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Abstract

This study is dedicated to examining tax compliance factors associated with trust in and power
of tax authorities, as suggested by the Slippery Slope Framework (SSF), drawing lessons from
a developing country. Two new tax compliance factors that have not previously been included
in the SSF – perception of corruption and perception of tax complexity – were added into the
model. Mixed methods research was used through conducting a survey of individual taxpayers,
and interviewing both individual taxpayers and tax officers in Jakarta, Indonesia. A partial least
squares regression method was used to analyse the survey data, while deductive and thematic
approaches were used to analyse the interview data.
The survey results confirmed that most tax compliance factors used in the model have
associations with either trust or power. The two new variables of perception of corruption and
perception of tax complexity were generally shown to have significant associations with either
trust or power. Perception of corruption and perception of tax complexity had significant and
negative associations with trust in tax authorities. On the other hand, perception of corruption
had positive and significant associations with the power of tax authorities. However, there was
no significant association between the perception of tax complexity and the power of tax
authorities.
The results also confirm that trust leads to voluntary compliance and voluntary compliance
positively affects overall tax compliance. However, the study failed to find evidence for the
relationship between power and enforced compliance, while enforced compliance was found
to negatively affect overall tax compliance. Meanwhile, the interview results provided a deeper
understanding of the perceptions of the tax compliance factors discussed and also enabled the
exploration of a different perspective on trust and power from the tax officers’ point of view.
iii

The interviews yielded many valuable findings to support and explain the survey results. Also,
other potential factors that might have associations with trust, power, and tax compliance, but
have not been discussed in the SSF, emerged during the interviews.
This study contributes to the literature as it is perhaps the first to elaborate in detail factors that
have associations with trust in and power of tax authorities. The addition of two new variables
(perception of corruption and perception of tax complexity) add to the robustness of the study.
This study is among only a few studies focused on the Slippery Slope Framework that use a
developing country, especially Indonesia, as the country of focus. In terms of contributions to
tax practices, this study may assist tax authorities in understanding factors that are believed to
increase their power as well as taxpayers’ trust in them. Also, findings suggest that tax
authorities need to be cautious in relation to several factors that may reduce this trust and
power. Knowing the factors affecting trust in and power of tax authorities is useful in designing
policies that accommodate taxpayers’ needs and in improving the performance of tax
authorities.
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Chapter 1. Introduction

1.1 Thesis Overview
Tax revenue is important for supporting the economy and for redistributing resources within a
country, therefore taxpayers’ compliance with participation in the tax system is crucial. In
practice, however, it is difficult to achieve maximum tax compliance among taxpayers.
Therefore, tax authorities all over the world have been struggling to find ideal methods to
improve compliance and reduce tax evasion.
Many studies have been conducted to provide tax authorities with techniques to enhance
compliance. Broadly, two main theoretical approaches for understanding tax compliance have
been suggested: an economic approach and a behavioural approach. The economic approach is
based on Expected Utility Theory and Deterrence Theory. Expected Utility Theory views
taxpayers as amoral utility maximisers who choose to evade tax when they get benefits that are
greater than the costs of evading tax (Allingham & Sandmo, 1972), while Deterrence Theory
suggests that taxpayers will comply more when there are threats of sanctions for noncompliance (Cuccia, 1994). An increase in penalties and the probability of detection will result
in fewer non-compliance cases (Pate & Hamilton, 1992). Within this framework, the tax rates,
the probability of detection and the penalty structure determine the monetary cost of
compliance, which in turn determines taxpayer compliance behaviour (Fischer, Wartick, &
Mark, 1992). On the other hand, the behavioural approach model suggests that taxpayer
compliance might be influenced by psychological factors, such as culture, institutional
influence, peer influence, ethics and tax morale. The model also covers a combination of
demographic and sociological factors such as age, gender, ethnicity, and education.
1

Moreover, tax literature suggests tax authorities should utilise a combination of these economic
and behavioural approaches in enhancing tax compliance (James & Alley, 2002; Alm &
Torgler, 2011). A compliance strategy based on enforcement may be a reasonable starting point
for increasing detection and punishment to make taxpayers aware that they are being watched
by the authorities. There is also a need to improve the strategy by developing a softer tax
administration approach, focusing on improving services towards taxpayers to make them feel
respected and heard. Lastly, a consistent and continuous service-oriented culture in tax
administration leads to trust in authorities (James & Alley, 2002).
Currently, the combined use of economic and behavioural approaches in understanding tax
compliance is further developed by acknowledgement of the tax climate existing in a society.
This new framework, called the Slippery Slope Framework (SSF), was introduced by Kirchler,
Hoelzl, and Wahl (2008). The framework proposes that trust in tax authorities is a significant
predictor of voluntary compliance, while the power of tax authorities leads to enforced tax
compliance. The framework also suggests that most economic factors, such as perceived tax
audit and tax penalties, measure the power of the tax authorities, while most behavioural or
psychological factors influence the taxpayers’ trust in tax authorities.
Most of the empirical studies related to the SSF focus more on trust and power and their
interactions with voluntary compliance and enforced compliance. Even though the SSF
mentions several tax compliance factors that have associations with trust and/or power, only a
limited number of empirical SSF studies elaborate on these factors. Moreover, none of these
limited studies comprehensively investigates the factors. Almost all of them pick up some
factors and then elaborate on their relationship with either trust or power. Therefore, this thesis
is dedicated to fully elaborating tax compliance factors which are believed to have a
relationship with trust and/or power because the literature on the SSF rarely discusses this issue,
2

despite its importance in helping tax authorities to determine which factors they should focus
on more to enhance tax compliance.
Indonesia, as one of the developing countries, is selected for this study because it still faces
major issues in tax compliance. Moreover, as reported by Transparency International (2017),
Indonesia is categorised as a developing country with a high level of corruption which hinders
Indonesia from improving the tax compliance level. There have been several studies about tax
compliance in Indonesia, but most of these have used a classical theory of tax compliance
(economic or behavioural approach) as their framework. This study fills an empirical gap for
the study of these issues in developing countries, by providing new insights in understanding
factors influencing tax compliance in Indonesia through using the SSF.
This study begins with a general overview of the thesis including problem statement, research
objectives, significance and contributions of the study, methodologies used, as well as the
scope, content, and structure of the study. This is followed by a brief discussion on the tax
system in Indonesia. This gives direction to a further discussion on relevant theories and
existing studies on tax compliance, particularly those that use the SSF. Focusing on elaborating
the assumptions underlying the SSF, the study provides a thorough explanation of the SSF
starting from its introduction, the development of the framework, the exploration of tax
compliance factors associated with the SSF, as well as empirical studies conducted using the
framework.
Mixed methods research is used in this study by conducting a survey of individual (both
employed and self-employed) taxpayers and interviewing both individual taxpayers and tax
officers in Jakarta, Indonesia. Jakarta is chosen as it is the capital city of Indonesia with more
than ten million people with different income levels, religion, ethnicity, and culture. The survey

3

was conducted from March to April 2017 by randomly selecting individual taxpayers when
they visited selected tax offices to lodge their tax return. The interview sample from the
taxpayer group was selected from survey respondents who expressed a willingness to be
involved more in the study and agreed to be interviewed. Purposive and snowball sampling
were used in selecting participants from the tax office to select information-rich participants
from whom important information about the research topic could be gained.
In total, twenty hypotheses are developed to answer the research questions and Partial Least
Squares software is used to analyse the data and test the hypotheses. The survey questionnaire
is intended to reveal the relationship of tax compliance factors to trust and/or power, as well as
the association of trust with voluntary compliance and power with enforced compliance, as
suggested by the SSF. On the other hand, the taxpayer interviews aimed at getting a deeper
understanding of their perceptions of tax compliance factors discussed in the SSF, while the
interviews with tax officers are intended to gain a different perspective on trust in and power
of the tax authority as well as to understand the background of policies adopted to enhance tax
compliance. In addition, interviews are also intended to capture new findings arising that may
be beyond the scope of the SSF assumptions.
The combination and integration of quantitative and qualitative approaches in this study reveal
three types of findings: convergent, complementary, and contradictory findings. As expected,
the interviews provide many valuable complementary findings to support and more deeply
explain the survey results. Some other interview results complement the survey findings. Still,
contradictory findings also arose during the integration of survey and interview results.
Moreover, several new issues about tax compliance arose during interviews. These results
should provide valuable information for tax authorities in further understanding compliant
behaviour amongst individual taxpayers and then in better regulating tax systems.
4

1.2 Problem Statement
Previous studies on tax compliance have used the SSF as a framework, but these have mostly
been conducted in developed countries: see, for example, Muehlbacher, Kirchler, and
Schwarzenberger (2011); Kastlunger, Lozza, Kirchler, and Shabmann (2013); and Kogler,
Muehlbacher, and Kirchler (2013). Only a few studies use developing countries as their
background; for example Mas'ud, Manaf, and Saad (2014) who employ the framework for
cross-country data analysis of 49 African countries and Gobena and Dijke (2016) for Ethiopia.
While the tax environment in many developing countries is different to that in developed
countries, it is interesting to investigate tax compliance using this framework in this context as
developing countries are believed to suffer from weak power of authority and low public trust
(Fjeldstad, 2013) as well as high levels of corruption (Newman, 2011), which lead to tax noncompliant behaviour. With less attention given to developing countries regarding their tax
compliance and their significantly different characteristics compared to developed countries, it
is worth conducting a further study on how trust in and power of tax authorities in developing
countries affects taxpayers’ compliant behaviour.
Moreover, existing SSF literature focuses more on the interaction between trust, power,
voluntary compliance, and enforced compliance. Despite the SSF theory mentioning some
factors that are associated with trust and power (such as perception of audit probabilities, tax
penalties, tax knowledge, attitudes, norms, and perception of fairness), only limited studies
make these factors the focus of attention (Kogler, Muehlbacher, & Kirchler, 2013; 2015;
Gobena & Dijke, 2016). Of these few studies, to this researcher’s knowledge, none of them
comprehensively elaborate tax compliance factors that are associated with trust and/or power.
They only consider some factors such as perception of fairness, tax penalty, and norms in
Kogler, Muehlbacher, and Kirchler (2013; 2015) or procedural fairness in Gobena and Dijke
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(2016) and then relate the factors to trust and/or power. Therefore, a comprehensive piece of
work elaborating these factors is crucial to empirically proving their relationship with trust
and/or power as proposed by the SSF theory.
Furthermore, two additional factors of tax compliance – perception of corruption and
perception of tax complexity – contribute to the robustness of the current study. The addition
of these two variables is considered important as the high level of corruption and tax
complexity are still crucial issues in Indonesia.
As a methodological contribution, the use of mixed methods enriches this study since most
previous SSF studies only use one approach in researching the topic, such as by survey or an
experiment. Integrating survey and interview in the current study is believed to provide deeper
and more comprehensive understanding of the discussed topic.
1.3 Research Objectives
Tax literature has discussed factors influencing compliant behaviour of taxpayers. Economic
and behavioural factors such as perception of audit probabilities, tax penalties, tax complexity,
fairness, norms, and attitudes are some of these factors. Lately, the SSF has been introduced to
integrate trust and power into understanding voluntary and enforced tax compliance and the
factors that are associated with trust and power. However, most SSF literature focuses more on
the interaction of trust, power, voluntary compliance, and enforced compliance with less
attention to elaborating factors associated with trust and/or power.
Therefore, this study attempts to enrich the literature in a developing country context by
elaborating tax compliance factors associated with trust and/or power in Indonesia. This study
is believed to be one of only a few such studies conducted in developing countries (for example,
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Mas'ud, Manaf, & Saad, 2014; Gobena & Dijke, 2016) and will perhaps be the first study in an
Indonesian context.
Taking individual taxpayers as its focus, the thesis explores in detail taxpayers’ compliance
behaviour. Unlike corporate taxpayers who generally have tax consultants to manage their tax
issues, individual taxpayers tend to handle their tax affairs by themselves in spite of limitations
in their tax knowledge. This situation leads to non-compliant behaviour, whether purposefully
or unintentionally. By knowing factors affecting individual taxpayers’ compliant behaviour,
the tax authority can design effective and efficient tools to enhance compliance.
In general, this study is aimed at understanding tax compliance factors associated with trust
and power, and how trust and power link to voluntary compliance and enforced compliance,
respectively. Therefore, there are four objectives of this study:
1. To examine tax compliance factors associated with trust in tax authorities;
2. To examine tax compliance factors associated with the power of tax authorities;
3. To examine the relationship between trust in and power of the tax authority, voluntary
compliance, and enforced compliance; and
4. To examine the relationship between voluntary compliance, enforced compliance and
overall tax compliance.
These four research objectives are further addressed in Chapter 4, which discusses the study’s
conceptual framework and the development of hypotheses to answer the research questions.
Based on the research objectives, the study’s research questions are listed below.
1. What are the tax compliance factors associated with trust in tax authorities?
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2. What are the tax compliance factors associated with power of tax authorities?
3. What are the associations between trust in and power of tax authorities, voluntary
compliance and enforced compliance?
4. What are the associations between voluntary compliance, enforced compliance, and
overall tax compliance?
1.4 Significance and Contributions of the Study
Tax administration, especially in countries implementing a Self-Assessment System (SAS),
requires high voluntary compliance from taxpayers. However, since the obligation to assess,
pay, and lodge a tax return relies on taxpayers, a high probability of non-compliant behaviour
occurs in the SAS system, either intentionally or purely unintentionally.
Much research has been conducted to find out what factors influence tax compliance
(Allingham & Sandmo, 1972; Clotfelter, 1983; Milliron, 1985; Jackson & Milliron, 1986; Pate
& Hamilton, 1992; Fischer, Wartick, & Mark, 1992; Cuccia, 1994). However, some of the
factors that have been studied show inconsistent results or mixed findings when looking at their
association with tax compliance.
Regarding the Slippery Slope Framework, most of the existing research has been conducted in
developed countries. Only a few researchers have carried out research based in developing
countries (such as in Mas'ud, Manaf, & Saad (2014) and Gobena & Dijke (2016)) although it
is believed that this group of countries suffer more from non-compliant behaviour.
Understanding these issues for developing countries is particularly important given the reliance
of these countries on tax revenue to finance their budget and reduce their dependency on donor
loans.
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Although there have been several studies about tax compliance in Indonesia (Mustikasari,
2007; Brondolo, Silvani, Borgne, & Bosch, 2008; Damayanti, 2012; Mukhlis, Utomo, &
Soesetyo, 2014), most of these have used classical theories of tax compliance (economic
approach or behavioural approach). Therefore, this study fills the empirical gap for the case of
developing countries, providing new insights in understanding factors influencing tax
compliance in Indonesia by integrating economic and behavioural approaches based on the
SSF.
Moreover, the fact that most developing countries, including Indonesia, face a low level of
public trust (Fjeldstad, 2013) and high rates of corruption (Newman, 2011) makes this study
crucial. Therefore, this study contributes to the academic literature on tax compliance and
provides information for tax administrations in developing countries about how to deal with
taxpayers’ non-compliant behaviour.
Based on these explanations, the significance and contributions of this study are described as
follows:
1. This study is believed to be one of a relatively limited number of studies on tax
compliance conducted in developing countries.
2. From looking at the limited research on tax compliance in developing countries, only a
few used the SSF as the framework. This study contributes to filling this gap and may
be the first study in an Indonesian context which uses the SSF as its framework.
3. Most of the existing empirical studies focus more on trust and power and their
interactions with voluntary compliance and enforced compliance. Only limited studies
pay attention to factors associated with trust and power. Moreover, none of these limited
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studies comprehensively investigate these factors. This study fills this gap by extending
the analysis of the SSF to investigate factors affecting trust and power.
4. By investigating two new variables which have not been included in the SSF framework
– perception of corruption and perception of tax complexity – and their correlations
with tax compliance, this study contributes to the robustness of the tax compliance
literature.
1.5 Research Methodology and Design
This study uses mixed methods. It is believed that the research questions in this thesis will be
better answered by using quantitative and qualitative methods together rather than using single
methods individually. The combination of positivism and constructivism as a research
framework is needed in this thesis because an empirical approach based in positivism helps to
investigate relationships between factors under study while a subjective approach emerging
from constructivism is used to gain deeper understanding of the subjects being studied. Mixed
methods research will be employed through concurrently conducting a survey (quantitative
approach) and semi-structured interviews (qualitative approach). A qualitative interview in
addition to questionnaires enriches and gives deeper meaning to quantitative results as well as
accommodating issues that are not covered in the quantitative approach. The qualitative
approach is also designed to complement the quantitative part of the thesis. Results from the
quantitative approach and qualitative approach are then integrated and triangulated in the
interpretation phase of the study.
A total of 500 printed questionnaires were distributed to randomly select individual taxpayers
in five tax office branches in Jakarta during March and April 2017. Previously, pretesting of
the questionnaire had been conducted by several taxation experts in Indonesia and research
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methodology experts in Australia and by another 30 individuals who were either Indonesian
postgraduate students or Indonesian taxpayers to test its validity and reliability.
The questionnaire has five sections. Section A consists of questions about the description of
the respondents’ compliant behaviour. Section B investigates respondents’ perceptions and
opinions on tax compliance factors. Section C focuses on respondents’ perceptions and
opinions of trust in and power of the tax authority. Section D investigates the perceptions and
opinions of voluntary and enforced tax compliance. And the last section, Section E, collects
data on respondents’ demographic background. A copy of the questionnaire is provided in
Appendix 3.
For the data analysis, Partial Least Squares Structural Equation Modelling (PLS-SEM) is used.
The conceptual framework of this study has interrelated variables for answering the research
questions, thus SEM is considered as the most appropriate method for data analysis because
SEM can examine the dependence relationship between variables simultaneously (Hair, Black,
Babin, & Anderson, 2014). Also, since this model combines factor analysis and multiple
regressions, the researcher can examine the relationship among variables and at the same time
reveal their effects on the dependent variable. Moreover, SEM enables dependent variables to
become independent variables in the next stage of the relationship (Hair, Black, Babin, &
Anderson, 2014).
Concurrently, the qualitative information was gathered through semi-structured interviews
with both taxpayers and tax officers. The objective of this stage was to obtain deeper insights
and to understand the views of the participants about the research topic and to complement the
quantitative findings of the thesis. The interviews with taxpayers were intended to obtain more
information on variables asked in the survey questionnaire as well as to explore reasons behind
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the perception that respondents have towards certain variables. Meanwhile, the interview with
tax officers was conducted to collect the perspective of tax officers on the variables being
studied and to provide a deeper understanding of the background of policies taken to improve
tax compliance.
This study adopts a triangulation technique, where the findings gained from each qualitative
and quantitative component are integrated and validated in the interpretation phase of the study.
The methodological triangulation adopted is QUAN+qual, where the research questions are
primarily answered with a quantitative approach while a qualitative approach is mainly
intended to support the quantitative findings, and both techniques are conducted
simultaneously. The detailed research methodology and design is explained further in Chapter
5 of this thesis.
1.6 Scope of the Study
This study aims to examine tax compliance factors that are believed to have associations with
trust and/or power. The study focuses on elaborating eight tax compliance factors (as suggested
by the SSF assumptions), namely perception of audit probabilities, tax penalties, tax
knowledge, attitudes, norms, distributive fairness, procedural fairness, and retributive fairness.
To increase the robustness of the study, two additional factors are considered: the perception
of corruption and the perception of tax complexity. These variables are then linked up with
trust in and power of tax authorities. Although the SSF literature captures the interaction
between trust and power, as well as voluntary and enforced compliance, this interplay is beyond
the scope of the study, and this interaction is not included so as to maintain the simplicity of
the model and keep the focus of the study.
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Survey respondents for the study are limited to both employed and self-employed individual
taxpayers located in Jakarta, the capital city of Indonesia, while participants involved in the
interview part of the study consist of both taxpayers and tax officers. To keep focusing on the
research objectives, the analysis of tax reform on the tax compliance is beyond the scope of
this research, although tax reforms are discussed in Chapter 2 of this thesis. This discussion of
reforms is solely intended to provide a brief description of efforts and policies implemented by
the Indonesian tax authority to enhance tax compliance.
1.7 Thesis Content and Structure
This chapter sets out the background and motivation for this thesis. Chapter 2 describes the tax
administration system in Indonesia, the history of the Directorate General of Taxes (DGT), its
function, the process of tax reform, and a brief explanation of personal income tax in Indonesia.
In Chapter 3, existing studies related to the objectives of the research are reviewed, including
the elaboration of determinants of tax compliance, the theoretical and empirical development
of the SSF, and the elaboration of factors associated with this framework. Based on this
literature review, a conceptual framework for the study is then developed in Chapter 4. This
chapter also provides hypotheses developed based on the conceptual framework.
The discussion in Chapter 5 then expands to the research design and methodology used in the
study. This chapter discusses the mixed use of quantitative and qualitative methods, the design
of the questionnaire and the interview, sample selection procedures and data collection
methods, as well as data analysis and measurement.
Next, Chapter 6 investigates patterns of tax compliance factors associated with trust in tax
authorities and/or power of tax authorities. Ten main factors of tax compliance are elaborated
on: perception of audit probabilities; tax penalties; tax knowledge; attitudes; norms;
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distributive fairness; procedural fairness; retributive fairness; perception of corruption; and
perception of tax complexity. Further, the chapter discusses the associations between trust and
voluntary compliance and power and enforced compliance, where voluntary and enforced
compliance are assumed to lead to overall tax compliance.
Chapter 7 discusses findings from the qualitative portion of the study. Here, interview findings
from both taxpayer participants and tax officer participants are presented. Next, the discussions
about the survey results (Chapter 6) and the interview results (Chapter 7) are combined and
integrated in Chapter 8. Using mixed methods, this study results in three types of findings,
namely convergent, complementary, and contradictory findings.
Finally, Chapter 9 contains conclusions, limitations, and policy implications. The results of
interviews of both taxpayers and tax officers as well as the taxpayer questionnaire leads to a
discussion on how to design effective and efficient strategies to strengthen tax administration,
increase public trust in tax authorities, improve the power of tax authorities, and, finally,
enhance compliant behaviour.
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Chapter 2. Tax Administration in Indonesia

2.1 Introduction
This chapter provides an overview of Indonesia as a country, and then discusses the structure
of the Directorate General of Taxes (DGT) within the Indonesian government. This discussion
is followed by a description of several tax administration reforms, including a recent tax
amnesty program and the enactment of a new law on financial information access for taxation
purposes. The chapter then provides a brief overview of personal income tax system in
Indonesia as the focus of this study is the individual taxpayers. The overview of tax
administration in Indonesia is believed to provide suitable context and background in terms of
the issue of tax compliance investigated in this thesis.
2.2 Overview of Indonesia
Indonesia consists of 34 provinces in Southeast Asia with an area of 1.90 million square
kilometres. It shares land borders with Malaysia, Papua New Guinea, and East Timor and
maritime borders with Singapore, Malaysia, Vietnam, the Philippines, Palau, and Australia.
With over 261 million people, Indonesia is the world's fourth most populous country as well
as the most populous Muslim-majority country. It consists of a multi-ethnic population, with
half of the country's population living in Java, one of the biggest islands in Indonesia, with the
remaining population spread across other large islands, including Sumatera, Borneo
(Kalimantan), Papua, and Sulawesi, and more than 13,000 other islands. The country officially
recognises six religions – Islam, Protestantism, Catholicism, Hinduism, Buddhism, and
Confucianism – although indigenous faith is also followed. Islam is the dominant religion in
the country with more than 87% of the population identifying as Muslim, followed by
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Protestantism, Catholicism, and other religions. Indonesia has hundreds of distinct ethnic and
linguistic groups: around 40% of Indonesians are Javanese, 15% are Sundanese, and the
remainder are from other ethnic groups.
Indonesia is formed in 1945 as a presidential democratic republic with a multi-party system.
As a presidential republic, the President, who is elected for a five-year term, acts as head of
state as well as head of government. The president, assisted by a vice president, runs the
government with help from his or her appointed ministers. One of the ministries that helps the
president is Ministry of Finance and tax administration is one of its responsibilities.
The institution that manages tax administration is one amongst several institutions that had
already existed in Indonesia before the independence era. First named Djawatan Padjak, the
institution’s name has altered several times and it has experienced several institutional changes.
In the current Indonesian government structure, taxation is administered by the Direktorat
Jenderal Pajak or the Directorate General of Taxes (DGT) which is under the Ministry of
Finance. As a tax authority, the DGT has several functions:


preparing and implementing tax policies;



preparing tax standards, procedures, and criteria;



providing technical guidance;



performing tax evaluation and reporting;



performing tax administration; and



performing other functions assigned by the Minister of Finance.

