indifference can be, to some extent,
contributing factors for some non-compliance behaviour. This is because taxpayers
may not only have difficulty in understanding tax law, but it is also probable that they
have poor knowledge of the basic concepts of taxation and tax rates (Hofmann et al.
2008). For these reasons, James and Alley (2004) supported the view that a
considerable range of unintentional non-compliance exists.
The diversity of compliance behaviour has also been recognised by the OECD (2004),
which identified two broad types of compliant and non-compliant taxpayers based on
their 'motivational postures'. Based on this classification, taxpayers can be sorted into
four types: the disengaged, resisters, triers and supporters.119 Psychologically speaking,
both the disengaged and the resisters can be considered as non-compliant taxpayers
with different levels of attitude. While the former have deliberately decided not to
comply unless enforcement is enacted, the latter may reluctantly fulfil their tax
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Consequently, comprehensively measuring the diversity of taxpayer compliance behaviour can be complicated
and may be impractical (OECD 2004). In a sense, it may reflect what Andreoni et al. (1998, p. 818) have pointed
out, that "the problem of tax compliance is as old as taxes themselves."
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It should be noted, however, that it is not a permanent classification. An individual taxpayer tends to behave in
a contextual basis and therefore is capable of embracing any of the described postures in a given context
(OECD 2004).
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responsibilities if the tax authority is able to address their concerns. Meanwhile, the
positive attitude of taxpayers is symbolised by the rest of the group: the triers and
supporters. While they are assumed to be psychologically similar―i.e. in terms of their
willingness to comply―they differ in their ability to comply. Consequently, the triers
need more support and guidance from the tax authority than the supporters do.
Accordingly, it has been argued that it seems more appropriate to view taxpayers’
behaviour towards the tax system as a continuous spectrum rather than a binary
outcome (compliant and non-compliant; Tran-Nam 2003).
For these reasons, in analysing taxpayers' compliance behaviour, it seems essential to
recognise that behaviour involves two intertwined aspects: intention and outcome
(Antonides & Robben 1995; Long & Swingen 1991; McKerchar 2003; OECD 2014b; World
Bank 2015). Consequently, taxpayers' compliance and non-compliance behaviour can
both be either intentional or unintentional (Cooper 1994; Erard 1997; Lederman 2003;
OECD 2014b). In other words, differing levels of taxpayer intention and tax authority
administrative effectiveness may lead to four types of compliance behaviour: (i)
deliberately compliant;120 (ii) accidentally non-compliant or intentionally erroroneous;
(iii) accidentally compliant; and (iv) deliberately non-compliant or evasive (Langham
et al. 2012; OECD 2014b). Thus, as Table 3.4 describes, taxpayers can be intentionally or
unintentionally compliant or non-compliant in their behaviour, and this behaviour can
change over time (McKerchar 2003).121
Intention

To be compliant

To be non-compliant

Alternative outcome

Resultant behaviour type

Compliant

Intentionally compliant

Under-compliant

Unintentionally under-compliant

Over-compliant

Unintentionally over-compliant

Compliant

Unintentionally compliant

Under-compliant

Intentionally under-compliant

Over-compliant

Intentionally over-compliant

Source: McKerchar (2003, p. 188).

Table 3.4: Compliance behaviour types
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Further, in terms of intentional compliance behaviour, McBarnett (2003) identified three types of compliance:
(i) committed compliance―i.e. willing to comply with tax obligations without complaint; (ii) capitulative
compliance―i.e. comply with tax obligations, but with reluctance; and (iii) creative compliance―i.e. comply
with tax obligations, but deliberately pay a minimum share wherever possible (or as long as is lawful).

121

It is worth noting, however, that the vast majority of studies in tax compliance are typically concerned with
intentional non-compliance (James & Alley 2004; McKerchar 2003).
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Moreover,

the

significance

of

intention

in

shaping

taxpayers'

compliance

behaviour―particularly in the context of non-compliant behaviour―also has been
pointed out by Antonides and Robben (1995, p. 617) who argued that "taxpayers'
willingness and ability to conceal income from the tax authorities are key factors with
respect to tax evasion."
As the literature has shown, it is apparent that tax compliance does not operate in a
vacuum. Instead, it is a continuum of behaviour. Thus, to be able to effectively examine
the relevant variables, a greater clarity of the types of compliance behaviour under
study needs to be specified. In doing so, the previously adopted tax compliance
definition appears to provide a good reference point. For this reason, while this thesis
focuses on intentional behaviour, it is anticipated that the tax compliance behaviour
under review will address the behavioural aspect122 of one main criterion of
administrative compliance: correctly reporting income.123

3.5 Factors influencing individual income tax compliance behaviour
Having defined what is meant by tax compliance behaviour, it is now necessary to
discuss its major determinants. This is crucial because, as a complex social
phenomenon, tax compliance research has attracted many scholars from various
disciplines (McKerchar 2008) including law, history, politics, economics and
accounting (Lamb 2005; Oats 2012b).124 However, because tax compliance behaviour is
not only complex but also highly context-dependent, so far there has been little
agreement on what factors impact the most on taxpayers' compliance behaviour
(McKerchar & Evans 2009; OECD 2010a).
For instance, Richardson and Sawyer (2001) identified 11 factors that may influence tax
compliance behaviour, namely: age, gender, level of income, occupation status, peerinfluence, ethics, tax complexity, fairness, penalty, probability of detection and tax
rates. Kirchler (2007) suggested five main perspectives for considering the
determinants of tax compliance: (i) political perspectives; (ii) social psychological
122

In other words, this study emphasises a behavioural approach to tax compliance rather than an economic
rationality approach. For details, see James and Alley (2004, p. 33).
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Recall fn. 116 for the rationale of excluding the 'registration', 'filing' and 'payment' phases.
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According to Lamb (2005), while law, economics and accounting attract the majority of tax researchers,
political science and social policy also play influential roles in the area of tax policy and practice. However,
research with an emphasis on taxation as a social and institutional phenomenon has received little attention
(Oats 2012b).
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perspectives; (iii) decision-making perspectives; (iv) self-employment (paying out-ofpocket); and (v) interaction between tax authorities and taxpayers. Meanwhile,
utilising a moral perspective, Kornhauser (2007) identified three emerging major areas:
(i) cognitive and affective processes; (ii) social and personal norms/values; and (iii)
demographic factors. The OECD (2004)125 and the ATO (2007) outlined five main
categories of determinants that can affect tax compliance behaviour, namely: (i)
business factors; (ii) industry factors; (iii) sociological factors; (iv) economic factors;
and (v) psychological factors―commonly referred to as the BISEP factors.
Likewise, based on empirical tax compliance research, the OECD (2010a) concluded
that there are six primary categories of the determinants of tax compliance behaviour.
These are: (i) deterrence factors, e.g. probability of audit, risk of detection and level of
sanctions; (ii) norms, both personal and social; (iii) opportunity, both to be compliant
and non-compliant; (iv) fairness, related to both perceived outcomes and procedures;
(v) trust, both in the government or revenue body and in other taxpayers; and (vi)
economic factors, which include business-related factors and financial burden.
For the purposes of this study, these six factors, along with two further factors from the
BISEP model (i.e. the sociological and psychological factors), are considered as the
most relevant and therefore are further discussed. They are summarised in Figure 3.3,
and each factor is subsequently discussed separately in order to provide justification for
being one of the six factors most relevant to the current study.
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Based on the research findings in its member countries, the OECD (2004) also divides the factors and drivers
behind individual taxpayer compliance behaviour into two main categories―economic factors and behavioural
factors. In this category, economic factors consist of: (i) financial burden; (ii) the cost of compliance; (iii)
disincentives; and (iv) incentives, while behavioural factors consist of: (i) individual differences; (ii) perceived
inequity; (iii) perception of minimal risk; and (iv) risk taking.
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Source: Adapted from ATO (2007); Kirchler (2007); OECD (2004, 2010a).

Figure 3.3: Determinants of individual taxpayers' compliance behaviour
It should be noted, however, that blurred boundaries exist between these categories
and some factors can be classified as belonging to other categories. In particular, for
example, deterrence is often considered as an element of economic factors, and norms
can be categorised as either a sociological or psychological factor. Also, although the
factors are separately identified, they interact with one another (i.e. not independent).
For instance, male taxpayers (sociological factor) are more likely to work in trades and
building industry (economic factor) and thus have more opportunity to evade taxes.
Deterrence
Research into the impact of deterrence has a long history. Developed initially by
Allingham and Sandmo (1972), economic deterrence models generally examine
individual taxpayer's tax evasion decision-making processes (when intentionally
underreporting income) under the uncertainties of probability of detection, tax rate
and penalty rate. Since that time, this approach was broadly adopted by many
researchers with considerable technical adjustments. However, as pointed out by the
OECD (2010a), there is no clear-cut relationship between tax compliance and
deterrence. Based on several research findings, it was found that the vast majority of
studies consider audits, risk of detection and level of sanctions as influential factors in
compliance behaviour, with the risk of detection being considered very significant.
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Nevertheless, research on the impact of deterrence on compliance, both at individual
and societal levels, remains inconclusive. As a determinant of tax compliance,
deterrence also appears to be intertwined with other non-economic factors. For
instance, norm-based appeals appear to have more effect when enforcement reaches a
tipping point of compliance equilibrium (Lederman 2003).
Norms
According to the OECD (2010a), normative consideration is an important factor of tax
compliance behaviour. Fishbein and Ajzen (2010) recognised the importance of norms
in influencing individuals’ intention and behaviour. Similarly, the OECD (2010a) holds
a view that the impact of both personal and social norms upon tax compliance
behaviour are significant.126 Consistent with this idea, the World Bank (2015, p. 9)
further notes, “humans are inherently social. In making decisions, we are often affected
by what others are thinking and doing and what they expect from us. Others can pull
us toward certain frames and patterns of collective behavior.”
A large body of literature has investigated the role of norms. For instance, Wenzel
(2005a) reported that personal and social norms influence the level of tax compliance,
and vice versa. In a two-phase experimental study, Wenzel (2005a) found that a
significant proportion of taxpayers appeared to respond to others’ compliance norms.
In the first part of the study, 64 psychology students participated in a scenario study to
understand how self-other norm discrepancies exist,127 and how feedback about the
finding could increase their hypothetical compliance. As a follow-up study, a field
experiment with 1500 randomly-selected taxpayers was conducted to replicate the prestudy. The results demonstrated that, compared to control groups,128 the feedback
intervention regarding ‘injunctive’ and ‘descriptive’ norms129 of compliance significantly
reduced deduction claims among feedback groups. Regarding this, Cialdini and
126

It is worth noting, however, that some general norms might not apply for certain groups in society, such as tax
protestors―who generally adopt a view that certain taxes are unconstitutional or inapplicable to them―or
taxpayers whose income is illegal (Lederman 2003).
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This was described by Wenzel (2005a, p. 868) as an “interesting paradox” with the existence of a significant
contrast between what most students “actually think” and “what they think most students think”.
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Three categories were involved in this experimental study: feedback-provided group, survey-only group and
control group. The control group received neither a survey nor feedback and served as a baseline (Wenzel
2005a).

129

Injunctive norms primarily deal with perceptions of how important referents think someone should behave (i.e.
what people should do) and descriptive norms refer to the perception of the actual behaviour of others, which
can be based on direct observation of the behaviour of referents (i.e. what people actually do; Fishbein & Ajzen
2010).
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Goldstein (2004) argued that, particularly during times of uncertainty, people tend to
use social norms as a guide to understand and respond to social situations.130
Aiming to figure out whether tax compliance is motivated by tax ethics and social
norms, or by rationalisation of self-interested motives, Wenzel (2005b) carried out a
two-wave survey study. This study involved 1161 respondents and demonstrates the
complex role of individual ethics and social norms in compliance behaviour. In
particular, it was found that, as is true for tax ethics, a reciprocal relationship exists
between perceived social norms and levels of tax compliance. Put simply, Wenzel
(2005b, p. 504) noted that “ethics and social norms do affect tax compliance, and they
are affected by tax compliance.”
In support of this view, Traxler (2010) asserts that social norms have a reciprocal effect
on tax compliance behaviour in society. Traxler (2010) maintained that individual
decisions in tax compliance are interdependent, which is described as “the more others
comply with their taxes, the harder it is to justify evading tax”. Further, Bobek et al.
(2007), in a cross-cultural study in Australia, Singapore and the US, also concluded
that both personal and social norms are crucial in explaining tax compliance
behaviour.
Moreover, in an empirical study involving 484 participants, Cialdini et al. (1990) also
concluded that human behaviour is affected by norms. They found that there was a
tendency to imitate the behaviour of others based on the perception of how most
others behave. Consistent with the experimental study of Wartick and Rupert (2010),
an empirical study131 by Fjeldstad and Semboja (2001) also demonstrated that tax
compliance is, among other factors (such as perceived detection probability and ability
to pay), positively affected by the number of non-compliant taxpayers known
personally by respondents. This is what Bandura (1986) termed “the social learning
process”. That is, where tax cheating by significant others in one’s environment is
pervasive, there is a tendency for it to be copied.
Opportunity
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Alm (1999) further classified ‘social norms’ into two main categories: internal norms and external norms. The
former refers to how a taxpayer evaluates his or her own compliance behaviour against his or her own
subjective standards, whereas the latter relates to how taxpayers judge the government’s treatment of him or
her, specifically in relation to certain tax-related areas such as the payment of taxes and its expenditure.

131

Conducted by an interview survey involving 172 taxpayers.
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Income visibility or opportunity to evade tax has been considered by several authors as
one of the most important explanatory factors of non-compliance behaviour (e.g.
Kirchler 2007; Lederman 2010; OECD 2004). Central to this notion is the fact that cash
economy activities are closely associated with opportunities to evade taxes, assuming
that entrepreneurs have more opportunities to conceal income than wage-earners
(Kirchler 2007; Lederman 2010).
In particular, a study by Robben et al. (1990) found that perceived opportunity and
decision frame are essential determinants of non-compliance behaviour. In an
experimental study involving 674 subjects from six different countries,132 it was
demonstrated that, in spite of cultural, language and tax system differences, perceived
opportunity was the essential predictor of tax evasion.
Similarly, using survey data of 918 taxpayers combined with official data from a tax
authority, Antonides and Robben (1995), also concluded that tax compliance behaviour
is influenced by the opportunity for non-compliance. In their view, taxpayers'
opportunities to evade taxes can be implicitly inferred from taxpayers' occupations.
That is, those who are self-employed or often paid in cash have ample opportunities to
evade. Their perceived opportunities for non-compliance are influenced by their
relatively high level of knowledge of the tax system and large number of deductions.
Adopting randomised responses and direct questioning techniques to obtain survey
data, Houston and Tran (2001) carried out a univariate analysis of 405 responses and
demonstrated that the overwhelming proportion of underreported income occurred
among self-employed personal taxpayers rather than employed personal taxpayers.
This finding was supported by Devos (2005) who, based on an empirical study
involving 306 undergraduate and graduate students, concluded that taxpayers’
occupations have crucial implications for non-compliant behaviour.
Morse et al. (2009) reported that opportunity can be considered the primary cause of
tax evasion, after finding a strong connection between income source and tax evasion.
Attempting to capture a qualitative picture of non-compliance in the small business
sector, Morse et al. (2009) conducted a field study involving 275 interviews with ‘cash
business related’ stakeholders (including tax preparers and bankers who dealt with
cash business clients). In this study, they primarily aimed to address the questions of
132

i.e. Belgium, England, Netherlands, Spain, Sweden and the US.
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who, what, why and how individual taxpayers evade taxes. They concluded that
opportunity, including perceptions of a low probability of being caught and punished,
was the main driver of tax evasion in the cash business sector. Use of parallel cash
economies was the most commonly-used evasion strategy of cash business owners.133
Fairness and trust
There has been an increasing amount of literature on fairness and trust. Fairness is
considered by many researchers as influential to tax compliance behaviour (Hofmann
et al. 2008; OECD 2010a). From a social psychology perspective, there are three types of
fairness in taxation, namely: (i) distributive fairness; (ii) procedural fairness; and (iii)
retributive fairness (Kirchler 2007; OECD 2010a; Wenzel 2003). Tax compliance seems
to be influenced by perceptions of distributive fairness (Kirchler 2007). It refers to the
perception that the government acts as a good treasurer and wise spender of tax
revenues (OECD, 2012b). In this case, the less taxpayers are satisfied with the quality of
public services, with the balance between the burdens and the public goods they
received, the more they are more likely to be willing to evade tax. Procedural fairness is
particularly essential for revenue bodies to maintain legitimacy and trust (Tyler 1997,
2006). For instance, a study by Murphy (2004) demonstrated that the level of
acceptance of decisions stipulated by a tax authority is influenced by individual
taxpayers’ perceptions of procedural fairness.134 Retributive fairness deals with the
perception of the appropriateness of the sanctions or penalties imposed when rules are
violated (Tyler 1990). Therefore, retributive fairness depends on whether the level of
sanction is perceived as appropriate.135
Empirical evidence indicates that trust in government and trust in others have
considerable influences on tax compliance (Scholz & Lubell 1998). For instance, a study
by Murphy (2004) demonstrates that taxpayers' trust can be affected by their
perception of how they were treated by the tax authority, which in turn affects their
willingness to comply. In another study of trust, conducted in four countries with
various cultural and economic characteristics, and based on 'the slippery slope’
133

The term ‘parallel cash economies’ generally refers to any attempts to maintain the balance of cash-based
revenue and cash-based payments in order to support the common ‘underreported receipts’ strategy practised
by cash business owners (Morse et al. 2009).
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It is worth noting, however, a study by Scholz and Lubell (1998) takes the view that the effect of fairness on tax
compliance is not significant.

135

Regardless of the potential importance of retributive fairness in influencing tax compliance, there are relatively
few research findings on this topic (OECD 2010a).
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framework, Kogler et al. (2013) suggested that trust nurtures voluntary compliance. The
research also revealed that taxpayer trust can be cultivated by giving taxpayers better
treatment and procedural fairness.136 Similarly, Bird (2008) postulated that, although it
is a nebulous concept, the level of trust between people and government is, inter alia,
perhaps the most important factor that shapes a tax system.
Economic factors
The economic factors relevant to tax compliance are typically those with cost-benefit
considerations (Kinsey 1992). Accordingly, these factors are often viewed from the
taxpayers’ point of view. In this context, several factors are considered to be
appropriate, such as occupation, income level, employment status, tax rate, tax audit,
enforcement, penalties and other economic incentives (Loo 2006). Economic factors
can take two forms: motivational factors and situational factors (OECD 2010a). For
instance, some research findings reveal that the risk of losing business or lifework, as
well as liquidity problems, may cause taxpayers to become non-compliant (OECD
2004).
Sociological and psychological factors
Much of the literature on tax compliance behaviour pays particular attention to the
role of sociological factors. According to the OECD (2004), age, gender and education
are some of the sociological factors capable of influencing compliance behaviour. Age,
as hypothesised by some authors (Jackson & Milliron 1986; Smith & Kinsey 1987), can
be an influential factor in shaping individual taxpayer compliance. For instance,
Fjeldstad and Semboja (2001), based on an interview survey involving 172 respondents,
found that compliance was lowest among people in the 18-29 year age group and
highest among those of 30-59 years of age. However, as they acknowledged, this
conclusion should be treated cautiously due to demographic bias in their samples.137
A survey questionnaire conducted by Devos (2005) also indicated that age had
significant implications for tax evasion, although there were few indications of tax
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Nonetheless, as the authors disclosed, the eligibility of students as participants in the survey may be
questionable, as they have very little-to-no experience with real-life tax matters.
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i.e. the size of the young age group was overwhelmingly smaller than that of the older age group.
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evasion among the respondents.138 Likewise, after conducting a two-phase survey,
McGee and Gupta (2009, p. 45) concluded that “people tend to become more opposed
to tax evasion as they get older.” The first phase surveyed 620 students, whereas the
second surveyed 51 accounting practitioners. A comparative analysis was then
conducted by the authors to reach this conclusion.
Another study by Marriott et al. (2010) also supports this view. Based on an
experimental study involving 483 first-year undergraduate students, Marriott et al.
(2010) concluded that age correlates with compliance level. Younger respondents (< 25
years) were more inclined to evade tax than older respondents.139
Nevertheless, some studies have come to the opposite view. For instance, based on a
univariate analysis of 405 usable responses,140 Houston and Tran (2001) rejected their
hypothesis—that younger taxpayers are less compliant than older ones. Any differences
they observed were not statistically significant. Torgler (2007) also reported that tax
compliance studies have found no conclusive impact of age on compliance behaviour.
Reviewing nine empirical studies published from 19741991, Torgler (2007) found that
eight of them found no effect of age on tax compliance, while the remaining study
reported a curvilinear relationship. However, Torgler (2007) suggested that more
empirical research is necessary to understand this relationship.
The OECD (2004) hypothesised that gender is an important determinant of
compliance behaviour, which is consistent with the view of Smith and Kinsey (1987).
Jackson and Milliron (1986) reviewed the literature and found that females seemed to
be more compliant than males. This view is supported by some empirical studies. For
instance, based on a mail survey involving 605 respondents, Hasseldine (1999)
concluded that gender is a strong determinant of compliance. The results of this study
suggest that females and males differ strongly in their attitudes towards compliance,
with males having less-compliant attitudes. Consistent with the study of Wartick and
Rupert (2010), an experimental decision-making study conducted by Kastlunger et al.
(2010) also demonstrated that females tend to be more compliant than males. This
138

This study was a pilot study employing 306 undergraduate and graduate students in total, resulting in a
skewing of the demographic profile―i.e. age―of respondents. Accordingly, as Devos (2005) notes, the
generalisability of the findings to the wider population should be considered cautiously.
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It should be noted, however, that as the samples were drawn from a relatively young group, they may not
represent the wider population.
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Conducted by mail survey, the responses were obtained by two techniques: randomised responses (n = 284)
and direct questioning (n = 121).

73

study, involving 107 Italian student participants, also suggested that females and males
have different taxpaying strategies. Whereas males’ tax evasion increased with the
number of prior tax audits, females’ tax payments were less influenced by this.
Another experimental study by Marriott et al. (2010) also supports the view that males
and females differ in their non-compliance behaviour. Involving 483 first-year
undergraduate students, this study demonstrated that females, on average, reported a
bigger portion of their income and therefore paid more tax than males. Although it is
possible that the finding may underestimate the role of taxpayer experience, this result
was supported by McGee and Gupta (2009), who also took the view that gender is a
determinant of non-compliance behaviour. Based on a questionnaire survey involving
671 respondents, McGee and Gupta (2009) concluded that females were more inclined
to avoid non-compliant behaviour than males.
However, several empirical findings oppose the view that females are more compliant
with tax laws. For example, a study by Houston and Tran (2001) analysed 405
respondents and—in contrast to their hypothesis―found that females engaged in
more non-compliant activity than males.141 Nonetheless, they the discrepancy was not
statistically significant. Therefore there was no difference and this study is
inconclusive. Similarly, a study by Kasipillai and Jabbar (2006) found no difference in
the compliance attitudes of females and males. There were 153 respondents who
participated in this face-to-face interview survey study, and a t-test analysis142 was
performed to reach this conclusion. The uncertainty and ambiguity regarding the role
of gender on compliance behaviour is, therefore, not surprising as it has been noted by
other authors (e.g. Jackson & Milliron 1986).
Several authors have hypothesised that education affects compliance behaviour (e.g.
OECD 2004; Smith & Kinsey 1987). A study to examine the impact of education on
compliance behaviour carried out by Kasipillai et al. (2003) established a positive
relationship between education and compliant attitudes. In this quasi-experimental
research, 546 undergraduate respondents participated in a two-phase questionnairebased survey.143 The findings suggest that education correlates with compliance. The
141

The results indicate that among females, 8.3 per cent underreported income and 11.2 per cent over-claimed
deductions; compared to 4 per cent and 3.9 percent, respectively, among males.
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The t-test analysis can be used to calculate the confidence that the means of two samples are different from
each other. See <http://www.socialresearchmethods.net/kb/stat_t.php>, accessed 6 November 2014.
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The survey was conducted twice: in the beginning and at the end of the semester.
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work of Devos (2005) supports this conclusion. He found a positive relationship
between education and tax compliance. An experimental study by Marriott et al. (2010)
also suggests a positive link between the level of tax education and compliant attitudes,
where respondents with a postgraduate degree and those from a tax course were least
likely to view tax evasion as acceptable behaviour.
However, some studies refute the notion that education can be positively linked with
compliance behaviour. For instance, the work of Chan et al. (2000) found a direct
negative relationship between education and compliance. However, as a result of the
structural equation analysis adopted in the study, the findings also suggested that there
was an indirect positive link between education and compliance through moderating
variables such as moral development. The justification of these mixed links is that
educated taxpayers may be more knowledgeable of tax loopholes but at the same time,
their understanding of the tax system increases, which in turn promotes higher levels
of moral development and improves their attitudes towards compliance (Chan et al.
2000). Regarding the converse effect of education, an empirical study by Vogel (1974, p.
511) reported that “education [is] a necessary precondition to the successful practice of
either tax minimisation or evasion”, assuming that a certain degree of familiarity with
the tax system is required to able to take advantage of potential opportunities to either
avoid or evade tax. In support of this view, an experimental study involving 113 students
by Tan and Chin-Fatt (2000) also concluded that increased tax knowledge did not
significantly improve tax compliance attitudes. It is possible, however, that these
results merely reflect a selection effect.
Furthermore, as the most central concept in social psychology, attitude is crucial to any
attempts to predict and explain social behaviour (Fishbein & Ajzen 2010; Tourangeau &
Galešić 2008).144 In particular, attitudes towards non-compliance are strong, influential
determinants of non-compliance behaviour, both admitted and hypothetical
(Hasseldine 1999).145 This is consistent with a study by Hanno and Violette (1996) who
empirically established a positive relationship between attitudes towards tax
compliance and compliance behaviour.
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An object of attitude can be any subjective distinguishable aspects, including certain kinds of behaviour
(Fishbein & Ajzen 2010). For instance, according to Fishbein and Ajzen (2010, p. 278), “general attitudes
towards institutions, groups of people, policies, and other broad psychological objects are a central explanatory
construct in theories and research on human social behaviour.” In this sense, tax evasion offers a "good
opportunity to study the interplay between norms, attitudes and behaviour” (Elffers 1991, p. 1).
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Based on a multivariate analysis of a mail survey study involving 605 respondents.
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In summary, it can be seen that there is no single factor of tax compliance behaviour
that is determinative. The ones that have been identified from the literature as being
most significant are: norms (both personal and social), opportunity (both to be
compliant and non-compliant), trust (both in the government and revenue body), and
attitude (towards compliance or non-compliance). The interrelationship between these
factors is considered crucial to understanding individual tax compliance behaviour.

3.6 Models of individual income tax compliance
The identification of key categories of factors influencing tax compliance is a useful
starting point in the review of the tax compliance literature. However, it has a
somewhat limited utility with respect to attempts to better understand compliance
behaviour in the dynamic context in which those factors interrelate. The analysis thus
far is unable to adequately explain, for example, how these factors shape tax
compliance behaviour.
For this reason, reviewing the existing literature on models of tax compliance can be a
convenient way to undertake the deeper analysis necessary to help identify the gap in
the knowledge that this thesis seeks to address. A model in this context can best be
described as a simplified explanation of a complex system or process to make
something easier to understand.146 It mimics reality in order to explain the pattern of a
phenomenon. Despite the fact that tax compliance and taxpayer behaviour are
relatively new areas of scientific research (OECD 2010a), a number of models have been
developed, reflecting the adoption of various behavioural conceptual frameworks and
more complex explanations of the determinants of tax compliance.
In order to explore the existing compliance models, two broad categories of model are
now examined: generic compliance models and behavioural intention models.
Wherever possible, this review identifies both the strengths and weaknesses of the
studies related to, or using, each model. This analysis will enable the knowledge gap to
be identified, permit sound hypotheses to be developed and clarified, and an
appropriate research design to be constructed.
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The 'term' model can be defined in various ways based on its context. This definition is adapted from Oxford
Dictionaries. See <http://www.oxforddictionaries.com/definition/english/model>, accessed 22 May 2014.
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The section below discusses generic tax compliance models and is followed by an
analysis of behavioural intention models in Section 3.6.2.

3.6.1 Generic tax compliance models
Several studies have revealed that tax compliance models can universally be
categorised into three main groups: (i) economic deterrence models; (ii) socialpsychology models; and (iii) fiscal psychology models (e.g. Devos 2014; Hasseldine &
Li 1999; McKerchar 2003; McKerchar & Evans 2009).147 While popular, this taxonomy
is not sharply delineated and there is some of overlap of categories. Thus, as Figure
3.4 suggests, these models are often combinations of other models and there may be
overlaps between the groups.

Figure 3.4: Generic tax compliance models
Economic deterrence models
Economic deterrence models represent a significant milestone in tax compliance
research. They have been developed by economists based on expected utility theory148
and economic crime theories. These assume that individuals are motivated to commit
wrongdoing by financial incentives, and discouraged by the risk of penalty (Cowell
1990). With regard to tax compliance, economic factors typically refer to particular
actions which emphasise cost-benefit considerations of two forms: motivational
147

A simpler classification of the study in tax compliance can be found in the work of the OECD (2004), which
classifies the literature into two major categories: (i) economic rationality perspectives and (ii) behavioural
perspectives. Other terminologies, which have substantially similar meanings, are also interchangeably used,
such as, 'economic school' and 'psychology school', 'economic factors' and 'non-economic factors', or
'economic models' and 'behavioural models' (e.g. Bărbuţă-Mişu 2011; Bǎtrâncea et al. 2012; Devos 2008).
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The expected utility theory assumes that people make optimal choices to maximise utility, particularly in risky
situations. That is, a well-informed taxpayer might consider the probability of being audited and that the
outcomes of an audit might be certain (e.g. in terms of preparing bookkeeping records) and partially risky (e.g.
the reliability of tax deductions; Carroll 1989).
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factors and situational factors149 (OECD 2010a). In this context, several further factors
are considered to be relevant, such as tax rate, tax audit, enforcement, penalties and
economic incentives (Loo 2006). Accordingly, the theories behind such models
generally deem that behaviour is directly connected with punishment or sanctions.
Economic deterrence models generally attempt to examine taxpayer behaviour from a
purely economic perspective.150 These models have been refined in more recent
studies by several authors who added some considerable technical adjustments and
included other players such as the tax authority and tax agents (e.g. Cowell 1985;
Graetz & Wilde 1985; Hashimzade et al. 2013; Scotchmer & Slemrod 1989).
Some studies have supported the economic deterrence model as a useful predictor of
tax compliance. For example, Beck and Jung (1989) suggested that tax compliance is
positively influenced by taxpayers' risk aversion, audit probability and the severity of
punishment. In the same vein, Dubin et al. (1990) empirically observed that the
deterrence effect of audit increases compliance. Kirchler et al. (2014) also argued that
high 'enforced compliance' can be achieved by increasing the deterrent effect of
audits and penalties.151
However, despite the fact that the standard economic deterrence models are capable
of providing some justification of the way individuals behave, it is recognised that
studies using those models are mostly theoretical and sometimes conflicting
(McKerchar 2003). In support of this view, the OECD (2010a) also pointed out that
there is no clear-cut relationship between tax compliance and deterrence. Research
suggests that evidence of the impact of deterrence on compliance, both at the
individual level and societal levels, remains inconclusive. Likewise, Kornhauser (2007)
suggested that rationality is not the primary factor determining compliance choices,
and highlighted the fact that the impact of economic approaches to enforcement
(such as audit or sanctions) only reveal a minor portion of voluntary tax compliance.
Thus, economic deterrence models do not represent a comprehensive map of
taxpayer compliance or justifications for its different levels (Morse et al. 2009).
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For example, some research findings suggest that the risk of losing business or lifework, as well as liquidity
problems, may encourage taxpayers to become non-compliant (OECD 2004).
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That is, it is a function of two variables: the probability of a crime being detected and the severity of penalties if
the crime is detected (Becker 1968).
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Supporting this view, for example, the IRS (2009) deploys its resources on audit and legal enforcement but
recognises that increased voluntary compliance is required to reduce the tax gap.

78

The underlying theory of these models is considered by several authors as unrealistic
(Hashimzade et al. 2013; McKerchar & Evans 2009; Weber et al. 2014). This criticism is
based particularly on the models’ tendency to predict a high prevalence of tax
evasion. In fact, actual tax compliance levels are typically much higher than the
model predicts (Andreoni et al. 1998; Frey 2003). In addition, the theory seems to
portray individuals as narrowly egocentric creatures and therefore ignores their
possible virtues as social beings (Alm 2011). Accordingly, the predictions of the
models do not confirm the evidence and intuition (Hashimzade et al. 2013). That is,
by using the realistic penalty rates and audit probabilities observed in the real world,
the traditional model suggests that all taxpayers will completely evade tax.152
Hashimzade et al. (2013) also pointed out the counterintuitive predictions of the
models, which suggest that as the tax rate increases, the level of tax evasion
decreases.153
Several authors also indicate that taxpaying decision-making is a complicated process
and not as straightforward and simplistic as the economic deterrence theory predicts
(Congdon et al. 2009; Reeson & Dunstall 2009). For instance, in terms of risk
preferences in economics of crime and deterrence, people can be generally
categorised into three major groups: risk averse, risk neutral and risk taking (Becker,
1968).154 Based on an assumption that individuals are completely rational, the
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In response to the audit probabilities in the standard deterrence model, Snow and Warren (2005) argue that
both the secrecy and the randomness of the tax audit may have a significant effect in increasing taxpayer
compliance. They maintain that the ex ante uncertainty of the probability of being audited has different
impacts on taxpayers. Ambiguity-loving taxpayers might underestimate the probability of audit and be less
likely to be compliant, whereas ambiguity-averse taxpayers tend to overestimate the probability of audit, which
in turn increases their level of compliance. In this perspective, Snow and Warren (2005) suggested that,
empirically, ambiguity lovers are not the majority of the population.
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Hashimzade et al. (2013) elaborated that this counter-intuitive prediction is a direct outcome of the increasing
amount of penalty on the evaded tax. As the tax rate increases, the total penalty for the evaded tax also
increases, and this can lead the taxpayer to have the minimum level of income. Previously, Cowell (1990)
criticised the lack of comprehensiveness of the economic deterrent theory in the area of taxation in relation to
two crucial aspects. First, tax evasion is not an ordinary crime. According to Cowell (1990), a more appropriate
tax evasion model should explicitly include the role of the public sector where tax plays an important role. This
view is supported by Weber et al. (2014) who argued that the economic deterrence model is apparently based
on inappropriate assumptions, as the model assumes that taxpayers obtain their economic utility solely from
their personal income which is reduced by their paid tax. In this case, it is assumed that private benefits from
public goods and services―which might benefit taxpayers and stimulate a tax-paying motive―are simply
absent. Second, the problem of tax evasion is not a simple rational decision-making process where individuals’
motivations should be adequately incorporated in the model as collective responses to the tax system and its
enforcement strategy.
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According to Becker (1968), risk-averse individuals are more influenced by increases in the severity of
punishment than increases in the probability of punishment, while risk-taking individuals are deterred more by
increases in the probability of punishment. In this case, risk-neutral individuals tend to consider the expected
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economic deterrence model is thereafter assumed to have a stronger impact on the
polar opposites of the risk types: the risk averse and risk taking (Friesen 2012).
However, it may not apply to risk-neutral individuals. According to Kleiman and
Kilmer (2009), the economic deterrence effect is unlikely to have a strong impact on
these individuals. In this sense, Mendes (2004) argued that law offenders are mostly
risk neutral.155 Viewed from this standpoint, non-compliant taxpayers can also be
considered as lawbreakers, which in turn may imply that they are more likely to be
risk neutral too. That said, any such economic deterrence effect will have a relatively
weak impact on them.
Further, in the decision-making process there are two components involved: objective
and subjective (Bernstein 1996). Regarding this, Mendes (2004) explained that in
criminal decision making, the subjective component is the expected utility of
committing a crime, which varies among individuals based on the adopted subjective
value. The objective component is the expected consequence of committing a crime,
which is equal for everyone. She further identifies that an objective component is
based on formal or legal penalties, whereas a subjective component is based on
informal or extra-legal penalties. This argument leads to an indication that tax
compliance cannot solely rely on the economic deterrence model. As debated by
Smith and Stalans (1991), given its multi-dimensionality, enforcement and incentives
should complement each other to address compliance issues.
Social psychology models
Given the many shortcomings of economic deterrence theory alluded to above, a
number of authors have subsequently attempted to view tax compliance issues from
various behavioural, rather than purely economic, perspectives (e.g. Alm 2011; Bobek
et al. 2013; Congdon et al. 2009; Frey & Torgler 2007; Hessing et al. 1988b; Kirchler
2007; Kornhauser 2007; Lewis 1982; Reeson & Dunstall 2009; Schmölders 1959; Traxler
2010; Walsh 2012; Weber et al. 2014).156 In this perspective, several attempts have been
adopted to improve the standard economic models by applying 'non-expected utility
punishment and not its structure, and are therefore unconcerned about the changes in the level of probability
and the severity of punishment.
155

In her study, by algebraically and empirically scrutinising the log-linear model, Mendes (2004) concluded that
the functional effects of both the level of certainty of detection and the severity of penalty do not much vary as
much as deterrence scholars have previously believed.

156

It is worth noting however that the importance of the deterrence approach as a primary tool of ensuring tax
compliance is not replaced by non-deterrence theories (Osofsky 2014).
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theory’ approaches (Hashimzade et al. 2013). One main concern of this approach is to
incorporate in the model the way individuals realistically perceive probabilities by
using various theories such as rank-dependent expected utility theory, non-additive
probabilities, disappointment theory, first-order and second-order risk aversion,
prospect theory, regret theory and ambiguity theory (Alm 2011). Traxler (2010),
another example, also combined the Allingham-Sandmo model with the tax moral
variable as a social norm of heterogeneous societies to predict tax compliance.
These perspectives recognise that the basic role of psychology in economic research is
to discover and to analyse the contextual forces behind the economic decisionmaking process. As explicitly argued by Congdon et al. (2009, p. 376), "...behavioral
economics shows that how people respond to taxes is less straightforward than the
standard model supposes. Imperfectly rational people will respond to taxes in a way
that is mediated by psychology."157
Individuals, it is argued, are restrained by imperfect rationality and nonstandard
preferences (Congdon et al. 2009; Simon 1955). In real-world situations that are
complex, and where only limited information is available, it is difficult to objectively
maximise utility (Simon 1986). As such, approaches in behavioural economics adopt
more realistic assumptions about economic behaviour.158 Individuals tend to optimise
their utility but suffer bounded rationalities in their decisions (van Raaij 1981).
Accordingly, in the light of this perspective, it is suggested that economic deterrence
theories tend to oversimplify or generalise human behaviour.159
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Coined for the first time by Gabriel Tarde in 1902 (Roland-Lévy & Kirchler 2009), the term ‘economic
psychology’ can be distinguished from ‘behavioural economics’. For instance, Furnham and Lewis (1986)
provided an insightful distinction between these terms. While economic psychology refers to psychologists'
endeavour to understand how individuals experience and behave in the economic context, behavioural
economics refers to any attempt by economists―particularly those who have found traditional theory too
limiting―to adopt psychological theory into formal economic models. In the context of economic psychology,
van Raaij (1981, p. 6) stated that "psychology is not the study of the soul (psyche) but the study of human and
animal behavior, and the determinants and consequences of behavior." Accordingly, it is likely that both social
psychology models and fiscal psychology models cannot be dissociated from economic psychology, particularly
due to its ability to demonstrate complex and dynamic 'real' economic behaviour, which may be different from
the way that purely deterministic economic theory conceptualises behaviour. A fuller discussion of the history
of behavioural economics can be found in Heukelom (2014).
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Economic behaviour is defined as "the behavior of consumers/citizens that involves economic decisions, and
the determinants and consequences of economic decisions" (van Raaij 1981, p. 2).
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Lewis (1982, p. 14), for example, points out that most economists assume that individuals are self-utility
maximisers in their preferences and persist with a self-interest paradigm.
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A number of theories have been advanced under the umbrella of the social
psychological approach. These include attribution theory and prospect theory, each of
which is now examined in more detail.
Attribution theory, as Arrington and Reckers (1985) argue, has the potential to
contribute to the area of tax compliance behaviour. This theory basically deals with
the way individuals make causal explanations by assuming that people have a need to
obtain cognitive control of their environmental causal structure. Accordingly, it refers
to the study of perceived causation (Kelley & Michela 1980). That is, people tend to
associate the conduct of others with their personal attributes, while their own
behaviour is judged in terms of external factors (McKerchar & Evans 2009).160 For
example, Kaplan et al. (1988) proposed that tax evasion behaviour is directly linked to
an individual's perception of the morality of evasion and their explanations of other
people's behaviour. On the other hand, tax evasion is indirectly linked to the
environmental factors of need, and perceptions of how common tax evasion is among
other taxpayers, which provides some justification for it.
Researchers have also applied prospect theory within social psychology models. This
theory was developed by Kahneman and Tversky (1979) as an alternative to expected
utility theory. The theory evaluates decision-making processes involving choices with
various degrees of risk by assessing gains and losses. According to this theory, in
addition to income considerations, appropriate framing of tax contribution is also an
important factor for compliance, and in determining taxpayers' responses. If tax
contribution is framed as a gain, individuals will tend to be risk-averse; if tax
contribution is framed as a loss, individuals will become more risk-seeking. In this
sense, there are two stages of the decision-making process: editing and evaluating.
Based on a predetermined reference point, the choices are ranked―those with larger
values are considered gains and those with lower values are considered losses. It
differs from expected utility theory in that it measures gains and losses, and not the
absolute wealth of an individual. An important application of this theory is that
people make subjective choices based on their preferences. In tax compliance, the
way taxpayers frame gains and losses in relation to their tax payments may affect their
attitudes towards risk and tax compliance (e.g. Holler et al. 2008). Further, Epley et
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For a simple illustration: “he is a tax cheater because he is an immoral person; I am a tax evader because my tax
money is spent inefficiently by the government” (McKerchar & Evans 2009, p. 176).
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al. (2006) found that when tax cuts are framed as a bonus, people will treat the extra
money as a gain and tend to spend it more readily. But when tax cuts are framed as
losses,161 people are more risk-averse and will spend the money more cautiously.
Fiscal psychology models
Fiscal psychology models generally consider the standard economic approaches used
by tax authorities as behavioural problems (McKerchar 2003). Consequently, these
models generally emphasise the importance of cooperation between taxpayers and
the tax authority to improve compliance by cultivating more positive taxpayer
attitudes. In this sense, Lewis (1982) identified two major areas where psychology
could be linked with fiscal policy. First, fiscal policies have a psychological impact on
taxpayers in terms of their preferences, attitudes and willingness to comply. Second,
fiscal policies are influenced―directly or indirectly―by public opinion, and the
preferences and attitudes of taxpayers. As such, fiscal psychology models are
generally mixed versions of economic deterrence models and social psychology
models. Some of them are developed on the basis of viewing compliance issues from
the tax authority's perspective (e.g. Kirchler 2007; Langham et al. 2012; OECD 2004).
Chronologically, a model proposed by Strümpel (1969) can be considered one of the
earliest fiscal psychology models of tax compliance (Hessing et al. 1988a). Developed
from the results of a multinational study on tax compliance, this model converted the
findings into three simple variables (Kinsey 1992). As Figure 3.5 suggests, the
compliance model is simply based on two variables: (i) rigidity of assessment and (ii)
willingness to cooperate. In this model, the rigidity of assessment indicates the level
of confrontation between tax authority and taxpayer, and is evaluated by the amount
of tax and penalty, the evaluation process, and the level of potential 'red tape'
involved in dealing with the tax administration. The other variable, willingness to
cooperate, captures the taxpayer's attitudes and perceptions of the tax system.

161

In this study, tax cuts are framed as losses when described as "a rebate or a return to a previous wealth state"
(Epley et al. 2006, p. 214).
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Source: Adapted from Hessing et al. (1988a, p. 526).

Figure 3.5: Strümpel’s (1969) model of tax compliance
This model assumes that, in contrast with the directly-positive impact of willingness
to cooperate on tax compliance, the rigidity of assessment has two competing effects
on tax compliance―a direct positive influence and an indirect negative influence.
The direct positive effect is assumed to occur because increased tax rates, severity of
penalties and other economic factors increase tax compliance. Conversely, the rigidity
of assessment may also exert a negative effect on willingness to comply as a result of a
potentially confronting engagement process between taxpayer and tax authority.
Since then, several early psychology models have been developed by highlighting that
tax compliance behaviour is generally influenced by taxpayers' situational and
psychological factors resulting from reciprocal interactions between taxpayers and
the government (e.g. Chau & Leung; 2009; Lewis 1982; Song & Yarbrough 1978).162
These models tended to be more theoretically based and therefore generally suffer
from a lack of empirical support.
Further, in spite of the difficulties in identifying what factors influence tax
compliance behaviour, a behavioural model developed by the ATO―called the
cooperative compliance model (CCM)163―can be considered as an innovative fiscal
psychology model. It is conceptually able to link the dynamic relationships between
various types of taxpayers and the tax authority. As Figure 3.6 suggests, a spectrum of
162

Chau and Leung (2009) proposed a modified compliance model based on Fischer et al. (1992), which was
derived from Jackson and Milliron (1986). Having comprehensively carried out a review of the tax compliance
literature, Jackson and Milliron (1986) were able to identify 14 key determinants of tax compliance that have
been examined by researchers. These variables were then grouped by Fischer et al. (1992) into four
categories―demographic variables, non-compliance opportunity, attitudes and perceptions, and tax
system/structure.

163

Based on the work of Australian academic Dr Valerie Braithwaite (OECD 2004).
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taxpayers' willingness to comply is represented as attitudes to compliance and
associated with proposed corresponding compliance strategies.

Source: OECD (2004, p. 41).

Figure 3.6: Cooperative compliance model
The model comprises three main components: (i) determinants of tax compliance
behaviour, (ii) taxpayer's compliance attitude, and (iii) the tax authority's compliance
strategy. To simplify the multi-dimensionality of factors influencing taxpayer
behaviour, the determinants are categorised into five groups: Business, Industry,
Sociological, Economic and Psychological (BISEP). The motivational and situational
factors are assumed to interact with taxpayers' compliance attitudes, suggesting
appropriate strategies that the tax authority might take. Viewed from a tax authority
perspective, the compliance strategies vary from friendly support at the bottom to
legal prosecution at the top of the pyramid. Especially, if taxpayers are compliant, the
ATO will respond with ways and means to make it easy to comply. Conversely, if the
taxpayers are caught evading tax, they may face the full force of legal prosecutions.
Although accurately and comprehensively identifying taxpayers in such attitudinal
categories could be impractical (OECD 2004), the ATO model implies that tax
compliance cannot be viewed from a merely economic perspective, but must
incorporate psychological factors as well.
The importance of including psychological factors along with the strategic role of the
tax authority is also briefly represented in the 'slippery-slope model' (Kirchler 2007).
As Figure 3.7 illustrates, using two competing approaches adopted by tax authorities,
the three-dimensional model hypothesises two different types of compliance: (i)
enforced compliance and (ii) voluntary compliance. Based upon the view that "the
tax climate in a society can vary on a continuum between an antagonistic climate and
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a synergistic climate" (Kirchler et al. 2008, p. 211), it is assumed that tax compliance
can be achieved under both the conditions of strong enforcement by tax authorities
as well as under the condition of trust in tax authorities.164

Source: Adapted from Kirchler (2007, p. 205).

Figure 3.7: Kirchler's (2007) 'slippery-slope' compliance model
However, in extreme circumstances, these approaches generate different results:
enforced compliance for the former and voluntary compliance for the latter.
Consequently, high levels of compliance can be achieved with either high levels of
power or trust (Kirchler 2007). Once the levels of both trust and power are at
moderate levels, the model indicates that destructive multiplier effects will occur,
resulting in a downward spiral of decreasing compliance.165 This concept has been
supported by several empirical studies (e.g. Kogler et al. 2013).
What can be concluded from these generic compliance models is that, although the
classification of these models is sometimes indistinct, it is clear that recent
developments in compliance strategies now emphasise the importance of social
psychological factors in dealing with compliance behaviour. In particular, what has
emerged from social psychology models is that individuals appear to have a tendency
164

In this framework, tax compliance is hypothetically assumed to rely on the dynamic interplay of two platforms:
deterrent factors, which are represented by risk of audit and severity of fines on the one hand, and trust
factors, which are represented by developing a culture of trust with taxpayers through service excellence, on
the other hand.
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Kirchler (2007) argued that when trust in tax authorities is already weak, any enforcement activities taken by
tax authority are viewed by taxpayers as signs of a 'cops and robbers' relationship, rather than a 'service and
client' one, and generates more distrust. Similarly, Frey (2003) proposed that if the deterrence approach is
perceived to be confining by taxpayers, it may reduce their level of compliance. This occurs when an individual
perceives that (s)he was forced by the tax authority to comply while (s)he already wanted to comply
voluntarily. It is argued to undermine a person's willingness to comply―a dynamic situation which has been
referred to as crowding theory.
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to make causal explanations or perceive causation to justify their behaviour. For this
reason, a detailed discussion on the behavioural intention models is now presented.

3.6.2 Behavioural intention models
The second type of tax compliance model which is of relevance in this study is the
behavioural intention model. This category is worth reviewing not only because it is
relevant to the research problem, but also because there is a wealth of evidence to
support the view that taxpayers' behaviour, as an early indication of their ‘perceived
causation’, can be initially predicted from their willingness to comply or their
behavioural intentions.
That is, as indicated earlier in Section 3.4, there are two important intertwined
aspects of behaviour: intention and outcome (e.g. Antonides & Robben 1995; Long &
Swingen 1991; McKerchar 2003; World Bank 2015). For instance, Antonides and
Robben (1995, p. 617) stated that "taxpayers' willingness and ability to conceal income
from the tax authorities are key factors with respect to tax evasion." Further, the
OECD (2010a, p. 10) highlighted the point that influencing taxpayer behaviour is
therefore “about increasing the willingness to comply and about enforcing the law if
necessary". Accordingly, as Figure 3.8 illustrates, it can be argued that behavioural
intention is the closest accurate proxy for performed behaviour (Fishbein & Ajzen
2010; Lewis 1982).166

Source: Adapted from Lewis (1982, p. 67).
Note:

Figure 3.8 highlights the central role of behavioural intentions in predicting a given action
with their antecedents.

Figure 3.8: The link between behavioural intention and other concepts and
their role in prediction and comprehension
166

It is worth recalling, however, while the intention is a prerequisite of behaviour, a taxpayer's intention is
considered to be inconstant as it is influenced by other social psychological factors (Lewis 1982). As such,
compliance behaviour is seen to be inconstant over time (McKerchar 2003).
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In these lines of thinking, providing a detailed discussion regarding the formation of
taxpayer intention in shaping their compliance behaviour is crucial. For this reason,
this section specifically reviews existing tax compliance behaviour models which
explicitly demonstrate the role of intention in relation to certain types of behavioural
outcomes.167
In this context, over the last forty years or so, the literature has emphasised the
importance of taxpayers’ willingness or intention to better understand tax compliance
behaviour. For instance, in an attempt to predict taxpayer behaviour in evading taxes,
Groenland and van Veldhoven (1983) proposed a conceptual model by including the
determinants of tax evasion behaviour and their relationship from a psychological
stance. As Figure 3.9 suggests, the conceptual model consists of three main parts: (i)
antecedents; (ii) mediating factors; and (iii) behavioural effect. In the antecedents,
while the personality factor does not directly influence behavioural effects, situational
factors may have an immediate effect on how a taxpayer behaves. Situational factors
emerge from the level of opportunity, the socio-economic variables and the role of
the tax system. Likewise, personality traits, along with situational factors, may have
an indirect effect on taxpayer behaviour by influencing their attitude towards the tax
system and their intention to engage in tax evasion.

Source: Adapted from Groenland and van Veldhoven (1983, p. 131).

Figure 3.9: Groenland’s and van Veldhoven’s (1983) psychological framework
of tax evasion behaviour
167

Unlike generic social and fiscal psychological models which, to some extent, emphasise the importance of the
relationship between the tax authority and taxpayers, behavioural intention models emphasise the importance
of addressing compliance issues exclusively from the taxpayers’ point of view.
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In this sense, there are two aspects of tax knowledge which determine the attitude of
taxpayers towards the tax system: (i) the level of general fiscal knowledge and (ii) the
level of fiscal fraud knowledge. In essence, the model illustrates that two different
types of relationship―direct and indirect―exist between behavioural antecedents
and behavioural effects. What is notable about this model is that it recognises several
‘external’ variables that may shape tax evasion behaviour. Nevertheless, no adequate
empirical support has been found to confirm this theoretical model.
Smith and Kinsey (1987) argued that both the decision-making process and the
content of the decision must be understood. As Figure 3.10 suggests, a taxpayer is
generally assumed to be in an inert situation.168 In the decision-making process, to
move from a state of inertia to a state of active consideration of options, the taxpayer
is viewed as being strongly affected by situational factors. Eventually, as the model
illustrates, taxpayer decisions depend on four variables: (i) the characteristic of the
chosen behaviour, (ii) the situational characteristic in which the taxpayer is
embedded, (iii) the taxpayer's behavioural intention, and (iv) the taxpayer's subjective
framing of the relative costs and benefits of the alternative behaviours.

168

Smith and Kinsey (1987, p. 644) take a view that many, if not most, actions are shaped more by inertia or
habitual behaviour than by conscious decision making.

89

Source: Adapted from Smith and Kinsey (1987, p. 645).

Figure 3.10: Smith's and Kinsey's (1987) flow chart of the decision-making
process in tax compliance
While situational factors, such as information availability, opportunity for performing
specific actions and the capability to take actions, shape the extent to which taxpayers
make their deliberative decisions, their behavioural intentions are influenced by the
social-psychological determinants of taxpaying behaviour, such as perceived
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outcomes, norms, values, attitudes and reference-group expectations (Smith & Kinsey
1987).
In essence, this conceptual model of the deliberative decision-making process in
taxpaying proposes that taxpayers remain in the state of inertia169 until some
situational factors, along with some deliberative processes, potentially lead taxpayers
to perform alternative actions. However, apart from the fact that the model suffers
from a lack of empirical support, one major drawback of this conception is that
taxpayers are assumed to have an explicit, deliberative, rational process in moving
from the state of inertia to the formation of intention. As more recent literature
suggests, it appears that this is not the way people make their economic decisions
(e.g. Congdon et al. 2009; Reeson & Dunstall 2009; World Bank 2015).
Extending their conceptual model of the taxpaying decision-making process, Smith
and Kinsey (1987) applied prospect theory within a model of the socio-psychological
determinants of taxpaying intention. As Figure 3.11 shows, there are four primary
elements in the model: (i) the material consequences of a behaviour, (ii) normative
expectations, (iii) socio-legal attitudes and opinions, and (iv) expressive factors. In
this model, Smith and Kinsey (1987) combined several relevant models in the
components of behavioural intention, expected utility models, prospect theory,
sociological deterrence model and theory of reasoned actions.

169

In this context, in some situations the state of inertia may represent both compliance and non-compliance
behaviour.
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Source: Adopted from Smith and Kinsey (1987, p. 652).

Figure 3.11: Smith's and Kinsey's (1987) model of social-psychological factors
affecting taxpaying intentions
Based on the model, in forming a behavioural intention, a taxpayer is assumed to
have relatively measurable considerations such as material consequences. These may
lead an individual to take an action, leading to consequences that can generally be
divided into gains and losses, such as penalties for non-compliant actions. As one of
the determinants of intention, normative expectations cover two aspects: taxpayers’
internalised norms, and their perceptions of the expectations of other taxpayers.
Smith and Kinsey (1987) emphasised that the focus of their taxpaying model is on
realistic norms―ones that are situationally appropriate―rather than idealistic
norms―ones that are typically based on general principles. Realistic norms, as they
suggested, primarily emerge from social interactions among taxpayers, where
mechanisms for performing norm neutralisation are available.
Following the first two elements in the model (i.e. taxpayers’ material consequences
and normative expectations), the third element relates to a taxpayer's socio-legal
circumstances. This part incorporates the taxpayer's opinions and attitudes towards
the goal of the government as well as its tax system. Arguing that the perceived causal
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link between taxpaying and the way the government operates is too tenuous for most
people, Smith and Kinsey (1987) maintained that a taxpayer's opinions and attitudes
may have indirect effects on intentions.
The fourth element, the expressive factors, deals with more subjective psychological
and emotional stances. It emphasises various psychological processes which evaluate
both emotional costs and benefits generated from conducting a particular behaviour.
Among these are frustration and annoyance over filing tax returns, the satisfaction of
comprehending the forms and instructions, the feeling of reluctance to do record
keeping, and the sense of 'game playing' regarding various forms of tax cheating and
avoidance. While empirically, the effect of these expressive factors was microscopic,
anecdotal evidence suggests that these factors could be significant (Smith & Kinsey
1987). Nevertheless, as a full theoretical model, the model suffers from a lack of
empirical support. It is also possible that the unnecessary complexity of some
variables may preclude the model from empirical testing.
In a narrower area of behaviour, the work of Ajzen and Fishbein (1980) on the theory
of reasoned action (TRA) was initially adapted by Lewis (1982) in the field of tax
evasion. The TRA is built on an assumption that people rationally evaluate their
intentions and systematically utilise available information (Ajzen & Fishbein 1980). It
also assumes that behaviour is immediately determined by such intentions. The
model suggests that an individual's intention is affected by personal and social
factors. The personal factor is the person's attitude170 towards an action, whereas the
social factor is the 'subjective norm'.171 Generally, people will comply when their
attitude is positive and the subjective norm is to conform. While attitudes are in turn
affected by behavioural beliefs,172 subjective norms are affected by normative beliefs.
In this sense, Lewis (1982) incorporated 'external variables' consisting of three main
components: (i) demographic variables, (ii) attitudes towards targets and (iii)
personality traits. Lewis (1982) explained the justification for viewing these
components as external variables thusly: based on Ajzen and Fishbein's view, the
relationship between beliefs, attitudes and behavioural intention is assumed to more
170

Attitude refers to an individual's positive or negative evaluation of performing the behaviour (Ajzen and
Fishbein, 1980, p.6).

171

Subjective norm refers to an individual's perception of the social pressures to perform or not to perform an
action of interest (Ajzen & Fishbein, 1980, p.6).

172

Behavioural beliefs refer to the 'beliefs that underlie a person's attitudes' (Ajzen & Fishbein, 1980, p.7).
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reliably predict a given behaviour when these variables are properly measured. That
said, the relationship between external variables and a specific action does not
necessarily exist.
As Figure 3.12 depicts, both taxpayers' attitude towards behaviour and their subjective
norms will affect their intentions to perform a specific behaviour. In this regard, while
attitudes towards behaviour are assumed to be determined by 'internal' factors―i.e.
taxpayer's internal beliefs on the outcome of a given behaviour and its
evaluation―subjective norms are viewed to be influenced by 'external factors'—i.e.
taxpayer's beliefs and motivation regarding the preferences of specific referents.
Hence, both taxpayers' attitudes and subjective norms are influenced by taxpayers'
beliefs about a specific behaviour.

Source: Adopted from Lewis (1982, p. 172).

Figure 3.12: Lewis's (1982) predictive model on tax evasion
One major drawback of the TRA model is that it does not take into account other
external variables (such as opportunities, administrative burdens, or complexities in
complying with the tax law) that may facilitate or hinder taxpayers in performing
their intended behaviour.173 Thus, in the area of taxation, with the exception of a
study by Hanno and Violette (1996), this theory appears to suffer from a lack of
empirical support.

173

This condition, as McKerchar (2003) argued, puts the TRA in conflict with other literature in the area of fiscal
psychology.
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Accordingly, in response to this conceptual weakness, several studies appeared to use
a modified version the TRA: the theory of planned behaviour (TPB)a theory which
is further discussed in the next section.174 The only difference between the TRA and
the TPB is the inclusion of a perceived behavioural control (PBC) variable in the TPB
as an additional determinant of behavioural intention and behaviour (Ajzen 2014).
The reason for this is because, during the development of the TRA, it was assumed
that people have volitional control over their behaviour. Accordingly, they are
capable of performing a behaviour if they have sufficient desire to do so (Ajzen 2014).
According to Fishbein and Ajzen (2010), the inclusion of PBC improves the reliability
of the TPB
Past empirical studies using the TPB
There have been numerous empirical studies of tax compliance behaviour that
adopted the TPB to examine a variety of social and psychological factors (e.g. Bobek &
Hatfield 2003; Langham et al. 2012; Trivedi et al. 2005; Saad 2011; Smart 2012).
Initially, in the US, to examine taxpayers’ compliance intention from a social
psychological perspective, the TPB was used by Bobek and Hatfield (2003). Claiming
it was the first study to adopt the full TPB model, Bobek and Hatfield (2003)
questioned whether moral obligation has a moderating influence on taxpayers’
compliance behaviour. Accordingly, moral obligation was added to the theory's
primary constructs (attitude towards behaviour, subjective norms and perceived
behavioural control). As suggested by Ajzen (1991), this study adopted belief
elicitation procedures to identify the salient beliefs of the target population. It
focused on three tax-compliance scenarios where taxpayers have opportunities to
evade tax. Based on the analysis of 178 respondents (60 per cent were students and 40
per cent were non-students), the study concluded that, in general, the TPB along with
the concept of moral obligation provides a significant explanation of taxpayers’ noncompliance behaviour. Nevertheless, the findings also suggest that moral obligation
interacts with perceived behavioural control in predicting non-compliant behaviour.
Focusing on the behavioural intentions of low-income individual taxpayers in the US,
Efebera et al. (2004) modified the TPB to examine the impact of perceived tax equity,
normative expectations, and legal sanctions on tax compliance intentions. It was
174

Both theories are based on the work of Martin Fishbein and Icek Ajzen.
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hypothesised that vertical equity, horizontal equity and exchange equity (as a
representation of equity attitudes) influence the intention to comply. Likewise,
normative expectations (consisting of social and moral norms) and legal sanctions
(comprising detection risk and penalty magnitude) are also conjectured to affect tax
compliance intention. Based on 146 usable responses from a survey questionnaire,
this study found that the results were consistent with the hypotheses.
In Canada, Trivedi et al. (2005) investigated the impact of ethics (as a representation
of moral reasoning) on compliance behaviour. Their conceptual model proposes that
intention is influenced by attitudes, subjective norms and perceived behavioural
control, whereas behaviour is determined by intention, perceived behavioural control
and ethics. Based on the experimental study of 78 student respondents, Trivedi et al.
(2005) concluded that the TPB, along with ethics, can be used to predict compliance
behaviour over and above traditional economic deterrence approaches, pointing out
the significance of psychological factors such as a taxpayer's attitudes and intention
towards tax compliance.175
Similarly, Saad (2011) examined the role of perceptions of fairness to seek a deeper
understanding of tax compliance behaviour in New Zealand and Malaysia. In this
comparative study, a mixed methodology was adopted by conducting a mail survey as
an initial study and then interviews as a follow-up study.176 By using the TPB as its
focal framework, this study revealed that although New Zealand taxpayers have lower
perceptions of fairness than their counterparts in Malaysia, they were more
compliant. In both countries, it was found that attitudes towards compliance, as well
as subjective norms, were the most significant factors determining taxpayer
compliance. Meanwhile, perceptions of fairness, which are highly affected by the level
of taxpayers' knowledge and perceptions of tax complexity, was also found to be
crucial in shaping tax compliance behaviour, particularly in scenarios of minimising
extra income.
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In this study, to incorporate an economic deterrence consideration in the analysis, Trivedi et al. (2005) used
two hypothetical situations and two experimentally-measured compliance schemes. Each was operated in two
scenarios: 0 per cent and 25 per cent audit probability.
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In the mail survey, the responses of 219 and 852 respondents were collected in New Zealand and Malaysia,
respectively. In the interview session, 30 participants were interviewed by in-depth telephone interview in each
country.
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In an analysis of the influence of several determinants of compliance behaviour,
Smart (2012) explored the applicability of the TPB in explaining and predicting
taxpayers’ compliance behaviour in New Zealand. In doing so, Smart (2012) examined
survey data from 344 respondents which were collected by mail and web-based
surveys.177 In general, the study suggests that social-psychological factors are reliable
predictors of tax compliance behaviour. Consistent with previous studies, this study
also revealed that the most influential determinant of compliance behaviour (acting
through the mediating factor of behavioural intention) is the attitude towards the
behaviour, followed by other variables such as personal and social norms. In addition,
while the perceived behavioural control was influential for the taxpayers but not for
the tax agents, in contrast, the perception of the tax authority was less prominent for
taxpayers but not for tax agents. In summary, this study emphasises the importance
of combining non-economic factors such as beliefs, attitudes and norms with widelyimplemented economic factors (such as penalties) to develop an optimal compliance
strategy.
Analysing tax compliance issues from a tax authority's perspective, Langham et al.
(2012) studied 234 respondents in Australia. They examined the determinants of
taxpayers' decisions to declare income correctly on their 2011 income tax return. They
sought to understand whether the TPB can be used to predict taxpayers' intention to
comply. In their view, compliance issues were assumed to be caused by two major
factors: (i) the extent of tax complexity or (ii) taxpayer willingness to comply.
To appropriately treat non-compliance, Langham et al. (2012) argued that it is crucial
to understand what constitutes the issue―administrative matters, intentional issues,
or both. The results suggest that behavioural intention is not always a good predictor
of compliance behaviour, as a considerable number of taxpayers who intended to
comply failed. In essence, while recognising the importance of understanding
taxpayer beliefs, this model implicitly hypothesises that the higher the tax
complexity, the lower is taxpayers' ability to comply.178 Based on this study, and
emphasising the importance of tax complexity and taxpayer intention, Langham et al.
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The respondents consisted of two groups: 180 taxpayers and 164 tax agents. Their responses were collected by
a mail survey and a web-based survey, respectively.

178

Taxpayers' ability to comply may influence their compliance outcomes, resulting in 'unintentional' behaviour in
both compliant and non-compliant taxpayers (McKerchar 2003).
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(2012) proposed a decision tree model to describe compliance issues at the population
level (Figure 3.13).

Source: Adapted from Langham et al. (2012, p. 394).

Figure 3.13: Langham et al.’s (2012) compliance behaviour model
One of the limitations with this conception is that it does not explain the extent to
which behavioural intention can reliably predict behaviour. While it is acknowledged
that the taxpayer's intention is crucial, to perform a specific behaviour, other
resources such as volitional control are needed. This view is supported by an
empirical study by Langham et al. (2012) who maintained that willingness to comply
is not always a good predictor of compliance behaviour, particularly when tax
complexity far outweighs the taxpayer's ability to comply. As a result, according to
Langham et al. (2012), the role of environmental complexity needs to be
proportionally represented in the conception, along with the taxpayer's intention to
realistically predict the behaviour.
Langham et al. (2012) proposed a conceptual framework that hypothetically discusses
the possible interactions between the intentions of taxpayers and the administrative
effectiveness of the tax authority. As Figure 3.14 suggests, this model posits four types
of compliance outcomes: deliberately compliant; accidentally non-compliant;
accidentally compliant; and deliberately non-compliant. In this schematic diagram,
both accidentally non-compliant and accidentally compliant taxpayers represent the
influences of the volition needed to perform the intended behaviours. This is placed
into extreme scenarios where the actual behaviours are contrary to what was
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intended.179 Subsequently, the conversion of a compliance intent into a compliance
behaviour is at least partially shaped by the personal and situational barriers a
taxpayer confronts.

Source: Langham et al. (2012, p. 391).
Note:

Figure 3.14 shows how various behavioural outcomes are shaped by the relations between
taxpayer intention and tax authority administrative effectiveness.

Figure 3.14: Framework of behavioural outcomes, intent and administrative
effectiveness
In summary, behavioural intention models specify sets of motivational and situational
variables that may influence the likelihood of a personal taxpayer underreporting
their income on their tax return. Among these models, the theory of planned
behaviour (TPB) has emerged as the most significant. For this reason, the following
section will further discuss this theory.

3.7 A theory of human behaviour: Theory of planned behaviour
While behavioural intention models have emerged as powerful platforms for
understanding tax compliance behaviour, predicting taxpayer behaviour is one of the
central issues in tax compliance behaviour research (e.g. Bobek et al. 2013; Devos 2005;
179

It is important to note that these types of behavioural outcomes are not the focus of this study. Instead, as
illustrated in Figure 4.3 later in this thesis, the expected behavioural outcomes under review in this study are
confined to intentionally compliant―or deliberately compliant―and intentionally non-compliant―or
deliberately non-compliant taxpayers.
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Kirchler 2007; Langham et al. 2012; Murphy 2008; Niemirowski & Baldwin 2003; Walsh
2012). In this sphere, as discussed earlier in Section 3.6.2, one well-established theory
that can be used to understand and predict behaviour in the taxation context is the
theory of planned behaviour (TPB).180 The TPB is a social psychological theory that
conceptually relates beliefs and behaviours to understand and predict human
behaviour. Despite some criticisms in certain contexts (Ajzen 2011), the TPB has
considerable popularity among behavioural researchers and has received the highest
scientific impact score among US and Canadian social scientists (Nosek et al. 2010).
This theory is further discussed, particularly in relation to its relevance and
siginificance to this study.

3.7.1 Overview of the theory
In understanding and predicting an individual's behaviour, the TPB considers each
antecedent of behavioural intent as a function of three salient beliefs of the individual
(Figure 3.15).

Source: Fishbein and Ajzen (2010, p. 22).
Note:

Figure 3.15 is a schematic presentation of the reasoned action model. It illustrates five
constructs of the TPB and how they connect. This model is receptive to additional
constructs (Ajzen 1991). It should be noted, however, based on the theory’s sufficiency
assumption and for the sake of parsimony, inclusions must be made with caution and
careful justification (Fishbein & Ajzen 2010).

Figure 3.15: The theory of planned behaviour
That is, attitude towards behaviour is a function of an individual's outcome beliefs;
subjective norms are a function of a person's normative beliefs or referent beliefs;
180

While there are plenty of exemplary scholarly works on taxation research that have no reference to theory at
all, adopting existing theories in research endeavours can contribute to social sciences in general by explaining
phenomena and contributing to the development of theories (Oats 2012a).
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perceived behavioural control is a function of an individual's control belief in
performing the intended behaviour. The foundations for the behaviour of interest are
the primary beliefs (Fishbein & Ajzen 2010). The theory further posits that perceived
behavioural control has two effects on behaviour: an indirect effect on behavioural
intention and a direct effect on behaviour.
Thus, the TPB holds that behaviour can be expressed as a linear regression of
behavioural intention on perceived behavioural control (Conner & Sparks 2005):
𝐵 = 𝑤1 𝐵𝐼 + 𝑤2 𝑃𝐵𝐶
where B is behaviour, BI is behavioural intention, PBC is perceived behavioural
control, and w1 and w2 are empirical regression weights. In this respect, behavioural
intention is a linear regression function of attitudes, subjective norms and perceived
behavioural control:
𝐵𝐼 = 𝑤3 𝐴𝑇𝐵 + 𝑤4 𝑆𝑁𝑂 + 𝑤5 𝑃𝐵𝐶
where BI is behavioural intention, ATB is attitude towards behaviour, SNO is
subjective norms, PBC is perceived behavioural control, and w3 to w5 are empirical
regression weights representing the relative importance of the determinants of
intention.181
This theory emphasises the importance of intention in shaping behaviour. It is
intuitively easy to understand, while also recognising that an individual’s perception
of how easy or difficult it is to perform a certain behaviour will affect their intentions.
That is, the intention to perform is an immediate antecedent of targeted action and
captures the motivational factors that determine a given behaviour (Beck & Ajzen
1991; Bird 2015; Fishbein & Ajzen 2010).182 Intention evaluates how hard an individual
is willing to try and how much effort (s)he would exert to actuate the behaviour
(Ajzen 1991). Accordingly, it is assumed that the greater the intention to perform, the
greater the likelihood an individual will actually perform the intended behaviour. The
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Without the PBC element, this equation represents the TRA.
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For instance, according to Bird (2015, p. 31), “countries exhibit a wide variety of tax compliance levels,
reflecting not only the effectiveness of their tax administrations but also taxpayer attitudes towards taxation
and towards government in general. Attitudes affect intentions and intentions affect behaviour.”
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predictive validity of behavioural intention183 in the TPB has been confirmed in
various studies in the area of social behaviour (e.g. Armitage & Conner 2001).184

3.7.2 Justification for adopting the theory
Based on the empirical results of past studies,185 it seems reasonable to argue that the
TPB can be confidently adopted to predict the impact of the variable under study
upon tax compliance behaviour. Nevertheless, in relation to the central aim of the
study, there are five specific justifications for adopting the TPB in this thesis.
First, the TPB allows the environmental dynamic of tax compliance to be expressed in
the model.186 This prerequisite is crucial because, as discussed earlier in Section 3.4,
tax compliance exists in dynamic circumstances and involves various types of
taxpayers (McKerchar & Evans 2009), which in turn produces various types of
intentional and unintentional compliance outcomes (Cooper 1994; McKerchar 2003).
It is obvious that tax compliance behaviour is not straightforward. Many potential
constraints―such as opportunities to conceal income (Kirchler 2007; Lederman
2010)―may hinder taxpayers in performing their intentions. In addition, the TPB also
appears to cover several crucial factors that have been identified in the literature (as
discussed earlier in Section 3.5): attitudes, norms, and opportunities for compliance
or non-compliance.187
Second, in modelling the impact of perceptions of corruption on tax compliance
behaviour, the TPB offers potential to extend the model. That is, if additional factors
increase the model’s predictive ability, the TPB can include them (Ajzen 1991). Based
183

Behavioural intentions are "indications of a person's readiness to perform a behavior" (Fishbein & Ajzen 2010,
p. 39).

