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Contextual Background 
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Corruption

▪ Definition: The 

abuse of public 

authority for private 

gain

▪ Difficult to measure: 

Largely based on 

perceptions

▪ Persistent and 

correlated with level 

of development
-2.0

-1.5

-1.0

-0.5

0.0

0.5

1.0

1.5

2.0

-2.0 -1.5 -1.0 -0.5 0.0 0.5 1.0 1.5 2.0

C
o
n

tr
o

l 
o

f 
c
o

rr
u

p
ti
o

n
 i
n
d

e
x
, 

2
0

1
7

Control of corruption index, 1996

r=0.91

(p-value=0.00)

Less corruption

Less 

corruption

Corruption in 2017 versus 1996

Sources: Worldwide Governance Indicators; IMF, WEO Database. 

Source: IMF (2019)



Source: Worldwide Governance Indicators, World Economic Outlook, and staff estimates.

Note: average government revenues as share of GDP for countries with the lowest levels of corruption (top 25% 

of the control of corruption) and highest levels of corruption (bottom 25%) for each group. It excludes oil exporters 

More Corruption, Less Government Revenues
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Source: World Economic Forum (2016)
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Insufficient capacity to innovate

Restrictive labor regulations

Crime and theft

Poor public health

Government instability

Foreign currency regulations

Complexity of tax regulations

Inadequately educated workforce

Tax rates

Poor work ethic in labour force

Policy instability

Inflation

Access to financing

Inadequate supply of infrastructure

Inefficient government bureaucracy

Corruption

Score

Problems for Conducting Business in Indonesia, 2016

Note: 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



Indonesia’s Low Tax Ratios, 2002 - 2016

0

5

10

15

20

25

2002 2005 2008 2011 2014

Tax revenue over time

Tax revenue Total general government revenue

% of GDP

Excluding tax 

amnesty revenue

Note: Data are for 2016. Data for Indonesia do not include social security contributions; those that 
would be classified as tax revenue are estimated to total less than 0.5% of GDP. Data for Indonesia for 
2016 include the effects of the tax amnesty, which added 0.8% of GDP to revenue.

Source: OECD (2018) 8



Room Exists to Boost Tax Revenues in Emerging 

Market and Developing Economies

Source: Gaspar and others (2019).

Note: AEs: advanced economies; EMMIEs: emerging market and middle-

income economies; LIDCs: low-income developing countries.

Source: IMF (2019) 9
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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 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.

Major Tax Reform Has Been Undertaken in Indonesia



Fiscal Costs of Corruption

Revenues 

✓ Corruption enhances tax evasion

▪ Tax laws

▪ Tax administration

▪ Undermines culture of tax 

compliance

✓ Management of Natural 

Resources

Expenditures

✓ Distorts budget decisions

✓ Implementation of policies

▪ Procurement/public 

investment

▪ Wages and pensions

✓ Extrabudgetary funds

✓ State-owned enterprises

Source: IMF (2019)
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But, How Do We Know Corruption 

Undermines Culture of 

Tax Compliance?
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Distinguishing Types of Corruption

5 types of 

perceived 

corruption

Levels of public officials 
involved

High Low

Types of public 
sectors involved

General 

Tax

Grand 
corruption

Petty 
corruption

Grand 
tax-corruption

Petty
tax-corruption

General 
corruption

Based on the actors and 

the sectors involved

Perception is ‘a belief or opinion, often held by 
many people and based on how things seem.’

Source: Rosid et al. (2018) 13



Defining Tax Compliance Behaviour

Tax compliance is an ex-post definition

Compliance behaviour 

outcome

Compliant

Non-compliant

Intention to 

comply

Compliant Non-compliant

Intentionally 
compliant

Unintentionally 
non-compliant

Unintentionally 
compliant

Intentionally non-
compliant

4 types of 

behaviour 

outcomes

Similar to the ‘intention-action divide’ phenomenon (World Bank, 2015)
14



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

Theoretical Lenses for Predicting 

(Non)Compliance Behaviour

15

Source: Rosid (2017)

Generic compliance models Behavioural intention models1 2



❑ Mixed-modes survey
❑ 12 tax offices across 4 regions
❑ 397 respondents (201 employed & 

196 self-employed taxpayers)

❑ In-depth interviews
❑ 9 participant (3 tax agents, 3 

taxpayers, 3 tax officers)

qual QUANT

Research Endeavour: Mixed Methodology—’qual→QUANT’

Source: Rosid et al. (2018) 16



What the Empirical Findings Suggest?
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Source: Rosid et al. (2016)

High Level of Perceived Corruption, 

Low Attitude towards Compliance

Thematic analysis of qualitative data 

18



Similar Level of Perceived Corruptions, 

Different Opportunities for Non-compliance

Mean comparison of the quantitative data (n=397)

Source: Rosid et al. (2016)

Note: 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. 
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Type of taxpayers

Q: ‘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)’

SD D sD N sA A SA Total

196 Self-employed PITs (SE) 2% 8% 21% 28% 23% 14% 5% 100%

201 Employed PITs (E) 2% 9% 6% 13% 6% 42% 20% 100%

397 Individuals Taxpayers 2% 8% 14% 20% 15% 28% 13% 100%

20

One of Influential Factors: Income Visibility

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

SA = strongly agree
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Higher Perceived Level of Corruption Causes Greater 

Likelihood of Intentional Underreporting

Taxpayers appear to be 

‘evasion-minded’ rather 

than ‘compliance-minded’