The DGT is responsible for administering central taxes such as income tax, Value Added Tax
(VAT), and stamp duties. Recently, tax revenue has made a significant contribution to state
revenue, and in 2017 it is expected to be more than 70% of the total state revenue (DGT,
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2017b). Nevertheless, tax compliance is still low as reflected in the low level of tax-to-GDP
ratio in Indonesia compared to other countries with similar stages of development (see Figure
2.4). Moreover, corruption is perceived to be pervasive and widespread in all sectors in society
(Newman, 2011) (see Figure 2.5). A high expectation of tax revenue and a low level of tax
compliance makes it important to study tax compliance in Indonesia.
2.3 The Directorate General of Taxes
Ministries in Indonesia have standardised units that consist of secretariats general as assisting
units, inspectorates general as supervisory units, and directorates general as units that
implement the function of the ministries (Rohdewohld, 1995). In conducting their functions,
the ministries are supported by several agencies. In addition, a number of experts are appointed
to provide input to the ministers. In some ministries with higher workloads, like the Ministry
of Finance, the minister is assisted by a deputy minister. The organisational structure of the
Ministry of Finance (MoF) can be seen in Figure 2.1.
Figure 2.1. Organisational Structure of the Ministry of Finance
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Figure 2.1 shows that the MoF is responsible for state revenue administration as well as state
spending administration. The Directorate General of Taxes (DGT) and the Directorate General
of Customs and Excise are the two institutions which function as state revenue administrators.
In addition to its function as a tax administrator, the DGT is also involved in aspects of tax
policy such as drafting tax regulations and analysing tax implementation.
Among the eleven institutions shown in Figure 2.1, the DGT is the largest in terms of number
of employees and branches in the Indonesian regions. At the end of 2016, the number of
employees working at DGT was 40,035 (DGT, 2016a). This is more than half of the total
number of MoF employees in 2016 which was 73,613 employees (MoF, 2016). Amongst those
employees, 4,901 were auditors, 4,889 managers ranged from high level managers to
operational managers, and the remaining group were other staff.
In conducting its functions, the DGT operates around 500 tax offices spread all over the
country. These include a headquarters, operational units, and technical implementation units.
The staff at the headquarters unit generally function as policy makers, analysts, technical
support staff, and facilitators (DGT, 2016b). Headquarters consists of a secretariat, 14
directorates, and four senior advisors. For technical operational functions in all regions, the
DGT has vertical units which consist of 33 regional tax offices, 341 tax offices, and 207 Tax
Services, Dissemination, and Consultation Offices (TSDCOs) (DGT, 2017b). Regional tax
offices are responsible for coordination, technical guidance, supervision, and evaluating the
performance of tax offices within their territory. A tax office, as a sub-branch of a regional tax
office, has responsibilities to educate, service, and supervise taxpayers in fulfilling their tax
obligation. Based on the size of the tax payment of taxpayers administered, there are three types
of tax office: Large Taxpayers Office (LTO); Medium Taxpayers Office (MTO); and Small
Taxpayers Office (STO). To reach taxpayers in remote areas, some of the tax office’s duties,
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such as tax education and consultation, tax potential observation, and tax mapping, are
conducted by Tax Services, Dissemination and Consultation Offices (TSDCOs). Currently,
some TSDCOs have been transformed into Micro Tax Offices where they have responsibilities
like a tax office, but without the authority to conduct a tax audit. Also, the DGT has five
technical implementation units. Four of these relate to tax data management and the other one
functions as an information and complaint management centre. Figure 2.2 below presents the
organisational structure of the DGT.
Figure 2.2. Organisational Structure of the DGT
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In 2016, the DGT managed around 36.45 million taxpayers. Of this number, 90.66% were
individual taxpayers, 8.01% were corporate taxpayers, and 1.33% were government treasurers
(DGT, 2016a), while in 2015 there were 33.34 million taxpayers managed by the DGT with a
similar proportional split between types of taxpayers (DGT, 2015). As shown above, individual
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taxpayers are the largest group of taxpayers listed at the DGT, however in terms of income tax
revenue, in 2016, individual taxpayers contributed only 21% while corporate taxpayers
contributed 35.10% of the total income tax revenue (MoF, 2016). While individual taxpayers
make a smaller contribution to the total tax revenue, they need more attention from the DGT
as there are ten times more of these types of taxpayers than corporate taxpayers. Because they
are the majority, higher voluntary compliance amongst individual taxpayers is likely to
promote higher overall compliance amongst all taxpayers.
2.4 Issues and Challenges of the Directorate General of Taxes
There has been an increasing number of taxpayers who are governed by the DGT, but this rapid
growth has unfortunately not been matched by a growth in the number of tax auditors. In 2016,
with around 36.45 million taxpayers and 4,901 tax auditors (DGT, 2016a), the ratio between
taxpayers registered per tax auditor in DGT was 7437:1 which far exceeds the international
ideal ratio, suggested by Mendel and Bevacqua (2010), of 411 taxpayers per tax auditor.
Another ratio that can be used to measure the coverage of tax audit is the Audit Coverage Ratio
(ACR). ACR is used to identify the probability of a taxpayer being audited. The ACR is based
on the proportion of taxpayers audited out of all taxpayers who have to lodge a tax return. In
2017, the ACR in DGT was 0.45% for individual taxpayers and 2.88% for corporate taxpayers
(DGT, 2017b). This means that there is 0.45% chance of an individual taxpayer (or 2.88% for
a corporate taxpayer) being audited by the DGT. This indicates that the probability of being
audited is very low, leading to a high probability of taxpayers cheating in paying tax without
being caught. This also indicates the need for DGT to increase the number of its staff to
optimally perform its functions.
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The DGT is also considered an important institution in Indonesia as it is responsible for
collecting the largest part of state revenue. Based on the level of government that is responsible
for collecting taxes, there are two types of tax in Indonesia: central tax and local tax. Central
tax is administered by the central government while local tax is managed by the local
government. As a unit in central government, the DGT administers central tax collection, and
in 2017 this tax revenue was expected to be more than 70% of the total state revenue (DGT,
2017b). Moreover, Financial Notes from the MoF (2016) show that tax contributions to state
revenue has been increasing while revenue from non-tax resources contributes a constant share
to state revenue (see Figure 2.3). This indicates that taxation plays a significant contribution in
maintaining national economic stability.
Figure 2.3. Tax Revenues 2002–2017
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Nevertheless, even though central tax revenue collected by the DGT shows a consistent
increase, the tax-to-GDP ratio in Indonesia is relatively unchanged and remains lower
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compared to other emerging countries and Australia. In 2015, the tax ratio in Indonesia (11.8%)
was lower compared with other developing countries in Asia (for example, 15.3% in Malaysia
and 17% in the Philippines), and far behind developed countries like South Korea with a tax
ratio of 25.3% or Australia at 28.2% (OECD, 2018b). The comparison of the tax ratio in
Indonesia with selected other countries can be seen in Figure 2.4.
Figure 2.4. Tax-to-GDP Ratio of Selected Countries
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Transparency International scores countries in the world to measure the level of perception of
corruption in a particular country. In 2017, on a scale from 0 (highly corrupt) to 100 (very
clean), Indonesia had a score of 37, with countries scoring less than 50 being categorised as
countries with serious corruption problems (Transparency International, 2017). Based on this
score, Transparency International ranked Indonesia at 96 out of 180 countries (countries with
a higher rank were perceived as more corrupt countries). New Zealand ranked at the top (the
least corrupt country) while Somalia stood at the lowest rank, regarded as the country with the
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most perceived corruption (Transparency International, 2017). Even though Indonesia’s
position has improved compared to its position in 2012, when it stood at rank 118 out of 174
countries with a score of 32 (Transparency International, 2012), Indonesia is still situated as a
‘red corruption’ level country, indicating that Indonesia is still perceived as a corrupt country.
Moreover, in terms of public perception, corruption in Indonesia has been integrated into
everyday activity, ranging from small amounts of tips to billions of rupiah graft (Newman,
2011). Figure 2.5 depicts Indonesia’s Corruption Perception Index (CPI) score compared to
other developed and developing countries in the latest comparable available data. For this
indicator, a higher score shows lower levels of perception of corruption.
Figure 2.5. Corruption Perception Index (CPI) Score of Selected Countries
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Note: Higher scores show lower levels of perception of corruption.

Given these significant concerns about corruption levels, to enhance compliance amongst
taxpayers, the DGT has set up several strategic targets. However, administrative compliance is
still the only tool used for measuring compliance. In 2017, for example, two administrative
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indicators were used in measuring tax compliance; these are the percentage of formal
compliance in lodging tax returns and the increase in the percentage of taxpayers who pay tax.
Some efforts are aimed at enhancing the compliance ratio in lodging a tax return, such as
providing coordination and tax knowledge information to certain taxpayer groups, and
mapping and issuing tax notices to non-filer taxpayers (taxpayers who failed to lodge their tax
return). Meanwhile, some steps have been taken to increase taxpayers’ compliance in paying
tax, for example developing a database, monitoring taxable businesses, enhancing formal
compliance, improving substantive compliance amongst self-employed taxpayers by utilising
internal and external data, and focusing on the largest-contribution taxpayers (DGT, 2017b).
2.5 Tax Administrative Reform
Indonesia has experienced several reforms in its tax system. In the 1980s, Indonesia drastically
changed the tax system from an official-assessment system into a Self-Assessment System
(SAS). Nevertheless, tax compliance levels seemed to remain low. Therefore, since then, the
government has continued implementing reforms and improvements in the tax system. This
subsection discusses Indonesian tax reforms that have attempted to increase tax compliance.
2.5.1 The 1983 Tax Reform
The most radical tax reform conducted in Indonesia occurred in 1983. The main purpose of the
reform was to increase non-oil tax revenue as well as ‘to streamline the tax laws and to improve
service and efficiency in tax administration’ (Heij, 2001, p. 235). Also, the reform was
conducted with the intention ‘to change the colonial inheritance ordinances, to have more
people participation, to have a good distribution of income, and to promote a self-reliant state
budget’ (Rizal, 2011, p. 417). In this first reform, an essential change was applied in the
Indonesian tax system by replacing the Official-Assessment System (OAS) with a Self24

Assessment System (SAS). In OAS, the obligation to calculate taxes owed by taxpayers lies
with the tax officer, while in the SAS, taxpayers calculate their income, calculate and pay taxes
owed, and lodge their own tax return. Therefore, voluntary compliance amongst taxpayers is
needed. To accommodate the reform, several tax laws were enacted during the period 1983–
1985. Several reforms occurred after this time, but these later reforms were mostly intended to
accommodate economic environment changes and to bring tax regulations more in line with
accounting practices. The 1983 Indonesia tax reform was considered a successful tax reform
as it was well planned, comprehensive, and had systematic steps (Bird, 2004). Several measures
indicate this success. First, although assisted by foreign expertise, the reform was initiated and
conducted by an Indonesian institution, in this case the Ministry of Finance, supported by a
group of experienced and dedicated officials. Second, around two years was dedicated to plan,
prepare, design policies, and draft implementation regulations for the reform. Third, the reform
was regarded as comprehensive as it covered most revenue sources with the intention to
improve the tax structure, tax administration, and tax compliance. Fourth, although tax laws
related to the reform were enacted at slightly different times, the reform was planned and
intended as a whole package which included the reform in tax procedures and all types of tax.
Finally, a considerable amount of money was spent to upgrade, among other things, human
resources and information technology in the tax authority in order to run the reform (Bird,
2004).
2.5.2 The 2000s Tax Reform
While it was regarded as successful, the 1980s reform is believed to have been unable to
eliminate corruption in the DGT or to increase public trust in the institution, as it disregarded
good governance practices (Rizal, 2011). Therefore, another substantial tax reform was
conducted in 2000 and 2001. This reform encouraged good governance by making procedures
25

more transparent, systems more accountable, and encouraging higher integrity amongst tax
officers (Rizal, 2011). Therefore, this reform was aimed at increasing public trust in the DGT,
to encourage more productive tax officers, and to get higher tax compliance.
At least three factors were believed to have triggered this tax reform, namely the macro-fiscal
situation, the structure of the tax regime, and the weak state of the DGT’s operations (Brondolo,
Silvani, Borgne, & Bosch, 2008). In terms of the macro-fiscal situation, Indonesia faced a deep
economic recession caused by the 1997 Asian financial crisis. Strongly impacted, the
Indonesian Government attempted to find a more stable source of state revenue, and revenue
from taxation seemed to be the answer. Meanwhile, the structure of the tax regime itself was
believed to be complex and contained unnecessary features which complicated tax
administration (Brondolo, Silvani, Borgne, & Bosch, 2008). Moreover, the low level of the tax
ratio in Indonesia indicated a high rate of non-compliance. Thus, to attract people into the tax
system, simplification and reform in tax administration was needed. However, to encourage
people to participate in paying tax, the tax institution needs to be a legitimate authority and
have strong and sound power. Despite having formal power as stated by tax laws, the DGT had
several weaknesses in its implementation of these laws, such as a lack of professional staff,
poor service towards taxpayers, unprofessional auditors, and obsolete information and
communication technology. These resulted in lost tax potential due to non-compliance issues
(Brondolo, Silvani, Borgne, & Bosch, 2008). Therefore, to overcome these weaknesses, a
comprehensive tax reform was crucial.
The 2000 reform covered four dimensions: organisational restructuring; business process
improvement;

human

resource

management

development;

and

good

governance

implementation (DGT, 2007). In organisational restructuring, the most significant reform was
the shift in organisational structure from a tax-based organisational structure to a functionally
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based one (DGT, 2007). Previously, staff in the DGT were grouped based on the tax
management they were responsible for, such as personal income tax, corporate income tax,
withholding tax, or indirect tax. To increase productivity and professionalism among staff, they
were then grouped in function-based structures such as taxpayers’ services, audit, or
collections. In this reform, three types of operational tax office – the Tax Service Office, the
Land and Building Tax Office, and the Tax Audit and Investigation Office – were merged into
one modern tax office. Moreover, modern tax offices were then segmented into the Large
Taxpayers Office (LTO), Medium Taxpayers Office (MTO) and Small Taxpayers Office
(STO) based on the size of tax payments. This segmentation is based on the fact that different
groups of taxpayers need different services and pose different risks of non-compliance (Rizal,
2011). Nonetheless, because of some limitations, including funding, human resources, and
infrastructure, the implementation of the modern tax office was conducted in phases, starting
in 2002 by establishing a Regional Tax Office for large taxpayers and two Large Taxpayers
Offices (LTOs). In the last phase in 2008, modern tax offices were implemented in all tax
offices in Indonesia (DGT, 2007). Moreover, to get closer to taxpayers, special tax officers
called Account Representatives (ARs) were appointed in the new Tax Office to serve, monitor,
and evaluate taxpayers. Each AR is responsible for a certain number of taxpayers. The AR
functions are to maintain profiles and data of taxpayers, provide ruling and counselling
services, monitor taxpayers’ compliance, monitor tax revenue collection, and process tax
refund claims (Rizal, 2011).
To reduce tax complexity, a reform in business processes can play a crucial part. Full
automation using communication and information technology (CIT) is expected to lead to an
efficient and effective business process. In addition, sufficient CIT promotes transparency and
mitigates the probability of misconduct and abuse of power. Moreover, simple tax procedures
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are expected to minimise administrative costs for the tax authority as well as compliance costs
amongst taxpayers. Therefore, several steps were taken in this business process improvement
(DGT, 2007). The first step was the formulation of Standard Operating Procedures (SOPs) for
all activity in the DGT units. This improvement also focused on the use of CIT for service
provision to taxpayers, such as e-registration for the public to register as taxpayers, e-filing for
taxpayers to file tax returns, and e-payment for paying tax. The use of CIT was also maximised
within internal DGT operations in both its workflow system and internal management system.
In law enforcement, tax audit was now planned based on a risk analysis to effectively allocate
tax auditors to prioritised taxpayers. Meanwhile, tax forms were simplified to make it easier
for taxpayers to fill in the forms (DGT, 2007). Regarding audit reform, several steps were taken
to improve audit quality such as introducing a new audit management system, setting audit
targets in term of quantity and types of audit, and simplifying tax return procedures for
compliant taxpayers (Iswahyudi, 2017).
To improve the capacity of tax officers, fundamental changes in their behaviour was required.
Therefore, the reform in the DGT also focused on improvement in human resource
management policies. Several reforms related to staffing were undertaken, including fair,
objective, and transparent assessment in staff placement, a new job grading system,
enhancement of officers’ competency through training, and provision of a transparent
performance measurement system based on both work achievement and work process (DGT,
2007). The reform also included the establishment of a new job classification and appraisal
system as well as the introduction of a special allowance for tax officers (Rizal, 2011).
In addition, to transform the DGT into a more legitimate, transparent, accountable, and fair
institution, the reform also covered the implementation of good governance, including the
initiation of governance units, the introduction of a code of conduct, and the initiation of
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internal audits. The governance units were intended to prevent tax officers from breaking the
codes of conduct as well as providing a mechanism to handle rule breakers through audits or
investigations. Moreover, external units such as the Corruption Eradication Committee and the
National Ombudsman Committee became involved to ensure good governance in the DGT
(DGT, 2007). Meanwhile, the codes of conduct consisted of guidelines for acceptable and
unacceptable behaviours, as well as responsibilities and restrictions for tax officers. In addition,
internal audit was introduced to ensure there is accountability and good governance as well as
maintaining taxpayers’ trust in the DGT.
The 2000s reform was also considered successful in enhancing tax compliance, in gaining
public trust, and in improving productivity. Regarding taxpayers’ compliance, the compliance
in lodging tax returns increased from 35% in 2003 to 60.86% in 2013 (DGT, 2013). The
number of registered taxpayers also increased from 3,294,420 taxpayers to 28,002,205
taxpayers in 2013. Another measure of the success of the reform was an increase in public trust.
The Corruption Perception Index (CPI, which, as noted earlier, ranks countries based on the
degree of perception of corruption existing among public officials and politicians) released by
Transparency International can be used as one measure of public trust. From the CPI, it can be
seen that Indonesia’s score has constantly increased from 1.7 in 2000 to 2.2 in 2005 and kept
increasing to 2.8 in 2010 meaning that the public perceived a reduction in corrupt behaviour
among public officials. The reform also increased the productivity of the DGT. The main
measure of productivity improvement can be seen from the constant increase in tax revenue
collection, as depicted in Figure 2.3 above.
Nevertheless, despite the success claimed above, it seems that the reform which was intended
to simplify tax system still become a big home work to do and had not met some expectations.
Taking 800 tax executives in twenty Asia Pacific countries as respondents, a survey by Deloitte
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(2014) finds that Indonesia holds the third most complex tax regime after India and China.
Moreover, Indonesia’s tax regime was found to become more complex in the last three years
and was predicted to keep its position as the third most complex tax regime in the next three
years. Indonesia tax system was also regarded as inconsistent and unfair in conducting tax
audit. In addition, the respondents showed a low level of trust that the tax authority is able to
resolve tax dispute fairly (Deloitte, 2014).
2.5.3 Tax Amnesty Program 2016–2017
The most recent reform in the tax system is the tax amnesty program conducted from 2016 to
2017. The program is based on the Tax Amnesty Law No.11/2016, effective on 1 July 2016.
According to Article 1 of the Law, tax amnesty is defined as a forgiveness of a tax liability
(free from administrative fees and criminal prosecution) by declaring assets and paying the
clearance levy as legislated by this law. The tax amnesty program is conducted based on legal
certainty, fairness, advantage, and national interest. The law further explains that the amnesty
is aimed at accelerating economic growth and restructuring through asset repatriations, in order
to encourage a fairer tax system with more a reliable, comprehensive, and integrated database,
and finally to increase tax revenue collection (Article 2). Based on the law, there are three key
targets for tax amnesty (TA):


accelerating economic growth and restructuring;



a fairer, comprehensive, and integrated tax reform; and



increasing state revenue (DGT, 2017b).

As a part of tax reform, the focus of the TA is to stimulate asset repatriation and to increase
short-term and long-term tax revenue (DGT, 2016b). The TA also benefits the DGT in
achieving a tax revenue target and in widening a solid, comprehensive, and integrated database
30

(DGT, 2016b). Now at an end, the TA program is believed to be a success story for the DGT
as the revenue generated and assets declared in the program are far beyond the tax amnesty
outcomes achieved in other countries (DGT, 2016b).
The TA program consisted of three periods with each period having different clearance levy
rates. The longer taxpayers waited before joining the program, the higher the levy rate they had
to pay. In addition, concerning the first purpose of the tax amnesty of accelerating economic
growth and restructuring through asset repatriations and encouraging such repatriations, the
rate of clearance levy for unrepatriated offshore assets was double that of repatriated offshore
assets. Moreover, to stimulate participation from small taxpayers, these taxpayers were offered
lower rates for the clearance levy, with flat rates during all periods. The periods of the TA
program and the rates of the clearance levy can be seen in Table 2.1.
Table 2.1. Rates of Clearance Levy for Tax Amnesty Program 2016–2017
Assets declaration

1 Jul - 30 Sep

1 Oct - 31 Dec

1 Jan - 31 Mar

2016

2016

2017

Onshore assets or
offshore assets with
repatriation

2%

3%

5%

Offshore assets
without repatriation

4%

6%

10%

Taxpayers with revenue up to IDR 4.8 billion
Assets declared up to
IDR10 billion

0.5%

0.5%

0.5%

Assets declared more
than IDR10 billion

2%

2%

2%

Source: Tax Amnesty Law 2016 (Article 4)

To participate in the amnesty, taxpayers had to meet several requirements including: owning a
Tax Registration Number, paying the clearance levy; paying all tax arrears (outstanding unpaid
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tax liabilities); submitting their latest income tax return; and revoking all ongoing legal
processes relating to their tax affairs. Qualified taxpayers then needed to lodge a signed assets
declaration letter to the Minister of Finance through the DGT. Moreover, the declared and
repatriated assets are required to be invested and retained in Indonesia for at least three years.
The Tax Amnesty Law further regulated that the investment of the repatriated assets can be in
the form of government securities, state-owned enterprise bonds, state-owned financing
company bonds, financial instruments, bonds of private companies whose trading is supervised
by the Financial Service Authority, investments in infrastructure through co-operation between
the Government and business entities, investments in real sectors based on priorities set by the
Government, and other forms of investment (Article 12).
For taxpayers, there were several advantages in participating in this tax amnesty program. First,
the rates of clearance levy are significantly lower than normal income tax rates, which are 25%
for corporate taxpayers and 30% (at the highest) for individual taxpayers. Second, by
participating in the tax amnesty program, taxpayers get amnesty facilities in the form of the
elimination of any tax dues, administrative fines, or tax criminal sanctions for tax obligations
up to the last tax year. Third, they are free from any tax audits, preliminary evidence
investigations, and/or tax investigations up to the last tax year. And fourth, any ongoing tax
audits, preliminary evidence investigations and tax investigations are stopped. Therefore,
taking part in the tax amnesty is believed to significantly benefit taxpayers as they can disclose
their unreported assets with a lower rate of tax and be free from criminal prosecution.
Nevertheless, to increase participation rates in the tax amnesty program and to ensure fairness
towards dutiful and honest taxpayers, there were several consequences for non-participation
and for declaring incomplete assets in the program. When the DGT received data on the assets
of non-participating taxpayers which have never been reported in their tax returns, the assets
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would be deemed as additional income and would be taxed and penalised (2% per month for a
maximum of 24 months) in accordance with the current tax laws. Meanwhile, for participants
of the tax amnesty who only partly declared their assets and got caught by the DGT, the
undeclared assets would be deemed as additional income and would be taxed based on the
current tax laws. In addition, the undeclared assets would also be subject to a 200%
administrative sanction from income tax underpaid.
From the clearance levy collected and assets declared, the tax amnesty program significantly
contributed to tax revenue. During the three periods of tax amnesty, the DGT collected
IDR114.54 trillion in the form of clearance levies and IDR4,884.26 trillion from assets declared
(DGT, 2017b). Interestingly, 76% of participants in this program were individual taxpayers.
Therefore, this program has been claimed as a success in enhancing tax compliance amongst
individual taxpayers. A summary of the achievements of the program can be seen in the table
below.
Table 2.2. Tax Amnesty Program Achievements 2016–2017
Clearance levy
Taxpayers participated

Assets declared

IDR114.54 trillion
Individual

736,093 taxpayers

Corporate

237,333 taxpayers

Total

973,426 taxpayers

Onshore assets

IDR3,700.80 trillion

Offshore asset without
repatriation

IDR1,036.76 trillion

Offshore assets repatriated
Total

IDR146.70 trillion
IDR4,884.26 trillion

Source: DGT (2017b)

The results from the tax amnesty program show that from all taxpayers participating in the
program, it was only able to reach around 5% of additional new taxpayers while more than
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90% of taxpayers participating in the program were registered taxpayers since 2015 or before
the tax amnesty program was launched (DGT, 2017b). Moreover, of the IDR4,884.26 trillion
assets declared, more than 60% consisted of liquid assets such as cash, securities, bonds, and
other liquid assets. Therefore, despite claiming the program as a success, the results show that
the DGT was unable to reach unregistered taxpayers in the tax system. The results also indicate
the high level of non-compliance, given that the DGT was unable to access full and complete
financial information even on registered taxpayers.
2.5.4 Financial Information Access for Taxation Purposes
Fortunately, also in 2017, another substantial reform in the tax system was conducted. On 8
May 2017, the Indonesian Government issued a Government Regulation In Lieu of Law
(Peraturan Pemerintah Pengganti Undang-Undang) 1/2017 on financial information access
for taxation purposes, which was enacted as a law through Law 9/2017. This regulation was
issued to strengthen the DGT’s position in accessing financial information from financial
institutions. This law enables the DGT to access taxpayers’ financial information owned by
financial institutions in banking, capital market, insurance, other financial service sectors,
and/or other entities.
The enactment of this law revoked several articles in other laws which are related to financial
information access. This law eliminated bank secrecy in previous laws (for example General
Tax Provision Law 6/1983 as lastly amended by Law 16/2009, Banking Law 7/1992 as lastly
amended by Law 10/1998, and Syariah Banking Law 21/2008) which obligated the DGT to
follow long procedures to access taxpayers financial information and limited the access solely
for the purpose of tax audit, collection, and tax crime investigation of a particular taxpayer.
This law also revoked some articles in the Capital Market Law 8/1995 and the Commodity
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Futures Trading Law 32/1997 as last amended by Law 10/2011, which regulated the secrecy
obligation on relevant parties in the capital market and commodity futures trading markets.
Moreover, this law now allows the DGT to access financial data without any obligation to
obtain written approval from the Minister of Finance which long prevented the DGT accessing
taxpayers’ financial data immediately.
Aligned with the tax amnesty program, this wide access to financial information made it easier
for the DGT to detect undeclared assets during the tax amnesty program, thus increasing the
power of the DGT in handling non-compliant behaviour. In other words, the tax amnesty
program was intended to forgive taxpayers’ past mistakes and invite them to voluntarily
comply with the tax system without being punished, while Law 9/2017 will be useful for
detecting non-compliant taxpayers who could not be persuaded to voluntarily and honestly
participate in the amnesty program.
2.6 Personal Income Tax in Indonesia
This subsection provides details about personal income tax in Indonesia, covering the scope of
charges, types of income, taxable income, income tax rates, and tax penalties. In Indonesia,
personal income tax covers both self-employed individuals and wage-earning individuals. It
covers all those whose income exceeds the taxable-income threshold and therefore need to
lodge a tax return at the end of the fiscal year to report their income. Even though withholding
tax is applied on wage earning individuals, lodging a tax return is still compulsory to report
other income they might have apart from their wage or salary. Further descriptions about
aspects of personal income tax in Indonesia are presented below.
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2.6.1 Scope of Charges
According to the Law on General Provisions and Tax Procedures, taxpayers consist of
individuals or corporates who have tax rights and obligations based on tax laws. Based on the
same tax law, the scope of personal income tax covers a resident base and a source base. An
individual is regarded as a resident for tax purposes if he/she resides in Indonesia, is present in
Indonesia for more than 183 days in a 12-month period or is present in Indonesia and intends
to reside in Indonesia. These resident taxpayers are taxed worldwide, which means that they
are taxed on all their income, whether derived from Indonesia or from other countries.
Meanwhile, non-resident taxpayers follow the source base which states that they are taxed only
on income collected from Indonesia. This type of taxpayer is subject to a 20% withholding tax,
but this rate is subject to the applicable tax treaty between Indonesia and the related resident
country.
All resident individual taxpayers are obliged to register with the Tax Office to get a Tax
Registration Number and then lodge an annual tax return. Exemptions from registration and
tax return lodgement are applied to individual resident taxpayers who earn less than the nontaxable income threshold. Exemptions are also applied to married women who decide to jointly
fulfil their tax obligations with their husband.
2.6.2 Types of Income
Article 4 Income Tax Act (ITA) 2008 defines income as ‘all additional economic ability
received by taxpayers, from within or outside Indonesia, in any names and forms’. Based on
this definition, an income, which then becomes a tax object, can be in the form of:
a. Profits from employment such as salary, wages, allowances, bonuses, pensions, or other
forms of payment.
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b. Any kinds of prize or reward.
c. Business profits.
d. Profits from selling or transferring of assets.
e. Interest, dividends, royalties, rents.
f. Other kinds of profit and gains.
Besides regulating incomes as tax objects, Article 4 ITA 2008 also rules several incomes that
are not tax objects, such as gifts to charities or donations (including zakat payment - a
compulsory contributions with certain calculations under Islam regulation - to officially
appointed institutions), inherited treasures, scholarships, and insurance claims.
2.6.3 Taxable Income
In calculating their income tax, resident individual taxpayers are entitled to some personal
deductions based on their circumstances. The Minister of Finance is authorised to reassess and
adjust the amounts of deduction. Personal deductions allowed to individual resident taxpayers
are presented in Table 2.3.
Table 2.3. Deductions for Taxable Income
Deductible Amount per year (in IDR)
Taxpayer

IDR54,000,000

Spouse

IDR4,500,000 (plus IDR54,000,000 if wife’s
income is jointly lodged).