184

The TPB can capture approximately 50 to 60 per cent of the observed variance in intention and about 30 to 40
per cent of the variance in behaviour. In the case of behaviour, the lower predictive power may be attributable,
among other things, to situational factors such as the changes of intention prior to actions or, sometimes, the
difficulty of performing an intended behaviour (Fishbein & Ajzen 2010).
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As indicated earlier in Section 3.6.2, the TPB has been adopted to explain a variety of psychological and social
factors in several studies of tax compliance behaviour. These include: the impact of moral obligation (Bobek &
Hatfield 2003); the influence of ethics as a representation of moral reasoning (Trivedi et al. 2005); the role of
fairness perceptions (Saad 2011); the impact of intention to comply on predicting compliance behaviour
(Langham et al. 2012); and the accuracy of several social-psychological factors in predicting compliance
behaviour (Smart 2012).
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That is, "the relative importance of attitude, subjective norm, and perceived behavioural control in the
prediction of intention is expected to vary across behaviors and situations” (Ajzen 1991, p. 188). This is in stark
contrast to what the neoclassical economic model predicts: that most rational taxpayers would become
evaders, since they are unlikely to be caught and penalised (Ritsatos 2014).

187

It seems safe to argue that opportunity for non-compliance can be best substituted for perceived behavioural
control for non-compliance in the TPB
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on the literature review’s theoretical and empirical exploration, perceptions of
corruption could be one of these additional factors. This is considered as a potential
influence on taxpayers’ intended and/or actual compliance behaviour, although the
precise nature of the relationship is not yet understood.
In this sense, background factors can influence beliefs.188 However, as a theoretical
model, the TPB itself does not specifically address the origin of behavioural,
normative and control beliefs (Ajzen 2011; Fishbein & Ajzen 2010). Whether these
beliefs are influenced or not by a wide range of background factors is beyond the
conceptual scope of the TPB and is considered an empirical question. Nevertheless,
the majority of studies have established that background factors indirectly affect
intention and behaviour through their effects on behavioural, normative or control
beliefs (Conner & Sparks 2005).
Third, by definition, perception is closely related to belief. 189 In this context, belief in
the TPB model is defined in terms of ‘subjective probabilities’ (Fishbein and Ajzen
2010, p. 221). Once beliefs associated with a certain behaviour have been developed,
they provide a basis for attitudes, subjective norms, and perceived control, which in
turn lead to intention and behaviour (Fishbein and Ajzen 2010). Furthermore, based
on its origins, beliefs can be further categorised as observational, informational and
inferential beliefs (Figure 3.16; Fishbein & Ajzen 2010).
First, in terms of observational beliefs, it is obvious that direct observation can provide
information on which beliefs can be based. That is, people may discover that the
performance of a given behaviour leads to certain outcomes, which thereafter form
their behavioural beliefs. In the same way, injunctive normative beliefs can be based
on observation of a referent declaring their expectation of how a person should
behave, while descriptive normative beliefs are formed by watching how a referent
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For instance, Fishbein and Ajzen (2010, p. 20) maintain that "... beliefs originate in a variety of sources, such as
personal experiences, formal education, radio, newspaper, TV, the internet and other media, and interaction
with family and friends."

189

Perception can be defined as “a belief or opinion, often held by many people and based on how things seem”.
See <http://dictionary.cambridge.org/dictionary/british/perception>, accessed 16 October 2014. As is true for
the definition of corruption, the definition of perception of corruption also depends on social and cultural
factors (Melgar, Rosi, and Smith 2010). However, in this context, perception does not necessarily represent
belief in the TPB model. Belief in this model refers to ‘subjective probabilities’ (Fishbein and Ajzen 2010, p. 221)
instead of ‘the feeling of being certain that something exists or is true.’ See <http://dictionary.cambridge.
org/dictionary/ english/belief>. A fuller discussion on the relationship between perception and belief can be
found in Smith (2001).
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actually behaves. Finally, direct observation can also influence control belief, which is
formed when a person deals with facilitating or impeding factors while attempting to
perform a certain behaviour.

Source: Modified from Fishbein and Ajzen (2010, p. 221-223).

Figure 3.16: Formation of beliefs
To illustrate this in the case of tax compliance behaviour, individual taxpayers may
find that underreporting their income makes them financially better off (i.e.
behavioural belief); they may have been either explicitly or implicitly told by their
business partner or friends not to completely declare their income to the tax
authority (i.e. injunctive normative belief); they may have seen their peers evade taxes
by underreporting income (i.e. descriptive normative belief); and they may have
underreported their income in their last two years in their annual income tax returns
without incident (i.e. control belief). All of these direct experiences of a given
behaviour constitute the development of observational beliefs about that behaviour.
Observational beliefs are assumed to be held by the majority of people (Fishbein &
Ajzen 2010).
The second form of beliefs are informational beliefs. Instead of being influenced by
direct observation, many beliefs are shaped by information disseminated by an
external source, such as television, the internet, books, magazines, newspapers,
friends, relatives and co-workers. For example, in the case of tax compliance
behaviour, a person may see television news that an evasive taxpayer has been
brought to justice. Based on this information, the person may form the behavioural
belief that 'my evading tax can be seriously treated by the tax authority.' Likewise, a
person may read in an economics magazine that the national filing rate of individual
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annual income tax returns for a given fiscal year is only 53 per cent, and generate a
corresponding descriptive normative belief regarding compliance behaviour.
Similarly, an informational control belief may be formed when a self-employed
taxpayer learns from a business partner that a certain tactic has been used
underreport income for several fiscal years undetected. In this case, the informational
belief that such an effective tactic exists may facilitate tax evasion behaviour.190
The third form of belief are inferential beliefs. Apart from direct observation and
information, beliefs can also be formed by various inferential processes. According to
Fishbein and Ajzen (2010), inference can be based on observational beliefs or occur
with respect to normative beliefs. Specifically, if a taxpayer observes a financial
benefit resulting from another taxpayer's behaviour, they may infer that they would
enjoy the same outcome if they performed that behaviour. In the case of normative
beliefs, a taxpayer's belief that other taxpayers are disappointed with government
spending may lead them to believe that those taxpayers don’t expect him/her to fully
comply with tax law.
In sum, it can be concluded that the formation of behavioural, normative and control
beliefs involve three different processes: observational belief, informational belief and
inferential belief.
Fourth, in the TPB framework, people are not assumed to be rational in their
behaviour (Fishbein and Ajzen 2010).191 Instead, the TPB accepts that people's
behaviour follows reasonably from their salient beliefs. This view is supported by
several authors (e.g. Cialdini 1989; Eveland & Glynn 2008; World Bank 2015).192 In this
sense, given that beliefs are often based on information from others and unreliable
inference processes, beliefs (i.e. behavioural, normative and control beliefs) need not
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As previously discussed, it is perhaps fruitful to recall that with respect to perceptions of corruption, several
studies (e.g. Čábelková & Hanousek, 2004; Miller, 2006; KPK, 2010; KPK, 2011) suggested that the primary
source of information about corruption is the mass media (such as press, television, radio) instead of directpersonal experience. See also fn. 89 and Figure 3.1 regarding the case of Indonesia.
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It is worth distinguishing between rational and rationality in this context. While choices are rational, rationality
is considered as subjective and influenced by cultural values (Lewis, 1982).
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For instance, supporting the view of Cialdini (1989) who suggested that individuals have a tendency to adopt
beliefs, attitudes, and behaviour of others―particularly those of similar others―as a guide to evaluate their
own beliefs, attitudes, and behaviour, Eveland and Glynn (2008, p. 159) maintained that “… perceptions of the
beliefs, opinions, or behaviour of others [are] central determinants of human behaviour.”
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be valid or veridical.193 As a result, they can be inaccurate, unreliable, biased, or may
represent other irrational processes (Fishbein & Ajzen 2010). This holds true for
perceptions of corruption, as many authors maintain that people are very susceptible
to bias when dealing with perceptions of corruption (Donchev & Ujhelyi 2014;
Kuncoro 2006; Miller 2006; Olken 2009; Olken & Pande 2012; Urra 2007).
The view that, in making decisions or performing particular behaviour, people may
embrace a wide range of such irrational and mental processeses has been supported
by many authors.194 For instance, according to the World Bank (2015), two critical
aspects may occur in the decision-making process. First, people tend to use the
subjectively most salient information, which in turn may lead them to ignore key
information and fail to notice critical consequences. Second, there may be a
discrepancy between intentions and actions (i.e. the ‘intention-action divide’; World
Bank 2015).195 Particularly in the area of tax compliance behaviour, many studies
indicate that people are susceptible to some extent of behavioural and psychological
bias, such as: (i) psychological anomalies―e.g. 'risk aversion', 'loss aversion', 'mental
accounting', 'status quo bias', 'hyperbolic discounting', 'anchoring', 'bounded
rationality', 'compositional modelling', ‘availability bias’ and 'attribution theory'; (ii)
social preferences and norms―e.g. 'conditional cooperation', equity, 'psychological
cost' and 'reciprocity'; (iii) heuristics and cognitive biases―e.g. 'the adaptive toolbox',
'rationally irrational' and 'fiscal illusion' (e.g. Alm 2011; Congdon et al. 2009;
Hashimzade et al. 2013; Kahneman 2003; Kornhauser 2007; McKerchar & Evans 2009;
Osofsky 2014; Reeson & Dunstall 2009; Weber et al. 2014). These heuristics and biases
should be taken into account in understanding compliance behaviour (OECD 2010a).
Finally, the adoption of the TPB in this study may also contribute to the empirical
findings on the application of the theory. Although extensive research has been
carried out in areas of tax compliance behaviour, only a few studies have paid much
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For instance, according to Tversky and Kahneman (1974), witnessing a car accident likely increases the
subjective probability of car accidents.
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It is worth noting that because the terms ‘planned behaviour’ and ‘reasoned actions’ were often
interchangeably used in the previous research, many scholars mistakenly believe that the TPB considers people
to be rational and deliberate before performing their behaviour (Fishbein & Ajzen 2010). This is not the position
this theory takes. Rather, the conceptual framework of the TPB does not assume rationality. It encompasses
both spontaneous and deliberative decision making (Fishbein & Ajzen 2010).

195

See also Figure 4.3 later in this thesis regarding the relationship between this mismatch and tax compliance
behaviour under review in this study.
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attention to the TPB196 Moreover, Langham et al. (2012) highlighted that, despite its
wide range of application in behavioural studies, the TPB had not been treated in
much detail by tax researchers. They claimed that the TPB is the most appropriate
model to understand how tax compliance behaviour is developed. Put simply, this
study also offers an opportunity to gain a better understanding about the applicability
of the theory.

3.8 Knowledge gap
A considerable amount of literature has been published on the topic of tax compliance.
Many researchers have approached this area of study from a wide range of perspectives
(Oats 2012b). Nevertheless, there is no consensus on what theory may be the most
appropriate to address the study of tax compliance issues.
Broadly, there are two schools of thought in this dynamic arena: (i) traditional
economic-based theories, which tend to focus on economic incentives and penalties,
and (ii) psychology-based theories, which emphasise the importance of taxpayers'
attitudinal and motivational factors. The vast majority of the literature is derived from
developed economies, resulting in a lack of both theoretical and empirical evidence
regarding tax compliance behaviour in developing countries.
Existing literature on tax compliance behaviour typically falls into two main categories
of social science research: theoretical and empirical (Sarantakos 2013; de Vaus 2014).
Both types have disadvantages (Kornhauser 2007). Theories are generally based on
several assumptions and viewed from particular points of view and, therefore,
inherently embrace some degree of limitation. On the other hand, given human nature,
the evidence-based approach of empirical research also has some weaknesses. In
particular, the way people respond to a survey can be affected by the choices or order
of words used in the research questions. Moreover, typical methods of self-reporting in
social research have other potential problems. For example, there can be a disparity
between what people report as their beliefs and actions, and what their beliefs and
actions actually are (Kornhauser 2007).197
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Recall fn. 185.
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In a broader sense, it is worth noting that in conducting a literature review, it is possible that the researchers
experience a phenomenon that Privitera (2013, p. 47) calls ‘publication bias’, i.e. “the tendency for editors of
peer-reviewed journals to preferentially accept articles that show positive results and reject those that show
only negative results.” This bias can be closely related to the ‘file drawer problem’, a situation where
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By employing a deductive approach to this review of the literature, it can be
established that there is a growing consensus that tax compliance cannot be solely
viewed and approached purely from the economic deterrence approach. While in most
cases tax authorities have insufficient resources to perform the enforcement activities
advocated by this approach, empirical evidence suggests that purely economic
deterrence approaches only explain a small portion of actual behaviour. Consequently,
newer behavioural approaches have become increasingly pertinent for scholars and tax
authorities.
Viewed from the behavioural perspective, it is possible to conclude that tax compliance
exists in a dynamic environment, not only for taxpayers but also for tax administrators.
Tax administrations depend largely on the appropriateness of their environment to
perform at their best. Due to situational diversity, it is almost impossible that one set of
prescriptions will guarantee the improvement of tax administration in any one country.
In this context, a wealth of literature indicates that, inter alia, corruption is more
prevalent in developing economies than developed ones and, accordingly, is a focal
issue in such countries.
Several studies have shown that, in general, there is a negative relationship between
the tax ratio and the level of corruption. Developed economies generally have a higher
tax ratio than transitional or developing economies, and are also more likely to have
relatively low levels of corruption. Conversely, it is likely that Indonesia, with a low tax
ratio, will have high levels of corruption. While this correlation does not necessarily
infer causation, an empirical study (Torgler 2004, p. 2) suggests that a potential
negative influence exists, and states "... in transition countries a higher corruption leads
to a lower tax morale.”
Due to the secretive nature of corruption, most indicators of corruption are based on
subjective measurements rather than objective ones. Unavoidably, while country-level
corruption indices―such as the widely-used CPI of Transparency International—have
received much attention from various relevant stakeholders, including scholars and
policy makers, much literature has suggested that the CPI is frequently interpreted as
an indicator of experienced or actual corruption.
researchers are likely to file away studies that demonstrate negative results, assuming that most journals will
be unlikely to accept them. Accordingly, to some extent, it is possible that some research findings are
overstated (e.g. Ferguson & Heene 2012; Simmons et al. 2011). Detailed discussions with regard to ‘publication
bias’ and ‘false-positives’ in scientific papers can be found in Fanelli (2011) and Ioannidis (2013).
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In addition to the fact that perception-based measures of corruption may not be
accurate, the perception of corruption may have worse effects than corruption itself.
First, as the literature suggests, it may cultivate a 'culture of distrust' towards related
institutions and generate a cultural tradition that increases the pervasiveness of
corruption. This situation is thereafter exaggerated by the 'echo chamber' effect, a
situation where certain levels of perceived corruption shaped by the media or historical
stereotypes are measured and recorded as 'official' national corruption indices. These
data then continue to circulate, not only resulting in the prevailing level of actual
corruption, but also maintaining a vicious circle of potentially invalid and unreliable
perceived levels of corruption. At the aggregate level, this situation may hamper
economic growth and investment, create political instability and generate public
disengagement from support of public policy. Second, this bias may also have negative
and harmful effects on individuals. Some literature indicates that inflated corruption
perceptions may undermine individual morality by unconsciously allowing people to
accept that engaging in corruption is normal and socially acceptable. In the context of
tax compliance, inflated levels of corruption perception may crowd out tax morale,
undermining the moral cost of evading tax and encouraging taxpayers to become noncompliant.
The literature suggests that the perception of corruption is primarily influenced by two
variables: demographic factors and information sources. In this context, despite some
conflicting empirical findings,198 demographic variables such as gender, age, education
and employment status may influence the level of perception of corruption. In terms of
sources of information, while there is a consensus that the most reliable source of
information is experience-based measurement (or objective measurement), most
corruption indices are derived from perception-based measurements (or subjective
measurements). Empirical studies, including those from Indonesia, indicate that the
vast majority of individuals receive their information from the media, which has great
potential for bias.
This analysis therefore focuses attention on the potentially negative impact of
perceived corruption on tax compliance, particularly in the Indonesian context. It is
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It is worth recalling that corruption cases can be viewed from a wide range of perspectives. For example,
corruption can be classified in the sectors where it occurs or the amount of money involved; accordingly, there
is grand corruption, political corruption, civic corruption, petty corruption and street-level corruption. In this
case, how the term corruption is specified in a study may influence its findings.
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considered to be important to further explore this area, not only because the
relationship between perceived corruption and tax compliance behaviour is underexplored, but also because developing countries urgently need to raise revenue to
sustain their development.199 In this case, Indonesia provides a valuable opportunity to
scrutinise in greater detail the potential link between the observed variable (perceived
corruption) and tax compliance behaviour.
Directly

assessing

tax

compliance

behaviour―particularly

non-compliant

behaviour―is arguably impractical.200 In terms of practicality, the most suitable party
for understanding, evaluating and influencing taxpayer behaviour would be the tax
authority.201 Also, from a strictly legal perspective, the private nature of taxpayers' data
means that analysing their actual behaviour for academic purposes is probably
impossible. Meanwhile, as the literature notes, the tax authority, which has the
legitimate position to perform this action, is hampered by limited resources. That said,
taxpayer compliance behaviour can best be approached from its closest behavioural
proxy. In this regard, a wealth of literature has emphasised the importance of
taxpayers' willingness to comply, or their behavioural intention, in explaining and
predicting their behaviour.
Based upon this analysis, this study has directed particular attention to examination of
the potential impact of perceptions of corruption on the intentional non-compliance
behaviour of personal income taxpayers. This is because it is only at the personal level
that psychological and behavioural factors can be reflected in taxpayers’ decisions.
Hence, the influence of the observed variable on corporate income taxpayer behaviour
is beyond the scope of this study.
To initially understand the causes of taxpayers' beliefs or intentions, it is arguably
important to determine effective treatment strategies. With a greater knowledge of
how taxpayers behave, governments (and particularly tax authorities) will be in a better
position to anticipate how aspects of new policies will be perceived by taxpayers (Lewis
1982). It is of particular importance in the Indonesian context where, apart from its
issues with perceptions of corruption, the degree of informal employment is high
199

As the literature suggests, what we know about the relationship between perceptions of corruption and tax
compliance behaviour is largely based on research undertaken in developed economies.

200

In the same vein, for instance, Lewis (1982, p. 167) highlighted that "the problems of observing actual taxevasion behaviour are insurmountable.”

201

See also fn. 215 regarding the nature of tax compliance behaviour definitions.
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(Andrews et al. 2011; OECD 2015), providing personal income taxpayers―both
employed and self-employed―with more opportunities to evade tax (Morse et al.
2009).
This, therefore, leads to the central subject and research problem of this study:
Does the perception of corruption cause intentional non-compliance
behaviour in Indonesian personal income taxpayers?
Perceptions of corruption has been chosen as the primary independent variable in this
study for three main reasons.
First, to the best of the author's knowledge, at least from an emerging economy
perspective, there has been no research that has investigated in detail the impact of
perceived corruption on personal income taxpayer behaviour.202 Thus, as a largely
unexplored area, this topic merits closer study. It is apparent that as an interesting
phenomenon, corruption has attracted many researchers who have viewed this subject
from various angles. However, there is no evidence of any literature which explicitly
links different forms of perceived corruption with intentional, non-compliant tax
behaviour.
Second, although several studies have revealed that a causal relationship may exist
between perceptions of corruption and tax compliance behaviour, the nature of this
relationship is not yet fully understood.203 Previous studies have failed to show a
systematic analysis of causal relationships between different kinds of perceived
corruption and intentional taxpaying behaviour. Thus, rigorous research into
behavioural factors (such as the impact of perceptions of corruption) could reduce the
necessity to make assumptions and improve the quality of predictive theories.
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Back in April 2014, based on the author’s literature search on four databases (i.e. Scopus, EBSCO, EconLit and
ProQuest), it was concluded that there was no literature which specifically discussed the impact of perceptions
of corruption on tax compliance behaviour (the keywords entered were: ‘perception’; ‘corruption’; ‘tax’; and
‘compliance’, with the connector ‘AND’). It is worth noting, however, that there were a few hits on several
articles which discussed the relationship between corruption and taxation. Nevertheless, most of them
examined the impact of corruption on tax revenue, or on economic growth, from macroeconomic perspectives.
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In this perspective, for instance, Cialdini (1989, p. 213) maintained that “people frequently use the beliefs,
attitudes, and actions of others, particularly similar others, as a standard of comparison against which to
evaluate the correctness of their own beliefs, attitudes, and actions.” Cialdini (1989) referred to this to as a
“social validation” principle. Equally, Eveland and Glynn (2008) also argued that human behaviour is strongly
influenced by perceptions of beliefs, opinions and the action of others.

111

Finally, it is concluded that due to the dynamic and multi-dimensional nature of tax
compliance, it may be impossible to study all aspects of it in a single study.204 To be
able to examine and to contribute to the body of existing knowledge, this study
therefore focuses on a single variable rather than several variables. As the literature
suggests, limiting the scope of the study to a specific and well-defined variable may
enhance its clarity.205
To fully understand the subject and the research problem of this study, two further
important aspects need to be carefully identified. First, it is acknowledged that, as is
true for many other constructs in social science, both perceptions of corruption and tax
compliance behaviour are hypothetical concepts and are highly context-dependent.
Thus, it is crucially important to set out a relevant and applicable definition of the
observed variables and thereafter put it into the context where these definitions
appropriately operate. Second, in order to scrutinise the relationship between the
variables, a relevant and well-developed theoretical template is needed. By doing this,
the hypothetical relationships between variables can be established and tested.
Both considerations lie in opposing research paradigms. The first consideration
belongs to the qualitative paradigm, whereby knowing how the underlying elements of
observed variables can be identified, and ensuring they are well-defined, is paramount.
In contrast, the second consideration tends to represent the quantitative paradigm,
whereby the relationships between the observed variables and the adopted theoretical
framework can be identified and examined.
As such, to clearly define the adopted terms and variables, as well as to effectively
scrutinise the research questions in this study, it is reasonable to conclude that a mixed
methods approach is arguably the most appropriate. A detailed discussion on the
research method adopted in this study will be presented in the next chapter.
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There is an article of faith among social and behavioural scientists that due to its complexity, human behaviour
can only be understood by including a large number of related factors (McKerchar 2010; World Bank 2015).
Recall, for example, fn. 5 regarding the number of potential determinants of compliance behaviour of individual
taxpayers.
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In research processes, this prescription refers to what researchers generally term the ‘isolation’ phase (e.g.
Blunch 2013; Gefen et al. 2000). This prerequisite is crucial to be able to render a probability of causation
between variables under study and is further discussed in Section B of Appendix B.
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3.9 Chapter summary
This chapter reviewed the major definitional concepts and the literature relevant to the
research problem. First, it began by identifying literature on corruption and perceived
levels of corruption (Section 3.2). It was found that there is a lack of consensus on the
definition of corruption. While the indicators used to identify and assess corruption are
largely based on subjective measurements―that is, perceptions of corruption―most of
the definitions of corruption appeared to emphasise governmental aspects of
corruption by highlighting the abuse of public authority for personal gain, commonly
termed government corruption. It was concluded that one popular way to classify
corruption is according to its scale. That is, corruption is categorised in the sector
where it occurrs or by the amounts of money involved. As a result, five different types
of perceived corruption were identified: grand corruption; grand tax corruption; petty
corruption; petty tax corruption; and a fifth category that embraces all four of these
categories – general corruption.
Second, this was followed by an evaluation of the concepts of tax compliance and
compliance behaviour (Sections 3.3 and 3.4, respectively). What can be concluded from
the literature is that tax compliance has an uncertain and varied meaning. This thesis
considered two categories with respect to a definition of tax compliance: operational
and conceptual approaches. It was found that tax compliance research is broad,
encompasses various aspects and can be viewed from different perspectives. This thesis
also emphasises the significance of intention in shaping taxpayer compliance
behaviour. As a result, the tax compliance behaviour under review in this study
pertains to the behavioural aspect of one of the main criteria of administrative
compliance: correctly reporting income.
Third, determinants of tax compliance behaviour and existing tax compliance models
were reviewed in Sections 3.5 and 3.6, respectively. It was concluded that there is a
consensus that no single factor or compliance model is capable of explaining tax
compliance behaviour. This thesis concludes that greater clarity of the relevant factors
and an appropriate behavioural model are needed to properly examine the research
problem.
Fourth, this thesis established that behavioural intention models have emerged as
powerful platforms for understanding tax compliance behaviour. The TPB is an
appropriate theoretical model that can be used to predict the impact of the study
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variable on tax compliance behaviour. Accordingly, a detailed discussion on the
rationale of adopting the TPB as the primary theoretical lens for addressing the
research problem was provided in Section 3.7.
Finally, in Section 3.8, this chapter concluded with a discussion about the knowledge
gaps which this study seeks to explore. Further research is required to determine the
actual impact of perceptions of corruption on intentional non-compliance behaviour of
of personal income taxpayers in Indonesia.
The next chapter (Chapter 4) presents the research design that has been adopted to
achieve the research objectives. The research framework, research methodology and
research methods used in this study are discussed.
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CHAPTER FOUR
RESEARCH DESIGN
4

RESEARCH DESIGN

4.1 Introduction
The previous chapter critically reviewed the most relevant literature and identified a
gap in knowledge related to the topic of this study. Following the outcomes of this
review, this chapter provides a discussion on the research approach adopted to achieve
the research objectives. It establishes the research methodology and research design of
this study.
This chapter is organised in eight sections within four main topics. First, Sections 4.2
and 4.3 present two core research paradigms, the research problem and its conceptual
model. Second, Section 4.4 sets out the research questions and hypothesis
development. Third, Sections 4.5 to 4.7 describe data collection strategies, model
constructs and measurement, and construct development, respectively. Fourth, Section
4.8 discusses methodological considerations. The chapter concludes with a summary in
Section 4.9.
It is worthwhile to note that while the thesis focuses on the perception of corruption
and tax compliance behaviour of Indonesian individual taxpayers, the conceptual
model

presented

in

Section

4.3.2

does not

rely

on

any

country-specific

assumptions. Thus, the model can be applied to other similar developing countries
and, with some minor modifications, even to developed countries.

4.2 Research methodology
Research is a process of discovery. It aims to obtain a better understanding of a
phenomenon to derive knowledge (McKerchar 2010), and generally falls into two
categories: empirical and theoretical research (Alford 1998; Sarantakos 2013).206 Based
on these academic protocols, social scientists generate explanations of social

206

The term empirical refers to observation (Galvan 2014). It is worth noting, however, that it is rare to find
research that purely tests a theory or purely develops a theory. In practice, an ongoing interplay between
testing and developing theories exists (de Vaus 2014).
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phenomena (de Vaus 2014).207. Accordingly, there are two alternative processes
involved in the development of good explanations: theory testing and theory
construction (Sarantakos 2013; de Vaus 2014).208 In this context, the two dominant
theoretical approaches in social science are the quantitative and qualitative
methodologies; which are typically referred to as ‘positivist’ and ‘interpretivist’
paradigms, respectively.
However, this classification has a wide methodological spectrum (Sarantakos 2013).
McKerchar (2010) demonstrated that critical realism and pragmatism as paradigms, for
example, lie in the middle of a continuum (see Figure 4.1). Nevertheless, it is also
possible that other perceptions and kinds of research which do not fully fit in the
continuum of quantitative and qualitative stances―i.e. extraterritorial main
paradigms―exist (Sarantakos 2013). As Figure 4.1 shows, McKerchar (2010) calls this
area ‘anarchy’.

Source: McKerchar (2010, p. 71).

Figure 4.1: The continuum of research frameworks
This study adopts pragmatism as its research paradigm. It is a view that acknowledges
that actions are: (i) highly context-dependent; (ii) situational and linked to
consequences; and (iii) socially constructed (Morgan 2014). Pragmatist researchers are
similar to critical realist researchers―that is, both of their approaches lie in the middle
ground between positivism and non-positivism―but pragmatists have a tendency
207

Similar to Babbie (2004) who emphasised the necessity of theory verification through empirical analysis, de
Vaus (2014, p. 9) opined that "observations require explanations but equally explanations need to be tested
against the facts. It is not enough simply to collect facts. Nor is it sufficient simply to develop explanations
without testing them against facts.” Further, de Vaus (2014) highlighted that an explanation refers to a
theoretical question of ‘why’ or ‘how’, not a description of a pattern or association of social phenomena which
deals with an empirical question.
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A theory can be defined as “a number of hypothesized connections among conceptually defined variables”
(Blunch 2013, p. 12). Thus, it is “a general explanation of why variables work together, how they are related to
each other, and especially how they influence each other” (Galvan 2014, p. 3). Throughout this thesis, this
definition is adopted.
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towards flexibility in choosing the approaches, methods, and procedures to best satisfy
the needs and aims of their research (McKerchar 2010).209 It is worth noting however
that this study is not purely pragmatism. It is leaning more positivism (see Figure 4.1)
as the study ultimately seeks to establish causal relationships via a conceptual model,
formal hypotheses and regression analyses.
As a chosen philosophical approach, pragmatism is adopted in this study by integrating
both qualitative and quantitative methods―an approach which is commonly termed as
‘mixed methods’.210 With respect to the aim of this study, a mixed-methods approach is
considered to be more appropriate for studying complex social phenomena such as tax
compliance behaviour (e.g. Devos 2014; Loo 2006; McKerchar 2003; Saad 2011; Yesegat
2009).211
The adoption of mixed methods is not risk-free, as its outcomes are not always
predictable (Teddlie & Tashakkori 2009); however, several authors supported the
advantages of such an approach (e.g. Bryman 2008; Creswell 2007; Grbich & Carol
2007). Creswell (2007) suggested that a mixed-methods approach has the potential to
offset the weaknesses of each of its component methods. Similarly, Grbich and Carol
(2007) maintained that this approach can reveal personal experiences in addition to
statistics. Bryman (2008) said that the mixed-methods approach provides researchers
with a better understanding of phenomena than a singular method can. Alley and
Bentley (2008) reported that taxation is an area that can and should be researched in a
cross-disciplinary manner to attain a more comprehensive understanding.212 Most
importantly, the mixed-methods approach permits the researcher to conduct data
triangulation, both in the design and in the interpretation process.

209

For this reason, in terms of the logic of the research process, this study largely adopts a 'theory testing'
approach (de Vaus 2014) or 'empirical research' (Sarantakos 2013). See Figure 5.1 for the detailed research
process of this study.
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The term 'mixed methods' and 'mixed methodology' are sometimes used interchangeably by researchers.
However, in its strictest term, while 'mixed methods' refers to the use of more than one specific strategy of
inquiry―such as interview and survey (both quantitative approaches), 'mixed methodology' deals with an
approach that adopts more than one approach―such as survey (quantitative approach) with interview
(qualitative approach). For further discussion, see McKerchar (2010, pp. 118-119).
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As an element of social research, tax compliance research can be undertaken from two main stances: (i) the
quantitative approach, one which is commonly utilised by positivists; and (ii) the qualitative approach, one
which is typically adopted by non-positivists or interpretivists. However, this is an extremely simplistic
classification and, in fact, positivist orientations can also be adopted by a researcher who employs the
qualitative methodology (McKerchar 2010).
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Similarly, according to McCrudden (2006), methodological pluralism is needed to comprehensively understand
the dynamic of tax research.
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Using Morgan’s (2014) notation system for integrating both quantitative and qualitative
approaches, this study embraces the ‘qual  QUANT’ symbol. This means,
sequentially, the qualitative method is initially employed as a supplementary method
whereas the quantitative method is adopted as the core method.213 In other words, as
Figure 4.2 shows, the priority method in this study is the quantitative method,
preceded by a preliminary contribution of the qualitative method. Therefore, the
findings derived from the preliminary qualitative approach are used to provide a
conceptual basis for the quantitative data collection, particularly to develop the
content of the survey instrument (i.e. development-oriented uses).

Source: Modified from Morgan (2014, pp. 98 & 106-107).

Figure 4.2: Steps in a sequential priority model in preliminary contribution

4.3 Research problem and conceptual model
4.3.1 Research problem
The purpose of this research is to examine with great rigour and detail the impact of
perceptions of corruption on tax compliance behaviour, particularly that of individual
income taxpayers. This is obviously a broad aim and one from which many research
questions may arise. The reasons are twofold. First, as an independent variable,214 the
213

It is worth noting that most studies in the social sciences are quantitative. According to Privitera (2013), this is
because numeric data allows researchers to conduct a more objective analysis of observations.

214

Reflecting on its role to predict an outcome variable, another term commonly used for independent variable is
predictor variable (e.g. Field 2013).
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perceptions of corruption can be addressed by way of a varied range of questions:
from descriptive-based questions (such as ‘what’-type questions), to process-based
questions (such as ‘how’- and ‘why’-type questions), which can be expressed in the
form of hypotheses. Second, as a dependent variable, tax compliance behaviour is not
only surrounded by definitional issues but, as previously discussed, also has a broad
range of behavioural outcomes (McKerchar 2003). Also, the fact that an annual tax
return may contain both ‘unintentional errors’ and attempts at ‘intentional tax
evasion’ (Antonides & Robben 1995; OECD 2014b) needs to be taken into account.
Nevertheless, as this study is based on self-reporting, it is impossible to identify
taxpayers’ actual behavioural outcomes in cases of ‘unintentional compliance’ and
‘unintentional non-compliance’, given that the comprehensive assessment of actual
outcomes is beyond the scope of this study (Figure 4.3). However, as the literature
review has shown, it is possible to predict the type of expected behavioural outcomes
based on taxpayers’ behavioural intentions. Put simply, this study deals with expected
rather than actual behavioural outcomes.215

215

As indicated earlier in fn. 104, strictly and legally speaking, actual tax compliance behaviour can only be gauged
once a thorough audit is performed―by a tax authority―and the factual outcome is obtained. From the tax
authority’s point of view, there are four mutually exclusive categories of outcomes: (i) correction to the
disadvantage of the tax authority (negative corrections); (ii) no corrections (nil corrections); (iii) correction to
the advantage of the tax authority because of (unintentional) errors made by the taxpayers (positive
corrections); and (iv) corrections to the advantages of the tax authority because of (intentional) tax evasion
(Antonides & Robben 1995). These outcomes, as indicated in Figure 4.3, can be associated with different
probabilities. For example, when the probability of (non-compliant intention, unintentionally compliant
behaviour) is very low, then the probability of (non-compliant intention, intentionally non-compliant behaviour)
is very high.
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Note: This diagram illustrates types of compliance behaviour, highlighting the outcome under
study. The present study focuses on both intentional compliance and non-compliance
behaviour regarding tax reporting. Unintentional compliance and non-compliance behaviour
are beyond the scope of this study. The classification in this diagram is derived from
McKerchar's (2003) types of behavioural outcomes and the OECD's (2014b) operational
definition of tax compliance behaviour.

Figure 4.3: Tax compliance intention and behaviour outcomes
With that in mind, tax compliance behaviour can be viewed as either a process or as
an actual outcome. As a process, a taxpayer’s intention, along with other factors, may
play a major role in determining his/her expected behavioural outcome, such as to be
compliant or non-compliant. As an actual outcome, tax compliance behaviour is the
ex post outcome of a taxpayer’s intended behaviour, which is beyond the scope of this
study.
However, intention itself is considered insufficient for performing a behaviour, as
other resources, such as the ability to perform, may also be required to actuate it. As
such, if the ability to perform is below the level required to actuate the behaviour, or
the obstacle to the behaviour is greater than the level of volitional control, then
actual behavioural outcomes can be classified as ‘unintentional’.216 In this case, the
resultant behaviour can be either ‘unintentionally compliant’ or ‘unintentionally noncompliant’.217 Put simply, this study acknowledges two crucial aspects in identifying
the research problem: the importance of intention in examining behaviour and the
causal link between intention and behaviour.218
As a central area of concern, the research problem could be stated as either a
question or null hypothesis (H0).219 For instance, while the question is: “do
perceptions of corruption influence tax compliance behaviour of PITs?”, then H0 can
be expressed as “perceptions of corruption do not influence tax compliance behaviour
216

For instance, Erard (1997) suggested that, possibly due to tax ambiguity and complexity, a large portion of noncompliant tax returns may be unintentional. The Swedish National Tax Agency (2008, p. 16) described it as
‘unintentional errors’, whereas Lederman (2003) termed it as ‘innocent mistakes’.
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Unintentionally non-compliant can take two forms: (i) unintentionally under-compliant or (ii) unintentionally
over-compliant (McKerchar 2003). Recall also fn. 104.
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As economic behaviour cannot be observed directly, most economic research is largely based on assumptions.
The findings may suggest that the variables under study are systematically connected; however, often the
conclusion was made without examining the behaviour in question and, consequently, without knowing in
particular how these economic decisions are linked (Lewis 1982). One common phrase for this phenomenon is
‘correlation does not imply causation’. See also Section B of Appendix B (p. 5) for a more detailed discussion of
the term causation.

219

According to Field (2013), researchers are unable to prove an alternative hypothesis by using statistics.
Alternatively, a null hypothesis―proposing that an effect is absent―is needed. Researchers then prove that
their data rejects the null hypothesis and implicitly supports the alternative hypothesis.
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of PITs”. However, these expressions are a simplistic view of human behaviour and
considered inadequate for encompassing the breadth of the research problem.
Consequently, scrutinising the research problem requires a relevant and wellestablished theoretical template as a basis for developing a series of questions or
hypotheses.220 Therefore, understanding the relationship between the observed
variables in this study certainly requires much more than a single hypothesis.
By combining the nature of the research problem, that is, compliance behaviour
outcomes are not only intertwined with taxpayers’ intention to comply but also their
ability to comply, and the recent developments covered in the literature review, it is
possible to deduce that a relevant and well-established theoretical framework capable
of conceptually linking intention and behaviour is the TPB221 In particular, because
the theory incorporates social factors and personal attitudes, it can be argued that the
theory is capable of providing a good starting point for integrating perceptions of
corruption into an integrated model of tax compliance decision-making.
Further, as a conceptual framework, the TPB can also be used to provide valuable
information about the specific taxpayer beliefs that require changing if the malign
impact of perceptions of corruption upon tax compliance behaviour is to be
alleviated. According to Fishbein and Ajzen (2010), since beliefs represent the
information individuals have about certain behaviour, disseminating new information
can impact upon these beliefs and, therefore, can be used to effectively change
individuals’ intentions and behaviour.

4.3.2 Conceptual model
This study develops a conceptual explanatory model222 to examine the impact of
perceptions of corruption upon tax compliance behaviour. As previously discussed in
Sections 3.6 and 3.7, having reviewed a wide range of tax compliance models in the
literature review, it is reasonable to conclude that the TPB is one of the established
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It implies that in conducting this study, the author mainly adopts deductive reasoning.
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It is worth noting that, in contrast to the view among social and behavioural scientists that to understand
human behaviour, a large number of interacting causal factors need to be considered, Fishbein and Ajzen
(2010) contend that human social behaviour is shaped by a relatively small number of antecedents and
conclude that to predict human behaviour is not that difficult.

222

In this context, the term model refers to a “representation and operationalization of a theory” (Hair et al. 2010,
p. 616).
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behavioural models, particularly for explaining how psychological and behavioural
factors relate to certain behavioural outcomes.
With reference to the five types of perceptions of corruption that are the subject of
this study (Table 3.2), the logic of the research process and the proposed conceptual
model of this study can be diagrammatically illustrated (Figure 4.4).
a. Logic of research process

b. Conceptual model of the study

Figure 4.4: Logic of research process and conceptual framework of the study
Overall, the two figures propose that:
(i)

in order to be able to examine the impact of perceptions of corruption upon
tax compliance behaviour, this study should adopt a theory-testing approach
using the TPB as its explanatory tool;
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(ii)

taxpayers from different demographic backgrounds or subject to different
sources of information are likely to have different levels of perception of
corruption;

(iii)

taxpayers’ perceptions of corruption, regardless of their various background
factors, are being classified into five board categories, being the perceptions
of: general corruption, grand corruption, petty corruption, grand tax
corruption, and petty tax corruption;223

(iv)

taxpayers’ perceptions of the degree of corruption influences both their
attitudes towards non-compliance behaviour and their subjective norms;

(v)

taxpayers’ intention to comply depends on their attitudes towards noncompliance behaviour, their subjective norms and their perceived levels of
behavioural control over the performance of the particular non-compliance
behaviour; and

(vi)

taxpayers’ intention to comply combined with their perceived behavioural
control determine tax non-compliance behaviour.

Based on this conceptual model, it is now possible to further develop the research
questions along with the research hypotheses, as discussed in the next section.

4.4 Research questions and hypothesis development
Referring to the conceptual model, it can be seen that the diagram consists of three
main components: (a) background factors; (b) perceptions of corruption; and (c) the
elements of the TPB. The background factors may influence the various types of
perceptions of corruption; however, this potential relationship is not the main focus of
this study. Instead, how the perceptions of corruption may or may not affect
compliance behaviour is the main objective of the study.
For these reasons, the research questions can best be placed under three headings:224
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As mentioned earlier in Section 3.2.2, grand corruption and petty corruption are classifications made by Doig
and Theobald (1999) and the UNDP (2008). For the sake of clarity in this study, it is considered essential to
include additional types of perceived corruption that are capable of including the potential direct knowledge of
taxpayers based on actual interactions with the tax authority. For this reason, ‘grand tax corruption’ and ‘petty
tax corruption’ are included. See Mishler and Rose (2008) for a further discussion of this point.

224

As previously described in Section 1.5, there are two broad primary research questions in this study. This part
only includes the first question (Point a). The second research question concerning the implications of the
findings (Point b) will be specifically discussed in Section 8.4.
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(i) primary questions (on the relationships between perceptions of corruption and
non-compliance behaviour);
(ii) secondary questions (on the effect of background factors on the perceptions of
corruption); and
(iii) descriptive questions (to address boundary and definitional issues).
In elaborating these research questions, null hypotheses (H0) are presented exclusively
for primary research questions, to enable readers to clearly comprehend the scope of
the study.225

4.4.1 Primary research questions (PQ)
The primary research questions (PQ) along with the null primary hypotheses (PH0)
are detailed with reference to the conceptual model set out earlier in Figure 4.4.
Based on this model, this study proposes the following 8 primary research questions:
P1. Influence of perceptions of corruption upon taxpayers’ attitude towards behaviour
PQ1a : Do perceptions of general corruption positively influence taxpayers’ attitudes
towards tax underreporting?

225

PH01a

:

Perceptions of general corruption do not influence taxpayers’ attitudes towards
tax underreporting.

PQ1b

:

Do perceptions of grand general corruption positively influence taxpayers’
attitudes towards tax underreporting?

PH01b

:

Perceptions of grand corruption do not influence taxpayers’ attitudes towards
tax underreporting.

PQ1c

:

Do perceptions of petty corruption positively influence taxpayers’ attitudes
towards tax underreporting?

PH01c

:

Perceptions of petty corruption do not influence taxpayers’ attitudes towards
tax underreporting.

PQ1d

:

Do perceptions of grand tax corruption positively influence taxpayers’ attitudes
towards tax underreporting?

PH01d

:

Perceptions of grand tax corruption do not influence taxpayers’ attitudes
towards tax underreporting.

PQ1e

:

Do perceptions of petty tax corruption positively influence taxpayers’ attitudes
towards tax underreporting?

PH01e

:

Perceptions of petty tax corruption do not influence taxpayers’ attitudes

Despite some cynicism―particularly for its flawed process and its all-or-nothing thinking, null hypothesis
significance testing (NHST) is a dominant approach for testing research questions using statistical models (Field
2013).
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towards tax underreporting.
P2. Influence of perceptions of corruption upon taxpayers’ subjective norms
PQ2a

:

Do perceptions of general corruption positively influence taxpayers’ subjective
norms towards tax underreporting?

PH02a

:

Perceptions of general corruption do not influence taxpayers’ subjective norms
towards tax underreporting.

PQ2b

:

Do perceptions of grand corruption positively influence taxpayers’ subjective
norms towards tax underreporting?

PH02b

:

Perceptions of grand corruption do not influence taxpayers’ subjective norms
towards tax underreporting.

PQ2c

:

Do perceptions of petty corruption positively influence taxpayers’ subjective
norms towards tax underreporting?

PH02c

:

Perceptions of petty corruption do not influence taxpayers’ subjective norms
towards tax underreporting.

PQ2d

:

Do perceptions of grand tax corruption positively influence taxpayers’ subjective
norms towards tax underreporting?

PH02d

:

Perceptions of grand tax corruption do not influence taxpayers’ subjective
norms towards tax underreporting.

PQ2e

:

Do perceptions of petty tax corruption positively influence taxpayers’ subjective
norms towards tax underreporting?

PH02e

:

Perceptions of petty tax corruption do not influence taxpayers’ subjective norms
towards tax underreporting.

P3. Influence of attitudes towards behaviour upon taxpayers’ intention to comply
PQ3

:

Do attitudes towards tax underreporting negatively affect taxpayers’ intention to
correctly report actual income?

PH03

:

Attitudes towards tax underreporting do not affect taxpayers’ intention to
correctly report actual income.

P4. Influence of subjective norms upon taxpayers’ intention to comply
PQ4

:

Do subjective norms towards tax underreporting negatively affect taxpayers’
intention to correctly report actual income?

PH04

:

Subjective norms towards tax underreporting do not affect taxpayers’ intention
to correctly report actual income.

P5. Influence of perceived behavioural control upon taxpayers’ intention to comply
PQ5

:

Does perceived behavioural control over tax underreporting negatively affect
taxpayers’ intention to report actual income?

PH05

:

Perceived behavioural control over tax underreporting does not affect
taxpayers’ intention to report actual income.

125

P6. Influence of behavioural intention upon compliance behaviour
PQ6

:

Do intentions to report actual income positively affect taxpayers’ level of
reported income?

PH06

:

Intentions to comply do not affect taxpayers’ level of reported income.

P7. Influence of perceived behavioural control upon compliance behaviour
PQ7

:

Do perceived behavioural control over tax underreporting negatively affect
taxpayers’ level of reported income?

PH07

:

Perceived behavioural control do not affect taxpayers’ level of reported income.

P8. Effect of perceptions of corruption on intentional non-compliance behaviour
PQ8

:

Perceptions of corruption have a negative effect on taxpayers’ level of reported
income?

PH08

:

Perceptions of corruption do not have a negative effect on taxpayers’ level of
reported income.

In light of its greater communicative power, a diagrammatic representation of the eight
primary hypotheses is shown in Figure 4.5:

Figure 4.5: The hypothesised model

4.4.2 Secondary research questions (SQ)
Secondary research questions (SQ) primarily aim to better understand the effect of
background factors on perceptions of corruption. Based the literature review
(Čábelková & Hanousek 2004; Donchev & Ujhelyi 2014; Melgar et al. 2010a; Mishler &
Rose 2008; Olken 2009; Persily & Lammie 2004), two broad categories were identified
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―demographic factors and sources of information. This include the factors of age,
gender, education, income, employment status, knowledge and media.
With seven background factors and five types of perceived corruption (general,
grand, petty, grand tax, and petty tax corruption), there are 35 potential subsecondary research questions. Meanwhile, the five demographic variables―age,
gender, education, income and employment status―can also be related to the five
TPB constructs to examine whether any significant differences exist between them.
This leads to another 25 sub-secondary research questions related to the TPB
Similar to the primary research questions, these questions can also be expressed in
the form of questions or null hypotheses. For instance, the secondary research
question: ‘Does education influence the taxpayer’s perception of corruption?’ would
be framed as a secondary null hypothesis (SH0) as: ‘education is not related to the
perception of corruption.’ A total of 12 secondary research questions are detailed in
Table 4.1.226
Code

Secondary research questions (SQ)

Independent
variable

Dependent variable

S1. Influence of age on perceptions of corruption
SQ1a

Does age affect perception of general
corruption?

Age

Perception of corruption

SQ1b

Does age affect perception of grand
corruption?

Age

Perception of grand
corruption

SQ1c

Does age affect perception of petty
corruption?

Age

Perception of petty
corruption

SQ1d

Does age affect perception of grand
tax corruption?

Age

Perception of grand tax
corruption

SQ1e

Does age affect perception of petty
tax corruption?

Age

Perception of petty tax
corruption

S2. Influence of gender on perceptions of corruption

226

SQ2a

Does gender affect perception of
corruption?

Gender

Perception of corruption

SQ2b

Does gender affect perception of
grand corruption?

Gender

Perception of grand
corruption

SQ2c

Does gender affect perception of
petty corruption?

Gender

Perception of petty
corruption

SQ2d

Does gender affect perception of
grand tax corruption?

Gender

Perception of grand tax
corruption

Due to space consideration, secondary null hypotheses are not provided in Table 4.1.
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SQ2e

Does gender affect perception of
petty tax corruption?

Gender

Perception of petty tax
corruption

S3. Influence of education on perceptions of corruption
SQ3a

Does education affect perception of
corruption?

Education

Perception of corruption

SQ3b

Does education affect perception of
grand corruption?

Education

Perception of grand
corruption

SQ3c

Does education affect perception of
petty corruption?

Education

Perception of petty
corruption

SQ3d

Does education affect perception of
grand tax corruption?

Education

Perception of grand tax
corruption

SQ3e

Does education affect perception of
petty tax corruption?

Education

Perception of petty tax
corruption

S4. Influence of income level on perceptions of corruption
SQ4a

Does income level affect perception
of corruption?

Income level

Perception of corruption

SQ4b

Does income level affect perception
of grand corruption?

Income level

Perception of grand
corruption

SQ4c

Does income level affect perception
of petty corruption?

Income level

Perception of petty
corruption

SQ4d

Does income level affect perception
of grand tax corruption?

Income level

Perception of grand tax
corruption

SQ4e

Does income level affect perception
of petty tax corruption?

Income level

Perception of petty tax
corruption

S5. Influence of employment status on perceptions of corruption
SQ5a

Does employment status affect
perception of corruption?

Employment
status227

Perception of corruption

SQ5b

Does employment status affect
perception of grand corruption?

Employment
status

Perception of grand
corruption

SQ5c

Does employment status affect
perception of petty corruption?

Employment
status

Perception of petty
corruption

SQ5d

Does employment status affect
perception of grand tax corruption?

Employment
status

Perception of grand tax
corruption

SQ5e

Does employment status affect
perception of petty tax corruption?

Employment
status

Perception of petty tax
corruption

S6. Influence of knowledge on perceptions of corruption
SQ6a

Does knowledge affect perception of
corruption?

Knowledge228

Perception of corruption

SQ6b

Does knowledge affect perception of
grand corruption?

Knowledge

Perception of grand
corruption

227

i.e. as an employed PIT or a self-employed PIT

228

This refers to how knowledge about corruption is gained, i.e. directly or indirectly. While direct knowledge
deals with actual experience of paying bribes or becoming a victim of corruption, indirect knowledge refers to
second-hand reports or hearsay.
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SQ6c

Does knowledge affect perception of
petty corruption?

Knowledge

Perception of petty
corruption

SQ6d

Does knowledge affect perception of
grand tax corruption?

Knowledge

Perception of grand tax
corruption

SQ6e

Does knowledge affect perception of
petty tax corruption?

Knowledge

Perception of petty tax
corruption

S7. Influence of media source on perceptions of corruption
SQ7a

Does media source affect perception
of corruption?

Media229

Perception of corruption

SQ7b

Does media source affect perception
of grand corruption?

Media

Perception of grand
corruption

SQ7c

Does media source affect perception
of petty corruption?

Media

Perception of petty
corruption

SQ7d

Does media source affect perception
of grand tax corruption?

Media

Perception of grand tax
corruption

SQ7e

Does media source affect perception
of petty tax corruption?

Media

Perception of petty tax
corruption

S8. Influence of age on the TPB constructs
SQ8a

Does age affect attitude towards tax
underreporting?

Age

Attitude towards tax
underreporting

SQ8b

Does age affect subjective norms
towards tax underreporting?

Age

Subjective norms towards
tax underreporting

SQ8c

Does age affect perceived
behavioural control over tax
underreporting?

Age

Perceived behavioural
control over tax
underreporting

SQ8d

Does age affect intention to report
actual income?

Age

Intention to report actual
income

SQ8e

Does age affect level of reported
income?

Age

Level of reported income

S9. Influence of gender on the TPB constructs
SQ9a

Does gender affect attitude towards
tax underreporting?

Gender

Attitude towards tax
underreporting

SQ9b

Does gender affect subjective norms
towards tax underreporting?

Gender

Subjective norms towards
tax underreporting

SQ9c

Does gender affect perceived
behavioural control over tax
underreporting?

Gender

Perceived behavioural
control over tax
underreporting

SQ9d

Does gender affect intention to
report actual income?

Gender

Intention to report actual
income

SQ9e

Does gender affect level of reported
income?

Gender

Level of reported income

S10. Influence of education on the TPB constructs
229

Media source refers to certain types of information sources, namely: television, press media, radio, internet
and other publications.
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SQ10a

Does education affect attitude
towards tax underreporting?

Education

Attitude towards tax
underreporting

SQ10b

Does education affect subjective
norms towards tax underreporting?

Education

Subjective norms towards
on tax underreporting

SQ10c

Does education affect perceived
behavioural control over tax
underreporting?

Education

Perceived behavioural
control over tax
underreporting

SQ10d

Does education affect intention to
report actual income?

Education

Intention to report actual
income

SQ10e

Does education affect level of
reported income?

Education

Level of reported income

S11. Influence of income level on the TPB constructs
SQ11a

Does income level affect attitude
towards tax underreporting?

Income level

Attitude towards tax
underreporting

SQ11b

Does income level affect subjective
norms towards tax underreporting?

Income level

Subjective norms towards
on tax underreporting

SQ11c

Does income level affect perceived
behavioural control over tax
underreporting?

Income level

Perceived behavioural
control over tax
underreporting

SQ11d

Does income level affect intention to
report actual income?

Income level

Intention to report actual
income

SQ11e

Does income level affect level of
reported income?

Income level

Level of reported income

S12. Influence of employment status on the TPB constructs
SQ12a

Does employment status affect
attitude towards tax underreporting?

Employment
status

Attitude towards tax
underreporting

SQ12b

Does employment status affect
subjective norms towards tax
underreporting?

Employment
status

Subjective norms towards
on tax underreporting

SQ12c

Does employment status affect
perceived behavioural control over
tax underreporting?

Employment
status

Perceived behavioural
control over tax
underreporting

SQ12d

Does employment status affect
intention to report actual income?

Employment
status

Intention to report actual
income

SQ12e

Does employment status affect level
of reported income?

Employment
status

Level of reported income

Table 4.1: Secondary research questions (SQ)

4.4.3 Descriptive research questions (DQ)
Based on the literature review, it is clear that there is a range of descriptive and
definitional issues with respect to perceptions of corruption and tax compliance
behaviour. Accordingly, before being able to examine the primary and secondary
research questions, it is necessary to clarify definitions and delineate the conceptual
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boundaries of this study. By doing so, a better foundation for the interpretation and
discussion of the findings can be provided.
Similar to the primary and secondary research questions, the descriptive research
questions (DQ) can be expressed as research questions. However, by nature, they are
not hypotheses and accordingly will not be tested. For instance: How is perception of
corruption defined? How is compliance behaviour measured? Is perception of
corruption a significant concern for personal taxpayers? Table 4.2 lists the descriptive
research questions. These will be adopted in the interview phase (Section 4.5.1).
Code

Descriptive questions (DQ)

DQ1

How is a personal income taxpayer defined?

DQ2

What are the main differences between an employed and a self-employed personal
income taxpayer?

DQ3

How is perception of corruption defined?

DQ4

What types of perceptions of corruption exist?

DQ5

How do personal income taxpayers generally receive information about corruption?

DQ6

Is perception of corruption a significant concern for personal income taxpayers?
How do they generally feel about this?

DQ7

What is tax compliance behaviour?

DQ8

How is tax compliance behaviour determined?

DQ9

What is the difference between intentional and unintentional non-compliance
behaviour?

DQ10

How do personal income taxpayers complete their tax returns in general?

DQ11

How do individual income taxpayers feel about being required to obey the tax law
in general?

DQ12

What are generally the advantages or disadvantages of disclosing full actual
income in the annual tax return for individual income taxpayers?

DQ13

Who would possibly support or advise against individual income taxpayers’
decisions regarding their non-compliance behaviour?

DQ14

What factors generally make it easy or difficult for individual income taxpayers to
comply with tax?

DQ15

What factors generally make it easy or difficult for individual income taxpayers to
evade taxes?

DQ16

What conditions would generally encourage individual income taxpayers to comply
with or to avoid income tax?

DQ18

To what extent do perceptions of corruption have any influence over individual
income taxpayers’ compliance behaviour?

DQ19

In what way do perceptions of corruption have any influence over individual income
taxpayers’ compliance behaviour?
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Table 4.2: Descriptive research questions (DQ)

4.5 Data collection strategies
4.5.1 Collection methods
It is now possible to clarify the means by which data was collected, where or from
whom the data was collected, and what methods were to be used. As previously
indicated in Section 4.2, this study employed both the qualitative and quantitative
paradigms in a sequential priority model of ‘qual  QUANT’.230 The mixed-methods
approach was desirable for enhancing research method capabilities and improving
the quality of research findings.
Embarking upon theory testing and embracing the TPB as its theoretical framework,
it is acknowledged that two approaches can be used to assess the behaviour under
study: direct observations and self-reported measures.231 Similar to that in many areas
of taxation research, due to practical concerns and confidentiality issues, the vast
majority of empirical studies on behaviour rely heavily on self-reports rather than
direct observations (Fishbein & Ajzen 2010). Also, like attitudes, all of the observed
variables in this study were hypothetical constructs―i.e. invented by scholars to
represent a set of phenomena―which are impossible to directly observe (Schwarz &
Bohner 2001). As such, the data relied on in this study was primarily based on
taxpayers’ self-reported responses. The adoption of this approach in this study is
briefly described in Table 4.3.
Approach

Data collection
methods

Participants/
respondents

Selection/ sampling

Qualitative – the first
phase (preliminary

In-depth interviews

Taxpayers

Purposive sampling

Tax officers

232

230

As previously indicated in Section 4.2, this symbol means that qualitative methods are employed as a
supplementary method, whereas quantitative methods are the core method. In other words, the priority
method in this study is the quantitative method, which is preceded by a preliminary contribution of qualitative
methods.

231

In other words, this study falls into a non-experimental research design category, i.e. “the use of methods and
procedures to make observations in which the behaviour or event is observed ‘as is’ or without an intervention
from the researcher” (Privitera 2013, p. 156). This approach is generally used to describe and predict the
relationships among variables.

232

The interviewed tax officials consist of top-middle and low levels. It is considered that while top-middle level
staff might able to provide more conceptual information about the research topic, operational level
staff―particularly account representatives and tax auditors―are considered to have rich knowledge and reallife experience of taxpayers' compliance behaviour, as most of them have been involved in a national tax
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Tax agents233

method)
Quantitative – the second
phase (core method)

Survey (face-to-face
self-completion
questionnaires)

Personal income
taxpayers

Combined random
sampling and
convenience
sampling

Table 4.3: Data collection strategies
In the first stage, a qualitative approach using in-depth interviews was undertaken.
The in-depth interview method was argued to not only have capabilities to collect the
richness of the data, but was also able to strengthen the construct as well as to
increase both internal validity and reliability of the findings (Mangioni & McKerchar
2013). This approach, therefore, can be used not only to illustrate a preliminary ‘map’
of perceptions of corruption and the determinants of tax compliance behaviour in an
appropriate context, but also to aid the effectiveness of the quantitative approach.
This is because the focus of behavioural studies is not on behaviour itself, but on how
people perceive and interpret their experiences (Privitera 2013). This suggests that
interpretation is perhaps the most crucial thing in social science (Denzin & Lincoln
1994).
In this preliminary approach, several interviews were conducted. They served to
identify and clarify preliminary behavioural patterns based on the adopted conceptual
frameworks derived from the extensive literature review and reflected in the
descriptive research questions. For this reason, the researcher―as the interviewer―
metaphorically took a role as ‘a miner’ instead of ‘a traveller’.234 By doing so, it was
hoped that the preliminary approach produced a more well-informed survey
instrument used in the quantitative process.
Further, regarding the interview method, research in social science has commonly
seen three approaches: structured, semi-structured, and unstructured interviews.235

program called the "National Tax Census (Sensus Pajak Nasional―SPN)". Involving visits to taxpayers' homes,
this program commenced in 2011 (DGT 2012) and was completed in 2014.
233

Unlike in Australia, Indonesian tax preparers are referred to as ‘tax consultants’. See fn. 241 regarding the
number of tax agents in Indonesia as of July 2013.

234

According to Kvale and Steinar (2009, p. 48), in doing an interview, the interviewer has two contrasting optional
roles, either as 'a miner' or as 'a traveller'. As a miner, "... knowledge is understood as buried metal", whereas
as a traveller, knowledge is "... a journey to a distant country that leads to a tale to be told upon returning
home.”

235

In this sense, while face-to-face structured interviews can be more closely associated with the quantitative
paradigm, unstructured interviews are more closely linked to the qualitative paradigm (McKerchar 2010).
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As described in Table 4.4, Roulston (2010) provides brief characteristics of each type
of approach.
Structured Interviews ↔

Semi-structured Interviews

↔

Unstructured Interviews

The interviewer follows
scripted questions in a
particular sequence.

Interview protocol is used as a guide
and questions may not always be
asked in the same order; the
interviewer initiates questions and
poses follow up ”probes” in response
to the interviewee’s descriptions and
accounts.

Both interviewer and
interviewee initiate questions
and discuss topics.

The interviewee chooses
responses from a range of
fixed options that are coded
quantitatively; responses are
provided by the interviewer.

The interviewee selects own terms to
formulate answers to questions;
responses are guided by the
interviewer’s questions.

The interviewee selects own
terms to participate in freeflowing conversation.

Asymmetrical structure.

Asymmetrical structure.

Possibly less asymmetrical
structure.

Data analysed via deductive
analysis for hypothesis testing
in multivariate studies.

Data analysed via inductive analytic
methods for descriptions and
interpretations in interpretive
studies.

Data analysed via inductive
analytic methods for
descriptions and
interpretations in interpretive
studies.

Source: Roulston (2010, p. 14-15).

Table 4.4: Range of interviews
With reference to the research problem, the conceptual model of study, and the
interview guidelines in Table 4.4, this study adopted semi-structured interviews to
obtain the qualitative data. It was anticipated that, during data analysis, this approach
emphasised the importance of using a deductive approach for hypothesis testing in
multivariate studies (Roulston 2010). Thus, this approach was considered to be
appropriate to facilitate the aim of this study and to understand how perceptions of
corruption affect tax compliance behaviour as a “particular social phenomenon”
(Alford 1998, p. 38)
In terms of content, twenty open-ended questions were established as a guideline for
the semi-structured interviews. These questions were derived from the descriptive
research questions (DQ; Section 4.4.3). The topics were: general description of
personal taxpayers; perception of corruption; and tax compliance behaviour
(including taxpayers’ attitudinal and motivational factors towards tax compliance). In
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conducting the interviews, the researcher took the role of a ‘miner’ rather than a
‘traveller’ (Kvale & Steinar 2009).236
In the second stage, a quantitative approach was undertaken. In this core strand, a
questionnaire survey237 was carried out to examine the structural relationships among
the independent variable (i.e. perceptions of corruption) and the dependent variable
(i.e. tax compliance behaviour) as well as the prescribed variables within the adopted
theoretical template. As previously discussed, by using certain statistical methods, a
survey allows the researcher to obtain a dynamic pattern of structural relationships or
effects among the observed variables under study.
Also, surveys can be considered as a sound alternative to obtain information about
non-compliance (Lewis 1982), particularly because of its capability to include many
demographic, socioeconomic and attitudinal variables compared to secondary
sources of information such as tax return or tax audit data (Andreoni et al. 1998;
Katona 1977). Thus, surveys allow researchers to examine a rich set of data to
investigate their hypothesis towards tax compliance behaviour (Andreoni et al. 1998).
With reference to the data collection strategies used (Table 4.3), detailed discussions
of the survey coverage, accessible population and sample size are presented in the
next three sections.

4.5.2 Survey coverage
Generally speaking, one central concern in taxation research is getting access to
taxpayers’ data (Andreoni et al. 1998; McKerchar, 2008). This is partly because, as tax
returns are mostly confidential (Kornhauser 2007), research in the area of taxation is
potentially hampered by confidentiality issues (Antonides & Robben 1995),
particularly when utilising taxpayers’ information from a tax authority.238
Furthermore, it is also important to pay considerable attention to other resource

236

Recall fn. 234 for a detailed explanation.

237

In surveys, information is obtained through oral or written questioning. While oral questioning refers to
interviewing, written questioning deals with the use of questionnaires (Sarantakos 2013).

238

For instance, in the Indonesian context, such tax-related confidentiality issues previously emerged as a national
political dispute when the Indonesian Supreme Audit Board (Badan Pemeriksa Keuangan─BPK) requested a
judicial review from the Indonesian Constitutional Court (Mahkamah Konstitusi─MK) regarding taxpayers'
information secrecy. In February 2008, the BPK lodged a judicial review with the MK concerning confidentiality
issues as stipulated in Article 34 of the relevant tax law, in its connection with audit procedures of tax revenue.
See <http://www.bpk.go.id/pengumuman/siaran_ pers_pajak_ sidang_27_ feb.pdf>, accessed 7 October 2013.
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constraints―e.g. time, expertise, financial support―given that a research project
which requires more than the available resources may end up incomplete. In this
respect, it is necessary to initially identify the population under study. Given the high
number of taxpayers and the extensive area of tax administration in Indonesia,
reasonable spatial and temporal boundaries are required to make this study feasible.
Two discrete justifications emerged from this consideration. First, as Figure 4.6
describes, although its area comprises less than 7 per cent of Indonesia’s total land,
the island of Java is inhabited by more than 53 per cent of the total population.

Source: Based on author's elaboration on the BPS (2013) data and the DGT's internal data
available to the author.

Figure 4.6: General information about the Indonesian tax authority and
Indonesian personal income taxpayers, as of December 2012
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This centralised demographic condition is confirmed by the fact that almost 58 per
cent of Indonesian GDP is generated from Java (BPS 2013). As such, in terms of
administrative coverage, almost 60 per cent of total income taxpayers are
administered by the 189 tax offices (57 per cent of Indonesia’s total) in Java.
Second, it is essential to understand that there are two contextual characteristics that
need to be taken into account in conducting this survey research in Indonesia. First,
most income taxpayers manually lodge their annual (paper-based) tax returns in
person by attending a designated tax office. While it is possible for some of them to
lodge electronically, as Table 4.5 suggests, only a miniscule portion of taxpayers have
lodged their annual income tax returns electronically (using the online e-SPT system)
in the relevant period.239
Fiscal year

Total annual tax returns lodged
electronically (i.e. using e-SPT)
Total annual tax returns received
by the DGT

2008

2009

2010

2011

2012

43,897

58,880

61,651

120,790

117,092

2,097,849

5,413,114

8,202,309

9,332,626

9,482,480

2.1

1.1

0.8

1.3

1.2

Usage of e-SPT (%)

Source: Adapted from DGT (2013).

Table 4.5: The usage of e-SPT during fiscal years 20082012240
Second, in terms of the role of tax agents, it is concluded that, given that the number
of tax agents in Indonesia is very small compared to the number of taxpayers, and
that their clients represent a minuscule portion of taxpayers, the potential influence
of tax agents on the compliance behaviour of PITs is arguably negligible.241 As such,

239

In 2007 the DGT introduced an IT-based service―called ‘e-SPT’―which allows income taxpayers to
electronically submit their annual income tax return (Surat Pemberitahuan Tahunan―SPT). This online
application can be used for fiscal year 2008 onwards (DGT 2013).

240

The data of taxpayers using e-SPT in this table represents aggregate data of both personal and corporate
income taxpayers, as more detailed information is unavailable. It is worth noting, however, that an
overwhelming portion of the received annual tax returns are PIT tax returns (e.g. almost 94 per cent in fiscal
year 2012).

241

As of 31 July 2013, the number of registered tax agents in Indonesia was 1,883 and the number of taxpayers
who used tax agents was only 5,410. See <http://www.pajak.go.id/node/8289?lang=en>, accessed 9 November
2014. Both of these numbers are miniscule compared to the number of registered taxpayers (almost 25 million
in 2013; recall Section 2.2.4). It is possible, however, that the representation of tax agents among taxpayers is
underestimated. The plausible explanation is that many income taxpayers who actually used tax agents may
not have officially declared this engagement in their annual tax returns.
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tax agents are not considered as potential respondents, and the effects of their
relatively insignificant roles are omitted from this study.242
In light of this consideration, particularly due to demographic circumstances, it is
concluded that the primary focus of this study should be on PITs residing in Java.
Nonetheless, to increase the range of the demographic characteristic of the
respondents, it is beneficial to include respondents other than Javanese. Accordingly,
this study was conducted in East Java and Central Java provinces, as well as in Bali
province. More specifically, this study covers 12 tax offices in four different regional
tax offices across Indonesia.243

4.5.3 Accessible population
Having determined the region of the respondents, it is now possible to identify the
potential respondents of the study. Due to confidentiality issues,244 access to the
details of taxpayers’ identities is not available.245 This obviously limits the options for
collecting data.246 Nevertheless, provided that adopting pure random sampling is not
the only possible method to obtain a representative sample of the population
(Privitera 2013), combined random sampling and convenience sampling was
considered the most feasible option.247 By adopting this approach, as Figure 4.7

242

In contrast, it is worth noting that in some countries―e.g. Australia, Ireland and Italy―much higher
proportions of taxpayers use tax agents or advisors (e.g. Evans 2012; Walsh 2012).

243

In order to be able to do this, a formal request for a research permit was submitted to the Head Office of the
DGT in June 2014.

244

From a legal perspective, strictly speaking, it is unlikely to be possible to obtain taxpayer information such as
name, address, or tax file number. It is explicitly regulated in Article 34 of Law Number 28 of 2007 concerning
General Provisions and Tax Procedures that "every official, either tax official or anyone involved in taxation,
shall be prohibited from disclosing confidentiality of the taxpayer related to taxation subjects, including: (a) tax
return, financial statements, and other related forms filed by a taxpayer; (b) any data obtained from audit
process; (c) any documents and/or data acquired from third parties that is considered to be confidential; (d)
any documents or confidential of the taxpayer in accordance with the related provisions of the tax laws." Recall
also fn. 238 for a related concern.