$

3 types of (perceived) 

corruption were 

significantly influential*

Most influential = grand corruption 

Model B

Grand corruption (GCO)

1

Model C

Grand tax corruption (GTC)

2

Model A

General corruption (PGC)

3

GCO →→ ITC = -0.167

GCO→→→TCB = -0.073

GTC→→ITC = -0.127

GTC→→→TCB = -0.071

GTC→→ITC = -0.142

GTC→→→TCB = -0.034

*) 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

Source: Rosid et al. (2016) 21



What to Do Next?
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A Strong Need to Understand the Operating Contexts

Influences on tax compliance outcomes

Revenue body’s actions

Audit

Education

Guidance

Processes

External factors

Economy

Social shift

Public perceptions

International changes

Media

Tax compliance 

outcomes

Revenue maximisation

Taxpayers comply 

voluntarily

Integrity of and confidence 

in tax administration of the 

tax system

Internal capabilities Operating context

Source: OECD (2014, p. 15)
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Corruption and Attitude Toward Tax Cheating

Note: Based on Latinobarómetro and Worldwide Governance Indicators data (1998 and 2004).

Source: IMF (2019)



Have decided not to 
comply

Factors influencing 
taxpayer behaviour

Attitude to compliance

Don't want to comply, but 
will if we pay attention

Try to but don't 
always succeed

Willing to do the 
right thing

Use the full force 
of the law

Compliance strategy

Deter by detection

Assist to 
comply

Make it easy

Taxpayer

Business Industry

Sociological Economic

Psychological
Strategies aim to 

create pressure down

Source: modified from OECD (2004, p. 41)

Operating context

Understanding A Spectrum of Taxpayer’s 

Attitude to Compliance
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The Relationship between Taxpayers’ Intention 

and Tax Authorities’ Capabilities

Note: For an illustration of one of administrative capabilities, 

according to LAKIN DJP 2018, audit coverage ratio (ACR) for 

individual taxpayers in Indonesia for 2016, 2017, and 2018 

were 0.36%, 0.45%, and 0.62% respectively (DJP, 2018)
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Compliance Risk Management (CRM)

Source: OECD (2010, p. 9).

Note: CRM has now a stronger focus on understanding and influencing taxpayer behaviour (Alink & Kommer, 2016)

Monitor 
performance 
against plan

Evaluate compliance 
outcomes:

 Registration

Filling

Reporting

Payment

Analyse compliance behaviour 
(causes, options for treatment)

Determine treatment strategies

Plan and implement strategies

Identify risks

Assess and prioritise risks

Operating context

27



Compliance Risk Management Process

Operating 
context

• High level of perceived corruption 
is an important external operating 
context

Risk 
identification

• Intentional underreporting 
behaviour is a critical 
compliance risk

Risk assessment 
and prioritisation

• The consequence is ‘high’ or ‘very 
high’.

• The likelihood is ‘almost certain’.

• Underreporting risk should be 
prioritised as either ‘high’ or 
‘severe’ risk. 

Compliance 
behaviour 
analysis

18%
Self-employed PITs 

correctly reported 

actual income

44%
Self-employed PITs 

underreported between 

50%-100% of their 

actual income

6.49
is a mean score for 

perceptions of grand 

corruption (out of 7)

28Source: Modified from Rosid et al. (2018)



a.What is occurring? → Intentional 

underreporting income is evident among 

Indonesian PITs.

b.Who is doing it? → Self-employed PITs appear 

to be more non-compliant simply because they 

have much higher perceived behavioural control 

over tax underreporting.

c.Why are they doing it? → Perceptions of grand 

corruption, grand tax-corruption and general 

corruption appear to be responsible for 

intentional tax underreporting behaviour.

Compliance Behaviour Analysis

Searching 

for causes

29Source: Rosid et al. (2018)



Policy Implications

A combined approach to address the adverse impact of perceptions of corruption 

upon intentional non-compliance behaviour: A tax authority perspective

         Norms-based intervention                           

                     approach

                                                                                        

                                                          Concentrated    

                                                   enforcement    

                                           approach         

GOAL
Minimised 
intentional 

underreporting 
behaviour

Low levels of taxpayers' 
perceived behavioural 

control over tax 
underreporting

Tax authority 
level

Higher 
governmental and 

political levels

Strong commitment of 
political leadership to 

eradicate current levels of 
corruption 

Strong support for the 
implementation of third-party 
information reporting regime 

Minimised taxpayers' 
negative attitudes towards 

correctly reporting 
income tax

Increased taxpayers' 
subjective norms towards 

correctly reporting 
income tax

Strong advertisement of 
fiscal exchange between 

government and taxpayers

Source: Rosid et al. (2018) 30



Concluding Remarks
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• Environmental scanning is crucial—This research shows that 

perceptions of certain forms of corruption can have a malign impact upon 

tax compliance through a variety of forces and relationships. 

• Empirically confirmed—The extent of high perceived levels of different 

forms of corruption and its impact upon intentional tax underreporting 

behaviour in Indonesia are confirmed in both qualitative and quantitative 

approaches.

• Systematic approach—Well-informed analysis and a whole-of-

government approach are needed to systematically address this endemic 

issue.

• Two complementing proposals—‘Norm-based intervention’ and 

‘segmented-enforcement’ approaches need to be considered in the context 

of the wider vision of achieving long terms goals, but with caution.

Conclusions

32Source: Summarised from Rosid et al. (2018)
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