Dependents

IDR4,500,000 (up to 3 dependents)

Occupational expenses

5% of gross income, max IDR6,000,000

Pension expenses

5% of gross income, max IDR2,400,000

Contributed to approved pension fund

Actual amount paid by the employee

Zakat or other religious contributions

Actual amount (if all requirements are met)

Source: Directorate General of Taxes
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To be eligible as a deduction to gross income in calculating taxable income, zakat or other
compulsory religious contributions have to be paid to appointed and approved institutions and
supported by evidence of payment. The recognition of zakat in the tax system can also be found
in Malaysia. However, in Malaysia, zakat is categorised as a tax rebate: that is, zakat is treated
as a deduction of tax payable (Palil and Mustapha, 2011), and not as a deduction of income, as
in Indonesia’s tax system. This means that, in Malaysia, zakat serves as an ‘alternative’ type
of tax which is directly distributed to the poor among the Muslim population of Malaysia.
Meanwhile, in Indonesia, zakat is accommodated only as an expense deducted from taxpayers’
total income. Therefore, even though the Indonesian Government has accommodated zakat and
other religious contributions in its tax system, Indonesian taxpayers enjoy less benefit in
declaring their zakat in their tax returns compared to Malaysian taxpayers.
2.6.4 Income Tax Rates
Initially, Indonesia adopted progressive tax rate schemes for both individual taxpayers and
corporate taxpayers. Through several changes in the ITA, the tax rate and also the limits of
income were changed. In 1983, the income tax rate was 15%, 25%, and 35%. In 1994, the rates
were decreased to 10%, 15%, and 30%. In 2000, the tax rate scheme for individual and
corporate taxpayers was differentiated. The tax authority changed the tax rate scheme for
individual taxpayers into 5%, 10%, 15%, and 25%, while the corporate tax rate was remained
at 10%, 15%, and 30%. Finally, with ITA number 36 in 2008, the tax rates for individual
taxpayers were set at 5%, 15%, 25%, and 30%, while a flat tax rate of 28% (25% from 2010)
was applied to corporate taxpayers. Table 2.4 below shows the changes in the tax rate for
individual and corporate income tax between the fiscal year 2000, and the 2008 fiscal year
onward.
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Table 2.4. Tax Rate Comparison between 2000 and 2008

Income
in IDR million

Personal income tax

Corporate income tax

Old rate (%)

New rate (%)

Old rate (%)

New rate (%)

0-25

5

5

10

Flat 28 (from 2009)

25-50

10

50-100

15

100-200

25

200-250

35

Flat 25 (from 2010)
15

15
30

250-500

25

>500

30

Source: Directorate General of Taxes

Tax rates in Indonesia can be regarded as relatively similar to tax rates in other ASEAN
countries. In Malaysia, for example, the Inland Revenue Board of Malaysia (IRBM) sets tax
rates for individual taxpayers range between 0% and 28%, while a flat tax rate of 24% is applied
to corporate taxpayers (IRBM, 2018). Meanwhile, Thailand through the Revenue Department
of Thailand (RDT) sets slightly higher individual tax rates, which range from 0% to 35% for
individual taxpayers, but a lower corporate tax rate at a 20% flat rate (RDT, 2018).
Moreover, in 2013 the tax authority released Government Rule number 46/2013 to provide
simplicity towards SME taxpayers. According to this rule, SME taxpayers who have annual
sales/turnover of no more than IDR4.8 billion (equivalent AUD480,000) need to pay a flat
income tax rate of 1% of their monthly sales. This policy is believed to help these taxpayers to
easily comply with their income tax obligation.
Nevertheless, this rule had been argued as unfair since the rate is based on the monthly
sales/turnover without considering whether or not the taxpayers gain net profit during the
month. In addition, the 1% flat rate is regarded as excessive because most SME taxpayers get
relatively small amount of profit margin in their business. Therefore, to address the criticism,
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in 2018 the rule is amended by enacting Government Rule number 23/2018 which reduces the
income tax rate for SME taxpayers from 1% to 0.5% of the monthly sales, in an attempt to
provide both simplicity as well as fairness for small business taxpayers.
2.6.5 Tax Penalties
Several penalties apply to Indonesian individual taxpayers when they fail to fulfil their tax
obligations. Based on the Law on General Rules and Procedures of Taxation, the penalties
applied can be seen in Table 2.5.
Table 2.5. Penalties Applied for Non-compliance
Articles

Offences

Penalties

7

Failure to submit annual tax returns

IDR100,000.00

8

Self-correction on tax return

Fine 2% monthly of tax underpaid

8

Self-correction on audited tax return

Fine 150% of tax underpaid

13
13A

Tax underpayment based on tax
assessment/audit
Unintended evasion for the first time

Fine 2% monthly for maximum 24
months
200% penalty of tax underpaid
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Unintended evasion for the second time
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Intended evasion (omitting or reducing
income, making a false statement, or
other fraud)

100%-200% penalty of tax underpaid, or
3 months to a year imprisonment
6 months to 6 years imprisonment plus a
penalty of maximum fourfold of tax
underpaid

39A

Issuing unauthorised tax invoice

41A

Refusing to give data/evidence, or
giving false data
Obstructing tax crime investigations

41B

2-6 years imprisonment plus twofold–
sixfold penalty of tax declared in the
invoice
Maximum one year imprisonment and
fine not exceeding IDR25 million
Maximum three years imprisonment and
fine not exceeding IDR75 million

Source: Directorate General of Taxes

In addition, the Law on General Rules and Procedures of Taxation regulates not only taxpayers,
but also regulates fines on misconduct amongst tax officers. When tax officers fail to keep the
secrecy of taxpayers data unintentionally, they will be subject to a maximum of one year’s
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imprisonment and a fine not exceeding IDR25 million. On the other hand, these penalties will
be doubled when officers are proven to disclose the data intentionally (Article 41).
2.7 Summary
This chapter provided a brief description of the tax administration system in Indonesia. As part
of the Ministry of Finance, the DGT is responsible for tax revenue collection which plays an
important role in supporting the country. Thus, a short overview of the DGT, as well as the
reforms conducted to improve the performance of the institution are presented in this chapter.
This chapter also provides context for some variables of interest that are discussed in the SSF
literature in an Indonesian context. The chapter also gives a broad picture of personal income
tax in Indonesia, as the focus of this study is individual taxpayers.
The next chapter reviews the literature on tax compliance and the introduction of the Slippery
Slope Framework (SSF), as well as existing theoretical and empirical studies on the framework.
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Chapter 3. Literature Review

3.1 Introduction
This chapter discusses previous literature related to the research topic. The discussion begins
with existing literature on determinants of tax compliance. Here, literature on economic and
non-economic determinants are presented together with tax compliance literature within an
Indonesian context. The discussion then moves to the Slippery Slope Framework (SSF)
covering the development of the framework followed by empirical studies on the SSF. Finally,
literature on the components of the SSF is presented.
3.2 Overall Tax Compliance
The OECD defines tax compliance as a condition when taxpayers ‘register where specifically
required, and to voluntarily declare and pay on time their tax liabilities, all calculated fully and
accurately in accordance with the law’ (OECD, 2008, p. 9). On the other hand, tax evasion is
generally defined as ‘illegal arrangements where liability to tax is hidden or ignored’, while
tax avoidance is generally defined as 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’ (OECD, 2018a). However, Alm
(1991) defines tax compliance as the accurate reporting of income and claiming of expenses in
accordance with stipulated tax laws.
As the main purpose of collecting taxes is for the public benefit, James and Alley (2002)
explain that taxation is only a means of funding public benefits, and thus it is more desirable if
tax compliance is gained on a sincere voluntary basis. On the other hand, if compliance in
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paying taxes is gained through threats, such as applying severe penalties and enforcement
actions, then the costs in terms of enforcement actions and increased suffering are greater than
the public benefit from taxes collected (James & Alley, 2002). Therefore, James and Alley
(2002) examine the combination of economic and behavioural approaches in increasing tax
compliance.
Similarly, Alm and Torgler (2011) believe that a combination of strategies is needed to combat
tax evasion and to enhance tax compliance. These strategies include the traditional
‘enforcement’ paradigm, a less traditional ‘service’ paradigm, and a new ‘trust’ paradigm. An
administrative compliance strategy based on enforcement may be a reasonable starting point
for increasing detection and punishment. Next, there is a need to improve the strategy by
developing a kinder and softer tax administration which focuses on a ‘service’ paradigm. Alm
and Torgler (2011) provide several examples of improvements in tax administration services,
such as promoting taxpayer education, providing taxpayer services, improving phone advice
services, improving the tax agency website, simplifying taxes, and simplifying the form and
payment of taxes. Lastly, a consistent and continuous service-oriented culture in the tax
institution leads to a ‘trust’ paradigm which is built on a foundation of ethics. They further
suggest several approaches to enhancing this trust, such as emphasising the fairness in tax
distributions, targeting certain groups to promote compliance, promptly addressing perceived
procedural unfairness and reinforcing tax compliance, and publicising tax evaders using mass
media.
3.3 Determinants of Tax Compliance
Previous research has been conducted to examine the factors influencing tax compliance,
(Allingham & Sandmo, 1972; Clotfelter, 1983; Milliron, 1985; Jackson & Milliron, 1986;
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Fischer, Wartick, & Mark, 1992; Pate & Hamilton, 1992; Cuccia, 1994; Richardson G., 2006).
Several determinants of tax compliance behaviour that affect whether taxpayers comply or not
in reporting their taxes have been revealed in the literature. However, some of the factors
studied show inconsistent or inconclusive findings in terms of their correlation with tax
compliance. The inconclusive findings may be due to the different countries in which the
research is based, data collected, methodology applied, etc. In general, Jackson and Milliron
(1986) provide several factors that are believed to be determinants of tax compliance. These
are income level, income source, marginal tax rates, penalties, probability of detection,
complexity, fairness, whether the revenue authority-initiated contact, compliant peers, ethics
or tax morale, and demographic determinants which consist of age, gender, education and
occupation.
Based on the determinants of tax compliance suggested by Jackson and Milliron (1986), there
are two main theoretical approaches to understanding tax compliance, namely an economic
approach and a non-economic approach. The economic approach assumes that individuals
rationally wish to maximise their personal income and wealth and will therefore choose to
comply with tax only when the benefits of compliance exceed the costs of non-compliance
(James & Alley, 2002). On the other hand, other academic disciplines suggest that behavioural
factors, such as sociological and psychological factors, might also motivate taxpayer
compliance. Incentives and punishments could be effectively applied to some taxpayers, but
most others rely on social and psychological values in their decision on tax non-compliance,
where softer and kinder approaches are preferred. Unnecessary and improper tax policies
applied towards certain taxpayers will not enhance compliance optimally (James & Alley,
2002). Further, these authors provide summaries of the differences between economic and
behavioural approaches in understanding tax compliance as presented in Table 3.1.
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Table 3.1. Economic and Behavioural Approaches to Tax Compliance
Economic Approach
Concept of:

Behavioural Approach

Tax gap

Voluntary

100% compliance less actual revenue 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
1. Expected benefits of evading
maximisers. They interact according to
2. Risk of detection and application of different attitudes, beliefs, norms and
penalties
roles
Maximise
wealth

personal

income

and

Success depends on co-operation

Issues of:

Efficiency in resource allocation

Equity, fairness and incidence

Taxpayer seen as:

Selfish calculator of pecuniary gains Good citizen
and losses

Source: James and Alley (2002, p. 33)

James and Alley (2002) further argue that enforcements and penalties might be useful to some
people who may be materially driven. However, unnecessary application of penalties might
provoke taxpayer resistance and undermine compliance behaviour of the responsible taxpayers
with positive tax morale. Therefore, they conclude that the combination of economic and
behavioural approaches is believed to provide higher compliance. In the next subsections,
several economic and non-economic determinants of tax compliance are further discussed.
3.3.1 Economic Determinants
The economic approach is based on two economic theories: Expected Utility Theory and
Deterrence Theory. In Expected Utility Theory, an expected utility motivates someone to
commit undesirable behaviour. If the expected utility in conducting an offence exceeds the
utility in conducting other activities, someone will choose to commit the offence (Becker,
1968). Furthermore, Becker argues that crimes occur because of cost-benefit considerations
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and not because of malicious motivation (Becker, 1968). Regarding tax compliance issues,
followers of the Expected Utility Theory view taxpayers as utility maximisers, who choose to
evade tax when the benefits are greater than the costs (Allingham & Sandmo, 1972).
The second economic theory in understanding tax compliance is Deterrence Theory. This
theory is also found in other fields with different terminology, such as a command and control
strategy in management, low trust forms of governance in sociology, and rational choice in
economics (Tyler, 2003).
In Deterrence Theory, detected and convicted offenders are penalised. Therefore, to reduce the
rate of offences, either the probability of detection or penalty rates should be increased (Becker,
1968) because an increase in the penalty rate and the probability of detection will deter
taxpayers from non-compliance (Pate & Hamilton, 1992). Accordingly, taxpayers will be more
likely to comply when there are sanctioned threats for non-compliance (Cuccia, 1994). Within
the framework, income level, income source, tax rate, penalty structure, and probability of
detection determine the monetary cost of compliance, which in turn determines the taxpayer
compliant behaviour (Fischer, Wartick, & Mark, 1992).
Income Level
Previous studies on the effects of income level on tax compliance show inconsistent results.
Most studies show that when income rises, the probability of tax evasion also rises (Andreoni,
Erard, & Feinstein, 1998; Ritsema, Thomas, & Ferrier, 2003). This finding is supported by
other researchers who find that as individual income increases, tax evasion behaviour increases
(Crane & Nourzad, 1986). However, other studies find opposite results. A study conducted in
Australia shows that lower income groups tend to have a lower tax compliance by underreporting income and by over-claiming expenses compared to their counterparts in higher
47

income groups (Houston & Tran, 2001). Moreover, there is a strong positive association
between real income per capita and reported taxes in a tax return (Dubin, Graetz, & Wilde,
1990) and higher income is associated with higher compliance (Alm, Jackson, & McKee, 1992;
Kogler, Muehlbacher, & Kirchler, 2015). Yalama and Gumus (2013) also find that as income
increases, taxpayers show relatively tax compliant behaviour rather than tax-evading
behaviour. In this study, income level is not included in the framework as the framework only
focuses on determinants of tax compliance stated in the initial SSF theory.
Income Source
Existing tax literature shows that specific types of income source have a correlation with tax
evasion (Groves, 1958; Richardson G., 2006). Self-employed taxpayers are more likely to
commit various forms of tax non-compliance (Aitken & Bonneville, 1980; Groenland & Van
Veldhoven, 1983; Houston & Tran, 2001). On the other hand, employees whose tax is paid
through a tax withholding system have fewer opportunities to evade than the self-employed
(Fjeldstad & Semboja, 2001). Similar to income level, income source is also not included in
the framework of the current study as this is not stated in the initial SSF theory.
Tax Rates
Most tax studies show that tax rates have a significant relationship with compliance behaviour.
Higher tax rates are found to have a positive correlation with tax non-compliance (Clotfelter,
1983; Alm, Jackson, & McKee, 1992; Yalama & Gumus, 2013). Similarly, the marginal tax
rate of the taxpayer is positively related to the probability of under-reporting and the level of
under-reporting (Alm, Jackson, & McKee, 1992). Therefore, increasing the marginal tax rate
is likely to increase tax evasion (Ali, Cecil, & Knoblett, 2001). Moreover, Clotfelter (1983)
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argues that the type of tax rate, whether a progressive or flat tax rate, is significant in
determining tax compliance behaviour.
Even though the tax rate is not the only policy to discourage tax evasion, it is believed to be an
important factor in determining tax compliance behaviour. However, Kirchler (2007) finds that
the exact impact of the tax rate on compliance behaviour is still unclear and debatable, and
lowering tax rates does not necessarily lower tax non-compliance. In this study, tax rates are
also not included in the framework.
Tax Penalties
Doran (2009) contends that tax penalties do not solely serve to promote tax compliance, but
they also serve to define tax compliance. This means that tax penalties determine the standards
of conduct of taxpayers’ obligations to the government where the penalties distinguish
compliant taxpayers from non-compliant taxpayers. Nevertheless, as he further states, tax
penalties that set out the wrong perception of tax compliance will not induce the desired level
of tax compliance (Doran, 2009).
Regarding the relationship between tax penalties and tax compliance, previous literature shows
inconsistent findings. Some tax literature indicates that severe penalties increase tax
compliance (Allingham & Sandmo, 1972; Witte & Woodbury, 1985; Hasseldine, Hite, James,
& Toumi, 2007). Moreover, an increase in tax penalties is associated with a decrease in taxevading behaviour (Andreoni, Erard, & Feinstein, 1998; Cummings, Martinez-Vazquez,
McKee, & Torgler, 2009). Although taxpayers know some alternative ways to evade tax, they
are not likely to do so if they know that non-compliant behaviour results in penalties (Tittle,
1980). Yet, several studies show that there is no significant relationship between the penalty
rate and tax evasion (Spicer & Lundstedt, 1976), so there are mixed findings in the literature.
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Further discussion on tax penalties is presented in subsection 3.4.3.3 on factors affecting trust
and power.
Probability of Detection
Bordignon (1993) argues that individuals tend to avoid tax unless there is some probability of
detection. Probability of detection increases tax compliance and audit is an effective tool to
measure it (Alm, 1991). Similarly, Cummings, Martinez-Vazquez, McKee, and Torgler (2009)
find that the threat of detection is clearly a factor to improve tax compliance. Moreover, Alm,
Jackson, and McKee (2004) argue that tax audits are considered to have a direct deterrent effect
on the audited taxpayers and an indirect deterrent effect on other taxpayers. Andreoni, Erard,
and Feinstein (1998) have made a similar argument that the probability of audit discourages
cheating. Furthermore, there is a significant positive relationship between the risk of tax audit
and the rate of voluntary tax compliance (Witte & Woodbury, 1985) where tax audits are
important in increasing voluntary compliance, especially in a Self-Assessment System (Dubin,
2007). Similar results also come from a study by Alm, Jackson, and McKee (1992) which
suggests that tax compliance increases as audit rates increase. Moreover, Evans, Carlon, and
Massey (2005) find that an audit of SMEs (Small and Medium Enterprises) has an indirect
impact on tax compliance in terms of bookkeeping, where tax audit is likely to improve the
quality of bookkeeping.
Meanwhile, other literature finds relatively weak relationships between tax audit and tax
compliance. A study by Beron, Tauchen, and Witte (1988) shows that audits stimulate tax
compliance but the effect of tax audit on compliance is not large nor significant. This study
shows that tax audits are more effective in increasing reporting and improving the accuracy of
tax returns rather than the correctness of the income reported, which means that the audit is
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more likely to improve the presentation of tax returns rather than improving compliant
behaviour.
However, some researchers find that tax audit has a negative correlation with tax compliance
behaviour. Slemrod, Blumenthal, and Christian (2001) find that the probability of being audited
correlates negatively with compliance behaviour. Moreover, taxpayers who have a high
probability of being audited tend to be non-compliant (Inasius, 2005). Similarly, Snow and
Warren (2005) find that an increase in tax audits and tax penalties is associated with an increase
in tax evasion.
3.3.2 Non-Economic Determinants
As most economic determinants show inconsistent conclusions regarding their relationship
with tax compliance, another approach is offered to help understand the motivation of
taxpayers in complying with tax. Therefore, in addition to the classical Expected Utility Theory
and Deterrence Theory, tax compliance can be more comprehensively understood by
incorporating non-economic factors. In a non-economic approach, it is argued that behavioural
factors which consist of sociological and psychological factors such as complexity, perception
of fairness, peer influence and tax morale, as well as demographic factors such as age, gender,
and education, affect taxpayers’ compliance. Existing literature on each factor is described
below. Nevertheless, some of these factors are not included in the framework of this study as
the framework only focuses on determinants of tax compliance stated in the initial SSF theory.
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Behavioural Factors
Tax Complexity
In most tax reforms, tackling tax complexity gets less attention compared to improving tax
efficiency and fairness (Evans & Tran-Nam, 2010). Yet, complexity in the form of excessive
detail in tax rules and numerous computations required has been associated with tax noncompliance (Clotfelter, 1983; Milliron, 1985; Jackson & Milliron, 1986). Moreover, Grant
Richardson (2006) argues that the lower the level of tax complexity, the lower the level of tax
evasion will be. On the other hand, an increase in bureaucracy is associated with an increase in
tax evasion (Riahi-Belkaoui, 2008). Therefore, tax authorities need to pay more attention to tax
simplification as tax complexity is believed to bring substantial drawbacks such as tax noncompliance, tax revenue losses, increase in compliance costs, and indirect GDP losses (Evans
& Tran-Nam, 2010).
Further exploration of literature discussing tax complexity is presented in subsection 3.4.3.4
which discusses other factors affecting trust and power.
Fairness of Tax System
Jackson and Milliron (1986) explain that fairness consists of two dimensions, namely equity
of the trade and equity of the taxpayers’ burden. In equity of the trade dimension, taxpayers
see tax payment as a trade with government and public goods and services as the return. In this
dimension, unfairness may occur when taxpayers perceive that government service provided is
not equivalent to the tax they have paid. In relation to the dimension of equity of the taxpayers’
burden, taxpayers will perceive the tax system as fair when they have a similar tax burden
compared to other taxpayers in the same condition. Thus, perceived unfairness might happen
when taxpayers perceive that they pay more tax than other taxpayers with similar
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characteristics. Dissatisfaction with the fairness of the tax system, Jackson and Milliron (1986)
further argue, is the main cause of non-compliance. Regarding perceptions of fairness, several
studies show that this perceived fairness of the tax system is significantly and negatively related
to tax evasion (Spicer & Lundstedt, 1976; Andreoni, Erard & Feinstein, 1998; Richardson G.,
2006).
Three types of perceived fairness have been discussed in the literature. These are procedural
fairness, distributive fairness and retributive fairness (Adams, 1965; Thibaut & Walker, 1978;
Tyler, 1990). Procedural fairness is connected to the neutrality in procedure, trustworthiness of
the tax authorities and respectful treatment (Tyler, 1990; Murphy, 2003). Distributive fairness
refers to the fairness in the benefits and costs of the tax system. If a taxpayer assumes that he
or she unfairly pays more than others, tax compliance will be likely to decrease (Spicer &
Lundstedt, 1976). Since these two types of fairness affect trustworthiness in the tax authority,
they are believed to determine the level of voluntary compliance. The last type of fairness,
retributive fairness, relates to the fairness of punishment and rewards regarding the fulfilment
of tax obligations among taxpayers. When a tax authority fails to sufficiently reward compliant
taxpayers and fails to apply deterrent punishment to non-compliant behaviour, trust in the tax
authority is likely to decrease. On the other hand, since the reward and punishment depend on
the ability of the tax authority to detect the fraud and other non-compliant behaviour, retributive
fairness is also correlated with the power of the tax authority.
There is a positive relationship between fairness and tax compliance (Wenzel, 2002; Tyler,
2006; Murphy & Tyler, 2008). Feld and Frey (2007) argue that treatment by the tax authority
plays a significant role in influencing taxpayers’ compliant behaviour. If the tax authority trusts
taxpayers, they argue, taxpayers reciprocate the trust by being compliant. Moreover, Saad
(2011) argues that perception of unfairness in the tax system might encourage taxpayers to
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evade tax. A study by Faizal, Palil, Maelah, and Ramli (2017) in Malaysia shows that only
procedural fairness (not distributive and retributive fairness) has a significant relationship with
trust and tax compliance. However, the study indicates that trust does not mediate the
relationship between procedural fairness and tax compliance.
Peer Influence
Jackson and Milliron (1986) categorise peers as including friends, relatives, and colleagues.
People committing tax non-compliance are more likely to discuss tax matters with their peers
and taxpayers with non-compliant peers are more likely to commit tax evasion (Chan,
Troutman, & O'Bryan, 2000). Therefore, the peer group plays an important role in tax evasion
although existing studies do not clearly discuss which peer group has the stronger influence,
whether family or friends (Clotfelter, 1983). Taxpayers who experience a high non-compliant
influence from family members and friends tend to discourage tax compliance (Inasius, 2015).
The more taxpayers know other evaders, the more under-reported income may happen
(Hasseldine, Kaplan & Fuller, 1994).
Tax morale
Positive tax mentality and tax morale are likely to reduce the probability of tax evasion
(Kirchler, 2007; Feld, Torgler, & Dong, 2008). Moreover, there is a positive relationship
between psychological cost (feelings of guilt) and tax compliance (Andreoni, Erard &
Feinstein, 1998). Meanwhile, Dell’Anno (2009) argues that a decrease in reputational cost
(social stigma) tends to increase tax evasion. Finally, when tax officials are respectful toward
taxpayers, tax morale increases (Feld & Frey, 2007).
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Demographic Factors
Age
Using a lifecycle variations and generational differences approach, Tittle (1980) contends that
there are different characteristics between younger taxpayers and older taxpayers. Younger
taxpayers are identified as more risk-seeking and less sensitive to penalties, as well as socially
and psychologically different compared with their previous generation. Therefore, regarding
the relationship between age and tax compliance, it is found that young taxpayers are generally
more non-compliant compared to older taxpayers (Jackson & Milliron, 1986; Beron, Tauchen,
& Witte, 1988; Andreoni, Erard, & Feinstein, 1998; Ritsema, Thomas, & Ferrier, 2003).
Feinstein (1991) also supports this finding by arguing that individuals who are 65 years or older
are less likely to evade taxes.
Gender
Tax literature shows mixed findings regarding the relationships between gender and tax
compliance. Some studies indicate that female taxpayers are more likely to comply with tax
rules compared to male taxpayers (Spicer & Becker, 1980; Tittle, 1980; Jackson & Milliron,
1986; Kogler, Muehlbacher, & Kirchler, 2015). However, the compliance gap between male
and female taxpayers is narrowing as generations of liberated and more modern female
taxpayers emerge (Jackson & Milliron, 1986). In contrast, a study by Houston and Tran (2001)
shows that women commit tax evasion more than men, although the study admits that this
result was restricted by the lack of statistically significant differences.
Education
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When examining the relationship between education and tax compliance, the majority of the
tax literature uses taxpayers’ formal education level as the approach to measure education.
Mixed findings are found regarding the relationships between the level of education and tax
compliance. Some literature shows that the higher education taxpayers have, the more likely
they are to comply with tax rules (Chan, Troutman, & O'Bryan, 2000; Houston & Tran, 2001;
Richardson & Sawyer, 2001; Richardson G., 2006). Education also has a negative effect on tax
evasion which means that less-educated taxpayers tend to evade taxes more often than highereducated taxpayers (Yalama & Gumus, 2013). Moreover, the literature indicates that a
taxpayer’s education level is an important factor in understanding the laws and regulations of
taxation (Eriksen & Fallan, 1996). Nevertheless, other studies indicate negative associations
between the level of education and tax compliance. Torgler and Schneider (2005), for example,
argue that higher education level leads to a lower intention of tax compliance.
In addition to formal education, the literature also investigates the correlation between tax
compliance and tax knowledge. Here, Jackson and Milliron (1986) refer to education as
taxpayers’ ability to understand and then decide whether to comply or not with the tax laws,
which can be referred as tax knowledge. They argue that tax knowledge can be divided into
two opposite elements. The first element is the general degree of fiscal knowledge, while the
second element is the specific degree of knowledge regarding tax evasion opportunities. They
further argue that enhancing the level of general fiscal knowledge brings more positive
perceptions about taxation and thus will enhance tax compliance. On the other hand, knowledge
regarding tax evasion opportunities is likely to negatively influence tax compliance as it
informs taxpayers about opportunities for non-compliance. Interviewing sixty participants,
Saad (2011) argues that tax knowledge is a contributing factor of tax non-compliance. As
suggested by Jackson and Milliron (1986), this study also finds that the knowledge of tax
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evasion opportunities is one of the reasons for non-compliant behaviour. Opportunities for
evading tax can come from the belief that a taxpayer can avoid paying tax without being
detected by the authority or that there are loopholes in the tax system that provide room for
manipulation. Tax literature shows that tax knowledge is positively linked to taxpayer attitude
and is the prime factor in tax compliance (Song & Yarbrough, 1978; Palil & Mustapha, 2011)
because someone’s attitude to tax can be enhanced with tax knowledge, which in turn will
increase tax compliance (Eriksen & Fallan, 1996). In addition, Lewis (1982) states that low tax
knowledge correlates with a negative attitude toward taxation.
3.3.3 Recent Tax Compliance Studies in Indonesia
Several studies focusing on tax compliance and its determinants have been conducted in
Indonesia. In 2007, using the Theory of Planned Behaviour (this theory states that attitude
together with subjective norms and perceived behaviour shape intention which leads to a
behaviour) as the framework and taking tax professionals as sample members, Mustikasari
(2007) argues that the tax professional who has a high moral obligation has a low intention of
non-compliance with tax, and vice versa. Also employing the Theory of Planned Behaviour in
regard to 114 individual taxpayer respondents, Damayanti (2012) finds that compliant
behaviour is affected by the intention to comply, while the intention to comply is influenced
by the attitude towards tax compliance, subjective norms, and perceived behavioural control.
Moreover, reviewing tax reform in DGT from 2001 to 2007, Brondolo, Silvani, Borgne, and
Bosch (2008) argue that while enforced compliance may be useful in increasing short-term tax
revenue, voluntary compliance is the substantial key in sustaining and expanding tax yield for
the medium-term. They also point out that the ratio of voluntary compliance and the ratio of
non-compliance are dependent on each other. If the ratio of voluntary compliance increases,
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the non-compliance ratio proportionally decreases, and vice versa. Therefore, they suggest that
the DGT should have accurate measures for tax compliance so that it can identify reasons for
non-compliant behaviour. The ability to identify certain reasons for non-compliance allows the
DGT to draft accurate strategies for each type of non-compliance which in turn improves tax
compliance (Brondolo, Silvani, Borgne, & Bosch, 2008).
Employing qualitative and quantitative approaches, Mukhlis, Utomo, and Soesetyo (2014) find
that perceptions of fairness and tax education share significant contributions in improving tax
compliance amongst SMEs in East Java, Indonesia. In addition, by connecting tax fairness,
trust, and voluntary compliance, Siahaan (2012) finds that tax fairness has a positive and
significant direct effect on voluntary compliance and by fostering trust, tax fairness also has a
significant positive indirect effect on voluntary compliance. Meanwhile, Damayanti, Sutrisno,
Subekti, and Baridwan (2015) in their study in Central Java, Indonesia show that taxpayers
with positive attitudes towards tax compliance will have a greater intention to comply, which
then positively affects compliance behaviour. Moreover, they also find that trust in the
government positively influences tax compliance behaviour.
Using mixed methods approach in their research, Rosid, Evans, and Tran-Nam (2018) show
that most individual taxpayers in Indonesia seem to be noncompliant taxpayers. Peer influence,
attitudes, subjective norms towards tax underreporting and the levels of perceived corruption
are found to have associations with noncompliance behaviour. Interestingly, although the
respondents in this Rosid, Evans, and Tran-Nam (2018) study believe that the levels of
corruption are still high in Indonesia, the level of small tax corruption is perceived as low
(Rosid, Evans, & Tran-Nam, 2018).
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Some of the above research has already mentioned voluntary compliance and enforced
compliance. However, these studies have not focused on how voluntary and enforced
compliance are associated with trust in and the power of the tax authority. The measurement
of these associations is important as they can be employed to design the best policies to enhance
overall tax compliance.
3.4 The Slippery Slope Framework
In a recent development in the tax compliance literature, Kirchler, Hoelzl, and Wahl (2008)
introduce an alternative perspective in understanding tax compliance. Introducing the Slippery
Slope Framework (SSF), as mentioned in section 1.1, they integrate factors affecting tax
compliance with the tax climate existing in a society, which lies between a synergistic climate
and an antagonistic climate. In a synergistic climate, the relationship between the tax
administration and the taxpayer is in more of a service-and-client form, where tax
administration provides transparent and respectful service to taxpayers and supports them in
fulfilling their tax obligations (Kirchler, Hoelzl, & Wahl, 2008). Here, public trust towards tax
administration is generally high and this trust leads to voluntary compliant behaviour amongst
taxpayers. On the other hand, in an antagonistic climate, tax administration and taxpayers take
a cops-and-robbers attitude. The tax administration assumes taxpayers are robbers trying to
evade tax if they get a chance, while, as they feel persecuted, taxpayers feel that they have a
right to hide (Braithwaite V., 2003). Since both the tax authority and taxpayers have low levels
of trust, the tax authority spends a large amount of its resources on checking and investigating
taxpayers’ compliance while taxpayers will rationalise the costs and benefits of evading tax
(Kirchler, Hoelzl, & Wahl, 2008). In this situation, voluntary compliance is likely to be low.
By considering these two tax climates, Kirchler (2007) argues that trust in and power of the tax
authority, as well as their interactions, affect the compliance level.
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Briefly, the SSF investigates tax compliance by identifying taxpayers’ motivation in paying
tax, whether voluntarily or enforced. The framework shows that most economic factors, such
as tax audit and tax penalties, measure the power of the tax authority, and that this power leads
to enforced compliance, while most of the behavioural/psychological factors influence
taxpayers’ trust in tax authorities. Based on the framework, the relationships between the power
of tax authorities, trust in tax authorities, voluntary compliance, and enforced compliance are
indicated in Figure 3.1 below.
Figure 3.1. The Slippery Slope Framework