245

Regarding this, the DGT has issued a revolving letter number SE-23/PJ/2012 of 25 April 2012 concerning
research permit and data inquiry procedures in the DGT It is explicitly stated that it is allowable to conduct a
survey questionnaire but, access to taxpayers' personal data is strictly prohibited.

246

For instance, if this is the case, it is certainly not feasible to conduct a mailed survey since the addresses of the
sampled taxpayers are not accessible.

247

In this respect, according to Galvan (2014), due to limited funds to conduct the study and limited cooperative
contacts required to perform random sampling, most researchers are unable to obtain random samples, at
least not in their finest form.
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illustrates, both employed and self-employed PITs who attend the observed tax office
are treated as an accessible population.248

Figure 4.7: Combined convenience sampling with cluster random sampling
Consequently, as indicated earlier in Figure 4.3, this study only examines one specific
expected behavioural outcome of employed and self-employed PITs who filed an
annual tax return for fiscal year 2014. That is, by adopting typical taxpayer obligations
(as described by the OECD, 2014b), the expected outcome of this study is derived
from correctly-reported annual tax returns (see Table 4.6 for a detailed comparison).
No

The OECD’s (2014b) compliance
outcomes

Part of full extent
of compliance
outcomes249

Examined compliance
outcome in this study

1

Registration in the system

Yes

No

2

Timely filing or lodgement of tax return

Yes

No

248

Accessible population can be defined as "the portion of the population to which the researcher has reasonable
access; may be a subset of the target population.” See <http://www.umsl.edu/~lindquists/ sample.html>,
accessed 5 September 2014. In terms of reasonable access, in the Indonesian context, it is usual practice that a
large number of taxpayers lodge their tax returns―either monthly or annually―by directly visiting tax offices
on specific dates. Specifically, the peak season for monthly reporting of income tax is during the 15 th-20th of
each month, while for annual reports for individual taxpayers, it is during mid- to the end of March. Most tax
offices usually extend their working hours during the peak annual reporting period.

249

According to the OECD (2004), to be considered as compliant, a taxpayer must meet all four prescribed
requirements. However, the OECD (2004) noticed that the extent of compliance does not lie in a binary
outcome.
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3

Reporting of correct tax liabilities

Yes

Yes

4

Payment of taxation obligations on time

Yes

No

Table 4.6: Studied behavioural compliance outcomes

4.5.4 Sample size
As indicated earlier in Section 4.5.2, this study is conducted at 12 tax offices in four
regions. It is fruitful to further explore the indicative population of the samples.
Practically speaking, the actual and size of the accessible population is unknown.250
Nonetheless, it is possible to estimate the accessible population of each tax office by
multiplying the number of registered PITs who were obliged to lodge tax returns as of
December 2012 by the filing ratio, as described in Table 4.7.251

Regional
tax
offices252

East Java I

East Java III

Bali

Yogyakarta

Name of randomly
selected tax offices

Number of registered
PITs who obliged to
lodge annual tax
returns as of Dec 2012

Estimated accessible
population253

Total of
estimated
accessible
population

Employed

Self-Emp.

Employed

Self-Emp.

Surabaya Rungkut

31,327

5,745

18,358

1,333

19,691

Surabaya Mulyorejo

45,301

11,537

26,546

2,677

29,223

Sby. Karangpilang

23,344

6,948

13,680

1,612

15,292

Malang Selatan

48,714

9,482

28,546

2,200

30,746

Malang Utara

45,112

6,555

26,436

1,521

27,957

Singosari

52,568

6,945

30,805

1,611

32,416

Badung Selatan

26,054

5,574

15,268

1,293

16,561

Denpasar Barat

51,993

12,462

30,468

2,891

33,359

Denpasar Timur

46,130

12,900

27,032

2,993

30,025

Yogyakarta

44,445

11,930

26,045

2,768

28,813

Sleman

97,432

11,422

57,095

2,650

59,745

Bantul

56,110

10,711

32,880

2,485

35,365

Total

568,530

112,211

333,159

26,033

359,192

250

This is because the accessible population in this study consisted of both employed and self-employed PITs who
attended the observed tax office in person to fulfil their tax obligations.

251

It can be expected that the filing ratio would be somewhat stable at the time of study. For instance, the DGT's
internal data (available to the author) suggests that the filing ratios of PITs for fiscal years 2009 to 2012
remained relatively consistent, at 56 per cent, 61 per cent, 55 per cent and 54 per cent, respectively.

252

To date, there are 39 tax offices under these 4 regional tax offices, i.e. 12, 14, 8 and 5 tax offices for East Java I,
East Java III, Bali and Yogyakarta regional tax offices, respectively. The tax offices under study were randomly
selected.

253

Based on the national filing ratio data of December 2012, there were 58.6 per cent employed PITs and 23.2 per
cent self-employed PITs, as described in Figure 4.6. The actual number in the accessible population is likely to
be lower than this estimate, as a small portion of PITs may use electronic tax returns (e-SPT) or lodge the
returns by mail.
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Source: Adapted from the DGT’s internal data.254

Table 4.7: Location and estimated size of the accessible study population
Based on a data table provided by Sekaran and Bougie (2010),255 it is possible to justify
the sample size to ensure a good decision model in this study.256 The justifications are
threefold. First, considering that the accessible population in this study is under
500,000, it is safe to conclude that a sample of 384 is sufficient.257 Second, as will be
discussed later, this study adopts structural equation modeling (SEM) as its primary
analytical tool, where the appropriate sample size for a very complicated path model
should be more than 200 cases (Kline 2005).258 Third, it is suggested that the sample
size for a complicated SEM model should be at least 300 (Blunch 2013).259 Thus,
provided that this study employs seven latent variables,260 a sample of 384 is
considered to be adequate (Hair et al. 2010).
In this case, based on their eligibility, approximately 32 respondents―consisting of 16
employed PITs and 16 self-employed PITs―were randomly selected and surveyed in
each of 12 tax offices, providing a minimal total target sample of 384. Given that the
surveyed respondents were those who attended the tax office, it is considered crucial
to maintain the appropriateness of the unit of analysis of this study―i.e. those who
actually made decisions regarding tax compliance outcomes. As Smith and Kinsey

254

i.e. official letter number S-179/PJ08/2013 of 30 August 2013 concerning the number of registered income
taxpayers who are obliged to lodge annual income tax returns as of 31 December 2012.

255

i.e. table of "sample size for a given population size" (Sekaran & Bougie 2010, pp. 295-296).

256

According to Sekaran and Bougie (2010), while sample sizes between 30 and 500 are considered appropriate
for most studies, very large samples (i.e. over 500) may lead to problems of misinterpretation by potentially
triggering Type II errors, which are where researchers accept research findings they should reject. While small
samples are insensitive, large samples tend to be overly sensitive in detecting effects (Field 2013; Hair et al.
2010).

257

This sample size is based on a calculation provided by the Raosoft 'sample size calculator' software
<http://www.raosoft.com/samplesize.html?nosurvey>, with 5 per cent margin of error, 95 per cent confidence
level, and an estimated accessible population size of 360,000 (see Table 4.7 for the estimation process).
Accessed 19 October 2014.

258

According to Kline (2005), there are three categories of sample size in estimation methods: n < 100 is small, n =
100200 is medium and n > 200 is large.

259

It is worth noting that in SEM applications, to obtain reliable covariance and correlation estimates and to
maintain the power of statistical tests, large sample sizes are generally required (Kline 2005). However, there is
little consensus on how large the sample needs to be.

260

A latent variable is a variable that cannot be directly measured by a commonly-accepted measurement
instrument as it reflects many concepts from the behavioural and social sciences, such as: satisfaction, lifestyle,
social class and norms (Blunch 2013). A detailed discussion of the latent variables in this study is presented in
Section 4.6.
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(1987) stated, if the vast majority of sampled taxpayers are passive decision makers,
the tested model would give significantly biased results.261

4.6 Model constructs and measurement
This study integrates the perceptions of corruption as the variable of interest into the
well-established behavioural model of the TPB to examine the impact of this variable
on the tax compliance behaviour of Indonesian PITs. It is evident that both perceptions
of corruption and the prescribed variables in the TPB (i.e. attitudes towards behaviour,
subjective norms and perceived behavioural control) are entirely hypothetical
constructs.262 As they may incorporate many subtle elements, many constructs or
concepts are not directly observable and their empirical evidence is neither clear nor
easy to obtain. This may apply to norms, values, alienation and cohesion (Sarantakos
2013).
As such, in conducting social research, it is essential to concentrate on indicators of a
concept instead of the concept itself (Sarantakos 2013).263 This is what de Vaus (2014, p.
45) calls “descending the ladder of abstraction”. It refers to a process of moving from
theoretical concepts to the point where the researcher is able to develop a research
instrument (e.g. questionnaire) to tap into the the abstract concepts (de Vaus, 2014). In
this operationalisation process, the researcher identifies empirical observations that
can be adopted as indicators of the attributes held in a given construct (Babbie 2004).
Further, an operationalisation process―i.e. converting a theoretical concept into an
empirical concept―can be broken down into four stages: (i) identifying the
dimensions of the concept, (ii) selecting indicators, (iii) identifying empirical referents,
and (iv) quantifying the variable (Sarantakos 2013). For instance, the amounts of money
261

Smith and Kinsey (1987) maintained that including non-active decision makers in compliance research may risk
erroneous statistical test results, either Type I errors (false positives, i.e. researchers conclude that there is a
genuine effect when in reality there is not) or Type II errors (false negatives, i.e. researchers believe that there
is no effect when in fact there is). In light of these risks, a detailed discussion on how the survey in this study is
conducted is described in Section 6.3.

262

In this study, due to their substantially similar meanings, 'construct' and 'concept' are sometimes used
interchangeably. Construct is "an image, idea, or theory, especially a complex one formed from a number of
simpler elements.” See <http://dictionary.reference.com/browse/construct?s=t>. Concept is "an idea of
something formed by mentally combining all its characteristics or particulars; a construct.” See
<http://dictionary.reference.com/browse/concept?s=t>, accessed 13 September 2014. See also fn. 264.

263

This task refers to a process called operationalisation. According to Sarantakos (2013, p. 153), the term can be
defined as "...the process of converting concepts into their empirical referents, or quantifying concepts for the
purpose of measuring their values, such as occurrence, strength and frequency."
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people earn, the types of job people have, and the number of years of study people
completed are observable factors that can convert a theoretical concept of ‘social class’
into an empirical concept. Put simply, clarification of the concept is a critical starting
point in selecting relevant indicators.
Thus, before proceeding to discuss the specific measurements of these constructs, it is
necessary to initially explore the differences between formative and reflective
measures, to understand the nature and the relationships between constructs and their
indicators.

4.6.1 Formative and reflective measures
As a construct or a concept cannot be measured directly, indicators are required to
measure them (Hair et al. 2010).264 Regarding this, both formative and reflective
measures discuss the nature of the causal relationships between constructs and their
indicators. On the one hand, formative measures, also termed ‘cause indicators’
(Bollen & Lennox 1991), refer to measures that influence or cause the creation of the
underlying construct (Blalock 1964). The indicators jointly develop the construct and,
consequently, the substantial meaning of the construct is actually derived from its
measures. This relationship suggests that the measures are independent to the
construct and accordingly the measures are assumed not to correlate with each other,
implying that they create the constructs as a group. Consequently, dropping one of
the formative indicators may damage the substantial meaning of the construct as the
model excludes the unique element of its measurements (MacKenzie et al. 2005).
On the other hand, as an opposite to formative measures, reflective measures are
commonly identified as effect indicators (Bollen & Lennox, 1991). These measures are
so termed because of their role of reflecting the underlying construct they serve. In
reflective measures, the direction of causality originates from the construct to the
indicators. In contrast to formative measures, given the notion that reflective
indicators represent the same underlying concept, a high correlation is expected
between them. Consequently, these indicators should be capable of demonstrating
high levels of internal consistency and reliability (Bollen & Lennox 1991). Hence,

264

A construct is a latent or an unobservable concept that generally is defined in conceptual terms―thus, it
cannot be directly measured or assessed without error. Indicators (also called manifest variables) are observed
values specified by the researcher to measure a latent construct. Indicators are needed because no single
variable can completely represent a construct (Hair et al. 2010).
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dropping a reflective indicator is less damaging than dropping a formative measure,
as they do not change the substantive meaning of the construct. In this respect, the
most commonly used latent variable measurements in the SEM literature are
reflective models (Jarvis et al. 2003).265
This study employs reflective models. The justification for this is because, by adopting
the TPB as a primary theoretical framework, the context of this study is theory
testing. Further, while it is acknowledged that most of adopted measurement in social
science employs reflective indicators (Bollen, 2002; Jarvis et al. 2003), it has been
debated that the adoption of formative indicators remains questionable in theory
testing research (Wilcox et al. 2008). The appropriateness of using reflective
measurement rather than formative measurement to study latent variables in social
science is advocated by several authors (e.g. Borsboom et al. 2003; Ping 2004).

4.6.2 Measurement scales
Based on earlier discussion, it can be seen that a variety of latent constructs are used
in this study. To be able to test empirical presumptions and to provide the answers to
the research questions, a scale of measurement is therefore needed. In social science,
scales are employed to derive information about values, attitudes and intentions
(Hӓder 2008).
Given the nature of the primary research questions described earlier in Section 4.4.1,
interval measurements take a central role in this study.266 A commonly used interval
measurement in behavioural science, particularly in those using self-reported data, is
the rating scale (Field 2013; Privitera 2013).267 In this sense, many behavioural
scientists assume that the distance between each point on a rating scale is the same
or equal, as Figure 4.8 suggests (Privitera 2013).268

265

Regarding these two opposing types of measures, Jarvis et al. (2003) highlighted some guidelines to distinguish
formative and reflective measures. Based on this guidance, four applicable criteria can be used to distinguish
them: (i) the direction of causality between the latent construct and its indicators; (ii) interchangeability of the
indicators; (iii) covariation among the indicators; and (iv) similarity of antecedents and consequences

266

It does not necessarily mean that other types of measurements are not used in this study. For example, many
elements in the secondary research questions adopt not only nominal measurements (e.g. gender, location of
respondents) but also ordinal measurements (e.g. levels of education) and ratio measurements (e.g. age). For
further discussion on this topic see Babbie (2004) or Privitera (2013).

267

According to Privitera (2013), the underlying principles of an interval scale are its equidistant intervals and no
true zero.

268

Despite the fact that a seven-point semantic differential format has been found to be optimal, there is nothing
sacred about this scale. The investigator can justify using more or fewer scale points (Ajzen 2014). The TPB does
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Satisfaction ratings
1

2

3

4

5

Completely
unsatisfied

6

7
Completely
satisfied

Source: Privitera (2013, p. 98).

Figure 4.8: An example of a 7-point rating scale used for scientific investigation
For this reason, consistent with the specificity requirement in the TPB framework,
wherever possible, all questions regarding the rating of latent constructs in this study
embrace four specific elements considered essential (Fishbein & Ajzen 2010). These
are: the specific behaviour carried out, the target at which the behaviour is aimed, the
specific context in which the behaviour is performed, and the timeframe in which the
behaviour is actuated. The following section further discusses these elements.

4.7 Construct development
As indicated earlier in Section 4.3.2, the conceptual model of this study consists
primarily of six latent constructs. These are: (i) perceptions of corruption, (ii) attitude
towards behaviour, (iii) subjective norms, (iv) perceived behavioural control, (v)
intention to comply, and (vi) compliance behaviour.
Before embarking upon the development of these constructs, it is necessary to
underline that the way researchers define a construct largely depends on how they will
observe it (Babbie 2004; Privitera 2013; Sarantakos 2013; de Vaus 2014). This is because a
construct can be defined with varying levels of specificity, ranging from very narrow
concepts―with a clear demarcation of the definition of the construct―to more
abstract concepts―with indistinct boundaries of the construct (Hair et al. 2010; Little
et al. 2002). As a result, a given behaviour can be viewed from different levels of
specificity, based on its type of targets, actions, contexts or timeframes (TACT)
(Fishbein & Ajzen 2010). Thus, because the same construct can be assessed in very
different ways, it is essential to understand not only what was evaluated in a study, but
also how it was assessed (Privitera 2013).
It is also crucial to recognise that to be able to perform scientific observation of
behaviour, only observable and measurable behaviour can be addressed. That is, a
not require any specific form of scaling, thus instead of unipolar scaling of a 7-point scale, a bipolar scale of -3
to +3 can also be used (Ajzen, 2014). It is worth noting, however, the zero value in this scale is not 'true zero'.
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systematic way to test the claims made by researchers must be provided to ensure that
the behaviour under study truly exists and can be observed or measured by others in a
similar way (Privitera 2013).269
Following these lines of thinking, it is necessary to clarify the identification process and
the varying levels of specificity of the behaviour of interest in this study.270 Using the
work of Fishbein and Ajzen (2010), in light of its more practical illustration, this notion
is further detailed and presented in Table 4.8.
Level of
specificity

Action

Target

Context

Time

Specific

Reporting of complete and
accurate information of
actual income on an annual
income tax return

Relevant
tax office

As an employed or
a self-employed
personal income
taxpayer

Fiscal year
2014

Intermediatehigh

Reporting of complete and
accurate information, and
payment on time of income
tax obligations

Tax
offices271

As a personal
income taxpayer

Past three
fiscal years

Intermediatelow

Complying with income tax
obligations

the DGT

As a taxpayer

Past five fiscal
years

Low

Complying with tax
obligations

-

-

Past 10 fiscal
years

Table 4.8: Defining tax compliance behaviour at varying levels of specificity272
Based on the descriptions presented in Table 4.8, it can be seen that tax compliance
behaviour can be scoped at different levels of abstraction. Nonetheless, regardless of
how narrowly or broadly a behaviour is defined with respect to its target, action,
context or time, the most essential objective of studying a behaviour of interest is to
understand why people do or do not actuate that behaviour (Fishbein & Ajzen 2010).

269

In other words, it should be replicable. A replicable variable is one that is stable, consistent, or repeatable
across observations (Privitera 2013). This criterion is closely related to the reliability criterion.

270

It is important to specify the behavioural outcome under study to allow researchers to improve the quality of
their analysis as well as to reduce the source of error variance (Smith & Kinsey 1987). Also, with respect to the
adoption of the TPB, it was argued that attitudes and behaviour are highly related when both are investigated
at the same level of specificity (Conner & Sparks 2005).

271

In the Indonesian context, in certain cases of the annual tax return, a taxpayer is allowed to lodge his/her tax
return through a different tax office other than where he/she is formally registered. The receiving tax office will
forward the document to the appropriate tax office.

272

The observed behaviour is commonly defined in terms of its target, action, context and time (TACT). However,
the definition of TACT components is somewhat arbitrary, resulting in, for example, a 'target' in one situation
can be a 'context' in other occasion, or vice versa (Ajzen 2002; Fishbein & Ajzen 2010).
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To do this, an appropriate measurement must be developed. In this context, three
behavioural criteria can be adopted: dichotomous, magnitude and frequency criteria
(Fishbein & Ajzen 2010).273
Due to the limited options for data collection and the variety of possible tax
compliance behaviours (McKerchar 2003; OECD 2014b), this study limits its behaviours
of interest to the reporting of information on annual tax returns.274 To be able to assess
this and develop a construct for it, the magnitude criterion is adopted.275 The
behavioural limitations used reflect the ‘specific’ levels of compliance behaviour
described in Table 4.8, and are crucial to maintaining the predictive ability of the
TPB.276 This definitional boundary is considered appropriate for developing this study’s
research constructs.
To enable readers to clearly understand this process, it is useful to classify the working
constructs into two broad categories (as previously illustrated in the conceptual model
in Section 4.3.2): perceptions of corruption (as the extended variable) and elements of
the TPB (as the prescribed variables).277
With an understanding of the basic definition of the proposed constructs (based on the
work of Ajzen (1991, 2002), Doig and Theobald (1999), Fishbein and Ajzen (2010) and
Glanz et al. (2008)), it is possible to elaborate the operational definitions of each

273

Dichotomous criterion refers to whether a given behaviour is or is not performed by a person (e.g. did or did
not an individual make a contribution to an organisation), while magnitude criterion deals with the extent to
which a given behaviour is performed (e.g. the amount of money that was donated to an organisation (Fishbein
& Ajzen 2010). Frequency criterion relates how often behaviour under study is actuated (e.g. how frequently a
monetary donation is performed by the person).

274

Considerable attention to the exact nature of behavioural criteria should be made in any attempts to
understand a given behaviour (Fishbein & Ajzen 2010). This is because while in some cases dichotomous
criteria might help to understand why some people perform a certain action while others do not, in other cases
a continuous measurement involving magnitude or frequency of a given behaviour might provide more useful
information.

275

Accordingly, it emphasises the estimated amount of underreported income instead of whether taxpayers do or
do not correctly report their actual income.

276

The most important requirement for predictive validity of the TPB model is the compatibility of the intention
measurement with the adopted behavioural criterion, particularly in relation to its levels of generality or
specificity―termed as 'the principle of compatibility' (Fishbein & Ajzen 2010, p. 44). In this case, for example,
an intention is compatible with a behaviour of interest when their measurements involve exactly the same
level of generality of specificity (i.e. the same action, target, context and time).

277

See Figure 4.4.
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construct as stepping stones to developing the survey questionnaire. Table 4.9
describes the dimension or indicators of each construct under study.278
Constructs
1.

2.

Perceptions
of corruption

Attitudes

Dimension / Indicators
Grand corruption:

Perceived level of the misuse of public power by
high-level of public officials279 such as ministers or
relatively senior level staff for personal pecuniary
gain, including the involvement of large illegal
payments in dealing with public affairs.

Petty corruption:

Perceived level of the extortion of small payments
by low-level public officials in daily interaction to
smooth their function and accordingly often called
‘grease’ money.

Grand tax corruption:

Perceived level of the misuse of public power by
high-level tax officials for personal pecuniary gain,
including the involvement of large illegal payments
in dealing with certain tax cases.

Petty tax corruption:

Perceived level of the misuse of public power by
low-level tax officials for personal pecuniary gain,
including the extortion of small payments by
operational tax officials in daily interactions to
smooth their administrative function or ‘grease’
money.

Experiential attitude
Direct measure:

Overall affective evaluation of the action.

Indirect measure:

Belief that the behaviour in question is associated
with particular positive or negative feeling

Instrumental attitude
Direct measure:

3.

Subjective
norms

Overall evaluation of the action.

Indirect measure:

Belief that the behaviour in question is associated
with particular outcomes or attributes

Evaluation

Value associated with a behavioural outcome

Injunctive norm
Direct measure:

Belief about whether most taxpayers agree or
disagree with the action.

Indirect measure:

Belief about whether important referents agree or
disagree with the action.

Motivation to comply:

Motivation to conform what important referents
think

278

It is worth noting that the terms behaviour and action in this table specifically refer to taxpayers’ actions
regarding the completeness and accuracy of their income reporting on their annual tax return (for fiscal year
2014).

279

It is essential to recall that the term public officials in this definition refers to general public officials.
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Descriptive norm
Direct measure:

Belief about whether most taxpayers perform the
behaviour.

Indirect measure:

4.

Perceived
behavioural
control

Belief about whether important referents perform
the behaviour.

Controllability
Direct measure:

Overall evaluation of perceived control to perform
the behaviour

Indirect measure:

Perceived probability of occurrence of each
supporting or confining condition.

Perceived power:

Perceived effect of each condition in influencing
the performance of behaviour easy or difficult

Self-efficacy
Direct measure:

Overall assessment of ability to execute the
behaviour in question

Indirect measure:

Perceived ability to handle each facilitating or
impeding condition

5.

Intention to
comply

Perceived likelihood to perform the behaviour

6.

Behaviour

Respondent’s self-reported action regarding the
extent of the completeness and the accuracy of
income reported on the annual tax return for fiscal
year 2014.

Table 4.9: Construct development
It is worth noting that in the construct development process, the recommended
procedures for eliciting potential respondents’ salient beliefs—by pre-testing a small
sample (Ajzen 2006)—were not undertaken. Instead, the outcome of the literature
review will be combined with the qualitative findings to construct taxpayers’
hypothetical beliefs towards tax compliance. The reasons are twofold. First, it seems
safe to consider that, as much is already known about the determinants of tax
compliance, taxpayers’ modal beliefs are not too dissimilar to those already recognised
in existing literature. Second, a number of studies which have adopted the TPB have
demonstrated the suitability of using beliefs from existing literature without
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performing a pre-survey elicitation process (e.g. Efebera et al. 2004; Saad 2011; Smart
2012; Trivedi et al. 2005).280
To implement the construct development, a set of questions for the survey instrument
was developed to measure the latent variable perceptions of corruption and
components of the TPB The questionnaire comprised 11 sections (Parts A to K). Parts A
to J were designed to capture the latent constructs under study, while Part K obtained
respondents’ background information. A detailed discussion of the application of the
TPB and a list of the 56 reflective indicators used for the 10 latent constructs under
study is provided in Appendix A.

4.8 Survey methodological considerations
As this study employed a questionnaire survey as its primary data collection strategy, it
is crucially important to elaborate its methodological strengths and weaknesses. In
terms of strengths, apart from the fact that it is the most commonly used method of
data collection (Sarantakos 2013), survey research can be particularly useful for
examining the prevalence of certain attitudes, beliefs and behaviour by measuring
them in a population of interest (Weisberg 2008).281 And questionnaire surveys can be
finished at the respondent’s convenience and are standardised, consistent and free of
variation (Sarantakos 2013). In light of the sensitive nature of this study—that is,
individuals are typically reluctant to provide information about their tax compliance
behaviour, questionnaire surveys offer anonymity and, accordingly, allowed the
researchers to approach the respondents more easily than if other methods had been
used (Sarantakos 2013).
Nevertheless, despite its advantages, the adoption of survey research inherently poses
some potential methodological concerns.282 It is quite easy to conduct a survey that
produces worthless or misleading results (Neuman 2011). As Figure 4.9

reveals,

Weisberg (2008) identified three main areas of concern: (i) problems with selecting

280

It is worth noting, however, that some studies have used an elicitation process to obtain testable salient beliefs
in their research (e.g. Bobek & Hatfield 2003; Langham et al. 2012).

281

Likewise, Lewis (1982, p. 138) stated, “social surveys are studies that take the perceptions and attitudes of
taxpayers as their central frame of reference.” Accordingly, a survey method is arguably the best method for
research on tax gaps (Villios 2012).

282

It can be reasonably argued, however, that to some extent, almost all methods in empirical research are
inherently flawed (Galvan 2014).
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respondents; (ii) problems of inaccurate responses; and (iii) problems of administering
the survey.

Source: Weisberg (2005, p. 19).
Note:

Figure 4.9 describes three areas of error in conducting surveys. It is important to emphasise
that these are not necessarily 'actual error' and only refer to ‘potential sources of error’.
Nevertheless, as a perfect sample or perfect wording of questions is hardly possible, to
some extent, error is unavoidable in surveys (Bertrand & Mullainathan 2001; Weisberg
2008).

Figure 4.9: Types of survey error
First, problems with selecting respondents can be categorised into three aspects:
sampling error, coverage error and non-response error at the unit level. Sampling error
happens when a survey only covers a subset of the population.283 That is, a population
that researchers want to be able to generalise inevitably differs from the subpopulation that is sampled. Some mathematical formulas are able to assist the
calculation of sampling error for probability sampling, with smaller sampling errors
generally requiring larger sample sizes.284 Another related problem is coverage error. It
occurs when the sample excludes some elements of the population.285 Finally, another
potential respondent selection problem is non-response error at the unit level. It

283

In conducting survey research, researchers are constrained by at least three factors: costs, time and ethics
(Weisberg 2008). To some extent, these factors inherently affect the quality of survey research findings.

284

Specifically, the sample size of 384 samples in this study is based on an online calculation provided by Raosoft
'sample size calculator' software <http://www.raosoft.com/samplesize.html?nosurvey>, as described in fn.
257. Other similar online applications to calculate sample size are available, such as: <http://statpages.org/> or
<http://www.quantitativeskills.com/sisa/>, among others.

285

Omitting a large portion of the target population can produce coverage error. For instance, internet surveys
can suffer from serious coverage problems as they omit non-internet users (Weisberg 2008).
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primarily deals with the non-participation of some respondents, which can be due to
non-contact or non-cooperation.286
Second, the problem of inaccurate survey responses consists of three parts: nonresponses for certain questions, measurement error caused by respondents, and
measurement error caused by interviewers. Non-response at the item level occurs
when respondents do not respond to to particular questions. The extent to which
missing data are problematic depends on why they are missing—whether there are
systematic reasons or not. In this case, serious bias occurs when systematic missing
data exists (e.g. for sensitive questions such as income-related questions). Conversely,
non-response data can be statistically acceptable when the data are “missing
completely at random” (Weisberg 2008, p. 227).287
The last two problems in response accuracy issues relate to measurement error. It
occurs when accurate measures of the variable under study are not obtained. This can
be caused either by the respondents or the interviewers. Respondents cause
measurement errors when, due to questionnaire construction or question wording
(Foddy 1993), respondents fail to provide their intended answers.288 To minimise this
issue, Rasinki (2008) strongly recommended pre-testing questions prior to the survey.
Likewise, interviewers cause measurement error when they affect survey responses,
particularly in interview surveys. This error can be eliminated by several techniques,
such as by switching to self-administered surveys or by providing adequate training for
interviewers, as well as incentives.
The third issue deals with survey administration errors: post-survey error, mode effects
and house effects. While post-survey errors occur after the survey is completed, both
286

As suggested by Weisberg (2008), this study offered souvenirs for both the interview participants and the
survey respondents (worth about AUD 6 and AUD 3 each, respectively) to increase their cooperation rates. It is
considered that this incentive would not put the participants or respondents in the “payoff is too good to pass
up” position (Privitera 2013, p. 72). See also Section 6.3.2 and fn. 333 for a detailed discussion on the souvenir
used in this study.

287

In this case, some statistical strategies, such as ‘missing data imputation’ to substitute values of the missing
data, can be selectively employed (Hair et al. 2010).

288

Many empirical and experimental studies suggest that cognitive factors influence the way people respond to
survey questions, due to question order effects, wording effects and scale effects (Foddy 1993). In particular,
the presence of indeterminate words such as ‘many’ and ‘sometimes’ might cause respondents to be uncertain
in their responses, as the words have multiple meanings (Podsakoff et al. 2012). In the case of adoption of the
TPB, according to Fishbein and Ajzen (2010), even “well-constructed measures of attitudes, perceived norms,
perception of control, intentions, and behavior rarely exhibit reliabilities (internal consistencies) in excess of .75
or .80”, resulting in approximately 55 to 65 per cent meaningful variance. For a further discussion see, for
example, Bertrand and Mullainathan (2001).
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mode and house effects take place during the survey period. Data entry, for instance, is
an important post-survey operation that is vulnerable to error. Meanwhile, mode effects
refer to the impact of the survey mode―whether it is self-administered, face-to-face
interview, telephone interview or internet—on survey results. House effects are
potential differences in findings due to having different surveyors conducting the
surveys.
As discussed earlier in Section 4.5.1, due mainly to legal and practical concerns, this
study adopted self-reporting. Apart from its practical advantages,289 the validity of selfreports has been questioned by many scholars (e.g. Andreoni et al. 1998; Fishbein &
Ajzen 2010).290 Privitera (2013) identified internal and external validity threats in
conducting non-experimental research.291
First, in terms of internal validity, conducting a survey regarding tax compliance
behaviour can be affected by what Privitera (2013) calls a history effect. It is a type of
internal validity threat in which an unanticipated topic-related case may influence the
respondents’ opinion.292 For example, suppose when a tax compliance behaviour survey
is being conducted, a high-profile and blatant corruption case occurred and became a
trending topic in the mass media. There would be some possibility that the survey
responses would be influenced by the case. Apart from this, environmental factors also
need to be taken into account as internal validity threats (Privitera 2013). These include
the timing of study, the appropriate treatment of respondents and the location of the
survey.
Second, another threat is that of external validity. This involves constant factors that
limit the generalisability of the study. In broad terms, external validity threats can be
grouped into four categories: (i) population validity; (ii) ecological validity; (iii)
temporal validity; and (iv) outcome validity (Privitera 2013). Population validity deals
with the extent to which the study outcome can be generalised beyond the sample. To
289

It is worth noting that studies adopting the TPB have tended to rely on self-reporting (Conner & Sparks 2005).

290

It is essential to understand, however, that self-report-based studies and official statistics-based studies in tax
compliance have their own limitations. While the accuracy of self-reporting of past behaviour can be difficult to
ascertain (Field 2013), the analysis of objective documentation such as official reports, regardless how carefully
conducted, cannot produce unambiguous evidence of the behavioural intentions of taxpayers (Robben et al.
1990). Recall Table 3.4 regarding a various range of possible compliance outcomes.

291

It also referred to as ‘correlational research’ where the researchers observe what naturally happens in the real
world (Field 2013), as adopted in this study. Recall also fn. 231.

292

It is worth noting that the internal validity of survey instruments can be improved by omitting double-barrelled
questions or poorly-worded statements (McKerchar 2010).
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deal with this, researchers adopt certain strategies to ensure the sample is
representative of the population. Meanwhile, the research setting or environmental
factors may affect study results by subtly influencing the participants’ responses, which
is referred to as ecological validity.
Study timing can also potentially affect results. For example, respondents may have
difficulty in recalling detailed information after a certain length of time. This is an
example of temporal validity. It is also possible that the beliefs or attitudes activated
when completing the questionnaire are different to those held at the time of
performing the behaviour (Conner & Sparks 2005). Regarding this, Willson (1981)
explained that temporal validity refers to the stability of research findings over a
certain period and at different points in time. Finally, research findings can be
constrained by how the construct of the dependent variable is defined, which is
referred to as outcome validity.293 In this case, the higher the outcome validity of a
study, the higher is the generalisability of its results for different but related dependent
variables.
With reference to research design validity, it is rare that a study is capable of both high
internal and external validity (Privitera 2013). Some research designs have high internal
validity but relatively low external validity, such as in experimental research. In
contrast, non-experimental research may have high external validity but low internal
validity. Given that each behavioural research design has its own weaknesses and
strengths, having both high internal validity and external validity is not the most
crucial part of a research design. Instead, what is crucial is that researchers recognise
the limitations, since it is impossible to solve the world’s behavioural research
problems with a single study (Privitera 2013).
Further, it is also possible that, particularly in the area of tax compliance research, selfreported compliance may not necessarily indicate actual tax compliance behaviour
(Van Dijke & Verboon 2010). This is because people may be susceptible to selfpresentation bias (Armitage & Conner 2001; Fisher 1993; Verboon & van Dijke 2007;
Wenzel 2005a), or they may struggle to precisely recall their past behaviour (Fishbein &

293

Sometimes also referred to as criterion-related validity or predictive validity (Babbie 2004)

154

Ajzen 2010). Accordingly, people may choose not to declare their true behaviour
accurately, or be unable to.294
The possibility of self-presentation bias can be primarily related to the study of
behaviours that involve social desirability (Fishbein & Ajzen 2010).295 This view is
supported by Nederhof (1985) and Bertrand and Mullainathan (2001), who suggested
that one of the most common causes of bias is social desirability bias. In this case, due
to its illegal nature, tax evasion―as one form of non-compliance behaviour―tends to
be perceived as socially undesirable (Houston & Tran 2001). Hence, survey findings in
tax compliance studies tend to significantly overstate compliance levels (Andreoni et
al. 1998).296
To cope with this potential bias, motivation must be provided for people to tell the
truth (Fishbein & Ajzen 2010). This can be attained, for instance, by assuring the
respondents of their confidentiality or anonymity. In this respect, the approach that
emphasises the privacy and anonymity of respondents is also implemented in this
study.297 Alternatively, researchers can use indirect questioning to mitigate the effects
of social desirability bias (Fisher 1993).298 Another innovative approach is the
randomised response technique (Houston & Tran 2001).299 It is acknowledged,

294

For example, some studies suggest that people are likely to underreport drug use but overreport medication
adherence (Fishbein & Ajzen 2010).

295

Generally speaking, a behaviour can be either socially desirable or undesirable (Nederhof 1985). In this context,
intuitively, while intentional tax compliance behaviour may be considered as socially desirable, intentional noncompliance can be classified as socially undesirable, which may then reflect the tendency on behalf of
taxpayers to respond to questions which place them in a socially favourable manner.

296

The proportion of individuals who are willing to engage in socially desirable behaviour is greater than the
proportion of individuals who actually perform the behaviour; whereas the proportion of individuals who are
willing to engage in socially undesirable behaviour is smaller than the proportion of individual who actually do,
which is a well-known phenomenon (Fishbein & Ajzen 2010). These discrepancies are referred to by Sherman
(1980) as ‘self-erasing of errors of prediction’.

297

In particular, in the data collection documentation, it was explicitly stated that no information about the
respondents has been given by the DGT and the DGT will not have access to respondents' responses. Also, in
the initial recruitment process, respondents were informed that in completing the survey, their name, address,
tax file number, or any other identifying information is not required, ensuring them that their responses will be
unable to be personally identified and will remain completely anonymous. See also fn. 15 in Appendix A for
another attempt to reduce social desirability bias.

298

Indirect questioning can be implemented by asking respondents to respond to structured questions from
another person's or group's point of view. In this sense, since the TPB is adopted as the theoretical framework
in this study, this technique is also coincidentally adopted in the 'subjective norms' construct where indirect
measures are used to assess both injunctive (i.e. belief about whether important referents agree or disagree
with a given behaviour) and descriptive norms (i.e. belief about whether important referents perform the
behaviour). See also Table 4.9 regarding construct development.

299

This is considered as an innovative technique to maintain the validity and reliability of responses to sensitive
questions. In this approach, the respondents are provided with two confronting questions―or unrelated
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however, that there is no single method capable of completely eliminating social
desirability bias (Nederhof 1985).
Due to memory lapses (Van Dijke & Verboon 2010), it is easier to recall behaviours that
were performed recently than those of a long time ago (MacKenzie & Podsakoff
2012).300 To study a behaviour that researchers suspect may be difficult to recall,
Fishbein and Ajzen (2010) suggested that cues can be provided to participants. The
researcher can specify a significant event or cue regarding the behaviour of interest and
ask respondents to recall their similar behaviour. To maintain the accuracy of tax
compliance behaviour in this study, the survey questionnaire not only assesses recently
performed behaviour,301 but also provides two significant cues to respondents’ expected
behavioural outcomes: the extent to which respondents fully reported their income
and the magnitude of the reported income.302

4.9 Chapter summary
This chapter discussed the underlying approach adopted to conducting the research.
Initially, the rationale for embracing the mixed methods approach, with an emphasis
on a sequential preliminary contribution mode, was presented in Section 4.2. This
study adopts “qual  QUANT”, which symbolises that the qualitative method is
employed as a supplementary method, whereas the quantitative method is selected as
the core method, and that the methods are sequential. It was then followed with a
detailed discussion of the research problem and its conceptual model. The research
questions and hypothesis development were outlined in Sections 4.3 and 4.4,
respectively. This thesis has 8 primary research questions and 12 secondary research
questions. Detailed considerations on sample selection for both in-depth interviews
and the survey method were then provided in Section 4.5, and as a result, nine
questions―and then required to answer one of the questions based on the result of a randomising device, such
as dice (Houston & Tran 2001).
300

According to MacKenzie and Podsakoff (2012, p. 546), “…questions that require retrospective recall are more
difficult to answer due to the relative remoteness of the relevant information in memory.” In contrast,
however, a study by Mishler and Rose (2008) found that only 3 per cent of respondents could not remember
whether they paid a bribe or declined to answer the question.

301

It is worth recalling that, in terms of time context, this study specifies fiscal year 2014. See Table 4.8 regarding
the levels of generality of behaviour under study.

302

In the survey questionnaire, for instance, for those whose main income was other than from employment, the
following questions are adopted: (i) "I have fully reported my actual income in my annual tax return for fiscal
year 2013", with provided responses: strongly disagree, disagree, somewhat disagree, neutral, somewhat
agree, agree, or strongly agree; and (ii) "as far as I can remember, the amount of income I have reported in my
annual tax return was roughly ... of my actual income", with offered cues: 0, 16, 33, 50, 67, 83 or 100 per cent.
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participants and 384 respondents from four regions were considered to be a sufficient
sample size. This was followed by a discussion of model constructs and measurement
in Section 4.6. As discussed further in Section 4.7, all constructs used in this study are
reflective measures and gauged by interval measurements. Finally, the methodological
strengths and weaknesses of the survey as the primary data collection method were
discussed in Section 4.8. This leads to the following chapter on the implementation of
the research design.
The next two chapters explain the qualitative and quantitative methods used in the
research design. Chapter 5 presents the research methods and results of the qualitative
phase. This is followed by a discussion of the research methods of the quantitative
phase in Chapter 6.
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CHAPTER FIVE
RESEARCH CONDUCT AND RESULTS ― QUALITATIVE PHASE
5

RESEARCH CONDUCT AND RESULTS ― QUALITATIVE PHASE

5.1 Introduction
The previous chapter discussed the research framework and the design of this study. It
described the justification for conducting two sequential stages of research: the
qualitative and quantitative phases. This chapter solely focuses on the qualitative
phase. It covers both the research conduct and the results of that phase. Research
conduct in the quantitative phase will be discussed in Chapter 6, followed by
discussion of its findings in Chapter 7.
This chapter contains four further sections. Section 5.2 details the research methods
used in this qualitative phase. It is then followed by a description of the results in
Section 5.3 and a discussion of those results in Section 5.4. Finally, Section 5.5 provides
a summary of the chapter.
The entire research process involved in this thesis is illustrated and summarised in
Figure 5.1. Using this figure as a reference, it should be clear that points 1 to 3 have
already been previously addressed in Chapters 1 to 4 (i.e. point 1 in Chapters 1 and 2,
point 2 in Chapter 3, and point 3 in Chapter 4). This chapter elaborates upon points 5
to 6 of the diagram. 303 Points 7 to 10 of the diagram will be further discussed in Chapter
6.
Following on from this, the tabulation of research questions, methods and
requirements to further assist in the data collection process and managing the study
are presented in Table 5.1.

5.2 Methods
This section provides necessary details of interviewed participants, procedures and
data analysis carried out in the qualitative phase.

303

Point 4 of Figure 5.1 relates to ethical approval. The ethical approval for both the qualitative and quantitative
phases was obtained, in accordance with UNSW Australia protocols, on 20 January 2015 (HREC Approval
Number HC14296).
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Figure 5.1: Diagram of the research process
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Research
question code

Research
method

Data collection requirements

DQ1-DQ19

Interview

SQ1

Survey

Met by Parts A, B, C, D, E, and K point a of the questionnaire

SQ2

Survey

Met by Parts A, B, C, D, E, and K point b of the questionnaire

SQ3

Survey

Met by Parts A, B, C, D, E, and K point e of the questionnaire

SQ4

Survey

Met by Parts A, B, C, D, E, and K point h of the questionnaire

SQ5

Survey

Met by Parts A, B, C, D, E, and K point g of the questionnaire

SQ6

Survey

Met by Parts A, B, C, D, E, and F of the questionnaire

SQ7

Survey

Met by Parts A, B, C, D, E, and F of the questionnaire

SQ8

Survey

Met by Parts F, G, H, I, J, and K point a of the questionnaire

SQ9

Survey

Met by Parts F, G, H, I, J, and K point b of the questionnaire

SQ10

Survey

Met by Parts F, G, H, I, J, and K point e of the questionnaire

SQ11

Survey

Met by Parts F, G, H, I, J, and K point h of the questionnaire

SQ12

Survey

Met by Parts F, G, H, I, J, and K point g of the questionnaire

PQ1

Survey

Met by Parts A, B, C, D, E, and F of the questionnaire

PQ2

Survey

Met by Parts A, B, C, D, E, and G of the questionnaire

PQ3

Survey

Met by Parts F and I of the questionnaire

PQ4

Survey

Met by Parts G and I of the questionnaire

PQ5

Survey

Met by Parts H and I of the questionnaire

PQ6

Survey

Met by Parts I and J of the questionnaire

PQ7

Survey

Met by Parts H and J of the questionnaire

PQ8

Survey

Met by Parts A, B, C, D, E, F, G, H, I, and J of the questionnaire

Met by list of the interview questions

Table 5.1: Data collection specifications

5.2.1 Participants
As indicated earlier in Section 4.5, participants in this study consisted of three groups:
taxpayers, tax officers and tax agents. At the outset, invitation letters were distributed
to voluntarily recruit potential participants.304 As intended, a total of nine

304

To maintain an arm’s-length recruitment process, an invitation letter was sent by the researcher to the heads
of the Tax Office, as well as to the regional heads of the Indonesian Tax Consultants Association (IKPI),
requesting him/her to invite his/her eligible staff or members to participate in the study. A slightly different
process was used to recruit three personal taxpayers, particularly due to confidentiality issues; 20 invitation
letters were randomly distributed by two undergraduate students to personal income taxpayers who were
attending two tax offices.
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participants were recruited.305 They resided in two big cities of East Java province
(Malang and Surabaya) and ranged in age from 36 to 54 years. As stated in the
invitation letters, the six tax agent and tax officer interviewees had at least eight years
of working experience while the three taxpayers had at least five years of working
experience. As volunteers, they each received a small token souvenir worth AUD 6 to
thank them for their participation. To minimise gender bias, a female participant was
included in each group; as a result three out of nine participants (33 per cent) were
women.
Table 5.2 describes the details of the participants.
No

1
2
3
4
5
6
7
8
9

Group

Tax agent
Tax agent
Tax agent
Tax officer
Tax officer
Tax officer
Taxpayer
Taxpayer
Taxpayer

Occupation

Senior tax agent
Regional head of tax agent association
Senior tax agent
Account representative
Senior tax auditor
Echelon IV**
Self-employed taxpayer
Self-employed taxpayer
Employed taxpayer

Working
experience
(years)

Gender*

Age

11
15
23
18
22
25
9
16
31

M
F
M
F
M
M
F
M
M

37
47
54
38
41
46
36
48
53

Source: Interview data set.
Note:

* M denotes male, F refers to female; ** In the DGT, position is classified into four
managerial levels. Echelon IV is the initial level.

Table 5.2: Demographic characteristics of interview participants

5.2.2 Procedures
To begin the process, as a compulsory research protocol, all participants received a
pack containing a Participation Information Sheet (PIS), Consent Form, and
Revocation of Consent Form prior to the interviews. The information sheet outlined
the purpose of the research, the justification for recruitment, the research procedures
and risks, the alternatives to participation, how interview data might be used, how to
give consent, and how to withdraw interview data. Meanwhile, because perceptions
of corruption, and compliance behaviour, were considered to be quite sensitive
topics, details of an Indonesian academic institution which would deal with any
complaints that might arise were also provided.
305

In total, at least 14 potential participants had expressed their willingness to participate in the interview
sessions.
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To confirm willingness to participate, all participants and witnesses were required to
sign the consent form before the interviews took place. The participants were
interviewed using 20 semi-structured questions derived from the descriptive research
questions (DQ) presented earlier in Section 4.4.3. In an attempt to make interviews as
comfortable as possible, the interviews were open-ended and interviewees were
encouraged to provide their own thoughts and opinions on each of the questions. All
participants agreed that interview audio could be recorded.306

5.2.3 Analysis
The interviews ranged in length from 31 to 76 minutes. Table 5.3 details the interview
length for each participant.
No

Interviewee code

Education status

Date of interview

Interview length

1
2

TA1ZA
TO1SS

Masters
University

25 January 2015
28 January 2015

00:53:37
00:51:28

3

TP1AB

University

31 January 2015

00:38:18

4

TO2AD

University

31 January 2015

00:46:33

5

TA2AS

Masters

1 February 2015

00:31:10

6

TP2GH

University

3 February 2015

01:16:56

7

TA3AR

Masters

4 February 2015

00:38:19

8
9

TP3AS
TO3ES

Doctoral
Masters

6 February 2015
11 February 2015

00:44:50
00:54:03

Source: Interview data set.

Table 5.3: Interview data
In order to undertake appropriate data analysis, the interview data were input to CDC
EZ-Text 4.0, a data entry and analysis program for semi-structured qualitative
datasets.307 Deductive and theoretical thematic analysis procedures, as described by
Braun and Clarke (2006), were used as follows. A detailed discussion of the
justification for using thematic analysis is provided in Section A of Appendix B.
First, based on a review of the literature on perceptions of corruption and the TPB,
seven themes were established and coded:
(i)

taxpayers’ general information (TGI);

(ii) perceptions of corruption (PoC);
306

The recordings were made using a SONY IC Recorder ICD-PX333M

307

The software is available at <http://www.cdc.gov/hiv/topics/surveillance/resources/software/ez-text/
index.htm>, accessed 9 February 2015.
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(iii) attitude towards behaviour (ATB);
(iv) subjective norms (SNO);
(v)

perceived behavioural control (PBC);

(vi) intention to comply (ITC); and
(vii) tax compliance behaviour (TCB).
Second, each of the themes, except PBC and ITC, was then categorised into relevant
sub-themes, resulting in 15 sub-themes (as shown in Table 5.4). Each sub-theme was
coded as a ‘child’ of its original code in the software and each had a bipolar scale (e.g.
low-high,

negative-positive,

harmful-beneficial).

For

example,

a

sub-theme

‘experiential attitude’ (coded as ‘ExA’, a child code of ‘ATB’―attitude towards
behaviour) had two bipolar codes: negative experiential attitude (coded as ‘ExAnega’)
and positive experiential attitude (coded as ‘ExAposi’).308 A total of 34 pre-existing
codes were established.
Third, the transcribed data were read carefully to identify meaningful patterns of text
and allocate them (using CDC EZ Text 4.0) to the pre-existing codes.
Fourth, the data were systematically re-reviewed to ensure that the meaningful text
passages were fully identified and the assigned codes were appropriately entered.
The deductive thematic analysis resulted in 28 categories which covered 82 per cent
of available pre-existing codes, leaving six pre-existing codes unused. A total of 272
assigned codes were identified from the interview data. As a result of the open-ended
nature of the interview questions, the number of assigned codes varied widely from
code to code, ranging from one to 41. Table 5.4 summarises the details of themes, subthemes, pre-existing codes and the number of assigned codes.

308

It is worth noting that the software, CDC EZ-Text 4.0, limits the number of characters for name-coding to seven.
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Source: Modified from interview data.

Table 5.4: Theme, sub-theme, corresponding question and its coding

5.3 Results
The semi-structured interviews encouraged the participants to provide their own
thoughts and opinions about the topic. As a result, several similar codes were identified
from different responses to different questions. For example, as shown in Table 5.4, a
total of 41 assigned codes of negative intention to comply (coded as ‘ITCnega’) were
found in 15 responses to 19 questions (79 per cent).309

309

The last interview question, number 20, was used only if an interviewee was of the opinion that perceptions of
corruption did not have any influence on compliance behaviour. No participant came to that view. To simplify,
responses to this question are omitted from the analysis.
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To facilitate further interpretive analysis, the tabular information containing 272
assigned codes in Table 5.4 was converted into a diagram310 Upon conversion, as Figure
5.2 reveals, several meaningful patterns emerged from the seven prescribed themes.

Source: Modified from Table 5.4.

Figure 5.2: Diagrammatic representation of the coded data
The results in Figure 5.2 can be further elaborated as follows:

5.3.1 Low tax knowledge and ample opportunity not to comply
The first theme describes two important findings related to the general profile of PITs
in Indonesia. First, perhaps unsurprisingly, Indonesian PITs were characterised by the
participants as having a low level of tax knowledge compared to CIT and scored 82
per cent.311 Table 5.5 includes a sample of these views.
Self-employed
taxpayer

“Ada banyak yang memang tidak patuh karena dia engga ngerti, oh iya tho, wajib
tho?”
[Many of them did not comply because they simply don’t understand; is it
compulsory?] ― (ID: TP3AS/female)

Self-employed

“Bingung orang, apa ini yang mau dilaporkan, apa yang ditulis, khan engga
ngerti. Ya khan. Engga semua orang di Indonesia ini pendidikannya merata khan.”

310

One of the purposes of the coding of open-ended questions in the qualitative approach is to make the data
more manageable. By doing so, analytical generalisations can be made (McKerchar, 2012b).

311

In Section 5.3 (Results), a percentage value represents the portion of assigned codes which support the
statement. In this case, for instance, there were nine ‘Tknlow’ and two ‘Tknhigh’ codes assigned for the ‘level of
tax knowledge’ sub-themes, resulting in a value of 82 per cent (i.e. 9 out of a total of 11 assigned codes).
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taxpayer

[They got confused. How do I report? How it be written? Not everyone in
Indonesia has the same level of education.] ― (ID: TP1AB/male)

Tax officer

“Ternyata untuk bisa mengerti ngisi SPT itu bagi mereka itu sulit lah bagi
mereka.”
[It was evident that it’s hard for them [PIT] to fill in tax return forms.] ― (ID:
TO1SS/female)

Source: Modified from interview data.

Table 5.5:

Participants’ comments in respect of general characteristic of
Indonesian PIT

Second, participants often associated non-compliance with the extent of the
opportunity not to comply. In this sense, as Table 5.6 suggests, compared to
employed PITs, self-employed PITs were believed to have more ample opportunity for
non-compliance (88 per cent).
Tax officer

“Untuk peluang, lebih banyak yang usahawan karena kalo karyawan pajaknya
jelas sudah dipotong atau dipungut pemberi kerja.”
[Self-employed PITs tend to have more opportunities [not to comply]. It is
obvious that employed PITs are having their employers withheld their taxes.] ―
(ID: TO2AD/male)

Tax agent

“Pengusaha. Karena ini sangat ironis. Buruh pabrik, dengan gaji 3 juta, langsung
dipotong, dia engga punya penghasilan lain, mau engga mau lebih patuh.
Bandingkan dengan pedagang Pasar Atom, yang omsetnya sudah milyar.”
[Self-employed PITs. It is ironic; a manual labourer with three million [IDR] takehome-pay,312 with no other additional income, has no choice but to comply with
the tax law. Compare it with sole-traders at Pasar Atom who have billions sales
turnover.] ― (ID: TA1ZA/female)

Selfemployed
taxpayer

“Yang usahawan. Karena kalo OP karyawan ini khan biasanya sudah ini...kalo
perhitungan pembayarannya dicover sama bendahara perusahaan biasanya.”
[Self-employed PITs. Because employed PITs were typically having their tax
calculation and payment arranged by their employers.] ― (ID: TP1AB/male)

Source: Modified from interview data.

Table 5.6: Participants’ comments in respect of opportunity not to comply

5.3.2 High levels of perceived corruption and its potential negative impact
The second theme provides three important findings relating to: (i) the extent of
perceived levels of different forms of corruption; (ii) the potential impact of
perceptions of corruption upon tax compliance behaviour; and (iii) the main sources
of information about corruption.
312

Equivalent to about AUD 300 as at 31 December 2016.

166

There was a general consensus among participants that the perceived levels of general
corruption and the perceived levels of both grand and petty-general corruption were
high (100 per cent). This is a significant result. Likewise, perceived levels of both
grand and petty tax corruption were somewhat high, at 60 per cent and 67 per cent,
respectively. Generally, perceptions of corruption based on indirect sources of
information―i.e. news from television and mass media (65 per cent)―was
considered to have quite high a negative impact on compliance behaviour (75 per
cent). Table 5.7 provides a sample of these opinions.
Participants’ comments on perceived level of corruption
Tax agent

“Ya kalo aku sih kalo korupsi, Indonesia itu sudah kayak trade-mark lah. Sudah
menggurita, tidak hanya diperpajakan gitu.”
[For me, corruption is kind of trademark for Indonesia. It looks like an ‘octopus’
[everywhere], not only in taxation.] ― (ID: TA1ZA/female)

Self-employed
taxpayer

“Kalo melihat peringkat korupsi, kita sangat tinggi. Secara umum orang awam di
Indonesia kalo ditanyai, ya semua menjawab tinggi.”
[If we look at corruption rank, we are in the top list. It is common knowledge that
corruption in Indonesia is high.] ― (ID: TP1AB/male)

Self-employed
taxpayer

“Ya kalau bicara tentang korupsi, secara umum khan Indonesia sangat terkenal
ya…Negara terkorup.”
[When discussing corruption, Indonesia is generally notorious…the most corrupt
country.] ― (ID: TP3AS/female)

Participants’ comments on potential negative impact upon compliance
Tax auditor

“Sangat-sangat mempengaruhi. Sangat terasa itu waktu kasus Gayus itu. Itu
sangat signifikan.”
[Highly influential. It was evident when the case of Gayus occurred. It was
influential.] ― (ID: TO2AD/male)

Self-employed
taxpayer

“Saya setuju korupsi di Indonesia itu masih sangat tinggi dan korupsi yang tinggi
itu pasti akan mempengaruhi bagaimana mereka melakukan kepatuhan pajak.”
[I agree that corruption in Indonesia is highly prevalent and this high level will
influence how they [PIT] handle their tax compliance] ― (ID: TP3AS/female)

Tax agent

“Sangat berpengaruh. Ketika korupsi masih sangat tinggi di Indonesia ini, ya
pengaruhnya sangat besar.”
[Significantly affected. If corruption is prevalent, it will influence [compliance
behaviour] a lot.] ― (ID: TA2AS/male)

Source: Modified from interview data.

Table 5.7:

Participants’ comments in respect of perceived level of corruption
and its negative impact
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5.3.3 Negative attitudes and norms towards compliance behaviour
The third and fourth themes describe participants’ psychological evaluation towards
complying with tax and the impact of social pressure on compliance behaviour. Two
important findings have emerged from the data. The first was in relation to one of the
theoretically-based themes, attitudes towards behaviour. There was a negative
attitude that information declared in the annual income tax return of PITs should be
complete and accurate. In short, people did not think compliance was a good idea.
Participants associated tax law compliance with negative experiential attitudes (83
per cent) and harmful instrumental attitudes (67 per cent).
Second, the subjective norms theme indicated an overall negative value regarding
whether significant referents (such as friends, colleagues or family) think someone
should comply with the tax law. The participants suggested that injunctive and
descriptive norms (both sub-themes of subjective norms), constrained Indonesian
PITs from fully complying with the tax law (100 per cent). Table 5.8 presents a sample
of these views.
Participants’ comments on negative attitudes towards compliance
Tax officer

“Saya pernah ikut dilingkungan dunia usaha. Disitu ada biaya yang tidak bisa
diakui secara pajak. […] Nah, disitu. Makanya, kalo dibilang jujur, omsetnya 1
milyar, dia engga akan sebutkan 1 milyar, kalo 1 milyar dia akan berimbas pada
pajak yang dia bayar.”
[I used to run a business. For tax reporting, there were undeductible business
expenses. So, those who had a billion [IDR] sales turn-over will not declare it a
billion as it will have a consequence on the amount of their payable taxes.] ― (ID:
TO3ES/male)

Self-employed
taxpayer

“Ngapain bayar pajak kalo dikorupsi?”

Tax agent

“Mereka enggan membayar pajak karena apa, paling-paling saya membayar
dikorup. Saya engga ikhlas membayar pajak kalau hanya dikorup oleh pejabatpejabat yang diatas.”

[Why should we pay taxes if it is just being corrupted?] ― (ID: TP1AB/male)

[They were reluctant to pay tax; [they said] my tax payment will be corrupted. I
will not sincerely pay tax if it just being corrupted by top elites.] ― (ID:
TA2AS/male)
Participants’ comments on negative subjective norms
Tax officer

“Jadi intinya, kalo mereka engga bayar pajak, kenapa saya harus bayar pajak
gitu.”
[The thing is, if they don’t pay taxes, why should I pay tax?] ― (ID: TO1SS/female)

Self-employed

“Lapor, tapi diminimalkan. Jujur, yang menganjurkan itu adalah orang-orang
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taxpayer

yang mengerti pajak.”
[Report, but minimise it. Frankly, those who recommend it are those who
understand tax.] ― (ID: TP1AB/male)

Tax agent

“Mereka itu sering ngumpul sesama pengusaha, asosiasinya, lha ngapain kamu
bayar gedhe-gedhe? Aku aja membayar segini tidak ada masalah kok.”
[They gathered frequently with their business partners or associations. So, why
should you pay big tax payment? I just paid a little and nothing went wrong.] ―
(ID: TA2AS/male)

Source: Modified from interview data.

Table 5.8:

Participants’ comments in respect of negative attitudes and norms
towards compliance

5.3.4 High perceived behavioural control of non-compliance
The fifth theme discusses Indonesian PITs’ general ability and opportunity to be noncompliant. The theme describes PITs’ beliefs regarding the ability, opportunity,
availability of information and other required resources required for non-compliance,
as well as obstacles to non-comliance. As Table 5.9 partially describes, the data
suggest that Indonesian self-employed PITs are generally believed to have a
significant degree of control over engaging in non-compliant behaviour (93 per cent).
Tax auditor

“Jadi, kalo disini mungkin untuk WP OP yang kita tangani, yang ngandalin
dokumen, paling 10 persen yang bisa. Yang 90 persen itu engga bisa.”
[So, among all PITs we have audited, only 10 percent of them had documents we
were able to rely on. The other 90 percent is totally doubtful.] ― (ID:
TO2AD/male)

Self-employed
taxpayer

“Paling gampang itu pake data histori, tahun lalu berapa? Ya udah, naikin dikit.
Padahal dapetnya banyak...ha…ha…standar itu. Kalo kemaren 15 ribu, sekarang
ya 16 ribu, masak engga ditambahi...ha…ha….faktanya begitu.”
[Using historical data is the easiest way; how much tax we had already paid last
year? Just slightly increase it, regardless of our high income. That is the standard.
If we paid IDR 15,000 last year, we should pay IDR 16,000 now. We should
increase it a little, shouldn’t we? That is a fact.] ― (ID: TP1AB/male)

Tax agent

“OP ini di Indonesia cenderung lebih banyak yang menutupi, ya…asetnya, ya
mungkin itu mereka punya pendapat bahwa engga akan terdeteksi.”
[Indonesian PITs tend to cover-up their assets, it seems they were thinking they
will be left undetected.]313 ― (ID: TA2AS/male)

Source: Modified from interview data.

313

Recall fn. 56 regarding taxpayers’ obligation to provide a summary of their assets and liabilities in their annual
income tax returns.

169

Table 5.9:

Participants’ comments in respect of perceived behavioural control
of non-compliance

5.3.5 Negative intention to comply
The sixth theme identifies Indonesian PITs’ willingness to correctly report their
income. In this case, as Table 5.10 partially presents, participants’ perceptions that
PITs were likely to be non-compliant with tax law were evident (98 per cent).
Surprisingly, while only one code of positive intention to comply (coded as ‘ITCposi’)
was found, a total of 41 assigned codes of negative intention to comply (coded as
‘ITCnega’) were identified. Perhaps this situation can be linked to both negative
attitudes and subjective norms towards compliance behaviour, as well as PITs’ high
perceived behavioural control over non-compliance.314
Tax officer

“Secara umum mereka pada engga respect. Meskipun ada yang mengatakan
kalimat, saya sebetulnya saya mau membayar dengan bener. Tapi, tapi…macemmacem. Cuman, kalo kita bisa mengambil inti dari semua itu, mereka engga ada
yang mau patuh.”
[They generally don’t respect. Although some of them might say they want to pay
tax correctly, but they always grumble. We can simply conclude that no one of
them wants to comply.] ― (ID: TO3ES/male)

Self-employed
taxpayer

“Lha kalo tidak ada istilahnya yang mampu melakukan pemeriksaan sejauh itu,
ya otomatis di ‘entit’. Ngapain harus disetor semua. Saya dokter misalkan, OP
khan? Dapet praktek 50 juta sebulan, engga ada yang tau. Ya khan. Engga ada
yang tahu. Ngapain harus saya serahkan semua. Khan cash, engga ada kuitansi,
engga apa, mau meriksa gimana?”
[If something similar with what we call thorough audit is not prevailing, the
income will be automatically concealed. Why should we wholly declare it? Let’s
say I’m a practising doctor, received 50 million [IDR] monthly. No one knows. Why
should I fully report it? It was in cash and without receipt; how can it be audited?]
― (ID: TP1AB/male)

Tax agent

“Kurang jujur. Dia itu baru jujur kalo ada data pihak ketiga, bukti potong, ya udah
laporin bukti potong. Karena dia juga menganggap, aku sudah dipotong pajak.
Jadi kalo penghasilan lain itu engga terutang, engga dilaporin.”
[Shady. They declared their income if only third parties were involved; so they
reasonably attach their withheld tax receipts. As they considered that their
income tax had been collected, once they receive other additional income, they
will not declare it.] ― (ID: TA1ZA/female)

Source: Modified from interview data.

Table 5.10: Participants’ comments in respect of negative intention to comply

314

It is worth recalling that according to the TPB, attitudes towards behaviour, subjective norms and perceived
behavioural control are antecedents of intention to perform a targeted behaviour (Fishbein & Ajzen 2010).
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5.3.6 Definitional ambiguity and perceived low level of compliance
The final theme highlights two important issues: the definition of tax compliance
behaviour and the perceived level of compliance. First, the data indicate that there is
no consensus on how compliance behaviour should be defined. Partly due to practical
concerns, some participants emphasised the importance of formal compliance (coded
as ‘TCBfode’), while other participants were concerned with the level of accuracy and
completeness of tax reporting (coded as ‘TCBmade’). Both definitions shared an equal
score of 50 per cent.315
Second, surprisingly and most importantly, all of the participants were clearly
concerned with the low level of compliance of Indonesian PITs. As might have been
suggested by existing literature (e.g. Francis 2012; IMF 2011), it was apparent that
there is a concensus among participants that the compliance behaviour of Indonesian
PITs is low. A total of 27 codes that represented low tax compliance (coded as
‘TCBlow’) were consensual (100 per cent). It is important to underline that compliance
in this context specifically referred to the completeness of income declared in PITs’
annual income tax returns. Table 5.11 provides a sample of these views.
Participants’ comments on definition of tax compliance
Tax officer

“Cuman kalo melihat WP itu sudah benar atau belum dalam melaporkan SPT itu,
kayaknya diluar kepatuhan. Menurutku sih, patuh itu kuncinya pada pelaporan
sih, ketepatan waktunya.”
[If we wanted to see whether the reported annual tax returns are complete or
not, it is beyond compliance. I think, the key thing is filing, its timelines.] ― (ID:
TO1SS/female)

Tax agent

“Kita memang harus mengukur hartanya. […] Kita harus bener-bener
mengecheck apple-to-apple, dia sebenarnya punya apa, ininya apa. Dengan
setoran segini ini worth it apa enggak.”
[We should examine their [PIT] assets. […] We need to make an apple-to-apple
comparison; what they have possessed. Is such a tax payment worth it?] ― (ID:
TA1ZA/female)

Tax agent

“Kita khan engga bisa tau itu jujur apa engga. Yang penting dia melaksanakan
kewajiban apa engga. Dia setor, dia lapor, itu untuk kriteria awal. Kalau
memang ingin lebih tahu apakah yang disetor ini bener, yang dilaporkan ini
bener, itu baru urusan lain khan.”
[We were unable to check whether they were honest or not. The first important
thing is to know whether they lodged or not. They paid, they reported, that’s the

315

Apparently, in the Indonesian context, tax compliance behaviour generally falls within two categories: formal
compliance, which deals with registration and filing criteria and material compliance, which refers to reporting
and payment criteria (e.g. Harinurdin 2009).
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initial criteria. If we really wanted to see whether what they have paid and
reported is correct, that’s indeed another case.] ― (ID: TA3AR/male)
Participants’ comments on level of tax compliance
Tax officer

“Kepatuhan WP OP secara umum masih jauh dari ideal. Jauh banget dari ideal.
Masih engga bagus. Yang pertama itu, yang disebut kepatuhan itu, yang
berjalan selama ini hanya pelaporan.”
[PIT’s level of compliance is generally far from ideal. Extremely far. Not good.
The definition we have been adopting so far is only filing.] ― (ID: TO3ES/male)

Self-employed
taxpayer

“Kalo saya liat OP, itu banyak yang menghindari. Ada kesengajaan. Itu porsi
yang besar.”
[In my view, many PITs evade tax. It was intentional. That is the majority.] ― (ID:
TP2GH/male)

Tax agent

“Ya, kalo menurut saya lebih banyak justru yang disengaja ya…karena mereka
itu tahu, tapi emang sengaja engga melapor, sengaja tidak membayarkan yang
seharusnya. Banyak yang sengaja engga patuh.”
[I think many more [PIT] were just intentional. They knew, but they deliberately
underreported, deliberately underpaid what they should have paid. Many of
them are intentionally non-compliant.] ― (ID: TA2AS/male)

Source: Modified from interview data.

Table 5.11: Participants’ comments in respect of definitions and level of tax
compliance

5.4 Discussion
5.4.1 General characteristics of Indonesian PITs
From the results, it is apparent that Indonesian PITs, as characterised by the nine
interviewees, typically have a low level of tax knowledge. However, it should be
evident that this may be an oversimplification and may not reflect the wider
population. The results, therefore, need to be interpreted cautiously. Two points can
be further made. First, the interviewees’ perception that PITs have a low level of tax
knowledge is based on some of their (perhaps unrealistic) comparisons with the level
of tax knowledge of CITs. While it may be appropriate to use CITs’ level of tax
knowledge to evaluate PITs’ general level of tax knowledge, the comparison is of
course not ‘apples-to-apples’; CITs by nature tend to have more legal requirements
which may lead them to understand their legal circumstances better, including tax
law. In fact, several interviewees noted that certain PITs deliberately attempted to
evade tax, even by seeking assistance from tax agents, which may implicitly indicate a
reasonable level of tax knowledge.
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Second, while a low level of tax knowledge, particularly when combined with tax
complexity, is typically assumed to be linked to unintentional non-compliance, a
higher level of tax knowledge does not necessarily lead to a higher level of
compliance. Indeed, some interviewees expressed that a higher level of tax knowledge
may be associated with an inclination to evade tax. So, although the data suggest the
general level of PITs’ tax knowledge is low, this fact needs to be placed in the
appropriate contexts, particularly in relation to the level of compliance.
In terms of opportunity, as expected, the data suggest that self-employed PITs
generally have ample opportunity not to comply. Compliance research literature has
supported this view (e.g. Houston & Tran 2001; Kirchler 2007). However, some
caveats emerge from the data. In terms of opportunity, certain types of self-employed
PITs might have similar situations compared to employed PITs. For example, some
sole-trader PITs (e.g. distributors, motorbike or car dealers) are assumed to have very
limited space to manipulate their tax affairs as their purchases leave easy-to-detect
external paper trails. Similarly, in the Indonesian context, self-employed PITs who
supply goods and services to government entities will mostly have their income tax
withheld at the source by government ‘treasurers’, leaving them little opportunity for
cheating. Thus, the specific business context needs to be taken into account when
discussing the availability of opportunities for non-compliance in self-employed PITs.

5.4.2 Perceptions of corruption
Perhaps nothing is surprising when it comes to discussing the level of perceived
corruption in Indonesia. A consensus emerged from the participants that corruption
is a hallmark of Indonesia. To come to that view, while some participants have had
direct experience of corruption practices (i.e. paying bribes),316 all participants were of
the opinion that television, mass media and social media are the primary sources of
information about corruption, implying that information about corruption primarily
relies on indirect sources of information.

316

Similar to a study by Mishler and Rose (2008), surprisingly, most participants in this study did not appear
reluctant to talk about their experiences relating to corruption. In the same vein, with respect to non-compliant
behaviour, as partly presented in Tables 5.9 to 5.11, two participants (both are self-employed taxpayers) also
appeared to have outspoken and explicit comments about evading taxes. It is, however, impossible and
inappropriate to infer whether or not those two participants are likely to be more, or less, compliant as a result
of those outspoken views. See also fn. 318.
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Although few participants had different views about the definition of corruption,317
participants’ views towards types of corruption can be mapped. In terms of the
amount of money or identification of those involved in corrupt practices, many
participants were able to recognise two main dimensions of corruption: (i) small and
big corruption; and (ii) tax and non-tax corruption. However, little is known about
how participants made this classification.
The data also revealed that high levels of perceived corruption are generally assumed
to have an adverse impact upon compliance behaviour. However, interestingly, the
extent to which perceptions of corruption might be capable of influencing
compliance behaviour was viewed variously by the participants. In contrast to the
majority of responses, two participants argued that the impact, while negative, is
negligible. Furthermore, although opinions on the potential negative impacts of
perceived corruption are observable, little is known about the mechanisms through
which PITs’ behaviour is influenced.

5.4.3 Hypothetical relationships
It is apparent from the analysis of the qualitative data that several meaningful
patterns have emerged. Using the TPB as an analytical tool, the patterns are
intuitively easy to interpret. The interpretation suggests three interesting findings.
First, the qualitative data suggest that PITs were perceived by participants to have a
high likelihood of not complying with tax law, as indicated by the negative intention
to comply scores. Regarding this, the TPB posits that intention to comply has three
antecedents: (i) attitudes towards behaviour; (ii) subjective norms or perceived social
pressures; and (iii) perceived behavioural control (Fishbein & Ajzen 2010). Generally
speaking, people will comply when the attitudes are positive and the subjective norms
are to conform (Ajzen 1991). In this sense, the data indicate the opposite. The
participants generally were of the opinion that complying with the tax law is
associated with ‘bad’ feelings and ‘disadvantages’, which represent overall negative
attitudes towards compliance behaviour.

317

For example, a participant said that corrupt practices are not only limited to monetary activities but also deal
with time. A typical Indonesian term for this phenomenon is ‘korupsi waktu’. Recall fn. 83 for this cultural
context. Furthermore, while the majority of participants implied that corruption generally occurs in the public
sector, another participant expressed his view that there is potential for corruption to occur in the private
sector.
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The overall negative value for subjective norms also indicates that the perception of
social pressure to comply with tax law is completely absent, which in turn might
implicitly discourage PITs from being compliant. The data also revealed that PITs
were generally believed to have considerable control over whether or not they choose
to engage in tax evasion. Taken together, it seems reasonable to associate these three
conditions with the extent of the perceived likelihood of non-compliance.
Second, it has been argued that taxpayers’ compliance behaviour can be approached
by its closest behavioural proxy (Fishbein & Ajzen 2010). A wealth of literature has
also emphasised the significance of taxpayers’ behavioural intentions in explaining
and predicting their behaviour (e.g. Langham et al. 2012; McKerchar 2003). In this
sense, the data show a link between the intention to be non-compliant and actual
non-compliance. It should be noted, however, that while negative intention predicts
actual non-compliance, the extent to which actual non-compliance can be achieved
depends on taxpayers’ control over the required behaviour. As described by some of
the participants, in order to be non-compliant, some taxpayers might seek assistance
from third parties such as tax agents.
Third, the data also demonstrate a correlation between high levels of perceived
corruption and low levels of compliance. However, it not known whether there is an
actual connection between the two. What the data might indicate is that high levels
of perceived corruption can be associated with both situational and motivational
factors.
The justification for these links is twofold. First, the situational factor is indicated by
the extent of negative psychological evaluations of high levels of perceived corruption
and compliance. Indeed, ‘why should I pay tax if the taxes are then used corruptly’ was
a frequently-expressed view of the participants―this sentiment was uttered 18 times
during the interviews. Also, as two participants described, to compensate for such
‘non-deductible payments’, certain taxpayers might underreport their actual
income.318 Hence, corruption, either perceived or real, might lead to negative
attitudes towards completely and accurately declaring information on PITs’ annual
income tax returns.

318

Otherwise, without underreporting their income, taxpayers may have to pay ‘double-taxes’ which obviously
reduces their finances.
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In other words, given that attitude towards behaviour can be defined as an individual's
psychological evaluation―i.e. favourable or unfavourable—of a behaviour (Fishbein
& Ajzen 2010), the perception of corruption may undermine the moral cost of evading
tax, encourage taxpayers to behave opportunistically (Torgler 2004), erode their
willingness to contribute their fair share of tax (Torgler et al. 2008), discourage them
from paying taxes (Kaufmann et al. 2007), and eventually reduce their disposition for
compliance (Cialdini 1989).319
Second, these motivational factors can be related to a lack of perceived social pressure
among PITs to fully comply with tax law, particularly in declaring complete and
accurate information on annual income tax returns. Overall negative values for both
injunctive and descriptive norms indicate that the beliefs of certain groups of
referents discourage PITs from complying with tax law. Beliefs that PITs’ important
referents were not fully reporting their income were evident.
Thus, provided that subjective norms relate to perceived social pressures to behave a
certain way (Fishbein & Ajzen 2010), perceptions of corruption might cultivate a
culture of distrust (Melgar et al. 2010a), undermine citizen's morality by suggesting
that corruption is normal and acceptable in a national context (Mishler & Rose 2008)
and, consequently, affect taxpayers' perceptions of the social pressure to comply with
tax laws (Cialdini 1989).320 Additionally, perceptions of tax corruption and noncompliant tax behaviour can be considered complementary. That is, while corruption
may induce more taxpayers to underreport taxes, more underreported taxes create
more opportunities for bribery of tax officials (Alm et al. 2016; Çule & Fulton 2009).
Thus, such a perception may lead taxpayers to believe that they can negotiate with
tax administrators (Čábelková & Hanousek 2004) to reduce their taxes.
Taken together, the data suggest that a relationship between high levels of perceived
corruption and low levels of compliance behaviour exists. As Figure 5.3 reveals, the
study model conceptualises that perceived levels of corruption influence both the

319

Additionally, from a fiscal exchange perspective, it can also be argued that corruption may demotivate
compliance as taxpayers might perceive that, due to corruption, the presence (or benefit) of government
expenditure they receive will be reduced (e.g. Alm et al. 1992; Andreoni et al. 1998).

320

In this respect, according to Lederman (2003), perceiving that other taxpayers do not comply would undermine
one’s own tendency to comply. Noticing others’ non-compliance might change someone’s moral standard,
resulting someone might feel less guilty to be non-compliant. Likewise, Wenzel (2005a) argued that conforming
to misperceived social norms―i.e. self-other discrepancy regarding the extent of tax evasion―could lower
compliance.
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attitudes and subjective norms of PITs. That is, perceptions of corruption might
influence taxpayers' attitudes towards behaviour and their subjective norms, but not
their beliefs of their control over tax compliance behaviour.
A. Diagrammatic interpretation of research finding

Note: This figure shows the number of codes identified, and their sign (positive or negative), for
questions related to each theme. For instance, as shown at the top of the chart, there were no
participants who thought that general corruption was ‘low’ in Indonesia. In contrast, 18 codes
indicated that general corruption was perceived to be ‘high’.

B. Conceptual model of hypothetical relationships

Note:

This figure illustrates the the six study variables (coded A, B, C, D, E and F) and the
hypothetical relationships among them suggested by the qualitative findings. Each circle
represents a construct and arrows indicate direct relationships between them. For
instance, an arrow from ‘A’ to ‘B’ indicates that high level of perceived corruption is
assumed to have a direct negative influence on taxpayers’ attitudes towards reporting
behaviour. Next, negative attitudes towards reporting behaviour (‘B’) is assumed to
negatively affect intention to report actual income (‘E’), before reaching point ‘F’ (level of
reported income). More simply, this figure implies that the relationship between the
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perceived level of corruption and level of reported income is indirect. This diagram is
modified from the theory of planned behaviour (Fishbein & Ajzen 2010).

Figure 5.3: Diagram of qualitative findings and the relationship between
perceptions of corruption and compliance
Further, the affected attitudes and subjective norms, combined with high levels of
perceived control over non-compliant behaviour, are assumed to lower the intention
to comply. Subsequently, this behavioural intention can be used to predict the level
of compliance behaviour. It should be noted, however, that, as the theory posits, a
high level of perceived behavioural control over compliance is assumed to have two
behavioural outcomes: an indirect effect (through negative intention) and a direct
effect on behaviour.
To sum up, the findings from the qualitative phase emphasise two important points.
First, high levels of perceived corruption in Indonesia are evident, confirming some
reports and literature that places Indonesia in the top ranks of corrupt countries.
Second, using the TPB as a theoretical lens to scrutinise the potential impact of
perceptions of corruption upon Indonesia PITs’ compliance behaviour has shown
reasonable promise. This gives a ‘green-light’ for adopting the TPB-based concepts in
the next stage of this study—empirical testing.

5.5 Chapter summary
This chapter provided details of the methods and results of the qualitative research.
The first part of the chapter discussed how the interviews were undertaken. As
discussed in Section 5.2, there were nine participants involved in the interviews. The
interview data were converted into a verbatim format and analysed by CDC-Eztext 4.0
software using a theoretical thematic approach. Seven themes have emerged. These
are: (i) general information; (ii) perceptions of corruption; (iii) attitude towards
behaviour; (iv) subjective norms; (v) perceived behavioural control; (vi) intention to
comply; and (vii) tax compliance behaviour.
The second part of the chapter presented the results of the qualitative phase (Sections
5.3 and 5.4), which demonstrate two important points. First, different forms of
corruption exist. There was a consensus among participants that the perceived levels of
general corruption and the perceived levels of both grand and petty corruption were
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high (100 per cent), while perceived levels of both grand and petty tax corruption were
only somewhat high (60 per cent and 67 per cent, respectively).
Second, the results suggest there is a relationship between high levels of perceived
corruption and low levels of compliance behaviour. It is reasonable to hypothesise that
high levels of perceived corruption negatively influence taxpayers’ attitudes and their
subjective norms towards compliance. When these are combined with opportunities
for non-compliance, a negative intention to comply may form. This intention can be
linked with a low level of compliance behaviour. In other words, the results suggest
that using the TPB to scrutinise the potential impact of perceptions of corruption upon
PITs’ compliance behaviour shows promise for the next phase of the study—the
quantitative phase.
Next, Chapter 6 sets out the methods for the quantitative phase of this study. It
provides a detailed description of how the questionnaire survey was conducted.
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CHAPTER SIX
RESEARCH CONDUCT ― QUANTITATIVE PHASE
6

RESEARCH CONDUCT ― QUANTITATIVE PHASE

6.1 Introduction
The previous chapter discussed the methods and results of the qualitative phase. It also
provided justifications for the survey design in the quantitative phase. As indicated in
Section 5.1, Chapter 6 elaborates on points 7 to 10 of Figure 5.1, and focuses on the
methods employed in the quantitative phase. In particular, it provides detailed
information regarding two processes undertaken by the researcher to ensure the
reliability and the validity of the research findings: pilot testing and survey
administration.
The quantitative phase of this study used questionnaire surveys to empirically examine
the potential impact of perceptions of corruption upon the compliance behaviour of
Indonesian personal income taxpayers (PITs). The justification is twofold. First,
compared to other survey methods such as interview surveys, questionnaire surveys
can be completed at the respondents’ convenience and are a standardised, consistent
and invariant data collection instrument (Sarantakos 2013). Second, questionnaire
surveys offer greater assurance of anonymity and, accordingly, allow researchers to
approach respondents more easily than with other methods (de Vaus 2014). This is
important due to the sensitive nature of the subject.
However, as with other data collection methods, surveys have their drawbacks. Surveys
inherently suffer three major problems: (i) respondent selection issues, (ii)
measurement error, and (iii) survey administration issues (Weisberg 2005). As
sampling issues have been previously addressed (Section 4.5), this section focuses on
the minimisation of measurement errors. Such errors generally occur when the
researcher fails to obtain accurate measures of the variables under study (Weisberg
2005). This issue can be addressed by performing pilot testing prior to survey
commencement (Rasinki 2008).
Section 6.2 discusses the two-stage pilot testing of the survey questionnaire. The
survey administration is then explained in Section 6.3 with detailed information about
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the questionnaire’s development, and the survey equipment, environment, timing and
preparation. The chapter concludes with a summary in Section 6.4.

6.2 Pilot testing
The advice to undertake pilot testing of questionnaires is probably one of the most
ignored suggestions in questionnaire design (de Vaus 2014). Due to its potential value,
this study performed two stages of pilot testing prior to the actual survey. The first
stage focused on the development of questions, while the second stage evaluated the
reliability of the constructs.
Pilot tests were considered crucial to this study for two major reasons. First, the study
examines taxpayers’ attitudes, beliefs and motivations. The majority of variables
examined in this study are psychological constructs. Almost all psychological
constructs are latent and, therefore, cannot be measured directly. Pilot testing can be
used to evaluate whether the measurement indicators used consistently reflect the
constructs they are designed to measure.
Second, this study adopted a mixed-methods approach, with the quantitative phase
serving as its core method. The quantitative approach in this study was undertaken
using questionnaire surveys. For this reason, great attention needs to be directed to
ensuring that, as the primary research instrument, the questionnaire provides accurate
and reliable data.
This section focuses on describing the participants, procedures and the results of the
pilot tests.
Announcement letters were circulated to voluntarily recruited potential participants
for the pilot testing.321 The pilot testing was performed in two stages: a declared and an
undeclared pilot test. Accordingly, two groups of participants were involved.322
Ideally, pilot testing should be done with similar people to the questionnaire
respondents. Unfortunately, to conduct pilot testing with ‘real’ taxpayers was
impractical. Nonetheless, reflecting upon the purpose of the survey, the content of the
321

This was arranged and administered by the Tax Center, Taxation Program, Faculty of Administrative Science,
University of Brawijaya, Indonesia.

322

The first and the second pilot tests were conducted on Thursday 12 March 2015 and Monday 16 March 2015,
respectively.
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questionnaire and its practicalities, it was considered sufficient to use proxy
respondents for pilot testing.
For these reasons, participants for the two-stage pilot testing were identified from
people who had enrolled in a tax certification program.323 While the majority of
participants had completed undergraduate degrees, many were already in the job
market or had already enrolled in a higher level of education. Consequently, several of
them were registered as personal income taxpayers. In terms of academic background,
most participants had accounting and taxation backgrounds, with some having
business and law backgrounds.
The number of respondents who participated in the first and second pilot tests was
more or less equal, at 29 and 30 participants, respectively. To encourage voluntary
participation, five souvenirs (umbrellas) were made available to randomly selected
participants in each round, resulting in a total of 10 souvenirs being distributed.
In the first phase (declared stage), the participants were informed that the researcher
was conducting a survey pilot test.324 The respondents were explicitly asked to help in
improving the questionnaire by providing comments or feedback once they had
completed the questionnaire. In particular, the respondents were required to indicate:
(i) questions that seemed to be potentially capable of misinterpretation or having
ambiguous meaning and (ii) questions that made the respondent uncomfortable. In
the first phase of the pilot testing, 25 out of 29 respondents provided their written
comments regarding the pre-tested questionnaires.
Based on the feedback from the first pilot test, the questionnaire was then fine-tuned
and the second pilot test―the undeclared stage―was carried out. Compared to the
first stage, the differences in the second stage of pilot testing were twofold. First, the
respondents were not requested to provide comments or feedback about the
questionnaire―it was an ‘undeclared’ pilot test. Second, the respondents in the second
323

Commonly known in Indonesia as ‘tax brevet’ training. This program is jointly organised by Tax Center, Faculty
of Administrative Science, University of Brawijaya, and the Indonesian Tax Consultants Association (IKPI).

324

It is worth noting that the questionnaire was initially reviewed by several individuals prior to the first pilot test.
These included a senior researcher from the Finance and Education Training Unit, Ministry of Finance, a senior
tax officer and several staff members of the Tax Center of the Faculty of Administrative Science, University of
Brawijaya. Useful feedback was received from this preliminary stage, particularly relating to the layout of the
questionnaire, including the text direction and the use of acronyms for ‘Strongly Agree―Strongly Disagree’
scales, the font size, the recommended colour of letterhead for the coversheet, as well as the solid background
colour for the section titles.
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phase were explicitly asked to imagine themselves as ‘real taxpayers’ when completing
the questionnaire. They were free to imagine being either employed or self-employed
taxpayers. By doing so, it was hoped that a realistic simulation would be achieved and
the match between the responses to the pilot test and those of the main survey would
be characteristically closer.
The results from the second pilot test revealed two important findings relating to the
potential survey completion time and the estimated reliability of constructs.
Completion time
The data from the second pilot test suggested that the time allowed for completion of
the questionnaire was intuitively acceptable. A majority of respondents (70 per cent)
completed the questionnaire in 1019 minutes, while some finished in less than 10
minutes (27 per cent). Only one respondent took more than 20 minutes to complete
the survey. It is acknowledged, however, that there could be differences in the
completion times of the pilot test and main survey. This is because the participants of
the pilot test were generally young individuals who were probably already familiar with
some of the terminology used in taxation. Thus, this sample might not be
representative of the actual population or the surveyed taxpayers, due to differences in
demographic characteristics.
Reliability testing
The first pilot test was designed to specifically evaluate how the respondents
interpreted the questions, to fine tune the phrases and to improve the layout of the
proposed questionnaire.325 For these reasons, a quantitative analysis of the responses
was not performed. Instead, a quantitative analysis was performed on the second pilot
test to examine the reliability scale of the questionnaire.
With the exception of the background information section and several descriptive
questions, all of the sections in the questionnaire which related to the hypothesis
testing were subjected to the most widely used scale of reliability, Cronbach’s alpha
reliability testing (Field 2013). This is a common measure to examine whether the

325

Several invaluable comments were obtained from this stage. Among them, for example, was a typographical
error that made question Q36 confusing for many respondents. This was corrected in the revised version of the
questionnaire used in the second pilot test.
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questionnaire consistently reflects the constructs that it is measuring―accordingly
known as consistency measurement (Field 2013).
It is important, however, to note that Cronbach’s alpha reliability testing should be
interpreted cautiously. First, there is an article of faith among scholars that a
Cronbach’s α value of 0.7 to 0.8 is generally acceptable. However, according to Kline
(1999), values below 0.7 can, realistically, be expected for constructs which deal with
psychological indicators. This view is supported by several authors who argue that all
scores larger than 0.6 are considered acceptable (e.g. Bagozzi & Yi 1988).
Second, it is crucial to test the questionnaire at subscale levels instead of as a whole
(Field 2013). In other words, a high score of Cronbach’s α for whole questions of the
questionnaire does not necessarily mean that acceptable scores at subscale levels are
ensured.
Third, constructs which have reverse-phrased questions need to have their scores
reversed before analysis.326 Failing to recognise reverse phrasing will reduce Cronbach’s
α and the outcome will be misleading (Field 2013). Table 6.1 summarises the output of
the reliability analysis of the constructs.
Code
A
B
C
D
E
F
G
H
I
J

Tested construct
Perceptions of general corruption
Perceptions of grand corruption
Perceptions of petty corruption
Perceptions of grand tax corruption
Perceptions of petty tax corruption
Attitude towards non-paying tax
Views on paying tax
Perceived behavioural control over
non-paying tax
Intention to comply
Compliance behaviour327

Assigned
code

Number of
indicators

Cronbach’s
Alpha score

Reliability
status

PGC
GCO
PCO
GTC
PTC
ATB
SNO
PBC

5 (A1-A5)
5 (B1-B5)
5 (C1-C5)
5 (D1-D5)
5 (E1-E5)
9 (F1-F9)
8 (G1-G8)
8 (H1-H8)

0.721
0.779
0.756
0.783
0.685
0.784
0.772
0.778

Good
Good
Good
Good
Acceptable
Good
Good
Good

ITC
TCB

4 (I1-I4)
4 (J1-J2)

0.840
0.636

Very good
Acceptable

Source: Calculated from pilot test data.

Table 6.1: Cronbach’s alpha scores for reliability testing

326

The questionnaire has 10 reverse-phrased items. They are Q3; Q9; Q15; Q21; Q27; Q37; Q39; Q40; Q42; and
Q54.

327

This section discriminated between those whose main income was from employment and business. Thus, in
practice, this section employed only two questions instead of four.
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The reliability analysis conducted on the second pilot test data indicates that the
proposed questionnaire had the potential to produce reliable and valid data in the
main survey.
With this in mind, it is possible to discuss how the survey was administered. This leads
to the next section.

6.3 Survey administration
Survey administration generally deals with how a survey is conducted, and particularly
aims to ensure the accuracy of the survey findings (Weisberg 2008). With reference to
the survey methodology considerations previously discussed in Section 4.8, this section
describes five administrative features designed to anticipate and optimise the survey’s
conduct.

6.3.1 Producing the questionnaires
Professional-looking questionnaires appear to be essential. For instance, some
participants in the pilot test and some questionnaire reviewers suggested that the
cover page of the questionnaire (i.e. the PIS page) should be printed in colour.328 They
argued that this would help potential respondents to feel that a professional and
credible study was being undertaken.329 This feedback seemed intuitively acceptable.
Accordingly, the heading of the front page (i.e. the letterhead), the logo of the
University of New South Wales, the topic of the survey and the ethical approval
number were all printed in colour.
Further, mentioning sponsorship of a study is also viewed as one of the effective ways
to increase the response rate (Bryman and Bell 2003). This is because respondents will
be more likely to believe that the research project is professional and credible. Also,
acknowledging the sponsoring university is believed to increase respondents’ sense of
confidentiality, as no link with the tax authority is evident.330

328

Recall fn. 324 for the details of the questionnaire review panel.

329

Similarly, according to McKerchar (2012a), the visual appeal of the questionnaire can impact on response rates.

330

It is worth noting that to (psychologically) emphasise the ‘anonymous nature’ of the survey, the researcher
deliberately placed the ‘background information’ section (Part K) on the last page of the questionnaire. In this
regard, some scholars (e.g. de Vaus 2014) have argued that it is better not to start with demographic questions
(such as age, marital status, etc.) when designing survey questionnaires.
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With this in mind, the questionnaires (8 pages long) were printed at a high quality
using high-quality paper to create the impression that a professional and credible
study was being undertaken.

6.3.2 Leaflet, standing banner and souvenir
The topic of this study is considered to be somewhat sensitive, as it deals with
perceived levels of corruption and tax compliance behaviour. Moreover, compliance
behaviour itself is assumed to be very susceptible to social desirability bias. Thus, to
increase the cooperation rate and optimise the quality of answers, a careful approach
was taken to ensure potential respondents were well informed prior to participating
in the survey.
As suggested by Dillman et al. (2008) regarding the golden rule on how respondents
should experience participation in a survey, it was considered that two informational
beliefs among potential respondents needed to be nurtured.
First, it is important to make respondents perceive that participating in this survey is
a pleasant experience.331 This is because, due to such reasons as the intensity of the
survey burden or confidentiality issues, participating in a compliance behaviour
survey can be very daunting.332 To ensure that participating in this survey was as
enjoyable an experience as reasonably possible, the researcher prepared two
informational survey tools: leaflets and a standing banner.
Both of these tools―printed in an eye-catching format―similarly disseminated four
important pieces of information relating to the survey: (i) a question as to whether
the respondents had approximately 10 minutes of spare time; (ii) an offer to join a
one-off survey; (iii) an explicit statement that the survey was completely anonymous
and that detailed information such as name, address, or tax file number was not
required to participate; and (iv) an explicit statement that a souvenir would be given
as a token of appreciation for participation. It was hoped that by providing this
information, the potential respondents would be able to figure out how the survey
331

Of course, ‘pleasant’ is a vague term that does not express precisely how enjoyable participating in a survey is.
This term is used to indicate that the survey should be at least persuasive.

332

For instance, during the design process of the leaflet and standing banner, several individuals (i.e. taxpayers,
tax officers and social researchers) suggested that the researcher not put the words ‘compliance behaviour’ in
these informational tools as it might (psychologically) hamper potential respondents in their decision to
participate. In accordance with this suggestion, the researcher omitted these words from the leaflets and
standing banner.
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would be conducted, along with its immediate reward, which in turn would inspire
them to participate in the study.
Second, it appeared crucial to make respondents feel that participating in the survey
would be a rewarding experience. It is also important to note, however, that while
offering a souvenir can be used to increase respondents’ cooperation rate (Weisberg
2008), this approach should not put the respondents in a ‘the payoff is too good to
pass up’ position, which might induce response bias (Privitera 2013). In accordance
with these suggestions, the respondents were offered souvenirs worth AUD 3.5 each
once they completed the survey.333 This offer was mentioned in the leaflets and the
standing banner.
Nevertheless, in this case, the saying ‘seeing is believing’ seemed to be relevant. To
attract the potential respondents’ attention, a sample souvenir (an umbrella) was
deliberately displayed at the survey recruitment point. By doing so, it was hoped that
the cooperation rate would increase. In total, 1000 leaflets, 400 umbrellas and a
standing banner were obtained for the survey.

6.3.3 Survey booth
With respect to the provision of survey tools just discussed, a dedicated space was
provided to make some necessary arrangements. In doing so, the researcher had
received permission from the relevant unit of the surveyed tax offices to use a small
area in the tax office for a survey booth. In this space, the research assistants who
were conducting the survey, as well as all survey tools, were located.
The significance of the provision of a survey booth in this study was twofold. First, it
can be used to visually indicate to potential respondents that a research project was
in progress. It was intuitively believed that if the potential respondents had a sense of
awareness of the project, they would be more easily approached by the surveyors and,
as a result, it would lead to a satisfactory cooperation rate.
Second, the survey booth served as a ‘home base’ for the surveyors (i.e. research
assistants) during the survey conduct. It is worth explaining that to maintain
anonymity and confidentiality, respondents completing the questionnaire were
333

Based on several discussions, umbrellas were considered not only relatively rewarding but also the most
suitable souvenir for this study. Particularly when it comes to the timing of the survey; March-June was still
categorised as the wet season in Indonesia where umbrellas might be intensively used.
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temporarily left alone by the surveyors. In this case, respondents were told that once
they finished answering the questionnaire, they were required to put it in a closed
box and then contact the surveyor at the survey booth nearby to receive their
souvenir.

6.3.4 Survey timing
To maintain the specificity of the study, the timing of the survey was considered
crucial. This is because, in recalling past behaviour, it is easier to retrieve memories
that were performed recently than those of a long time ago (Podsakoff et al. 2012),
particularly due to memory lapses (Van Dijke & Verboon 2010).
Following this suggestion, in order to make it easier for the respondents to recall their
recent compliance behaviour, the survey commenced in the third week of March 2015
with an assumption that a vast majority of the potential respondents would have
already lodged, or were lodging, their 2014 annual tax returns. Moreover, some parts
of this survey were administered during the peak season for lodging annual individual
tax returns in Indonesia. This would last from mid-March until 31 March each year.334
During this period, people might queue for up to one hour to lodge their tax returns.
In total, all surveys―at 12 tax offices in four different Indonesian regions―were
expected to be completed by June 2015, a few months after individual taxpayers had
finished the process of filing annual tax returns. This time frame was considered
appropriate for respondents to easily recall their past compliance behaviour.

6.3.5 Training and supervision of the surveyors
Taking into consideration the sensitive nature of the research topic, the survey was
conducted by research assistants (RAs).335 There are two justifications for employing
RAs as intermediaries in conducting the survey. First, due to the researcher’s position
as a tax officer, there was a strong need to minimise potential psychological pressure
on the respondent taxpayers. In this case, it was considered that the presence of
academic surveyors would help to mitigate this issue. Second, using academic

334

This is the due date for filing annual individual tax returns. The due date for filing annual corporate tax returns
is 31 April. Certain types of taxpayers, such as self-employed taxpayers, also have an obligation to report
monthly tax returns.

335

They were undergraduate students in taxation and senior members of Tax Center at the Faculty of
Administrative Science of the University of Brawijaya.
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surveyors would help to establish with the potential respondents that this study was
an academic project with no link to the Indonesian tax authority (the DGT). It was
hoped that response biases could be minimised and the quality of answers maximised
if a conducive atmosphere was provided.
To ensure research integrity and the quality of responses, the author personally
trained the RAs with respect to five basic guidelines of survey conduct. First, to
indicate their academic status, the RAs must wear their alma mater uniform (i.e.
jackets) during the survey. Second, to ensure voluntary participation of the
respondents and to anticipate recruitment problems, the RAs were required to refer
to the ‘recruitment scripts for the research assistants’ when interviewing potential
respondents for recruitment.
Third, the RAs were requested to temporarily leave the respondents alone while they
were completing the questionnaires to give them a sense of privacy, particularly as
there were sensitive questions in the questionnaire. It was considered that this might
also help the respondents to concentrate. Prior to starting the questionnaire, the
respondents were told to contact the RA at the survey booth once finished, to receive
their souvenir.
Fourth, to minimise missing data, the RAs were required to briefly check for
unanswered questions on the returned questionnaires before giving out souvenirs. If
any were found, the respondents were politely asked to complete them before the
souvenir was given.
Fifth, to increase the cooperation rate, RAs were advised to prioritise those who
seemed to have idle moments or were in relaxed states. In other words, the RAs
should not approach those who appeared to be busy handling their tax affairs.
During the survey, the RAs were accompanied and personally supervised by the
author. As a supervisor, the author provided immediate feedback during the survey to
ensure the integrity and the quality of the project, whilst maintaining an appropriate
distance from the survey respondents.
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6.4 Chapter summary
This chapter described two important steps designed to ensure the quality of the
research conducted in the quantitative phase: the two-stage pilot testing process and
the actual survey administration. The first part of the chapter described how the pilot
testing was performed and how its data were analysed. The results of the pilot tests
suggest two important points. First, the survey completion time was reasonable.
Second, the reliability analysis indicated that the questionnaire had the potential to
produce reliable and valid data for the main survey.
The second part of the chapter presented information about how the survey was
administered. As discussed in Section 6.3, five steps were undertaken to ensure
accuracy. These were: producing a well-designed questionnaire; providing relevant
informational tools and souvenirs; providing a survey booth; arranging appropriate
survey timing; and training the surveyors, supervising them and supervising the survey.
This leads to the next chapter which presents the results of the quantitative phase.
Chapter 7 presents a detailed description and inferential analysis of the main
questionnaire survey data.
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CHAPTER SEVEN
RESULTS OF QUANTITATIVE PHASE
7

RESULTS OF QUANTITATIVE PHASE

7.1 Introduction
This chapter focuses on the analysis of the quantitative data derived from the main
survey. It provides details of survey responses, representativeness testing, descriptive
analysis, multivariate analysis and structural equation modeling. Section 7.2 highlights
the distribution of the survey data, response rates, missing data and nonresponse bias
testing. This is followed by a discussion of the representativeness test of the sample in
Section 7.3. Section 7.4 provides descriptive analysis, outlining the demographic
characteristics of the sample and respondents’ sources of information about
corruption. It also provides a visualised comparison of indicator means and important
findings from the tabulated survey data.
The inferential analysis is then detailed in two further sections. Multivariate analysis of
variance (MANOVA), primarily aimed to address the secondary research questions, is
discussed in Section 7.5. It is then followed by the elaboration of structural equation
modeling (SEM) as the second but main inferential approach used to address the
primary research questions in Section 7.6. This chapter concludes with a summary in
Section 7.7.

7.2 Survey responses
7.2.1 Survey distribution
The mixed-modes survey was conducted at 12 tax offices across four different regions
in Indonesia. It took four months to complete the surveys.336 In total, data from 397
taxpayers were randomly collected from 12 tax offices, comprising 103 per cent of the
initial target of 384 taxpayers. Figure 7.1 illustrates the geographical locations of the
survey, while Table 7.1 presents the details of survey distribution.

336

The survey commenced in the middle of March 2015, after the results from the second pilot testing were
obtained, and ended in June 2015. For practical reasons, the region of East Java I was chosen as the first
surveyed region, followed by East Java III, Yogyakarta and Bali regions, consecutively.
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Figure 7.1: Map of the surveyed area

Regions

Surveyed tax offices

Surveyed respondents (PITs)
Self-employed

Employed

Total

East Java I

1.
2.
3.

Surabaya Rungkut (SR)
Surabaya Mulyorejo (SM)
Surabaya Karangpilang (SK)

16
16
16

16
17
16

32
33
32

East Java III

4.
5.
6.

Malang Selatan (MS)
Malang Utara (MU)
Singosari (SI)

16
17
17

17
16
17

33
33
34

Yogyakarta

7.
8.
9.

Yogyakarta (YG)
Sleman (SN)
Bantul (BL)

16
16
16

16
19
17

32
35
33

10. Badung Selatan (BS)
11. Denpasar Barat (DT)
12. Denpasar Timur (DB)

17
17
16

16
17
17

33
34
33

196

201

397

Bali

Total
Source: Computation of survey data.

Table 7.1: Distribution of surveyed respondents

192

7.2.2 Response rate
Generally speaking, a survey response rate indicates the portion―usually expressed
as a percentage―of people who answered the questionnaire. It can be obtained by
simply dividing the number of answered questionnaires with the number of
distributed questionnaires. The response rate is crucial to identify whether potential
issues of non-response bias exist.337 However, as this survey adopted a mixed-modes
approach, a definitive value of response rate cannot be established. This is because
those who received questionnaires are those who, as a result of the recruitment
process conducted by the research assistants, had previously indicated their
willingness to participate in the survey.338

7.2.3 Assessment of missing data
During the survey, specific procedures were established to minimise the occurrence
of missing data (recall Section 6.3.5). As expected, frequency tables indicated that
there were no missing values among the 56 indicators. In other words, all 397
respondents answered the questionnaires completely. Therefore, missing data
treatment was not needed.

7.2.4 Timing-response bias test
As mentioned earlier in Section 6.3.4, the survey commenced in mid-March 2015 and
ended in late June 2015. To check whether those who answered the questionnaire in
June 2015 were not significantly different from those who responded to the
questionnaire in March 2015, a wave analysis was performed (as suggested by
Armstrong & Overton, 1977).
The data for late responses, an observed distribution, was taken from survey data
obtained at tax offices with IDs 9-12 (four tax offices). The expected distribution was
then calculated from early survey data obtained at tax offices ID 1-4. Because of its
sensitivity, Questions I2 and J2 were selected as two key attitudinal questions for the
test. Table 7.2 details the distribution of late and early responses for QI2 and QJ2.
337

It refers to a situation where those who do not respond to the survey have answers that are systematically
different from those who do respond to the survey (Berg 2005).

338

Based on both the author’s direct observation and personal interviews with the RAs during the survey conduct,
it is safe to say that potential respondents who, based on interviews, refused to participate in this survey
comprised far less than 20 per cent of all potential respondents. One possible reason for this good result is that
specific guidance was given to RAs regarding how to approach potential respondents (as discussed in Section
6.3.5).
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Question I2
Responses

No (other) income
0%
16 %
33 %
50 %
67 %
83 %
100 %
Total

Question J2

If I were Ani, the most likely percentage
of sales turnover I would intend to report
in my annual tax return is ....

As far as I can remember, the amount
of income I have reported in my
annual tax return was roughly ... of my
actual income.

Observed N
(late)

Expected N
(early)

Residual

Observed N
(late)

n.a.*
15
27
28
24
15
12
12

n.a.
11.3
24.6
24.6
23.5
20.5
10.2
18.3

n.a.
3.7
2.4
3.4
0.5
-5.5
1.8
-6.3

62
8
2
13
15
19
12
2

133

Expected N Residual
(early)

58.3
12.2
3.1
13.3
13.3
14.4
13.3
5.1

3.7
-4.2
-1.1
-0.3
1.7
4.6
-1.3
-3.1

133

* n.a. = not applicable
Source: Computation of survey data.

Table 7.2: Late and early survey responses for Questions I2 and J2
To determine the extent of timing-response bias, the chi-square goodness-of-fit test
was applied. This test was conducted using six and seven degrees of freedom for
Questions I2 and J2, respectively, and with an α equal to 0.05. The acceptance regions
of the null hypotheses were χ2 = 12.59 and 14.07 for Questions I2 and J2, respectively.
Table 7.3 presents the outcome of the analysis.
Test statistics

Chi-Square
Df
Asymp. Sig.

QI2

QJ2

5.893
6
0.435

5.761
7
0.568

Source: Computation of survey data.

Table 7.3: Non-response bias test results
As the computed value of χ2 for I2 was 5.89 and the p-value of 0.435 was greater than
α, the null hypothesis for I2 was accepted. Similarly, as the computed value of χ2 for J2
was 5.76 and the p-value of 0.568 was greater than α, the null hypothesis for J2 was
also accepted. Accordingly, these results accept the null hypothesis that the two
distributions were in agreement. As a result, it was concluded that there was no
timing-response bias in the survey data.
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7.3 Representativeness of the respondent sample
Although the survey respondents were randomly recruited, basic comparisons were
carried out to ensure the representativeness of the sample. Once the population data
were available, comparisons were made of the types of tax returns at four levels:
national, regional, tax office and annual income levels. Taking into consideration that
the survey collected almost the same portion of self-employed and employed PITs in
each of the surveyed tax offices, the variability of these portions should not be evident.
For this reason, the variability of types of annual return lodged by employed
PITswho may use either 1770 S or 1770 SS tax returnswas utilised. Table 7.4
presents a summary of total population of lodged annual tax returns for fiscal year 2014
by employed PITs, as provided by the DGT
Lodged annual tax returns (fiscal year 2014)

Level
National level (331 tax offices)
Regional level (39 tax offices)
Tax office level (12 tax offices)
Surveyed respondents (201 employed PITs)

1770 SS

1770 S

Total

7,088,694
892,598
299,186
143

2,550,327
292,867
112,292
58

9,639,021
1,185,465
411,478
201

Source: The DGT’s internal data339 and survey data.

Table 7.4:

Comparison of the number of annual tax returns lodged by
employed PITs

It is apparent from Table 7.4 that 1770 SS tax returns comprised the majority of lodged
annual tax returns (by employed PITs) at all levels of observation. For an easier
comparison, the data in Table 7.4 is illustrated graphically in Figure 7.2.
80%

74%

75%

73%

71%

Proportion of tax returns (%)

60%
40%

26%

25%

29%

27%

20%
0%
National level (331 tax
offices)

Regional level (39 tax
offices)

1770 SS annual tax returns (i.e. < IDR 60 million)

Tax office level (12 tax
offices)

Surveyed respondent
(201 employed PIT)

1770 S annual tax returns (i.e. > IDR 60 million)

Source: Modified from Table 7.4.

339

The DGT’s internal data available to the author. Downloaded from the author’s official email at
<arifin.rosid@pajak.go.id> on 7 October 2015.
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Figure 7.2: Proportion of annual tax return types lodged by employed PITs
Survey respondents were required to indicate their income levels, so it was also
possible to compare respondents’ income level to the sample frame according to the
types of annual tax returns and income groups.340 Tables 7.5 and 7.6 present these
comparisons at the surveyed tax offices level.
Sample frame

Respondents’
annual income level

Surveyed tax offices
1770 SS

1770 S

Total

≤ IDR
60 m

> IDR
60 m

Total

Yogyakarta (YG)
Sleman (SN)
Bantul (BL)

23,746
54,052
36,201

10,774
18,164
9,773

34,520
72,216
45,974

13
16
15

3
3
2

16
19
17

Surabaya Rungkut (SR)
Surabaya Karangpilang (SK)
Surabaya Mulyorejo (SM)

12,805
11,630
15,528

7,831
5,697
7,982

20,636
17,327
23,510

13
14
12

3
2
5

16
16
17

Malang Selatan (MS)
Malang Utara (MU)
Singosari (SI)

23,691
26,977
37,019

8,353
8,205
6,080

32,044
35,182
43,099

10
11
12

7
5
5

17
16
17

Denpasar Barat (DB)
Denpasar Timur (DT)
Badung Selatan (BS)

27,268
20,353
9,916

10,567
11,433
7,433

37,835
31,786
17,349

13
11
13

4
6
3

17
17
16

Total

299,186

112,292

411,478

153

48

201

Source: The DGT’s internal data and survey data.

Table 7.5:

Comparison of the sample and sample frame of employed PITs by
annual income level

It is apparent from Table 7.6 that the proportion of 1770 SS and 1770 S annual tax
returns filed in the sample frame (73 per cent and 27 per cent, respectively) was almost
identical to the that of the surveyed employed PITs’ income groups (76 per cent for ≤
IDR 60 million and 24 per cent for > IDR 60 million). For an easier comparison, Figure
7.3 shows a comparison between the sample frame’s proportion of lodged 1770 SS
annual tax returns and the proportion of respondents (employed PITs) in income
group ≤ IDR 60 million, at the tax office level.
Surveyed tax offices
Yogyakarta (YG)

340

Sample frame (%)

Respondents’ annual income level (%)

1770 SS

1770 S

Total

≤ IDR 60 m

> IDR 60 m

Total

69

31

100

81

19

100

It is worth recalling that the 1770 SS annual tax return was only used by employed PITs who had annual gross
income less than or equal to IDR 60 million from one employer, otherwise 1770 S must be used. For this
reason, it was impossible to compare self-employed PITs’ income level and the annual tax return they used as
only one type of annual tax return was available (i.e. 1770).
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Sleman (SN)
Bantul (BL)

75
79

25
21

100
100

84
88

16
12

100
100

Surabaya Rungkut (SR)
Surabaya Karangpilang (SK)
Surabaya Mulyorejo (SM)

62
67
66

38
33
34

100
100
100

81
88
71

19
13
29

100
100
100

Malang Selatan (MS)
Malang Utara (MU)
Singosari (SI)

74
77
86

26
23
14

100
100
100

59
69
71

41
31
29

100
100
100

Denpasar Barat (DB)
Denpasar Timur (DT)
Badung Selatan (BS)

72
64
57

28
36
43

100
100
100

76
65
81

24
35
19

100
100
100

Total

73

27

100

76

24

100

Source: Modified from Table 7.5.

Table 7.6:

Weighted comparison of surveyed and sample frame employed PITs
by annual income level

YG

SN

BL

SR

SK

SM

MS

MU

SI

DB

DT

BS

Sample frame (1770 SS)

69%

75%

79%

62%

67%

66%

74%

77%

86%

72%

64%

57%

Respondents (employed PIT < IDR 60 m)

81%

84%

88%

81%

88%

71%

59%

69%

71%

76%

65%

81%

Surveyed tax offices
Sample frame (1770 SS)

Respondents (employed PIT < IDR 60 m)

Source: Generated from Table 7.6.

Figure 7.3: Comparison of proportion of respondents with annual income ≤ IDR
60 million and proportion of sample frame filing 1770 SS returns,
according to tax office
Overall, it was concluded that the respondents, particularly the employed PITs, were
reasonably representative of the sample frame in terms of annual tax return type and
income group.341

341

Ideally, the representativeness test of the sample frame should be performed upon various demographic
variables, such as age, gender, level of education, race, etc. Unfortunately, based on the nature and availability
of data provided by the DGT, only these two variables could be utilised for the test. However, two additional
figures can be reasonably used to show the representativeness of the sample. First, the survey data provided in
Table 7.8 suggests that the share of male taxpayers is 63.5 per cent. This is comparable to that of Indonesian
Labour Force Survey (SAKERNAS) data which during 2007-2014 indicates a similar figure 62.8 per cent (ILO,
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7.4 Descriptive analysis
This section summarises the demographic characteristics of the respondents (Section
7.4.1), their sources of information about corruption (Section 7.4.3), the means of
survey data indicators (Section 7.4.5), and descriptive statistics of survey data (Section
7.4.6).

7.4.1 Demographic characteristics of respondents
This section discusses 10 demographic characteristics of the respondents: age, gender,
marital status, race, education level, status of annual tax return, annual income level,
type of tax return filed, previous interaction with the DGT, and survey completion
time. To provide a detailed description of respondents, each table (or figure) in this
section is categorised into two groups of taxpayers: self-employed and employed PITs.
Age
The majority of respondents were concentrated in two age ranges, 24-34 and 35-44
years old, with 35 and 33 per cent in each group, respectively. This was followed by
the 45-54 year-old group, which comprised 19 per cent of the total respondents.
Unsurprisingly, respondents over 65 years old were the least represented of the age
groups (less than 2 per cent). In general, this percentage was similar between the selfemployed and employed PITs. Table 7.7 provides a detailed comparison of age groups
between the two types of PITs.
Age group

Self-employed taxpayers
(n = 196)

Employed taxpayers
(n = 201)

Total
(n = 397)

< 25 years
25 - 34 years
35 - 44 years
45 - 54 years
55 - 64 years
> 65 years

6.6
36.7
35.2
17.3
2.6
1.5

6.0
33.3
31.3
20.9
6.5
2.0

6.3
35.0
33.2
19.1
4.5
1.8

Total

100

100

100

Source: Modified from survey data.
Note:

Total may not add up to 100 due to rounding off.

2015). Second, the survey data presented in Table 7.22 shows that 17 per cent of employed PITs have
additional income other than from employment. Although slightly higher, this figure to some extent reflects the
finding of SAKERNAS data which suggests that, for instance, during 2009-2013 on average 13 per cent of those
in employment had additional jobs (see <http://www.ilo.org/surveydata/index.php/catalog/history/>, accessed
29 June 2017).

198

Table 7.7: Respondents by age group (%)
Gender
The majority of respondents were male (64 per cent). As Table 7.8 shows, while the
dominance of male respondents was evident for both self-employed and employed
PIT, self-employed PITs had a higher proportion of males (68 per cent) compared to
employed PITs (59 per cent).
Gender

Self-employed taxpayers
(n = 196)

Employed taxpayers
(n = 201)

Total
(n = 397)

Male
Female

68.4
31.6

58.7
41.3

63.5
36.5

Total

100

100

100

Source: Modified from survey data.

Table 7.8: Respondents by gender (%)
Marital status
Most respondents were married (90 per cent), with the share of married selfemployed PITs higher (93 per cent) than that of employed PITs (86 per cent). Single
taxpayers comprised almost 8 per cent of respondents, followed by widowed,
separated or divorced taxpayers (less than 3 per cent). As Table 7.9 shows, in contrast
to the proportion of married taxpayers, the share of widowed, separated or divorced
taxpayers was much lower for self-employed (less than 1 per cent) than employed
PITs (almost 5 per cent).
Marital status

Self-employed
taxpayers
(n = 196)

Employed
taxpayers
(n = 201)

Total
(n = 397)

Single
Married
Widowed/separated/divorced

6.1
93.4
0.5

9.4
86.1
4.5

7.8
89.7
2.5

Total

100

100

100

Source: Modified from survey data.

Table 7.9: Marital status of respondents (%)
Ethnicity
As nine out of 12 of the surveyed tax offices were located in Java, the study sample was
dominated by Javanese respondents (almost 67 per cent). Balinese respondents
comprised nearly 18 per cent. As Table 7.10 shows, both races were equally
199

represented by self-employed and employed PITs. Various other races comprised
minor proportions, including Sumatranese, Sundanese, Sulawesinese, Kalimantanese
and others (e.g. Tionghoa).
Ethnicity

Self-employed taxpayers
(n = 196)

Employed taxpayers
(n = 201)

Total
(n = 397)

Javanese
Balinese
Others
Sumatranese
Sundanese
Sulawesinese
Kalimantanese

67.3
17.9
6.6
2.6
2.6
1.5
1.5

65.7
17.9
4.5
6.5
3.0
2.0
0.5

66.5
17.9
5.5
4.5
2.8
1.8
1.0

Total

100

100

100

Source: Modified from survey data.
Note:

Total may not add up to 100 due to rounding off.

Table 7.10: Respondents by ethnicity (%)
Education level
The majority of respondents had college degrees. Undergraduates were the largest
portion (60 per cent), followed by those with diplomas (10 per cent) and postgraduate
qualifications (7 per cent). Those with high school degrees comprised 23 per cent of
respondents. As Table 7.11 shows, both types of taxpayers were similarly represented
in relation to education level.
Education

Self-employed taxpayers
(n = 196)

Employed taxpayers
(n = 201)

Total
(n = 397)

High school
Diploma
Undergraduate
Postgraduate

20.9
11.2
60.2
7.7

24.9
9.5
58.7
7.0

22.9
10.3
59.4
7.3

Total

100

100

100

Source: Modified from survey data.

Table 7.11: Education level of respondents (%)
Status of annual tax return
In terms of annual tax return status, most respondents had nil tax returns (96 per
cent), followed by those who had underpayment tax returns (4 per cent). In contrast,
a minuscule portion of respondents, i.e. less than 1 percent, had overpayment status.
While both types of taxpayer shared similar proportions of nil and underpayment tax
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return, as Table 7.12 suggests, only self-employed PITs had reported overpayment
annual tax returns.
Tax return status

Self-employed taxpayers
(n = 196)

Employed taxpayers
(n = 201)

Total
(n = 397)

Nil
Underpayment
Overpayment

95.4
3.6
1.0

96.0
4.0
-

95.7
3.8
0.5

Total

100

100

100

Source: Modified from survey data.

Table 7.12: Annual tax return status of respondents (%)
Annual income level
The study sample was dominated by respondents who had annual incomes less than
IDR 60 million (70 per cent), followed by those who had IDR 6099 million (17 per
cent). In the third and fourth position were those who had incomes of IDR 100-149
million and 150-199 million (at 7 per cent and 5 per cent, respectively). The smallest
proportion of respondents by income were those who had an annual income more
than IDR 200 million (2 per cent of respondents).
As Table 7.13 shows, while both types of taxpayers (employed and self-employed)
were in similar proportions, there was an uneven distribution of income. For instance,
while 63 percent of self-employed PITs had annual incomes less than IDR 60 million,
76 per cent of employed PITs had this income. The reverse applied to the IDR 60-99
million income class; 21 per cent of self-employed PITs had this income, compared
with 13 per cent of employed PITs.
Annual income

Self-employed taxpayers
(n = 196)

Employed taxpayers
(n = 201)

Total
(n = 397)

< 60 million
60 - 99 million
100 - 149 million
150 - 199 million
> 200 million

62.8
20.9
8.2
5.6
2.6

76.1
13.4
5.5
3.5
1.5

69.5
17.1
6.8
4.5
2.0

Total

100

100

100

Source: Modified from survey data.
Note:

Total may not add up to 100 due to rounding off.

Table 7.13: Respondents by level of annual income (%)
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Types of tax filing
More than half of the respondents self-prepared their annual tax returns (51 per cent),
followed by those who received assistance from tax offices (32 per cent). In contrast,
only a very small portion of respondents used tax agents (2 per cent). While the
largest portion of self-employed PITs were self-preparers (62 per cent), as Table 7.14
shows, the majority of employed PITs received assistance from tax offices (46 per
cent). Moreover, more self-employed PITs used tax agents (4 per cent) than employed
PITs (1 per cent).
Tax handling

Self-employed taxpayers
(n = 196)

Employed taxpayers
(n = 201)

Total
(n = 397)

Self-prepared
Tax office's assistance
Friends' assistance
Tax agent

62.2
17.9
16.3
3.6

40.8
45.8
12.4
1.0

51.4
32.0
14.4
2.3

Total

100

100

100

Source: Modified from survey data.
Note:

Total may not add up to 100 due to rounding off.

Table 7.14: Respondents by type of tax return preparation (%)
Data on type of tax return preparation was then categorised according to the type of
tax return filed (Table 7.15). To further analyse these categorical data, an exploratory
method of correspondence analysis (CA) was employed.342 A CA can be used to
simplify complex data by displaying associations between categorical variables while
maintaining all of the valuable information in the data set (Doey & Kurta 2011).343
Accordingly, CA is occasionally used to understand the associations between selected
categorical variables, as per the analysis below.
Types of annual tax
return

Types of tax handling
Self-prepared

Tax office’s
assistance

Friends’
assistance

Tax
agent

Total

1770
1770 S
1770 SS

122
26
56

35
22
70

32
8
17

7
2
-

196
58
143

Total

204

127

57

9

397

Source: Computation of survey data.

342

IBM® SPSS® statistical software was used to perform the analysis.

343

That is, CA provides a graphical map that facilitates visualisation of the relations between the rows and
columns of a data table (Doey & Kurta 2011).
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Table 7.15: Tax return preparation according to the type of annual tax return
Figure 7.4 is based on the dataset presented in Table 7.15 and shows the results of a
two-dimensional CA of the associations between tax return types and tax return
preparation types. The graph suggests that, while employed PITs with annual
incomes less than IDR 60 million (tax return type 1770 SS) tended to use tax office
assistance, self-employed PITs (1770) were likely to self-prepare or seek assistance
from families or friends. Tax agents appeared to be used by self-employed PITs (1770)
and employed PITs with annual incomes greater than IDR 60 million (1770 S).

Legend:
 = types of annual
income tax return;
▲ = types of tax
handling

Source: Calculated from survey data.

Figure 7.4: Correspondence analysis of tax return preparation type and type of
tax return
Types of previous interaction with the DGT
The vast majority of respondents had never been contacted by tax offices (74 per
cent), followed by those who had been contacted but never been audited (24 per
cent). The proportion who had been audited and penalised by tax offices was similar
to the proportion that had been audited but not penalised (roughly 1 per cent).
As Table 7.16 shows, those who had been audited by the tax authority were all selfemployed PITs. The portion of audited respondents who had been penalised (roughly
3 per cent) was slightly higher than those who had not (roughly 2 per cent).
Previous interaction with the DGT
regarding annual tax return

Self-employed
taxpayers
(n = 196)

No contact
Contact, no audit

63.8
32.1
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Employed
taxpayers
(n = 201)
83.6
16.4

Total
(n = 397)
73.8
24.2

Audit, no penalty
Audit with penalty

1.5
2.6

-

0.8
1.3

Total

100

100

100

Source: Modified from survey data.
Note:

Total may not add up to 100 due to rounding off.

Table 7.16: Types of previous interaction with the DGT (%)
This data was further broken down according to annual tax return type (Table 7.17).
Previous interaction with tax authority

Types of annual tax return
No contact

Contact, no
audit

Audit, no
penalty

Audit with
penalty

Total

1770
1770 S
1770 SS

125
47
121

63
11
22

3

5

-

-

196
58
143

Total

293

96

3

5

397

Source: Modified from survey data.

Table 7.17: Types of previous interaction with the DGT according to annual tax
return type
The CA based on Table 7.17 (Figure 7.5) suggests that, although the probability was
remote, self-employed PITs (return type 1770) appeared to have a greater chance of
getting audited than employed PITs (either 1770 S or 1770 SS). Also, in contrast to
employed PITs who are unlikely to be contacted, self-employed PITs tend to be
contacted by the tax authority.

Legend:
 = types of annual
income tax return;
▲ = previous
interaction with the
Indonesia tax
authority (DGT)

Source: Calculated from survey data.
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Figure 7.5: Correspondence analysis of type of previous interaction with the
DGT and annual tax return type
Survey completion time
Similar to the results of the second pilot test, a majority of respondents completed
their questionnaires in less than 20 minutes (78 per cent), followed by those who took
between 2029 minutes (18 per cent). In contrast, as Table 7.18 shows, the proportion
of respondents who took more than 30 minutes was less than 4 per cent.
Survey completion time

Self-employed taxpayers
(n = 196)

Employed taxpayers
(n = 201)

Total
(n = 397)

< 10 minutes
10 - 19 minutes
20 - 29 minutes
> 30 - 39 minutes
> 40 minutes

26.5
55.6
13.3
3.6
1.0

23.9
50.2
22.9
1.5
1.5

25.2
52.9
18.1
2.5
1.3

Total

100

100

100

Source: Modified from survey data.

Table 7.18: Distribution of survey completion times (%)

7.4.2 Respondents’ perceived levels of different forms of corruption
This section details the respondents’ scores of their perceived levels of the five forms
of corruption. As Table 7.19 shows, the mean scores demonstrate that perceived
levels of corruption in Indonesia are generally very high. The highest perceived level
of corruption was for grand corruption, with its indicator scoring a mean of 6.46 out
of 7. Perceptions of petty tax corruption appeared were the lowest, with a mean
indicator score of 4.91 out of 7. It is worth noting that the perception of what is
considered ‘high’ is inevitably subjective.
Constructs

Adopted definition of corruption

Indicators

Min.

Max.

Mean

SD

Perception of
general
corruption (PGC)

The abuse of entrusted power by
public official for private gain

A1
A2
A3R*
A4
A5

3
4
4
3
3

7
7
7
7
7

6.10
6.21
6.11
6.13
6.22

0.918
0.906
0.874
0.851
0.902

Perception of
grand corruption
(GCO)

The misuse of public power by
high-level public official for
private gain which often involves
large sums of money

B1
B2
B3R
B4
B5

4
4
3
4
4

7
7
7
7
7

6.48
6.51
6.47
6.46
6.50

0.676
0.646
0.698
0.656
0.665

Perception of
petty corruption

The extortion of small payments
by low-level public officials in
daily interactions with the public

C1
C2
C3R

4
4
3

7
7
7

6.36
6.39
6.33

0.705
0.679
0.735
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(PCO)

as ‘grease money’.

C4
C5

4
4

7
7

6.32
6.28

0.719
0.732

Perception of
grand tax
corruption (GTC)

The misuse of public power by
high-level tax official for personal
pecuniary gains which often
involves large illegal payment in
dealing with certain tax cases.

D1
D2
D3R
D4
D5

3
3
3
3
3

7
7
7
7
7

5.50
5.52
5.60
5.58
5.44

1.100
1.084
1.139
1.090
1.110

Perception of
petty tax
corruption (PTC)

The misuse of public power by
low-level tax official for personal
pecuniary gains or the extortion
of small payments by operational
staff in daily interaction with
taxpayers as ‘grease money’.

E1
E2
E3R
E4
E5

2
3
3
2
2

7
7
7
7
7

4.98
5.06
5.08
5.02
4.91

1.069
1.032
1.013
1.102
1.073

Note: The lowest score is 1 (strongly disagree) and the highest score is 7 (strongly agree); *: R
refers to reversed question.

Table 7.19: Perceived levels of different forms of corruption (n = 397)

7.4.3 Respondents’ sources of information about corruption
This section elaborates upon the sources of information used by respondents to
evaluate the level of various types of corruption. The types of corruption under
consideration were general corruption, grand corruption, petty corruption, grand tax
corruption and petty tax corruption.
General corruption
Television and press media were the two dominant sources of information about
general corruption (71 per cent and 67 per cent, respectively). This was followed by
the internet (42 per cent) and discussion with others who had personal experience (35
per cent). Radio was the least-used source (10 per cent).344
However, the data revealed that the dominant source of information was different for
self-employed and employed PITs. While self-employed PITs indicated television,
employed PITs considered press media as their main source. Moreover, as Figure 7.6
shows, self-employed PITs had a higher level of personal experience as a source of
information (30 per cent) than employed PITs (19 per cent).

344

In Section 7.4.3, due to space considerations and its negligibility, the portion of ‘other’ is left out from the
analysis and the chart.
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Proportion of respondents (%)

90
80
70
60
50
40
30
20
10
0

70.8

67
42.1

35.3
24.2

Personal
experience

11.3

10.3

Discussion
Discussion
with others with others
with personal
without
experience
personal
experience

Self-employed PITs (n = 196)

Television

Press media

Employed PITs (n = 201)

Internet

Radio

Respondents (n = 397)

Source: Modified from survey data.

Figure 7.6: Sources of information about general corruption
Grand corruption
Press media and television were the two primary sources of information about grand
corruption (79 per cent and 76 per cent, respectively). The data suggest that the
dominant source of information was different for self-employed PITs and employed
PITs. While self-employed PITs indicated television (83 per cent), employed PITs
considered press media as their main source (86 per cent). Similar to that of general
corruption, the internet and discussions with others with personal experience were in
the third and fourth positions, at 47 and 28 per cent, respectively. Personal experience
as a source of information (Figure 7.7) was almost twice as common for self-employed

Proportion of respondents (%)

PITs as for employed PITs (20 per cent and 11 per cent, respectively).
100
90
80
70
60
50
40
30
20
10
0

75.95

78.75
47

15.65

Personal
experience

28
13.1

11.9

Discussion
Discussion
with others with others
with personal without
experience
personal
experience

Self-employed PITs (n = 196)

Television

Press media

Employed PITs (n = 201)

Source: Modified from survey data.

Figure 7.7: Sources of information about grand corruption
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Internet

Radio

Respondents (n = 397)

Petty corruption
While television (57 per cent) and press media (60 per cent) were the two dominant
sources of information about petty corruption, personal experience and discussion
with others with personal experience contributed significant shares (48 per cent and 43
per cent, respectively). This was followed by the internet in fifth position with 36 per
cent. Surprisingly, as Figure 7.8 reveals, employed PITs appeared to use personal
experience as their key source of information more than self-employed PITs (56 per
cent and 41 per cent, respectively). Similar to the previous discussion, radio was used

Proportion of respondents (%)

least (6 per cent).
70
60
50
40
30
20
10
0

48.2

59.65

56.65
43.3

35.55
13.6
5.8

Personal
experience

Discussion
Discussion
with others with others
with personal
without
experience
personal
experience

Self-employed PITs (n = 196)

Television

Press media

Employed PITs (n = 201)

Internet

Radio

Respondents (n = 397)

Source: Modified from survey data.

Figure 7.8: Sources of information about petty corruption
Grand tax corruption
Press media was the major source of information about grand tax corruption (70 per
cent), followed by television (58 per cent). Both self-employed and employed PITs
mostly used press media (60 per cent and 80 per cent, respectively), followed by
television with (60 per cent and 57 per cent, respectively. The internet was in third
position overall (43 per cent), and radio contributed the smallest portion (8 per cent).
Surprisingly, as Figure 7.9 suggests, self-employed PITs appeared to had a lower
portion of personal experience as source of information than self-employed PITs (9
per cent and 12 per cent, respectively).
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Proportion of respondents (%)

90
80
70
60
50
40
30
20
10
0

57.9

69.9
42.8

28.3

20.7

10.1

Personal
experience

7.6
Discussion Discussion
with others with others
with personal without
experience
personal
experience

Self-employed PITs (n = 196)

Television

Press media

Employed PITs (n = 201)

Internet

Radio

Respondents (n = 397)

Source: Modified from survey data.

Figure 7.9: Sources of information about grand tax corruption
Petty tax corruption
In contrast to the situation so far as grand tax corruption is concerned, television was
the major source of information about petty tax corruption (56 per cent), followed by
press media with 50 per cent. The internet was ranked third with 30 per cent, while
the proportion of radio was the least, at 6 per cent. As Figure 7.10 shows, there was
similarity between self-employed and employed PITs regarding personal experience
as a source of information. Both had roughly the same proportion of 17 per cent.
However, a significant discrepancy existed in the use of television, with self-employed

Proportion of respondents (%)

PITs using it less than employed PITs (48 per cent and 65 per cent, respectively).
70
60
50
40
30
20
10
0

56.55

49.45
30.05

27.5
17.1

Personal
experience

14.1

6.05

Discussion Discussion
with others with others
with personal without
experience
personal
experience

Self-employed PITs (n = 196)

Television

Press media

Employed PITs (n = 201)

Source: Modified from survey data.

Figure 7.10: Source of information about petty tax corruption
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Internet

Radio

Respondents (n = 397)

Sources of information about corruption by type of annual tax return and
income level
As noted earlier in Section 7.4.1, CA can be used to explore the relations between
categorical variables. For this reason, CA was used to explore the associations
between the source of information and type of corruption with respect to type of
annual tax return and income level. To simplify matters, two main categories of source
of information were established: direct and indirect sources. Direct sources refer to
respondents’ personal experience, while indirect sources represent the use of press
media, television and the internet as sources of information.
Direct sources: Personal experience
Table 7.20 represents the number of respondents who used personal experience as a
source of information about the occurrence of different forms of corruption. The
largest proportion indicated that petty corruption was evaluated based on personal
experience (42 per cent; 191 out of 457 responses). In contrast, only nine per cent (40
out of 457) of responses indicated that personal experience was used to evaluate the
level of grand tax corruption.
(A)
Types of annual
tax return

‘When rating the level of this corruption, I base my assessment
on my own experience’
General
corruption

Grand
corruption

Petty
corruption

Grand tax
corruption

Petty tax
corruption

Total

1770
1770 S
1770 SS

58
13
25

40
11
11

109
29
53

23
8
9

33
12
23

263
73
121

Total

96

62

191

40

68

457

(B)
Levels of annual
income (IDR)

‘When rating the level of this corruption, I base my assessment
on my own experience’
General
corruption

Grand
corruption

Petty
corruption

Grand tax
corruption

Petty tax
corruption

Total

< 60 million
60-99 million
100-149 million
150-199 million
> 200 million

62
17
7
6
4

27
8
10
12
5

129
30
17
11
4

19
10
6
2
3

46
13
4
3
2

283
78
44
34
16

Total

96

62

191

40

68

457

Source: Modified from survey data.

Table 7.20: Direct sources of information used to evaluate corruption according
to type of annual tax return (A) and income level (B)
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The CA results shown in Figure 7.11 relate to annual tax return types. Employed PITs
with annual incomes below IDR 60 million (hence using tax return type 1770 SS)
tended to rely on their own experiences to assess the level of petty tax corruption.
Employed PITs with annual incomes above IDR 60 million (tax return type 1770 S)
appeared to be have more direct experience of grand tax corruption.
A. Type of annual tax return

B. Income level

Legend:  = type of annual income tax return; ▲
= ‘when rating the level of this corruption,
I base my assessment on my own
experience’

Legend:  = level of annual income; ▲ = ‘when
rating the level of this corruption, I base
my assessment on my own experience’

Source: Calculated from survey data.

Figure 7.11: Correspondence analysis of direct information sources of corruption
and type of annual tax return (A) and income level (B)
The data also suggest that self-employed PITs (tax return type 1770) seem to use their
own experience to assess the levels of petty corruption and general corruption (see
part A of Figure 7.11). Further, in terms of income level, the graph indicates that those
with higher incomes (particularly those with annual incomes between IDR 150-199
million) tend to use their personal experiences to assess the level of grand corruption.
In contrast, those with the lowest income level (less than IDR 60 million) are likely to
evaluate the level of petty corruption, petty tax corruption, and general corruption
based on their personal experiences (see part B of Figure 7.11).
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Indirect sources: Press media, television, and the internet
In addition to direct experience of corruption, the press media, television and the
internet tended to act as a group of primary sources of information about corruption
used by respondents (88 per cent; 3371 out of 3828 total responses). Table 7.21
represents the number of responses of those who used press media, television and the
internet (indirect sources) as sources of information about the levels of different
forms of corruption. No significant differences were found, with a large portion
indicating that the levels of grand corruption were evaluated based on indirect
sources (24 per cent; 801 out of 3371 responses), followed by general corruption and
grand tax corruption, with 23 per cent and 20 per cent, respectively. In the lowest
portion, 15 per cent (513 out of 3371) of responses indicated that indirect sources of
information were used to evaluate the level of petty tax corruption.
‘When rating the level of this corruption, I base my assessment on
press media, television and the internet’

(A)
Types of annual
tax return

General
corruption

Grand
corruption

Petty
corruption

Grand tax
corruption

Petty tax
corruption

Total

1770
1770 S
1770 SS

277
109
391

295
122
384

228
90
285

233
101
343

149
68
296

1182
490
1699

Total

777

801

603

677

513

3371

(B)

‘When rating the level of this corruption, I base my assessment on
press media, television and the internet’

Levels of annual
income (IDR)

General
corruption

Grand
corruption

Petty
corruption

Grand tax
corruption

Petty tax
corruption

Total

< 60 million
60-99 million
100-149 million
150-199 million
> 200 million

543
135
46
42
11

553
142
55
31
20

416
101
40
27
19

462
117
55
25
18

357
90
40
17
9

2331
585
236
142
77

Total

777

801

603

677

53

3371

Source: Modified from survey data.

Table 7.21: Indirect sources of information about corruption by type of annual
tax return (A) and income level (B)
Further, the CA result illustrated in Figure 7.12 indicates that employed PITs with
annual incomes below IDR 60 million (tax return type 1770 SS) are likely to use
indirect sources of information to evaluate the levels of petty and grand corruption.
Meanwhile, self-employed PITs (tax return type 1770) tend to use indirect information
to assess the level of petty tax corruption (see part A of Figure 7.12). Furthermore, the
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figure indicates that those with higher incomes (> IDR 150 million) are less likely to
use indirect information sources to assess the levels of all types of corruption. In
contrast, those with lower incomes (< IDR 150 million) tend to evaluate all types of
corruption based on indirect information (see part B of Figure 7.12).
A. Type of annual tax return

B. Income level

Legend:  = type of annual income tax return; ▲ =
‘when rating the level of this corruption, I base
my assessment on press media, television and
the Internet’

Legend:  = level of annual income; ▲ = ‘when
rating the level of this corruption, I base my
assessment on press media, television and
the Internet’

Source: Calculated from survey data.

Figure 7.12: Correspondence analysis of indirect sources of information about
corruption and annual tax return type (A) and income level (B)

7.4.4 Respondents’ self-reported non-compliance behaviour
It is considered necessary to further elaborate upon the descriptive statistics of the
primary dependent variable: tax compliance behaviour. Table 7.22 presents the extent
to which respondents reported their actual income in their 2014 annual tax return.
The data presented in the table is derived from the responses of two survey questions,
J1 and J2. Question J1 aimed to understand the extent to which the respondents agreed
that they fully reported their income (a qualitative measure), while question J2 was
used to obtain the extent of income reporting (a quantitative measure).
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‘I have fully reported my actual income in my annual tax return
for year 2014 (SE) / I have fully reported my income other than
salary, wage, or other tax withheld income on my annual tax
return for year 2014 (E)’

(Q J1)
Type of taxpayers

SD

D

sD

N

sA

A

SA

Total

Self-employed PIT (SE)
Employed PIT (E)

4
5

15
18

42
13

54
27

45
13

27
84

9
41

196
201

Total

9

33

55

81

58

111

50

397

Note:

SD = strongly disagree; D = disagree; sD = somewhat disagree; N = neutral; sA =
somewhat agree; A = agree; SA = strongly agree

(Q J2)
Type of taxpayers

‘‘As far as I can remember, the amount of income I have reported in my
annual tax return was roughly ... of my actual income (SE) / As far as I
can remember, the amount of income other than salary, wage, or other
tax withheld income I have reported in my annual tax return was
roughly ... of my actual income (E)’
NI

0%

16%

33%

50%

67%

83%

100%

Total

Self-employed PIT (SE)
Employed PIT (E)

7
167

2
34

7
0

34
0

42
0

53
0

37
0

14
0

196
201

Total

174

36

7

34

42

53

37

14

397

Note:

NI = for self-employed PITs, this refers to ‘no income’; for employed PITs this means ‘no
income other than from employment’.

Source: Modified from survey data.

Table 7.22: The extent to which respondents self-reported their compliance
behaviour (Questions J1 and J2)
In order to simplify matters, the response data of question J1 was normalised and is
depicted in Figure 7.13. This figure shows that only 19 per cent self-employed PITs
‘agreed’ or ‘strongly agreed’ that they had reported their actual income.345 In contrast,
62 per cent of employed PITs ‘agreed’ or ‘strongly agreed’ that they had reported their
income.
It is important to note that the vast majority of employed PITs have no extra income
other than from their employment (83 per cent; 167 out of 201), implying that the rest
(34 employed PITs) received additional income other than salary, wages or other
income taxed at the source (see the second part of Table 7.22). Furthermore, roughly

345

This indicates that underreporting behaviour in Indonesia is considerably high (recall also fn. 1). As a
comparison, for instance, a study by Wahlund (1992) suggested that only 37 per cent of the surveyed
respondents in Sweden admitted committing tax evasion.
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4 per cent of self-employed PITs (7 respondents) reported that they did not earn
income in 2014.
45%

42%

Proportion of respondents

40%
35%
30%

28%

25%

23%

21%

20%

20%

8%

10%
5%

14%

13%

15%
9%
6%

6%

5%

2% 2%

0%
Strongly
disagree

Disagree

Somewhat
disagree

Self-employed PITs (n = 196)

Neutral

Somewhat
agree

Agree

Strongly
agree

Employed PITs (n = 201)

Source: Modified from Table 7.22.

Figure 7.13: The extent to which respondents agreed they had fully reported
their income in annual tax returns
The second part of Table 7.22 presents the amount of income underreported in
annual tax returns. It indicates that 45 per cent of self-employed PITs (85 out of 189)
reported that they had underreported between 50100 per cent of their actual
income. In contrast, only seven per cent of surveyed self-employed PITs suggested
that they had reported 100 per cent of their actual income. Surprisingly, no
respondent from the employed PITs who received additional income other than from
employment reported their additional income―all of them (34 employed PITs)
answered zero per cent. Nevertheless, it is possible that these results are biased, given
the self-reported nature of the behaviour under consideration. Thus, it is possible that
the findings underestimate the true prevalence of underreporting behaviour.