Source: Kirchler, Hoelzl, and Wahl (2008)

According to the framework, trust and power are determinants of tax compliance, where trust
in tax authorities is believed to become a significant predictor of voluntary compliance while
the power of tax authorities leads to enforced tax compliance (Kirchler, Hoelzl, and Wahl
(2008) and Kogler et al. (2013)). Even though voluntary and enforced compliance both end in
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overall compliance, previous research shows that voluntary compliance is more likely to be
long term compared to enforced compliance.
3.4.1 Development of the Slippery Slope Framework
Since its introduction, the use of the SSF in tax compliance studies has been increasing. Most
of the empirical research on the SSF concentrates on the interactions between trust, power,
voluntary compliance, and enforced compliance. Even though the theory of the SSF already
mentions some factors that are associated with trust and power (such as perception of audit
probabilities, tax penalties, tax knowledge, attitudes, norms, and perception of fairness), only
limited studies take these factors as their focus of attention (Kogler, Muehlbacher, & Kirchler,
2013; 2015; Gobena & Dijke, 2016). This might be because of the simplicity of the model. If
the model being used in a piece of research contains an excessive number of variables, it will
increase the complexity of the model, and the complexity of the model can raise issues such as
computational difficulties, incomplete knowledge on some variables (since there are too many
variables in the model), and problems in interpreting the output of the model (Ermentrout,
2001). Therefore, researchers need to carefully choose which issues they want to study.
Regarding the SSF, some researchers focus on the relationship between trust, power, voluntary
compliance, and enforced compliance (Wahl, Kastlunger, & Kirchler, 2010; Lisi, 2012b;
Kogler et al., 2013). Others study the interplay of trust and power (Fischer & Schneider, 2009;
Muehlbacher & Kirchler, 2010; Mas'ud, Manaf, & Saad, 2014), while some others pick some
factors in the SSF and correlate them with either trust or power (Kogler, Muehlbacher, &
Kirchler, 2013; Kogler, Muehlbacher, & Kirchler, 2015; Gobena & Dijke, 2016). For
simplicity reasons and to get a deeper understanding about factors in the SSF which have not
been discussed much in previous literature, this study focuses its attention on factors that are
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associated with trust and power. However, while we acknowledge the interplay between trust
and power, the issue of measuring it is beyond the scope of this study.
To get a better understanding of previous research on the SSF, some of the theoretical and
empirical SSF studies are discussed below. As previously mentioned, the SSF theory was
introduced by Kirchler, Hoelzl, and Wahl (2008). They suggest that trust in and power of the
tax authority are relevant dimensions in understanding voluntary and enforced compliance.
Several tax compliance factors are proposed to have associations with trust (such as tax
penalties, tax knowledge, attitudes, norms, distributive fairness, procedural fairness, and
retributive fairness) and power (perception of audit probabilities, tax penalties, attitudes,
norms, and retributive fairness). Although suggesting the dynamic interactions between power
and trust in their theory, they do not provide further elaboration on this issue.
The first theory of the SSF is then refined by Muehlbacher and Kirchler (2010). To
accommodate the interactions between power and trust, they complement the first SSF study
by affirming that power has some influence on trust, while trust also affects power. Addressing
the dynamic interaction of trust and power and suggesting that this interplay is crucial in
increasing tax compliance, Muehlbacher and Kirchler (2010) offer some examples of this
interaction. Excessive audit and an overly high penalty rate can cause distrust among compliant
taxpayers. On the other hand, a trusting taxpayer may become a whistle blower for tax evaders
which will increase the power of the tax authority.
The interplay between trust and power is already captured by previous tax studies. It has been
argued that an increase in trust can result in an increase in the power of authorities, especially
legitimate power, since citizens support the work of the authorities. A decision to apply certain
types of power is also correlated with the level of trust. Citizens can assume frequent
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monitoring as a sign of distrust from the tax authority (Frey, 2003), which in turn reduces
honest taxpayer trust in the tax authority. On the other hand, as mentioned by Turner (2005),
legitimate power can increase voluntary compliance among taxpayers. Moreover, a study by
Bergman (2003) on the Chilean and Argentine tax systems shows that credible penalties
applied with legitimate power of the tax authority bring higher levels of trust in the tax authority
among taxpayers.
Furthermore, the SSF theory expands to the recognition of the different types of trust and
power. In their study, Gangl, Hofmann, Pollai, and Kirchler (2012) offer further discussions on
the dynamics between trust and power. They argue that the dynamics can be better explained
by differentiating trust into implicit trust and reason-based trust, while power is differentiated
into coercive power and legitimate power (further discussions on the types of trust and power
can be found in subsection 3.3.3 about the components of the SSF). By specifying trust and
power, these authors develop an initial assumption of the SSF by proposing three types of tax
climate: an antagonistic climate which leads to enforced compliance; a service climate which
leads to voluntary compliance; and a confidence climate which leads to committed cooperation. The dynamics between these forms of power and trust are depicted in Figure 3.2
below:
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Figure 3.2. Power and trust in Different Tax Climates

Source: Gangl, Hofmann, Pollai, and Kirchler (2012, p. 15)

In the figure, Gangl, Hofmann, Pollai, and Kirchler (2012) show that a tax system lies between
an antagonistic climate and a confidence climate. In an antagonistic climate, the tax authority
and taxpayers act with a ‘cops-and-robbers’ attitude where the tax authority assumes taxpayers
always find a way to evade tax, and as a consequence, taxpayers feel that it is right to hide.
Since coercive power is dominantly used in this climate, taxpayers feel that they are enforced
to comply with the tax rules. Nevertheless, when the tax authority transforms coercive power
like control and punishment into more legitimate power such as monitoring and regulations,
reason-based trust increases, since taxpayers experience professionalism and sincerity in their
interactions with the tax authority. The increasing of both legitimate power and reason-based
trust creates a service climate. Here, both parties act as ‘service and client’ where the tax
authority perceives taxpayers as its clients who require professional and fair service, and for
that, taxpayers will pay their tax as regulated. In turn, the service climate is believed to lead to
voluntary compliance. Moreover, the service climate may transform into a confidence climate
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with repeated positive interactions between taxpayers and the tax authority. In a confidence
climate, the tax authority and taxpayers trust each other. The tax authority perceives itself as
the representative of taxpayers in managing tax collected. Meanwhile, taxpayers perceive that
the tax authority works for the good of the country and thus they sincerely meet their tax
obligations.
The dynamics between trust and power is conceptualised by Gangl, Hofmann, and Kirchler
(2015). They conclude that coercive power and implicit trust have negative associations. On
the other hand, legitimate power and reason-based trust amplify each other. They also argue
that coercive power and reason-based trust are related through legitimate power, while
legitimate power and implicit trust are related through reason-based trust.
In addition, Prinz, Muehlbacher, and Kirchler (2014) offer an interesting approach on how
different types of taxpayers react to different levels of power applied by the tax authority, either
coercive or persuasive power. Based on taxpayers’ motivations for compliance, they recognise
two types of taxpayer, namely compliance-minded taxpayers and evasion-minded taxpayers.
To generate tax compliance from these two types of taxpayer, implementing both coercive and
persuasive power is suggested. In the implementation, they further argue, coercive and
persuasive power may be substitutes or complements to each other. Furthermore, being
insensitive to persuasion, they argue that the compliance level of an evasion-minded taxpayer
depends on the level of coercive power and on the share of evasion-minded taxpayers in the
population, but not on the level of persuasive power. This means that for evasion-minded
taxpayers, tax compliance increases when the tax authority applies higher coercive power and
when the share of evasion-minded taxpayers in the population decreases, and vice versa. On
the other hand, for compliance-minded taxpayers, tax compliance increases when the tax
authority applies higher coercive power as well as persuasive power and when the share of
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evasion-minded taxpayers in the population decreases. The share of evasion-minded taxpayers
affects the compliance level of compliance-minded taxpayers because the proportion of tax
evaders is believed to reduce the tax morale of compliance-minded taxpayers. Therefore, a
lower (higher) level of coercive power together with a larger (smaller) size of the evasionminded group within the population leads to a lower (higher) probability of tax compliance in
both groups (Prinz, Muehlbacher, & Kirchler, 2014).
Another alternative theoretical approach in understanding the SSF comes from Lisi (2012a)
who considers a macroeconomic model of the labour market to reveal the relationships between
tax compliance, tax evasion, and unemployment. The study indicates that trust in tax authorities
affects a firm's decision to evade taxes, and in turn affects the unemployment rate as an
important macroeconomic factor. Also, crucial interactions between trust, power, voluntary
compliance, and enforced compliance are indicated. These interactions require that a
combination of policy tools of deterrence and deference are used to increase tax compliance.
Finally, reduction of tax evasion is believed to decrease unemployment (Lisi, 2012a).
Regarding tax compliance factors mentioned in the first SSF study, a study by Kirchler, Kogler,
and Muehlbacher (2014) re-emphasises that tax knowledge, attitudes, norms, and perceived
fairness are dominant drivers of tax compliance. They argue that compliant taxpayers have
more positive attitudes towards taxation, have norms that prefer co-operation rather than
confrontation in dealing with tax, and have relatively positive views about the tax behaviour of
others, compared to tax evaders.
3.4.2 Empirical Research on the Slippery Slope Framework
Following the development of the SSF theory, several empirical studies have been conducted
to test the assumptions of the SSF. In general, most empirical studies confirm the SSF theory.
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Even though the SSF theory initially introduces several tax compliance factors that are believed
to have associations with trust and power, only a few studies pay attention to these factors
(Kogler, Muehlbacher, & Kirchler, 2013; Kogler, Muehlbacher, & Kirchler, 2015; Gobena &
Dijke, 2016). Most of the empirical studies focus more on trust and power and their interactions
with voluntary compliance and enforced compliance. Previous empirical literature on the SSF
is presented below.
Using 120 students and 127 self-employed taxpayers as participants, Wahl, Kastlunger, and
Kirchler (2010) analysed the SSF through a computer-aided laboratory and an online
experiment. Situating participants in four experimental conditions (low versus high trust in
authorities, and low versus high power of authorities), both experiments show consistent
evidence that trust had a positive effect on voluntary compliance. Both experiments also show
that high power and low trust encourage the highest enforced compliance. The study suggests
that a combination of high trust and power leads to the maximum level of voluntary
compliance. Moreover, in the case of low trust, voluntary compliance is the lowest. The lowest
level of voluntary compliance is also found in a combination of low trust and high power.
Adopting scenarios from the experiments conducted by Wahl, Kastlunger, and Kirchler (2010),
another study conducted by Kogler et al. (2013) tests the primary assumptions of the SSF in
four European countries: Austria, Hungary, Romania and Russia. Their findings support the
main assumptions of the SSF, with the highest level of tax compliance and the lowest level of
tax evasion being found in high trust and power conditions. However, in this study, high trust
is associated with higher levels of voluntary tax compliance and high power is associated with
more enforced tax compliance. The study also shows that the condition of low trust and low
power leads to the lowest intention to comply and the highest intention to evade taxes.
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Working with a larger amount of data, Fischer and Schneider (2009) use survey data on the tax
morale of 83,000 individuals from 73 countries, obtained from the combined third and fourth
waves of the World Values Survey (a survey that has been conducted since 1981 in almost 100
countries and is intended to understand beliefs, values, and motivations of people around the
world). The study supports the SSF regarding the interplay between the trust and power
dimension of the tax authority. The study focuses on tax morale, education, and political rights
which are believed to be associated with the interplay between trust and power. The findings
show that tax morale affects the interplay between trust and power. However, the study finds
that there is not enough convincing evidence showing that better education and more
democratic rights significantly affect the interplay between trust and power.
Meanwhile, Mas'ud, Manaf, and Saad (2014) test the SSF assumption in African countries
using a regression model. Their findings indicate that the assumptions of the SSF are also
confirmed in an empirical cross-country analysis. The findings also capture strong interaction
effects between trust and power. Trust alone, without the presence of power, may not improve
tax compliance, and vice versa. Therefore, tax compliance improves through the combination
of trust in and power of the tax authority. Similar results are also presented by Lisi (2012b)
which empirically support the main assumptions of the SSF. Employing cross-sectional
analysis of data from the World Values Survey, the World Bank, and the International
Monetary Fund (IMF), the study shows that trust and power significantly affect tax compliance
and that trust, power, and voluntary compliance interact with each other to form overall
compliance, where trust is more important than power (Lisi, 2012b).
Even though Muehlbacher and Kirchler (2010) propose the interplay between trust and power,
they provide no further explanation about how power and trust are related to each other, and
how this interaction affects the tax climate. Therefore, as mentioned before, Gangl, Hofmann,
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Pollai, and Kirchler (2012) propose a more detailed approach in evaluating the dynamics of
trust and power by dividing trust into reason-based trust and implicit trust, and dividing power
into legitimate power and coercive power. In addressing the dynamics, later empirical studies
consider this differentiation, as will be explained below.
In their study, Kastlunger, Lozza, Kirchler, and Shabmann (2013) use a paper and online survey
of 389 self-employed Italian taxpayers and entrepreneurs to investigate how powerful
authorities and trusting citizens affect tax compliance behaviour. They differentiate power into
legitimate and coercive power and then correlate these two types of power with trust in an SSF
model. The findings show that legitimate power is associated positively with trust. Meanwhile,
they find that both trust and coercive power are positively related with legitimate power. The
study also shows that enforced compliance is positively associated with tax evasion, which
means that the more compliance is enforced, the more taxpayers try to evade. On the other
hand, the study indicates negative relationships between voluntary compliance and enforced
compliance, as well as between trust and coercive power.
Also focusing on the dynamics of trust and power, Hofmann, Gangl, Kirchler, and Stark (2014)
differentiate trust into reason-based trust and implicit trust, in addition to the differentiation in
power. Using 261 taxpayers in their experiment, they find that even though coercive power did
not reduce implicit trust, it affects reason-based trust, the interaction climate, and intended tax
compliance. However, when it is combined with legitimate power, it does not have an effect.
Another study on the dynamics of trust and power is conducted by Hofmann et al. (2017).
Conducting four experiments, they reveal that coercive power is associated with an antagonistic
climate and enforced compliance. Meanwhile, legitimate power increases reason-based trust, a
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service climate, and voluntary co-operation. Moreover, legitimate power also negatively
influences an antagonistic climate but positively affects enforced compliance.
Despite the above studies showing the interaction between trust and power, some studies
indicate that there is no significant interaction between these dimensions. Muehlbacher,
Kirchler, and Schwarzenberger (2011), for example, using a relatively high number of survey
respondents (N=3,071) in Austria, the United Kingdom, and the Czech Republic, confirm the
basic assumptions of the SSF that trust induces voluntary compliance and power leads to
enforced tax compliance. They suggest that the tax authority should not only maintain
deterrence policies like audits and penalties to enhance compliance, but also ensure the
existence of trust building to increase voluntary compliance. Nevertheless, the study shows that
there is no significant interaction effect between trust and power.
Also, taking Turkey as a location, with 300 self-employed taxpayers as respondents, Benk and
Budak (2012) show that the interactions between trust and power are less definite. This study
supports the main assumptions of the SSF that trust is a predictor of voluntary compliance and
power is a predictor of enforced compliance but the relation between power and enforced
compliance is relatively low. Interestingly, the study reveals that power is also a significant
predictor of voluntary compliance.
Empirical Studies that Investigate Factors Affecting Trust and Power
While most of the SSF literature focuses on the interaction between trust, power, voluntary
compliance, and enforced compliance, there are a limited number of studies that pay attention
to tax compliance factors that are associated with trust and/or power. However, none of these
studies comprehensively investigate the factors. Almost all of them pick up a small number of
factors and then elaborate the relationship between the factors and either trust or power.
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Amongst the limited number of studies discussing factors affecting trust and power, research
conducted by Kogler, Muehlbacher, and Kirchler (2013; 2015) can be regarded as the most
complete examples. Using 476 self-employed Austrian taxpayers as survey respondents, they
test the SSF assumptions by considering several factors such as perception of fairness,
deterrence (penalty), and social norms. As expected, their findings support the assumptions of
SSF. Regarding the factors, they find that procedural fairness and distributive fairness
positively relate to voluntary compliance when including trust as a predictor. Retributive
fairness and penalty relate to trust and then voluntary compliance and also influence power and
then enforced compliance. Their work also shows that social norms strongly correlate with
voluntary and enforced compliance, but contrary to the SSF assumptions, they seem to be
unrelated to trust and power.
Focusing on procedural fairness, Gobena and Dijke (2016) distributed questionnaires to 300
Ethiopian business owners to find out how the legitimate and coercive power of the tax
authority moderates the effect of procedural fairness on voluntary tax compliance. They
suggest that the correlation between procedural fairness and voluntary tax compliance is
positively significant when legitimate power is low and when coercive power is high.
Moreover, distinguishing two types of trust – cognition-based (reason-based) trust and affectbased (implicit) trust – the study reveals that by fostering cognition-based trust, procedural
fairness leads to voluntary compliance while cognition-based trust relates to voluntary
compliance moderated by legitimate power. The results also show that coercive power is the
only predictor of enforced tax compliance.
Kasper, Kogler, and Kirchler (2015) offer a different approach in elaborating the relationship
between trust and power. Using survey questions and an experiment with 487 participants in
Austria, they examine the influence of mass media on trust and power. Their experiment shows
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that exposure to tax issues in the mass media has significant and positive effects on trust, power,
and tax compliance. They also find a strong positive effect of education on trust in tax
authorities.
In an Indonesian context, as indicated earlier Siahaan (2012) investigates the associations
between perceptions of fairness, trust, and voluntary tax compliance. Even though he does not
clearly mention the framework used in the study, the study investigates the relationship
between factors mentioned in the SSF. Using questionnaires completed by 61 taxpayers in
Surabaya, East Java, the findings show a significant and positive direct effect of tax fairness
on voluntary compliance. Moreover, the study also indicates a significant and positive indirect
effect of tax fairness on voluntary compliance while including trust as a predictor in the model.
In addition, the results show that a perception of fiscal inequity increases tax evasion behaviour.
3.4.3 Components of the Slippery Slope Framework
The SSF assumptions propose that several tax compliance factors have associations with trust
in and power of the tax authority. As discussed before, while most of the SSF literature pays
attention to the relationships between trust, power, voluntary compliance, and enforced
compliance, a limited number of SSF studies have investigated some of these tax compliance
factors. However, none of this research comprehensively elaborates the factors because these
existing empirical studies take a small number of factors and then look at correlations between
those particular factors and either trust or power. Therefore, this study aims to elaborate on
these factors comprehensively to get a better understanding of factors that have an association
with trust and power. In this subsection, each component of the Slippery Slope Framework is
discussed. The aims to cover the associations between the components and trust or power, but
not all components have supporting literature regarding these associations. Therefore, for some
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components, the discussion only includes the associations between the components and tax
compliance.
3.4.3.1 Trust in Tax Authorities