7.4.5 A comparison of self-employed and employed PITs’ indicator means
The survey respondents were asked to indicate their beliefs, values, attitudes,
intentions and behaviour relating to 10 constructs using a 7-point rating. To provide a
simpler description of the survey responses, and at the risk of obscuring the
variability in the data, the mean of each constructs’ indicator was calculated (Table
7.23).
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Indicators’ mean346 (n=397)

No

Constructs

Number of indicators
used

1
2
3
4
5
6
7
8
9

PGC
GCO
PCO
GTC
PTC
ATB
SNO
PBC
ITC

5
5
5
5
5
9
8
8
4

6.15
6.48
6.34
5.52
5.01
4.41
3.79
3.83
3.81

10

TCB

2

4.71347

Source: Modified from survey data.

Table 7.23: Means of construct indicators
Based on the results presented in Table 7.23, in terms of levels of perceived
corruption, it was apparent that the mean of the indicators of perception of grand
corruption was the highest (6.48), while the lowest was the mean for perceived petty
tax corruption (5.01). Among all constructs, the lowest score was about 3.8, for both
subjective norms towards tax underreporting and intention to report actual income.
Moreover, as the respondents comprised two groups in terms of employment status,
it was possible to compare the indicator means according to occupational group
(Figure 7.14).

346

Based on the average score of the corresponding indicators. For instance, the score of 6.15 in PGC was
calculated from 1,985 observations (i.e. five multiplied by 397).

347

The TCB variable has two reflective indicators: J1 and J2. However, as the mean for J2 did not represent the
whole samplei.e. it only captured the score of self-employed PITs who received income and employed PITs
who received income other than employment (see Section 7.4.6 for a detailed explanation)this value
represents the mean of J1 only.
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Source: Modified from survey data.
Note:

PGC = perceptions of general corruption; GCO = perceptions of grand corruption; PCO =
perceptions of petty corruption; GTC = perceptions of grand tax corruuption; PTC =
perceptions of petty tax corruption; ATB = attitude towards tax underreporting; SNO =
subjective norm towards tax underreporting; PBC = perceived behavioural control over
tax underreporting; ITC = intention to report actual income; TCB = level of reported
income

Figure 7.14: Comparison of construct indicators for employed and self-employed
PITs
It was apparent from Figure 7.14 that the means of the indicators of the five types of
perceptions of corruption were higher than those of the indicators of the adopted
TPB constructs, for both self-employed and employed PITs, with some degrees of
variation. The widest gap was found in the mean indicators of perceived behavioral
control over tax underreporting (PBC) between self-employed and employed PITs,
with self-employed PITs scoring much higher (M = 4.56) than employed PITs (M =
3.12). This may represent different structural opportunities among the two groups.
However, it was also found that the mean indicator of the level of reported income for
employed PITs (5.19) was higher than that of self-employed PITs (M = 4.21).348 While

348

Note that, as previously indicated in fn. 347, this value represents one indicator only.
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the possible cause may be intuitively easy to understand,349 to examine whether or
not there are statistically significant differences between these two types of taxpayers,
a further inferential analysis is needed. This test will be further discussed in Section
7.5.3.

7.4.6 Findings from the tabular format of survey responses
The raw data from the survey was converted into tabular format for further
descriptive analysis. The tabulated data summarises the responses regarding
perceptions of general corruption (PGC), perceptions of grand corruption (GCO),
perceptions of petty corruption (PCO), perceptions of grand tax corruption (GTC),
perceptions of petty tax corruption (PTC), attitude towards (not)paying tax (ATB),
subjective norms towards (not)paying tax (SNO), perceived behavioural control over
paying tax (PBC), intention to comply (ITC) and compliance behaviour (TCB).
The tabulated data showed two important issues with implications for the upcoming
inferential analysis. First, as discussed earlier in Section 7.4.4, seven self-employed
PITs reported receiving no income in the study year of 2014. Second, there were 34
employed PITs who received income other than from their employment. Figure 7.15
depicts these findings diagrammatically.
Referring to the earlier discussion on the conceptual model of study in Section 4.3.2,
these two findings inevitably have important implications on how SEM analysis can
be carried out, particularly in dealing with the variable of compliance behaviour (i.e.
level of reported income). In this case, while the data from the seven self-employed
PITs with no income needs to be omitted from the full SEM analysis due to the
absence of compliance behaviour data―i.e. there was no income to declare―the data
349

It reasonably safe to assume that employed PITs, in most cases, were subject to withholding tax. From an
employed PIT’s perspective, as income tax is generally withheld at the source, this system leaves little
opportunity for tax underreporting. Regarding this, it is worth noting that the number of employees in the
Indonesian public sector (termed as Pegawai Negeri Sipil—PNS) in 2015 was 4.5 million (see <http://www.bkn.
go.id/wp-content/uploads/ 2014/06/Policy-Brief-Distribusi-PNS20-10-2016.pdf>, accessed 3 July 2017). This is
less than 11 per cent of total employed individuals in Indonesia as of August 2014 (i.e. 42 million, see ILO
(2015)). This figure implies that a significant number of salary and wage earners are those outside the public
sector. In this case, although it is difficult to pinpoint the number exactly, it seems safe to assume that most of
civil servants are registered as employed taxpayers. The reason for this is not only because public sector
employees are likely to have higher salaries on average (see, ILO 2015) but also because they are required
specifically to register (see, for instance, revolving letters number SE/02/M.PAN/3/2009 and number SE/8/2015
issued by Ministry of State Apparatus Empowerment and Bureaucratic Reform). Accordingly, although public
sector employees comprise only 20 per cent (i.e. 4.5 million out of 22 million employed taxpayers, recall fn. 15),
they comprise a disproportionately large share of registered taxpayers. In other words, public sector employees
are more likely to be registered than non-public sector employees.
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from the 34 employed PITs who received income other than from employment will be
included in the full SEM analysis. Consequently, a total of 223 observations were
retained for the full model (as shown in Figure 7.15).

Source: Summarised from survey data.

Figure 7.15: Findings from tabular format of survey responses
A detailed discussion on the implications of both the inclusion and exclusion of this
survey data will be provided in Section 7.6.1.

7.5 Multivariate Analysis of Variance (MANOVA)
7.5.1 Introduction
Given the nature of the primary and the secondary research questions (discussed in
Sections 4.4.1 and 4.4.2), the two statistical methods considered appropriate to this
study are MANOVA and SEM. A detailed discussion of using MANOVA to address
the secondary research questions is presented in this section, followed by an
elaboration of SEM analysis for addressing the primary research questions (Section
7.6).
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7.5.2 Basic assumptions
Social scientists find MANOVA useful as it can simultaneously examine the
relationships between several independent categorical variables and several
dependent metric variables (Finch 2005).
It is generally applied in situations where there are several dependent variables, such
that a simple analysis of variance (ANOVA) is inadequate (Field 2013).350
Similar to other multivariate techniques, MANOVA requires several assumptions to
be made (Finch 2005).351 First, there is an assumption that the observations are
randomly sampled from the population of interest. Second, it is assumed the
dependent variables have multivariate normality. Third the covariance matrix of the
dependent variables is assumed to be homogeneous in all groups. That is, the
variances in each group are assumed to be roughly equal and also the correlation
between any two dependent variables is roughly equal across groups.
Because this study is considered to satisfy the first assumption―that is, the
observations should be collected in a way that is independent―this section further
discusses the other two assumptions.
The first of these is the assessment of the multivariate normality of dependent
variables. Table 7.24 presents the results of this test. For the value of critical ratio
(CR), this study adopts a threshold value of normalised estimates of multivariate
kurtosis (Mardia 1970, 1974). In this case, the value of 3 is used. This is because, in
practice, values > 3 are an indication that the data are not normally distributed
(Bentler 2006). Within this threshold, it was found that three out of 10 variables are
not normally distributed (i.e. GCO, SNO and PBC). It was argued, however, that in
practice the statistical results would not be significantly affected. As suggested by
Bentler (2006) and Byrne (2010), the values of 5, 6 or greater would not affect the

350

That is, ANOVA can only be used if there is only one outcome and accordingly is known as a univariate (one
variable) test.

351

It is worth noting the theory of MANOVA is lengthy and very complex to understand (Field 2013). Similar to
SEM, it involves heavy discussion of matrix algebra, which is beyond the scope of this study. For this reason,
wherever appropriate, this study only focuses on the practical use of MANOVA.
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statistical results in practice. For this reason, in interpreting the results, these three
variables are treated as ‘normal’.352
Variables

Number of
indicators

PGC
GCO
PCO
GTC
PTC
ATB
SNO
PBC
ITC
TCB353

5
5
5
5
5
9
8
8
4
2

Samples
(n)

Results
(CR score)

397

1.92
5.72
1.68
-1.51
-.39
2.40
6.21
5.07
2.37
-2.44

223

Threshold

+3

Multivariate
normality
Normal
Nonnormal
Normal
Normal
Normal
Normal
Nonnormal
Nonnormal
Normal
Normal

Source: Calculated from survey data.

Table 7.24: Assessment of multivariate normality of dependent variables for
MANOVA
The second test is the evaluation of the homogeneity of the covariance matrix of the
dependent variables. In SPSS software, this assumption can be assessed using Box’s
test, in which non-significant values indicate the covariance matrices are similar.
Appendix C describes the results. The results indicate that some non-homogenous
covariance matrices exist.
Regarding this, according to Field (2013), Box’s test is notoriously sensitive to
deviations from multivariate normality. That is, Box’s test can be non-significant not
because the covariance matrices are equal, but because the assumption of
multivariate normality is not tenable. Also, similar to other significance tests, in large
samples Box’s test could be significant even when the covariance matrices are
relatively homogenous. Thus, it can be argued that the effect of violating the
assumption of homogeneity of covariance matrices is unclear (Field 2013). For this
reason, and also because the majority of the observations indicate homogenous
matrices (81 per cent; 69 out of 85), it seems reasonable to argue that the potential

352

Moreover, while in large samples (200 or more) this criterion should be ideally around + 2.58, in very large
samples no normality criterion should be applied (Field 2013). In this sense, the sample size of this study can be
considered as very large (i.e. 397 cases). Recall fn. 258 for three categories of sample sizes.

353

The variable level of reported income (TCB) excludes self-employed PITs who did not earn income (seven
respondents) and employed PITs who did not receive additional income other than from employment (167
respondents; see Figure 7.15). As a result, only 223 samples can be used to represent the variable.
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effect of violating the assumption of homogeneity of covariance matrix can be
ignored.

7.5.3 Hypothesis testing and findings of secondary research questions
As discussed in Section 4.4.2, the 12 secondary research questions were designed to
gain a better understanding of background factors influencing the perceptions of
corruption. The background factors consisted of two categories: demographic factors
and sources of information. The five demographic factors under consideration were
age, gender, education level, income level and employment status. The seven sources
of information about corruption were personal experience, discussion with others
with personal experience, discussion with others without personal experience,
television, press media, the internet and radio. Unless otherwise stated, each of the
possible relationships were examined using a statistical significance level of 95 per
cent, and only significant results are presented in tables.
The influence of age on perceived levels of corruption (SQ1)
The survey used six age groups: under 25 years, between 25 and 34 years, between 35
and 44 years, between 45 and 54 years, between 55 and 64 years, and over 65 years.
Respondents were asked to indicate the age group to which they belonged. Secondary
research question SQ1a to SQ1e (see Table 4.1) required the analysis of the influence
of age upon the perceived levels of PGC, GCO, PCO, GTC and PTC. Based on this
analysis, it was concluded that there were no statistically significant differences
between age group and perceived levels of corruption of any type. Thus, the null
secondary hypothesis SH01 was not rejected.
The influence of gender on perceived levels of corruption (SQ2)
Gender has previously been examined as a mediating variable in other perceptions of
corruption studies, with Melgar et al.’s (2010a) findings suggesting that females tend
to perceive a higher level of corruption than males. Secondary research questions
SQ2a to SQ2e required the analysis of the influence of gender upon the perceived
levels of PGC, GCO, PCO, GTC and PTC. There were no statistically significant
differences between gender and perceived levels of corruption of any type. Thus, the
null secondary hypothesis SH02 was not rejected.
The influence of education on perceived levels of corruption (SQ3)
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Respondents were asked to indicate the level of education which they had attained
out of the four categories used in the survey: high school, diploma, undergraduate
and postgraduate. Secondary research questions SQ3a to SQ3e required the analysis
of the influence of education level upon the perceived levels of PGC, GCO, PCO, GTC
and PTC. Education level was related to perceived levels of general corruption and
petty tax corruption. Higher education levels were associated with lower scores of
perceived corruption. Detailed observations are provided in Section A of Appendix D.
In conclusion, the null secondary hypothesis SH03 can be rejected.
The influence of income level on perceived levels of corruption (SQ4)
Respondents were asked to indicate their level of annual income out of five
categories: < IDR 60 million, IDR 6099 million, IDR 100149 million, IDR 150199
million, and > IDR 200 million. Secondary research questions SQ4a to SQ4e required
the analysis of the influence of income level upon the perceived levels of PGC, GCO,
PCO, GTC and PTC. There were no statistically significant differences between
income level and perceived levels of corruption of any type. Thus, the null secondary
hypothesis SH04 was not rejected.
The influence of employment status on perceived levels of corruption (SQ5)
Respondents were asked to indicate their primary source of income in 2014, based on
two categories: self-employed and employed. There were 196 self-employed PITs and
201 employed PITs. Secondary research questions SQ5a to SQ5e required the analysis
of the influence of employment status upon the perceived levels of PGC, GCO, PCO,
GTC and PTC. Employment status was only related to perceived levels of petty
corruption, with self-employed PITs (M = 6.41) scoring higher than employed PITs (M
= 6.26). Detailed observations are provided in Section B 0f Appendix D. In conclusion,
the null secondary hypothesis SH05 can be rejected.
The influence of information source (direct and indirect) on perceived levels of
corruption (SQ6)
Respondents were asked to indicate the source of information they used in assessing
their perceptions of different forms of corruption. Six categories were used in the
survey: personal experience, discussion with others who have personal experience,
discussion with others who do not have personal experience, television, press media
(newspaper, magazine, etc.), the internet and radio.
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Secondary research questions SQ6a to SQ6e required the analysis of the influence of
information source upon the perceived levels of PGC, GCO, PCO, GTC and PTC. In
this context, the term knowledge refers to how knowledge about corruption is gained
by respondents and consists of direct knowledge (i.e. actual or personal experience)
and indirect knowledge (i.e. second-hand reports of hearsay).354
Personal experience as a source of information
It was found that personal experience was related to perceived levels of GCO, PCO
and GTC. Respondents who selected my own experience scored higher than those who
were undecided. An exception to this was for PTC, with respondents who selected my
own experience scoring lower than those who were undecided. Detailed observations
are provided in Section C of Appendix D (Tables C1-C4).
Discussion with others who have personal experience as a source of information
It was found that discussion with others who have personal experience was related to
perceived levels of PGC and GCO, with respondents who selected discussion with
others who have personal experience scoring higher than those who were undecided.
An exception to this was for GTC and PTC, with respondents who selected discussion
with others who have personal experience scoring lower than those who were
undecided. Detailed observations are provided in Section C of Appendix D (Tables
C5-C8).
Discussion with others who do not have personal experience as a source of information
There was no statistically significant difference between respondents who answered
discussion with others who do not have personal experience and those who were
undecided, and any of the perceived levels of different forms of corruption under
consideration.
In conclusion, the null secondary hypothesis SH06 can be rejected.
The influence of information source (media source) on perceived levels of
corruption (SQ7)
As indicated earlier in Section 4.4.2, the respondents were asked to indicate the
information sources they used in forming their perceptions of different forms of

354

As noted earlier in fn. 228.
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corruption. Secondary research questions SQ7a to SQ7e required the analysis of the
influence of media sources upon the perceived levels of PGC, GCO, PCO, GTC and
PTC. The term media source includes television, press media (newspaper, magazine,
etc.), the internet and radio
Television as a source of information
It was found that as a source of information, television was related to perceived levels
of PGC, GCO and GTC, with respondents who selected television scoring higher than
those who were undecided. Detailed observations are provided in Section D of
Appendix D (Tables D1-D3).
Press media (newspaper, magazine, etc.) as a source of information.
As a source of information, press media was related to perceived levels of PGC, GCO,
PCO and GTC. Respondents who selected press media scored higher than those who
were undecided. An exception to this was for PTC, with respondents who selected
press media scoring lower than those who were undecided. Detailed observations are
provided in Section D of Appendix D (Tables D4-D8).
The internet as a source of information.
As a source of information, the internet was related to perceived levels of PGC, GCO,
PCO, GTC and PTC, with respondents who selected the internet scoring higher than
those who were undecided. Detailed observations are provided in Section D of
Appendix D (Tables D9-D13).
Radio as a source of information.
There was no statistically significant difference between respondents who reported
radio as a source of their information and those who were undecided, and any of the
perceived level of different forms of corruption under consideration.
In conclusion, the null secondary hypothesis SH07 can be rejected.
The influence of age on the adopted TPB constructs (SQ8)
Six age groups were used in the survey. Secondary research questions SQ8a to SQ8e
required the analysis of the influence of age upon five adopted constructs of the TPB:
attitude towards tax underreporting (ATB), subjective norms towards tax
underreporting (SNO), perceived behavioural control over tax underreporting (PBC),
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intention to report actual income (ITC), and level of reported income (TCB). There
were no statistically significant differences between any age group and any of the TPB
constructs under consideration. In conclusion, the null secondary hypothesis SH07
was accepted.
The influence of gender on the adopted TPB constructs (SQ9)
Secondary research questions SQ9a to SQ9e required the analysis of the influence of
age upon five adopted constructs of TPB: attitude towards tax underreporting (ATB),
subjective norms towards tax underreporting (SNO), perceived behavioural control
over tax underreporting (PBC), intention to report actual income (ITC), and level of
reported income (TCB). Gender was related to the subjective norms of tax
underreporting and intention to report actual income. Males appeared to have a higher
score for tax underreporting than females (males = 3.88, females = 3.65).
Correspondingly, males had lower scores for intention to report actual income than
females (males = 3.70, females = 3.96). Detailed observations are provided in Section
E of Appendix D (Tables E.1-E.2). In conclusion, the null secondary hypothesis SH09
can be rejected.
The influence of level of education on the adopted TPB constructs (SQ10)
As previously discussed in Section 7.4.1, there were four education levels used in the
survey. Secondary research questions SQ10a to SQ10e required the analysis of the
influence of education level upon five adopted constructs of the TPB: attitude
towards tax underreporting (ATB), subjective norms towards tax underreporting
(SNO), perceived behavioural control over tax underreporting (PBC), intention to
report actual income (ITC) and level of reported income (TCB). There were no
statistically significant differences between education level and any of the TPB
constructs. In conclusion, the null secondary hypothesis SH010 was accepted.
The influence of income level on the adopted TPB constructs (SQ11)
As previously discussed in Section 7.4.1, there were five income levels used in the
survey. Secondary research questions SQ11a to SQ11e required the analysis of the
influence of income levels upon five adopted constructs of the TPB: attitude towards
tax underreporting (ATB), subjective norms towards tax underreporting (SNO),
perceived behavioural control over tax underreporting (PBC), intention to report
actual income (ITC) and level of reported income (TCB). Income level was only
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related to perceived behavioural control over tax underreporting. Respondents with
higher incomes tended to have higher perceived behavioural control over tax
underreporting. Detailed observations are provided in Section F of Appendix D. In
conclusion, the null secondary hypothesis SH011 can be rejected.
The influence of employment status on the adopted TPB constructs (SQ12)
As previously discussed in Section 7.4.1, there were two categories of employment
status used in the survey: self-employed and employed. Secondary research questions
SQ12a to SQ12e required the analysis of the influence of income status upon five
adopted constructs of the TPB: attitude towards tax underreporting (ATB), subjective
norms towards tax underreporting (SNO), perceived behavioural control over tax
underreporting (PBC), intention to report actual income (ITC) and level of reported
income (TCB). Employment status was related to perceived behavioural control over
tax underreporting, intention to report actual income and level of reported income.
Self-employed PITs had higher scores for perceived behavioural control over tax
underreporting (self-employed PITs = 4.56, employed PITs = 3.12), a lower score of
intention to report actual income (self-employed PITs = 3.57, employed PITs = 4.02),
but a higher score of level of reported income than employed PITs (self-employed PITs
= 4.37, employed PITs = 1.62).355 Detailed observations are provided in Section G of
Appendix D (Tables G.1-G.3). In conclusion, the null secondary hypothesis SH012 can
be rejected.

7.5.4 Summary of findings for secondary research questions
The secondary research questions examined three categories of relationships. First,
the influence of five demographic variables on the perceived level of five forms of
corruption. Second, the influence of seven sources of information on the perceived
level of five forms of corruption. Third, the influence of five demographic variables on
the five adopted TPB constructs. Table 7.25 to Table 7.27 present a summary of the
statistically significant relationships found.
Outcomes
Perceived level of

355

Predictors (demographic variables)
Age

Gender

Education

Income level

Employment

It is worth noting that the employed PITs appeared to conceal all additional income other than from their
employment. With only 34 survey responses, they were under-represented (recall Section 7.4.4). For this
reason, this result should be interpreted cautiously.
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status
General corruption (PGC)
Grand corruption (GCO)
Petty corruption (PCO)
Grand tax corruption (GTC)
Petty tax corruption (PTC)
Ya
Yb
Yc

=
=
=
=

-

Ya
Yb

-

-

Yc
-

statistically significant difference not evident
statistically significant difference evident, with the higher the level of education, the lower the score of PGC
statistically significant difference evident, with the higher the level of education, the lower the score of PTC
statistically significant difference evident, with self-employed PITs scored higher than employed PITs

Source: Summarised from Appendix D.

Table 7.25: Summary of statistically significant differences among perceptions
of corruption arising from secondary research questions by
demographic variables (SQ1-SQ5)
As described in Table 7.25, it is apparent that the perceived levels of corruption, as
outcomes, were not related to age group, gender and income level. Perception of
general corruption and petty tax corruption were only related to education level:
respondents with higher educations expressed lower perceptions of corruption. Petty
corruption was only related to employment status, with self-employed PITs
expressing greater perceptions of petty corruption than employed PITs.
Outcomes
Perceived levels of

General corruption (PGC)
Grand corruption (GCO)
Petty corruption (PCO)
Grand tax corruption (GTC)
Petty tax corruption (PTC)
*
Ya
Yb

=
=
=
=

Predictors
Personal
experience

Discussion
with others
who have
personal
experience

Discussion
with others
who do not
have personal
experience

TV

Press media
(newspaper
, magazine,
etc.)

The
internet

Radio

Ya
Ya
Ya
Yb

Ya
Ya*
Yb
Yb

-

Ya
Ya
Ya
-

Ya
Ya
Ya
Ya
Yb

Ya
Ya
Ya
Ya
Ya

-

statistically significant difference not evident
statistically significant at p-value = 0.10
statistically significant difference evident, with those who answered ‘yes’ scored higher than those who undecided
statistically significant difference evident, with those who answered ‘yes’ scored lower than those who undecided

Source: Summarised from Appendix D.

Table 7.26: Differences between perceptions of corruption and information
sources (SQ6-SQ7)
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From Table 7.26 it is apparent that the perceived levels of corruption, in general, were
related to various sources of information, with the exception of discussion with others
who do not have personal experience and radio. Perceived level of general corruption
was related to discussion with others who have personal experience, television, press
media, and the internet. Respondents who answered ‘yes’ to these sources of
information as a basis of assessment expressed higher levels of perceived general
corruption. The perceived level of grand corruption was related to personal
experience, discussion with others who have personal experience, television, press
media, and the internet, with respondents who answered ‘yes’ in the survey expressing
higher levels of perceived grand corruption. Personal experience, press media, and
the internet were also influential in shaping the perceived level of petty corruption,
with respondents who answered ‘yes’ in the survey expressing higher levels of
perceived petty corruption.
Perceived level of grand tax corruption was related to personal experience, discussion
with others who have personal experience, television, press media, and the internet, but
with mixed effects. In contrast to the influence of personal experience, television,
press media, and the internet, respondents who answered ‘yes’ to discussion with
others who have personal experience as a source of information expressed lower levels
of perceived grand tax corruption.
Perceived level of petty tax corruption was related to personal experience, discussion
with others who have personal experience, television, press media, but in reverse.
That is respondents who answered ‘yes’ in the survey expressed lower levels of
perceived petty tax corruption. In this case, the effect of the internet was an
exception, with respondents who answered ‘yes’ in the survey expressed higher levels
of perceived petty tax corruption.
The third category of secondary research questions dealt with the influence of
demographic variables on the adopted TPB constructs. As Table 7.27 suggests, it is
apparent that the five adopted TPB constructs, as outcomes, were not related to age
group and education level. Subjective norms towards tax underreporting were related
to gender, with males indicating higher scores regarding views on tax underreporting.
Gender also influenced the level of intention to report actual income, with males
expressing lower levels of intention.
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Outcomes

Predictors (demographic variables)

The adopted TPB constructs
Attitude towards tax underreporting (ATB)
Views on tax underreporting (SNO)
Perceived behavioural control over tax
underreporting (PBC)
Intention to report actual income (ITC)
Level of reported income (TCB)
Ya
Yb
Yc
Yd
Ye

=
=
=
=
=
=

Age

Gender

Education

Income
level

Employment
status

-

Ya
-

-

Yc

Yd

-

Yb
-

-

-

Ye
Yd

statistically significant difference not evident
statistically significant difference evident, with male PITs scored higher than female PITs
statistically significant difference evident, with male PITs scored lower than female PITs
statistically significant difference evident, with the higher the level of income, the higher the score of PBC
statistically significant difference evident, with self-employed PITs scored higher than employed PITs
statistically significant difference evident, with self-employed PITs scored lower than employed PITs

Source: Summarised from Appendix D.

Table 7.27: Differences between TPB constructs and demographic variables
(SQ8-SQ12)
Respondents with higher incomes expressed higher levels of perceived behavioural
control

over

tax

underreporting.

Perceived

behavioural

control

over

tax

underreporting was also related to employment status, with self-employed PITs
expressing higher scores of perceived behaviour control of tax underreporting.
Finally, employment status was influential in shaping respondents’ intention to
report actual income and level of reported income. The findings suggest that selfemployed PITs have lower intentions to report actual income but have higher levels
of reported income.356

7.6 Structural Equation Modeling (SEM)
7.6.1 Introduction
This study relies heavily on a SEM approach to analyse the survey data. For this
reason, a detailed discussion of the justification for using the SEM approach is
provided in Section B of Appendix B. As indicated in the appendix, a hypothesised
causal structure in SEM can be illustrated in two ways: as a system of equations or as
a graph. While the equations make it possible to adopt conventional algebraic
356

Note that the number of respondents under consideration for the level of reported income variable are 223,
consisting of 189 self-employed and 34 employed PITs. As previously discussed in Section 7.4.4, the term
‘reported income’ for employed PITs refers to any income other than employment.
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manipulation, diagrammatic structural models offer greater communicative power in
explaining the relationships between latent and observed variables (Blunch 2013).357
For this reason, throughout this thesis, a diagrammatic approach has been used more
often.
In modelling the channels of causality, as indicated earlier, the results previously
presented in Section 7.4.6 have implications for further confirmatory analysis. That is,
because in the conceptual model there is ‘level of reported income’ (i.e. TCB) variable
(recall Figure 4.5), self-employed PITs who did not earn income (seven respondents)
and employed PITs who did not receive additional income other than from
employment (167 respondents) could not be included in the full model analysis.358 As
a result, while the whole sample (397 respondents) was used in the analysis of partial
models, only 223 respondents can be utilised in the analysis of full models. For this
reason, this study employs six recursive models for structural analysis. As Figure 7.16
reveals, there are three categories of model and two variants (full and partial).
Model category

Full model (n = 223)

Partial model (n = 397)

Model A-full

Model A-partial

Model B-full

Model B-partial

Model A
Predictor:
Perceptions of
general corruption
(PGC)

Model B
Predictors:
Perceptions of grand
corruption (GCO)
Perceptions of petty
corruption (PCO)

357

In this case, in carrying out the calculations the IBM® SPSS® Amos program translates a graph of a model into
‘equations’ or program statement (Blunch, 2013).

358

Throughout this thesis, the term ‘full model’ refers to the inclusion of the ‘level of reported income (TCB)’
variable, while the term ‘partial model’ means the exclusion of the TCB variable (as illustrated in Figure 7.16).
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Model C
Predictors:
Perceptions of grand
tax corruption (GTC)
Perceptions of petty
tax corruption (PTC)
Model C-full

Model C-partial

Note: ATB = attitudes towards tax underreporting; SNO = subjective norms towards tax
underreporting; PBC = perceived behavioural control over tax underreporting; ITC = intention
to report actual income; TCB = level of reported income

Figure 7.16: Classification of recursive structural models under study
In this classification, model A uses perceptions of general corruption (PGC) as a
predictor variable, model B employs two types of perceptions of non-tax corruption
(GCO and PCO) as predictor variables and model C adopts two types of perception of
tax corruption (GTC and PTC) as predictor variables.
Further, to make it easier to distinguish, the model category is added in the name of
the model―for instance, the term ‘Model A-full’ means that the model employs
perception of general corruption (PGC) as a predictor (exogenous) variable and tax
compliance behaviour (TCB) as a dependent (endogenous) variable.359

7.6.2 Data screening
Data screening is a crucial stage in the research process, prior to undertaking
quantitative data analysis. The goal of data screening is to ensure that the data are in
a suitable form to satisfy the multivariate analysis assumptions (Hair et al. 2010). Data
screening generally involves several tests for: missing data, response bias, multivariate
normality, outliers, and multicollinearity. These tests are intended to provide
justifications for deriving conclusions and interpreting statistical results. Accordingly,
data screening is a prerequisite to multivariate analysis (Hair et al. 2010). Because the
first two tests (i.e. missing data and response bias tests) were performed earlier (the
results were presented in Sections 7.2.3 and 7.2.4, respectively), the next sections only
discuss multivariate normality, outlier and multicollinearity tests.
359

Analogously, for instance, ‘Model B-partial’ indicates that the model employs perceptions of grand corruption
(GCO) and petty corruption (PCO) as predictor (exogenous) variables and intention to report actual income
(ITC) as a dependent (endogenous) variable. This implies that while the endogenous variable in full models is
TCB, the endogenous variable in partial models is ITC.
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Assessment of multivariate normality
There are two types of normal distribution: univariate and multivariate. While
multivariate normality guarantees univariate normality, the opposite is not
necessarily true (Byrne 2010). That is, regardless of whether the distribution of
observed variables is univariate normal, the multivariate distribution can still be nonnormal (Field 2013).
Multivariate normality can be evaluated by the index of multivariate kurtosis and its
critical ratio (c.r.; Byrne 2010). For the value of the c.r., this study adopts a threshold
value of the normalised estimate of multivariate kurtosis (Mardia 1970, 1974). In this
case, the value of 3 is used. This is because, in practice, values > 3 are an indication
that the data are non-normally distributed (Bentler 2006). Within this threshold, as
Table 7.28 describes, it was found that three out of six models are non-normally
distributed (i.e. Models B-full, A-partial, and B-partial).360
To deal with non-normal data, as suggested by Byrne (2010) and Blunch (2013), this
study adopted a bootstrapping technique.361 Accordingly, further estimations of SEM

involving measurement models and structural models for Models B-full, A-partial,
and B-partial were performed by using the Bollen-Stine bootstrap method.362
Model
category

Name of
structural model

Number of
indicators

Results
(c.r. score)

Full

Model A-full
Model B-full
Model C-full

36
41
41

2.62
3.20
1.57

Model A-partial
Model B-partial
Model C-partial

34
39
39

3.81
3.99
1.70

(n=223)
Partial
(n=397)

Threshold
value for c.r.

<+3

Multivariate
normality
Normal
Nonnormal
Normal
Nonnormal
Nonnormal
Normal

Source: Calculated from survey data.

Table 7.28: Assessment of multivariate normality
Assessment of outlier data

360

It is worth noting however that the value of 5, 6, or beyond in practice would not affect the statistical results
(Bentler 2006; Byrne 2010).

361

The basic idea behind bootstrapping is that the sample data is treated as population to calculate the required
sample statistic (Blunch 2013). Thus, it allows the researcher to evaluate the stability of parameter estimates
and report their values with a greater degree of accuracy (Byrne 2010).

362

This is one of the provided methods in IBM® SPSS® Amos software and is chosen for its practicality and common
use (e.g. Arbuckle 2012; Blunch 2013).
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Outlier data or extreme value analysis is performed to assess whether any values are
potentially distorting the statistical results. To assess outlier data, Mahalanobis
distance (D2) values can be used as a benchmark (Byrne 2010). In this case, if the
value of D2 is greater than the value of Chi-square (χ2), outlier data are present. As
Table 7.29 presents, the maximum D2 value of each model is lower than the
calculated value of χ2. These indicate that outlier data is not present and therefore the
assumption of no outlier data is satisfied.
Model
category

Name of
structural
model

Mahalanobis
Distance (D2)
highest value

Degree of
freedom
(df)

Threshold value of
Chi-square (χ2)
(α = 0.05) 363

Presence of
outlier

Full
(n=223)

Model A-full
Model B-full
Model C-full

64.84
73.41
64.69

579
758
758

< 636
< 822
< 822

No outlier
No outlier
No outlier

Partial
(n=397)

Model A-partial
Model B-partial
Model C-partial

69.55
74.77
65.19

517
687
687

< 570
< 749
< 749

No outlier
No outlier
No outlier

Source: Calculated from survey data.

Table 7.29: Assessment of outlier data
Assessment of multicollinearity
As this study includes more than one predictor, an additional concern that needs to
be assessed is whether there are multicollinearity issues. These can arise from a
situation where there is a strong correlation between two or more predictors, as they
both could potentially represent the same underlying construct (Byrne 2010; Field
2013). Practically speaking, while perfect collinearity364 is rare in real-life data (Field
2013), less than perfect collinearity is not surprising, as it is virtually unavoidable
(Byrne 2010). In a sense, high levels of collinearity may pose potential threats,
particularly in relation to the importance of predictors under consideration (Field
2013).
In this respect, there are various techniques in SEM that can be used to diagnose
situations where multicollinearity exists among the predictor variables (Grewal et al.
2004). Among these methods is determination of the covariance matrix of the

363

In this study, the calculations of χ2 presented in Table 7.29 are obtained from Statistical Online Computational
Resource. See <http://www.socr.ucla.edu/Applets.dir/Normal_ T_Chi2_F_Tables.htm>, accessed 10 September
2015.

364

It occurs when two predictors are perfectly correlated or their correlation coefficient is one.
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predictor variables.365 In light of its wide practical use, this approach is adopted and
presented in Table 7.30.
As shown in Table 7.30, it was found that two models (Models B-full and B-partial)
seemed to have multicollinearity problems. In this case, a value close to zero indicates
that at least one predictor variable is nearly linearly dependent on the other predictor
(Byrne 2010). It is worth noting, however, that this finding is not surprising because
the possibility of substantial content overlap between perception of grand corruption
(GCO) and perception of petty corruption (PCO).366 In other words, the possible
interference between the two variables cannot be avoided.
Nevertheless, because little is known about the threats of multicollinearity in SEM
(Grewal et al. 2004), it seems reasonably safe to ignore the indication of
multicollinearity problem in these models. The reasons are twofold. First, many
researchers consider that SEMs can remedy multicollinearity issues and, accordingly,
are robust against multicollinearity (Maruyama 1998). Second, as will be discussed in
Section 7.6.4, the sign of the path coefficients of the two predictors in Models B-full
and B-partial (i.e. GCO and PCO) indicate that these predictors are unique in terms
of their effects upon other endogenous variables (i.e. ATB and SNO).367 This means
that both predictors, although they seem to co-occur, actually represent different
underlying constructs.
Model
category

Name of structural
model

Determinant of
sample covariance
matrix value

Full
(n=223)

Model A-full
Model B-full
Model C-full

2.960
0.001
3.520

Partial
(n=397)

Model A-partial
Model B-partial
Model C-partial

6.160
0.003
12.08

Threshold

A value far
from zero

Presence of
multicollinearity
No multicollinearity
Multicollinearity
No multicollinearity
No multicollinearity
Multicollinearity
No multicollinearity

365

Other common methods, according to Grewal et al. (2004, p. 521), involve a correlation matrix of the
predictors variables, correlation matrix of the path coefficients, sign of the path coefficient, and variance
inflation factors.

366

Recall Figure 7.14 for a descriptive illustration of the potential correlation. In support of this finding, for
example, an empirical study by Mishler and Rose (2008) also found that perceived grand corruption (i.e. civic
and political corruption) appears to be hardly distinguishable from perceived petty corruption (i.e. street-level)
corruption.

367

That is, as we will discuss in Sections 7.6.5, while perceptions of grand corruption were found to be more
influential in affecting taxpayers’ attitudes towards tax underreporting, perceptions of petty corruption have a
closer tendency to affect taxpayers’ subjective norms towards tax underreporting.
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Source: Calculated from survey data.

Table 7.30: Assessment of multicollinearity

7.6.3 Measurement models
As illustrated in Section B of Appendix B, SEM analysis requires two model
assessments: measurement and structural model tests (Hair et al. 2010). This section
focuses on assessment of the measurement model. As an initial step, measurement
model tests aim to evaluate the construct validity of latent variables under study to
examine whether an indicator adequately represents the observed latent variable and
captures what it intends to measure. This examination can be achieved by performing
tests for convergent and discriminant validity (Sekaran & Bougie 2010).
Convergent validity
Convergent validity testing is undertaken by evaluating the standardised construct
loadings of indicators. The rule of thumb indicates that indicators with standardised
factor loadings greater than 0.5 are acceptable (e.g. Bagozzi & Yi 1988; Byrne 2010).
The factor loading tests were performed for both full and partial models and
categorised in two groups of constructs: perceptions of corruption and the TPB The
results of factor loading tests are provided in Appendix E. The results suggest that two
out of 56 indicators under consideration have a factor loading value less than 0.5 (i.e.
G2 = 0.41 and H2 = 0.32, both for full models). Consequently, these indicators were
excluded from further analysis.
Another indicator of convergent validity is composite (construct) reliability (CR)
(Hair et al. 2010). The rule of thumb suggests that good constructs should have a CR
score greater than 0.6 (Bagozzi & Yi 1988), with the equation as follows:
𝑛

2

[∑ 𝑖 ]
𝑖=1

Composite reliability (CR) =

𝑛

2

𝑛

[∑ 𝑖 ] + [∑ 𝑖 ]
𝑖=1

𝑖=1

where i represents standardised factor loadings, i is the measurement error (1 - i2),
and n is the number of observed indicators.
The results of factor loading tests are provided in Appendix F. The results indicate
that the minimum CR value of the constructs is 0.70 (perceptions of petty corruption,
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in full models) and the maximum is 0.91 (perceived behavioral control over tax
underreporting, in partial models). Since the CR values of all constructs are greater
than 0.60, the constructs under consideration are considered to have good reliability.
Thus, based on the CR values, it is concluded that convergent validity of this study is
achieved.
Discriminant validity
Discriminant validity tests aims to examine whether a construct differs from other
latent constructs. It requires a high correlation between an indicator and its
construct, but low correlation with all other latent constructs. This assessment can be
performed by examining correlation coefficients among latent variables (i.e. cross
loading) and the square root of average variance extracted (AVE; Fornell & Larcker
1981).
In this respect, while cross loading measures can be derived by comparing the
correlation of the latent variable scores with both their measurement items and all
other indicators included in the model, the AVE is calculated as follows (Bagozzi & Yi
1988):
𝑛

∑ 𝑖 2
𝑖=1

Average variance extracted (AVE) =

𝑛

𝑛

∑ 𝑖 2 + ∑ 𝑉𝑎𝑟(𝑖)
𝑖=1

𝑖=1

where i is standardised factor loadings, i is the measurement error (1 - i2), and n is
the number of observed indicators.
The rule of thumb suggests that a construct which has a value of the square root of
AVE (√AVE) that is higher than its correlation coefficients among other constructs
has good discriminant validity (Bagozzi & Yi 1988; Fornell & Larcker 1981).
The results of the calculations of AVE and the square root of AVE (discriminant
validity) for the full and partial models are presented Appendix G. It was found that
the minimum square root AVE value was 0.56 (for perceptions of petty corruption, in
full models) and the maximum was 0.81 (for levels of reported income, in full models).
After the square root of AVE is derived, it is possible to make a numerical comparison
between a construct’s square root of AVE and its score for correlation with other
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latent constructs. The comparison for both full and partial models is presented in
Table 7.31.
The results presented in Table 7.31 suggest that the correlation coefficients among
constructs were all lower than the square root of AVE values. As a result, it was
concluded that all constructs under study have acceptable discriminant validity.
Model A-full
PGC

Model A-partial
ATB

SNO

PBC

ITC

PGC

0.66

ATB

0.12

0.61

SNO

0.01

0.09

0.62

PBC

0.11

0.06

-0.02

0.61

ITC

-0.23

-0.46

-0.17

-0.21

0.71

TCB

-0.24

0.08

-0.07

-0.02

0.59

TCB

PGC

PBC

ITC

PGC

0.72

ATB

0.27

0.63

SNO

0.06

0.09

0.64

PBC

0.23

0.18

0.14

0.75

ITC

-0.39

-0.51

-0.24

-0.34

0.76

PCO

ATB

SNO

PBC

Model B-partial
PCO

ATB

SNO

PBC

ITC

TCB

GCO

0.60

PCO

0.38

0.56

ATB

0.29

0.06

0.61

SNO

0.16

0.33

0.09

0.62

PBC

0.09

0.02

0.06

-0.02

0.61

ITC

-0.30

-0.26

-0.46

-0.17

-0.21

0.71

TCB

-0.18

-0.12

0.07

-0.07

-0.01

0.60

GCO

ITC

GCO

0.67

PCO

0.39

0.65

ATB

0.35

0.13

0.63

SNO

0.16

0.33

0.09

0.64

PBC

0.11

0.06

0.18

0.14

0.75

ITC

-0.31

-0.30

-0.50

-0.24

-0.34

0.76

PTC

ATB

SNO

PBC

ITC

0.81

Model C-full
GTC

SNO

0.81

Model B-full
GCO

ATB

Model C-partial
PTC

ATB

SNO

PBC

ITC

TCB

GTC

0.74

PTC

0.13

0.68

ATB

0.28

0.11

0.61

SNO

0.07

-0.04

0.09

0.62

PBC

0.05

0.04

0.07

-0.02

0.61

ITC

-0.34

-0.17

-0.46

-0.17

-0.21

0.71

TCB

-0.11

-0.10

0.07

-0.07

-0.02

0.60

GTC
GTC

0.72

PTC

0.21

0.70

ATB

0.25

0.23

0.63

SNO

0.12

0.10

0.09

0.64

PBC

0.10

0.06

0.18

0.14

0.75

ITC

-0.37

-0.30

-0.50

-0.24

-0.34

0.81

Source: Calculated from survey data.

Table 7.31: Correlations between constructs and square root of AVE: Full and
partial models
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0.76

7.6.4 Structural models
The second series of tests, structural model assessment, aims to simultaneously
analyse the relationships among constructs.368 The tests investigate how well a model
fits to the data, and are carried out by assessing a model’s goodness-of-fit.
The SEM technique provides many fit indices to evaluate a structural model (Kline
2011). There are generally three groups of fit indices: absolute fit, incremental fit (also
known as comparative fit) and parsimony fit. According to Schreiber et al. (2006),
absolute fit indices consist of, for instance, Chi-square (χ2), Akaike information
criterion (AIC), Browne-Cudeck criterion (BCC), and Bayes information criterion
(BIC), while incremental fit indices include, for example, Tucker-Lewis index (TLI),
Comparative fit index (CFI), Normed fit index (NFI) and Incremental fit index (IFI).
Parsimonious fit indices include the parsimonious normed fit index (PNFI) and
parsimonious goodness-of-fit index (PGFI).
Accordingly, scholars have reported model goodness-of-fit indices in their work in
various ways (Schreiber et al. 2006), mainly based on their personal preferences
(Schreiber 2008). In light of their common and practical use, this study adopts six
measures: (1) Chi-square (χ2); (ii) p-value, (iii) χ2/df; (iv) TLI, (v) CFI and (vi) root
mean square error of approximation (RMSEA).369 These adopted fit indices can be
further described as follows:
a) Chi-square (χ2): also known as generalised likelihood ratio or the likelihood
ratio chi-square, chi-square is the widely used common fit index for assessing
the degree of discrepancy between the variance-covariance matrix of the
proposed model and that of the observed data (Maruyama 1998). A model
would be accepted if it yields small values and a non-significant p-value at the
0.05 threshold level (Hair et al. 2010; Hooper et al. 2008). However, because
chi-square validity issues have raised considerable concerns among SEM
scholars (e.g. Hoyle 1995), it has been suggested that researchers report the

368

It is often the case that the measurement model and structural model are evaluated in one analysis―the socalled one-step strategy (Blunch 2013). Nevertheless, this could potentially raise problems, particularly when
the full model does not fit the data. In this case, it can be complicated to identify whether the bad fit is due to
measurement errors or the structural model confirming the theory is wrong. For that reason, this study does
not adopt this one-shot approach.

369

Other commonly used fit indices are goodness-of-fit index (GFI) and adjusted goodness-of-fit index (AGFI).
However, these measures are not employed in this study because there is a consensus not to use these indices
due to their validity issues (e.g. Hooper et al. 2008; Sharma et al. 2005).
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chi-square value along with the corresponding degrees of freedom (df) and plevel (Schreiber 2008).
b) Significance probability (p-value): if the p-value of the χ2 statistic is significant,
it can be concluded that the model is not consistent with the covariance data
(Kline 2011). Accordingly, researchers adopting SEM would expect a nonsignificant p-value of the chi-square statistic (Blunch 2013).
c) Relative chi-square (χ2/df): also known as normed or normal chi-square, the
ratio of chi-square and degrees of freedom is an effort to adjust the adverse
impact of sample size on the chi-square value and, accordingly, was suggested
to supplement the chi-square statistic (Kline 2011; Maruyama 1998). A value
less than 2 or 3 is indicative of a tenable model fit (Schreiber et al. 2006).
d) TLI: also termed as non-normed fit index, the TLI was initially developed for
factor analysis but was extended to SEM analysis (Schumacker & Lomax
2004). The TLI is used to assess whether a specified model and a null model
differ. Because it is not normalised, the values of TLI can fall below 0 or above
1, with the values close to 1 indicate good fit. It was suggested that the
threshold values of TLI are equal to or greater than 0.95 (e.g. Hu & Bentler
1999; Schreiber et al. 2006)
e) CFI: also known as Bentler Comparative Fit Index (Kline 2011), CFI is one of
the most widely adopted fit indices partly because of its insensitivity to model
complexity (Hair et al. 2010). It evaluates the improvement in the fit of the
observed model relative to a baseline model or an independence model (Kline
2011). The values of CFI generally fall between 0 and 1, with values equal to or
greater than 0.95 indicate good fit (Hu & Bentler 1999; Kline 2011).
f) RMSEA: known as one of the most used fit indices (McDonald & Ho 2002),
the RMSEA is a parsimony-adjusted index that measures the error of
approximation in which a value closer to zero indicates a better fit (Kline
2011). Accordingly, there is general consensus that an RMSEA value equal or
less than 0.08 implies a good fitting model (Kline 2011; Schreiber et al. 2006).
Original structural models
At the outset, the model estimation process was performed to measure the original
model’s goodness-of-fit values. The values of six fit indices of the original models (as
described earlier in Figure 7.16) are presented in Table 7.32 for full models, and Table
7.33 for partial models.
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Results of models

Measures
A-full

Threshold

B-full

C-full

Chi-square (χ2)

610.88

763.13

771.34

p-value
χ2/df
TLI
CFI
RMSEA

0.003
1.18
0.95
0.95
0.028

0.027
1.11
0.96
0.97
0.022

0.017
1.12
0.97
0.97
0.023

Criteria of models

< 573.25 (A) 370
< 751.21 (B)
< 751.21 (C)
 0.050
 2.00
 0.95
 0.95
 0.080

A-full

B-full

C-full

Unfit

Unfit

Unfit

Unfit
Fit
Fit
Fit
Fit

Unfit
Fit
Fit
Fit
Fit

Unfit
Fit
Fit
Fit
Fit

Source: Calculated from survey data.

Table 7.32: Fit indices of the original models: Full models
The results presented in Table 7.32 suggest that while four indicators of Models A-, B, and C-full appear to satisfy the corresponding threshold (i.e. relative chi-square
(χ2/df), TLI, CFI, and RMSEA), two fit indices suggest that the original full models do
not fit the data well (i.e. chi-square and p-value).
Results of models

Measures

Threshold

A-partial

B-partial

C-partial

Chi-square
(χ2)

617.24

761.83

771.02

p-value
χ2/df
TLI
CFI
RMSEA

0.002
1.19
0.98
0.98
0.022

0.033
1.10
0.98
0.99
0.016

0.019
1.11
0.98
0.98
0.017

< 575.77 (A)
< 753.37 (B)
< 753.37 (C)
 0.050
 2.00
 0.95
 0.95
 0.080

Criteria of models
A-partial

B-partial

C-partial

Unfit

Unfit

Unfit

Unfit
Fit
Fit
Fit
Fit

Unfit
Fit
Fit
Fit
Fit

Unfit
Fit
Fit
Fit
Fit

Source: Calculated from survey data.

Table 7.33: Fit indices of the original models: Partial models
The results of the goodness-of-fit indices assessment of partial models appear to
duplicate those of the full models. Likewise, as Table 7.33 presents, four indicators of
Models A-, B-, and C-partial appear to satisfy the corresponding threshold (i.e.
relative chi-square, TLI, CFI, and RMSEA), whereas two fit indices suggest that the
original partial models do not fit the data well (i.e. chi-square and p-value).
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Based on calculation of the chi-square distribution provided by Statistical Online Computational Resource. See
<http://www.socr.ucla.edu/Applets.dir/Normal_T_Chi2_F_Tables.htm>, accessed 10 September 2015. This
online service is used to calculate the chi-square values presented throughout this thesis.
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Modified full structural models
As indicated earlier in Section 7.6.1, the first category of structural models considered
in this study is that of full structural models. Because two goodness-of-fit indices
suggest that the full models do not fit the data, model modification is necessary. The
modifications were made by adding five covariance of error terms in the initial Model
A-full (i.e. e12 and e14, e63 and e69, e64 and e67, e91 and e94, e92 and e93―see
Figure 7.17) and two covariance of error terms in the initial Models B- and C-full (i.e.
e91 and e94, e92 and e93―see Figure 7.18 and Figure 7.19, respectively).
Model A-full
After the covariance error terms were added in the initial Model A-full, a reestimation process was undertaken. Figure 7.17 depicts the modified structural Model
A-full and Table 7.34 presents the summarised model of goodness-of-fit indices.

Source: IBM SPSS Amos output.

Figure 7.17: Modified structural model of Model A-full

Measures

Results

Threshold

Fit/Unfit

Chi-square (χ2)

550.580

< 568.259

fit
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p-value
χ2/df
TLI
CFI
RMSEA

0.128
1.071
0.981
0.982
0.018

 0.05
 2.00
 0.95
 0.95
 0.08

fit
fit
fit
fit
fit

Source: Calculated from survey data.

Table 7.34: Model goodness-of-fit indices (Model A-full)
These results suggest that all measures satisfy the threshold and, accordingly, it was
concluded that the structural Model A-full fits the data well.
Further, the modified structural Model A-full provides path coefficients (β) that
represent the magnitude of the relationships between latent constructs. The results
indicate that there are four path coefficients that are not statistically significant at p <
o.05. These are the path coefficients between PGC and ATB (β = 0.147; p = 0.079), PGC
and SNO (β = 0.016; p = 0.188), SNO and ITC (β = -0.122; p = 0.100), and PBC and TCB
(β = 0.102; p = 0.185; Table 7.35).
Latent variables

Coefficient

Critical ratio

Prob.

Significance

PGC  ATB
PGC  SNO
ATB  ITC
SNO  ITC
PBC  ITC
ITC  TCB
PBC  TCB

0.147
0.016
-0.403
-0.122
-0.168
0.558
0.102

1.755
0.188
-4.619
-1.643
-2.200
5.761
1.325

0.079
0.851
***
0.100
0.028
***
0.185

Not sig.
Not sig.
Sig.
Not sig.
Sig.
Sig.
Not sig.

Source: Calculated from survey data.

Table 7.35: Regression weights for modified structural equation model (Model
A-full)
Moreover, an analysis of the modified structural model also yields direct, indirect and
total effects of the relationships between exogenous and endogenous constructs (Fox
1980). Table 7.36 presents the standardised direct and indirect effects among latent
variables in Model A-full, while Table 7.37 describes the standardised total effects.
These results demonstrate that ITC had the strongest direct effect on TCB (0.558)
while ATB had the strongest indirect effect on TCB (0.225). In contrast, PGC had the
lowest direct effect on SNO (0.016) with PGC having the lowest indirect effect on TCB
(-0.061). In terms of total effect on endogenous variable (TCB), it was found that ITC
had the strongest effect (0.558) with PBC having the lowest effect (0.008).
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Direct effect
Direct & indirect
effects

Exogenous
variables

PGC
PBC

Intervening
variables

ATB
SNO
ITC

Indirect effect

Intervening
variables
ATB

SNO

0.147**

0.016

Endogenous
variables
ITC

TCB

-0.168*

0.102

Intervening
variables
ATB

SNO

Endogenous
variables
ITC

TCB

-0.061**

-0.034**
-0.094*

-0.403*
-0.122

-0.225*
-0.068
0.558*

* = significant at p < 0.05; ** = significant at p < 0.1
Source: Calculated from survey data

Table 7.36: Standardised direct and indirect effects among latent variables
(Model A-full)

Intervening variables
Total effects
Exogenous
variables

PGC
PBC

Intervening
variables

ATB
SNO
ITC

Endogenous variables

ATB

SNO

ITC

TCB

0.147**

0.016

-0.061
-0.168*

-0.034**
0.008

-0.403*
-0.122

-0.225*
-0.068
0.558*

* = significant at p < 0.05; ** = significant at p < 0.1
Source: Calculated from survey data.

Table 7.37: Standardised total effects among latent variables (Model A-full)
Model B-full
Similarly, after the covariance error terms were added in the initial Model B-full, a reestimation process was undertaken. Figure 7.18 depicts the modified structural Model
B-full and Table 7.38 presents the summarised model of goodness-of-fit indices.
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Source: IBM SPSS Amos output.

Figure 7.18: Modified structural model of Model B-full

Measures

Results

Threshold

Fit/Unfit

Chi-square (χ2)
p-value
χ2/df
TLI
CFI

723.682
0.168
1.052
0.982
0.983

< 751.206

fit
fit
fit
fit
fit

RMSEA

0.015

 0.05
 2.00
 0.95
 0.95
 0.08

fit

Source: Calculated from survey data.

Table 7.38: Model goodness-of-fit indices (Model B-full)
These results suggest that all measures satisfy the threshold and accordingly it was
concluded that the structural Model B-full fits the data well.
Further, the modified structural Model B-full provides path coefficients (β) that
represent the magnitude of the relationships between latent constructs. The results
indicate that there are four path coefficients that are not statistically significant at a
p-value < o.05. These are path coefficients between GCO and SNO (β = 0.036; p =
0.703), PCO and ATB (β = -0.041; p = 0.668), SNO and ITC (β = -0.130; p = 0.080), and
PBC and TCB (β = 0.104; p = 0.175; Table 7.39).
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Latent variables

Coefficient

Critical ratio

Prob.

Significance

GCO  ATB
GCO  SNO
PCO  ATB
PCO  SNO
ATB  ITC
SNO  ITC
PBC  ITC
ITC  TCB
PBC  TCB

0.317
0.036
-0.041
0.331
-0.400
-0.130
-0.165
0.559
0.104

3.090
0.381
-0.429
2.992
-4.626
-1.753
-2.173
5.770
1.346

0.002
0.703
0.668
0.003
***
0.080
0.030
***
0.175

Sig.
Not sig.
Not sig.
Sig.
Sig.
Not sig.
Sig.
Sig.
Not sig.

Source: Calculated from survey data.

Table 7.39: Regression weights for modified structural equation model (Model
B-full)
Table 7.40 presents the standardised direct and indirect effects among latent
variables in Model B-full, while Table 7.41 describes the standardised total effects.
These results demonstrate that ITC had the strongest direct effect on TCB (0.559)
while ATB had the strongest indirect effect on TCB (0.223). In contrast, GCO had the
lowest direct effect on SNO (0.036) with PCO having the lowest indirect effect on
TCB (-0.015). In terms of total effect on endogenous variable (TCB), it was found that
ITC had the strongest effect (0.559), with PBC having the lowest effect (0.011).
Direct effects
Direct and indirect
effects

Exogenous
variables

GCO
PCO
PBC

Intervening
variables

ATB
SNO
ITC

Indirect effects

Intervening
variables
ATB

SNO

0.317*
-0.041

0.036
0.331*

Endogenous
variables
ITC

TCB

-0.165*

Intervening
variables
ATB

SNO

Endogenous
variables
ITC

TCB

-0.131*
-0.027

-.073*
-.015
-.092*

0.104

-0.400*
-0.130**

-0.223*
-0.073**
0.559*

* = significant at p < 0.05; ** = significant at p < 0.1
Source: Calculated from survey data.

Table 7.40: Standardised direct and indirect effects among latent variables
(Model B-full)

Intervening variables
Total effects

Exogenous
variables

GCO
PCO
PBC

Endogenous variables

ATB

SNO

ITC

TCB

0.317*
-0.041

0.036
0.331*

-0.131*
-0.027
-0.165*

-0.073*
-0.015
0.011
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Intervening variables

ATB
SNO
ITC

-0.400*
-0.130**

-0.223*
-0.073**
0.559*

* = significant at p < 0.05; ** = significant at p < 0.1
Source: Calculated from survey data.

Table 7.41: Standardised total effects among latent variables (Model B-full)
Model C-full
Likewise, after the covariance error terms were added in the initial Model C-full, a reestimation process was undertaken. Figure 7.19 illustrates the modified structural
Model C-full and Table 7.42

presents the summarised model of goodness-of-fit

indices. These results suggest that all measures satisfy the threshold and, accordingly,
it was concluded that the structural Model C-full fits the data well.

Source: IBM SPSS Amos output.

Figure 7.19: Modified structural model of Model C-full

Measures

Results

Chi-square (χ2)
p-value
χ2/df
TLI

731.874
0.120
1.064
0.981
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Threshold

Fit/Unfit

 0.05
 2.00
 0.95

fit
fit
fit
fit

CFI

0.983

RMSEA

0.017

 0.95
 0.08

fit
fit

Source: Calculated from survey data.

Table 7.42: Model goodness-of-fit indices (Model C-full)
Further, the modified structural Model C-full provides path coefficients (β) that
represent the magnitude of the relationships between latent constructs. The results
indicate that there were five path coefficients that were not statistically significant at
a p-value < o.05. These were the path coefficients between GTC and SNO (β = 0.078; p
= 0.335), PTC and ATB (β = 0.076; p = 0.332), PTC and SNO (β = -0.052; p = 0.529),
SNO and ITC (β = -0.122; p = 0.100), and PBC and TCB (β = 0.104; p = 0.175; Table
7.43).
Latent variables

Coefficient

Critical ratio

0.290
0.078
0.076
-0.052
-0.407
-0.122
-0.167
0.558
0.104

3.507
0.964
0.963
-0.630
-4.681
-1.643
-2.191
5.761
1.356

GTC  ATB
GTC  SNO
PTC  ATB
PTC  SNO
ATB  ITC
SNO  ITC
PBC  ITC
ITC  TCB
PBC  TCB

Prob.
***
0.335
0.332
0.529
***
0.100
0.028
***
0.175

Significance
Sig.
Not sig.
Not sig.
Not sig.
Sig.
Not sig.
Sig.
Sig.
Not sig.

Source: Calculated from survey data.

Table 7.43: Regression weights for modified structural equation model (Model
C-full)
Table 7.44 presents the standardised direct and indirect effects among latent variables
in Model C-full while Table 7.45 describes the standardised total effects.
These results demonstrate that ITC had the strongest direct effect on TCB (0.558)
while ATB had the strongest indirect effect on TCB (0.227). In contrast, PTC had the
lowest direct effect on SNO (-0.052) with PTC having the lowest indirect effect on
TCB (-0.014). In terms of total effect on endogenous variable (TCB), it was found that
ITC had the strongest effect (0.558) with PBC having the lowest effect (0.011).
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Direct effects
Direct and indirect
effects

Exogenous
variables

Intervening
variables

GTC
PTC
PBC

Intervening
variables
ATB

SNO

0.290*
0.076

0.078
-0.052

Indirect effects
Endogenous
variables

ITC

-0.167*

ATB
SNO
ITC

Intervening
variables

TCB

ATB

SNO

Endogenous
variables
ITC

TCB

-0.127*
-0.025

-0.071*
-0.014
-0.093*

0.104

-0.407*
-0.122

-0.227*
-0.068
0.558*

* = significant at p < 0.05
Source: Calculated from survey data.

Table 7.44: Standardised direct and indirect effects among latent variables
(Model C-full)

Intervening variables
Total effects

Exogenous
variables

Intervening variables

GTC
PTC
PBC

Endogenous variables

ATB

SNO

ITC

TCB

0.290*
0.076

0.078
-0.052

-0.127*
-0.025
-0.167*

-0.071*
-0.014
0.011

-0.407*
-0.122

-0.227*
-0.068
0.558*

ATB
SNO
ITC

* = significant at p < 0.05
Source: Calculated from survey data.

Table 7.45: Standardised total effects among latent variables (Model C-full)
Modified partial structural models
The second category of structural models in this study is that of partial structural
models. Because two goodness-of-fit indices suggest that the partial models do not fit
the data, model modification is necessary to obtain better structural models. The
modifications were made by adding two covariance of error terms in the initial Model
A-, B-, and C-partial (i.e. e91 and e94, e92 and e93―see Figure 7.20, Figure 7.21 and
Figure 7.22, respectively).
Model A-partial
Similar to the process performed in full models, after the covariance error terms were
added in the initial Model A-partial, a re-estimation process was undertaken. Figure
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7.20 depicts the modified structural Model A-partial, and Table 7.46 presents the
summarised model of goodness-of-fit indices. These results suggest that all measures
satisfy the threshold and, accordingly, it was concluded that the structural Model Apartial fits the data well.

Source: IBM SPSS Amos output.

Figure 7.20: Modified structural model of Model A-partial

Measures

Results

Threshold

Fit/Unfit

Chi-square (χ2)
p-value
χ2/df
TLI
CFI
RMSEA

568.805
0.064
1.096
0.990
0.991
0.016

< 573.247
 0.05
 2.00
 0.95
 0.95
 0.08

fit
fit
fit
fit
fit
fit

Source: Calculated from survey data.

Table 7.46: Model goodness-of-fit indices (Model A-partial)
Further, the modified structural Model A-partial provides path coefficients (β) that
represent the magnitude of the relationships between latent constructs. The results
indicate that there are one path coefficients that are not statistically significant at a pvalue < o.05. This is a path coefficient between PGC and SNO (β = 0.078; p = 0.078;
Table 7.47).
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Latent variables

Coefficient

Critical ratio

Prob.

Significance

PGC  ATB
PGC  SNO
ATB  ITC
SNO  ITC
PBC  ITC

0.289
0.078
-0.445
-0.171
-0.242

4.620
1.320
-6.763
-3.280
-4.726

***
0.187
***
0.001
***

Sig.
Not sig.
Sig.
Sig.
Sig.

Source: Calculated from survey data.

Table 7.47: Regression weights for modified structural equation model (Model
A-partial)
As indicated earlier, an analysis of the modified structural model also yields direct,
indirect, and total effects of the relationships between exogenous and endogenous
constructs (Fox 1980). Table 7.48 presents the standardised direct and indirect effects
among latent variables in Model A-partial while Table 7.49 describes the standardised
total effects.
These results demonstrate that ATB has the strongest direct effect on ITC (-0.445)
while PGC has the lowest direct effect on SNO (0.078). The effect of PGC on ITC is
the only indirect effect in Model A-partial. In terms of total effect on endogenous
variable (ITC), it was found that ATB has the strongest effect (-0.445) with PGC
having the lowest effect (-0.142).
Direct effects
Direct and indirect effects

Exogenous variables

Intervening variables

PGC
PBC

Intervening
variables

Indirect effects

Endogenous
variables

ATB

SNO

0.289*

0.078

ITC

Intervening
variables
ATB

Endogenous
variables

SNO

-0.142*
-0.242*

ATB
SNO

-0.445*
-0.171*

* = significant at p < 0.05
Source: Calculated from survey data.

Table 7.48: Standardised direct and indirect effects among latent variables
(Model A-partial)

Intervening variables

Total effects

Exogenous variables

PGC
PBC

Endogenous variables

ATB

SNO

ITC

0.289*

0.078

-0.142*
-0.242*
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ITC

Intervening variables

ATB
SNO

-0.445*
-0.171*

* = significant at p < 0.05
Source: Calculated from survey data.

Table 7.49: Standardised total effects among latent variables (Model A-partial)
Model B-partial
After the covariance error terms are added in the initial Model B-partial, a reestimation process was undertaken. Figure 7.21 shows the modified structural Model
B-partial and Table 7.50 presents the summarised model of goodness-of-fit indices.
These results suggest that all measures satisfy the threshold and, accordingly, it was
concluded that the structural Model B-partial fits the data well.

Source: IBM SPSS Amos output.

Figure 7.21: Modified structural model of Model B-partial

Measures

Results

Threshold

Fit/Unfit

Chi-square (χ2)
p-value
χ2/df
TLI
CFI

713.259
0.262
1.034
0.996
0.996

< 751.206
 0.05
 2.00
 0.95
 0.95

fit
fit
fit
fit
fit
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RMSEA

 0.08

0.009

fit

Source: Calculated from survey data.

Table 7.50: Model goodness-of-fit indices (Model B-partial)
Further, the modified structural Model B-partial provides path coefficients (β) that
represent the magnitude of the relationships between latent constructs. The results
indicate that there are two path coefficients that are not statistically significant at a pvalue < o.05. These are path coefficients between GCO and SNO (β = 0.037; p = 0.572),
and PCO and ATB (β = 0.008; p = 0.898; Table 7.51).
Latent variables

Coefficient

Critical ratio

Prob.

Significance

GCO  ATB
GCO  SNO
PCO  ATB
PCO  SNO
ATB  ITC
SNO  ITC
PBC  ITC

0.363
0.037
0.008
0.326
-0.441
-0.175
-.242

5.027
0.565
0.128
4.420
-6.983
-3.343
-4.725

***
0.572
0.898
***
***
***
***

Sig.
Not sig.
Not sig.
Sig.
Sig.
Sig.
Sig.

Source: Calculated from survey data.

Table 7.51: Regression weights for modified structural equation model (Model
B-partial)
Further, Table 7.52 presents the standardised direct and indirect effects among latent
variables in Model B-partial while Table 7.53 describes the standardised total effects.
These results demonstrate that ATB had the strongest direct effect on ITC (-0.441)
while GCO had the strongest indirect effect on ITC (-0.167). In contrast, GCO had the
lowest direct effect on SNO (0.037) with PCO having the lowest indirect effect on ITC
(-0.061). In terms of total effects on endogenous variable (ITC), it was found that ATB
had the strongest effect (-0.441) with PCO having the lowest effect (-0.061).
Direct and indirect effects

Exogenous variables

Intervening
variables

GCO
PCO
PBC

Direct effects
Intervening variables
ATB

SNO

0.363*
0.080

0.037
0.326*

Indirect effects
Endogenous
variables
ITC

-0.441*
0.175*
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ATB

SNO

Endogenous
variables
ITC
-0.167*
-0.061*

-0.242*

ATB
SNO

Intervening
variables

* = significant at p < 0.05
Source: Calculated from survey data.

Table 7.52: Standardised direct and indirect effects among latent variables
(Model B-partial)

Intervening variables

Total effects

Endogenous variables

ATB

SNO

ITC

0.363*
0.080

0.037
0.326*

-0.167*
-0.061*
-0.242*

Exogenous variables

GCO
PCO
PBC

Intervening variables

ATB

-0.441*

SNO

-0.175*

* = significant at p < 0.05
Source: Calculated from survey data.

Table 7.53: Standardised total effects among latent variables (Model B-partial)
Model C-partial
After the covariance error terms were added in the initial Model C-partial, a reestimation process was undertaken. Figure 7.22 depicts the modified structural Model
C-partial and Table 7.54 describes the summarised model of goodness-of-fit indices.
These results suggest that all measures satisfy the threshold and, accordingly, it was
concluded that the structural Model C-partial fits the data well.
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Source: IBM SPSS Amos output.

Figure 7.22: Modified structural model of Model C-partial

Measures

Results

Threshold

Fit/Unfit

Chi-square (χ2)
p-value
χ2/df
TLI
CFI

722.505
0.190
1.025
0.994
0.995

fit
fit
fit
fit
fit

RMSEA

0.011

< 751.206
 0.05
 2.00
 0.95
 0.95
 0.08

fit

Source: Calculated from survey data.

Table 7.54: Model goodness-of-fit indices (Model C-partial)
Further, the modified structural Model C-partial provides path coefficients (β) that
represent the magnitude of the relationships between latent constructs. The results
indicate that there are two path coefficients that are not statistically significant at a pvalue < o.05. These are path coefficients between GTC and SNO (β = 0.113; p = 0.066),
and PTC and SNO (β = 0.085; p = 0.165; Table 7.55).
Latent variables

Coefficient

Critical ratio

Prob.

Significance

GTC  ATB
GTC  SNO
PTC  ATB
PTC  SNO
ATB  ITC
SNO  ITC
PBC  ITC

0.225
0.113
0.205
0.085
-0.451
-0.172
-0.244

3.647
1.839
3.328
1.388
-6.837
-3.298
-4.771

***
0.066
***
0.165
***
***
***

Sig.
Not sig.
Sig.
Not sig.
Sig.
Sig.
Sig.

Source: Calculated from survey data.

Table 7.55: Regression weights for fitted structural equation model (Model Cpartial)
Further, Table 7.56 presents the standardised direct and indirect effects among latent
variables in Model C-partial while Table 7.57 describes the standardised total effects.
These results demonstrate that ATB had the strongest direct effect on ITC (-0.451)
while GTC had the strongest indirect effect on ITC (-0.121). In contrast, PTC had both
the lowest direct effect on SNO (0.085) and the lowest indirect effect on ITC (-0.107).
In terms of total effect on endogenous variable (ITC), it was found that ATB had the
strongest effect (-0.451), with PTC having the lowest effect (-0.107).
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Direct effects
Direct and indirect effects

Exogenous variables

Intervening variables

GTC
PTC
PBC

Intervening
variables
ATB

SNO

0.225*
0.205*

0.113
0.085

Indirect effects

Endogenous
variables
ITC

Intervening
variables
ATB

Endogenous
variables

SNO

ITC
-0.121*
-0.107*

-0.244*

ATB
SNO

-0.451*
-0.172*

* = significant at p < 0.05
Source: Calculated from survey data.

Table 7.56: Standardised direct and indirect effects among latent variables
(Model C-partial)

Intervening variables

Total effects

Exogenous
variables
Intervening
variables

GTC
PTC
PBC
ATB
SNO

Endogenous variables

ATB

SNO

ITC

0.225*
0.205*

0.113**
0.085

-0.121*
-0.107*
-0.244*
-0.451*
-0.172*

* = significant at p < 0.05; ** = significant at p < 0.1
Source: Calculated from survey data.