From a behavioural perspective, trust refers to taking risk with a confident expectation that all
persons involved in the action will act competently and dutifully even though there are negative
consequences for those involved if violation of the expectations occur (Lewis & Weigert,
1985). Mayer, Davis, and Schoorman (1995, p. 712) define trust as ‘the willingness of a party
to be vulnerable to the actions of another party based on the expectation that the other will
perform a particular action important to the trustor, irrespective of the ability to monitor or
control that other party.’ Being vulnerable means taking a risk that something important might
be lost, and thus trust is a willingness to take risk (Mayer, Davis, & Schoorman, 1995). Hoy
and Tschannen-Moran (1999, p. 189) define trust as a ‘willingness to be vulnerable to another
party based on the confidence that the latter party is benevolent, reliable, competent, honest
and open’. Meanwhile, as one component in the SSF assumptions, Kirchler, Hoelzl, and Wahl
(2008) define trust in authorities as the general opinion of individuals and social groups on the
benevolence of the tax authorities in working for the public good.
Several terms are associated with trust, such as co-operation, confidence, and predictability.
Mayer, Davis, and Schoorman (1995) explain how these terms are different. They explain that
even though trust can lead to co-operation, co-operation itself can be created without the
existence of trust. Powerful management and severe punishment for uncooperative behaviour
can promote co-operation. In terms of confidence, Luhmann (1988) distinguishes this term
from trust based on perception and attribution. He argues that confidence occurs in a situation
of no other alternatives. On the other hand, trust occurs in a situation of choosing one action
with the possibility of being disappointed by the action of other parties. Meanwhile, regarding
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predictability, Deutsch (1958) argues that the meaning of trust is also beyond predictability.
Using information from insurance companies, he explains that ‘one can predict with a fair
degree of accuracy how many people will die on a given day. Nevertheless, one does not
necessarily “trust” that they will die’ (Deutsch, 1958, p. 265).
Furthermore, Lewis and Weigert (1985) suggest two foundations of trust, namely cognitive
foundation and emotional foundation. At first, trust arises in a cognitive process of determining
persons or institutions as trustworthy, distrusted, or unknown. Here, level of trust is chosen
cognitively, based on particular aspects and under particular circumstances (Lewis & Weigert,
1985). Continuous cognitive-based trust, they further explain, becomes a foundation of a more
emotionally based trust, namely affective-based trust, which includes emotional bonds amongst
all participants in the relationship. Similar findings are made by McAllister (1995). Conducting
a survey of 194 managers and professionals, he recognises these two dimensions of trust as
measures of the trustworthiness of peers in a workplace. He further argues that since cognitionbased trust is necessary to develop affect-based trust, levels of cognition-based trust are
generally higher than levels of affect-based trust. And since each type of trust develops
differently, each of them functions uniquely and has different associated variables (McAllister,
1995).
A similar approach to understanding trust comes from Tyler (2003) who distinguishes two
types of trust: instrumental trust and social trust. Instrumental trust is related to the
predictability of the likely future behaviour of others or competence of other parties in solving
problems and delivering desired outcomes. Meanwhile, social trust comes from beliefs that the
other parties have the intention to do what is good for them (Tyler, 2003). In a similar vein,
Castelfranchi and Falcone (2010) propose two forms of trust: reason-based trust and implicit
trust. Reason-based trust implies that individuals rationally decide to trust another person based
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on four reasons: the same goals between the trustor and the trustee; the trustor dependence on
the trustee; the competency and willingness of the trustee; and the probability of external
conditions affecting the achievement of the goal. On the other hand, implicit trust is an
automatic and unintentional type of trust which originates from associative and conditioned
learning processes (Castelfranchi & Falcone, 2010).
Regarding the relationships between trust and compliance behaviour, the literature shows that
trust in governmental institutions, as well as the government in general, have statistically
significant positive effects on tax morale (Torgler & Schneider, 2005; Frey & Torgler, 2007).
In addition, Damayanti, Sutrisno, Subekti, and Baridwan (2015) find that trust in the
government positively influences intentions to comply and tax compliance behaviour.
Nevertheless, other literature indicates an insignificant relationship between trust and tax
compliance. Uslaner (2005), for example, finds that although trust seems to matter for
governmental expenditures, political stability, and overall quality of government, trust does not
seem to affect compliance behaviour.
3.4.3.2 Power of Tax Authorities

A study by Dahl (1957, pp. 202-203) defines power as ‘A has power over B to the extent that
he can get B to do something that B would not otherwise do’. Similarly, Turner (2005, p. 8)
defines power as ‘the capacity to get people to do what one wants where they are not persuaded
of or are uninterested in the validity of the specific belief or act’. As a component of the SSF,
power of tax authorities is referred to as a taxpayer’s perception of the ability of the tax
authorities to detect tax evasion, the extent of budget and legislation authorised to them, and
public support for them (Kirchler, Hoelzl, & Wahl, 2008).
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In addressing the power of the tax authority, Braithwaite (2003) suggests five motivational
positions that taxpayers might take after evaluating the tax authority over time. The first two
positions, commitment and capitulation, are considered to have a positive orientation to the
authority. Commitment reflects feelings of moral obligation to pay taxes with good will, while
capitulation reflects acceptance of the tax authority as a legitimate authority having a benign
power towards taxpayers. The other three positions stand in an opposite direction from the
previous two. These positions of defiance include resistance, disengagement, and game
playing. The first defiance position is resistance, which reflects questions about the benign
intentions of the tax authority and thus is likely to lead taxpayers to being watchful and fighting
for their perceived violated rights. The second defiance position is disengagement. While for
resistance, taxpayers are still relatively engaged with the tax authority, in disengagement
taxpayers and the tax authority are socially distant and separated. The last position is game
playing. Even though nobody wants to be punished for non-compliant behaviour, unfair and
disrespectful treatment from the tax authority leads some taxpayers to play hide-and-seek with
the tax authority (Braithwaite V., 2003). This study finds that while responsive action is applied
towards the wrongdoers, at the same time, co-operative motivational incentives need to be
maintained towards compliant taxpayers.
There are several factors affecting the power of tax authorities including, for instance,
perceived audit probability and penalties imposed. When tax authorities conduct many audits
on appropriate taxpayers, and impose high enough penalties, the power of the tax authorities
increases substantially. However, when insufficient audits are conducted and when they fail to
find taxpayers’ fraud, and the penalty imposed is too low, the tax authority is seen as having a
low level of power which in turn leads to non-compliant behaviour among taxpayers. Thus, a
study by Tyler (2006), which is based on legitimacy theory, shows that it is difficult for

76

authorities to gain obedience from a member of their group by solely applying reward and
punishment mechanisms without having any legitimacy. Lack of legitimacy is believed to be
one of the main barriers in collecting general and direct tax revenue (Fjeldstad & Semboja,
2001). In contrast, when authorities have legitimacy, people see them as being appropriate and
trusted, and these feelings drive people to feel obligated to obey rules and policies the
authorities make (Tyler, 2006). In a legitimate tax system, taxpayers take the legitimacy for
granted and pay their tax obligation voluntarily without taking into consideration the possibility
of evading tax (Kirchler, Hoelzl, & Wahl, 2008).
According to Turner (2005), as adopted by both Kirchler, Hoelzl, and Wahl (2008) and Wahl,
Kastlunger, and Kirchler (2010), power can take two forms: legitimate power and coercive
power. Legitimate power comes from beliefs and experiences regarding the interaction of the
authority and the influenced person and can be gained through legitimacy, knowledge, ability
and skills, and by the provision of information (Gangl, Hofmann, Pollai, & Kirchler, 2012).
Acceptance of this kind of power is based on voluntary deference within the group. And that
is why institutions mostly aim to gain legitimate power, as legitimacy provides them with
discretionary authority used in governing (Tyler, 1997).
Meanwhile, coercive power is described as an attempt to force others to act against their will
(Turner, 2005). In this type of power, punishments and rewards are utilised to influence a
person to (not) change their behaviour as required by the authority (Gangl, Hofmann, Pollai, &
Kirchler, 2012). This kind of power derives from the inability or unwillingness of an authority
to gain legitimate acceptance which means that it resorts to using its resources to constrain the
target’s behaviour. Therefore, coercion is believed to be the weakest power, as this power can
be used by an authority when it has no other power (Turner, 2005). The use of this type of
power is believed to lead to enforced compliance.
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3.4.3.3 Factors Affecting Trust and Power

Based on the SSF theory, there are several factors of tax compliance that are associated with
trust and power. These are perception of audit probabilities, tax penalties, tax knowledge,
norms, attitudes, distributive fairness, procedural fairness, and retributive fairness. Below,
existing literature on each factor and its relationship with tax compliance is discussed. In
addition, limited literature also provides discussions about the relationships between these
factors and trust or power.
a. Perception of Audit Probabilities
The probability of detection or audit, as explained before, is believed to increase tax
compliance and audit is an effective tool to measure it (Alm, 1991). Moreover, Alm, Jackson,
and McKee (2004) support this finding that tax audits are considered to have both a direct
deterrent effect on the audited taxpayers and an indirect deterrent effect on non-audited
taxpayers. There is a significant positive relationship between the risk of tax audit and the rate
of voluntary tax compliance and tax audits are important in increasing voluntary compliance
in a Self-Assessment System (Dubin, 2007). Moreover, for SMEs, audit has an indirect impact
on tax compliance in terms of bookkeeping (Evans, Carlon, & Massey, 2005).
In terms of the relationship between the perception of audit probability and tax compliance,
current literature shows inconsistent and mixed results. Most literature indicates a positive
relationship between these variables (Witte & Woodbury, 1985; Alm, Jackson, & McKee,
1992; Andreoni, Erard, & Feinstein, 1998; Alm, Jackson, & McKee, 2004; Dubin, 2007;
Cummings, Martinez-Vazquez, McKee, & Torgler, 2009). However, some other literature
reveals a relatively weak relationship between them (Beron, Tauchen, & Witte, 1988). And on
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the other hand, some other studies indicate that audit probabilities correlate negatively with tax
compliance (Slemrod, Blumenthal, & Christian, 2001; Inasius, 2005; Snow and Warren, 2005).
b. Tax Penalties
Regarding the relationship between tax penalties and tax compliance, again the current
literature shows inconsistent findings. Some studies indicate that severe penalties are
associated with an increase in tax compliance (Allingham & Sandmo, 1972; Witte &
Woodbury, 1985; Hasseldine, Hite, James, & Toumi, 2007) and a decrease in tax evasion
(Andreoni, Erard, & Feinstein, 1998; Cummings, Martinez-Vazquez, McKee, & Torgler,
2009). Moreover, Doran (2009) argues that penalties function not only to promote tax
compliance, but also to determine the standard of laws imposed on taxpayers by distinguishing
compliant taxpayers from the non-compliant ones. However, several studies show that there is
no significant relationship between the penalty rate and tax evasion (for example, Spicer &
Lundstedt, 1976; Alm, Jackson, & McKee, 1992).
Meanwhile, considering the moderation of norms in the relationship between tax penalties and
tax compliance, Wenzel’s (2004) study on Australian citizens finds that personal and social
norms significantly moderate the effects of sanction severity on tax evasion. The study shows
that deterrence influences tax evasion only when personal norms are weak. Meanwhile,
sanction severity is negatively correlated with tax evasion when social norms are strongly in
favour of tax honesty (Wenzel, 2004).
c. Tax Knowledge
The majority of the tax literature uses taxpayers’ general education level to measure the
relationship between education and tax compliance. As discussed earlier, the literature
indicates a positive association between education and tax compliance (Chan, Troutman, &
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O'Bryan, 2000; Houston & Tran, 2001; Richardson M. & Sawyer, 2001; Richardson G., 2006)
and a negative association with tax evasion (Yalama & Gumus, 2013).
Regarding tax knowledge and its association with tax compliance, the existing literature shows
that tax knowledge is positively associated with tax compliance (Song & Yarbrough, 1978;
Saad, 2011), where low tax knowledge correlates with a negative attitude toward taxation
(Lewis, 1982). Conducting a study in Malaysia, Palil and Mustapha (2011) found that in a SelfAssessment System, tax knowledge has a significant positive effect on tax compliance. This
finding is in line with a study by Loo, McKerchar, and Hansford (2009), also in Malaysia,
which concluded that tax knowledge is the most significant factor affecting individual tax
compliance.
d. Attitudes
Attitude toward a behaviour is defined as the degree to which a person values the performance
of a behaviour, whether positively or negatively (Ajzen, 1991; Ajzen, 2006). Therefore, a
taxpayer with positive attitudes towards tax evasion is likely to have lower tax compliance
compared to a taxpayer with negative attitudes (Kirchler, Hoelzl, & Wahl, 2008). Meanwhile,
Ajzen (2006) differentiates attitude into two categories: affective attitude and instrumental
attitude. Affective attitude deals with emotions (happy, sad, guilty) felt when performing
certain behaviour, while instrumental attitude is likely to connect to a more rational
consideration of whether certain behaviour would bring an advantage or not (Ajzen, 2006).
Regarding the association between attitudes and tax compliance, most tax literature indicates
that positive attitudes towards taxation are likely to increase tax compliance (Andreoni, Erard
& Feinstein, 1998) and reduce the probability of tax evasion (Kirchler, 2007; Feld, Torgler, &
Dong, 2008). Moreover, Tyler (2003) argues that attitudes (internal motivation) are correlated
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with voluntary compliance. Regarding the relationship between attitudes and tax knowledge,
Eriksen and Fallan (1996) argue that tax attitudes can be enhanced with tax knowledge which
in turn will increase tax compliance. In an Indonesian context, Damayanti, Sutrisno, Subekti,
and Baridwan (2015) indicate that taxpayers with positive attitudes towards tax compliance
will have a greater intention to comply to tax. In addition, Loo, McKerchar, and Hansford
(2009) found that financial constraints have a stronger effect for self-employed taxpayer
compliance behaviour while attitude towards tax more strongly affects the compliant behaviour
of employed taxpayers.
e. Norms
In this study, norms are differentiated into the categories of personal norms, social norms, and
national norms, as suggested by Kirchler, Hoelzl, and Wahl (2008). Personal norms refer to
internalised standards about how to behave, which are related to moral reasoning, egoism, norm
dependency, and values (Kirchler, Hoelzl, & Wahl, 2008). Meanwhile, social norms are
defined as the moral standard among a social group or collective such as friends, acquaintances,
or vocational group (Wenzel, 2004). Widespread and approved non-compliance behaviour in
their reference group leads taxpayers to become non-compliant too. Meanwhile, at the national
level, norms become cultural standards and are often mirrored in the actual law.
In the relationship between norms and tax compliance, Wenzel’s (2004) study on Australian
citizens finds that personal norms of tax honesty are significantly related to compliance
behaviour. Once personal norms are controlled for, social norms have no direct effect on tax
compliance. Meanwhile, personal and social norms significantly moderate the effects of
sanction severity on tax evasion. Similar findings can also be seen in a study by Riahi-Belkaoui
(2004) which indicates that tax compliance is positively related to high moral norms. Regarding
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social norms, Alm (1991) shows that social norms positively affect tax compliance. Similarly,
conducting a survey of US taxpayers, Jimenez and Iyer (2016) suggest that an increase in social
norms that favours tax compliance will increase personal norms of tax compliance which in
turn enhances tax compliance.
For national norms, Andreoni, Erard and Feinstein (1998) suggest that taxpayers’ satisfaction
with government affects their compliance behaviour. Moreover, when national norms are
perceived to be favourable to tax, trust in the political institution will lead to voluntary
compliance (Torgler, 2004). Similarly, McAllister (1995) argues that social identity shared by
the trustor and the trustee, like family, employment, or nation, often works as a stimulus for
norms, which in turn relate to trust.
f. Distributive Fairness
Distributive fairness refers to the fairness in rewards received by parties involved in a
transaction based on the contributions they have made to it (Adams, 1965). Furthermore,
Adams (1965) contends that fairness in distribution is obtained when each party gains
proportional profits on their investment. When inequality occurs, the party suffering from the
inequality will feel unjust.
Completing Adams’ (1965) study, Porcano (1984) argues that four rules need to be identified
to achieve fairness in distribution: the contributions rule, needs rule, equity rule, and benefit
rule. The contributions rule says that the fairness in distribution is based on one’s contributions
so that the higher the contribution given, the more deserving the person is to claim. On the
other hand, the needs rule emphasises the fulfilment of one’s basic needs regardless of one’s
contributions to the system. Therefore, based on this rule, the government needs to allocate
funds to those that cannot meet their minimum needs. Meanwhile, the equity rule requires that
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similar outcomes should be distributed equally regardless of the differences in individuals’
situations. The application of the same tax rate is an example of this rule. Finally, the fourth
rule is the benefit rule which suggests that tax paid by taxpayers should be equal to the public
goods and services they receive (Porcano, 1984). Therefore, to be fair in tax distribution, it is
suggested that tax authorities consider these rules in their distribution strategies. Noting that
some of the rules seem to contradict each other, such as the contribution and the needs rule,
some balancing is required to consider them in tax policies.
In the tax literature, distributive fairness refers to the fairness in the exchange of resources, in
both the benefits and costs of the tax system. If taxpayers assume that they pay more tax
compared to others, tax compliance will be likely to decrease (Spicer & Lundstedt, 1976). In
terms of the relationship between distributive fairness and tax compliance, Alm, Jackson, and
McKee (1992), through conducting a laboratory experiment, find that tax compliance increases
when participants perceive that they receive appropriate public goods and services from the tax
they pay, even in the absence of detection and punishment. Similarly, Bird and MartinezVazquez (2008) suggest that public willingness to pay tax strongly correlates with the
perception of government honesty and government provision of fair public goods and services.
Interesting findings also come from a study by Fochmann and Kroll (2016) regarding the
relationship between public good contribution and tax compliance. They contend that tax
compliance increases with a certain level of taxpayers’ contributions to the public good. But
when the contribution to the public good is above this level, tax compliance is likely to
decrease. In addition, in most developing countries, the link between tax paid and public goods
and services received is generally weak (Fjeldstad, 2013). In turn, he argues that this weak link
is likely to destroy taxpayers’ trust towards government, because from a taxpayer’s perspective,
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government failure in delivering fair public goods and services legitimises non-compliant
behaviour (Fjeldstad, 2013).
g. Procedural Fairness
Leventhal (1980) defines procedural fairness as a belief that allocative procedures applied are
fair and appropriate. He suggests that to be perceived as fair, a procedure needs to satisfy six
procedural fairness rules: a consistency rule, bias-suppression rule, accuracy rule, correctability
rule, representativeness rule, and ethicality rule. The consistency rule suggests that it is
necessary to apply similar and equal procedures to all recipients without any discrimination.
The bias-suppression rule emphasises the prevention of personal self-interest intervention
during the process. Therefore, based on the bias-suppression rule, decision-making roles are
separated from personal advocacy. Meanwhile, the accuracy rule is concerned with the
importance of minimising errors in collecting and presenting information as it is difficult for
wrongdoers to escape from detection when there is an accurate records system.
Next is the correctability rule. The ability to modify and correct errors and mistakes in existing
decisions must be provided to ensure the correctness of the decisions made. Therefore, the
presence of appeal procedures in every stage of the process will enhance the perception of
fairness.
The fifth rule is the representativeness rule, which reflects the need for procedures to
acknowledge and be representative of the concerns and values of all subgroups of recipients in
all stages of process.
The last rule is the ethicality rule, which emphasises that the allocative procedures must meet
the moral and ethical values of the recipients (Leventhal, 1980). Therefore, to be judged as fair,
a procedure should be applied consistently among all individuals and groups within the system
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(Barrett-Howard & Tyler, 1986; van den Bos, Vermunt, & Wilke, 1996) and allow the
recipients or subgroups to voice their concerns and values (van den Bos, 1999; Lamberton, De
Neve, & Norton, 2014).
Furthermore, Thibaut and Walker (1978) argue that people focus more on the fairness of a
decision and their involvement in the decision-making process, regardless of the favourability
of the decision they receive. A similar opinion comes from a study by Tyler (1990) which
observes procedural fairness from a normative and instrumental perspective. From a normative
perspective, people are concerned more about the fairness of the procedures and outcomes
rather than the favourability of the outcomes. In contrast, an instrumental perspective assesses
the fairness in procedures based on the level of control of the outcomes received. Here, people
perceive the procedures are fair when they have adequate control over decisions made (Tyler,
1990). Here, people focus more on the fairness of aspects that contribute most to the outcomes.
In the tax literature, procedural fairness is connected to neutrality in procedure, trustworthiness
of the tax authorities and respectful treatment (Tyler, 1990; Murphy, 2003). Moreover,
regarding the correlation between procedural fairness and tax compliance, Alm (1991)
indicates that procedural fairness, in terms of how taxpayers are treated relative to others,
influences tax compliance. Similar results come from a study by Wenzel (2002) based on data
from 7,754 Australian citizens, which finds that Australian taxpayers are more compliant with
tax regulations when they are treated respectfully, and their voice is acknowledged by tax
authorities.
Regarding the relationship between procedural fairness and trust, Murphy (2003) suggests that
people will trust the motives of an authority and then comply voluntarily when they are treated
politely with dignity, respect, and neutrality in decision-making procedures. In contrast, trust
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will decrease when people are poorly treated by the tax authority. In turn, the decrease in trust
affects their tax compliance behaviour. Moreover, Murphy and Tyler (2008) find that when an
authority treats people with respect and neutrality, people will be more likely to comply with
its decisions and rules. In addition, policies that elicit negative emotions lead to noncompliance while policies that elicit positive emotions foster compliance (Murphy & Tyler,
2008). Therefore, they suggest that authorities need to understand the role of emotions in
procedural fairness because a better understanding of people’s motivation to comply with
certain decisions and rules might help authorities to regulate more effective strategies and then
shape better compliance in the future.
h. Retributive Fairness
Retributive fairness relates to the perceived appropriateness in punishing taxpayers when they
fail to fulfil their tax obligation. Becker (1968) believes that fairness in handling non-compliant
behaviour is crucial because punishments applied to those who commit offences affect not only
the offenders but also other members of society. Thus, he further argues that the authority
should choose the appropriate types of punishment for offenders cautiously. Fines paid by
offenders, for instance, can be regarded as revenue by others. On the other hand, imprisonment
of offenders creates additional cost for the other members of society because part of citizens’
tax payments needs to be used to finance the prisoners.
Regarding the relationship between retributive fairness and tax compliance, taxpayers will feel
that their compliant behaviour is less recognised or honoured when they find many other
taxpayers evading taxes without being punished, and this situation might decrease the moral
cost of evading taxes (Torgler, 2006). Interestingly, focusing on the effects of rewards on tax
compliance decisions, Fochmann and Kroll (2016) argue that rewards have a negative overall
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effect on tax compliance. They explain that rewards do not affect the taxpayers who receive
them in terms of increasing their compliance. Even more, rewards have negative effects on tax
compliance for taxpayers who are not rewarded. Therefore, they do not suggest rewards as a
tool for enhancing compliance amongst taxpayers.
In the assumptions behind the SSF, perception of fairness (either distributive, procedural, or
retributive fairness) is believed to be positively related to trust because trust can be maintained
through fair treatment towards taxpayers. In addition, besides having a relationship with trust,
retributive fairness is also connected to the power dimension, as this type of fairness depends
on the ability of a tax authority to detect and punish tax evaders.
3.4.3.4 Other Proposed Factors Affecting Trust and Power

Apart from the components mentioned in the SSF assumptions, this study proposes and
integrates two new components of the SSF: perception of corruption and perception of tax
complexity. Existing tax studies have suggested associations between tax compliance
behaviour and the perception of corruption (Kaufmann, Kraay, & Zoido-Lobatón, 2000;
Torgler, 2004; Uslaner, 2005; Torgler, 2006; Riahi-Belkaoui, 2008) as well as the perception
of tax complexity (Clotfelter, 1983; Milliron, 1985; Jackson & Milliron, 1986; Richardson G.,
2006; Riahi-Belkaoui, 2008). Moreover, the tax literature has also identified the associations
between these two factors and trust in and power of tax authorities (Mishler & Rose, 2001;
Seligson, 2002; Anderson and Tverdova, 2003; Uslaner, 2005; Morris & Klesner, 2010;
Richey, 2010; Hakhverdian & Mayne, 2012; Rothstein, 2013). This subsection discusses these
factors further.
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a. Perception of Corruption
There are two categories of corruption, namely grand corruption and petty corruption, as
classified by Doig and Theobald (1999) and United Nations Development Programme (2008).
Grand corruption refers to the misuse of power by state leaders, ministers, and senior officials
for their own benefit or for the benefit of affiliations related to them (Doig & Theobald, 1999).
This type of corruption mostly relates to high level individuals and involves a large amount of
money. Meanwhile, petty corruption is usually in the form of a small payment and mostly
happens in administrative offices in the form of unofficial tips. Often referred to as ‘grease’
money, small corruption is usually paid to lower level officials to ease access to government
services. Despite involving only small amounts of money, Doig and Theobald (1999) argue
that small corruption is just as significant as grand corruption because it impacts mostly on the
poorest and weakest people in a society. This finding confirms the social cost of corruption
demonstrated by Kaufmann, Kraay, and Zoido-Lobatón (2000). From cases in Bolivia and
Ecuador, this study’s results show that corruption discriminates against the poor in terms of
their access to public services when they have to provide additional costs to access the services.
As a consequence, countries with pervasive petty corruption suffer from low levels of public
trust.
Regarding the perception of corruption, the tax literature identifies a relationship between the
perception of corruption and tax compliant behaviour (Torgler, 2004; Feld, Torgler, & Dong,
2008; Melgar, Rossi, & Smith, 2010). Regarding the relationship of the perception of
corruption with trust, the literature also shows an association between this perception and both
the level of public trust towards the tax authority and trust in society.
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A study by Torgler (2006) shows that a higher degree of perceived corruption influences tax
compliance because taxpayers will feel cheated if they believe that corruption is commonly
happening, and this feeling will reduce their motivation to pay taxes. In addition, a study by
Kaufmann, Kraay, and Lobatón (2000) indicates that most firms would willingly pay additional
tax if corruption were eliminated. Moreover, Uslaner (2005) argues that the level of perception
of corruption has a positive correlation with the level of tax evasion.
The tax literature also discusses the relationship between a country’s level of corruption and
its performance in collecting tax revenue and distributing it to society in the form of public
goods and services. Fjeldstad (2013) believes that a severe tax avoidance culture encourages
tax officers to engage in bribery. Therefore, he argues that continuous support from tax
administration leadership is crucial in minimising a culture of corruption. Moreover, a study
by La Porta, Lopez-da-Silanes, Shleifer, and Vishny (1999) indicates that less corrupt countries
have fewer bureaucratic delays and higher tax compliance while, in contrast, corrupt countries
tend to have higher rates of tax evasion. This finding is supported by Torgler (2004) who argues
that in countries with a high level of perceived corruption, people seem to have less of a moral
obligation to pay tax. They presume that the tax collected will be misused by the corrupt
government so there is no point paying tax. In addition, a study by Gupta (2007) also finds that
corruption has a significant negative effect on tax revenue.
Meanwhile, focusing on developing countries, Riahi-Belkaoui (2008) shows that a small
bureaucracy together with high control of corruption leads to the highest level of tax
compliance. Therefore, he suggests, developing countries should reduce both the corruption
level and the size of the bureaucracy to improve tax compliance and economic development.
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Regarding the relationship between corruption and trust or power (especially legitimate
power), existing tax literature identifies the association between these variables. Literature
shows that trust can be categorised into political/institutional trust and interpersonal/social
trust. Political/institutional trust is referred to as trust in the government or particular
institutions of the political system, while interpersonal/social trust is defined as trust in other
members of society. In terms of the correlation between corruption and these types of trust, the
literature shows mixed results. Some studies indicate that the level of corruption has a negative
relationship with political trust (Mishler & Rose, 2001). Also, Bird and Martinez-Vazquez
(2008) argue that when corruption is common in a country, it is likely to erode public trust
towards government and voluntary compliance will scarcely be present.
Meanwhile, a study by Morris and Klesner (2010) finds no relationship between interpersonal
trust and either the perception of corruption or the corruption experience. In contrast, these
authors discover a significant mutual relationship between institutional trust and perceptions
of corruption. Moreover, this mutual causality creates a vicious circle that perpetuates
corruption, generates a greater perception of corruption, leading to low levels of trust, and then
creating corruption-favourable conditions.
Even though Morris and Klesner (2010) find no relationship between interpersonal/social trust
and the perception or experience of corruption, some studies do identify this relationship.
Seligson (2002), for example, contends that a high level of perception of corruption reduces
the level of trust in the political system as well as interpersonal trust. Other studies also provide
further explanation on the interrelationship between corruption, social trust, and institutional
trust. Richey (2010) argues that corruption reduces social trust because governmental
corruption may make a society seem untrustworthy. The study suggests that institutional action
might influence social trust through the way that people attribute the untrustworthy behaviour
90

of politicians to people in general (Richey, 2010). Moreover, Rothstein (2013) suggests that
perceived corruption in public officials infers that when people whom the law requires to
provide public services cannot be trusted, then other people in the society are not trusted either.
Further, when citizens see that most people must take part in corruption to obtain their rights,
an inference occurs that most people are untrustworthy. Thus, Rothstein (2013) emphasises the
significant function of the ethics of public officials because they show not only the reliability
and trustworthiness of the institution but also the level of values of the society.
Meanwhile, using European Social Survey (ESS) data, Hakhverdian and Mayne (2012) find
interesting results regarding the association between corruption and institutional trust when
related with the level of education. The results indicate that the effect of corruption on
institutional trust depends on educational attainment. The negative effect of corruption on
institutional trust weakens as education improves. On the other hand, citizens with the lowest
levels of education are unresponsive to the effects of corruption. The study also finds that
education reduces institutional trust in countries with high levels of corruption. Meanwhile, in
countries with low levels of corruption, education enhances institutional trust (Hakhverdian &
Mayne, 2012).
Based on the respondent’s perception of corruption, Chang and Chu (2006), in their study of
five East Asian countries (Japan, the Philippines, South Korea, Taiwan, and Thailand), indicate
the strong negative effects of corruption on institutional trust. Also based on the respondent’s
perception of corruption, Della Porta (2000) finds that corruption is believed to reduce citizens’
trust in the government’s capability to address their demands because it leads to increasing cost
and is associated with lower quality of public works. In an Asian study, Kim (2010) argues that
controlling political corruption is signiﬁcantly associated with broad public trust in government
in both Japan and South Korea.
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Analysing data from the International Social Survey Program (ISSP), Anderson and Tverdova
(2003) argue that corrupt governments usually lack political legitimacy because corruption has
a negative influence on system legitimacy. Moreover, they find that individuals living in
corrupt countries have lower trust in their civil servants. Uslaner (2005) reveals the reciprocal
connection between trust and corruption but finds the effect of corruption on trust is greater
than the opposite claim. He further argues that countries with more generalised trust and less
corruption have better governance, stronger economic growth, more redistributive spending,
and citizens with a greater respect for the law (Uslaner, 2005).
Moreover, Mishler and Rose (2001) in their study of ten post-Communist countries in Eastern
and Central Europe and the former Soviet Union show that the effect of corruption on trust
would be reduced to insignificance once adequate systems supporting the legitimacy of the
authority were put in place. Similarly, a study by Seligson (2002) in four Latin American
countries shows that corruption brings several impacts on government legitimacy. First, bribery
is commonly not reported by both parties, which results in tax revenue lost for the government.
Second, the bribers get better public service than the honest citizens, which results in unfair
public services. Third, since service providers are selected based on their acceptance of a bribe,
regardless of their level of competence, citizens are likely to suffer from low quality public
goods and services. Fourth, corruption weakens the rule of law as there is high probability for
certain laws to be violated by corrupt officials to benefit the bribers. Therefore, he claims that
these impacts of corruption erode the legitimacy of the government (Seligson, 2002).
b. Perception of Tax Complexity
It is difficult to propose a clear and unambiguous regulation that accommodates all situations
(Carter, 1979). On the other hand, a simple law applied to complex situations tends to cause
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undesirable results (Bardach & Kagan, 1982). Therefore, there is a limit in the level that an
appropriate rule can be applied to a complex situation without it becoming too complex to
understand by both the regulator and the citizen (Scholz, 1984).
Andreoni, Erard and Feinstein (1998) elaborate several issues around the complexity of rules
that may lead to non-compliant behaviour. First, vague and ambiguous regulations burden
taxpayers, even though they are willing to comply. Second, tax regulations that are too detailed
are difficult to learn and remember. Third, the lack of knowledge amongst tax auditors on
complex tax laws could cause incorrect tax assessments.
Similarly, American Institute of Certified Public Accountants (AICPA) (2002) argues that tax
complexity brings several impacts such as increased perceptions of unfairness, high costs of
tax administration and tax compliance, and poor quality of tax administration, which will all
lower voluntary compliance. Therefore, some guiding principles are recommended to develop
simpler tax regulation by prioritising tax simplification, seeking the simplest approach,
minimising compliance burdens, avoiding frequent changes in tax law, using consistent
concepts and definitions in existing law, and avoiding limited applicability of tax rules to
certain taxpayers or certain periods of time (AICPA, 2002).
As explained earlier, complexity can be in the form of excessive details in tax rules, and the
detailed computations required have been associated with tax non-compliance (Clotfelter,
1983; Milliron, 1985; Jackson & Milliron, 1986). Moreover, Grant Richardson (2006) argues
that the lower the level of complexity, the lower the level of tax evasion. On the other hand, an
increase in bureaucracy is associated with an increase in tax evasion (Riahi-Belkaoui, 2008).
In addition, Saad (2011) argues that tax complexity is a contributing factor towards noncompliant behaviour. A perception of tax complexity can cause non-compliant behaviour with
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the tax rules, either intentionally or unintentionally. Another study about tax compliance
showed that tax complexity and business size to be significant determinants of tax compliance
amongst corporate taxpayers in Malaysia (Sapiei, Kasipillai, & Eze, 2014).
Moreover, some literature shows the relationship between tax complexity and tax corruption.
Among other reasons, unclear tax laws and complex procedures may trigger corruptive
behaviour on tax officials (Rahman, 2009). By making tax procedures simpler, Rahman (2009)
further argues, the chances for abuse of power within tax officials are likely to decrease. In
addition, Awasthi and Bayraktar (2014) argue that simplification in two indicators of tax
complexity – the number of tax payments and the hours to comply with tax requirements – is
believed to reduce tax corruption and this relationship is found to be more significant in less
developed countries.
3.4.3.5 Voluntary and Enforced Compliance

According to Manhire (2015), voluntary compliance does not mean that taxpayers comply with
the tax laws voluntarily – it is the tax authority’s reliance on taxpayers assessing the amount of
tax on their tax returns correctly, filing the returns on time, and paying the amount of tax owed.
From the government’s point of view, voluntary compliance is defined as taxpayers behaving
according to the rules set out in the tax laws without direct intervention from the tax authorities
(Manhire, 2015). Similarly, James and Alley (2002) define voluntary compliance as the
willingness to act in accordance with the spirit as well as the letter of the tax law.
The United States Government Accountability Office (GAO) defines voluntary compliance as
‘a system of compliance that relies on individual citizens to report their income freely and
voluntarily, calculate their tax liability correctly, and file a tax return on time’ (GAO, 2005, p.
70). In another report, the Government Accountability emphasises that simple and transparent
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services to taxpayers are an important foundation of voluntary compliance (GAO, 2007)
because ‘simplicity and transparency can contribute to compliance, as voluntary compliance is
likely to increase if taxpayers are less likely to make errors on their tax returns and have fewer
opportunities to evade taxes’ (GAO, 2005, p. 21).
Since the main aim of taxation is to promote citizens’ welfare rather than to punish them,
voluntary compliance seems to be the most appropriate approach in involving taxpayers in the
tax system. Nevertheless, it is not an easy task to persuade taxpayers to comply with the tax
rules. Some taxpayers need enforcement to participate in the system. However, this enforced
compliance needs a lot of resources. Becker (1968) contends that detecting offences and then
convicting the offenders requires funds allocated for human resources, equipment, and other
supporting tools. Therefore, tax authorities need to consider the extent of persuasion and
enforcement required to get a maximum level of compliance.
There are several SSF studies elaborating the relationship between voluntary and enforced
compliance with overall tax compliance. For example, Kastlunger, Lozza, Kirchler, and
Shabmann (2013) find that enforced compliance is positively associated and voluntary
compliance is negatively associated with tax evasion. This indicates that enforced compliance
is negatively associated and voluntary compliance is positively associated with overall tax
compliance. Moreover, Sigle et al. (2018) in the case of corporate taxation, also have direct
hypotheses in regard to voluntary and enforced compliance to overall compliance. Their
findings show that voluntary compliance is positively correlated with tax compliance, while
enforced compliance is not correlated with tax compliance.
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3.5 Summary
This chapter provides a summary of the relevant literature that supports this study. First,
existing literature on tax compliance is presented. There are two main approaches in
understanding tax compliance: the economic approach and the behavioural approach. In the
economic approach, costs and benefits are assumed to affect whether or not taxpayers comply
with tax rules. On the other hand, behavioural studies suggest that behavioural and
psychological factors also determine taxpayers’ compliance decisions. It has been argued that
the combination of these approaches is the best method for understanding how to enhance tax
compliance.
In addressing the combined use of economic and behavioural factors of tax compliance, the
SSF is introduced. In this framework, some economic and behavioural factors shape the level
of taxpayers’ trust in tax authorities and their perception of the power of tax authorities. In a
synergistic climate, taxpayers and tax officers support each other to build the country, hence
they trust each other. In this climate, the level of trust is high. On the other hand, in an
antagonistic climate, the tax office perceives taxpayers as utility maximisers who need to be
fully supervised and monitored, and these conditions lead to the taxpayers rationalising their
non-compliant behaviour. In this climate, tax authorities need to increase their power to force
taxpayers to pay tax. The increase in trust and power enhances tax compliance. Nevertheless,
trust is likely to promote voluntary compliance, while power leads to enforced compliance.
The review of past SSF studies shows that the assumptions behind the SSF have developed to
accommodate the interplay between trust and power, the different types of trust and power, and
the interactions between different types of trust and power with voluntary and enforced
compliance. Empirical studies have also been conducted to test the assumptions, but most of
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these focus more on the interaction between trust, power, voluntary compliance, and enforced
compliance. Only limited studies pay attention to tax compliance factors associated with trust
and power.
Based on the literature review provided in this chapter, the next chapter discusses the
conceptual framework of this study as well as the hypotheses developed to answer the research
questions.
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Chapter 4. Conceptual Framework and Hypotheses Development

4.1 Introduction
This chapter discusses the proposed conceptual framework of the study. The extension of the
Slippery Slope Framework (SSF) with two new variables (the perception of corruption and
perception of tax complexity) is also discussed. The discussion turns next to the development
of the hypotheses, and then concludes with a summary of the chapter.
4.2 Conceptual Framework
This research is aimed at examining some factors that influence tax compliance behaviour
amongst individual taxpayers and the relationship between these factors and trust in and power
of tax authorities. The SSF assumptions suggest that these factors have a relationship with trust
in tax authorities and the power of tax authorities. These trust and power then lead to voluntary
and enforced compliance, which in the end affect overall tax compliance. Therefore, a
conceptual framework is developed to help establish the relationship between these selected
factors and tax compliance behaviour.
The tax literature discusses factors affecting tax compliance behaviour (for example,
Allingham & Sandmo, 1972; Clotfelter, 1983; Milliron, 1985; Jackson & Milliron, 1986;
Fischer, Wartick, & Mark, 1992; Pate & Hamilton, 1992; Cuccia, 1994; Richardson G., 2006).
As indicated in Chapter 3, the literature uses two main theoretical approaches in understanding
tax compliance, which are an economic approach and a non-economic approach. This study
applies the SSF approach, which combines and integrates these two approaches where trust in
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and power of tax authorities and their interactions affect the compliance level (Kirchler, 2007;
Kirchler, Hoelzl, & Wahl, 2008).
The SSF investigates tax compliance by identifying the taxpayer’s motivation in paying tax,
whether voluntarily or enforced. The framework shows that several economic factors, such as
perception of audit probabilities and tax penalties, and several behavioural/psychological
factors are associated with the power of and trust in tax authorities. Next, the framework
suggests that the power of tax authorities leads to enforced compliance while trust in tax
authorities leads to voluntary compliance. Finally, both types of compliance lead to overall tax
compliance. Further explanations of the SSF were discussed in the literature review (Chapter
3). As this study is aimed at investigating factors influencing tax compliance and their
relationship with trust in and power of tax authorities, it is important to review the SSF in order
to develop the conceptual framework for this study, so that the conceptual framework of this
study draws mainly from the SSF.
In introducing the SSF, Kirchler, Hoelzl, and Wahl (2008) describe factors that are likely to
influence trust in and power of tax authorities. However, as noted earlier, most of the existing
literature on the SSF focuses only on the interactions between trust in and power of tax
authorities, voluntary compliance and enforced compliance, and then relates the last two to
overall compliance. There are limited studies that investigate factors influencing trust in and
power of tax authorities. Knowing and understanding the interactions between these factors
and trust in and power of tax authorities is crucial in determining which factors play an
important role in shaping trust and power. Therefore, the conceptual framework of this study
focuses on factors influencing trust in and power of tax authorities, as explained in Kirchler,
Hoelzl, and Wahl’s study (2008).
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In their study, Kirchler, Hoelzl, and Wahl (2008) mention several factors that influence trust in
tax authorities namely tax penalties, tax knowledge, attitudes, norms, distributive fairness,
procedural fairness, and retributive fairness. Meanwhile, factors affecting the power of tax
authorities are perception of audit probabilities, tax penalties, attitudes, norms, and retributive
fairness. All these factors are incorporated into the conceptual framework for this study and
linked to trust and power in a relationship as suggested by Kirchler, Hoelzl, and Wahl (2008).
Based on the SSF assumptions regarding factors associated with trust and power, an initial
model for this study was developed as shown in Figure 4.1 below. Each factor is linked to trust
or power as suggested by Kirchler, Hoelzl, and Wahl (2008), the pioneers of the SSF. The
model used in this study is simplified by excluding the interplay between trust and power, the
relationship between trust and coercive power, and the relationship between power and
voluntary compliance. The decision to simplify the model is based on several considerations.
First, this simple model is adopted from the initial SSF proposed by Kirchler, Hoelzl, and Wahl
(2008). Even though they consider the dynamic interactions between power and trust, they do
not provide further explanation about this. Second, the focus of the study is on tax compliance
factors believed to have associations with trust and power. Therefore, to keep the model
focused on the main topic of the study and to get the most accurate results, simplicity is required
and thus unnecessary paths in the model are disregarded.
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Figure 4.1. Initial Framework
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In addition to the initial factors suggested by the SSF assumptions, the framework for this study
is further developed by including two other factors considered crucial in affecting tax
compliance and relevant in the context of Indonesia. These are the perception of corruption and
the perception of tax complexity. Previous studies suggest associations between tax compliance
behaviour and the perception of corruption (Kaufmann, Kraay, & Lobatón, 2000; Torgler,
2004; Uslaner, 2005; Torgler, 2006; Riahi-Belkaoui, 2008) as well as the perception of tax
complexity (Clotfelter, 1983; Milliron, 1985; Jackson & Milliron, 1986; Richardson G., 2006;
Riahi-Belkaoui, 2008). Even though existing SSF literature not mention that these factors have
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an association with trust in and power of tax authorities, the tax literature has identified these
associations (Mishler and Rose, 2001; Seligson, 2002; Anderson & Tverdova, 2003; Uslaner,
2005; Morris & Klesner, 2010; Richey, 2010; Hakhverdian & Mayne, 2012; Rothstein, 2013)
and these have been discussed in the literature review. Therefore, understanding the influence
of these factors on tax compliance when including either trust or power by incorporating them
as predictors into the SSF assumptions is important. Thus, these two factors have also been
included in the model.
Accordingly, the conceptual framework is developed to accommodate these two additional
factors. The developed framework as depicted in Figure 4.2 proposes that taxpayers’ trust in
tax authorities is influenced by the following factors: tax penalties applied by tax authorities;
the level of tax knowledge; taxpayer attitudes; norms adopted by taxpayers; their perception of
distributive fairness; their perception of procedural fairness; their perception of retributive
fairness; their perception of corruption;, and finally their perception of tax complexity.
Meanwhile, the power of the tax authorities is affected by taxpayers’ perception of audit
probabilities, tax penalties, their attitudes, their norms, their perception of retributive fairness,
their perception of corruption, and lastly their perception of tax complexity. The framework
then proposes that trust leads to voluntary compliance and power leads to enforced compliance.
In the end, voluntary and enforced compliance lead to overall tax compliance. Although the
empirical literature did not fully discuss the potential association between all factors and trust
or power, these relationships will be tested as the original SSF theory proposed these
relationships.
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Figure 4.2. The Developed Conceptual Framework
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Even though the SSF has been used in several tax compliance studies, this study is different
from these and important for several reasons. First, although there are a limited number of
studies that investigate some factors associated with trust and power, this study can be regarded
as the first SSF study to fully investigate all of the factors. These factors have been suggested
by the initial SSF theory and this theory links them to trust and power. Investigating all these
factors is essential to empirically establish the associations between the factors and trust and
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power. Moreover, including two additional tax compliance factors – perception of corruption
and perception of tax complexity – into the model will make a significant contribution to SSF
theory and is also relevant in the Indonesian context. This addition also contributes to
expanding the SSF assumptions and expanding the understanding of trust and power.
Second, this study becomes one amongst the limited SSF studies which use a developing
country as their focus. Most SSF studies are conducted in developed countries (Muehlbacher
& Kirchler, 2010; Kastlunger, Lozza, Kirchler, & Shabmann, 2013; Kogler et al., 2013; Kogler,
Muehlbacher, & Kirchler, 2013). Only a few studies have been carried out in the context of
developing countries, including, for example, Mas'ud, Manaf, and Saad (2014) who employed
the framework for a cross-country data analysis of 49 African countries and Gobena and Dijke
(2016) who studied Ethiopia.
Third, this study is among the first studies in Indonesia which investigate factors affecting tax
compliance through many layers. First, the study divides tax compliance into voluntary and
enforced tax compliance, on the basis that these two kinds of tax compliance are associated
with trust in and power of the tax authorities. Meanwhile, trust and power are believed to have
associations with several tax compliance factors. Each of these variables is captured using
several measures.
Fourth, while most studies on tax compliance use mono-methods in their research, whether
social experiments, survey questionnaires, or interviews, this study chooses to adopt mixed
methods by integrating surveys and interviews in the research to gain a deeper understanding
of tax compliant behaviour. Survey questionnaires are intended to identify the relationship
between the factors of tax compliance and trust and power. Meanwhile, interviews are carried
out to provide more explanation about the factors and to capture issues outside the scope of the
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survey. Moreover, to increase the robustness of the study, interviews are conducted not only
with taxpayers but also with tax officers. Gaining perspectives from tax officers is crucial to
understanding the background of the tax compliance policies they design. Furthermore,
integration of perceptions of taxpayers and tax officers is likely to provide more meaningful
empirical implications from the study.
Fifth, this study uses complex concepts which means that it provides deep and representative
measures for each construct to get a full understanding of the construct. It is important to ensure
that all constructs in the model are fully represented by their measures. In the construct
perception of corruption, for example, the study recognises two types of corruption – big
corruption and small corruption. Moreover, the study also differentiates corruption into
corruption among government officials in general and corruption in the tax office. Another
effort to provide representative measures can be seen in the norms construct. To get a full
picture of norms, the measures used represent three types of norm; personal norms, social
norms, and national norms. A full representative set of measures is essential in defining a
construct because failure to provide sufficient measures of certain construct results in a failure
to capture the full picture of the construct.
To conclude, the conceptual framework of this study proposes that trust and power are
associated with several factors of tax compliance, and there are associations between trust,
power, voluntary compliance, enforced compliance, and overall compliance. To accommodate
these propositions, the research hypotheses are developed as follows.
4.3 Hypotheses Development
Based on the conceptual framework in Figure 4.2 above, hypotheses are developed to answer
all four research questions stated in Chapter 1. Results of previous studies on the SSF are
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utilised in developing the hypotheses. To better understand the scope of the study, both the
hypotheses and the research questions underlying them are presented. As a reminder, the first
two research questions are as follows:
1. What are the tax compliance factors associated with trust in tax authorities?
2. What are the tax compliance factors associated with power of tax authorities?
Despite suggestions that economic factors of tax compliance relate to the power of tax
authorities while behavioural factors relate to trust in tax authorities, the SSF assumptions
proposed by Kirchler, Hoelzl, and Wahl (2008) argue that there is a mixed relationship between
economic or behavioural factors and trust or power. Even though some factors can be attributed
to either trust or power (such as audit probabilities to power or procedural fairness to trust),
some other factors are associated with both trust and power. Retributive fairness as a
behavioural factor or tax penalties as an economic factor, for example, are associated with both
trust and power. Therefore, the first two questions above are discussed simultaneously as they
are partly associated with same tax compliance factors.
Based on the SSF assumptions, trust in tax authorities is affected by several factors such as tax
penalties, tax knowledge, attitudes, norms, distributive fairness, procedural fairness, and
retributive fairness. Meanwhile, the power of tax authorities is affected by the perception of
audit probabilities, tax penalties, attitudes, norms, and retributive fairness. In addition,
perception of corruption and perception of tax complexity are also included in the model as
factors affecting trust and power.
Therefore, several hypotheses are proposed to address the relationship between each factor
with trust and/or power, as suggested by the model. For clarity in terms of labelling the
hypotheses, those factors which are hypothesised to have associations with trust are numbered
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by ‘-t’ at the end, while on the other hand factors that are potentially hypothesised to have
associations with power are numbered by ‘-p’ at the end. For example, the first proposed
hypothesis is about the perception of audit probabilities, as it is presented first in the conceptual
framework. Since it is only associated with the power of tax authorities, the hypothesis then is
labelled as hypothesis 1-p (p refers to power). For factors associated with both trust and power,
these hypotheses will be divided into two hypotheses to accommodate their relationships with
trust and power. Tax penalties, as the second factor in the framework, are proposed to have an
association with both trust and power. Therefore, two hypotheses are proposed to address the
association: hypothesis 2-t (t refers to trust) to accommodate their association with trust and
hypothesis 2-p to accommodate their association with power. Discussion about each factor and
its association with trust and/or power, together with the hypotheses proposed, is presented
below.
Literature on tax compliance shows inconsistent results about the relationships between the
perception of audit probabilities and tax compliance. As discussed before, some literature
suggests a positive relationship between perception of audit probabilities and tax compliance
(Witte & Woodbury, 1985; Bordignon, 1993; Butler, 1993; Andreoni, Erard, & Feinstein,
1998; Cummings, Martinez-Vazquez, McKee, & Torgler, 2009). However, some other
literature finds weak relationships between them (Beron, Tauchen, & Witte, 1988). On the
other hand, other literature shows a negative correlation between them (Young, 1994; Slemrod,
Blumenthal, & Christian, 2001; Snow and Warren, 2005). In the SSF, it is suggested that the
perception of audit probabilities is correlated with power of tax authorities. Therefore, this
study proposes that:
Hypothesis 1-p: Perception of audit probabilities significantly influences power of tax
authorities.
108

Regarding tax penalties, the tax literature shows mixed findings about the relationship between
tax penalties and tax compliance. Some studies indicate that tax penalties influence tax
compliance, while others suggest no significant relationship. In the SSF assumptions, tax
penalties are an indicator of both trust and power. Nevertheless, to the best of this researcher’s
knowledge, only two empirical studies (Kogler, Muehlbacher, & Kirchler, 2013; 2015) explore
this factor. These studies argue that penalties by affecting trust are related to voluntary
compliance. Therefore, this study proposes two hypotheses as follows:
Hypothesis 2-t: Tax penalties significantly influence trust in tax authorities.
Hypothesis 2-p: Tax penalties significantly influence power of tax authorities.
Adopting Saad (2011), three types of tax knowledge are used in this study: general knowledge,
technical knowledge, and legal knowledge. General knowledge refers to general ideas on
taxation such as tax purpose and tax structure. Technical knowledge relates to taxpayers’
understanding of tax regulations in fulfilling their tax obligation such as income tax rates and
penalty rates. Meanwhile, legal knowledge is defined as the taxpayers’ knowledge about the
legal aspects of (non-)compliance behaviour.
In tax literature, tax knowledge is found to have a positive influence on tax compliance, which
means that a higher level of tax knowledge is associated with a higher level of tax compliance.
In the SSF assumptions, tax knowledge is regarded as an indicator of trust. However, there is
no empirical study that discusses the correlation between tax knowledge and trust. The closest
research is a study by Fischer and Schneider (2009) which concludes that there is not enough
convincing evidence showing that better education (in general) affects the interplay between
trust and power. Thus, this study proposes this:
Hypothesis 3-t: Tax knowledge significantly influences trust in tax authorities.
109