Table 7.57: Standardised total effects among latent variables (Model C-partial)

7.6.5 Hypothesis testing and findings of primary research questions
As discussed earlier in Section 4.4.1, the primary research questions are aimed at
gaining a better understanding of how each type of perceived corruption may
influence compliance behaviour, using the TPB as a theoretical lens. The five types of
perceived corruption under consideration were general corruption (PGC), grand
corruption (GCO), petty corruption (PCO), grand tax corruption (GTC) and petty tax
corruption (PTC). The five TPB constructs to be studied were attitude towards tax
underreporting (ATB), subjective norms or perceived social pressures on tax
underreporting (SNO), perceived behavioural control over tax underreporting (PBC),
intention to report actual income (ITC) and level of reported income (TCB). The
hypothetical relationships among these variables were illustrated in Figure 4.5 in the
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form of eight primary research questions. The analysis of the primary research
questions is derived from Section 7.6.4 and presented in the following sections.
The impact of perceptions of corruption upon attitudes towards behaviour
(PQ1)
This study hypothesised that perceptions of different forms of corruption influence
respondents’ attitude towards tax underreporting (PH1), but not their perceived
behavioural control of tax underreporting. The nature of this relationship was
previously assessed in the qualitative components of the study. Tables 7.58 and 7.59
present the findings of simultaneous structural analysis upon the variables under
consideration.
Hypothesis

PH1a
PH1b
PH1c
PH1d
PH1e

Relationship
(n=223)
PGC  ATB
GCO  ATB
PCO  ATB
GTC  ATB
PTC  ATB

Model’s path coefficient
A-full

B-full

C-full

0.147

Model’s critical ratio
A-full

B-full

C-full

1.755
0.317
-0.041

3.090*
-0.429
0.290
0.076

Decision

3.507*
0.963

Not supported
Supported
Not supported
Supported
Not supported

* = significant at p = 0.05
Source: Summarised from Tables 7.35, 7.39 and 7.43.

Table 7.58: Primary hypothesis testing of influence of perceptions of corruption
upon attitudes towards behaviour (PH1): Full models

Hypothesis

Relationship

(n=397)

A-part.

PH1a
PH1b
PH1c
PH1d
PH1e

PGC  ATB
GCO  ATB
PCO  ATB
GTC  ATB
PTC  ATB

0.289

Model’s path coefficient
B-part.

C-part.

Model’s critical ratio
A-part.

B-part.

C-part.

4.620*
0.363
0.008

5.027*
0.128
0.225
0.205

Decision

3.647*
3.328*

Supported
Supported
Not supported
Supported
Supported

* = significant at p = 0.05
Source: Summarised from Tables 7.47, 7.51, and 7.55.

Table 7.59: Primary hypothesis testing of influence of perceptions of corruption
upon attitudes towards behaviour (PH1): Partial models
Based on the summarised outcomes presented in Tables 7.58 and 7.59, it was found
that a statistically significant positive relationship between perceptions of corruption
and attitudes towards tax underreporting was evident in six out of 10 cases. While
there was no evidence of statistically significant relationships between perception of
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petty corruption and attitudes towards tax underreporting in both full and partial
structural models, it was found that perceptions of general corruption and petty tax
corruption were not related to attitudes towards tax underreporting, only in full
models.
It appeared that, based on the values of the models’ path coefficient, perception of
grand corruption was the most influential variable on respondents’ attitudes towards
tax underreporting in both full and partial models, with values of 0.317 and 0.363,
respectively. The statistical significance of these relationships was evaluated at an α
level of 0.05. Based on this analysis, the null hypothesis PH01 can be rejected.
The impact of perceptions of corruption upon subjective norms (PQ2)
This study hypothesised that perceptions of different forms of corruption influence
respondents’ subjective norms on tax underreporting (PH2), but not their perceived
behavioural control of tax underreporting. Tables 7.60 and 7.61 present the findings of
simultaneous structural analysis upon the variables under consideration.
Hypothesis

Relationship
(n=223)

PH2a
PH2b
PH2c
PH2d
PH2e

PGC  SNO
GCO  SNO
PCO  SNO
GTC  SNO
PTC  SNO

Model’s path coefficient
A-full

B-full

C-full

0.016

Model’s critical ratio
A-full

B-full

C-full

1.755
0.036
0.331

0.381
2.992*
0.078
-0.052

Decision

0.964
-0.630

Not supported
Not supported
Supported
Not supported
Not supported

* = significant at p = 0.05
Source: Summarised from Tables 7.35, 7.39, and 7.43.

Table 7.60: Primary hypothesis testing of influence of perceptions of corruption
upon subjective norms (PH2): Full models

Hypothesis

Relationship
(n=397)

PH2a
PH2b
PH2c
PH2d
PH2e

PGC  SNO
GCO  SNO
PCO  SNO
GTC  SNO
PTC  SNO

Model’s path coefficient
A-part.

B-part.

C-part.

0.078

Model’s critical ratio
A-part.

B-part.

C-part.

1.320
0.037
0.326

0.565
4.420*
0.113
0.085

* = significant at p = 0.05; ** = significant at p = 0.1
Source: Summarised from Tables 7.47, 7.51, and 7.55.
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Decision

1.839**
1.388

Not supported
Not supported
Supported
Supported
Not supported

Table 7.61: Primary hypothesis testing of influence of perceptions of corruption
upon subjective norms (PH2): Partial models
Based on the summarised outcomes presented in Tables 7.60 and 7.61, it was found
that a statistically significant positive relationship between perceptions of corruption
and subjective norms towards tax underreporting was only evident in three out of 10
cases. While there was no evidence of statistically significant relationship between
perception of general corruption, grand corruption and petty tax corruption, and
subjective norms towards tax underreporting in both full and partial structural models,
it was found that perceptions of grand tax corruption were not related to subjective
norms towards tax underreporting, in full models only.
It appeared that, based on the values of the models’ path coefficients, perception of
petty corruption was the most influential variable in affecting respondents’ subjective
norms towards tax underreporting in both full and partial models, with the values of
0.331 and 0.326 respectively. The statistical significance of these relationships was
evaluated at an α level of 0.05. Based on this analysis, the null hypothesis PH02 can be
rejected.
The impact of attitudes towards behaviour upon intention to comply (PQ3)
The study hypothesised that attitudes towards underreporting behaviour influence
respondents’ intention to report their actual income (PH3). Tables 7.62 and 7.63
detail the findings of simultaneous structural analysis upon the variables under
consideration.
Hypothesis

PH3
PH3
PH3

Relationship
(n=223)
ATB  ITC
ATB  ITC
ATB  ITC

Model’s path coefficient
A-full

B-full

Model’s critical ratio

C-full

-0.403

A-full

B-full

C-full

-4.619*
-0.400

-4.626*
-0.407

Decision

-4.681*

Supported
Supported
Supported

* = significant at p = 0.05
Source: Summarised from Tables 7.35, 7.39, and 7.43.

Table 7.62: Primary hypothesis testing of influence of attitudes towards
behaviour upon intention to comply (PH3): Full models

Hypothesis

Relationship
(n=397)

Model’s path coefficient
A-part.

PH3

ATB  ITC

-0.445

B-part.

C-part.

Model’s critical ratio
A-part.
-6.763*
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B-part.

Decision

C-part.
Supported

PH3
PH3

ATB  ITC
ATB  ITC

-0.441

-6.983*
-0.451

-6.837*

Supported
Supported

* = significant at p = 0.05
Source: Summarised from Tables 7.47, 7.51, and 7.55.

Table 7.63: Primary hypothesis testing of influence of attitudes towards
behaviour upon intention to comply (PH3): Partial models
Based on the summarised outcomes presented in Tables 7.62 and 7.63, a statistically
significant negative relationship was found between respondents’ attitudes towards
underreporting income and their intention to report actual income in both full and
partial models.
It appeared that, based on the values of the models’ path coefficient, attitudes
towards underreporting income was influential in undermining respondents’ intention
to report actual income in all models, with the values ranging from -0.400 to -0.451.
The statistical significance of these relationships were evaluated at an α level of 0.05.
Based on this analysis, the null hypothesis PH03 was rejected.
The impact of subjective norms upon intention to comply (PQ4)
The study hypothesised that subjective norms towards tax underreporting influence
respondents’ intention to report their actual income (PH4). Table 7.64 and 7.65
describe the findings of simultaneous structural analysis upon the variables under
consideration.
Hypothesis

Relationship
(n=223)

PH4
PH4
PH4

SNO  ITC
SNO  ITC
SNO  ITC

Model’s path coefficient
A-full

B-full

C-full

-0.122

Model’s critical ratio
A-full

B-full

Decision
C-full

-1.643**
-0.130

-1.753**
-0.122

-1.643**

Supported
Supported
Supported

** = significant at p = 0.10
Source: Summarised from Tables 7.35, 7.39, and 7.43.

Table 7.64: Primary hypothesis testing of the influence of subjective norms
upon intention to comply (PH4): Full models

Hypothesis

Relationship

(n=397)

A-part.

PH4
PH4

SNO  ITC
SNO  ITC

-0.171

Model’s path coefficient
B-part.

C-part.

Model’s critical ratio
A-part.

B-part.

-3.280*
-0.175

-3.343*
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Decision

C-part.
Supported
Supported

PH4

SNO  ITC

-0.172

-3.298*

Supported

* = significant at p = 0.05
Source: Summarised from Tables 7.47, 7.51, and 7.55.

Table 7.65: Primary hypothesis testing of the influence of subjective norms
upon intention to comply (PH4): Partial models
Based on the results in Tables 7.64 and 7.65, a statistically significant negative
relationship was found between respondents’ views on tax underreporting and their
intention to report actual income in both full and partial models.
It appeared that, based on the values of the models’ path coefficient, subjective norms
towards underreporting income was influential in undermining respondents’ intention
to report actual income in all models, with the values ranging from -0.122 to -0.172.
While the statistical significance of the relationships in full models were evaluated at
an α level of 0.10, the statistical significance of the relationships in partial models
were evaluated at an α level of 0.05. Based on this analysis, the null hypothesis PH04
was rejected.
The impact of perceived behavioural control upon intention to comply (PQ5)
The study hypothesised that perceived behavioural control over tax underreporting
influences respondents’ intention to report their actual income (PH5). Tables 7.66
and 7.67 present the findings of simultaneous structural analysis upon the variables
under consideration.
Hypothesis

Relationship
(n=223)

PH5
PH5
PH5

PBC  ITC
PBC  ITC
PBC  ITC

Model’s path coefficient
A-full

B-full

C-full

-0.168

Model’s critical ratio
A-full

B-full

C-full

-2.200*
-0.165

-2.173*
-0.167

Decision

-2.191*

Supported
Supported
Supported

* = significant at p = 0.05
Source: Summarised from Tables 7.35, 7.39, and 7.43.

Table 7.66: Primary hypothesis testing of influence of perceived behavioural
control upon intention to comply (PH5): Full models

Hypothesis
PH5
PH5

Relationship
(n=397)
PBC  ITC
PBC  ITC

Model’s path coefficient
A-part.

B-part.

-0.242

C-part.

Model’s critical ratio
A-part.

B-part.

-4.726*
-0.242
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-4.725*

Decision

C-part.
Supported
Supported

PH5

PBC  ITC

-0.244

-4.771*

Supported

* = significant at p = 0.05; ** = significant at p = 0.1
Source: Summarised from Table 7.47, 7.51, and 7.55.

Table 7.67: Primary hypothesis testing of influence of perceived behavioural
control upon intention to comply (PH5): Partial models
Based on the results presented in Tables 7.66 and 7.67, a statistically significant
negative relationship was found between respondents’ perceived behavioural control
over tax underreporting and their intention to report actual income in both full and
partial models.
It appeared that, based on the values of the models’ path coefficient, attitudes
towards underreporting income were influential in undermining respondents’
intention to report actual income in all models, with the values ranging from -0.165 to
-0.244. The statistical significance of these relationships was evaluated at an α level of
0.05. Based on this analysis, the null hypothesis PH05 was rejected.
The impact of intention to comply upon compliance behaviour (PQ6)
The study hypothesised that intention to report actual income was the predictor of the
level of respondents’ reported income (PH6). Because it involves the level of reported
income as one of the variables under consideration, as previously discussed in
Sections 7.4.4 and 7.6.1, this analysis is only applicable to full models. Accordingly,
based on the survey data, this analysis was performed only on self-employed PITs
who received income (n = 189) and employed PITs who received income other than
their employment (n = 34). Table 7.68 describes the findings of simultaneous
structural analysis upon the variables under consideration.
Hypothesis

PH6
PH6
PH6

Relationship
(n=223)
ITC  TCB
ITC  TCB
ITC  TCB

Model’s path coefficient
A-full

B-full

Model’s critical ratio

C-full

0.558

A-full

B-full

C-full

5.761*
0.559

5.770*
0.558

Decision

5.761*

Supported
Supported
Supported

* = significant at p = 0.05
Source: Summarised from Tables 7.35, 7.39, and 7.43.

Table 7.68: Primary hypothesis testing of the influence of intention to comply
upon compliance behaviour (PH6): Full models
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Based on the results in Table 7.68, a statistically significant positive relationship was
found between intention to report actual income and the levels of respondents’
reported income.
Intention to report actual income influenced respondents’ reported income, with the
score of 0.56. The statistical significance of these relationships was evaluated at an α
level of 0.05. Based on this analysis, the null hypothesis PH06 was rejected.
The impact of perceived behavioural control upon compliance behaviour (PQ7)
The study hypothesised that perceived behavioural control over tax underreporting
influences the level of respondents’ reported income (PH7). As shown earlier in Figure
7.16, this analysis is only applicable in full models. Table 7.69 presents the findings of
simultaneous structural analysis upon the variables under consideration.
Hypothesis

PH7
PH7
PH7

Relationship
(n=223)
PBC  TCB
PBC  TCB
PBC  TCB

Model’s path coefficient
A-full

B-full

C-full

0.102

Model’s critical ratio
A-full

B-full

C-full

1.325
0.104

1.346
0.104

Decision

1.356

Not supported
Not supported
Not supported

* = significant at p = 0.05
Source: Summarised from Tables 7.35, 7.39, and 7.43.

Table 7.69: Primary hypothesis testing of the influence of perceived
behavioural control upon compliance behaviour (PH7): Full models
Based on the summarised outcomes presented in Table 7.69, no evidence was found
to support the rejection of the null hypothesis PH07, so it was accepted.
The impact of perceptions of corruption upon intentional non-compliance
behaviour (PQ8)
The study hypothesised that, ultimately, perceptions of corruption have a negative
effect on intentional compliance behaviour (PH8). This hypothesis was tested in two
stages.
First, to examine whether or not perceptions affect taxpayers’ intention to correctly
report actual income, the total effects of perceptions of different forms of corruption
upon intention to correctly report actual income was examined. Second, it was
followed by examining the total effects of perceptions of different forms of corruption
on the level of reported income. Consequently, the second test was performed on full
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models only. Table 7.70 details the findings of simultaneous structural analysis upon
the variables under consideration.
Model
category

Full models
(n=223)

Partial models
(n=397)

Endogenous variables
Intention to
report actual
income

Level of
reported
income

Perception of general corruption (PGC):
Direct effect371
Total indirect effects
Total effects

-0.061**
-0.061**

-0.034**
-0.034**

Perception of grand corruption (GCO):
Direct effect
Total indirect effects
Total effects

-0.131*
-0.131*

Perception of petty corruption (PCO):
Direct effect
Total indirect effects
Total effects

-0.027
-0.027

-0.015
-0.015

Not supported

Perception of grand tax corruption (GTC):
Direct effect
Total indirect effects
Total effects

-0.127*
-0.127*

-0.071*
-0.071*

Supported

Perception of petty tax corruption (PTC):
Direct effect
Total indirect effects
Total effects

-0.025
-0.025

-0.014
-0.014

Not supported

Perception of general corruption (PGC):
Direct effect
Total indirect effects
Total effects

-0.142*
-0.142*

n.a.
n.a.
n.a.

Supported

Perception of grand corruption (GCO):
Direct effect
Total indirect effects
Total effects

-0.167*
-0.167*

n.a.
n.a.
n.a.

Supported

Perception of petty corruption (PCO):
Direct effect
Total indirect effects
Total effects

-0.061*
-0.061*

n.a.
n.a.
n.a.

Supported

Perception of grand tax corruption (GTC):
Direct effect
Total indirect effects
Total effects

-0.121*
-0.121*

n.a.
n.a.
n.a.

Supported

Perception of petty tax corruption (PTC):
Direct effect
Total indirect effects
Total effects

-0.107*
-0.107*

n.a.
n.a.
n.a.

Supported

Exogenous variables & effects

-0.073*
-0.073*

Decision

Supported

Supported

* = significant at p = 0.05; ** = significant at p = 0.10; n.a. = not applicable
Source: Summarised from Section 7.6.4.
371

This row is shown to indicate that there was no direct effect between perceptions of corruption and the two
constructs under consideration (i.e. intention to report actual income and the level of reported income).
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Table 7.70: Primary hypothesis testing PH8: effects decomposition for full and
partial models of intention to report actual income (ITC) and the
level of reported income (TCB)
Based on the results presented in Table 7.70, it was found that while all types of
perceptions of corruption had negative effects on intention to correctly report actual
income in the partial models, perceptions of petty corruption and perceptions of petty
tax corruption had insignificant effects in the full models. Further, in terms of levels
of reported income, it was found that three out of five types of perceptions of
corruption seemed to have significant negative effects on the level of reported
income: general corruption, grand corruption and grand tax corruption. Perceptions
of grand corruption was the most influential with -0.073, followed by perceptions of
grand tax corruption with -0.071 and perceptions of general corruption was least
influential, with -0.034. Based on these findings, the null hypothesis PH08 can be
rejected.

7.6.6 Summary of findings for primary research questions
The previous hypotheses tests have studied causal relationships between five
perceptions of corruption variables and five TPB-based variables. For easier
comprehension, Table 7.71 presents a summary of the tests for PH1-PH7, while Table
7.72 details the test for PH8. In essence, hypotheses PH1-PH7 were employed to
examine how perceptions of corruption influence taxpayers’ compliance behaviour,
while PH8 was used to assess to what extent perceptions of corruption affect
taxpayers’ compliance behaviour.

Primary hypothesis &
direct relationship

Number of
models
being
analysed

Number of
models with
statistically
significant
results

The
lowest
score of
effect

The
highest
score of
effect

The nature
of causal
relationship

Final decision

Ranks

PH1a
PH1b
PH1c
PH1d
PH1e

PGCATB
GCOATB
PCOATB
GTCATB
PTCATB

2
2
2
2
2

1a
2
2
1a

0.289
0.317
n.a.
0.225
0.205

0.289
0.363
n.a.
0.290
0.205

Positive
Positive
n.a.
Positive
Positive

Partly influential
Influential
Not influential
Influential
Partly influential

6
3
n.a.
5
8

PH2a
PH2b
PH2c
PH2d
PH2e

PGCSNO
GCOSNO
PCOSNO
GTCSNO
PTCSNO

2
2
2
2
2

2
1a
-

n.a.
n.a.
0.326
0.113
n.a.

n.a.
n.a.
0.331
0.113
n.a.

n.a.
n.a.
Positive
Positive
n.a.

Not influential
Not influential
Influential
Partly influential
Not influential

n.a.
n.a.
4
10
n.a.

PH3
PH4
PH5
PH6

ATBITC
SNOITC
PBCITC
ITCTCB

2
2
2
1b

2
2
2
1b

-0.400
-0.122
-0.165
0.558

-0.451
-0.175
-0.244
0.559

Negative
Negative
Negative
Positive

Influential
Influential
Influential
Influential

2
9
7
1
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PH7

1b

PBCTCB

-

n.a.

n.a.

n.a.

Not influential

n.a.

Source: Summarised from Table 7.58 to Table 7.69.
Note:

 = direct path; PGC = perceptions of general corruption; GCO = perceptions of grand
corruption; PCO = perceptions of petty corruption; GTC = perceptions of grand tax corruption;
PTC = perceptions of petty tax corruption; ATB = attitude towards tax underreporting; SNO =
subjective norm towards tax underreporting; PBC = perceived behavioural control over tax
underreporting; ITC = intention to report actual income; TCB = level of reported income; a =
partial model; b = full model; n.a. = not applicable

Table 7.71: Summary of path analysis relationships between perceptions of
corruption and compliance behaviour arising from primary research
questions PQ1-PQ7
From Table 7.71, it is apparent that a number of causal relationships exist. In general,
perceptions of corruption were found to be more influential upon attitudes towards
tax underreporting (ATB) than subjective norms towards tax underreporting (SNO). In
this regard, two influential relationships and two partly influential relationships were
found in H1 (i.e. GCOATB, GTCATB, PGCATB, and PTCATB, respectively),
while only one influential relationship and one partly influential relationship was
found in H2 (i.e. PCOSNO and GTCSNO).
Attitudes, subjective norms, and perceived behavioural control towards tax
underreporting were found to be negatively influential upon respondents’ intention to
report actual income, which in turn were related to the level of reported income (TCB).
The effect of perceived behavioural control over tax underreporting (PBC) seemed to
be fully mediated by intention to report actual income (ITC) as there was no
statistically significant relationship found between PBC and TCB In terms of scores of
(direct) effect, it was found that the effect of ITC upon TCB was strongest, with a path
coefficient greater than 0.55.372 In the second place was the effect of ATB upon ITC,
with scores ranging from -0.400 to -0.455. The effect of perceptions of grand
corruption upon ATB was in the third place, with values ranging from 0.317 to 0.363.
Finally, a path between grand tax corruption (GTC) and SNO was found to have the
weakest effect of 0.113.

Hypothesis & indirect
relationship

PH8a
PH8b

372

PGCITC
GCOITC

Number of
models
being
analysed

Number of
models with
statistically
significant
results

The
lowest
score of
effect

The
highest
score of
effect

The nature
of causal
relationship

Final decision

2
2

2
2

-0.061
-0.131

-0.142
-0.167

Negative
Negative

Influential
Influential

A standardised path coefficient greater than 0.3 is considered strong (e.g. Bobek et al. 2013).
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Ranks

2
1

PH8c
PH8d
PH8e

PCOITC
GTCITC
PTCITC

2
2
2

1a
2
1a

-0.061
-0.121
-0.107

-0.061
-0.127
-0.107

Negative
Negative
Negative

Partly influential
Influential
Partly influential

5
3
4

PH8a
PH8b
PH8c
PH8d
PH8e

PGCTCB
GCOTCB
PCOTCB
GTCTCB
PTCTCB

1b
1b
1b
1b
1b

1b
1b
1b
-

-0.034
-0.073
n.a.
-0.071
n.a.

-0.034
-0.073
n.a.
-0.071
n.a.

Negative
Negative
n.a.
Negative
n.a.

Influential
Influential
Not influential
Influential
Not influential

3
1
n.a.
2
n.a

Source: Summarised from Table 7.70.
Note:

 = indirect path373; PGC = perceptions of general corruption; GCO = perceptions of grand
corruption; PCO = perceptions of petty corruption; GTC = perceptions of grand tax corruption;
PTC = perceptions of petty tax corruption; ITC = intention to report actual income; TCB = level
of reported income; a = partial model; b = full model; n.a. = not applicable

Table 7.72: Summary of total effects of perceptions of corruption upon
intentional compliance behaviour arising from primary research
question PQ8
From Table 7.72 it is apparent that, through indirect paths, perceptions of corruption
were generally influential in causing respondents to intentionally underreport their
income. In terms of intention, the findings suggest that perceptions of grand
corruption were the strongest in undermining respondents’ intention to report actual
income,374 with scores ranging from -0.131 to -0.167. It was then followed by
perceptions of general corruption (with scores between -0.061 and -0.143) and grand
tax corruption (with scores between -0.121 and -0.1127), respectively. Both perceptions
of petty corruption and petty tax corruption were found to be partly influential in
undermining respondents’ intention to report actual income.
Further, the impact of perceptions of corruption upon compliance behaviour375 can
only be demonstrated in the full models. The findings suggest that three out five of
the types of perceptions of corruption were statistically influential in undermining
the respondents’ level of reported income. It was found that when perceived levels of
grand corruption, grand tax corruption and general corruption increase by one
standard deviation, intentional tax underreporting behaviour increases by 0.073, 0.071
and 0.034 standard deviations, respectively.

373

Throughout this thesis, the two arrows indicate that the relationship between the two corresponding
constructs was not directly connected.

374

As indicated by the negative value of the total effect.
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It is worth recalling that, as discussed earlier in Section 4.5.1, the term ‘compliance behaviour’ in this study
refers to ‘self-admitted compliance behaviour’.
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7.7 Chapter summary
This chapter described the survey findings. In total, 397 completed questionnaires were
collected from 12 tax offices across four Indonesian regions, comprising 196 selfemployed and 201 employed PITs. As presented in Sections 7.2 and 7.3, the results
suggest that the survey responses were free from timing-response bias and the sample
was representative of the population.
In this chapter, two main quantitative analyses were discussed: descriptive and
inferential analyses. In support of the qualitative findings previously presented in
Section 5.3, results from the descriptive analysis suggested that the rates of perception
were generally high, with perceptions of grand corruption the highest and petty tax
corruption the lowest. As presented in Section 7.4, the findings also indicated that noncompliant behaviour was evident among Indonesian PITs, with self-employed PITs
having higher levels of opportunity for non-compliance than employed PITs.
Two different inferential analyses were then performed to address two groups of
research questions. In Section 7.5, MANOVA was used to address the secondary
research questions while in Section 7.6, SEM was performed to deal with the primary
research questions.
Several important findings arose from the secondary research questions. First,
education was negatively correlated with the perceived levels of general corruption and
petty tax corruption. Second, self-employed PITs appeared to have a higher score for
perceived level of petty corruption than employed PITs. Third, information source was
generally influential in influencing the levels of perceived corruption. Fourth, male
PITs appeared to have a higher level of subjective norms towards tax underreporting
and a lower level of intention to report actual income than female PITs. Fifth, income
level was positively correlated with the perceived levels of behavioural control over tax
underreporting. Finally, having a higher level of opportunity for non-compliance, selfemployed PITs appeared to have a lower level of intention to report actual income than
employed PITs. Nevertheless, employed PITs appeared to tend to conceal additional
income other than from their employment.
In the SEM analysis, six structural models were employed to examine the relationships
between the variables under study. The models enable the estimation of tax
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underreporting probability, given the level of perceived corruption, attitude towards
tax cheating, perceived social pressure towards tax cheating and perceived opportunity
to conceal income.
The empirical findings suggest that perceptions of grand corruption appeared to have
stronger influences on taxpayers’ attitudes towards tax underreporting than their
subjective norms towards tax underreporting. In particular, perceptions of grand
corruption and grand tax corruption were found to be more influential to taxpayers’
attitudes towards tax underreporting, while perceptions of petty corruption have a
tendency to affect taxpayers’ subjective norms towards tax underreporting. It was then
demonstrated that perceptions of corruption affect taxpayers’ intention to underreport
income. Perceptions of grand corruption, grand tax corruption and general corruption
appeared to be influential on intentional underreporting behaviour.
With this in mind, it seems that a greater understanding of these findings is required to
address the research problem. This leads to the next chapter (Chapter 8), which further
discusses the findings and their implications.
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CHAPTER EIGHT
DISCUSSION AND POLICY IMPLICATIONS
8

DISCUSSIONS AND POLICY IMPLICATIONS

8.1 Introduction
The previous chapter discussed the results of the quantitative analysis relevant to the
secondary and primary research questions. This chapter elaborates upon these results,
particularly in relation to the existing literature and policy implications.
Section 8.2 discusses the results arising from investigation of the secondary research
questions. It provides a detailed discussion on the impact of demographic variables and
information sources upon perceived levels of corruption. It then presents the impact of
demographic variables upon the adopted TPB constructs.
Section 8.3 then discusses the impact of perception of corruption upon compliance
behaviour in relation to the primary research questions. It elaborates upon the
relationships of the observed variables under study. In order to address the third main
research question,376 detailed a discussion of the policy implications for the Indonesian
tax authority are then presented in Section 8.4. The chapter concludes with a summary
in Section 8.5.

8.2 Discussion of the secondary hypotheses
As has been shown previously in Part b of Figure 4.4, it was conceptualised that,
initially, taxpayers from different demographic backgrounds or with different sources
of information would be likely to differ in the levels of perceived corruption they hold.
Thus, before embarking upon discussing the primary hypotheses, it will be necessary to
discuss the results of the 12 secondary hypotheses under study, as previously presented
in Section 7.5.3.

8.2.1 Insignificance of age on perceived levels of corruption
Secondary hypothesis SH1 proposed that there is a relationship between age and
perceptions of corruption. The findings suggest there was no statistically significant
376

As previously indicated in fn. 224, Section 8.4 specifically deals with the second research question (recall
Section 1.5 for the two main research questions this study addresses) in its relation to strategies designed to
improve the level of compliance based on the findings of this study.
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relationship between the two variables.377 Hence, SH01 was not rejected. Age was
inversely correlated with the justifiability of corruption (Torgler & Valev 2010). This
finding is consistent with some past research which found no effect of age on
perceived levels of corruption. For instance, the result is similar to the study of
Melgar et al. (2010b), who found no difference between the perceived levels of
corruption of younger, middle-aged and older people. Perhaps, regardless of age,378
taxpayers have similar sources of information and experiences of corruption, which
have greater influence than age itself.

8.2.2 Insignificance of gender on perceived levels of corruption
Secondary hypothesis SH2 proposed that there is a relationship between gender and
perceived levels of corruption. However, a significant relationship between the two
variables was not evident in this study. Hence, SH02 was not rejected. The finding
contradicts some past research, where gender was shown to have an effect on
perceived levels of corruption. For instance, Melgar et al. (2010b) found a significant
gender bias, in which males were more likely to perceive a lower level of corruption
than females, probably because females appeared to have lower justifiability of
corruption than males (Torgler & Valev 2010). Nevertheless, Jahnke (2015) found that
females exhibited greater perceptions of corruption than males. One possible
explanation for this is that, perhaps, male and female taxpayers have similar sources
of information and experiences of corruption.

8.2.3 Significance of education on perceived levels of corruption
Secondary hypothesis SH3 proposed that there is a relationship between education
level and perceived level of corruption. A significant relationship between the two
variables was evident for perceived levels of general corruption and petty tax
corruption. The results show that the higher the level of education, the lower the
score of perceived corruption. Hence, SH03 can be rejected. The finding is consistent
with past research whereby education was found to be a relevant determinant of the
perception of corruption. For instance, similar to Mishler and Rose (2008), who
concluded that higher education reduces perception of corruption, Melgar et al.
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A summary of findings on the impact of demographic variables under study upon perceptions of corruption was
previously presented in Table 7.25.

378

It is worth noting that almost 75 per cent of the respondents in this study were below 44 years old (recall
Section 7.4.1).
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(2010b) found that people with higher education were less likely to perceive a high
level of corruption. Similarly, Persily and Lammie (2004) also found that those with
low income and low education tend to perceive that government is corrupt. One
possible reason for this is that, perhaps, taxpayers with higher educations not only
have better access to relevant information on corruption, but also have a better
capability to process that information.

8.2.4 Insignificance of income level on perceived levels of corruption
Secondary hypothesis SH4 proposed that there is a relationship between income level
and perceived levels of corruption. A significant relationship between the two
variables was not evident. Hence, SH04 was not rejected. The finding contradicts
some past research where income level affected the perceived levels of corruption.
For instance, Persily and Lammie (2004) found that those with lower incomes tended
to have higher scores of perceived corruption. However, another study by Mishler and
Rose (2008) suggested that the effects are mixed. A study by Donchev and Ujhelyi
(2014) found that individuals with higher incomes appeared to perceive corruption
more readily, Mishler and Rose (2008) found that income level only reduced
perceptions of petty corruption, but not perceptions of grand corruption. One
possible explanation for this is that because the vast majority of respondents in this
study had low incomes (87 per cent had annual incomes < IDR 99 million), they
might have had similar sources of information and experience of corruption.

8.2.5 Significance of employment status on perceived levels of corruption
Secondary hypothesis SH5 proposed that there is a relationship between employment
status and perceived levels of corruption. A significant relationship was evident only
for one type of corruption—petty corruption. The results show that self-employed
PITs scored higher levels of perceived petty corruption than employed PITs. The
result indicates SH05 can be rejected. The finding is consistent with past research
whereby employment status has an effect on the perceived levels of corruption. For
instance, a study by Melgar et al. (2010a) found that self-employed people appeared to
have an inclination to perceive higher levels of corruption. One possible reason for
this finding is because in doing their business, self-employed PITs tend to be exposed
to more incidents of street-level corruption.
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8.2.6 Significance of source of information on perceived levels of corruption
The impact of respondents’ source of information upon perceived levels of corruption
was examined in two secondary hypotheses: SH6 and SH7. First, SH6 proposed that
there is a relationship between the way knowledge of corruption is gained and
perceived levels of corruption. The findings suggest that personal experience and
discussion with others who have personal experience about corruption were
influential to perceived levels of corruption.379 A significant relationship between
personal experience and perceived levels of corruption was evident for grand
corruption, petty corruption, grand tax corruption and petty tax corruption, but with
mixed results. Respondents who considered personal experience as their source of
information scored higher for perceived levels of grand corruption, petty corruption,
and grand tax corruption, but scored lower for perceived level of petty tax corruption,
than those who were undecided about source of information. Mixed results were also
found in a statistically significant relationship between discussion with others who
have personal experience and perceived levels of corruption was also evident in relation
to general corruption, grand corruption, grand tax corruption and petty tax
corruption. Respondents who considered discussion with others who have personal
experience as a source of information scored higher for perceived levels of general
corruption and grand corruption, but scored lower for perceived levels of grand tax
corruption and petty tax corruption than those who were undecided.
Second, SH7 proposed that there is a relationship between types of media sources and
perceived levels of corruption. The findings suggest that as a media source, television,
press media and the internet were influential upon perceived levels of corruption. A
statistically significant relationship between television and perceived levels of
corruption was evident in relation to general corruption, grand corruption, and grand
tax corruption. Respondents who used television as a source of information scored
higher for these types of perceived corruption than those who were undecided. A
significant relationship between press media and perceived levels of corruption was
also evident for all types of corruption, but with mixed results. Respondents who
considered press media as a source of information scored higher for perceived levels of
general corruption, grand corruption, petty corruption, and grand tax corruption, but
were scored lower for perceived levels of petty tax corruption, than those who were
379

A summary of findings on the impact of the source of information upon perceptions of corruption was
presented earlier in Table 7.26.
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undecided. The findings also suggest that as a source of information, radio was not
influential upon perceived levels of corruption.
These results indicate SH06 and SH07 can be rejected. The finding is consistent with
past research which found that the source of information can affect perceived levels
of corruption, although with mixed results. For instance, a study by Čábelková and
Hanousek (2004) found that people who relied on personal experience to learn about
corruption tend to perceive high levels of corruption, while those who learn about
corruption from friends are likely to perceive government institutions as not very
corrupt. Their study also found that while people who learn about corruption from
radio tend to perceive some state institutions as being corrupt, those who learn about
corruption from press media or television tend to perceive government authorities as
not very corrupt.
One possible reason for these complex findings is a phenomenon termed availability
bias. This is a cognitive bias that suggests individuals tend to rely more heavily on
information that is readily accessible in order to evaluate the likelihood or frequency
of an event (Sunstein 2002).380 This seems true, for instance, in the case of perceived
level of petty tax corruption. Those who learned about petty tax corruption from
personal experience tended to perceive the tax office as less corrupt than other
people, which may to some extent reflect the effectiveness of several anti-corruption
measures implemented by the DGT (DGT 2015a, 2016).

8.2.7 Partial significance of demographic variables on the TPB constructs
The impact of five demographic variables381 upon the five adopted TPB constructs382
was examined in five secondary hypotheses: SH8 to SH12. First, secondary hypothesis
SH8 proposed that there is a relationship between age and the TPB constructs. The
findings suggest that age did not influence the TPB constructs.383 A statistically
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That is, for instance, “the impact of seeing a house burning on the subjective probability of such accidents is
probably greater than the impact of reading about a fire in the local paper” (Tversky & Kahneman 1974, p.
1127). Recall also fn. 193.
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i.e. age, gender, education level, income level and employment status. See Table 4.1.
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i.e. attitudes towards tax underreporting, subjective norms towards tax underreporting, perceived behavioural
control over tax underreporting, intention to report actual income and level of reported income.

383

A summary of findings on the impact of demographic variables upon the TPB constructs was previously
presented in Table 7.27.
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significant relationship between age and the TPB constructs was not evident. These
results indicate SH08 was not rejected.
The findings of the current study conflict with some past research where age was
observed to affect tax evasion behaviour. For instance, in support of a study by
Wearing and Headey (1997) which concluded that older people are less predisposed
to evade taxes, a study by Wahlund (1992) also found that older people are less likely
to evade tax than younger people. Older people are less positive towards tax evasion,
less risk tolerant of tax evasion, have fewer opportunities to evade taxes, and are more
‘socialistic’ than younger people. This finding is supported by several studies (e.g.
Fjeldstad & Semboja 2001; McGee & Gupta 2009; Marriott et al. 2010). More recently, a
study by Kasper et al. (2015) found that older taxpayers indicated higher intentions to
comply. Nevertheless, some past studies offer contradictory findings about the
indeterminate role of age as a key influence on tax compliance (e.g. Hite 1988;
Houston & Tran 2001; Thurman 1991; Torgler 2007).
Secondary hypothesis SH9 proposed that there is a relationship between gender and
the TPB constructs. The findings suggest that gender was partly influential to the TPB
constructs. A significant relationship between gender and the TPB constructs was
evident for subjective norms towards tax underreporting and intention to report actual
income. The findings suggest that male PITs appeared to have a higher score for
subjective norms towards tax underreporting than female PITs. Male PITs also scored
lower in terms of intention to report actual income than female PITs. These results
indicate SH09 can be rejected.
The findings are consistent with past research whereby gender was observed to affect
compliance. For instance, several studies found that women indicated more positive
attitudes towards tax compliance than men (e.g. Grasmick et al. 1991; Hite 1988;
Wartick & Rupert 2010). Nevertheless, contradictory findings, where the role of
gender was indeterminate, can be found in several studies (e.g. Hasseldine et al. 1994;
Thurman 1991). More recently, a study by Jahnke (2015) also found a contradictory
result: males exhibited higher tax morale than females.
Secondary hypothesis SH10 proposed that there is a relationship between education
level and the TPB constructs. In this study, no such relationship was found. Hence,
SH010 was not rejected.
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The findings are consistent with past research where education level had no
significant link to compliance (e.g. Antonides & Robben 1995; Hasseldine et al. 1994;
Hite 1988; Smith 1992). Nevertheless, contradictory findings, where the role of
education level was positively associated with compliance, can also be found (e.g.
Wearing & Headey 1997; Witte & Woodbury 1985). More recently, in support of a
study by Jahnke (2015) which found that those with higher education are predisposed
to a higher tax morale, a study by Kasper et al. (2015) also found that education was
positively correlated with indicated trust in tax authorities, suggesting that promoting
public education in tax matters in order to increase compliance might be rewarding.
Secondary hypothesis SH11 proposed that there is a relationship between income level
and the TPB constructs. The findings suggest that income level was partly influential
to the TPB constructs. A significant relationship between income level and the TPB
constructs was evident for perceived behavioural control over tax underreporting. The
findings suggest that taxpayers with higher levels of income have higher levels of
perceived behavioural control over tax underreporting. These results indicate SH011
can be rejected.
The findings ares consistent with past research which found income level to be a key
determinant of tax evasion (e.g. Jackson & Milliron 1986). For instance, Witte and
Woodbury (1985) found that while middle-income taxpayers are generally
predisposed to tax compliance, both low income level and high income level
taxpayers tend to evade taxes. Similarly, an experimental study by Duch and Solaz
(2016) concluded that rich taxpayers are predisposed to cheat because of their greater
ability to evade tax. Nevertheless, empirical findings suggest that there is no general
consensus on the effect of income level upon compliance (Richardson & Sawyer 2001).
One possible explanation for the finding of this study is that those with higher
incomes might have better access to information about tax matters and, accordingly,
have a higher level of perceived behavioural control over tax underreporting.
Secondary hypothesis SH12 proposed that there is a relationship between
employment status and the TPB constructs. The findings suggest that employment
status was partly influential upon the TPB constructs. A significant relationship
between employment status and the TPB constructs was evident for three variables:
perceived behavioural control over tax underreporting, intention to report actual
income and level of reported income. The findings suggest that while self-employed
PITs appeared to have higher levels of perceived behavioural control over tax
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underreporting and higher levels of reported income than employed PITs,384
employed PITs scored higher for intention to report actual income than self-employed
PITs. This implies that perceived behavioural control over tax underreporting is an
important and negative determinant of intention to report actual income.
The findings are consistent with past research which found an influence of
employment status on tax evasion behaviour. For instance, a study by Wahlund
(1992) suggests that self-employed individuals are more likely to evade taxes than
others because they have more opportunities to do so and are more ‘conservative’
than others. A study by Mann and Smith (1988) also found that evasion opportunity
was closely related to tax evasion.

8.3 Discussion of the primary hypotheses
This section discusses the results pertaining to the eight primary hypotheses under
study, as described in Section 7.6.5.

8.3.1 Partial significance of perceptions of corruption on attitudes
Primary hypothesis PH1 proposed that perceptions of corruption influence taxpayers’
attitudes towards tax underreporting. The SEM analysis found that a statistically
significant, positive relationship between the two variables was evident in six out of 10
cases. The result indicates PH01 can be rejected. Interestingly, the result also shows
that perceptions of grand corruption were the most influential variable related to
taxpayers’ attitudes towards tax underreporting, in both the full and partial models,
with standardised coefficient values of 0.317 and 0.363, respectively. The finding
implies that higher levels of perceived grand corruption are associated with a greater
likelihood to underreport income.
The result supports the preliminary qualitative finding that when participants
perceived corruption to be high, they had negative experiential attitudes and harmful
instrumental attitudes towards tax compliance (recall Section 5.3.3). Consistent with
the quantitative findings, the qualitative results also indicated that the perception of
384

This result seems to be counter-intuitive. Nevertheless, recent data on the 2016 tax amnesty program (recall
fn. 1) might partly reflect this phenomenon. The internal data provided by the DGT on 12 October 2016 suggest
that, surprisingly, more than 53 per cent of the total tax payments collected from phase one of the 2016 tax
amnesty program (JulySeptember 2016) were paid by employed PITs. As our findings suggest, one possible
explanation for this is that the employed PITs tend to conceal much of their additional income other than from
employment. Recall also fn. 355.
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grand corruption was the most frequently perceived type of corruption out of petty,
grand tax, and petty tax corruption. This is consistent with the findings of, for
example, Alm et al. (1992), Andreoni et al. (1998), Fjeldstad and Tungodden (2003)
and Torgler et al. (2008).
One possible reason for this is that high levels of perceived corruption weaken
taxpayers’ willingness to contribute their fair share of tax (Torgler et al. 2008). It may
also be the case that due to a high level of perceived corruption, taxpayers may
conceive that the presence (or benefit) of government expenditure would be reduced
(Alm et al. 1992; Andreoni et al. 1998). As a result, taxpayers may underrepport their
tax as an attempt to disengage with any reciprocal relationship with the government
(Fjeldstad & Tungodden 2003). Further, Wearing and Headey (1997) argued that a
propensity to evade taxes was linked with taxpayers’ belief that the government
system is ineffective.

8.3.2 Partial significance of perceptions of corruption on subjective norms
Primary hypothesis PH2 proposed that perceptions of corruption influence taxpayers’
subjective norms towards tax underreporting. The SEM analysis found that a
statistically significant, positive relationship between the two variables in three out of
10 cases. The result indicates PH02 can be rejected. Interestingly, the result also shows
that perceptions of petty corruption was the most influential variable in relation to
taxpayers’ views towards tax underreporting, in both the full and partial models
(which had coefficients of 0.331 and 0.326, respectively). The finding implies that the
higher the level of perceived petty corruption, the more likely taxpayers are to hold
subjective norms that it is acceptable to underreport income in tax returns.
The result supports the preliminary qualitative findings which indicate that most of
the participants were of the opinion that while the petty corruption was pervasive,
social pressures to comply with tax law were absent. In fact, the qualitative findings
indicated that taxpayers appeared to have both negative injunctive and descriptive
norms (recall Section 5.3.3). This indicates an overall negative value that suggesting
someone should not comply with the tax law. The study is consistent with the
findings of, for example, Cialdini (1989), Cialdini and Goldstein (2004), Torgler
(2004), Eveland and Glynn (2008), Wenzel (2005b), Traxler, (2010) and Jahnke (2015).
One possible explanation for this is that individuals tend to seek relevant information
about how similar others behave to evaluate the appropriateness of their own beliefs,
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attitudes and behaviour―a notion referred to as social validation (Cialdini 1989). To
some extent, reporting tax is considered as an uncertain decision (Allingham &
Sandmo 1972). People are prone to use social norms as guidance for understanding
and responding to uncertain social situations (Cialdini & Goldstein 2004). Thus, when
taxpayers see pervasive petty corruption as a social norm, they may reflect this when
complying with tax law (Traxler 2010; Wenzel 2005b). Moreover, perceived petty
corruption may override tax morale (Jahnke 2015) and, as a result, reduce the moral
cost of underreporting tax. This may further motivate taxpayers to behave
opportunistically by paying less tax (Kaufmann et al. 2007; Torgler 2004).

8.3.3 Significance of attitudes towards behaviour on intention to comply
Primary hypothesis PH3 proposed that attitudes towards tax underreporting
influence taxpayers’ intention to report actual income. The SEM analysis found a
negative relationship between the two variables in all models. The result indicates
PH03 was rejected. Hence, attitudes towards tax underreporting affected taxpayers’
intention to report their actual income. The finding implies that stronger attitudes
towards tax underreporting were associated with weaker intention to report income
truthfully. The finding is consistent with past tax compliance research that adopted
the TPB as a theoretical lens (e.g. Bobek & Hatfield 2003; Efebera et al. 2004;
Langham et al. 2012; Saad 2011; Smart 2012; Trivedi et al. 2005).
These findings are consistent with a study by Cummings et al. (2009) and confirm
that taxpayers’ attitudes towards compliance behaviour influences behavioural
intention (Fishbein & Ajzen 2010). That is, perhaps because reporting actual income
in the annual tax returns is generally associated with ‘bad’ feelings and ‘disadvantages’
(as discussed earlier in Section 5.4.3), many taxpayers translate this attitude into an
intention to underreport their income. Accordingly, “the more negative attitudes
towards taxes are, the more taxes are evaded” (Wahlund 1992, p. 668). In this sense,
as previously described in the quantitative findings (Section 7.6.5), the correlation
between attitudes towards tax underreporting and intention to report actual income
was negative.
Attitudes towards underreporting were influenced most by the level of perceived
grand corruption. This implies that it is crucial to minimise perceptions of grand
corruption to increase taxpayers’ intention to comply.
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8.3.4 Significance of subjective norms on intention to comply
Primary hypothesis PH4 proposed that subjective norms towards tax underreporting
influence taxpayers’ intention to report actual income. The SEM analysis found a
negative relationship between the two variables, in all models. The result indicates
PH04 was rejected. This shows that subjective norms towards tax underreporting
influence taxpayers’ intention to report actual income (coefficient values ranged from
-.122 to -0.172).385 The finding implies that the more positive subjective norms towards
tax underreporting, the less likely were taxpayers to intend reporting their truthfully.
The finding is consistent with past tax compliance research which adopted the TPB as
a theoretical lens (e.g. Bobek & Hatfield 2003; Efebera et al. 2004; Langham et al. 2012;
Saad 2011; Smart 2012; Trivedi et al. 2005).
These findings indicate that taxpayers’ beliefs about significant others’ expectations
or actions influence their own intent (Dolan et al. 2012; Fishbein & Ajzen 2010;
Wartick & Rupert 2010). Because taxpayers generally perceive that their significant
referents think they should not fully report their actual income, this leads to negative
subjective norms. These norms appear to undermine taxpayers’ intention to report
their actual income. In other words, taxpayers appear to consider underreporting tax
to be acceptable behaviour and are convinced that other taxpayers have a similar
attitudes. In this sense, as previously described in the quantitative findings (Section
7.6.5), the correlation between subjective norms towards tax underreporting and
intention to report actual income was negative.
Subjective norms towards underreporting were influenced most by the level of
perceived petty corruption. This implies that it is crucial to minimise taxpayers’
perceptions of petty corruption to increase their intention to report income
truthfully.

8.3.5 Significance of perceived behavioural control on intention to comply
Primary hypothesis PH5 proposed that perceived behavioural control over tax
underreporting influences taxpayers’ intention to report actual income. The SEM
analysis found a negative relationship between the two variables, in all models. The
result indicates PH05 was rejected. The result shows perceived behavioural control
over tax underreporting undermined taxpayers’ intention to report actual income,
385

The statistical significance of the relationships in full models and partial models were evaluated at α levels of
0.10 and 0.05, respectively.
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with coefficients ranging from -0.165 to -0.244. This implies that the greater the level
of perceived behavioural control over tax underreporting, the less likely the intention
to comply. The finding is consistent with past tax compliance research which adopts
the TPB as a theoretical lens (e.g. Efebera et al. 2004; Langham et al. 2012; Saad 2011;
Smart 2012; Trivedi et al. 2005). It is worth noting, however, that a study by Bobek
and Hatfield (2003) found mixed results. It was concluded that a significant
relationship between PBC and behavioural intentions to comply was demonstrated in
only one out of the three scenarios used in the study.
Consistent with the work of Fishbein and Ajzen (2010), these findings suggest that the
taxpayers’ perceived ease or difficulty of underreporting their income, combined with
their beliefs that they are able to underreport their income, influence their intention
to comply. In this case, because taxpayers generally perceived that they had
considerable opportunity and ability to underreport income, they had a relatively
high perception of behavioural control over tax underreporting. This appeared to
undermine their intention to comply. In this sense, as previously described in the
quantitative findings (Section 7.6.5), the correlation between perceived behavioural
control over tax underreporting and intention to report actual income was negative.
This study shows the importance of implementing a more extensive information
reporting regime for improvement of tax reporting (Rettig 2006) and improving
taxpayers’ intentions. It can be argued that, when taxpayers have minimal perceived
behavioural control over tax underreporting, their intention to underreport tax will
be lower. Consistent with this idea, for instance, according to the IRS (2012), in 2006
the net misreporting percentage (NMP)386 for incomes that were subject to little or no
information reporting was 56 per cent. In contrast, the NMP for incomes that were
subject to substantial information reporting and withholding was only 1 per cent.
Further, the NMP for amounts that were subject to no withholding but substantial
information reporting was only 8 per cent (IRS 2012).

8.3.6 Significance of intention to comply on compliance behaviour
Primary hypothesis PH6 proposed that the intention to report actual income
influences taxpayers’ level of reported income. The SEM analysis found a positive
relationship between the two variables, indicating that PH06 was rejected. The result
shows that the intention to report income truthfully influenced the amount of
386

Measured as a ratio of the net misreported amount towards the true amount (IRS 2012).
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income that taxpayers reported (coefficient = 0.56).387 The finding implies that an
intention to be compliant leads to compliant behaviour.
This finding is consistent with past research relating to the TPB and tax compliance.
For instance, consistent with Lewis (1982), who considered behavioural intention as
the closest and the most accurate proxy of performed behaviour, Antonides and
Robben (1995) argued that taxpayers’ intention to conceal income is one of the key
predictors of tax evasion. Further, confirming the assertion of Fishbein and Ajzen
(2010) that behavioural intention enables the prediction of certain behaviour, Smart
(2012) found intent to predict tax compliance behaviour. Nevertheless, it is worth
noting that behavioural intention is not always a good predictor of compliance
behaviour, as taxpayers may have to deal with environmental barriers (such as tax
complexity) in performing compliance behaviour (Langham et al. 2012). The finding
implies that, as suggested by the OECD (2010a), in improving tax compliance
behaviour it is important, inter alia, to initially increase taxpayers’ willingness to
comply with the tax law.

8.3.7 Insignificance of perceived behavioural control on compliance
behaviour
Primary hypothesis PH7 proposed that perceived behavioural control over tax
underreporting influences taxpayers’ levels of reported income. The SEM analysis
found no negative relationship between the two variables. The result indicates PH07
was not rejected. Contrary to expectations, the result shows perceived behavioural
control over tax underreporting did not influence taxpayers’ levels of reported
income. Nevertheless, this finding is somewhat consistent with some past research
relating to the TPB and tax compliance. For instance, a study by Trivedi et al. (2005)
did not find a relationship between perceived behavioural control (PBC) and tax
compliance in their sample of students.
This rather intriguing result might be explained by the fact that the effect of PBC on
tax compliance behaviour is fully mediated by the behavioural intention variable (as
described in Section 8.3.5). This is because in the TPB, perceived behavioural control
is conceived of as capable of affecting behaviour directly or through its indirect effect
on intention. In this sense, it can be argued that, to the extent taxpayers believe that
387

As indicated earlier in Section 7.4.6, this analysis was only applicable to full models. In other words, it was
performed only on self-employed PITs who received income (n = 189) and employed PITs who received
additional income other than from their employment (n = 34).
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they have sufficient control over performing underreporting behaviour, their
intention to underreport their income may be increased. As a result, a significant
direct relationship between PBC and underreporting behaviour was absent.

8.3.8 Partial significance of perceptions of corruption on compliance
behaviour
Primary hypothesis PH8 proposed that, ultimately, perceptions of corruption have a
negative effect on taxpayers’ level of reported income. This hypothesis was assessed in
two stages. First, the total effect of perceptions of different forms of corruption upon
intention to correctly report actual income was examined. Second, its effect on the
level of reported income was examined. Accordingly, the second test was performed on
full models only.
It was found that while perceptions of all types of corruption had negative effects on
intention to correctly report actual income in the partial models, perceptions of petty
corruption and perceptions of petty tax corruption had insignificant effects in the full
models. In terms of level of reported income, it was found that perceptions of three
out of five types of corruption appeared to have significant negative effects on the
level of reported income. These were: grand corruption, grand tax corruption and
general corruption. Perceptions of grand corruption appeared to be the most
influential, with standardised indirect effects of model coefficents -0.073. This was
followed by perceptions of grand tax corruption (-0.071) and lastly, perceptions of
general corruption (-0.034). Simply put, the study found a tendency for grand
corruption to have the greatest influence on intention to underreport income. Based
on this finding, null hypothesis H08 is rejected.
The finding is consistent with past research on the TPB and tax compliance. In terms
of the adoption of the TPB, this finding supports the assumptions that background
factors are mediated by TPB variables (Fishbein & Ajzen 2010). Thus, consistent with
the majority of studies, it suggests that background factors influence intentions and
behaviour indirectly (Conner & Sparks 2005).
With respect to the malign impact of perceptions of corruption upon tax reporting
behaviour, in a broader sense, the findings of this study support several existing
studies. It was found that perceptions of corruption erode taxpayers' willingness to
contribute their fair share of tax (Gangl et al. 2015b; Torgler et al. 2008). These results
would seem to suggest that the perceptions of corruption cultivate a culture of
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distrust among taxpayers towards related institutions (Melgar et al. 2010), causing
taxpayers to disengage from reciprocal relationships with the government (Fjeldstad
& Tungodden 2003). In this sense, as a higher level of perception of corruption
overrides both attitudes and perceived social pressures towards compliance, it may
also reduce the moral cost non-compliance and encourage taxpayers to behave
opportunistically (Alm et al. 2016; Torgler 2004). These findings are also consistent
with the view that corruption may demotivate compliance. Taxpayers might perceive
that, due to corruption, the benefit of government expenditure will be less than it
should be (Alm et al. 1992; Andreoni et al. 1998).
The finding implies that perceptions of corruption are an important driving force of
non-compliant tax behaviour. This needs to be addressed appropriately to improve
compliance rates. It suggests a notion that the behaviour of a taxpayer is an outcome
of his/her personal norms and experiences related to a particular context (OECD
2010a).
The theoretical and practical implications of these findings are now further
considered in the Indonesian tax administration contexts.

8.4 Policy implications for the Indonesian tax authority
8.4.1 Contextual background
By demonstrating that the extent of perceived corruption influences tax compliance,
several clear implications for the Indonesian tax authority have emerged. These can
help establish appropriate treatment strategies to increase compliance rates. These
may also be relevant to other tax regimes, particularly those of developing economies,
and perhaps to other types of taxpayers.
As shown earlier in Figure 1.1, there are a number of key aspects that may shape tax
compliance outcomes. Some of these aspects are beyond the influence of the tax
authority―such as taxpayers’ financial circumstances, social shift, or their personal
characteristics, while others are within the control of the tax authority. Those aspects
that can be directly influenced by the tax authority generally include enforcement
strategies (such as frequency of audits, audit selection process and sanctions) and
service provision functions (such as providing assistance, education and information
dissemination).
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In the light of these administrative functions, through its 20152019 strategic map, the
DGT has identified several strategic objectives to improve the level of tax compliance
and increase its revenue (DGT 2015b).388 In the ‘enforcement’ area, the DGT (2015b)
proposes to: (i) improve its taxpayer monitoring program and (ii) improve the
effectiveness of audit and law enforcement. Meanwhile, in the ‘service’ area, the DGT
aims to: (i) improve its service excellence and (ii) improve the effectiveness of tax
information dissemination and public relations.
The DGT has identified several issues relating to its low tax ratio,389 and is particularly
concerned with the ongoing low rate of tax compliance (DGT 2015b). The DGT has
recognised the low rate of ‘formal’ compliance (i.e. filing ratio) during 20122014 and
was unable to achieve its formal compliance target (DGT 2015b).390 While to date, the
level of ‘material’ compliance has never been published by the DGT,391 the available
data indicates that it is low. The DGT has addressed this low level of material
compliance by aiming to increase its tax ratio from 12.2 per cent in 2015 to 15 per cent
in 2019 (DGT 2015b).
In relation to this aim, the DGT has outlined several strategic initiatives to improve
tax compliance in Indonesia that are scheduled from 20152019 (DGT 2015b). Among
these is an initiative to implement a compliance risk management (CRM) process.
Given its pivotal importance and relevance, CRM is the focal point of discussion with
respect to policy implications.

8.4.2 Compliance Risk Management
The DGT defines the CRM process as “a systematic process to select appropriate
instruments to improve taxpayer compliance and to deter non-compliance effectively,
based on knowledge of taxpayer behaviour and the DGT’s resource availability” (DGT
2015b, p. 36). Currently, the DGT acknowledges the absence of a comprehensive riskbased approach in dealing with compliance issues. As a result, it is unable to allocate

388

In formulating its strategic map, the DGT adopts the balanced scorecard (BSC) approach. It describes the entire
DGT’s strategic objectives in a cause-effect framework. This approach uses high levels of taxpayer compliance
as an ‘output’ and optimum revenue collection as an ‘outcome’.

389

Among others, three major issues are tax avoidance, tax evasion and transfer pricing (DGT 2015b, p. 14).

390

See also fn. 251.

391

This type of compliance may be closely related to the ‘tax gap’ and refers to "the amount of income taxes not
collected due to non-compliance" (Alm & Mckee 2006, p. 3). The underreporting gap is the most difficult tax
gap to estimate (IRS 2001; NAO 2008). See also fn. 315.
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resources and appropriate treatments for various types of taxpayers (based on their
risk) in an efficient and effective way. It further notes that several decision-making
processes on crucial issues are based on subjective judgements, and that its
understanding of taxpayer compliance behaviour is inadequate (DGT 2015b).392

Source: Adapted from OECD (2010a, p. 9).

Figure 8.1: The compliance risk management process
As Figure 8.1 suggests, the implementation of CRM emphasises the importance of
recognising the operating context or environmental scanning. That is, in
administering and collecting tax revenue, a tax authority is often shaped by the
specific organisational, socioeconomic and political contexts in which it operates
(OECD 2004). The operating context is generally shaped by the internal capabilities
of the tax system administration and external factors (OECD 2004, 2014b).393 In
particular, among many external factors that impact tax administration in developing
countries is the extent of corruption (Bird 2015; McKerchar & Evans 2009). In this
regard, the empirical findings of this study suggest that high levels of perceived
corruption are an important part of the operating context.394

392

In this sense, the DGT describes a situation where many of its tax officers are constantly monitoring the same
taxpayers without using any compliance prioritisation, and terms this business-as-usual phenomenon as
‘berburu di kebun binatang’ or ‘hunting at the zoo’ (DGT 2015, p. 36).

393

It is worth noting that specific discussions with respect to internal capabilities of the DGT as a tax authority is
beyond the scope of this study.

394

Public perception is categorised as one of the external factors that is capable of shaping the operating context
(OECD 2004, 2014b). Recall also Figure 1.1.
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In addition to the pervasiveness of corruption cases in Indonesia,395 the DGT itself
apparently cannot be separated from several tax corruption issues.396 In response to
this, the DGT has implemented several anti-corruption measures. For instance, the
DGT has an official program called Anti-Corruption and Integrity Initiative Appraisal
(PIIAK) to internalise anti-corruption culture. This was followed by the
implementation of an Organisation Transformation Program as a continuation of the
Bureaucratic Reform Program to eradicate corruption (DGT 2015a). As a result, based
on a survey by the KPK (2010), in terms of its initiative to eradicate corruption, the
DGT has received a score of 8.18 (out of 10), which is relatively high among
government institutions.
Nevertheless, the findings support the notion that perceptions of corruption tend to
linger. Despite the fact that several anti-corruption measures have been launched by
the DGT with some indications of positive results, it was found that perceived levels
of grand and petty tax corruption among the respondents was high (recall Section
7.4.2). This situation is exacerbated by the high levels of perceived grand and petty
corruption. Taken together, in general, the perceived levels of corruption in Indonesia
remain very high.
Finally, as shown earlier in Figure 8.1, once the external context is established, the
CRM process then involves at least seven further stages. However, due to space
considerations and for the sake of clarity, this thesis only discusses four of these seven
phases: (i) risk identification; (ii) risk assessment and prioritisation; (iii) the analysis
of compliance behaviour; and (iv) the formulation of treatment strategies. Thus, the
three other steps (planning and implementation of strategies; compliance outcome
evaluation; and performance monitoring) are beyond the scope of this study.

8.4.3 Implementing the CRM process
Tax administrations need to seek an improved understanding of taxpayer behaviour
to develop more effective and strong compliance risk treatments (Walsh 2012). In
relation to this, given the DGT’s future implementation of the CRM process and the

395

For instance, the Indonesian anti-corruption body, KPK, has investigated 776 grand corruption cases during
2004 to March 2016 (see, for example, <http://acch.kpk.go.id/in/statistik-tindak-pidana-korupsi>, accessed 19
April 2016).

396

As described earlier in fn. 3, one of the most notorious tax scandals in Indonesia is the case of Gayus Tambunan
in 2010, which has for the first time drawn direct attention from the President of the Republic of Indonesia.
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high level of perceived corruption as a major feature of its operating context, the
results of this study provide several significant inputs.397
Risk identification
First, the initial step in the implementation of the CRM process is risk identification.
At the strategic level, this step is needed to assess certain types of non-compliance
behaviour that seem to have influential tax revenue implications if left untreated.
This study suggests that underreporting risk is a compliance risk that the DGT must
confront. For an appropriate treatment, this risk needs to be identified at a particular
level.398 In pursuit of a narrower definition, this thesis provides evidence to identify
this risk particularly from the perspective of individual taxpayers, with an emphasis
on the psychological approach.399 The reason for this is because there are two major
indicators that can be used to identify risk: macro level and public opinion indicators
(OECD 2004).
That is, while macro level indicators generally illustrate a relationship between an
aspect of compliance and an external statistic or benchmark for tracking a global
trend,400 public opinion indicators describe public awareness, perception, attitudes,
motivation, and incidences of non-compliance based on public opinion surveys or
research results (OECD 2004). In this respect, this study provides objective empirical
evidence that only 19 per cent of surveyed self-employed PITs agreed or strongly
agreed that they had reported their actual income. Some 45 per cent of them
suggested that they had underreported between 50 per cent and 100 per cent of their
actual income (as discussed earlier in Section 7.4.4).401 Meanwhile, the survey findings
also indicated that the surveyed employed PITs tended to conceal all extra income
other than that earned from employment.

397

It is worth noting that the most significant contribution of the reasoned action approach to the development of
treatment strategies is that its findings can be used to identify which beliefs that need to be changed (Fishbein
& Ajzen 2010).

398

For instance, 'cash economy' is widely recognised as a common problem, but to be able to mitigate this
concept should be detailed into more specific behaviour that can be attributed to certain sub-groups within the
community (OECD 2004).

399

According to the OECD (2004), while the most commonly-used analysis for risk identification is from the
perspective of individual taxpayers, it can also be identified from socioeconomic and psychological
perspectives.

400

For instance, if changes in retail sales growth is higher than (indirect) taxes collected, it may an indication of a
widening tax gap.

401

Recall fn. 18 regarding the practical use of an indicator to measure the extent of non-compliance.
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Risk assessment and prioritisation
The second step involves risk assessment and prioritisation. The purpose of this
process is to separate major risks from minor ones, based on their consequences402
and likelihood.403 The OECD (2004) recommends that it should be based on objective
evidence. In this respect, this study provides two relevant objective pieces of
evidence. First, in terms of consequences and as noted above, it was found that only 7
per cent of self-employed PITs had reported all of their actual income, while 44 per
cent had underreported between 50 and 100 per cent of their actual income. In terms
of level of risk, therefore, it can be reasonably considered that the consequence is
either ‘high’ or ‘very high’.
Second, in terms of likelihood, the path coefficient of behavioural intention can be
used as an indicator of probability.404 This is because behavioural intention can be
safely considered as the closest and the most accurate proxy for performed behaviour
(Fishbein and Ajzen 2010).405 It was found that the direct effect of intention to report
actual income upon the level of reported income was approximately 0.56 (recall Table
7.71). In this sense, as described earlier in Section 7.4.5, it was established that
Indonesian PITs do not appear to have a high level of intention to report actual
income, with a mean indicator score of 3.81 out of 7.406 Self-employed PITs tended to
have a lower intention than employed PITs, with scores of 3.56 and 4.02, respectively.
Hence, it seems reasonably safe to say that the risk of underreporting is ‘almost
certain’.407
Based on these findings, the risk relative to the consequence and likelihood of
intentional underreporting by self-employed PITs can be prioritised as either ‘high’ or
‘severe’. This is an arbitrary risk rating where the consequences of the risk range from
402

Consequence is evaluated in the terms of its impact upon organisational objectives. It can be measured either
qualitatively or quantitatively or both (OECD 2004).

403

Likelihood is assessed in terms of its probability of the risk of it occurring. Similar to consequence, it can be in
either qualitative or quantitative, or both (OECD 2004). In other words, it is somewhat arbitrary.

404

Recall point I in Appendix A on how the behavioural intention variable was constructed.

405

It is worth recalling that, as previously indicated in Table 7.14, self-employed PITs are likely to either selfprepare or seek assistance from their families or friends in completing their annual tax returns.

406

Recall also Section 5.3.5 regarding the qualitative findings that also indicate the low intention to comply among
Indonesian PITs.

407

It can be described in both subjective and objective formats. For instance, a subjective definition of ‘almost
certain’ is ‘expected to occur in most circumstances’, while an objective definition would be ‘likely to occur this
year or at frequent intervals’ (OECD 2004, p. 28). It is worth adding that much empirical evidence supports the
dictum that “past behaviour is the best predictor of future behaviour” (Ajzen 2011, p. 1120).
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‘high’ to ‘very high’ and the likelihood of the risk is ‘almost certain’. However, it is
critical to understand that tax authorities will not be able to address all risks (OECD
2004, 2013a). For this reason, as a result of a balanced approach (see below), some
risks being addressed may not deal with instant high revenue exposure (OECD
2010a).408
Analysis of compliance behaviour
The third step involves compliance behaviour analysis. One benefit of implementing
a compliance risk management approach is the ability to focus on the underlying
drivers―rather than the symptoms―of non-compliance and the promotion of
different approaches of major tax compliance risk―rather than adopting a 'one size
fits all' approach (OECD 2004, 2013a). Understanding the social and psychological
factors that influence specific compliance behaviour is essential to assist the selection
of appropriate compliance strategies (World Bank 2015). That is, on the one hand, by
allowing the tax authority to identify the ‘causes’ of non-compliance, a longer-term
sustainable compliance outcome can be achieved.
On the other hand, failing to appropriately treat the causes of non-compliance
behaviour not only exacerbates the underlying problem, but also may cause
community outrage (Leviner 2008; OECD 2004). Also, empirical evidence suggests
that auditing already-compliant taxpayers appears to have negative impact on their
willingness to comply (OECD 2010a). Unfortunately, it has been shown that there is
no easy answer in understanding the determinants of either compliance or noncompliance behaviour (OECD 2004).
In response, using the OECD’s (2004) process for discovering the drivers of specific
behaviour,409 this study arguably provides three important insights. First, this study
provides evidence that income is underreported by Indonesian PITs (recall Section
7.4.4).410

408

Instead of a one-off process, CRM is an iterative process to facilitate improved decision-making. It requires
considerable research, fact-finding, analysis and judgement (OECD 2004).

409

Three basic questions need to be addressed in understanding taxpayer compliance behaviour: (i) what is
occurring?―e.g. underreporting income; (ii) who is doing it?―i.e. characteristics of the taxpayer; (iii) why are
they doing it?―e.g. perceived inequity (OECD 2004, p. 42).

410

See also fn. 1 and fn. 384 for a strong indication of underreporting by Indonesian PITs.
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Second, in terms of the taxpayers’ characteristics, the findings suggest that while selfemployed and employed PITs seem to have similar values with respect to attitudes
towards underreporting behaviour and perceived subjective norms, they differ in
terms of their perceived behavioural control over tax underreporting. Self-employed
PITs scored much higher (M = 4.56 out of 7) than employed PITs (M = 3.12 out of 7;
Figure 7.14). This notable gap represents, in all probability, the different nature of
opportunity (or income visibility) for non-compliance between employed and selfemployed PITs. As also indicated in the qualitative findings (Section 5.3.3), the
Indonesian PITs not only appeared to have a high score for their attitudes towards
underreporting behaviour (M = 4.41 out of 7) but also seemed to lack social pressure
to reporting their actual income (M = 3.80 out of 7).
Third, and most importantly, this study provides an answer for the critical question
‘why are they doing it?’. This information can be used to develop targeted
interventions aimed at non-compliant taxpayers. It is crucially important because the
drivers behind compliance behaviour cannot be isolated from their context (OECD
2010a). It was found that in the Indonesian context, high levels of perceived
corruption appear to encourage taxpayers to intentionally underreport their income.
In particular, as shown earlier in Table 7.72, this study demonstrates that perceptions
of grand corruption, grand tax corruption and general corruption appear to influence
intentional underreporting behaviour. The standardised total negative effects were
0.073, 0.071 and 0.034, respectively.
Determining appropriate treatment strategies
As indicated earlier in Section 8.4.2, the final stage in this discussion is to determine
appropriate treatment strategies. It has been recognised that influencing taxpayer
behaviour is not yet a science, but it is also not simply guesswork (OECD 2010a).
Accordingly, treatment strategies can only be done after risk has been appropriately
addressed and the possible causes of non-compliant behaviour have been clearly
discovered (OECD 2004). It has also been argued that it is impossible to apply a single
specific tax administration strategy (OECD 2010a). This is because tax authorities not
only have to deal with different taxpayer motivations, but also have finite resources
(Osofsky 2014). In this sense, with respect to the application of the responsive
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regulatory framework,411 this study suggests five practical implications for the
treatment strategy phase. These principally focus on self-employed PITs, who have
been identified as having the highest non-compliance risk.
First, a norm-based intervention approach using extensive publicity campaigns or
customised letters sent to the targeted taxpayers may represent a sensible strategy for
adoption by the Indonesian DGT (Onu & Oats 2015). The goal of an intervention is
generally to alleviate an identified social problem in a given segment of the taxpaying
population. In this sense, the most widely used intervention strategy is using a
persuasive message to disseminate relevant information to the target. It can be used
to reach a wide population at relatively low cost (Fishbein and Ajzen 2010). For
instance, using a randomised controlled trial (RCT) approach to promote tax
compliance in Guatemala, Kettle et al. (2015) found that increasing the moral cost by
referring to a social norms condition has a positive impact on tax payment. Similar to
a study by Hallsworth et al. (2017) which concluded that messages referring to fiscal
exchange significantly increased payment rates, a recent study in Indonesia by
Bursztyn et al. (2015) which also found that moral messages increased credit card
repayments indicates that norm-based intervention could also improve tax reporting
behaviour.
However, while this strategy seems easy and inexpensive, its application can be tricky
in practice and, therefore, it should be undertaken cautiously. This is because this
study provides evidence that most people appear to perceive that other taxpayers do
not pay their fair share of taxes. In particular, with regard to reporting actual income,
it was found that both low descriptive (what others do) and injunctive (what others
believe is right) norms co-occur (recall Figure 7.14).412 Thus, to improve the level of
compliance, it may be ineffective to target low-compliance taxpayers using normative
descriptive norms (such as stating ‘most taxpayers fully report their income’ or ‘only
few people evade tax’ in letters sent to taxpayers) because the messages would feel
counterintuitive or contrast with their existing beliefs.

411

The fundamental principle of this approach is that policy makers should be responsive to the culture, conduct,
and context of those they seek to regulate. Thus, it requires a diversity of regulatory strategies to be context
appropriate (Wood et al. 2010).

412

It is worth recalling, while descriptive norms tend to guide people to deal with uncertain situations, injunctive
norms are likely to assist people in avoiding social disapproval (Cialdini & Goldstein 2004; Onu & Oats 2015).
See also fn. 129.
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On the other hand, while injunctive norms appeared to be less effective than
descriptive norms (Hallsworth et al. 2017), it also seems to be problematic to
campaign using the actual descriptive norm arising from the findings, because it may
be used by the targeted taxpayers as a ‘gold standard’. That is, while compliance can
be influenced by sending taxpayers a letter informing them that actual compliance
rates are higher than many people think (Lederman 2003), there is a risk that the
campaigns that communicate the actual descriptive norms encourage those who are
above average to adjust their behaviour downwards and, as a result, would reinforce
existing levels of low compliance. In response, it was felt that it may be appropriate to
only disseminate the normative injunctive norm (such as ‘underreporting tax is
wrong’ or ‘paying tax is the right thing to do’) among the targeted low-compliance
taxpayers.413
The second implication relates to the implementation a focused enforcement
approach. In a non-compliant group, taxpayer behaviour can be influenced by
increasing the frequency of audit (OECD 2004).414 However, because the DGT’s
enforcement resources are very limited (DGT 2012), as also indicated earlier in
Section 2.2.5, the audit rate is extremely low. For example, in 2014, the target for audit
coverage ratio (ACR) for individual taxpayers was only 0.1 per cent.415 This highlights
two points. First, without specific treatment, it seems unattainable to make taxpayers
believe that their risk of getting audited has increased. Second, enforcement
resources need to be efficiently used to specifically deal with targeted taxpayers. This
is so because the response of compliant taxpayers to audits is ambiguous and might
have undesired outcomes (Beer et al. 2016).
To make an enforcement approach among low-compliant taxpayers work, as
suggested by Osofsky (2014), it seems beneficial to make segmentation and rotation

413

It is worth noting that to be persuasive, a message has to be comprehended and accepted. In this case, three
group of determinants are considered influential: (i) source factors (e.g. the sender’s credibility), (ii) message
factors (e.g. emotional vs. rational approaches), and (iii) receiver factors (e.g. the receiver’s characteristic;
Hovland et al. 1953). A detailed discussion on this subject is beyond the scope of this study. In addition, moral
messages appear to be less effective for promoting tax compliance by rich people compared to poor people
(Duch and Solaz 2016).

414

Although it often has significant cost, enforced compliance is required where non-compliance exists (OECD
2014b).

415

See the DGT's official letter SE- 15/PJ/2014, 21 March 2014, regarding the Audit Plan and Strategies for 2014.
The ACR for PITs represent the number of audited PITs vs the number of PITs’ annual tax returns received by
the DGT The actual ACR is probably much lower. For example, in 2011, the internal data available to the author
suggests that the random-based audit rate for PITs was less than 0.021 per cent (recall fn. 61).
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of special audits among the targeted taxpayers. By way of illustration, the data suggest
that there are approximately 640,000 self-employed PITs who lodged their 2014
annual tax return, and there are roughly 4,600 tax auditors (DGT 2015a). Assume that
in a given year, one tax auditor is able to perform one special audit (i.e. an audit
which is related to a non-compliance indicator) for one PIT416 If these 4,600 auditors
were spread equally across all of the self-employed PITs, then the audit rate for each
self-employed PITs would be 0.7 per cent. Under a focused enforcement approach,
the 640,000 self-employed PITs are split into different sectors or segments. In this
case, for example, the focus of a ‘special audit project’ could be the trading sector
(categorised as ‘G’ in 2012 Business Sector Classification―KLU).
Assume that this sector accounts for about 30 per cent of the entire sector. Within
this sector, 10 per cent are those in car and motorcycle sales, repair and maintenance
(coded as ‘45’ in KLU). These 19,200 self-employed PITs would be the targeted
‘subsector’. If, for example, 2,300 tax auditors (50 per cent) are allocated to this
subsector, this means that the taxpayers in this subsector now have a 12 per cent
chance of being audited. Consequently, other subsectors would face correspondingly
lower audit rates. But, because previously they already had a very low chance of
getting audited, this variation would not be evident for them, partly due to a
phenomenon termed as ‘probability neglect’ (Sunstein 2002). Thus, it can conceivably
be argued that the taxpayers outside the enforcement project may be unresponsive to
a very small reduction in the likelihood of them getting audited (i.e. from 0.7 per cent
to 0.36 per cent).
On the other hand, it seems safe to argue that a significant increase in the probability
of audit in the targeted subsector would increase their intention to report actual
income, because they now have a lower level of perceived behavioural control over
tax underreporting, particularly due to ‘uncertainty aversion’417 (Reeson & Dunstall

416

As an example, in 2014, one tax auditor is required to complete, on average, seven audit reports annually.

417

Focused enforcement creates perceived greater ex ante uncertainty among the population. Taxpayers may
know there is some chances of getting audited but not know the increased probability. Research suggest that
people tend to avoid uncertainty (Osofsky 2014). Recall also fn. 152. However, note that although audits are
crucial to enforce compliance among non-compliant taxpayers, coercive audits might have undesired outcomes
(Lisi 2014). This is because tax compliance results from a combination of effective enforcement and mutual
trust between taxpayers and the authorities. Once the levels of both trust and power are at moderate levels,
destructive multiplier effects will occur, resulting in a downward spiral of decreasing compliance (Kirchler,
Hoelzl, Wahl 2008).
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2009) and ‘availability bias’418 (Sunstein 2002). Also, there is a tendency that, in the
face of uncertainty about the likelihood of audit, taxpayers are likely to rely on
heuristics that may result in non-maximising strategies (Lederman 2003; Snow &
Warren 2005). For these reasons, it is argued that it is not the actual audit probability
which affects tax compliance, but the probability of getting caught for tax evasion
(Kirchler 2007). Accordingly, it is suggested that their level of reported income would
increase.
To make this focused enforcement approach work effectively in increasing the levels
of ex post reported income, two further activities need to be undertaken. First,
because survey findings indicate that the respondents relied on mass media (i.e.
press, television and the internet) as their primary source of information, widereaching announcements of a specific enforcement project must be made by the DGT
prior to the start of tax lodgement season. By doing so, those targeted in the focused
enforcement project recognise that they are subject to the project and able to change
their underreporting behaviour accordingly. Second, there should be no official
announcement regarding the withdrawal or completion of the enforcement project.
This quiet withdrawal may allow the DGT to ‘free ride’ for some time while taxpayers
continue to perceive an increased chance of getting audited. This may extend the
compliance benefits of the projects.
The third practical implication that derives from this study is that the norm-based
intervention and the focused enforcement approaches must be combined in a
balanced way. This is because a relatively high level of compliance would appear to be
necessary in order to create norms of compliance and to foster future compliance.
Some scholars suggest that norms appear to be subject to so-called 'tipping points'
(Besley & Persson 2014). This means the intended norms become more widespread
once some threshold is achieved (Lederman 2003).
Unfortunately, in the Indonesian context, the findings suggest that this is not the
case. This implies that the focused enforcement approach would appear to be very
crucial to increasing the level of compliance. It has been argued that when taxpayers
know that a tax authority has power and will use it to punish tax evaders, the
authority has great leverage (Kirchler 2007). In this case, the analytic hierarchy

418

Recall fn. 380.
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process (AHP) approach can be applied by using the quantitative findings (as
indicated earlier in Sections 8.3.3 to 8.3.5) as relevant inputs.419 The AHP is an
organised way to make a decision by generating priorities through pairwise
comparison (Saaty 2008).420 Figure 8.2 illustrates the steps undertaken to implement
the AHP. The figure shows that the goal is to minimise the level of underreporting
behaviour (level 1). As the findings of this study suggest, to achieve this goal, there are
three objectives that need to be sought: minimising taxpayers’ negative attitudes
towards fully reporting income, increasing taxpayers’ subjective norms towards fully
reporting income, and lowering taxpayers’ perceived behavioural control over tax
underreporting (level 2). The alternatives available with respect to the objectives are
presented in level 3 of the figure: norm-based intervention approach (A),
concentrated enforcement approach (B), and the combination of the two (C).
Detailed pairwise comparisons and calculations of the AHP are provided in Appendix
H.421

419

That is, attitudes towards tax underreporting were found to be the most influential in undermining taxpayers’
intention to report actual income (with the coefficient values ranging from -0.400 to -0.451), followed by
perceived behavioural control over tax underreporting (with the coefficient values ranging from -0.165 to 0.244) and subjective norms towards tax underreporting (with the coefficient values ranging from -0.122 to 0.172).

420

In this case, the adoption of AHP is in line with the requirements of CRM. That is, to improve decision-making
processes, fact-finding, analysis and judgement are required. Recall fn. 408.

421

A decision making software, Expert Choice v.11, is used to derive the results.
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Source: Appendix H.
Note:

By definition, the priority of the goal is 1. The scores indicate the relative weights of the
alternatives towards the priority.

Figure 8.2: The application of analytic hierarchy process for minimising
intentional underreporting behaviour, with final priorities
The outome (final priorities) as shown in the bottom of Figure 8.2 suggests that the
combination of alternatives A and B (i.e. approach C) yields the highest score (i.e.
0.536 out of 1) with respect the goal of minimising intentional underreporting
behaviour. Thus, the concentrated enforcement approach must be simultaneously
complemented by a norm-based intervention approach. This is critical, because if the
norms that regulate taxpayers’ behaviour are not changed, non-compliance behaviour
will probably increase once the probability of audit is lowered.
The fourth practical implication is that the integrity of the DGT must be established
and maintained to create trust. A lack of integrity destroys trust. Trust and corruption
cannot coexist (OECD 2004). Also, more importantly, trust can only be developed in
the long term by being consistently trustworthy (OECD 2010a). While to some extent
the DGT has demonstrated efforts to build integrity and tackle corruption (DGT 2012,
2013), the findings imply that perceptions of tax corruption among taxpayers still
linger. This research also provides evidence that media coverage is very influential to
perceived levels of corruption (as indicated earlier in Section 8.2.6). Thus, an effective
way to build integrity and tackle corruption must be sought, either through taxpayers’
personal experiences or extensive media coverage. Credible anti-corruption measures
should be made more visible to taxpayers. Regarding this, a study by Kasper et al.
(2015) suggests that, when exposed to media, content that emphasises the
trustworthy nature of tax authorities or its capability to deter tax evasion may
increase taxpayers’ trust of the tax authorities.
Finally, the DGT needs to establish strategic alliances and partnerships with other
relevant government representatives. The objectives of this treatment strategy are
twofold. First, it should be obvious that the pervasiveness of general corruption issues
in Indonesia, while influential in terms of the operating context, is beyond the control
and the responsibility of the DGT The DGT needs to advise the relevant institutions,
at both the highest governmental and political levels, of the adverse impact of
perceived corruption upon its revenue collection processes. Indeed, a conducive
political environment is one of the crucial ingredients required if major changes in
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taxation are to take place (Bird 2013). A strong commitment of political leadership to
eradicate current levels of corruption is a crucial element in the revenue production
process.
Second, as the findings suggest that the perceived behavioural control over tax
underreporting in self-employed PITs is relatively high, it might be rewarding to
extend the nature and scope of the information-reporting regime of third parties
(such as banks or other related financial institutions; e.g. Rettig 2006). This is
particularly important in an environment where the majority of self-employed PITs in
Indonesia are involved in cash businesses and, therefore, have very low income
visibility. In this case, building capacity in systematic crosschecking of third party
information with amounts reported in tax returns is crucial.422 Thus, the DGT needs
strong supports from other entities to implement a more extensive third party
information-reporting regime that increases compliance rates by identifying, catching
and controlling tax evaders.
These practical implications are illustrated in Figure 8.3.423

422

Note that Indonesian government has recently (on 8 May 2017) issued a Government Regulation in Lieu of Law
(PERPPU) Number 1/2017 on Financial Information Access for Taxation Purposes that provides the DGT a wide
access to scrutinise banking data.

423

It is worth noting that this model does not establish that a combined approach will improve the level of
compliance among intentionally non-compliant taxpayers. Rather, it suggests why a combined approach may
capable of raising the current levels of compliance.
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Figure 8.3: Combined approach to address the adverse impact of perceptions
of corruption upon intentional non-compliance behaviour: A tax
authority perspective

8.5 Chapter summary
This chapter has considered the findings from the quantitative approach and explored
the implications of the study. The findings were related to the existing literature and
were set out in two parts: findings arising from the secondary hypotheses (Section 8.2)
and from the primary hypotheses (Section 8.3). In Section 8.4, the implications of the
study were discussed in terms of their contribution to Indonesian tax authority policy.
In principle, and with some exceptions, the findings generally support the adoption of
the TPB as a theoretical lens in this study, and are consistent with the existing
literature on the tax compliance behaviour research. This study also demonstrates how
a multi-paradigm approach can use different methods to clarify and complement each
other and achieve a greater level of confidence in the conclusions.
Finally, this chapter has placed the empirical findings derived from this study in the
context of the adoption of compliance risk management in Indonesia. It has identified
and proposed several strategies designed to improve tax compliance and explored the
steps necessary to implement them effectively. It provides the Indonesian tax authority
with various combinations of measures to achieve either voluntary or enforced
compliance, particularly with intentionally non-compliant PITs.
Chapter 9, which now follows, includes a summary of the thesis and its major findings,
its contribution to the literature, its limitations and future directions for compliance
research.
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CHAPTER NINE
CONCLUSIONS
9

CONCLUSIONS

9.1 Introduction
This chapter concludes the thesis and is set out in five sections. Section 9.2 provides an
overview of the study and its major findings. This is followed by a discussion of its
contribution to the literature and the limitations of the study (Sections 9.3 and 9.4,
respectively). Finally, Section 9.5 describes future directions for compliance research
and Section 9.6 concludes.

9.2 Overview of the study and its major findings
This study set out to systematically investigate the impact of perceptions of corruption
upon the intentional non-compliance behaviour of Indonesian personal income
taxpayers. It focused on the effect of individual taxpayers’ perceived levels of
corruption on their likelihood of underreporting their income in their annual tax
returns. For this purpose, this thesis began with an emphasis on widespread corruption
as one of key challenges faced by developing economies in revenue collection, and the
importance of social psychological approaches to dealing with compliance issues. The
corruption and compliance issues in Indonesia were further explored to provide a
contextual background for the study in Chapter 2.
It was recognised that tax compliance behaviour is a complex and multi-disciplinary
subject, and that the literature on taxpayer compliance behaviour needs to be initially
understood. The literature itself has suggested that tax compliance behaviour can, and
should, be viewed from different perspectives across a range of disciplines and research
methods.
It was found that a generally-accepted definition of compliance behaviour is lacking.
For this reason, it was considered crucial to clarify what is precisely meant by
compliant behaviour in this thesis. As a result of the review of the literature, it was
concluded that the definition of compliance behaviour can best be broadly categorised
into two groups: conceptual and operational approaches. This categorisation suggested
that the conceptual approach tended to emphasise the taxpayers' willingness to comply
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without the application of enforcement activities, while the operational approach
appeared to focus on the administrative fulfilment of particular categories of tax
obligations. It was concluded that, in terms of practicality, the operational approach
seemed to offer an advantage by evaluating whether taxpayers register in the system,
file timely tax returns, make accurate and complete reports, and pay their tax liability
on time. What is useful about this categorisation is that it allows the research questions
to be addressed at a specific level.
Conceptually, it was found that three generic approaches were commonly adopted in
tax compliance behaviour research: economic deterrence models, fiscal psychology
models, and social psychology models. Although this classification was sometimes
indistinct, it was found that recent developments in compliance strategy have
emphasised the importance of social psychological factors in dealing with compliance
behaviour. Thus, it implied that to improve tax compliance, the underlying causes of
non-compliance―particularly those from social and psychological perspectives―need
to be identified and understood.
Hence, to maintain the specificity and clarity of the study, its scope needed to be well
defined. And due to the dynamic and multi-dimensional nature of the topic, it was
concluded that it would be difficult to comprehensively investigate this field with a
single study. For this reason, this study placed perceptions of corruption as the focal
contextual variable under study. In principle, it appeared that if the impact of
perceptions of corruption upon the way individual taxpayers behave can be
understood, appropriate treatment strategies could then be proposed for improving
compliance.
Based on the major concepts and literature review discussed in Chapter 3, it was
concluded that there is a lack of consensus on the definition of corruption. Most
definitions emphasise governmental aspects of corruption by highlighting the abuse of
public authority for personal gain, commonly termed government corruption. Due to its
clandestine nature, the methods used to identify and assess corruption are largely
based on subjective indicators―that is—perceptions of corruption.
In the light of these concerns about definitional ambiguity, one popular way to classify
corruption was adopted in this study―according to type. That is, corruption was
categorised according to the sector where it occurred or the amounts of money
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involved. As a result, two types of corruption were established: grand corruption and
petty corruption. Grand corruption refers to the misuse of public power by high-level
public officials, such as ministers or senior staff, for personal pecuniary gain. Petty
corruption refers to the extortion of small payments by low-level public officials during
daily interactions with the public, in return for prioritising transactions (often called
'grease' money).
A key strength of the present study was that it also distinguished corruption within the
DGT from corruption in other government sectors. As a result, five categories of
perceptions of corruption were identified: grand corruption, grand tax corruption,
petty corruption, petty tax corruption, and a fifth category that encompasses all
categories—general corruption.
It was also concluded that, strictly and legally speaking, tax compliance behaviour is an
ex post definition. For this reason, mainly due to confidentiality issues, it seemed
impractical to assess actual compliance behaviour. Further, it was found that tax
compliance behaviour was diverse and complex, and had two pivotal aspects: intention
and outcome. This implies that personal income taxpayers are considered to be either
deliberate or non-deliberate in their behaviour, with the outcomes of being either
compliant or non-compliant with regard to registration, tax return accuracy, timely
lodgement, and correct payment of taxes. Indeed, as a primary nexus between
governments and individuals, taxpaying provides a dynamic situation where both
compliance and non-compliance can be problematic. Tax compliance decisions do not
necessarily require deliberate consideration, and individuals face various degrees of
opportunity to be compliant or non-compliant, resulting in different behavioural
outcomes. Thus, tax compliance behaviour is complex and dynamic. Personal taxpayers
shape their intentions and compliance behaviour with each decision and each step of
the tax return process.
To obtain a greater clarity of definitional issues and to maintain the specificity of the
results, it was concluded that two conceptual boundaries needed to be established.
First, tax compliance was defined as taxpayers' willingness to correctly report their
actual income in accordance with the prevailing tax law. This definition deliberately
excluded registration, filing and payment criteria. Second, this thesis focused on both
intentional compliance and intentional non-compliance behaviour in terms of income
reporting. Unintentional behavioural outcomes were beyond the scope of this thesis.
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That said, tax compliance behaviour in this study referred to taxpayers’ self-admitted,
intended reporting behaviour.
As either intentional compliance or intentional non-compliance behaviour was the
focus of the study, the theory of planned behaviour was adopted as an appropriate
explanatory framework. It is a theory that conceptualises that attitudes towards
behaviour, subjective norms and perceived behavioural control lead to the formation of
behavioural intention. Behavioural intention enables the prediction of actual
behaviour. This theoretical model was adopted to specify a set of motivational and
situational variables that influence the likelihood that a personal taxpayer will
underreport their income when submitting an annual income tax return.
Reflecting on its multi-dimensionality, it was then argued that, to address the research
problem with reasonable confidence, a sequential mixed-methods approach was
needed. This is because it was felt that the mixed-methods approach offered
opportunities to enhance each of the research method’s capabilities and to improve the
quality of research findings. Detailed discussion of the approach adopted to achieve the
research objectives was detailed in Chapter 4.
Accordingly, this study used a two-stage, sequential data collection protocol. Initially,
semi-structured in-depth interviews with nine participants (three taxpayers, three tax
agents and three tax officers) were carried out. This was followed by the secondand
corephase of the research, which involved extensive data collection using a mixedmodes field survey conducted through 12 tax offices across four Indonesian regions. A
total of 397 experienced taxpayers were surveyed, comprising 196 self-employed and
201 employed taxpayers. For data analysis, a theory-based thematic analysis was
employed for the interview data, whereas multivariate analysis of variance (MANOVA)
and structural equation modeling (SEM) were used to analyse the survey data.
As discussed in Chapter 5, the qualitative findings indicated a general consensus that
participants viewed both perceived levels of corruption and tax compliance behaviour
negatively. The participants were generally of the opinion that complying with tax law
was associated with bad feelings and disadvantages, indicative of overall negative
attitudes towards compliance. The overall negative responses regarding subjective
norms also indicated there is an absence of perceived social pressure to comply with
tax law. This, in turn, might implicitly encourage taxpayers to be non-compliant. The
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qualitative data also revealed that taxpayers generally thought they had considerable
control over whether or not they could engage in tax evasion. These findings suggest
that in Indonesia, no real social stigma is attached to non-compliance behaviour, and
the potential cost of non-compliance is perceived to be low.
As a result, the affected attitudes and subjective norms, coupled with high levels of
perceived behavioural control over non-compliance, appeared to lead to the formation
of negative intentions to fully comply with tax law. Accordingly, a low level of
compliance behaviour was hypothesised to be the outcome. The themes and the
hypothetical relationships established in the qualitative phase were then used to
inform and develop the data collection in the quantitative phase.
The survey data was then utilised to statistically examine the hypothetical relationships
between the variables under study derived from the qualitative phase. Before
discussing the findings of the quantitative analysis in Chapter 7, it was considered
necessary to discuss the two major attempts undertaken to ensure the reliability and
validity of the findings in Chapter 6: pilot testing and survey administration.
The result of the pilot tests suggested two important points. First, the survey
completion time was reasonable. Second, the reliability analysis indicated that the
questionnaire had the potential to produce reliable and valid data in the main survey.
In terms of the administrative aspects of the survey, five strategies were undertaken to
ensure the accuracy of the survey findings: (i) producing a well-designed questionnaire;
(ii) providing relevant informational tools and souvenirs; (iii) providing a survey booth;
(iv) arranging appropriate survey timing; and (v) training of surveyors and direct
survey supervision.
As described in Chapter 7, three basic models were used to analyse the five types of
perceived corruption under study. Each model had two further categories: full and
partial models. As a result, six models were actually examined to draw the conclusions
of the survey.
The findings of the in-depth interviews and the survey converged in a number of
important areas, including the pervasiveness of perceptions of corruption and the
nature of the relationship between perceived corruption and tax compliance. In
particular, the quantitative findings demonstrated the underlying mechanisms by
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which the different forms of perceived corruption negatively influence individual
taxpayer behaviour. There were six principal findings.
First, as expected, the empirical data suggested that high levels of perceived corruption
were evident in Indonesia. The mean scores demonstrated that the perceived levels of
the five forms of corruption in Indonesia were very high. In general, the form of
corruption perceived to be most prevalent was grand corruption, while petty tax
corruption was perceived to be least prevalent.
Second, it was found that perceptions of the existence of different forms of corruption
were unrelated to taxpayer age, gender or income. Perceptions of general corruption
and petty tax corruption were only related to education level; respondents with higher
education perceived these forms of corruption less often. Petty corruption was only
related to employment status; self-employed taxpayers perceived higher rates of petty
corruption. Further, it was also found that various sources of information (personal
experience, discussion with others who have personal experience, television, press
media and the internet) generally influenced perceptions of corruption.
Third, the results suggested that a very high level of non-compliant behaviour exists in
Indonesia. The quantitative data demonstrated that only 18 per cent (36 out of 196) of
self-employed PIT respondents agreed or strongly agreed that they had correctly
reported their actual income. In terms of the amount of income being underreported in
annual tax returns, the data suggested that 44 per cent of self-employed PITs had
underreported between 50 and 100 per cent of their actual income.
Fourth, taxpayers’ attitudes towards tax underreporting and their subjective norms
towards tax underreporting, coupled with their perceived behavioural control over tax
underreporting, appeared to undermine their intention to report their actual income.
Attitude towards tax underreporting appeared to have the strongest direct effect upon
intention to underreport. In second place was perceived behavioural control over tax
underreporting. The findings suggest that the intention to report actual income was a
good predictor of tax reporting behaviour.
Fifth, the study revealed a tendency for perceptions of grand corruption to influence
taxpayers’ attitudes towards tax underreporting more strongly than their subjective
norms towards tax underreporting. In this regard, perceptions of grand corruption and
grand tax corruption made taxpayers’ attitudes towards tax underreporting more
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negative. Perceptions of petty corruption tended to affect taxpayers’ subjective norms
related to tax underreporting.
Finally, it was demonstrated by the structural models that perceptions of corruption
had an impact upon taxpayer intentions to underreport their income. Perceptions of
grand corruption, grand tax corruption and general corruption were all influential to
intentional underreporting behaviour. Put simply, perceptions that there are high
levels of corruption in general drive intentional underreporting behaviour.
These major findings can be summarised in Table 9.1, as follows.
Key findings

Evidence

Strength of evidence

Relevance / importance

1. High levels of perceived
corruption were evident
in Indonesia.

Thematic
consistency of
interview data
and the mean
scores of
survey data.

Strong. Refer to
Tables 5.7 and 7.19.

High levels of perceived
corruption need to be
considered as an
influential operating
context with respect to
tax administration in
Indonesia.

2. There is a relationship
between perceived levels
of corruption and
education level and
employment status.

Inferential
analysis of
survey data.

Considering the small
effect sizes, the
relationships might
be rather negligible.
Refer to Table 7.25.

Perceived levels of
corruption were
pervasive regardless of
taxpayers’ demographic
background.

3. Media coverage were
generally influential upon
the perceived levels of
corruption.

Inferential
analysis of
survey data.

Strong. Refer to
Table 7.26.

Media coverage should
be considered as one of
effective channel with
respect to disseminating
tax information to
improve compliance.

4. High levels of noncompliant behaviour were
evident among Indonesian
PITs.

Descriptive
analysis of
survey data

Strong. Refer to
Table 7.22.

Mitigating
underreporting risk
should be prioritised by
the DGT.

5. Taxpayers’ intention to
report actual income was
a good predictor of their
tax reporting behaviour. It
was negatively affected by
attitudes towards tax
underreporting, perceived
behavioural control over
tax underreporting, and
subjective norms towards
tax underreporting
respectively.

Inferential
analysis of
survey data.

Medium to strong.
Refer to Table 7.71.

The root causes of
intentional
underreporting
behaviour need to be
identified to improve
sustainable tax
compliance .
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6. Perceptions of ‘grand’
(either tax or non-tax)
corruption appeared to be
more influential on
taxpayers’ attitudes
towards tax
underreporting, while
perceptions of petty (nontax) corruption tended to
affect taxpayers’
subjective norms towards
tax underreporting.

Inferential
analysis of
survey data.

Medium to strong.
Refer to Table 7.71.

High levels of perceived
corruption in general
should be considered as
contextual driving
forces of intentional
underreporting
behaviour.

7. Perceptions of corruption
had an indirect negative
impact upon taxpayers to
intentionally underreport
their income tax.

Inferential
analysis of
survey data.

Weak to medium.
Refer to Table 7.72.

A strong commitment of
political leadership to
eradicate the current
levels of corruption is a
crucial element for an
optimal tax collection
process.

Source: Summarised from Chapters 5 and 7.

Table 9.1: Summary of major findings
Detailed discussion on the quantitative findings, particularly in their relation to the
existing literature, was then provided in Chapter 8. In the first part of this chapter, the
findings arising from the secondary research questions were addressed. These included
a detailed discussion on the impact of demographic variables and information sources
on perceptions of corruption. In the second part, the discussion of primary findings on
the impact of perceptions of corruption upon tax compliance behaviour was presented.
Finally, a discussion on the implications of the study concluded the chapter. In this
section, the empirical findings were then placed in the context of compliance risk
management to identify strategies designed to improve tax compliance and to explore
the necessary steps to implement them effectively. It proposed a synergistic
combination of norm-based interventions and focused enforcement approaches to
achieve voluntary and enforced compliance that can be utilised by the Indonesian tax
authority in specifically dealing with intentionally non-compliant taxpayers.
In summary, this thesis provides an insight into the adverse impact of high levels of
perceived corruption held by Indonesian personal income taxpayers on the way they
report their income in annual tax returns. This thesis has clearly shown that
corruption, or more strictly, perceptions of certain forms of corruption, can have a
malign impact upon tax compliance through a variety of forces and relationships. This
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is particularly problematic in countries like Indonesia where corruption is perceived to
be endemic and tax compliance is typically sub-optimal. The study has established
that, within the broader context of compliance risk management processes, and in the
specific case of Indonesia, much can still be done to mitigate this malign impact. The
findings of this thesis are relevant to both administrators and policy makers.

9.3 Contributions to the literature
This study has made a contribution to the body of knowledge on tax compliance
behaviour in a number of respects, including the research method and its findings.
First, the key methodological contribution this thesis has made is that it has
demonstrated how various aspects of a multi-paradigm approach can clarify and
complement each other. As a result, conclusions can be drawn with a greater level of
confidence which, in itself, is a significant contribution.
Second, the two components of the research methodology, neither of which have been
previously attempted in this context, have enriched the understanding of the
connection between perceived levels of corruption and non-compliance behaviour in
Indonesian personal income taxpayers. The in-depth interview technique was novel in
that it dealt with three important stakeholders: tax agents, taxpayers and tax officers.
Furthermore, the quantitative survey was based on the self-admitted behaviour of
actual taxpayers, particularly in terms of intentional non-compliance. The survey also
had extensive coverage, being conducted at 12 tax offices across four different
Indonesian regions.
Third, the conceptual model presented in this thesis does not rely on any countryspecific assumptions. Thus, the model can be applied to other similar developing
countries and, with some minor modifications, even to developed countries.
Fourth, important findings were made. A high rate of intentional non-compliance
behaviour was evident from the survey. Evidence that Indonesian personal income
taxpayers underreport their income as a result of perceptions of pervasive corruption
was obtained, which confirms existing theoretical and empirical reports.
Finally, the empirical findings of this study not only provide new understanding of the
impact of perceptions of different forms of corruption, but also how these perceptions
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affect tax compliance behaviour. This is important, because there remains a paucity of
evidence on precisely how perceptions of corruption are capable of undermining tax
compliance behaviour. This study contributes by identifying the roles of attitudes and
subjective norms towards tax underreporting in decreasing taxpayers’ intention to
report income correctly. Additionally, intentional underreporting behaviour was
associated more with perceptions of grand corruption than with perceptions of petty
corruption.

9.4 Limitations
Several limitations of this study should be acknowledged. These should be considered
when interpreting the results and generalising them to the Indonesian taxpaying
community. Some of the limitations have been recognised previously (Chapter 4), and
wherever possible, steps were taken to mitigate their effects on the results. At least six
limitations were identified, as follows.
First, this study only sampled Indonesian personal income taxpayers with respect to
their 2014 annual tax returns. Thus, the empirical findings cannot be generalised to
other types of taxpayers and other fiscal years. The relevance of the findings to other
contexts is therefore unknown. This is because other types of taxpayers, or those in
other jurisdictions, might have different behavioural characteristics and noncompliance intentions. Nevertheless, the outcomes have to some extent confirmed
existing theories and empirical findings; therefore, it is expected that they are of some
relevance to other contexts.
Second, despite the adoption of a preliminary sequential mixed-methods approach, the
primary data used in this study came from surveys. The limitations associated with
survey research were discussed in Section 4.8. These include survey errors such as
respondent selection issues, response accuracy issues and survey administration issues.
Due to resource and time constraints, most of these are widely accepted limitations
inherent in survey research. Nevertheless, attempts were made to minimise these
potential errors. Respondent selection issues were discussed in Section 4.5, while
response accuracy issues and survey administration issues were considered in Sections
6.2 and 6.3, respectively. In brief, a reasonable justification for establishing spatial and
temporal boundaries was made to make this study feasible and generate optimal
results. The timing bias and representativeness tests carried out indicated that there
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were no problems with respect to the potential timing and representativeness biases of
the data.
Third, due to the confidentiality issues and the sensitive nature of the topic, this study
relied heavily on the typical method of self-reporting. Apart from the fact that most
variables employed in this study were psychological constructs,424 the validity of selfreports has often been questioned by scholars. This is because, particularly due to
cognitive factors, respondents might be susceptible to a host of self-presentation biases
or they might struggle to precisely recall their past behaviour. As a consequence,
respondents might choose not to declare it accurately, either by underreporting or
overreporting their actual behaviour. Thus, whilst care was taken to minimise this
issue, there might be a potential disparity in respondents’ reported and actual beliefs
and actions. Additionally, in terms of timing, it was also possible that a phenomenon
called the ‘history effect’ might have influenced the survey responses.425
Fourth, the latent constructs employed in this study were measured using an interval
measurement commonly used in behavioural science: the rating scale. It was assumed
that the interval between each point on the rating scales was equal, although this may
not always be the case. Accordingly, in the inferential analysis, this study treated the
survey data as ratio variables while they are actually ordinal variables.
Fifth, the structural equation analysis of the survey data is carried out by using SEM. It
should be kept in mind that this method is not problem-free. One such potential
problem is the equivalent model issue. That is, because there are several equations and
variables involved in SEM, there is always a possibility that several different models can
be established with equal fits but with different theoretical implications. Just because a
SEM model fits the data well does not necessarily prove it is a realistic description of
the real world (Blunch 2013). Nevertheless, to minimise this potential issue, this study
started out with a conceptual model that was substantively meaningful based on a
strong theoretical base, and was preceded by preliminary qualitative research. Apart
from this, it should be kept in mind that as an empirical study, this type of research
does not prove something, it only offers degrees of confidence (Galvan 2014).
424

Almost all psychological constructs are latent and therefore cannot be measured directly.

425

As previously discussed in Section 4.8, it is a type of internal validity threat in which unanticipated topic-related
cases may influence the respondents’ opinions. In this regard, when the survey was being conducted in 2015,
there were in fact several high-profile corruption cases in the mass media in Indonesia (for example, see
<http://www.kpk.go.id/id/berita/berita-sub>, accessed 16 November 2016).
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Finally, despite scholarly knowledge on perceptions of corruption and intentional noncompliance behaviour being rare, particularly from developing economies, a
considerable volume of literature on tax compliance is now available. However, due to
the size and resource constraints of this thesis, it was not feasible to locate and review
every relevant article. Consequently, the literature search was mainly limited to works
published in English, most of which were derived from developed economies. As a
consequence, some relevant and important empirical findings might have been
inadvertently omitted. The effect of this exclusion on the outcome of this study is
unknown.
In summary, all feasible actions to minimise the limitations identified above were
undertaken, which should improve the generalisability of the statistical results. More
importantly, most of the limitations acknowledged above are inherent in most similar
types of research and are therefore inevitable. These limitations should not diminish
the relevance of the outcomes or the contributions made by this study, so long as
appropriate care is taken in applying the results to other contexts.

9.5 Future directions for compliance research
No single study has generated an unambiguous explanation of taxpayer compliance
behaviour which policy makers or tax authorities can use on a practical level. Thus,
there is an ongoing need for research contributions to fill knowledge gaps in this field,
particularly with an emphasis on combinations of economic and non-economic factors.
This study, designed to explain the impact of perceptions of corruption on tax noncompliance from a social-psychological perspective, suggests possible directions for
future research because, despite the promising results, questions remain.
First, there is clear potential to extend the TPB as an underlying framework for
exploring tax behavioural issues. It is felt that, despite the fact this theory has been
used in a large number of studies in the behavioural sciences to predict behaviour,
relatively few attempts have been made to adopt the TPB as a theoretical lens for
understanding tax compliance behaviour. There is, therefore, abundant room for future
research. This would allow for more comprehensive comparison of the findings,
particularly in respect of either intentional compliance or intentional non-compliance
behaviour. Thus, it is felt that more tax compliance research using the TPB is needed to
glean a better understanding of the way taxpayers behave.
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Second, the findings of this study, relating to the adverse impact of perceptions of
corruption, could be further examined to establish whether they can be applied to
other types of taxpayers. There are still many unanswered questions about this. In
future investigations, it might be possible to use corporate income taxpayers as the
respondents. This would identify further policy implications to determine more
comprehensive practical strategies to include in compliance instruments.
Third, future research may consider examining the effectiveness of the proposed
strategies arising from the discussion of policy implications. This is an empirical
question and, therefore, should be answered empirically. Further research should be
undertaken to investigate whether the proposed treatment strategies can be utilised to
improve tax compliance efficiently and effectively. For instance, several lines of inquiry
relating to the role played by (various) media in affecting perceptions of corruption
may be worth pursuing. In this case, further research should consider the role of media
coverage as a tool in altering individual taxpayer behaviour: how effective is it in
affecting perceptions, how long do the effects last, do certain types of approaches have
different effect that alters receptivity to other cases? In addition, the findings of this
study, could be further investigated to establish whether they can be applied to
corporate income taxpayers and/or other taxes.
Fourth, to develop a full picture of the mechanisms by which perceptions of corruption
affect compliance behaviour, additional studies will be needed to confirm and validate
this study’s findings. Thus, wherever possible, it could be beneficial for future research
to use actual or official compliance data to compare with self-reported behaviour. This
would complement and confirm the validity of the current study and, as a result, would
provide a better understanding of taxpayers’ compliance behaviour.

9.6 Concluding remarks
Despite the large body of literature, there is no doubt that tax compliance behaviour
remains a key challenge for researchers, tax authorities and policy makers. As a
sensitive topic and a complex behavioural issue with a multitude of causes,
understanding and influencing taxpayer compliance behaviour is perhaps not yet a
science. Neither is it simply guesswork. Only by addressing specific aspects of
compliance issues and adopting multi-disciplinary research methodologies can any
progress be confidently made in understanding the multi-dimensionality of tax
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compliance behaviour. By doing so, specific measures can be identified and developed
to improve tax compliance efficiently and effectively.
In response, this study combined sound theoretical and methodological foundations
that have been successfully employed in behavioural research but not yet widely
applied in tax compliance research. As a result, this study not only enables a better
understanding of taxpayers’ motives and actions, but also has a great practical
importance for research. To this end, by extending our knowledge of the impact of
perceptions of corruption upon intentional non-compliance behaviour, it is hoped that
this study has made a worthwhile contribution.
Finally, it has to be acknowledged that the greater insights into the impact of
corruption on tax compliance behaviour derived from this study will never be more
than a small—albeit important—part of our overall understanding of tax compliance
behaviour. The question of why taxpayers comply with their tax obligations is clearly
not easy to answer. Accordingly, from a tax authority perspective, a range of other
options, or pre-conditions, should also be taken into account to influence taxpayers’
behaviour. These include, inter alia, improving identification and registration of
taxpayers (including detection of false and non-registration), verification of the
correctness of received information (including audit and enforcement activities), and
proactive initiatives such as provision of service excellence and assistance to taxpayers.
By doing so, it is hoped that the effectiveness and efficiency of such strategies discussed
in policy implications can be optimised in terms of achieving improvements in
compliance.
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APPENDIX A
Application of the TPB and list of survey questions
A. Application of the Theory of Planned Behaviour
The theory of planned behaviour (TPB) comprises five components. This appendix
elaborates each of the components with respect to the development of the constructs
under study.
Attitude towards behaviour
In the TPB, attitude towards behaviour deals with an individual’s belief that performing a
given behaviour leads to certain psychological consequences, and includes the subjective
evaluation of those consequences.1 As such, a crucial feature of attitude is its bipolar
evaluative dimension (Fishbein & Ajzen 2010). These perceived consequences can be
equated as follows (Conner & Sparks 2005):
𝑖=𝑝

𝐴𝑇𝐵 = ∑ 𝑏𝑖 . 𝑒𝑖
𝑖=1

where ATB is attitude towards behaviour, bi is the subjective probability that performing
the behaviour has consequence i, ei is the evaluation of consequence i, and p is the number
of salient consequences by which these measures are summed.
Attitude needs to be appropriately defined and measured to maintain its predictive
validity, i.e. the attitude objects must consist of similar target, action, context, and time
elements of the behaviour in question (Fishbein & Ajzen 2010). Thus, to be able to
conform with the principle of compatibility, attitude towards behaviour in this study
refers to respondents’ self-reports of their psychological evaluation―i.e. some degree of
favourableness or unfavourableness―towards the completeness of amount of income
declared in his/her annual income tax return.
Regarding the measure of attitude, some authors have proposed that attitude consists of
affective or experiential, and cognitive or instrumental components (e.g. Triandis 1979;
Fishbein & Ajzen 2010).2 While experiential attitude deals with the individual’s feeling

1

2

Despite the fact that the term attitude is variously defined, the best definition of attitude according to Fishbein
and Ajzen (2010, p. 77) is "a person's disposition to respond favourably or unfavourably with respect to a
psychological object.” Attitude, as Fishbein and Ajzen (2010) argue, is the most influential determinant of
intention and behaviour in the TPB model.
In terms of mode of response, both components can be further grouped into two categories: verbal and
nonverbal. In a ‘verbal’ mode, affective and cognitive responses refer to “expression of feelings towards attitude
object” and “expression of beliefs about attitude object”, respectively. In a ‘nonverbal’ mode, affective and
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towards performing the behaviour in question―e.g. good/bad—the instrumental attitude
represents beliefs regarding the outcomes of the performed behaviour―e.g.
beneficial/harmful (Fishbein & Ajzen 2010). Both types of attitude can be measured
directly through explicit observation and indirectly through assessing their associated
behavioural beliefs (Ajzen 2002).
Subjective norm (perceived social pressures)
There is an article of faith that social environment is influential on individuals’ intentions
and behaviour, as it primarily deals with what is acceptable or permissible behaviour at a
societal level (Fishbein & Ajzen 2010). In this respect, the normative component of the
TPB captures the influence of the social situations on intention and behaviour. It explains
the extent to which important referents would approve or disapprove behaviour of
interest, and the individual’s motivation to comply with the expectations of important
referents or, put simply, “perceived social pressure to perform (or not to perform) a given
behaviour” (Fishbein & Ajzen 2010, p. 130).
In the initial development of the TPB, the concept of the subjective norm is introduced.3
It primarily deals with a person’s perception on whether important referents think (s)he
should (or should not) perform a certain behaviour. It is concluded that this normative
prescription has two sources of perceived normative pressure: injunctive and descriptive
norms (Fishbein & Ajzen 2010).
By definition, injunctive norms primarily deal with perceptions of how important
referents think someone should behave, and descriptive norms refer to perceptions of the
actual behaviour of others, which can be based on direct observation of the behaviour of
referents (Fishbein & Ajzen 2010).4 In this respect, while injunctive norms may not be able
to comprehensively capture normative effects, descriptive norms may be influential in
shaping subjective norms.5 These outcomes can be expressed as follows (Conner & Sparks
2005):
𝑗=𝑞

𝑆𝑁𝑂 = ∑ 𝑛𝑏𝑗 . 𝑚𝑐𝑗
𝑗=1

3

4

5

cognitive responses deal with “physiological reactions to attitude object” and “perceptual reactions to attitude
object”, respectively (Ajzen 1989, p. 242).
It is called 'subjective', as the perception may not necessarily represent what important others actually expect
(Fishbein & Ajzen 2010).
An example of an injunctive norm is “most people whose opinion I value think it is [appropriate or inappropriate]
to perform behaviour X.” In this case, a descriptive norm item would be “most people [always ― never] like me
perform behaviour X.” (Fishbein & Ajzen 2010, p. 133 & 145).
For an illustration, a typical request to "do as I say, not as I do" represents how both forms of normative pressure
can be influential (Fishbein & Ajzen 2010, p. 131).
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where SNO represents subjective norms, nbj is the subjective probability that important
referent j thinks one should perform the behaviour, mcj is the motivation to comply with
referent j, and q is the number of salient referents.
As is true of other constructs in the TPB model, to accurately predict intention and
behaviour, the measure of perceived social pressure or perceived norm6 has to be
compatible with the measures of intention and behaviour in question, with reference to
its action, target, context, and time. This view is supported by Bobek et al. (2011, p. 44)
who argue that “…social norms regarding a specific tax compliance decision may well be
superior predictors of tax compliance intentions.” That said, the subjective norm in this
study deals primarily with the taxpayer’s perception of whether his/her important
referents would want him/her to correctly report their income on the annual tax return,
and the taxpayer’s perception of how other taxpayers actually behave regarding the level
of completeness and accuracy of their tax returns.
Perceived behavioural control
Sufficient volitional control over a given behaviour is needed to successfully carry out
intention. Unfortunately, it is difficult to measure actual control (Fishbein & Ajzen 2010).
Although some aspects of actual control might be able to be measured, as Fishbein and
Ajzen (2010) distinguish, in most cases sufficient information regarding all the relevant
internal and external factors that may facilitate or hinder performance of a given
behaviour is hard to retrieve. Alternatively, people’s perception of their control over a
given behaviour―perceived behavioural control―can be used to accurately reflect their
actual control (Fishbein & Ajzen 2010).
In the TPB, perceived behavioural control represents the degree of control an individual
perceives (s)he has to engage a targeted behaviour. It primarily deals with an individual’s
beliefs regarding the ability, opportunity, availability of information and other required
resources, as well as the obstacles to performing the behaviour in question (Fishbein &
Ajzen 2010). These beliefs can be modelled as follows (Conner & Sparks 2005):
𝑘=𝑟

𝑃𝐵𝐶 = ∑ 𝑐𝑘 . 𝑝𝑘
𝑘=1

where PBC is perceived behavioural control, ck is the perceived likelihood of occurrence
of factor k, pk is the perceived facilitating or inhibiting power of the factor k, and r is the
number of control factors.
Similar to other constructs in the TPB, to maintain its predictive validity, perceived
behavioural control must be developed and examined in accordance with the principle of

6

Fishbein and Ajzen (2010) adopt the terms perceived social pressure or perceived norm to include all normative
influence inferred from both injunctive and descriptive norms.
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compatibility. So, it is concerned with the same target, action, context, and time elements
as the behaviour in question. In order to do so, perceived behavioural control in this study
mainly takes into account the taxpayer’s perception of his/her ability and opportunity to
intentionally report, or not to report, their income correctly on the annual tax return, as
well as the potential barriers they may have to overcome to do so.
By doing so, perceived behavioural control can be measured by asking explicit questions
about respondents’ capability to perform a given behaviour. Labelling it as capacity and
autonomy factors, Fishbein and Ajzen (2010) provided two groups of items representing
perceived behavioural control indicators. Items in the first factor are concerned primarily
with the ability to perform a given behaviour―or perceived self-efficacy—whereas the
items in the second factor refer mainly to the degree of control over doing the
behaviour―or perceived control.7
Intention to comply
In general, intentions are empirically concluded to be a robust predictor of behaviour
(Fishbein & Ajzen 2010). In the TPB, intention primarily deals with the perceived
likelihood of performing the targeted behaviour. It can be expected that the higher a
person’s subjective probability, the higher the tendency that in reality a given behaviour
will be performed (Fishbein & Ajzen 2010). As is true for perceived behavioural control,
different indicators can be employed to assess taxpayers’ readiness to perform a given
behaviour.8 As discussed earlier, to maintain the compatibility of intention under study
with the behaviour of interest, it is concluded that the term intention to comply in this
study refers to the respondent’s willingness to correctly report his/her income on the
annual tax return.
While it is acknowledged that, conceptually, intention can be used to predict future
behaviour, in this study the variable intention to comply assesses a self-report of past
behaviour of two hypothetical tax scenarios.9 The rationale for this is, first, that current
intentions tend to reflect past experience and, accordingly, it is often assumed that a

7

8

9

It is worth noting that in some cases a methodological problem concerning efforts to differentiate these two
factors may arise. While the items associated with perceived self-efficacy (capacity factors) generally have only
one behavioural focus―i.e. they focus exclusively on the performance of a given behaviour— items related to
perceived control (autonomy factors) often deal with a behavioural comparison. That is, ask the respondents to
think about the problem of control associated with performing or not performing the behaviour in question. For
instance, in cigarette smoking, heavy smokers may realise that if they wanted to smoke they could easily do it,
but at the same time they may also agree that whether they do or do not smoke is entirely under their control
(Fishbein & Ajzen 2010).
In particular, intention can be expressed in such statements: "I will engage in the behaviour"; "I intend to engage
in the behaviour"; "I expect to engage in the behaviour"; or "I plan to engage in the behaviour" (Fishbein & Ajzen
2010, p. 39).
That is, taxpayers’ self-admitted action regarding the extent of the completeness and the accuracy of income
reported on their annual tax return for fiscal year 2014, based on two hypothetical tax situations: a full-time
employed, and a self-employed taxpayer. See Section I of Part B of this appendix for a detailed description.
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retrospective measure of behaviour has better correlation with intention than a
prospective measure (Fishbein & Ajzen 2010).10 Second, this study uses self-reported
measures of behaviour. In this case, intentions correlate better with self-reports than
objective measures (Fishbein & Ajzen 2010). Since retrospective measures of past
behaviour mostly rely on self-reports, whereas prospective measures can be either selfreports or objective measures of behaviour, it suggests that intention should predict
retrospective measures better than prospective measures.11
Tax compliance behaviour
Behaviour, in this study, refers to taxpayers’ self-admitted actions regarding the extent of
the completeness of income reported on their annual tax return for fiscal year 2014.

B. List of survey questions
With reference to earlier discussion on the application of the TPB, the survey questions
are presented as follows:
Constructs
A

B.

10

11

12

13

Perception
of general
corruption

Questions

Code

1. The level of corruption is high. 12

PGC1

2. Most people think that the level of
corruption is high.

PGC2

3. The frequency of corruption is rare.

PGC3R13

4. The current level of corruption is a serious
problem.

PGC4

5. When I think about the level of corruption, I
am unhappy.

PGC5

6.

The level of corruption involving high-level
public officials is high.

GCO1

Rating scale
Unipolar
disagree–agree
scale, scored 1—7

Unipolar
disagree–agree

Fishbein and Ajzen (2010, p. 285), for example, state that “… past behaviour can be a very good predictor of
future action.”
It should be noted, however, that in many cases where behaviour has become so routine―i.e. can be initiated
with minimal conscious effort, such as brushing teeth or walking up stairs—deliberation is no longer needed as
the intention is "activated spontaneously in a behaviour-relevant situation" (Fishbein & Ajzen 2010, p. 301).
In relation to secondary research questions, it is considered essential to provide a follow-up question asking the
respondents their source of information regarding their evaluation. Accordingly, in the survey questionnaire, an
additional question “when rating the level of this corruption, what do you base your assessment on?” is added on
each question related to perceived corruption.
‘R’ refers to a reversed question. To maintain construct validity, some of the questions are reversed in the survey
questionnaire. Thus, some questions have been phrased in a way favourable or unfavourable to the
respondents. For instance, the question: “I would rate the level of corruption as high”, has been reversed to as: “I
would rate the level of corruption as low”. This technique can be used to ensure consistency of responses by
reducing the tendency for respondents to answer all questions as high or low (Lewis 1982).
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Perception
of grand
corruption

C.

D.

E.

Perception
of petty
corruption

Perception
of grand taxcorruption

Perception
of petty taxcorruption

7.

Most people think that the level of
corruption involving high-level public officials
is high.

GCO2

8.

The frequency of corruption involving highlevel public officials is rare.

GCO3R

9.

The current level of corruption involving highlevel public officials is a serious problem.

GCO4

10. When I think about the level of corruption
involving high-level public officials, I am
unhappy.

GCO5

11. The level of corruption involving low-level
public officials is high.

PCO1

12. Most people think that the level of
corruption involving low-level public officials
is high.

PCO2

13. The frequency of corruption involving lowlevel public officials is rare.

PCO3R

14. The current level of corruption involving lowlevel public officials is a serious problem.

PCO4

15. When I think about the levels of corruption
involving low-level public officials, I am
unhappy.

PCO5

16. The level of corruption involving high-level
tax officials is high.

GTC1

17. Most people think that the level of
corruption involving high-level tax officials is
high.

GTC2

18. The frequency of corruption involving highlevel tax officials is rare.

GTC3R

19. The current level of corruption involving highlevel tax officials is a serious problem.

GTC4

20. When I think about the levels of corruption
involving high-level tax officials, I am
unhappy.

GTC5

21. The level of corruption involving low-level tax
officials is high.

PTC1

22. Most people think that the level of
corruption involving low-level tax officials is
high.

PTC2

23. The frequency of corruption involving lowlevel tax officials is rare.

PTC3R

scale, scored 1 to
7

Unipolar
disagree–agree
scale, scored 1 to
7

Unipolar
disagree–agree
scale, scored 1 to
7

Unipolar
disagree–agree
scale, scored 1 to
7
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F.

G.

Attitude
towards
paying tax

Views of
paying tax
(perceived
social
pressure)

24. The current level of corruption involving lowlevel tax officials is a serious problem.

PTC4

25. When I think about the levels of corruption
involving low-level tax officials, I am
unhappy.

PTC5

26. I would feel guilty if I underreported my
actual income in my annual tax return.

ATB1

27. To feel guilty for underreporting income tax
is good.

ATB2

28. Underreporting my income tax makes me
better off.

ATB3

29. There are a number of government services,
infrastructures, facilities for which I am very
thankful.

ATB4R

30. Underreporting income is acceptable if any
portion of the money collected is wasted by
government.

ATB5

31. Paying as little tax as possible is important.

ATB6

32. Government has spent the money collected
from tax efficiently.

ATB7R

33. Underreporting my income will not hurt the
society as a whole.

ATB8

34. I feel that I have made a positive contribution
to my country by fully reporting all of my
income.

ATB9R

35. Most taxpayers expect me to report all my
income on the annual tax return.

SNO1R

36. Generally, I would do what most taxpayers
expect me to do.

SNO2

37. Most people who are important to me (e.g.
family, friends, and business partners) expect
me to report all my income on the annual tax
return.

SNO3R

38. Generally, I would do what people who are
important to me would expect me to do.

SNO4

39. Most taxpayers underreport their actual
income on their annual tax returns.

SNO5

40. Generally, I would do what most other
taxpayers do.

SNO6

41. The people who are important to me (e.g.
family, friends, and business partners)
underreport their actual income on their
annual tax returns.

SNO7

Unipolar
disagree–agree
scale, scored 1 to
7

Unipolar
disagree–agree
scale, scored 1 to
7
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H.

I.

Perceived
behavioural
control over
paying tax

Intention to
comply

42. Generally, I would do what people who are
important to me would do.

SNO8

43. I could underreport my actual income if I
wanted to.

PBC1

44. I have many opportunities to underreport my
income in the annual tax return.

PBC2

45. People I know do not fully report their
income and they have never been detected.

PBC3

46. It is easy to exclude some of my income in
completing my tax return.

PBC4

47. With my knowledge and experience, it is easy
for me to underreport my actual income
without worrying about getting caught.

PBC5

48. People I know do not fully report their
income and they have never been penalised.

PBC6

49. All my income is subject to tax withholding
tax by others.

PBC7R

50. The DGT is unlikely to detect whether I
underreport my income.

PBC8

Unipolar
disagree–agree
scale, scored 1 to
7

Scenario A:
Agus is a full-time employee. His monthly income is subject to withholding tax by his
employer. In 2014, he received a casual commission for his effort to sell a secondhand house. The commission was about IDR 7 million14 and was paid in cash by his
friend. He understood that as the commission was paid in cash, it would be difficult
for the DGT officials to detect this irregular income.
51. If I were Agus, the probability I would fully
report my commission in my annual tax
return is ....

ITC1

Unipolar unlikely–
likely scale,
scored 1 to 7

52. If I were Agus, the most likely percentage of
the commission I would intend to report on
the annual tax return is ....

ITC2

Unipolar scale
nothing–all,
scored 0%, 16%,
33%, 50%, 67%,
83%, 100%

Scenario B:
Ani is a self-employed taxpayer. Categorised as small and medium enterprise (SME),
she should pay 1% final income tax based on her gross sales turnover. As her
average monthly turnover is between IDR 100 to 200 million, her monthly tax
payment should range between IDR 1 to 2 million. She knows that as her annual
gross sales turnover is less than IDR 4.8 billion, she is required to only do simple
document recording instead of standard bookkeeping. Reflecting on the nature of
her business activities and the extent of simple recording, she understands that it
would be difficult for the DGT officials to trace her actual sales turnover.

14

Equal to roughly AUD 700 as at 31 December 2016.
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J.

15

16

Tax
compliance
behaviour15

53. If I were Ani, the probability I would fully
report my actual sales turnover in my annual
tax return is ....

ITC3

Unipolar unlikely–
likely scale,
scored 1 to 7

54. If I were Ani, the most likely percentage of
sales turnover I would intend to report in my
annual tax return is ....

ITC4

Unipolar scale
nothing–all,
scored 0%, 16%,
33%, 50%, 67%,
83%, 100%

55. I have fully reported my actual income in my
annual tax return for fiscal year 2014.

TCB1

Unipolar
disagree-agree
scale, scored 1 to
7

56. As far as I can remember, the amount of
income I have reported in my annual tax
return was roughly ... of my actual income. 16

TCB2

Unipolar scale
nothing-all,
scored 0%, 16%,
33%, 50%, 67%,
83%, 100%

Questions in this section are considered somewhat sensitive. Thus, it seems beneficial to adopt an ‘everybody
does it’ technique (de Vaus 2014) to reduce potential social desirability bias in responding to the questions. To
do so, a phrase “not everyone necessarily reports all of his or her actual income to the tax office” was added as a
preamble in Part J of the actual questionnaire.
These are questions for self-employed personal income taxpayers (PITs). In the actual survey form, this question
was specified into two groups of respondents: those whose main income was from employment (i.e. employed
PITs) and those whose was not (i.e. self-employed PITs). Also, in the measurement scale, optional answers such
as "I did not receive any income other than from employment” or “I did not receive any income" were included.
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APPENDIX B
Justifications for the data analysis approaches
A. Adopted qualitative data analysis
As part of this thesis’ qualitative research, the data obtained from the interviews was
analysed using thematic analysis. It is a method that systematically identifies, analyses,
and reports themes or patterns within data (Braun & Clarke 2006).1 This process was
undertaken by performing the six phases of activities formulated by Braun and Clarke
(2006). These are: data familiarisation, initial code generation, themes search, themes
review, themes names and definitions and report production.
There are four justifications for employing thematic analysis in this approach. First, this
technique has been widely used in qualitative research, particularly due to its simplicity
(Boyatzis 1998; Roulston 2010). Second, thematic analysis offers some advantages such as
flexibility, allowing researchers to select a broad range of analytic options and offering the
possibility to focus on similarities and differences within the data set (Braun & Clarke
2006).
Third, with respect to pragmatism as the research paradigm adopted in this study, a
thematic analysis allows the researcher to deliberately adopt a ‘theoretical’ thematic
analysis instead of an ‘inductive’ approach.2 As Braun and Clarke (2006) argue, themes or
patterns within data can be analysed in one of two main methods: theoretical or inductive.
Regarding this, a theoretical or deductive or ‘top down’ analysis allows the researcher to
focus on his/her theoretical interest in the area in examining the themes or patterns of
the data. Conversely, an inductive or ‘bottom-up’ analysis encourages the researcher to
emphasise the emerging themes or patterns that are strongly linked to the data
themselves rather than their theoretical lenses (Braun & Clarke 2006).
Fourth, as discussed in Section 4.5.1 of the thesis, the findings from this qualitative
approach, on a complementary basis, are combined with the existing literature to clarify
taxpayers’ salient beliefs towards the prescribed elements of the theory of planned
behaviour (TPB). Accordingly, since thematic analysis allows the researcher to focus on
certain theoretical interests, the interviews can be considered as a substitute for a salient
beliefs elicitation process.

1

2

According to Braun and Clarke (2006), there is no ‘hard-and-fast’ definition of a theme. However, a theme in
thematic analysis discovers “something important about the data in relation to the research question, and
represents some level of patterned response or meaning within data set” (Braun & Clarke 2006, p. 82).
It is worth noting that the qualitative method in this study is employed in a sequential basis as a supplementary
method to complement the quantitative method as the central method. Accordingly, in conducting thematic
analysis, the researcher tends to be driven by the adopted theoretical framework of the study, the TPB. It follows
that both in the coding and analysing process, the researcher initially used the TPB as a pre-existing coding
frame.
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In terms of the timing of analysis, the interview data can be analysed after data collection
is complete.3 Once all interviews are accomplished, initial code generation is then
established by the researcher. At this stage, the transcribed interview is categorised into
relevant sections that the researcher considered appropriate. It is argued that this process
should be smooth, as the researcher has familiarised themselves with the data while
conducting and transcribing the interviews. Thus, by using the theoretical elements of the
TPB as guidance, primary interview themes or patterns can be identified, defined and
analysed to produce a report for survey questionnaire development, as illustrated in
Figure A.1.4

Figure A.1: A theory-based thematic map for qualitative data analysis5

B. Adopted quantitative data analysis
The quantitative data analysis is set out in three parts: preliminary analysis, descriptive
analysis and inferential analysis. Preliminary and descriptive analyses are crucial to ensure
the data are appropriate for further analysis. As the main part of the study, inferential
analysis of survey data was predominantly examined using a SEM approach.6 In light of
its central role in the quantitative data analysis, the SEM approach is further elaborated
in this section.
Commonly used to assess dependent relationships among latent variables simultaneously
(Hair et al. 2010),7 SEM can be defined as “a technique to specify, estimate, and evaluate
models of linear relationships among a set of observed variables in terms of a generally
smaller number of unobserved variables” (Shah & Goldstein 2006, p. 149).8 To perform a

3

4

5
6

7

8

According to Sarantakos (2013), in contrast with quantitative analyses which mostly adopt post data collection
analysis, the timing of analysis in qualitative approach varies: (i) during data collection; (ii) after data collection;
and (iii) combination of during and after data collection.
It is worth recalling that in conducting the interviews, the interviewer (i.e. the author) takes a role as ‘a miner’
instead of ‘a traveller’.
Based on the TPB as its theoretical template.
Throughout the thesis, the author utilised IBM® SPSS® Statistics v.21 and IBM® SPSS® Amos v.21 as the primary
software for inferential data analysis.
According to Hair et al. (2010, p. 612), despite its practical use, traditional multivariate techniques such as
multiple regression, factor analysis, multivariate analysis of variance and discriminant analysis share one
common limitation: they “can examine only a single relationship at a time.”
Also known as ‘causal modelling’ or ‘analysis of covariance structures’ (Arbuckle 2012)
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SEM approach, Hair et al. (2010) proposed a six-step process, as illustrated
diagrammatically in Figure B.1.
Using Figure B.1 as a reference, it should be obvious that the first three stages have been
completed. That is, the first step has been discussed in Section 4.7 of the thesis and
presented in Appendix A, whereas the second step has been established in Section 4.4 of
the thesis. The third step has been addressed in Section 4.4 of the thesis. The remaining
three stages (steps four to six) are discussed in Section 7.6 of the thesis as the survey data
is obtained.

Source: Hair et al. (2010, p. 637).

Figure B.1: Six-stage SEM process
There are three justifications for adopting a SEM approach to analyse the survey data.
First, in terms of process, this study adopts a theory testing approach―with the TPB as
its theoretical guidance―to predict how and in what ways the perceptions of corruption
affect tax compliance behaviour, which involves several interrelated variables. In this
Appendix B ― Page 3 of 7

context, SEM can be considered as a ‘confirmatory’ tool rather than an ‘exploratory’ tool
(Gefen et al. 2000; Kline 2005).9 SEM is an a priori technique to determine whether a
pattern of linear relationships among a set of latent variables and manifest variables is
valid, rather than to ‘discover’ an appropriate model (Shah & Goldstein 2006).10 For that
reason, SEM is considered as an appropriate and a powerful statistical tool for theory
testing (Steenkamp & Baumgartner 2000; Hair et al. 2010; Blunch 2013).11 Thus, the
adoption of SEM can facilitate the theoretical paradigm used in this study.12
Second, all the observed variables under study (i.e. perceptions of corruption, attitude
towards behaviour, subjective norms, intention to comply, and tax compliance behaviour)
are latent variables. These variables are obviously more diffuse than directly observable
concepts such as length or weight. As such, it would be unrealistic if these variables were
measured by using a traditional regression model, as this would assume that the variables
were measured without error (Blunch 2013).13 Thus, an assumption of error-free
measurement in examining conceptual or abstract variables is always principally wrong
(Hair et al. 2010; Blunch 2013).14
While simplification may be reasonably applicable when measuring concrete variables
such as weight, volume or temperature, such an assumption is obviously unrealistic when
measuring the conceptual variables of this study. As previously discussed in Section 4.6
of the thesis, the observed variables in this study incorporate many subtle elements and
cannot be precisely measured without measurement error. Accordingly, latent variables
in this study need to be assessed by several indicators to allow the researcher to evaluate
the measurement quality of the observed variables. Regarding this, SEM allows the
researcher to specify two model assessments in the analysis: the ‘measurement model’
indicating the relationships between latent variables and their manifest indicators, and
the ‘structural model’ demonstrating the causal relationship among latent variables (Hair
et al. 2010; Blunch 2013).
Third, the data obtained in this study was non-experimental data. In this context, some
authors assess that SEM is an appropriate tool to examine non-experimental data (Kline

9

10

11
12
13

14

As discussed earlier in Section 4.3.2 of the thesis, this study principally hypothesises that perception of corruption
influence taxpayers’ compliance behaviour through its effect on taxpayers’ attitudes towards compliance
behaviour and taxpayers’ subjective norms. Subsequently, these factors―along with perceived behavioural
control―are assumed to determine taxpayers’ intention to comply prior to manifest in behavioural outcomes. As
a dependence technique, SEM is adopted to confirm these hypotheses.
Latent variables and manifest variables are also known as unobserved and observed variables, respectively
(Martínez-López et al. 2013).
For instance, according to Blunch (2013, p. 5), “SEM is a set of tools for verifying theories”.
It is worth noting that, reciprocally, SEM analyses should have a strong theoretical base (Hair et al. 2010).
A traditional regression model generally based on an assumption of error-free measurements and can be
typically illustrated as: Yi = β0 + β1Xi + δi. In this formula, an assumption that an independent variable has no
measurement error always applies, whereas the notation ‘δi‘ refers to ‘errors in equations’ as well as the
consequence of excluded variables. Thus, it assumes that there is no “errors in variables” (Blunch 2013).
Specifically, the mean of the error term is highly unlikely to be zero within a survey (Bertrand & Mullainathan
2001). Bertrand and Mullainathan (2001) suggest that using words such as ‘forbid’ instead of ‘allow’ in a survey
question will affect the responses. Likewise, in the case of adoption of the TPB, Fishbein and Ajzen (2010, p. 283)
acknowledged, “… it must be realized that even when predictor and criterion variables are carefully assessed,
they contain random error measurement.”
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& Rex 2005; Blunch 2013). As it is considered to be difficult to observe ‘causation’
particularly in non-experimental research (Gefen et al. 2000),15 the approach used in SEM
allows the researcher to observe covariation between two variables as an indication of
possible explanation of a causal relationship (Hair et al. 2010), and to identity the time
sequence of occurrence, i.e. whether the occurrence of one variable is always followed by
the occurrence of another (Blunch 2013).16 Using covariance as the statistical essence of
SEM indicates that this method emphasises the importance of understanding the patterns
of correlation between a set of variables, and describing as much of their variance as
possible with the tested model (Kline & Rex 2005).
For these reasons, it should be apparent that SEM is not a single statistical technique
(Kline & Rex 2005; Hair et al. 2010). Instead, it is a collection of a broad spectrum of
statistical models (Blunch 2013). As Figure B.2 shows, Shah and Goldstein (2006) provide
a brief illustration of three primary statistical models commonly combined in SEM
models. First, SEM models include both latent (or observed) variables (LVs) and manifest
(or unobserved) variables (MVs). As hypothetical constructs, LVs can be both exogenous
(independent) or endogenous (dependent) in a model, and in SEM are generally measured
by several MVs that indicate the underlying constructs (as shown in Section (a) of the
figure). In this model, while a pattern of linear relationships among a set of LVs generates
latent variable error (LE), relationships between LVs and MVs produce manifest variable
error (ME).
Second, as a main pillar of SEM (Martínez-López et al. 2013), path analysis (PA) models
are able to identify patterns of both directional and non-directional connections among
MVs in the specified model. So, they can be used by the researcher to examine the
structural relationships among MVs.17

15

16

17

Causation, in its strictest terms, is rarely found (Hair et al. 2010). As it is impossible to rule out all other
explanations in observations, researchers “can never prove a causal relationship” (Blunch 2013, p. 15) It is only
possible to render a causal relationship ‘probable’, as researchers can only examine that “the variables co-occur
in a certain way” (Field 2013, p. 16). Thus, according to Privitera (2013), causation can only be demonstrated by
adopting an experimental research design and, therefore, the term ‘causality’ should be used with great care in
non-experimental research (Blunch 2013).
It is worth noting that to render a probability of causation, the observation must be performed in an isolated
condition where all other potential explanations of the observation are eliminated (Gefen et al., 2000; Blunch,
2013). However, it is acknowledged that to eliminate all possible explanations in a model, particularly on nonexperimental research, is practically impossible (Blunch 2013).
It is worth noting that SEM adopts a ‘reverse’ testing procedure (Blunch 2013). In traditional statistical testing,
we accept H1 if the data do not support H0not because H1 is true but because it provides a better description of
the data-generating processes than H0. This is not the case in SEM. In SEM, the logic is reversed: that is, H0
represents that the model that researchers actually want to examine is true, and H1 represents the hypothesis
that it is not (Kline 2005).
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Source: Shah and Goldstein (2006, p. 150).

Figure B.2: Illustrations of SEM, PA and CFA Models
Lastly, confirmatory factor analysis (CFA) models provide directional relationships
between LVs and their MVs, and non-directional (correlational) influences between LVs
in the model, based on specifications made by the researcher.18
In this respect, a hypothesised causal structure in SEM can be illustrated in two ways: as
a graph or as a system of equations. For instance, a structural model (a) illustrated in
Figure B.2 above can be presented in a graph as follows:

18

This can be performed by limiting the MVs to load on certain LVs and by controlling which LVs are permitted to
correlate (Shah & Goldstein 2006).
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or can be translated into a set of equations as: 19
Structural model:

F1 = 12F2 + 

Measurement models:

X1 = 12F2 + 1

X4 = 41F1 + 4 X7 = 71F1 + 7

X2 = 22F2 + 2 X5 = 51F1 + 5
X3 = 32F2 + 3 X6 = 61F1 + 6
Considering its more practical use and greater communicative power (Blunch 2013), in
this thesis, a graphical approach is heavily used for analysis.