Moreover, in this current study, two types of attitude are identified: affective attitude and
instrumental attitude. Affective attitude deals with the kinds of emotions (happy, sad, guilty)
felt when performing certain behaviour, while instrumental attitude relates to a rational
consideration as to whether certain behaviour would bring an advantage or not (Ajzen, 2006).
Previous tax literature already discusses the relationship between attitudes (tax morale) and
trust, especially reason-based trust. A study by Feld and Frey (2007) suggests that when tax
officials are respectful toward taxpayers, tax morale increases. The SSF assumptions suggest
that attitudes correlate with both trust and power. Despite this, there are no SSF studies that
focus on this relationship. Therefore, this study proposes that:
Hypothesis 4-t: Attitudes significantly influence trust in tax authorities.
Hypothesis 4-p: Attitudes significantly influence power of tax authorities.
Three types of norms are identified in this study: personal norms, social norms, and national
norms, as suggested by Kirchler, Hoelzl, and Wahl (2008). Based on tax studies, norms are
identified as having relationships with tax compliance (Alm, 1991; Wenzel, 2004; Mustikasari,
2007; Saad, 2011; Damayanti, 2012). Meanwhile, in the SSF studies, Kogler, Muehlbacher,
and Kirchler (2013; 2015) argue that social norms strongly correlate with voluntary and
enforced compliance, but, contrary to the SSF assumptions, they seem to be unrelated to trust
and power. Nevertheless, it is still crucial to investigate this relationship in an Indonesian
context. Thus, it is proposed that:
Hypothesis 5-t: Norms significantly influence trust in tax authorities.
Hypothesis 5-p: Norms significantly influence power of tax authorities.
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This study recognises three types of fairness (Adams, 1965; Thibaut & Walker, 1978; Tyler,
1990) as also suggested by Kirchler, Hoelzl, and Wahl (2008) which are distributive fairness,
procedural fairness, and retributive fairness. Distributive fairness refers to the fairness in the
benefits and costs of the tax system. Procedural fairness refers to neutrality in procedure,
trustworthiness of the tax authorities, and respectful treatment. Retributive fairness relates to
the fairness of punishment and rewards regarding the fulfilment of tax obligations among
taxpayers.
Regarding distributive fairness, most tax literature agrees that fairness in the reciprocal
exchange between tax paid by taxpayers and the provision of good and services by the
government affects tax compliance (Spicer & Lundstedt, 1976; Alm, Jackson, & McKee,
1992). Moreover, Kogler, Muehlbacher, and Kirchler (2013; 2015) find that distributive
fairness relates to voluntary compliance, when including trust as a predictor. This is in line with
the SSF assumption that indicates the association of distributive fairness and trust. Thus, this
study offers a proposition that:
Hypothesis 6-t: Distributive fairness significantly influences trust in tax authorities.
In terms of procedural fairness, most tax literature suggests that treatment by tax authorities is
correlated with tax compliance (Jackson & Milliron, 1986; Tyler, 1990; Murphy, 2003;
Richardson G., 2006). In the SSF studies, again, Kogler, Muehlbacher, and Kirchler (2013;
2015) find that procedural fairness relates to voluntary compliance, by fostering trust, as also
suggested by the SSF assumptions. Therefore, the relationship between these is proposed as
follows:
Hypothesis 7-t: Procedural fairness significantly influences trust in tax authorities.
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Retributive fairness relates to the fairness of any punishments and rewards regarding the
fulfilment of tax obligations among taxpayers. Existing tax literature proposes an association
between retributive fairness and tax compliance (Torgler, 2006). Besides affecting level of trust
in tax authorities, retributive justice also indicates the power of tax authorities, as it shows the
ability of tax authorities to detect possible tax evasion. Meanwhile, retributive fairness is
empirically found to relate to trust and voluntary compliance (Kogler, Muehlbacher, &
Kirchler, 2013; 2015). In order to explore this potential relationship, this study proposes that:
Hypothesis 8-t: Retributive fairness significantly influences trust in tax authorities.
Hypothesis 8-p: Retributive fairness significantly influences power of tax authorities.
As one of two new factors used in this study, perception of corruption is clearly related to tax
compliant behaviour (Della Porta, 2000; Torgler 2004; Uslaner, 2005; Torgler, 2006).
Although this has never been mentioned in SSF studies, the association between perception of
corruption and trust and power has been discussed in previous tax literature (Mishler and Rose,
2001; Seligson, 2002; Anderson & Tverdova, 2003; Uslaner, 2005; Morris & Klesner, 2010;
Richey, 2010; Hakhverdian & Mayne, 2012; Rothstein, 2013). Therefore, a new proposal is
suggested that:
Hypothesis 9-t: Perception of corruption significantly influences trust in tax authorities.
Hypothesis 9-p: Perception of corruption significantly influences power of tax authorities.
Another new factor incorporated in the model is perception of tax complexity. Previous
literature demonstrates the relationship between tax complexity and compliant behaviour
(Clotfelter, 1983; Milliron, 1985; Jackson & Milliron, 1986; Richardson G., 2006; Riahi-
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Belkaoui, 2008). The complexity in tax systems is also presumed to affect trust in and power
of tax authorities. This study then tests the proposition that:
Hypothesis 10-t: Perception of tax complexity significantly influences trust in tax authorities.
Hypothesis 10-p: Perception of tax complexity significantly influences power of tax authorities.
After proposing hypotheses 1–10, which correspond to Research Questions 1 and 2, the next
hypotheses correspond to the remaining Research Questions (3 and 4)
3. What are the associations between trust in and power of tax authorities, voluntary
compliance, and enforced compliance?
The main assumptions of the SSF indicate that trust in tax authorities promotes voluntary
compliance, while power of tax authorities leads to enforced compliance. Therefore, the
relationship between these is proposed as follows:
Hypothesis 11: Trust in tax authorities leads to voluntary compliance.
Hypothesis 12: Power of tax authorities leads to enforced compliance.
Although existing SSF literature also shows the dynamics of trust and power, this is beyond
the scope of the study and thus not included in the model.
4. What are the associations between voluntary compliance, enforced compliance, and overall
tax compliance?
According to the SSF literature, higher trust in and power of tax authorities leads to higher tax
compliance. Nevertheless, the application of either trust or power results in different types of
compliance, where trust enhances voluntary compliance while power induces enforced
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compliance. Voluntary and enforced compliance are believed to end in overall tax compliance.
Therefore, this study proposes two hypotheses as follows:
Hypothesis 13: Voluntary compliance influences overall compliance.
Hypothesis 14: Enforced compliance influences overall compliance.
4.4 Summary
This chapter provides the conceptual framework used in the study. Basic assumptions of the
SSF in associating some tax compliance factors (perception of audit probabilities, tax penalties,
tax knowledge, attitudes, norms, distributive fairness, procedural fairness, and retributive
fairness) with trust and/or power are adopted. To increase the robustness of the study, the initial
framework is further developed by incorporating two additional tax compliance factors, namely
perception of corruption and perception of tax complexity. Based on this framework, the
discussions then flow on to the development of hypotheses to answer the research questions.
In total, twenty hypotheses are proposed to investigate the relationships between the factors
and trust and power, as well as the interactions between trust, power, voluntary compliance,
and enforced compliance.
To test the hypotheses, the next chapter discusses the research methodology and research
design used in the study.
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Chapter 5. Research Design and Methodology

5.1 Introduction
After explaining the research framework in the previous chapter, this chapter focuses on the
data collection and research methodology of the study. The chapter starts with a discussion on
pragmatism as the research paradigm. The discussion then flows to the use of quantitative and
qualitative approaches in forms of the survey questionnaire and interview, together with the
approach to each component’s sampling selection, research design and process, and data
analysis.
5.2 The Research Paradigm
Traditionally, there are two opposing research paradigms, referred to as positivism and
constructivism. McKerchar (2008) explains that the choice of paradigm reflects how a
researcher views the world (ontology) and how they believe that knowledge is created.
Positivists seek objective explanations of a reality and place themselves in a separate position
from their observed subjects and from the empirical evidence and tested theories that underlie
the explanation for the phenomenon studied (McKerchar, 2008). Positivists believe that
objective enquiry can discover a reality (Feilzer, 2010; Bryman & Bell, 2011) and this objective
enquiry is likely to result in accurate knowledge (Brand, 2009) because the knowledge is
derived from a direct measure of the phenomena (Krauss, 2005). In the positivism paradigm,
knowledge is commonly gained through quantitative approaches such as surveys and
experiments. Along with its strengths in internal and external validity, reliability, and
objectivity, positivism contributes by adding to an ‘edifice of knowledge’ through building
generalisations and cause-effect linkages of knowledge (Guba & Lincoln, 2005, p. 166).
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On the other hand, in constructivism a researcher cannot be separated from research subjects
and the way of understanding social reality is based on the subjective interpretation of the
researcher (McKerchar, 2008). As well as being based on trustworthiness and authenticity,
constructivism promises vicarious experience and more informed and sophisticated
reconstructions of knowledge (Guba & Lincoln, 2005). Since meaning comes from the
experience of the social actor, there are no preliminary assumptions made in understanding
social phenomena (Bryman & Bell, 2011). Therefore, a qualitative approach is normally
associated with this paradigm (Brand, 2009).
Between these two opposing paradigms, there are two other paradigms: critical realism and
pragmatism (McKerchar, 2010). Pragmatism is more favoured in research enquiry using mixed
method approaches (Johnson & Onwuegbuzie, 2004; Johnson, Onwuegbuzie, & Turner, 2007;
Creswell, 2009; Feilzer, 2010; Creswell & Plano Clark, 2017). Its primary concern is with
finding suitable methods to answer research questions (Creswell, 2009; Feilzer, 2010;
McKerchar, 2010). Furthermore, Feilzer (2010) suggests that pragmatists need to be flexible
in their research, as unexpected data could emerge because of the unpredictability of human
characteristics. To find the truth of knowledge, researchers adopting this paradigm combine
perspectives, positions, and standpoints of both positivists and constructivists, and therefore
they use mixed methods in their studies.
Johnson and Onwuegbuzie (2004, p. 17) define mixed methods research as ‘the class of
research where the researcher mixes or combines quantitative and qualitative research
techniques, methods, approaches, concepts or language into a single study’. Meanwhile,
Creswell (2009) defines mixed methods as a research design (or methodology) of mixing
(integrating or connecting) both quantitative and qualitative data in a single study or in a
multiphase program of inquiry. A slightly different definition comes from Hunter and Brewer
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(2010) who prefer to use the term ‘multimethod research’ to describe the combination of
different styles of research methods in a research project. They emphasise that the mixing in
methods is not just limited to a combination of quantitative and qualitative approach but may
include a variety of qualitative styles (such as observation and interview) or quantitative styles
(such as survey research and experimental research). In light of these different ways of defining
this type of research, Johnson, Onwuegbuzie, and Turner (2007, p. 123) offer a general
definition of mixed methods:
“Mixed methods research is the type of research in which a researcher or team of
researchers combines elements of qualitative and quantitative research approaches
(e.g., use of qualitative and quantitative viewpoints, data collection, analysis,
inference techniques) for the broad purposes of breadth and depth of understanding
and corroboration.”
Based on the above definitions, it can be seen that mixed methods research is an expansive and
creative form of research and is an attempt to use various approaches in answering research
questions, rather than being restricted to a single method (Johnson & Onwuegbuzie, 2004). The
data collected become more rigorous and robust as the weaknesses in a particular method are
refined by another method (Patton, 1999; McKerchar, 2010; Creswell & Plano Clark, 2017).
However, despite the advantages of the mixed methods approach, it also comes with some
shortcomings. Johnson and Onwuegbuzie (2004) summarise the strengths and weaknesses of
mixed methods, as shown in Table 5.1 below:
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Table 5.1. Strengths and Weaknesses of Mixed Methods












Strengths
Words, pictures, and narrative can be used to add
meaning to numbers.
Numbers can be used to add precision to words,
pictures, and narrative.
Can provide quantitative and qualitative research
strengths.
Researcher can generate and test a grounded theory.
Can answer a broader and more complete range of
research questions because the researcher is not
confined to a single method or approach.
A researcher can use the strengths of an additional
method to overcome the weaknesses in another
method by using both in a research study.
Can provide stronger evidence for a conclusion
through convergence and corroboration of findings.
Can add insights and understanding that might be
missed when only a single method is used.
Can be used to increase the generalizability of the
results.
Qualitative and quantitative research used together
produce more complete knowledge necessary to
inform theory and practice.

Weaknesses
 Can be difficult for a single researcher to
carry out both qualitative and quantitative
research, especially if two or more
approaches are expected to be used
concurrently; it may require a research team.
 Researcher has to learn about multiple
methods and approaches and understand how
to mix them appropriately.
 Methodological purists contend that one
should always work within either a qualitative
or a quantitative paradigm.
 More expensive.
 More time consuming.
 Some of the details of mixed research remain
to be worked out fully by research
methodologists (e.g., problems of paradigm
mixing, how to qualitatively analyse
quantitative data, how to interpret conflicting
results).

Source: Johnson and Onwuegbuzie (2004, p. 21)

A 2006 review of the use of mixed methods showed that more than half of the studies that used
such approaches applied a combination of surveys and interviews (Bryman, 2006). Mixed
methods research has become a popular choice amongst researchers as it gives a comprehensive
approach to solving complex research problems (Tashakkori & Teddlie, 2003; Johnson,
Onwuegbuzie, & Turner, 2007). Moreover, mixed methods research is particularly beneficial
for policy-related research, where a quantitative method can keep the research focused on the
policy problem while a qualitative method can further explain the impact of the existing policy
in society (Fielding, 2012). In the taxation context, using a mixed methods approach in a tax
study allows for the possibility of addressing different research objectives, refining one
approach using the other, and comparing results from each approach (McKerchar, 2010).
Based on the combination of qualitative and quantitative approaches in a mixed methods study,
there are broadly three types of mixed methods – qualitative dominant, equal status, and
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quantitative dominant (Johnson, Onwuegbuzie, & Turner, 2007). The equal status approach
lies at the centre of the mixed methods continuum and indicates pure mixed research, which
assumes that the combination of qualitative and quantitative approaches will enrich and will be
most beneficial in addressing the research questions. The qualitative dominant (QUAL+quan)
method is a qualitative/mixed research approach based on the belief that adding quantitative
data into a qualitative study is important. On the other hand, quantitative dominant
(QUAN+qual) is a mixed research method which relies on a quantitative approach and reflects
the belief that qualitative data or a qualitative approach will enrich the project. Figure 5.1 below
shows how these three types fall along the mixed methods continuum.
Figure 5.1. Types of Mixed Methods

Source: Johnson, Onwuegbuzie and Turner (2007, p. 124)

Regarding mixed methods strategies, previous literature emphasises two mixed methods
strategies – sequential explanatory and concurrent mixed method strategies. Creswell (2009)
explains that a sequential explanatory strategy consists of two different phases in which one
approach precedes the other. In the first phase, a researcher collects and analyses data using a
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particular approach (e.g. quantitative approach), then in the second phase, the researcher
collects and analyses data using another approach on the same or different samples based on
the first phase results (Creswell & Plano Clark, 2017). On the other hand, a concurrent mixed
method strategy handles quantitative and qualitative data collection and analysis in a study
concurrently (Creswell, 2009). The data from both the quantitative and qualitative approach
are analysed independently. The results from both approaches are then mixed and compared to
get final findings (Creswell & Plano Clark, 2017).
This study adopts the combination of quantitative dominant (QUAN+qual) with concurrent
mixed method strategies. Further discussion about how quantitative and qualitative data were
integrated can be found in the subsection on triangulation.
5.3 Quantitative Approach
In the quantitative approach, there are several research methods that can be used such as
surveys and experiments, to name a few. A number of studies on the SSF have used
experiments in their research (Wahl, Kastlunger, and Kirchler, 2010; Kogler et al., 2013;
Hofmann, Gangl, Kirchler, and Stark, 2014; Hofmann et al., 2017). However, these studies
mostly focus on the interactions between trust, power, enforced compliance, and overall
compliance. Since the current study is intended to elaborate not just the above relationships,
but also taxpayers' perception and opinion on several determinants of tax compliance, the study
needed to collect more detailed data compared to experimental data. Therefore, this study used
a survey method in its quantitative part because this method is believed to be the most
appropriate method in addressing the research questions. Several SSF empirical literature also
used surveys in their studies (Fischer and Schneider, 2009; Lisi, 2012b; Kastlunger, Lozza,
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Kirchler, and Shabmann, 2013; Muehlbacher, Kirchler, and Schwarzenberger, 2011). Further
discussions on the survey method used in this study can be found in the subsection 5.3.1 below.
5.3.1 Direct, Mail, or Electronic Survey
There are several methods for conducting a survey. A survey could be in the form of a direct
survey, postal survey, or electronic survey. Conducting a postal survey has several benefits.
This type of survey can effectively reach respondents in a wide geographical area and provides
respondents with convenience in terms of time and place to complete the survey without
intervention from the researcher (Evans, Carlon, & Massey, 2005). These arguments are
supported by Kothari (2004) who argues that a postal survey is a low-cost data collection
method for dealing with widely spread respondents, free from interviewer bias, and giving
more time for the respondents to think of answers. However, this method has drawbacks as
well. Kothari (2004) explains that this type of survey usually results in a low response rate, can
be used only when respondents co-operate and are well-educated, and the interviewer has no
control over the questionnaire once it is delivered.
Electronic (online) surveys also come with advantages and drawbacks. The primary advantage
of performing an online survey is that it saves time and is lower cost (Duffy & Smith, 2005).
Electronic surveys also bring new approaches to data collection methods which are more
visual, flexible, and interactive (Taylor, 2000). And just like postal surveys, the absence of the
interviewer avoids bias in filling out the questionnaire. However, there are some disadvantages
of conducting an electronic survey. This type of survey covers only people who have internet
access and not all invited respondents reply to the invitation.
A face-to-face survey (direct survey) also has several benefits as well as some disadvantages.
Since the researcher needs to physically meet the respondents, it is more time and cost
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consuming to conduct this type of survey. Another drawback of this type of survey is the
limitation in sample size, since face-to-face surveys are only able to capture a sample within
the areas the researcher can cover. Nevertheless, from the positive side, this type of survey
allows the researcher to directly approach respondents to participate in the survey and explain
the importance of their involvement, which will increase the response rate. Moreover, the
respondents can also ask for verification on any unclear questions.
Taking into consideration the benefits and shortcomings of the three methods for conducting a
survey, this study uses face-to-face survey questionnaires to collect data. This choice is
intended to increase the response rate. As taxation is likely to be a sensitive issue, approaching
potential respondents individually is believed to increase their willingness to participate in the
survey. Moreover, this type of survey has already been used in previous tax compliance
research, such as Rosid, Evans, and Tran-Nam (2016) and Gobena and Dijke (2016).
5.3.2 Survey Sampling Frame
Using responses from a sample to generalise the findings to the population is a common
practice in quantitative research. Since the objective of a quantitative study is to generalise the
findings to the population, a random sample selection was needed. When a random sample is
required, Onwuegbuzie and Collins (2007) suggest that mixed methods researchers may choose
one out of five possible random sample selection strategies which is most suitable for their
research project. The five strategies are simple random sampling, stratified random sampling,
cluster random sampling, systematic random sampling, and multi-stage random sampling.
Furthermore, in helping researchers to determine which sampling method is suitable for a
particular piece of research, Saunders, Lewis, and Thornhill (2009) provide guidance in
selecting a sampling method, as shown in Figure 5.2 below.
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Figure 5.2. Selecting a Probability Sampling Strategy

Source: Saunders, Lewis, and Thornhill (2009, p. 223)

To capture taxpayers from five municipalities in Jakarta, this study applied cluster random
sampling by selecting one tax office from each cluster (municipality) and then randomly
selecting a certain number of individuals from each cluster to become respondents of the study.
So as to represent Jakarta, the five tax offices which represent five municipalities in Jakarta,
were randomly selected as survey locations. Before the date of the survey, approvals to conduct
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a survey from both the DGT’s head office and its local offices, were sought and granted. The
sample locations are in Jakarta as it is the capital city and the most populous city in Indonesia.
Moreover, this city is a centre of development, a melting pot of many cultures with more than
10 million people in 2015 (Statistics Indonesia, 2015).
The survey was carried out between March and April 2017, the time for lodging annual income
tax returns in Indonesia. This period was selected because taxpayers engage more in tax issues
at this time as they need to prepare a tax return with all its additional documents, so that at this
time they are likely to have some knowledge and recent experience of the factors most
influencing their (non-) compliance behaviour.
5.3.3 Sample Selection
Determining an appropriate sample size in any research is crucial. A larger sample size is likely
to reduce errors in generalising to the population (Saunders, Lewis, & Thornhill, 2009),
however cost increases as sample size increases. Several methods can be used to determine the
number of respondents that is adequate to provide results for a particular piece of research.
Offering a simple approach in determining sample size based on the size of the population,
Krejcie and Morgan (1970) suggest that as the population number (N) increases, the number
of sample members (S) will also increase to the limit where it becomes relatively constant at
slightly above 380 respondents. Moreover, Krejcie and Morgan (1970) provide a guide table
so that a researcher can determine the sample size required for their study with no calculation
needed (see Table 5.2).

124

Table 5.2. Determining Sample Size from a Given Population

N

S

N

S

N

S

(Population)

(Sample)

(Population)

(Sample)

(Population)

(Sample)

10

10

220

140

1200

291

15

14

230

144

1300

297

20

19

240

148

1400

302

25

24

250

152

1500

306

30

28

260

155

1600

310

35

32

270

159

1700

313

40

36

280

162

1800

317

45

40

290

165

1900

320

50

44

300

169

2000

322

55

48

320

175

2200

327

60

52

340

181

2400

331

65

56

360

186

2600

335

70

59

380

191

2800

338

75

63

400

196

3000

341

80

66

420

201

2500

346

85

70

440

205

4000

351

90

73

460

210

4500

354

95

76

480

214

5000

357

100

80

500

217

6000

361

110

86

550

226

7000

364

120

92

600

234

8000

367

130

97

650

242

9000

368

140

103

700

248

10000

370

150

108

750

254

15000

375

160

113

800

260

20000

377

170

118

850

265

30000

379

180

123

900

269

40000

380

190

127

950

274

50000

381

200

132

1000

278

75000

382

210

136

1100

285

1000000

384

Source: Krejcie and Morgan (1970, p. 608)
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Another method for calculating sample size comes from Yamane (1967) who provides a
formula:
n= N/ [1 + N(e)2]
where n is the sample size, N is the number in the population, and ‘e’ is the standard error for
a 95 per cent confident level and margin of error 0.05. Based on this formula, for the population
of around 10 million in this study, the recommended sample size is 400, which is similar to the
number suggested in Krejcie and Morgan’s (1970) table.
Based on the discussions above, even though the recommended sample size is 400, finally 500
respondents were taken for this study. Therefore, 500 individual taxpayers were randomly
selected from five tax offices in different locations. From about 27 million individual taxpayers
registered in DGT and Jakarta’s population of around 10 million, this number of respondents
is considered as representative enough to meet the requirement of a minimum number of
respondents for a large population (Krejcie & Morgan, 1970; Yamane, 1967).
On the day of the survey, a desk was set up in front of the selected local tax office containing
questionnaires, information and consent forms, and participation gifts. A banner stating that
the survey is independent and unrelated to the tax institution was displayed next to the desk.
Following the methodology of data collection developed by Gobena and Dijke (2016), every
third taxpayer entering the tax office was asked to fill in the questionnaire. The researcher
greeted potential respondents when they entered the office, asking about their willingness to
participate in the survey. Once they agreed, an information and consent form were provided,
and they were asked to fill in the questionnaire while waiting for their turn to lodge their tax
return. After filling in the questionnaire, the respondents received a gift in the form of a key
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holder for their participation. It was expected to take approximately 20 minutes to fully answer
the questions.
5.3.4 Questionnaire Design
Initially, questions in the questionnaire were developed in English as an ethical clearance was
sought. Then, they were translated into Bahasa (Indonesian language) to gain more
understanding about the topics of interests as the respondents would be Indonesian taxpayers.
The translated questions were then retranslated into English using a translation-backtranslation procedure to ensure the correctness of the translation.
The questionnaire consists of five sections, as indicated in Appendix 3. Section A consists of
questions on respondent compliance behaviour. Because of the sensitivity of the topic,
hypothetical questions were used in this section to maximise openness among respondents,
with the aim of having the questions answered more truthfully. Section B investigates
perceptions and opinions about tax compliance factors such as the perception of tax
complexity, perception of corruption, perception of fairness, tax knowledge, attitudes, norms,
perception of audit probabilities, and tax penalties. Section C focuses on the respondents’
perceptions and opinions on trust in and power of the tax authority. Section D investigates
perceptions and opinions about voluntary and enforced tax compliance. And the last section,
Section E, collects data on respondents’ demographic background such as age, gender,
relationship status, level of education, occupation, ethnicity, religion, number of dependent
children, main source of income, and annual income. In addition, this section also collects data
on the respondents’ experience in handling tax and their experience with the tax office. Except
for the demographic background section, most parts of the questionnaire use five-point Likert
scale questions.
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The survey questionnaire started with an introduction. The potential respondents were asked
about their willingness to participate in the survey. If they were interested, a Participant
Information Form was handed to the respondent. In this form, the respondent could find out
the purpose of the research and why they were selected. It also contained information about the
survey procedure, the time required to complete a questionnaire, and information about a
reward for participation. To encourage openness among respondents, confidentiality and
anonymity were assured in the introduction. Moreover, contact details of the research team and
the university ethics committee were provided for any queries and concerns.
Just before the respondents answered the questions, general guidance about the questionnaire
was given. This guidance was intended to give the respondents an outline of the questionnaire.
The respondents were also reminded to read the questions carefully and that the questions refer
to the situation and conditions in Indonesia. The respondents were also reminded that there are
no wrong answers, and that they should thus answer the questions based on their best opinion
and the information they had.
Questions in the questionnaire were developed to be as simple as possible. Respondents were
asked easy-to-answer questions as they would be likely to skip questions that needed some
consideration to answer (Tourangeau, Rips, & Rasinski, 2000). Moreover, the questions were
designed so that respondents understood the researcher’s intention in asking the questions
(Schwarz, 1999). Furthermore, the questions were designed to be easily understood even by
less educated people (Synodinos, 2003), as the intention of a questionnaire is ‘on
communication rather than grammar and style’ (Wolfe, 1990, p. 95).
For question sequence, Synodinos (2003) suggests that it is beneficial to conceptualise the
questionnaire by dividing it into three parts: the introduction, main body, and characteristics of
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respondents. Also, questions should be collected into similar groups moving from general to
more specific topics. In addition, Synodinos (2003) suggests that questions asking about the
respondent’s characteristics are placed at the end of the questionnaire, as such questions may
contain sensitive information. Roberson and Sundstrom (1990) showed that placing sensitive
questions in the last part of a questionnaire increased the return rate. Another important tactic
for improving the response rate is to pay enough attention to questionnaire appearance. Type,
size, and colour of paper and font used in the questionnaire should impress upon the respondent
that professional research is being conducted, thus the respondents will take the survey
seriously. To further encourage the openness of the respondents, the format of the survey was
anonymous.
5.3.5 Pretesting
Before being distributed, a questionnaire should be reviewed and restructured to achieve the
strongest possible results. Questionnaire pretesting is crucial in surveys: most inappropriate
questionnaires that lead to survey failure come from inadequate pretesting (Wolfe, 1990).
Therefore, pretesting should be taken seriously to improve the quality of a survey. Synodinos
(2003) argues that pretesting is an iterative process aimed at achieving a perfect questionnaire.
He describes the iterative process of questionnaire pretesting in Figure 5.3 below.
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Figure 5.3. Iterative Process of a Survey Questionnaire Development
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Source: Synodinos (2003, p. 225)

To get a high-quality survey questionnaire for this study, two pre-tests were conducted. In the
first pre-test, several taxation experts in Indonesia and research methodology experts in
Australia were asked to complete the questionnaire. At the end of the questionnaire, they were
asked to give comments and feedback about the questionnaire. Based on the feedback, the
questionnaire was then revised and improved. In the second step, the revised version of
questionnaire was then circulated to 30 individuals who were either Indonesian postgraduate
students or Indonesian taxpayers. This second pre-test was intended to improve the wording
and the clarity of the questions. Since the final survey was to be conducted in the Indonesian
language, the second pre-test which was tested with individuals relatively similar to the real
respondent group was presented in the Indonesian language. A copy of the questionnaire in
English and in Bahasa Indonesia is presented in Appendices 3 and 4.
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5.3.6 Measurement
This study employed the Slippery Slope Framework (SSF) to investigate the relationship of
trust in and power of the tax authority with tax compliance. Factors affecting trust in and power
of the tax authority which were suggested in the existing SSF literature were used. The
conceptual framework also incorporates two new factors – the perception of corruption and
perception of tax complexity – into the model.
In the framework, ten factors of tax compliance act as independent variables in the model.
These are perception of audit probabilities, tax penalties, tax knowledge, attitudes, norms,
distributive fairness, procedural fairness, retributive fairness, perception of corruption, and
perception of tax complexity. These ten independent variables contribute to either trust or
power. Next, trust leads to voluntary compliance and power leads to enforced compliance.
While finally, voluntary compliance and enforced compliance lead to overall tax compliance.
5.3.6.1 Formative or Reflective Measures

In measuring the variables, there are two types of indicators used in the model, namely
formative measures and reflective measures. The differentiation between the measures is based
on the different relationship between the indicators measured.
In a formative measure, the changes in indicators determine the change in the underlying
construct (Jarvis, Mackenzie, & Podsakoff, 2003). Here, indicators become affecters on,
instead of being affected by, a certain construct measured (MacCallum & Browne, 1993). Since
the indicators are not determined by the construct, they are not expected to share a common
theme and are not interchangeable, and thus adding or omitting an indicator in the measures
may change the conceptual domain of the construct (Rossiter, 2002; Jarvis, Mackenzie, &
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Podsakoff, 2003). However, as long as the indicators represent the main issue of interest, they
can be considered as sufficient enough in predicting the underlying construct (Rossiter, 2002).
On the other hand, in reflective measures, indicators represent the effect of the construct they
measure (Hair, Hult, Ringle, & Sarstedt, 2017). Since they come from the same construct,
indicators that are reflective measures are expected to share a common theme, and be
interchangeable, and thus adding or omitting a variable in the measures does not change the
conceptual domain of the construct (Rossiter, 2002; Jarvis, Mackenzie, & Podsakoff, 2003).
The relationship between indicators and the related construct in terms of formative and
reflective measures can be seen in Figure 5.4 below.
Figure 5.4. Formative and Reflective Measures
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Source: Bollen and Lennox (1991, p. 306)

To assist in distinguishing formative and reflective measures, Coltman, Devinney, Midgley,
and Venaik (2008) make a summary of existing literature which differentiates both types of
measure, as can be seen in Table 5.3 below:
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Table 5.3. Reflective and Formative Measures, Theoretical and Empirical
Considerations
Consideration
Theoretical
Considerations
1. Nature of
construct

Reflective model

Formative model

Latent construct is existing
 Latent construct exists independent of the
measures used

Latent construct is formed
 Latent construct is determined as a combination
of its indicators

2.