19

In a system of equations, while  and  denote a coefficient and an error term in a structural model, respectively,
 and  represent a coefficient and an error term in a measurement model, respectively (Blunch 2013).
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APPENDIX C
Homogeneity of covariance matrices tests
Dependent
Variables

PGC

Fixed factors

Results
(p value)

▪ Personal experience
▪ Discussion with others who have
personal experience
▪ Discussion with others who do
not have personal experience
▪ Television
▪ Press media (newspaper,
magazine, etc.)
▪ The internet
▪ Radio

0.834
0.004

▪
▪
GCO

▪
▪
▪
▪
▪
▪
▪

PCO

▪
▪
▪
▪
▪
▪
▪

GTC

▪
▪
▪
▪
▪
▪
▪

PTC

▪
▪

0.138

Threshold

Homogeneity

Homogenous
Non-homogenous
> 0.05

Homogenous

0.000
0.000

Non-homogenous
Non-homogenous

0.000
0.364

Non-homogenous
Homogenous

Personal experience
Discussion with others who have
personal experience
Discussion with others who do
not have personal experience
Television
Press media (newspaper,
magazine, etc.)
The internet
Radio

0.003
0.006

Non-homogenous
Non-homogenous

0.059

> 0.05

Homogenous

0.000
0.001

Non-homogenous
Non-homogenous

0.000
0.451

Non-homogenous
Homogenous

Personal experience
Discussion with others who have
personal experience
Discussion with others who do
not have personal experience
Television
Press media (newspaper,
magazine, etc.)
The internet
Radio

0.000
0.079

Non-homogenous
Homogenous

0.957

> 0.05

Homogenous

0.993
0.337

Homogenous
Homogenous

0.011
0.421

Non-homogenous
Homogenous

Personal experience
Discussion with others who have
personal experience
Discussion with others who do
not have personal experience
Television
Press media (newspaper,
magazine, etc.)
The internet
Radio

0.003
0.613

Non-homogenous
Homogenous

Personal experience
Discussion with others who have
personal experience
Discussion with others who do
not have personal experience
Television

0.170

> 0.05

Homogenous

0.766
0.072

Homogenous
Homogenous

0.142
0.175

Homogenous
Homogenous

0.090
0.160

Homogenous
Homogenous

> 0.05

0.594

Homogenous

0.355

Homogenous
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▪
▪
▪

Press media (newspaper,
magazine, etc.)
The internet
Radio

0.899

Homogenous

0.002
0.801

Non-homogenous
Homogenous

Source: Calculated from survey data.

Table 1:

Dependent
Variables

PGC

GCO

PCO

GTC

PTC

Assessment of homogeneity of covariance matrices on perceptions of corruption
variables with source of information variables as fixed factors

Fixed factors

Results

Threshold

Homogeneity

(p value)
Age
Gender
Education
Income level
Employment status

0.409
0.192
0.176
0.515
0.170

Age
Gender
Education
Income level
Employment status

0.953
0.914
0.756
0.821
0.284

Age
Gender
Education
Income level
Employment status

0.962
0.562
0.831
0.900
0.009

Age
Gender
Education
Income level
Employment status

0.240
0.249
0.678
0.549
0.827

Age
Gender
Education
Income level
Employment status

0.098
0.510
0.402
0.900
0.530

>0.05

> 0.05

> 0.05

> 0.05

> 0.05

Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Non-homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous

Source: Calculated from survey data.

Table 2:

Assessment of homogeneity of covariance matrices of perceptions of corruption
variables with demographic variables as fixed factors
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Dependent
Variables

ATB

SNO

PBC

ITC

TCB

*

Fixed factors

Results

Threshold

Homogeneity

(p value)
Age
Gender
Education
Income level
Employment status

0.286
0.681
0.236
0.751
0.568

Age
Gender
Education
Income level
Employment status

0.166
0.729
0.048
0.751
0.087

Age
Gender
Education
Income level
Employment status

0.025
0.683
0.763
0.869
0.009

Age
Gender
Education
Income level
Employment status

0.279
0.821
0.958
0.240
0.672

Age
Gender
Education
Income level
Employment status

0.697
0.351
0.564
0.344
n.a.*

> 0.05

> 0.05

> 0.05

> 0.05

> 0.05

Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Non-homogenous
Homogenous
Homogenous
Non-homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
Homogenous
-

Box’s test of equality for covariance matrices is not computed because there are fewer
than two non-singular cell covariance matrices.
Source: Calculated from survey data.

Table 3:

Assessment of homogeneity of covariance matrices of the TPB constructs with
demographic variables as fixed factors
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APPENDIX D
Multivariate analysis of variance (MANOVA) tests
A. The influence of education on perceived levels of corruption (SQ3)
Perception of general corruption (PGC)
Based on the analysis of the observations presented in Table A.1, a statistically significant
difference among education levels was evident when considered jointly on the dependent
variables of PGC (Wilk’s Ʌ = 0.942, F(15, 1074) = 1.57, p = 0.07, partial ƞ2 = 0.02), with the
higher the level of education the lower the score of perceived level of general corruption
(average estimated marginal means of high school = 6.27, diploma = 6.21, undergraduate
= 6.14, and postgraduate = 5.83). This difference was tested for statistical significance using
p-value equal to 0.10. As the p-value value was 0.07, the null secondary hypothesis SH03a
was rejected.
Reflective indicators of perception of general corruption (PGC)
Education level

N

A1

A2

A3R

A4

A5

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Mean

SD

High school
Diploma
Undergraduate
Postgraduate

91
41
236
29

6.21
6.02
6.12
5.79

0.850
0.908
0.919
1.082

6.26
6.32
6.18
6.07

0.941
0.850
0.911
0.842

6.23
6.10
6.10
5.79

0.818
0.831
0.869
1.082

6.29
6.22
6.10
5.72

0.719
0.881
0.869
0.922

6.38
6.41
6.18
5.76

0.853
0.805
0.872
1.215

Total

397

6.11

0.918

6.21

0.906

6.11

0.874

6.13

0.851

6.22

0.902

Source: Calculated from survey data.

Table A.1: Perceived level of general corruption by level of education
A separate ANOVA was conducted for each dependent variable of PGC, with each ANOVA
evaluated at an α level of 0.025. While there was no significant difference between
education levels and indicators A1, A2 and A3R, a significant difference was found between
education levels and indicators A4 (F(3, 393) = 3.52, p = 0.02, partial ƞ2 = 0.03) and A5 (F(3,
393) = 4.46, p = 0.00, partial ƞ2 = 0.03).
Perception of petty tax-corruption (PTC)
Based on the analysis of the observations presented in Table A.2, a statistically significant
difference among education levels was evident when considered jointly on the dependent
variables of PTC (Wilk’s Ʌ = 0.929, F(15, 1074) = 1.94, p = 0.02, partial ƞ2 = 0.02), with the
higher the level of education the lower the score of perceived level of petty tax-corruption
(M for high school = 5.18, diploma = 5.16, undergraduate = 4.98, and postgraduate = 4.48).
This difference was tested for statistical significance using p-value equal to 0.05. As the pvalue value was 0.02, the null hypothesis SH03e was rejected.
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Reflective indicators of perception of petty tax-corruption (PTC)
Education level

N

E1

E2

E3R

E4

E5

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Mean

SD

High school
Diploma
Undergraduate
Postgraduate

91
41
236
29

5.18
5.17
4.95
4.41

1.189
0.892
1.012
1.181

5.12
5.24
5.08
4.48

1.114
1.113
0.975
0.949

5.21
5.39
5.04
4.55

1.070
0.862
1.008
0.870

5.30
5.02
5.00
4.45

1.111
1.129
1.066
1.121

5.12
4.95
4.86
4.52

0.953
0.999
1.099
1.214

Total

397

4.99

1.069

5.06

1.032

5.08

1.013

5.03

1.102

4.91

1.073

Source: Calculated from survey data.

Table A.2: Perceived level of petty tax-corruption by level of education
A separate ANOVA was conducted for each dependent variable of PTC, with each ANOVA
evaluated at an α level of 0.025. While there was no significant difference between
education levels and indicators E5, a significant difference was found between education
levels and indicators E1 (F(3, 393) = 4.31, p = 0.00, partial ƞ2 = 0.03), E2 (F(3, 393) = 3.67, p
= 0.01, partial ƞ2 = 0.03), E3R (F(3, 393) = 4.66, p = 0.00, partial ƞ2 = 0.03), and E4 (F(3, 393)
= 4.68, p = 0.00, partial ƞ2 = 0.03).

B. The influence of employment status on perceived levels of corruption
(SQ5)
Perception of petty corruption (PCO)
Based on the analysis of the observations presented in Table B.1, a statistically significant
difference between employment status was evident when considered jointly on the
dependent variables of PCO (Wilk’s Ʌ = 0.966, F(5, 391) = 1.94, p = 0.02, partial ƞ2 = 0.03),
with self-employed PITs (M = 6.41) scoring higher than employed PITs (M = 6.26). This
difference was tested for statistical significance using p-value equal to 0.05. As the p-value
value was 0.02, the null hypothesis SH05c was rejected.
Employment
status

Reflective indicators of perception of petty corruption (PCO)
N

C1

C2

C3R

C4

C5

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Self-employed
Employed

196
201

6.47
6.24

0.667
0.725

6.47
6.31

0.619
0.725

6.42
6.25

0.671
0.786

6.39
6.25

0.659
0.768

6.32
6.27

0.688
0.773

Total

397

6.36

0.705

6.39

0.679

6.33

0.735

6.32

0.719

6.29

0.732

Source: Calculated from survey data.

Table B.1: Perceived level of petty corruption by employment status
A separate ANOVA was conducted for each dependent variable of PCO, with each
ANOVA evaluated at an α level of 0.025. While there was no significant difference between
education levels and indicators C4 and C5, a significant difference was found between
education levels and indicators C1 (F(1, 395) = 10.39, p = 0.00, partial ƞ2 = 0.03), C2 (F(1,
395) = 5.29, p = 0.02, partial ƞ2 = 0.01), and C3 (F(1, 395) = 5.34, p = 0.00, partial ƞ2 = 0.01).
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C. The influence of source of information (direct and indirect knowledge) on
perceived levels of corruption (SQ6)
Personal experience as a source of information
Perception of grand corruption (GCO)
Based on the analysis of the observations presented in Table C.1, a statistically significant
difference between respondents who answered ‘my own experience’ and those who were
undecided was evident when considered jointly on the dependent variables of GCO
(Wilk’s Ʌ = 0.970, F(5, 391) = 2.46, p = 0.03, partial ƞ2 = 0.03), with respondents who
selected ‘my own experience’ (M = 6.67) scoring higher than those who were undecided
(M = 6.44). This difference was tested for statistical significance using p-value equal to
0.05. As the p-value value was 0.03, the null hypothesis SH06b was rejected.
Response

Reflective indicators of perception of grand corruption (GCO)
N

B1

B2

B3R

B4

B5

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Undecided
Yes

335
62

6.44
6.73

0.697
0.485

6.46
6.69

0.660
0.531

6.43
6.66

0.722
0.510

6.42
6.63

0.670
0.550

6.47
6.66

0.682
0.542

Total

397

6.48

0.676

6.50

0.646

6.47

0.698

6.46

0.656

6.50

0.665

Source: Calculated from survey data.

Table C.1:

Perceived level of grand corruption by personal experience as a source
of information

A separate ANOVA was conducted for each dependent variable GCO, with each ANOVA
evaluated at an α level of 0.025. While there was no significant difference between whether
or not personal experience as a source of information and indicator B5, a significant
difference was found between respondents who answered ‘my own experience’ and those
who were undecided, and indicators B1 (F(1, 395) = 9.83, p = 0.00, partial ƞ2 = 0.02), B2
(F(1, 395) = 6.78, p = 0.01, partial ƞ2 = 0.02), B3 (F(1, 395) = 5.67, p = 0.02, partial ƞ2 = 0.01),
and B4 (F(1, 395) = 5.17, p = 0.02, partial ƞ2 = 0.01).
Perception of petty corruption (PCO)
Based on the analysis of the observations presented in Table C.2, a statistically significant
difference between respondents who answered ‘my own experience’ and those who were
undecided was evident when considered jointly on the dependent variables of PCO
(Wilk’s Ʌ = 0.950, F(5, 391) = 4.15, p = 0.00, partial ƞ2 = 0.05), with respondents who selected
‘my own experience’ (M = 6.45) scoring higher than those who were undecided (M = 6.23).
This difference was tested for statistical significance using p-value equal to 0.05. As the pvalue value was 0.00, the null hypothesis SH06c was rejected.
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Reflective indicators of perception of petty corruption (PCO)
Response

N

C1

C2

C3R

C4

C5

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Undecided
Yes

206
191

6.24
6.48

0.739
0.647

6.28
6.51

0.723
0.606

6.27
6.40

0.785
0.673

6.22
6.43

0.775
0.636

6.17
6.42

0.783
0.651

Total

397

6.36

0.705

6.39

0.679

6.33

0.735

6.32

0.719

6.29

0.732

Source: Calculated from survey data.

Table C.2:

Perceived level of petty corruption by personal experience as a source of
information

A separate ANOVA was conducted for each dependent variable of PCO, with each
ANOVA evaluated at an α level of 0.025. While there was no significant difference between
whether or not personal experience as a source of information and indicator C3R, a
significant difference was found between respondents who answered ‘my own experience’
and those who were undecided, and indicators C1 (F(1, 395) = 11.16, p = 0.00, partial ƞ2 =
0.03), C2 (F(1, 395) = 12.36, p = 0.00, partial ƞ2 = 0.03), C4 (F(1, 395) = 9.18, p = 0.00, partial
ƞ2 = 0.02), and C5 (F(1, 395) = 11.31, p = 0.00, partial ƞ2 = 0.03).
Perception of grand tax-corruption (GTC)
Based on the analysis of the observations presented in Table C.3, a statistically significant
difference between respondents who answered ‘my own experience’ and those who were
undecided was evident when considered jointly on the dependent variables of GTC
(Wilk’s Ʌ = 0.912, F(5, 391) = 4.15, p = 0.00, partial ƞ2 = 0.09), with respondents who selected
‘my own experience’ (M = 6.24) scoring higher than those who were undecided (M = 5.44).
This difference was tested for statistical significance using p-value equal to 0.05. As the pvalue value was 0.00, the null hypothesis SH06d was rejected.
Reflective indicators of perception of grand tax-corruption (GTC)
Response

N

D1

D2

D3R

D4

D5

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Undecided
Yes

357
40

5.40
6.40

1.076
0.900

5.44
6.08

1.071
1.047

5.51
6.40

1.138
0.778

5.51
6.20

1.067
1.114

5.36
6.13

1.102
0.939

Total

397

5.50

1.100

5.51

1.084

5.60

1.139

5.58

1.090

5.44

1.110

Source: Calculated from survey data.

Table C.3:

Perceived level of grand tax-corruption by personal experience as a
source of information

A separate ANOVA was conducted for each dependent variable of GTC, with each ANOVA
evaluated at an α level of 0.025. There was a significant difference between respondents
who answered ‘my own experience’ and those who were undecided, and all indicators of
GTC, with D1 (F(1, 395) = 31.82, p = 0.00, partial ƞ2 = 0.08), D2 (F(1, 395) = 12.60, p = 0.00,
partial ƞ2 = 0.03), D3R (F(1, 395) = 23.22, p = 0.00, partial ƞ2 = 0.06), D4 (F(1, 395) = 15.04,
p = 0.00, partial ƞ2 = 0.04), and D5 (F(1, 395) = 17.75, p = 0.00, partial ƞ2 = 0.04).
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Perception of petty tax-corruption (PTC)
Based on the analysis of the observations presented in Table C.4, a statistically significant
difference between respondents who answered ‘my own experience’ and those who were
undecided was evident when considered jointly on the dependent variables of PTC (Wilk’s
Ʌ = 0.734, F(5, 391) = 28.34, p = 0.00, partial ƞ2 = 0.27), with respondents who selected ‘my
own experience’ (M = 4.09) scoring lower than those who were undecided (M = 5.20). This
difference was tested for statistical significance using p-value equal to 0.05. As the p-value
value was 0.00, the null hypothesis SH06e was rejected.
Response

Reflective indicators of perception of petty tax-corruption (PTC)
N

E1

E2

E3R

E4

E5

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Undecided
Yes

329
68

5.18
4.06

0.979
1.006

5.25
4.16

0.968
0.840

5.26
4.22

0.951
0.861

5.23
4.06

1.009
1.020

5.10
3.99

0.970
1.072

Total

397

4.99

1.069

5.06

1.032

5.08

1.013

5.03

1.102

4.91

1.073

Source: Calculated from survey data.

Table C.4:

Perceived level of petty tax-corruption by personal experience as a
source of information

A separate ANOVA was conducted for each dependent variable of PTC, with each ANOVA
evaluated at an α level of 0.025. There was a significant difference between respondents
who answered ‘my own experience’ and those who were undecided, and all indicators of
PTC, with E1 (F(1, 395) = 73.13, p = 0.00, partial ƞ2 = 0.16), E2 (F(1, 395) = 74.19, p = 0.00,
partial ƞ2 = 0.16), E3R (F(1, 395) = 68.83, p = 0.00, partial ƞ2 = 0.15), E4 (F(1, 395) = 75.37, p
= 0.00, partial ƞ2 = 0.16), and E5 (F(1, 395) = 71.33, p = 0.00, partial ƞ2 = 0.15).
Discussion with others who have personal experience as a source of information
Perception of general corruption (PGC)
Based on the analysis of the observations presented in Table C.5, a statistically significant
difference between respondents who answered ‘discussion with others who have personal
experience’ and those who were undecided was evident when considered jointly on the
dependent variables of PGC (Wilk’s Ʌ = 0.912, F(5, 391) = 7.52, p = 0.00, partial ƞ2 = 0.09),
with respondents who selected ‘discussion with others who have personal experience’ (M
= 6.41) scoring higher than those who were undecided (M = 6.01). This difference was
tested for statistical significance using p-value equal to 0.05. As the p-value value was 0.00,
the null hypothesis was rejected.
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Response

Reflective indicators of perception of general corruption (PGC)
N

A1

A2

A3R

A4

A5

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Undecided
Yes

257
140

5.93
6.44

0.935
0.789

6.07
6.46

0.956
0.743

5.95
6.39

0.891
0.765

6.02
6.34

0.884
0.745

6.09
6.45

0.927
0.808

Total

397

6.11

0.918

6.21

0.906

6.11

0.874

6.13

0.851

6.22

0.902

Source: Calculated from survey data.

Table C.5:

Perceived level of general corruption by discussion with others who
have personal experience as a source of information

A separate ANOVA was conducted for each dependent variable of PGC, with each ANOVA
evaluated at an α level of 0.025. There was a significant difference between respondents
who answered ‘my own experience’ and those who were undecided, and all indicators of
PGC, with A1 (F(1, 395) = 29.99, p = 0.00, partial ƞ2 = 0.07), A2 (F(1, 395) = 18.26, p = 0.00,
partial ƞ2 = 0.04), A3R (F(1, 395) = 24.28, p = 0.00, partial ƞ2 = 0.06), A4 (F(1, 395) = 13.24, p
= 0.00, partial ƞ2 = 0.03), and A5 (F(1, 395) = 14.67, p = 0.00, partial ƞ2 = 0.04).
Perception of grand corruption (GCO)
Based on the analysis of the observations presented in Table C.6, a statistically significant
difference between respondents who answered ‘discussion with others who have personal
experience’ and those who were undecided was evident when considered jointly on the
dependent variables of GCO (Wilk’s Ʌ = 0.973, F(5, 391) = 7.52, p = 0.06, partial ƞ2 = 0.03),
with respondents who selected ‘discussion with others who have personal experience’ (M
= 6.60) scoring higher than those who were undecided (M = 6.43). This difference was
tested for statistical significance using p-value equal to 0.10. As the p-value value was 0.06,
the null hypothesis was rejected.
Reflective indicators of perception of grand corruption (GCO)
Response

N

B1

B2

B3R

B4

B5

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Undecided
Yes

286
111

6.43
6.62

0.696
0.604

6.45
6.63

0.682
0.521

6.41
6.61

0.733
0.575

6.42
6.54

0.675
0.600

6.46
6.61

0.694
0.575

Total

397

6.48

0.676

6.50

0.646

6.47

0.698

6.46

0.656

6.50

0.665

Source: Calculated from survey data.

Table C.6:

Perceived level of grand corruption by discussion with others who have
personal experience as a source of information

A separate ANOVA was conducted for each dependent variable of GCO, with each
ANOVA evaluated at an α level of 0.025. While there was no significant difference between
whether or not discussion with others who have personal experience as a source of
information and indicators B4 and B5, a significant difference was found between
respondents who answered ‘discussion with others who have personal experience’ and
those who were undecided, and indicators B1 (F(1, 395) = 6.75, p = 0.01, partial ƞ2 = 0.02),
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B2 (F(1, 395) = 8.51, p = 0.01, partial ƞ2 = 0.02), and B3R (F(1, 395) = 6.67, p = 0.01, partial ƞ2
= 0.02).
Perception of grand tax-corruption (GTC)
Based on the analysis of the observations presented in Table C.7, a statistically significant
difference between respondents who answered ‘discussion with others who have personal
experience’ and those who were undecided was evident when considered jointly on the
dependent variables of GTC (Wilk’s Ʌ = 0.907, F(5, 391) = 7.52, p = 0.00, partial ƞ2 = 0.09),
with respondents who selected ‘discussion with others who have personal experience’ (M
= 5.12) scoring lower than those who were undecided (M = 5.68). This difference was tested
for statistical significance using p-value equal to 0.05. As the p-value value was 0.00, the
null hypothesis was rejected.
Reflective indicators of perception of grand tax-corruption (GTC)
Response

N

D1

D2

D3R

D4

D5

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Undecided
Yes

285
112

5.63
5.19

1.079
1.095

5.67
5.10

1.006
1.170

5.75
5.21

1.073
1.209

5.76
5.11

1.027
1.110

5.60
5.02

1.062
1.123

Total

397

5.50

1.100

5.51

1.084

5.60

1.139

5.58

1.090

5.44

1.110

Source: Calculated from survey data.

Table C.7:

Perceived level of grand tax-corruption by discussion with others who
have personal experience as a source of information

A separate ANOVA was conducted for each dependent variable of GTC, with each ANOVA
evaluated at an α level of 0.025. There was a significant difference between respondents
who answered ‘discussion with others who have personal experience’ and those who were
undecided, and all indicators of GTC, with D1 (F(1, 395) = 13.29, p = 0.00, partial ƞ2 = 0.03),
D2 (F(1, 395) = 23.36, p = 0.00, partial ƞ2 = 0.06), D3R (F(1, 395) = 19.57, p = 0.00, partial ƞ2
= 0.05), D4 (F(1, 395) = 31.15, p = 0.00, partial ƞ2 = 0.07), and D5 (F(1, 395) = 23.67, p = 0.00,
partial ƞ2 = 0.06).
Perception of petty tax-corruption (PTC)
Based on the analysis of the observations presented in Table C.8, a statistically significant
difference between respondents who answered ‘discussion with others who have personal
experience’ and those who were undecided was evident when considered jointly on the
dependent variables of PTC (Wilk’s Ʌ = 0.886, F(5, 391) = 10.08, p = 0.00, partial ƞ2 = 0.14),
with respondents who selected ‘discussion with others who have personal experience’ (M
= 4.58) scoring lower than those who were undecided (M = 5.12). This difference was tested
for statistical significance using p-value equal to 0.05. As the p-value value was 0.00, the
null hypothesis was rejected.
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Response

Reflective indicators of perception of petty tax-corruption (PTC)
N

E1

E2

E3R

E4

E5

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Undecided
Yes

288
109

5.16
4.53

0.968
1.191

5.22
4.66

0.960
1.107

5.24
4.66

0.981
0.983

5.17
4.64

1.058
1.126

5.09
4.42

0.994
1.125

Total

397

4.99

1.069

5.06

1.032

5.08

1.013

5.03

1.102

4.91

1.073

Source: Calculated from survey data.

Table C.8:

Perceived level of petty tax-corruption by discussion with others who
have personal experience as a source of information

A separate ANOVA was conducted for each dependent variable of PTC, with each ANOVA
evaluated at an α level of 0.025. There was a significant difference between respondents
who answered ‘discussion with others who have personal experience’ and those who were
undecided, and all indicators of PTC, with E1 (F(1, 395) = 29.16, p = 0.00, partial ƞ2 = 0.07),
E2 (F(1, 395) = 24.20, p = 0.00, partial ƞ2 = 0.06), E3R (F(1, 395) = 27.20, p = 0.00, partial ƞ2
= 0.06), E4 (F(1, 395) = 19.24, p = 0.00, partial ƞ2 = 0.05), and E5 (F(1, 395) = 33.19, p = 0.00,
partial ƞ2 = 0.08).

D. The influence of source of information (media source) on perceived levels
of corruption (SQ7)
Television as a source of information
Perception of general corruption (PGC)
Based on the analysis of the observations presented in Table D.1, a statistically significant
difference between respondents who answered ‘television’ and those who undecided was
evident when considered jointly on the dependent variables of PGC (Wilk’s Ʌ = 0.854, F(5,
391) = 13.42, p = 0.00, partial ƞ2 = 0.15), with respondents who selected ‘television’ (M =
6.32) scoring higher than those who undecided (M = 5.75). This difference was tested for
statistical significance using p-value equal to 0.05. As the p-value value was 0.00, the null
hypothesis was rejected.
Response

Reflective indicators of perception of general corruption (PGC)
N

A1
Mean

A2
SD

Mean

A3R
SD

Mean

A4
SD

Mean

A5
SD

Mean

SD

Undecided
Yes

116
281

5.66
6.29

1.120
0.747

5.83
6.36

1.082
0.772

5.72
6.27

0.974
0.777

5.79
6.27

1.034
0.720

5.75
6.41

1.078
0.737

Total

397

6.11

0.918

6.21

0.906

6.11

0.874

6.13

0.851

6.22

0.902

Source: Calculated from survey data.

Table D.1: Perceived level of general corruption by television as a source of
information
A separate ANOVA was conducted for each dependent variable of PGC, with each ANOVA
evaluated at an α level of 0.025. There was a significant difference between respondents
who answered ‘television’ and those who undecided, and all indicators of PGC, with A1
Appendix D ― Page 8 of 20

(F(1, 395) = 43.78, p = 0.00, partial ƞ2 = 0.10), A2 (F(1, 395) = 30.83, p = 0.00, partial ƞ2 =
0.07), A3R (F(1, 395) = 34.35, p = 0.00, partial ƞ2 = 0.08), A4 (F(1, 395) = 27.16, p = 0.00,
partial ƞ2 = 0.06), and A5 (F(1, 395) = 49.84, p = 0.00, partial ƞ2 = 0.11).
Perception of grand corruption (GCO)
Based on the analysis of the observations presented in Table D.2, a statistically significant
difference between respondents who answered ‘television’ and those who undecided was
evident when considered jointly on the dependent variables of GCO (Wilk’s Ʌ = 0.954,
F(5, 391) = 3.81, p = 0.00, partial ƞ2 = 0.05), with respondents who selected ‘television’ (M
= 6.54) scoring higher than those who undecided (M = 6.29). This difference was tested
for statistical significance using p-value equal to 0.05. As the p-value value was 0.00, the
null hypothesis was rejected.
Reflective indicators of perception of grand corruption (GCO)
Response

N

B1

B2

B3R

B4

B5

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Undecided
Yes

96
301

6.29
6.54

0.767
0.634

6.33
6.55

0.763
0.596

6.31
6.52

0.812
0.651

6.25
6.52

0.768
0.603

6.30
6.57

0.783
0.611

Total

397

6.48

0.676

6.50

0.646

6.47

0.698

6.46

0.656

6.50

0.665

Source: Calculated from survey data.

Table D.2: Perceived level of grand corruption by television as a source of
information
A separate ANOVA was conducted for each dependent variable of GCO, with each
ANOVA evaluated at an α level of 0.025. There was a significant difference between
respondents who answered ‘television’ and those who undecided, and all indicators of
GCO, with B1 (F(1, 395) = 10.17, p = 0.00, partial ƞ2 = 0.16), B2 (F(1, 395) = 8.46, p = 0.00,
partial ƞ2 = 0.16), B3R (F(1, 395) = 6.42, p = 0.01, partial ƞ2 = 0.15), B4 (F(1, 395) = 12.84, p =
0.00, partial ƞ2 = 0.16), and B5 (F(1, 395) = 11.96, p = 0.00, partial ƞ2 = 0.15).
Perception of grand tax-corruption (GTC)
Based on the analysis of the observations presented in Table D.3, a statistically significant
difference between respondents who answered ‘television’ and those who undecided was
evident when considered jointly on the dependent variables of GTC (Wilk’s Ʌ = 0.778, F(5,
391) = 22.33, p = 0.00, partial ƞ2 = 0.22), with respondents who selected ‘television’ (M =
5.86) scoring higher than those who undecided (M = 5.06). This difference was tested for
statistical significance using p-value equal to 0.05. As the p-value value was 0.00, the null
hypothesis was rejected.
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Reflective indicators of perception of grand tax-corruption (GTC)
Response

N

D1

D2

D3R

D4

D5

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Undecided
Yes

167
230

5.08
5.81

1.087
1.004

5.02
5.86

1.029
0.985

5.10
5.97

1.137
0.993

5.06
5.95

1.057
0.954

5.05
5.72

1.086
1.041

Total

397

5.50

1.100

5.51

1.084

5.60

1.139

5.58

1.090

5.44

1.110

Source: Calculated from survey data.

Table D.3: Perceived level of grand tax-corruption by television as a source of
information
A separate ANOVA was conducted for each dependent variable of GTC, with each ANOVA
evaluated at an α level of 0.025. There was a significant difference between respondents
who answered ‘television’ and those who undecided, and all indicators of GTC, with D1
(F(1, 395) = 48.38, p = 0.00, partial ƞ2 = 0.11), D2 (F(1, 395) = 66.53, p = 0.00, partial ƞ2 =
0.14), D3R (F(1, 395) = 65.62, p = 0.00, partial ƞ2 = 0.14), D4 (F(1, 395) = 77.25, p = 0.00,
partial ƞ2 = 0.16), and D5 (F(1, 395) = 39.09, p = 0.00, partial ƞ2 = 0.09).
Press media (newspaper, magazine, etc.) as a source of information
Perception of general corruption (PGC)
Based on the analysis of the observations presented in Table D.4, a statistically significant
difference between respondents who answered ‘press media’ and those who undecided
was evident when considered jointly on the dependent variables of PGC (Wilk’s Ʌ = 0.804,
F(5, 391) = 19.08, p = 0.00, partial ƞ2 = 0.19), with respondents who selected ‘press media’
(M = 6.36) scoring higher than those who undecided (M = 5.73). This difference was tested
for statistical significance using p-value equal to 0.05. As the p-value value was 0.00, the
null hypothesis was rejected.
Reflective indicators of perception of general corruption (PGC)

Response
N

A1
Mean

A2
SD

Mean

A3R
SD

Mean

A4
SD

Mean

A5
SD

Mean

SD

Undecided
Yes

131
266

5.74
6.29

1.064
0.778

5.76
6.43

1.046
0.735

5.74
6.29

1.020
0.729

5.66
6.36

0.974
0.676

5.76
6.44

1.066
0.710

Total

397

6.11

0.918

6.21

0.906

6.11

0.874

6.13

0.851

6.22

0.902

Source: Calculated from survey data.

Table D.4: Perceived level of general corruption by press media as a source of
information
A separate ANOVA was conducted for each dependent variable of PGC, with each ANOVA
evaluated at an α level of 0.025. There was a significant difference between respondents
who answered ‘press media’ and those who undecided, and all indicators of PGC, with A1
(F(1, 395) = 33.52, p = 0.00, partial ƞ2 = 0.09), A2 (F(1, 395) = 55.01, p = 0.00, partial ƞ2 =
0.12), A3R (F(1, 395) = 37.88, p = 0.00, partial ƞ2 = 0.09), A4 (F(1, 395) = 68.16, p = 0.00,
partial ƞ2 = 0.15), and A5 (F(1, 395) = 57.03, p = 0.00, partial ƞ2 = 0.13).
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Perception of grand corruption (GCO)
Based on the analysis of the observations presented in Table D.5, a statistically significant
difference between respondents who answered ‘press media’ and those who undecided
was evident when considered jointly on the dependent variables of GCO (Wilk’s Ʌ = 0.937,
F(5, 391) = 5.214, p = 0.00, partial ƞ2 = 0.06), with respondents who selected ‘press media’
(M = 6.54) scoring higher than those who undecided (M = 6.25). This difference was tested
for statistical significance using p-value equal to 0.05. As the p-value value was 0.00, the
null hypothesis was rejected.
Response

Reflective indicators of perception of grand corruption (GCO)
N

B1
Mean

B2
SD

B3R

Mean

SD

Mean

B4
SD

Mean

B5
SD

Mean

SD

Undecided
Yes

84
313

6.23
6.55

0.869
0.598

6.30
6.55

0.724
0.613

6.26
6.52

0.852
0.641

6.21
6.52

0.746
0.615

6.24
6.58

0.830
0.595

Total

397

6.48

0.676

6.50

0.646

6.47

0.698

6.46

0.656

6.50

0.665

Source: Calculated from survey data.

Table D.5: Perceived level of grand corruption by press media as a source of
information
A separate ANOVA was conducted for each dependent variable of GCO, with each
ANOVA evaluated at an α level of 0.025. There was a significant difference between
respondents who answered ‘press media’ and those who undecided, and all indicators of
GCO, with B1 (F(1, 395) = 15.70, p = 0.00, partial ƞ2 = 0.04), B2 (F(1, 395) = 10.58, p = 0.00,
partial ƞ2 = 0.03), B3R (F(1, 395) = 9.54, p = 0.00, partial ƞ2 = 0.02), B4 (F(1, 395) = 14.96, p
= 0.00, partial ƞ2 = 0.04), and B5 (F(1, 395) = 17.71, p = 0.00, partial ƞ2 = 0.04).
Perception of petty corruption (PCO)
Based on the analysis of the observations presented in Table D.6, a statistically significant
difference between respondents who answered ‘press media’ and those who undecided
was evident when considered jointly on the dependent variables of PCO (Wilk’s Ʌ = 0.931,
F(5, 391) = 5.83, p = 0.00, partial ƞ2 = 0.07), with respondents who selected ‘press media’
(M = 6.45) scoring higher than those who undecided (M = 6.18). This difference was tested
for statistical significance using p-value equal to 0.05. As the p-value value was 0.00, the
null hypothesis was rejected.
Reflective indicators of perception of petty corruption (PCO)
Response

N

C1

C2

C3R

C4

C5

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Undecided
Yes

160
237

6.17
6.48

0.737
0.655

6.23
6.50

0.735
0.615

6.17
6.44

0.779
0.684

6.18
6.42

0.743
0.688

6.13
6.40

0.770
0.686

Total

397

6.36

0.705

6.39

0.679

6.33

0.735

6.32

0.719

6.29

0.732

Source: Calculated from survey data.

Table D.6: Perceived level of petty corruption by press media as a source of
information
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A separate ANOVA was conducted for each dependent variable of PCO, with each
ANOVA evaluated at an α level of 0.025. There was a significant difference between
respondents who answered ‘press media’ and those who undecided, and all indicators of
PCO, with C1 (F(1, 395) = 19.61, p = 0.00, partial ƞ2 = 0.05), C2 (F(1, 395) = 16.54, p = 0.00,
partial ƞ2 = 0.04), C3R (F(1, 395) = 13.72, p = 0.00, partial ƞ2 = 0.03), C4 (F(1, 395) = 10.58, p
= 0.00, partial ƞ2 = 0.03), and C5 (F(1, 395) = 13.37, p = 0.00, partial ƞ2 = 0.03).
Perception of grand tax-corruption (GTC)
Based on the analysis of the observations presented in Table D.7, a statistically significant
difference between respondents who answered ‘press media’ and those who undecided
was evident when considered jointly on the dependent variables of GTC (Wilk’s Ʌ = 0.934,
F(5, 391) = 5.53, p = 0.00, partial ƞ2 = 0.07), with respondents who selected ‘press media’
(M = 5.65) scoring higher than those who undecided (M = 5.23). This difference was tested
for statistical significance using p-value equal to 0.05. As the p-value value was 0.00, the
null hypothesis was rejected.
Reflective indicators of perception of grand tax-corruption (GTC)
Response

N

D1

D2

D3R

D4

D5

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Undecided
Yes

120
277

5.29
5.60

1.032
1.118

5.24
5.62

1.069
1.072

5.26
5.75

1.267
1.047

5.18
5.75

1.069
1.057

5.17
5.56

1.056
1.114

Total

397

5.50

1.100

5.51

1.084

5.60

1.139

5.58

1.090

5.44

1.110

Source: Calculated from survey data.

Table D.7: Perceived level of grand tax-corruption by press media as a source of
information
A separate ANOVA was conducted for each dependent variable of GTC, with each ANOVA
evaluated at an α level of 0.025. There was a significant difference between respondents
who answered ‘press media’ and those who undecided, and all indicators of GTC, with D1
(F(1, 395) = 6.48, p = 0.00, partial ƞ2 = 0.02), D2 (F(1, 395) = 10.49, p = 0.00, partial ƞ2 =
0.03), D3R (F(1, 395) = 16.03, p = 0.00, partial ƞ2 = 0.04), D4 (F(1, 395) = 23.68, p = 0.00,
partial ƞ2 = 0.06), and D5 (F(1, 395) = 10.56, p = 0.00, partial ƞ2 = 0.03).
Perception of petty tax-corruption (PTC)
Based on the analysis of the observations presented in Table D.8, a statistically significant
difference between respondents who answered ‘press media’ and those who undecided
was evident when considered jointly on the dependent variables of PTC (Wilk’s Ʌ = 0.969,
F(5, 391) = 28.34, p = 0.03, partial ƞ2 = 0.03), with respondents who selected ‘press media’
(M = 4.95) scoring lower than those who undecided (M = 5.08). This difference was tested
for statistical significance using p-value equal to 0.05. As the p-value value was 0.03, the
null hypothesis was rejected.
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Reflective indicators of perception of petty tax-corruption (PTC)
Response

N

E1
Mean

E2
SD

Mean

E3R
SD

E4

Mean

SD

Mean

E5
SD

Mean

SD

Undecided
Yes

202
195

5.11
4.86

1.099
1.026

5.14
4.98

1.017
1.042

5.12
5.04

1.018
1.010

5.13
4.92

1.115
1.081

4.88
4.93

1.084
1.063

Total

397

4.99

1.069

5.06

1.032

5.08

1.013

5.03

1.102

4.91

1.073

Source: Calculated from survey data.

Table D.8: Perceived level of petty tax-corruption by press media as a source of
information
A separate ANOVA was conducted for each dependent variable, with each ANOVA
evaluated at an α level of 0.025. While there was no significant difference between whether
or not press media as a source of information and indicators E2, E3, E4 and E5, a significant
difference was found between respondents who answered ‘press media’ and those who
undecided, and indicators E1 (F(1, 395) = 5.36, p = 0.02, partial ƞ2 = 0.01).
The internet as a source of information
Perception of general corruption (PGC)
Based on the analysis of the observations presented in Table D.9, a statistically significant
difference between respondents who answered ‘the internet’ and those who undecided
was evident when considered jointly on the dependent variables of PGC (Wilk’s Ʌ = 0.912,
F(5, 391) = 28.34, p = 0.00, partial ƞ2 = 0.09), with respondents who selected ‘the internet’
(M = 6.39) scoring higher than those who undecided (M = 5.98). This difference was tested
for statistical significance using p-value equal to 0.05. As the p-value value was 0.00, the
null hypothesis was rejected.
Reflective indicators of perception of general corruption (PGC)
Response

N

A1

A2

A3R

A4

A5

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Undecided
Yes

230
167

5.92
6.36

0.986
0.746

6.04
6.44

0.973
0.749

5.93
6.35

0.960
0.668

5.96
6.36

0.922
0.679

6.05
6.46

0.999
0.683

Total

397

6.11

0.918

6.21

0.906

6.11

0.874

6.13

0.851

6.22

0.902

Source: Calculated from survey data.

Table D.9: Perceived level of general corruption by the internet as a source of
information
A separate ANOVA was conducted for each dependent variable of PGC, with each ANOVA
evaluated at an α level of 0.025. There was a significant difference between respondents
who answered ‘the internet’ and those who undecided, and all indicators of PGC, with A1
(F(1, 395) = 23.22, p = 0.00, partial ƞ2 = 0.06), A2 (F(1, 395) = 19.54, p = 0.00, partial ƞ2 =
0.05), A3R (F(1, 395) = 23.97, p = 0.00, partial ƞ2 = 0.06), A4 (F(1, 395) = 22.38, p = 0.00,
partial ƞ2 = 0.05), and A5 (F(1, 395) = 20.72, p = 0.00, partial ƞ2 = 0.05).

Appendix D ― Page 13 of 20

Perception of grand corruption (GCO)
Based on the analysis of the observations presented in Table D.10, a statistically significant
difference between respondents who answered ‘the internet’ and those who undecided
was evident when considered jointly on the dependent variables of GCO (Wilk’s Ʌ = 0.942,
F(5, 391) = 4.83, p = 0.00, partial ƞ2 = 0.06), with respondents who selected ‘the internet’
(M = 6.59) scoring higher than those who undecided (M = 6.38). This difference was tested
for statistical significance using p-value equal to 0.05. As the p-value value was 0.00, the
null hypothesis was rejected.
Reflective indicators of perception of grand corruption (GCO)
Response

N

B1

B2

B3R

B4

B5

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Undecided
Yes

210
187

6.39
6.59

0.738
0.583

6.41
6.59

0.674
0.601

6.34
6.61

0.773
0.569

6.38
6.55

0.689
0.606

6.37
6.65

0.716
0.570

Total

397

6.48

0.676

6.50

0.646

6.47

0.698

6.46

0.656

6.50

0.665

Source: Calculated from survey data.

Table D.10: Perceived level of grand corruption by the internet as a source of
information
A separate ANOVA was conducted for each dependent variable of GCO, with each
ANOVA evaluated at an α level of 0.025. There was a significant difference between
respondents who answered ‘the internet’ and those who undecided, and all indicators of
GCO, with B1 (F(1, 395) = 9.05, p = 0.00, partial ƞ2 = 0.02), B2 (F(1, 395) = 7.75, p = 0.01,
partial ƞ2 = 0.02), B3R (F(1, 395) = 16.17, p = 0.00, partial ƞ2 = 0.04), B4 (F(1, 395) = 6.68, p
= 0.01, partial ƞ2 = 0.02), and B5 (F(1, 395) = 18.42, p = 0.00, partial ƞ2 = 0.05).
Perception of petty corruption (PCO)
Based on the analysis of the observations presented in Table D.11, a statistically significant
difference between respondents who answered ‘the internet’ and those who undecided
was evident when considered jointly on the dependent variables of PCO (Wilk’s Ʌ = 0.976,
F(5, 391) = 1.94, p = 0.08, partial ƞ2 = 0.02), with respondents who selected ‘the internet’
(M = 6.42) scoring higher than those who undecided (M = 6.29). This difference was tested
for statistical significance using p-value equal to 0.10. As the p-value value was 0.08, the
null hypothesis was rejected.
Reflective indicators of perception of petty corruption (PCO)
Response

N

C1

C2

C3R

C4

C5

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Undecided
Yes

256
141

6.28
6.50

0.750
0.593

6.35
6.47

0.736
0.555

6.30
6.38

0.762
0.683

6.29
6.39

0.747
0.663

6.25
6.36

0.773
0.647

Total

397

6.36

0.705

6.39

0.679

6.33

0.735

6.32

0.719

6.29

0.732

Source: Calculated from survey data.

Table D.11: Perceived level of petty corruption by the internet as a source of
information
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A separate ANOVA was conducted for each dependent variable of PCO, with each
ANOVA evaluated at an α level of 0.025. While there was no significant difference between
whether or not the internet as a source of information and indicators C2, C3, C4 and C5,
a significant difference was found between respondents who answered ‘the internet’ and
those who undecided, and indicator C1 (F(1, 395) = 8.95, p = 0.00, partial ƞ2 = 0.02).
Perception of grand tax-corruption (GTC)
Based on the analysis of the observations presented in Table D.12, a statistically significant
difference between respondents who answered ‘the internet’ and those who undecided
was evident when considered jointly on the dependent variables of GTC (Wilk’s Ʌ = 0.921,
F(5, 391) = 6.68, p = 0.00, partial ƞ2 = 0.08), with respondents who selected ‘the internet’
(M = 5.79) scoring higher than those who undecided (M = 5.32). This difference was tested
for statistical significance using p-value equal to 0.05. As the p-value value was 0.00, the
null hypothesis was rejected.
Reflective indicators of perception of grand tax-corruption (GTC)
Response

N

D1
Mean

D2
SD

Mean

D3R
SD

Mean

D4
SD

Mean

D5
SD

Mean

SD

Undecided
Yes

227
170

5.33
5.74

1.117
1.035

5.27
5.82

1.050
1.053

5.40
5.87

1.179
1.024

5.36
5.87

1.069
1.052

5.28
5.65

1.063
1.137

Total

397

5.50

1.100

5.51

1.084

5.60

1.139

5.58

1.090

5.44

1.110

Source: Calculated from survey data.

Table D.12: Perceived level of grand tax-corruption by the internet as a source of
information
A separate ANOVA was conducted for each dependent variable of GTC, with each ANOVA
evaluated at an α level of 0.025. There was a significant difference between respondents
who answered ‘the internet’ and those who undecided, and all indicators of GTC, with D1
(F(1, 395) = 13.59, p = 0.00, partial ƞ2 = 0.03), D2 (F(1, 395) = 26.08, p = 0.00, partial ƞ2 =
0.06), D3R (F(1, 395) = 17.56, p = 0.00, partial ƞ2 = 0.04), D4 (F(1, 395) = 22.76, p = 0.00,
partial ƞ2 = 0.05), and D5 (F(1, 395) = 11.42, p = 0.00, partial ƞ2 = 0.03).
Perception of petty tax-corruption (PTC)
Based on the analysis of the observations presented in Table D.13, a statistically significant
difference between respondents who answered ‘the internet’ and those who undecided
was evident when considered jointly on the dependent variables of PTC (Wilk’s Ʌ = 0.958,
F(5, 391) = 3.41, p = 0.00, partial ƞ2 = 0.04), with respondents who selected ‘the internet’
(M = 5.23) scoring higher than those who undecided (M = 4.92). This difference was tested
for statistical significance using p-value equal to 0.05. As the p-value value was 0.00, the
null hypothesis was rejected.
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Reflective indicators of perception of petty tax-corruption (PTC)
Response

N

E1
Mean

E2
SD

Mean

E3R
SD

Mean

E4
SD

E5

Mean

SD

Mean

SD

Undecided
Yes

278
119

4.90
5.18

1.134
0.873

4.99
5.24

1.027
1.025

4.99
5.29

1.028
0.949

4.95
5.22

1.168
0.903

4.77
5.23

1.142
0.807

Total

397

4.99

1.069

5.06

1.032

5.08

1.013

5.03

1.102

4.91

1.073

Source: Calculated from survey data.

Table D.13: Perceived level of petty tax-corruption by the internet as a source of
information
A separate ANOVA was conducted for each dependent variable of PTC, with each ANOVA
evaluated at an α level of 0.025. There was a significant difference between respondents
who answered ‘the internet’ and those who undecided, and all indicators of PTC, with E1
(F(1, 395) = 5.86, p = 0.01, partial ƞ2 = 0.01), E2 (F(1, 395) = 5.27, p = 0.02, partial ƞ2 = 0.01),
E3R (F(1, 395) = 7.25, p = 0.01, partial ƞ2 = 0.02), E4 (F(1, 395) = 5.15, p = 0.02, partial ƞ2 =
0.01), and E5 (F(1, 395) = 15.69, p = 0.00, partial ƞ2 = 0.04).

E. The influence of gender on the adopted TPB constructs (SQ9)
The influence of gender on subjective norms towards tax underreporting
Based on the analysis of the observations presented in Table E.1, a statistically significant
difference between male and female was evident when considered jointly on the
dependent variables of SNO (Wilk’s Ʌ = 0.959, F(8, 388) = 2.06, p = 0.04, partial ƞ2 = 0.27),
with male (M = 3.88) scoring higher than female (M = 3.65).
Reflective indicators of subjective norms towards tax underreporting (SNO)
Sex

N

G1R

G2

G3R

G4

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Male
Female

252
145

3.88
3.52

1.234
1.242

3.87
3.77

1.312
1.295

3.79
3.70

1.280
1.281

3.94
3.59

1.203
1.267

Total

397

3.75

1.248

3.84

1.305

3.76

1.279

3.82

1.237

Reflective indicators of SNO  cont.
Sex

N

G5

G6

G7

G8

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Male
Female

252
145

3.89
3.79

1.208
1.243

3.96
3.61

1.247
1.271

3.88
3.70

1.240
1.264

3.85
3.54

1.294
1.328

Total

397

3.85

1.220

3.83

1.266

3.82

1.250

3.74

1.313

Source: Calculated from survey data.

Table E.1: Subjective norms towards tax underreporting by gender
This difference was tested for statistical significance using p-value equal to 0.05. As the pvalue value was 0.00, the null hypothesis was rejected.
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A separate ANOVA was conducted for each dependent variable of SNO, with each
ANOVA evaluated at an α level of 0.025. There was a significant difference between male
and female, and three indicators of SNO: G1R (F(1, 395) = 7.66, p = 0.00, partial ƞ2 = 0.02),
G4 (F(1, 395) = 7.55, p = 0.00, partial ƞ2 = 0.02), and G6 (F(1, 395) = 7.13, p = 0.00, partial ƞ2
= 0.02).
The influence of gender on intention to report actual income
Based on the analysis of the observations presented in Table E.2, a statistically significant
difference between male and female was evident when considered jointly on the
dependent variables of ITC (Wilk’s Ʌ = 0.972, F(4, 392) = 2.84, p = 0.02, partial ƞ2 = 0.03),
with male (M = 3.70) scoring lower than female (M = 3.96). This difference was tested for
statistical significance using p-value equal to 0.05. As the p-value value was 0.02, the null
hypothesis was rejected.
Reflective indicators of intention to report actual income (ITC)
Sex

N

I1

I2

I3

I4

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Male
Female

252
145

3.55
3.62

1.627
1.496

3.61
4.15

1.853
1.831

3.75
3.95

1.642
1.534

3.90
4.14

1.702
1.747

Total

397

3.57

1.579

3.81

1.861

3.83

1.604

3.98

1.720

Source: Calculated from survey data.

Table E.2: Intention to report actual income by gender
A separate ANOVA was conducted for each dependent variable of ITC, with each ANOVA
evaluated at an α level of 0.025. There was a significant difference between male and
female, and one indicator of ITC, I2 (F(1, 395) = 8.02, p = 0.00, partial ƞ2 = 0.02).

F. The influence of level of income on the adopted TPB constructs (SQ11)
Based on the analysis of the observations presented in Table F.1, a statistically significant
difference among income levels was evident when considered jointly on the dependent
variables of PBC (Wilk’s Ʌ = 0.887, F(32, 1421) = 1.47, p = 0.04, partial ƞ2 = 0.03), with
respondents who have higher level of income tend to have higher perceived level of
behavioural control for tax underreporting (M for those under IDR 60 million = 3.78,
between IDR 60 million and IDR 99 million = 3.94, between IDR 100 million and IDR 149
million = 4.03, between IDR 150 million and IDR 199 million = 3.61, and over IDR 200
million = 4.26.
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Reflective indicators of perceived behavioural control over tax
underreporting (PBC)
Income level (IDR)

N

H1

H2

Mean

SD

H3

Mean

SD

Mean

H4
SD

Mean

SD

< 60 million
60 - 99 million
100 - 149 million
150 - 199 million
> 200 million

276
68
27
18
8

3.80
3.93
3.96
3.67
3.63

1.452
1.459
1.315
1.609
1.408

3.68
3.90
4.04
4.22
5.00

1.416
1.478
1.224
1.555
1.773

3.83
3.94
4.22
3.50
4.75

1.409
1.381
1.553
1.724
1.488

3.91
3.84
4.07
3.72
4.50

1.391
1.300
1.328
1.526
1.927

Total

397

3.82

1.446

3.80

1.439

3.88

1.435

3.91

1.386

Reflective indicators of perceived behavioural control over tax
underreporting (PBC)  continued
Income level (IDR)

< 60 million
60 - 99 million
100 - 149 million
150 - 199 million
> 200 million
Total

N

H5

H6

H7R

H8

Mean

SD

Mean

SD

Mean

SD

Mean

SD

276
68
27
18
8

3.73
4.06
3.93
3.33
3.88

1.378
1.455
1.385
1.372
1.642

3.74
4.19
4.19
3.67
4.13

1.400
1.557
1.688
1.495
1.458

3.73
3.78
4.04
3.72
4.13

1.338
1.444
1.480
1.406
1.642

3.82
3.90
3.78
3.06
4.13

1.471
1.340
1.577
1.474
1.808

397

3.79

1.399

3.85

1.459

3.77

1.372

3.80

1.466

Source: Calculated from survey data.

Table F.1: Perceived behavioural control over tax underreporting by income level
A separate ANOVA was conducted for each dependent variable of PBC, with each ANOVA
evaluated at an α level of 0.025. There was no evidence of significant difference between
income levels and any of indicators of PBC under consideration.

G. The influence of employment status on the adopted TPB constructs
(SQ12)
The influence of employment status on perceived behavioural control over tax
underreporting
Based on the analysis of the observations presented in Table G.1, a statistically significant
difference between self-employed and employed PITs was evident when considered
jointly on the dependent variables of PBC (Wilk’s Ʌ = 0.584, F(8, 388) = 34.49, p = 0.00,
partial ƞ2 = 0.42), with self-employed (M = 4.56) scoring higher than employed PITs (M =
3.12). This difference was tested for statistical significance using p-value equal to 0.05. As
the p-value value was 0.00, the null hypothesis was rejected.
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Reflective indicators of perceived behavioural control over tax
underreporting (PBC)
Occupation

N

H1

H2

H3

H4

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Self-employed
Employed

196
201

4.54
3.13

1.242
1.286

4.47
3.14

1.287
1.269

4.63
3.15

1.256
1.209

4.64
3.20

1.161
1.210

Total

397

3.82

1.446

3.80

1.439

3.88

1.435

3.91

1.386

Reflective indicators of perceived behavioural control over tax
underreporting (PBC)  continued
Occupation

N

H5

H6

H7R

H8

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Self-employed
Employed

196
201

4.49
3.09

1.217
1.207

4.62
3.11

1.257
1.244

4.52
3.03

1.139
1.166

4.55
3.07

1.274
1.259

Total

397

3.79

1.399

3.85

1.459

3.77

1.372

3.80

1.466

Source: Calculated from survey data.

Table G.1: Perceived behavioural control over tax underreporting by employment
status
A separate ANOVA was conducted for each dependent variable of PBC, with each ANOVA
evaluated at an α level of 0.025. There was a significant difference between self-employed
and employed PIT, and all indicators of PBC, with H1 (F(1, 395) = 122.79, p = 0.00, partial
ƞ2 = 0.246), H2 (F(1, 395) = 107.53, p = 0.00, partial ƞ2 = 0.21), H3 (F(1, 395) = 141.80, p = 0.00,
partial ƞ2 = 0.26), H4 (F(1, 395) = 146.06, p = 0.00, partial ƞ2 = 0.27), H5 (F(1, 395) = 132.48,
p = 0.00, partial ƞ2 = 0.25), H6 (F(1, 395) = 144.24, p = 0.00, partial ƞ2 = 0.27), H7R (F(1, 395)
= 165.96, p = 0.00, partial ƞ2 = 0.30), and H8 (F(1, 395) = 135.778, p = 0.00, partial ƞ2 = 0.26).
The influence of employment status on intention to report actual income.
Based on the analysis of the observations presented in Table G.2, a statistically significant
difference between self-employed and employed PITs was evident when considered
jointly on the dependent variables of ITC (Wilk’s Ʌ = 0.958, F(4, 392) = 4.278, p = 0.00,
partial ƞ2 = 0.04), with self-employed PITs (M = 3.57) scoring lower than employed PITs
(M = 4.02). This difference was tested for statistical significance using p-value equal to
0.05. As the p-value value was 0.00, the null hypothesis was rejected.
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Reflective indicators of intention to report actual income (ITC)
Occupation

N

I1

I2

I3

I4

Mean

SD

Mean

SD

Mean

SD

Mean

SD

Self-employed
Employed

196
201

3.46
3.69

1.612
1.542

3.45
4.15

1.854
1.808

3.67
3.98

1.567
1.629

3.68
4.28

1.678
1.713

Total

397

3.57

1.579

3.81

1.861

3.83

1.604

3.98

1.720

Source: Calculated from survey data.

Table G.2: Intention to report actual income by employment status
A separate ANOVA was conducted for each dependent variable of ITC, with each ANOVA
evaluated at an α level of 0.025. There was a significant difference between self-employed
and employed PIT, and two indicators of ITC, with I2 (F(1, 395) = 14.31, p = 0.00, partial ƞ2
= 0.04) and I4 (F(1, 395) = 12.64, p = 0.00, partial ƞ2 = 0.03).
The influence of employment status on the level of reported income.
Based on the analysis of the observations presented in Table G.3, a statistically significant
difference between self-employed and employed PITs was evident when considered
jointly on the dependent variables of TCB (Wilk’s Ʌ = 0.473, F(2, 220) = 122.49, p = 0.00,
partial ƞ2 = 0.27), with self-employed PITs (M = 4.37) scoring higher than employed PITs
(M = 1.62). This difference was tested for statistical significance using p-value equal to
0.05. As the p-value value was 0.00, the null hypothesis was rejected.
Reflective indicators of level of reported income (TCB)
Occupation

N

J1

J2

Mean

SD

Mean

SD

Self-employed
Employed

189
34

4.14
2.24

1.331
0.699

4.61
1.00

1.339
0.000

Total

223

3.85

1.430

4.06

1.791

Source: Calculated from survey data.

Table G.3: Level of reported income by employment status
A separate ANOVA was conducted for each dependent variable of TCB, with each ANOVA
evaluated at an α level of 0.025. There was a significant difference between self-employed
and employed PITs, and all indicators of TCB, with J1 (F(1, 221) = 66.35, p = 0.00, partial ƞ2
= 0.23) and J2 (F(1, 221) = 246.04, p = 0.00, partial ƞ2 = 0.53).
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APPENDIX E
Loading factor tests

Latent
variables

PGC

GCO

PCO

GTC

PTC

Indicators

Model A-full

Loading

p-value

p-value

0.68
0.67
0.59
0.65
0.72

***
***
***
***
***

B1
B2
B3R
B4
B5

0.70
0.55
0.60
0.54
0.60

***
***
***
***
***

C1
C2
C3R
C4
C5

0.54
0.64
0.56
0.52
0.56

***
***
***
***
***

Model C-full
Loading

p-value

D1
D2
D3R
D4
D5

0.76
0.75
0.74
0.75
0.71

***
***
***
***
***

E1
E2
E3R
E4
E5

0.76
0.60
0.67
0.70
0.66

***
***
***
***
***

A1
A2
A3R
A4
A5

Loading

Model B-full

Source: Calculated from survey data.

Table 1: Factor loadings of five variables of perceptions of corruption: Full models
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Latent
variables

GCO

GTC

PTC

Model A-partial
Loading

p-value

0.74
0.73
0.64
0.71
0.76

***
***
***
***
***

Model B-partial
Loading

p-value

B1
B2
B3R
B4
B5

0.72
0.63
0.68
0.65
0.67

***
***
***
***
***

C1
C2
C3R
C4
C5

0.63
0.68
0.66
0.63
0.64

***
***
***
***
***

Model C-partial
Loading

p-value

D1
D2
D3R
D4
D5

0.71
0.74
0.76
0.69
0.71

***
***
***
***
***

E1
E2
E3R
E4
E5

0.70
0.66
0.65
0.77
0.70

***
***
***
***
***

A1
A2
A3R
A4
A5

PGC

PCO

Indicators

Source: Calculated from survey data.

Table 2: Factor loadings of five variables of perceptions of corruption: Partial models
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Latent
variables

ATB

SNO

PBC

ITC

TCB

Indicators

Model A, B, & C-full

Model A, B, & C-partial

Loading

p-value

Loading

p-value

F1
F2
F3
F4R
F5
F6
F7R
F8
F9R

0.58
0.67
0.52
0.62
0.63
0.61
0.62
0.62
0.63

***
***
***
***
***
***
***
***
***

0.67
0.63
0.57
0.66
0.62
0.63
0.69
0.57
0.63

***
***
***
***
***
***
***
***
***

G1R
G2
G3R
G4
G5
G6
G7
G8

0.68
0.41
0.65
0.63
0.60
0.62
0.58
0.54

***
***
***
***
***
***
***
***

0.75
0.55
0.67
0.66
0.60
0.60
0.70
0.58

***
***
***
***
***
***
***
***

H1
H2
H3
H4
H5
H6
H7R
H8

0.57
0.32
0.57
0.69
0.63
0.60
0.62
0.58

***
***
***
***
***
***
***
***

0.72
0.64
0.73
0.82
0.78
0.77
0.81
0.75

***
***
***
***
***
***
***
***

I1
I2
I3
I4

0.63
0.73
0.68
0.71

***
***
***
***

0.66
0.83
0.71
0.83

***
***
***
***

J1
J2

0.82
0.79

***
***

Source: Calculated from survey data.

Table 3: Factor loadings of five variables of the TPB: Full and partial models
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APPENDIX F
Composite reliability of constructs

A. Perceptions of general corruption (PGC)

Item
A1
A2
A3R
A4
A5

Composite reliability of full models
Loading
CR
2
1 – 2
()
0.68
0.46
0.54
0.67
0.45
0.55
0.59
0.35
0.65
0.80
0.65
0.42
0.58
0.72
0.52
0.48
3.31
2.80

Composite reliability of partial models
Loading
CR
2
1 – 2
()
0.74
0.55
0.45
0.73
0.53
0.47
0.64
0.41
0.59
0.84
0.71
0.50
0.50
0.76
0.58
0.42
3.58
2.43

B. Perceptions of grand corruption (GCO)
Item
B1
B2
B3R
B4
B5

Composite reliability of full models
Loading
CR
2
1 – 2
()
0.70
0.49
0.51
0.55
0.30
0.70
0.60
0.36
0.64
0.74
0.54
0.29
0.71
0.60
0.36
0.64
2.99
3.20

Composite reliability of partial models
Loading
CR
2
1 – 2
()
0.72
0.52
0.48
0.63
0.40
0.60
0.68
0.46
0.54
0.80
0.65
0.42
0.58
0.67
0.45
0.55
3.35
2.75

C. Perceptions of petty corruption (PCO)
Item
C1
C2
C3R
C4
C5

Composite reliability of full models
Loading
CR
2
1 – 2
()
0.54
0.29
0.71
0.60
0.36
0.64
0.56
0.31
0.69
0.70
0.52
0.27
0.73
0.59
0.35
0.65
2.81
3.42

Composite reliability of partial models
Loading
CR
2
1 – 2
()
0.63
0.40
0.60
0.68
0.46
0.54
0.66
0.44
0.56
0.78
0.63
0.40
0.60
0.64
0.41
0.59
3.24
2.90
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D. Perceptions of grand tax-corruption (GTC)
Item
D1
D2
D3R
D4
D5

Composite reliability of full models
Loading
CR
2
1 – 2
()
0.76
0.58
0.42
0.75
0.56
0.44
0.74
0.55
0.45
0.86
0.75
0.56
0.44
0.71
0.50
0.50
3.71
2.25

Composite reliability of partial models
Loading
CR
2
1 – 2
()
0.71
0.50
0.50
0.74
0.55
0.45
0.76
0.58
0.42
0.85
0.69
0.48
0.52
0.71
0.50
0.50
3.61
2.39

E. Perceptions of petty tax-corruption (PTC)
Item
E1
E2
E3R
E4
E5

Composite reliability of full models
Loading
CR
2
1 – 2
()
0.76
0.58
0.42
0.60
0.36
0.64
0.67
0.45
0.55
0.81
0.70
0.49
0.51
0.66
0.44
0.56
3.39
2.69

Composite reliability of partial models
Loading
CR
2
1 – 2
()
0.70
0.49
0.51
0.66
0.44
0.56
0.65
0.42
0.58
0.82
0.77
0.59
0.41
0.70
0.49
0.51
3.48
2.57

F. Attitudes towards tax underreporting (ATB)
Item
F1
F2
F3
F4R
F5
F6
F7R
F8
F9R

Composite reliability of full models
Loading
CR
2
1 – 2
()
0.58
0.34
0.66
0.67
0.45
0.55
0.52
0.27
0.73
0.62
0.38
0.62
0.63
0.40
0.60
0.84
0.61
0.37
0.63
0.62
0.38
0.62
0.62
0.38
0.62
0.63
0.40
0.60
5.50
5.63

Composite reliability of partial models
Loading
CR
2
1 – 2
()
0.67
0.45
0.55
0.63
0.40
0.60
0.57
0.32
0.68
0.66
0.44
0.56
0.62
0.38
0.62
0.86
0.63
0.40
0.60
0.69
0.48
0.52
0.57
0.32
0.68
0.63
0.40
0.60
5.67
5.41
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G. Subjective norms towards tax underreporting (SNO)
Item
G1R
G2
G3R
G4
G5
G6
G7
G8

Composite reliability of full models
Loading
CR
2
1 – 2
()
0.68
0.46
0.54
0.65
0.42
0.58
0.63
0.40
0.60
0.60
0.36
0.64
0.81
0.62
0.38
0.62
0.58
0.34
0.66
0.54
0.29
0.71
4.30
4.35

Composite reliability of partial models
Loading
CR
2
1 – 2
()
0.75
0.56
0.44
0.55
0.30
0.70
0.67
0.45
0.55
0.66
0.44
0.56
0.60
0.36
0.64
0.85
0.60
0.36
0.64
0.70
0.49
0.51
0.58
0.34
0.66
5.11
4.70

H. Perceived behavioural control over tax underreporting (PBC)
Item
H1
H2
H3
H4
H5
H6
H7R
H8

Composite reliability of full models
Loading
CR
2
1 – 2
()
0.57
0.32
0.68
0.57
0.32
0.68
0.69
0.48
0.52
0.63
0.40
0.60
0.80
0.60
0.36
0.64
0.62
0.38
0.62
0.58
0.34
0.66
4.26
4.40

Composite reliability of partial models
Loading
CR
2
1 – 2
()
0.72
0.52
0.48
0.64
0.41
0.59
0.73
0.53
0.47
0.82
0.67
0.33
0.78
0.61
0.39
0.91
0.77
0.59
0.41
0.81
0.66
0.34
0.75
0.56
0.44
6.02
3.45

I. Intention to report actual income (ITC)
Item
I1
I2
I3
I4

Composite reliability of full models
Loading
CR
2
1 – 2
()
0.73
0.53
0.47
0.68
0.46
0.54
0.80
0.71
0.50
0.50
0.71
0.50
0.50
2.83
2.00

Composite reliability of partial models
Loading
CR
2
1 – 2
()
0.66
0.44
0.56
0.83
0.69
0.31
0.85
0.71
0.50
0.50
0.83
0.69
0.31
3.03
1.68

J. Levels of reported income (TCB)
Item
J1
J2

Composite reliability of full models
Loading
CR
2
1 – 2
()
0.82
0.67
0.33
0.79
0.79
0.62
0.38
1.61
0.70

Composite reliability of partial models
Loading
CR
2
1 – 2
()
-

Source: Calculated from survey data.
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APPENDIX G
Discriminant validity of constructs

Table 1: Composite reliability, average variance extracted (AVE) and square root of AVE of
constructs employed in full models
𝑛

Constructs

𝑛

[∑ 𝑖 ]

[∑ 𝑖 ]

𝑛

𝑛

2

CR

∑ 𝑖 2

AVE

√AVE

2.20
1.80

0.44
0.36

0.66
0.60

0.70

1.58

0.32

0.56

13.76

0.86

2.75

0.55

0.74

2.69

11.49

0.81

2.31

0.46

0.68

[∑ 𝑖 ]

𝑖=1

𝑖=1

𝑖=1

𝑖=1

PGC
GCO

3.31
2.99

2.80
3.20

10.96
8.94

0.80
0.74

PCO

2.81

3.42

7.90

GTC

3.71

2.25

PTC

3.39

ATB

5.50

5.63

30.25

0.84

3.37

0.37

0.61

SNO

4.30

4.35

18.49

0.81

2.65

0.38

0.62

PBC

4.26

4.40

18.15

0.80

2.60

0.37

0.61

ITC

2.83

2.00

8.01

0.80

2.00

0.50

0.71

TCB

1.61

0.70

2.59

0.79

1.30

0.65

0.81

Source: Calculated from survey data.

Table 2: Composite reliability, average variance extracted (AVE) and square root of AVE of
constructs employed in partial models
𝑛

Constructs

𝑛

[∑ 𝑖 ]

[∑ 𝑖 ]

𝑛

𝑛

2

CR

∑ 𝑖 2

AVE

√AVE

2.57
2.25

0.51
0.45

0.72
0.67

0.78

2.10

0.42

0.65

0.85

2.61

0.52

0.72

12.11

0.82

2.43

0.49

0.70

5.41

32.15

0.86

3.59

0.40

0.63

5.11

4.70

26.11

0.85

3.30

0.41

0.64

6.02

3.45

36.24

0.91

4.55

0.57

0.75

3.03

1.68

9.18

0.85

2.32

0.58

0.76

[∑ 𝑖 ]

𝑖=1

𝑖=1

𝑖=1

𝑖=1

PGC
GCO

3.58
3.35

2.43
2.75

12.82
11.22

0.84
0.80

PCO

3.24

2.90

10.50

GTC

3.61

2.39

13.03

PTC

3.48

2.57

ATB

5.67

SNO
PBC
ITC

Source: Calculated from survey data.
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APPENDIX H
Analytic Hierarchy Process (AHP) for policy implications
Table 1: The relative importance and priorities of objectives with respect to goal
Rating scale: 1 = equal; 3 = moderate; 5 = strong; 7 = very strong; 9 = extreme
1. Comparison of the relative importance with respect to goal: minimising intentional underreporting behavior
 Score 

No

Criteria

1

(I) Minimising
negative
attitudes

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

(I) Minimising
negative
attitudes

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

(II) Increasing
subjective
norms

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

2

3

Criteria
(II) Increasing
subjective
norms
(III) Low
opportunity
for under
reporting
(III) Low
opportunity
for under
reporting

Table 2: The relative importance and priorities of alternatives with respect to objective 1
Rating scale: 1 = equal; 3 = moderate; 5 = strong; 7 = very strong; 9 = extreme
2-I. Comparison of the relative importance with respect to minimising taxpayers’ negative attitudes towards fully reporting income tax
No
1

2

3

 Score 

Approach

Approach

(A)
Norm-based
intervention

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

(B)
Concentrated
enforcement

(A)
Norm-based
intervention

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

(C)
Combination
of A and B

(B)
Concentrated
enforcement

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

(C)
Combination
of A and B
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Table 3: The relative importance and priorities of alternatives with respect to objective 2
Rating scale: 1 = equal; 3 = moderate; 5 = strong; 7 = very strong; 9 = extreme
2-II. Comparison of the relative importance with respect to increasing taxpayers’ subjective norms towards fully reporting income tax
No
1

2

3

 Score 

Approach

Approach

(A)
Norm-based
intervention

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

(B)
Concentrated
enforcement

(A)
Norm-based
intervention

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

(C)
Combination
of A and B

(B)
Concentrated
enforcement

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

(C)
Combination
of A and B

Table 4: The relative importance and priorities of alternatives with respect to objective 3
Rating scale: 1 = equal; 3 = moderate; 5 = strong; 7 = very strong; 9 = extreme
2-III. Comparison of the relative importance with respect to lowering taxpayers’ perceived behavioural control over tax underreporting
No
1

2

3

 Score 

Approach

Approach

(A)
Norm-based
intervention

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

(B)
Concentrated
enforcement

(A)
Norm-based
intervention

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

(C)
Combination
of A and B

(B)
Concentrated
enforcement

9

8

7

6

5

4

3

2

1

2

3

4

5

6

7

8

9

(C)
Combination
of A and B
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Figure 1: Summary of alternatives with respect to goal of minimising intentional
underreporting behaviour
Performance sensitivity of nodes

OBJECTIVES NAMES:
Minimising t
Increasing t
Low level of

: Minimising taxpayers’ negative attitudes towards fully reporting income tax
: Increasing taxpayers’ subjective norms towards fully reporting income tax
: Lowering taxpayers’ perceived behavioural control over tax underreporting

ALTERNATIVES NAMES:
A
B
C

Norm-based intervention approach
Concentrated enforcement approach
Combination of norm-based intervention and concentrated enforcement approaches
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