Direction of
causality
between items
and latent
construct

Causality from construct to items
 Variation in the construct causes variation
in the item measures
 Variation in item measures does not cause
variation in the construct

Causality from items to construct
 Variation in the construct does not cause variation
in the item measures
 Variation in item measures causes variation in the
construct

3.

Characteristics
of items used to
measure the
construct

Items are manifested by the construct
 Items share a common theme
 Items are interchangeable
 Adding or dropping an item does not
change the conceptual domain of the
construct

Items define the construct
 Items did not share a common theme
 Items are not interchangeable
 Adding or dropping an item may change the
conceptual domain of the construct

Items should have high positive intercorrelations
 Empirical test: internal consistency and
reliability assessed via Cronbach alpha,
average variance extracted, and factor
loadings (e.g., from common or
confirmatory factor analysis)

Items can have any pattern of inter-correlation but
should possess the same directional relationship
 Empirical test: indicator reliability cannot be
assessed empirically; various preliminary
analyses are useful to check directionality
between items and construct

Empirical
Considerations
4. Item
intercorrelation

5.

Item
relationships
with construct
antecedents and
consequences

Items have similar sign and significance of
relationships
with
the
antecedents/
consequences as the construct
 Empirical test: content validity is
established
based
on
theoretical
considerations, and assessed empirically
via convergent and discriminant validity

Item may not have similar significance of relationships
with the antecedents/consequences as the construct
 Empirical test: nomological validity can be
assessed empirically using a MIMIC [Multiple
Indicators and Multiple Causes] model, and/or
structural linkage with another criterion variable

6.

Measurement
error and
collinearity

Error term in items can be identified
 Empirical test: common factor analysis
can be used to identify and extract out
measurement error

Error term cannot be identified if the formative
measurement model is estimated in isolation
 Empirical test: vanishing tetrad test can be used to
determine if the formative items behave as
predicted
 Collinearity should be ruled out by standard
diagnostics such as the condition index

Source: Coltman, Devinney, Midgley, and Venaik (2008, p. 1252)
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5.3.6.2 Second-order Factor

For more abstract constructs, a researcher often needs to use more than one order to define a
construct. The first-order construct is represented by several measured indicators. Later, a
combination of the first-order constructs acts as measures for the second-order construct. Based
on whether they are formative measures or reflective measures, Jarvis, Mackenzie, and
Podsakoff (2003) depict the combination of both orders into four alternatives. Type I portrays
the reflective measures applied in both orders. In type II, constructs in the first order have their
own reflective indicators and in the second order they become formative measures for the
underlying construct. In type III, constructs in the first order have their own formative
indicators and in the second order they become reflective measures for the corresponding
construct. The last type reflects circumstances where both orders are employing formative
measures. Besides these four types, Jarvis, Mackenzie, and Podsakoff (2003) also mention the
possibility of a mixture of formative and reflective indicators in one model. Some of the firstorder constructs may contain formative indicators, while some others have reflective indicators.
At the same time, some of these become formative measures for the second-order construct,
while some others become reflective measures. These are all illustrated in Figure 5.5.
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Figure 5.5. Combinations of Second-order Factor

Source: Jarvis, Mackenzie, and Podsakoff (2003, p. 205) as modified by Saad (2011)

Another approach in modelling the second-order factor is proposed by Chin and Gopal (1995).
They offer two possible combinations of model, called molar and molecular. This approach
focuses on the correlation between the second-order construct with its corresponding first-order
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constructs. The model is categorised as molar when the first-order constructs act as formative
measures for the underlying second-order constructs. On the other hand, in the molecular
model, the first-order constructs stand as reflective indicators of their underlying second-order
constructs, as can be seen in Figure 5.6.
Figure 5.6. Molar and Molecular Models
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A

Construct
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Construct
A

Construct
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Construct
C

Construct
B

Construct
1
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Source: Adapted from Chin and Gopal (1995, pp. 49-50)

Even though determining the nature and the relationship between a construct and its indicators
is not a simple task (Edwards & Bagozzi, 2000), a researcher has to correctly determine which
measures should be applied in a study. A failure to choose the correct type of measures causes
errors in the results.
As outlined in the conceptual framework, trust and power are presented as single latent
variables in the framework. Nevertheless, to gain a deeper understanding of taxpayers’
perceptions of trust and power, the questions used in the survey cover different types of trust
(implicit trust and reason-based trust) and different types of power (legitimate power and
coercive power) as suggested by previous literature. Therefore, the inclusion of implicit trust,
reason-based trust, legitimate power, and coercive power is accommodated into the model by
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placing trust and power as second-order factors with implicit trust and reason-based trust, as
well as legitimate power and coercive power, as their first-order factors.
Therefore, this study adopts the Type II approach as suggested by Jarvis, Mackenzie, and
Podsakoff (2003) which is the Reflective First-Order, Formative Second-Order Model; or in
the approach suggested by Chin and Gopal (1995), it adopts the Molar Second-Order Model.
The constructs that are posited as the second order are trust and power, which are presented in
the conceptual framework. These higher order constructs are affected by several first-order
constructs (Chin, 1998a) which are implicit trust and reason-based trust for the construct of
trust and legitimate power and coercive power for the construct of power. These four first-order
constructs are explained by their reflective indicators while at the second-order level these firstorder constructs act as formative measures for trust and power.
Moreover, in explaining the correlation between the constructs, this study allows certain
constructs to have their own indicators, as the PLS modelling software used in this study has
this requirement. The construct voluntary compliance, for example, is not just measured by
trust in tax authorities. This construct also has its own indicators which reflect voluntary
compliant behaviour among taxpayers.
5.3.6.3 Measurement of Constructs

This section gives a detailed description of how each of the constructs is measured. Almost all
measures in this study used 1–5 Likert-scale questions where 1 means strongly disagree and 5
means strongly agree, except for tax knowledge which used ‘Yes-No-Do not know’ questions.
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1. Factors Affecting Trust in and Power of the Tax Authority
In investigating factors affecting trust in and power of the tax authority, this study has ten
constructs to investigate: perception of audit probabilities, tax penalties, tax knowledge,
attitude, norms, distributive fairness, procedural fairness, retributive fairness, perception of
corruption, and perception of tax complexity. In total, 32 questions which have been used in
previous literature were employed to measure the constructs (Tyler, 1997; Palil, 2010; Saad,
2011; Verboon & Van Dijke, 2011; Kastlunger, Lozza, Kirchler, & Shabmann, 2013; Sapiei,
Kasipillai, & Eze, 2014; Rosid, Evans, & Tran-Nam, 2016; Hofmann et al., 2017). See
Appendix 5 for the names of and codes assigned to the constructs and measures in the
questionnaire.
a. Perception of Audit Probabilities
The perception of audit probabilities construct is measured by three reflective indicators; the
first two of these have been modified from Sapiei, Kasipillai, and Eze (2014), while the last
item (a negatively-worded question) was adapted from Palil (2010). The items used to measure
this construct can be seen below.
1. In my opinion, the chances of being audited (tax audit) are very high.
2. If there was a discrepancy in the annual tax return, it is likely that it would be audited.
3. I believe the tax authority has limited capability to investigate all income reported to
them.
b. Tax Penalties
This construct measures taxpayer perceptions of tax penalties applied to non-compliant
behaviour. The construct tax penalties is operationalised using two reflective indicators. The
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first indicator (‘Serious enforcement and penalty by the DGT may result if I do not comply’)
was adopted from Palil (2010) and the other (‘In my opinion, if discrepancies were discovered
during an audit, the penalties are severe’) was modified from Sapiei, Kasipillai, and Eze (2014).
c. Tax Knowledge
The construct tax knowledge measures the level of tax knowledge among taxpayer respondents.
This is to measure how far respondents understand current tax regulations. Three formative
indicators were employed in measuring this construct in forms of Yes-No-Do Not Know
questions. All questions were adopted from Saad (2011).
1. To my knowledge, individuals are subject to a single flat rate of income tax under the
current tax system.
2. Non-compliant taxpayers can be imprisoned if found guilty of evading tax.
3. As far as I am aware, everyone who earns income sourced in this country is taxable,
regardless of whether that person is resident or not.
d. Attitudes
Attitudes refer to individuals’ evaluation regarding certain objects, whether positive or
negative. This study differentiates attitude into two categories, namely affective attitude and
instrumental attitude. Affective attitude deals with the kind of emotions (happy, sad, guilty)
felt when performing certain behaviour, while instrumental attitude is likely to connect to a
more rational consideration as to whether certain behaviour would bring an advantage or not
(Ajzen, 2006). Developed from Saad (2011), two formative indicators were used to measure
the attitude construct with one reflecting affective attitude (I would feel guilty if I understated
my income in tax return) and the other, which is a negatively-worded question, reflecting
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instrumental attitude (It would be financially beneficial for me to understate my income in tax
return).
e. Norms
Kirchler, Hoelzl, and Wahl (2008) differentiate norms into three levels: (a) the individual level,
where norms are defined as personal standards of behaviour; (b) the social level, where norms
are defined as reference group acceptance (in this study, towards tax non-compliance); and (c)
the national level, where norms become cultural standards and are reflected in actual law. When
taxpayers hold norms that favour tax compliance, the norms will enhance voluntary
compliance. Developed from Saad (2011) and Palil (2010), three formative indicators were
developed to measure the norms construct. The second indicator is presented in a negativelyworded question.
1. There are many facilities provided by the government that I should be thankful for.
2. Many of my relatives, friends, and business partners understate their income in their tax
return.
3. Leaders of this country (government and legislators) work for citizen prosperity.
f. Distributive Fairness
As mentioned before, perception of fairness is divided into three types of fairness: distributive
fairness, procedural fairness, and retributive fairness. Distributive fairness refers to the fairness
of the outcomes in resource distribution or allocation. Two reflective indicators to measure the
distributive fairness construct are developed from Verboon and Dijke (2007) and Palil (2010)
where the first indicator is presented in a negatively-worded question. The questions used in
the survey are presented below:
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1. Compared to the tax I pay I receive too few public provisions.
2. The government spends a reasonable amount on welfare.
g. Procedural Fairness
Procedural fairness refers to the fairness of the processes in the exchange of resources. In
capturing the procedural fairness construct, four reflective measures adopted from Tyler (1997)
were utilised:
1. The tax office treats all taxpayers equally.
2. The tax office considers my interest in making a tax decision.
3. The tax office applies similar tax to individuals with similar income levels.
4. The tax office applies low tax rates to low income individuals, and high tax rates to
high income individuals.
h. Retributive Fairness
Retributive fairness is associated with the fairness in sanctions for norm-breaking cases. Two
reflective indicators from Saad (2011) were employed to measure the retributive fairness
construct. The items were:
1. To be fair, the degree of punishment for evading tax should depend on the degree of
non-compliance.
2. I believe the initial late payment penalty on the unpaid tax, imposed on non-compliant
taxpayers under the current tax system, is fair.
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i. Perception of Corruption
In line with corruption categories as classified by Doig and Theobald (1999) and UNDP (2008),
two types of corruption were identified: grand corruption and petty corruption. Four questions
used in the questionnaire were modified from a study by Rosid, Evans, and Tran-Nam (2016).
To capture general perceptions of corruption, respondents were asked about their perception of
general corruption as well. Therefore, in total 5 reflective indicators were used to measure the
perception of corruption construct. The items are listed below.
1. In general, the level of corruption in Indonesia is relatively high.
2. Big corruption among public servants (above Rp100 million) is high.
3. Unofficial tipping in administrative offices is high.
4. Big corruption among tax officers (above Rp100 million) is high.
5. Unofficial tipping in the tax office is high
j. Perception of Tax Complexity
According to Long and Swingen (1987), there are six factors in tax complexity: law ambiguity,
number of computations, frequent law changes, excessive detail, record keeping and confusing
forms. Other studies also identify similar types of complexity, which are computational and
form complexity (AICPA, 2002), compliance and rule complexity (Carnes & Cuccia, 1996),
procedural complexity (Cox & Eger, 2006), and the low level of readability (Richardson &
Sawyer, 1998; Pau, Sawyer, & Maples, 2007; Saw & Sawyer, 2010). Therefore, to capture all
types of tax complexity, this study uses six reflective indicators in the questionnaire, with one
of these (the last item) is designed in a reverse sentence, as shown below.
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1. In my opinion, the calculation in tax returns is complicated.
2. Individual income tax rules are hard to understand.
3. Tax regulations often change.
4. Tax returns require excessive documents.
5. Tax returns require too detailed data.
6. In my opinion, tax return forms look simple.
2. Trust in Tax Authorities
Trust in tax authorities is calculated as the dependent variable of the above constructs. Apart
from its position as a dependent variable – with tax penalties, knowledge, attitudes, norms,
distributive fairness, procedural fairness, retributive fairness, perception of corruption, and
perception of tax complexity as its independent variables – the construct ‘trust in tax
authorities’ also has its own indicators. Adopted from Hofmann et al. (2017), four items are
used to measure the level of trust in tax authorities. As reflected in the indicators used to
measure trust, and also to gain a deeper understanding of this construct, this study differentiates
trust into two categories: implicit trust and reason-based trust.
a. Implicit Trust
Implicit trust is defined as an automatic feeling of trust without any consideration associated
with positive past experiences that the tax authority can be trusted (Hofmann et al., 2017). Two
reflective indicators of trust which have been adapted from Hofmann et al. (2017) reflect
implicit trust, as can be seen below.
1. I trust the tax authority blindly.
2. I trust the tax authority automatically.
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b. Reason-based Trust
On the other hand, reason-based trust comes from a deliberative decision to trust another party
based on the other party’s good intentions (Castelfranchi & Falcone, 2010). Taxpayers can see
the good intentions of a tax authority from various characteristics such as its benevolence,
competence, or whether the tax authority’s goal is valuable to taxpayers. Two other reflective
indicators of trust from Hofmann et al. (2017) capture respondents’ reason-based trust in the
tax office. The indicators are presented below.
1. I trust the tax authority because it has motivated employees who give comprehensive
advice.
2. I trust the tax authority because it gives me competent service.
Therefore, in the model, trust in tax authorities stands as a second-order construct with implicit
trust and reason-based trust as its first-order formative constructs, with these first-order
constructs having several reflective indicators.
3. Power of Tax Authorities
As a dependent variable, power of tax authorities has seven independent variables connected
to it, namely perception of audit probabilities, tax penalties, attitudes, norms, retributive
fairness, perception of corruption, and perception of tax complexity. Similar to trust in tax
authorities, power of tax authorities also has its own indicators. Indicators used in Hofmann et
al. (2017) and Kastlunger, Lozza, Kirchler, and Shabmann (2013) are used in measuring this
construct.
Furthermore, according to Turner (2005), power can be distinguished into two types of power:
legitimate power and coercive power. To get robust results, this study considers these two types
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of power in the model as the first-order formative constructs for power of the tax authority.
Each first-order construct is measured by several reflective measures such as ‘The tax authority
has the right to prosecute tax evasion’ for the construct legitimate power, or ‘Tax authorities
primarily aim to punish’ for the construct coercive power.
a. Legitimate Power
Legitimate power shows that an authority is accepted, and thus individuals obey the regulations
voluntarily. Three reflective indicators used in Hofmann et al. (2017) to measure legitimate
power are utilised:
1. The tax authority ensures that concerns of taxpayers are processed efficiently and fast.
2. The tax authority has the legal obligation to collect taxes.
3. The tax authority has the right to prosecute tax evasion.
b. Coercive Power
Coercive power refers to the ability to enforce individuals to obey the regulations. Two
reflective indicators used for measuring coercive power come from Hofmann et al. (2017),
while one reflective indicator (‘In my opinion, tax authority primarily aims to punish’) was
adapted from Kastlunger, Lozza, Kirchler, and Shabmann (2013). The questionnaire items are
shown below.
1. In my opinion, the tax authority persecutes taxpayers with audits and fines.
2. In my opinion, the tax authority primarily aims to punish.
3. In my opinion, the tax authority severely punishes tax evaders.
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4. Voluntary Compliance
This construct measures the level of taxpayer willingness to comply with tax voluntarily. Trust
in tax authorities is believed to be strongly correlated with voluntary compliance. Previous
studies reveal that high trust leads to higher voluntary compliance and weak trust is associated
with low voluntary compliance (Braithwaite & Makkai, 1994; Scholz & Lubell, 1998; Kirchler,
Hoelzl, & Wahl, 2008; Kogler et al., 2013). As a dependent variable in the model, the construct
voluntary compliance also has its own indicators. Adapted from Kirchler and Wahl (2010), a
total of four reflective indicators are employed to measure the construct. Questionnaire items
for this construct are presented below.
1. I pay my taxes voluntarily.
2. I pay my taxes even if tax audits did not exist.
3. I pay my taxes because I regard it as my duty as a citizen.
4. I pay my taxes even though I know that others do not.

5. Enforced Compliance
As opposed to voluntary compliance, enforced compliance is believed to have a strong
relationship with power of the tax authority (Muehlbacher, Kirchler, & Schwarzenberger,
2011; Verboon & Van Dijke, 2011; Kogler et al., 2013; Kogler, Muehlbacher, & Kirchler,
2013). Strong power is associated with greater enforced compliance and weak power is
associated with lower enforced compliance.
Similar to voluntary compliance, the construct enforced compliance also has its own indicators.
Adapted from Kirchler and Wahl (2010), four reflective indicators which show that taxpayers
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pay their tax by force are used to measure the construct. The list of items used is presented
below.
1. I pay my taxes because I feel forced.
2. I pay my taxes because I know that I will be audited.
3. I pay my taxes because the punishments for tax evasion are very severe.
4. I pay my taxes after thinking how to reduce tax owed.
6. Overall Tax Compliance
In the end, both voluntary and enforced compliance are theorised to lead to overall compliance.
Therefore, they both become independent variables in measuring the overall compliance.
Meanwhile, the construct overall tax compliance also has several indicators. Adopted from
Rosid, Evans, and Tran-Nam (2016), four hypothetical questions based on two hypothetical
conditions were used to capture overall tax compliance. The two scenarios are presented below:
Scenario 1:
“Agus is an employee. His income is withheld monthly by his employer. In 2016, he got
a commission of IDR7 million for selling his friend’s house. He knew that the tax office
will hardly know of this commission, as it was paid in cash.”
Scenario 2:
“Ani has a small business; thus, she has to pay 1% flat-rate income tax based on
monthly sales. In 2016, her monthly sales were around IDR100–200 million, so she had
to pay tax of around IDR1–2 million. As a small business, Ani does not have to have
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bookkeeping and is only required to have simple notes. Therefore, it is quite hard for
the tax office to identify her exact sales.”
The respondents were asked to read the two scenarios and then asked to answer four questions
on the probability of reporting the income based on the two scenarios and in what proportion
the income would be reported. The four hypothetical questions are presented below:
1. If I were Agus, the probability I report the tip in my tax return is…
2. If I were Agus, the amount of tip that I will report in my tax return is… from the real
amount.
3. If I were Ani, the probability I report the sales in my tax return is…
4. If I were Ani, the amount of sales that I will report in my tax return is… from the real
amount.
7. Demographic Background
Several demographic factors were collected in this study; these are age, gender, relationship
status, number of dependent children, education, occupation, ethnicity, religion, and income
level. Previous interaction with DGT was also collected. These variables, except for number of
dependent children, ethnicity, and religion, were then transformed into dummy variables. Even
though the demographic background data is not used in the research framework, this data is
needed to ensure representativeness of the samples.
For age, respondents were asked to identify their age in a certain grouping: (a) under 20; (b)
20–29; (c) 30–39; (d) 40–49; (e) 50–59; and (f) 60 or over. The responses were then changed
into dummy variables. The genders were transformed into a dummy variable of 1 for male and
0 for female. For relationship status, the respondents were asked whether they were single,
married, or divorced/widowed. The relationship status (single, married, divorced/widowed)
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was converted into dummy variables. They were also asked to write down the number of
dependent children they have in their responsibility.
For level of education, the respondents were distinguished into: (a) Primary School or under;
(b) High School/Senior High School; (c) Diploma; (d) Undergraduate (bachelor) degree; and
(e) Master or PhD degree. Respondent occupations were also grouped into: (a) Self-employed;
(b) Employee; (c) Unemployed; (d) Retired; (e) other. Responses for these questions were also
transformed into dummy variables.
This study considers ethnicity and religion as variables that may affect tax compliance. The
respondents were asked to identify their ethnicity and religion by writing them down in the
provided space. Grouping the respondent ethnicity was likely to be difficult due to the large
number of ethnic groups living in Indonesia. It is also made more challenging by the fact that
inter-ethnic marriage is common in Indonesia, thus it is hard to define someone’s identity based
on their ethnicity.
Other variables are the amount and the main source of income. The main source of income was
classified as: (a) Salary/wages; (b) Income from self-employment; and (c) other. These income
sources were converted into dummy variables. The amount of income refers to respondent
income in 2016 and classified in ranges of: (a) under IDR60 million (AUD$6,000); (b) IDR60
million–IDR99

million

(AUD$6,000–9,990);

(c)

IDR100

million–IDR199

million

(AUD$10,000–19,990); (d) IDR200 million–IDR299 million (AUD$20,000–29,990); and (e)
Above IDR300 million (AUD$30,000). The amount of income was also transformed into
dummy variables.
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Finally, apart from demographic factors, the respondent’s tax history is also included to
increase the robustness of the study. Data collected in this tax history include respondents’
experience in filling in their income tax returns and also their experience with the tax office.
In filling in their income tax return, respondents were classified into whether their tax return
was self-filled, self-filled with help from a tax officer, self-filled with help from a
friend/relative, or filled by a tax consultant. The answers were then transformed into dummy
variables.
Regarding respondents’ experience with the tax office, the respondents were asked whether
they have: never been contacted by the tax office; contacted but never been audited; audited
but never been penalised; or whether they have been audited and penalised by the tax office.
Their responses (1 for never being contacted, 2 for contacted but never been audited, 3 for
audited but never been penalised, and 4 for being audited and penalised) were converted into
dummy variables.
5.3.6.4 Response Representativeness

When respondents in a survey questionnaire represent the general population, they can be
categorised as representative. McInnis (2006) states that comparing respondents’ demographic
background with population demographics can be used to measure the representativeness of
the respondents.
To examine the extent to which the responses are representative of the general population in
Jakarta, this study selected three demographic indicators to use: age, gender, and occupation.
These three indicators were compared between respondents and the population. The outcome
of the response representativeness is presented in Chapter 6.
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5.3.7 Data Analysis
5.3.7.1 Data Screening Process

Before conducting further analysis, the data needed to be coded and examined. The data was
manually coded into the Statistical Package for the Social Sciences (SPSS) software. Once the
data were entered into SPSS, an examination of the data was then carried out to ensure the
correctness of the data entry.
Next, as missing data is a common problem in any research (Sekaran & Bougie, 2010), it is the
responsibility of the researcher to ensure that the missing data would not affect the
generalisability of the survey results. In managing this missing data, the researcher needs to
‘identify the patterns and relationships underlying the missing data in order to maintain as close
as possible the original distribution of values when any remedy is applied’ (Hair, Black, Babin,
& Anderson, 2014, p. 40). These authors further suggest that when incomplete questions in a
questionnaire consist of more than 10% of the total questions and when these are concentrated
in a specific set of questions, the case should be deleted from further analysis.
5.3.7.2 Descriptive Analysis

To gain a broad description of the characteristics of the sample, a descriptive analysis was
conducted. This analysis is intended to get preliminary results of respondent opinions on the
perception of audit probabilities, tax penalties, tax knowledge, attitude, norms, distributive
fairness, procedural fairness, retributive fairness, perception of corruption, and perception of
tax complexity, using the indicators identified in the previous section. The analysis also
examines indicators of trust in tax authorities and power of tax authorities, indicators of
voluntary and enforced compliance, and indicators of overall compliance. Using the SPSS
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software, the mean of each variable together with its standard deviation, variance, and
minimum and maximum, were calculated.
5.3.8 Introduction to Structural Equation Modelling (SEM)
It can be seen from the conceptual framework that this study uses interrelated variables to
answer the research questions. For example: what factors affect trust in tax authorities, whether
this trust leads to voluntary tax compliance, and whether voluntary tax compliance promotes
overall compliance. Therefore, structural equation modelling (SEM) will be used in this study
as SEM can examine the dependence relationship between variables simultaneously (Hair,
Black, Babin, & Anderson, 2014).
SEM is one of the second-generation multivariate techniques. It provides an econometric
perspective focusing on indicators and a psychometric emphasis in modelling latent constructs.
With this ability, SEM allows social researchers to perform path-analytic modelling with latent
constructs (Chin & Newsted, 1999). SEM has been accepted and used in social science research
due to its ability to perform path-analytic modelling with latent variables using a two-step
approach simultaneously (Hair, Sarstedt, Ringle, & Mena, 2012). As a second generation of
statistical analysis, the ability of SEM to examine a set of interrelated questions in a single,
systematic, and comprehensive analysis (Gefen, Straub, & Boudreau, 2000) and its great
flexibility to interact between theory and data (Chin & Newsted, 1999) make it superior
compared to the first generation of statistical analysis (e.g. principal component analysis or
multiple regression) which needs layers of process in examining relationships between
independent and dependent variables. The advantages of using SEM can be seen from its three
characteristics (Hair, Black, Babin, & Anderson, 2014) below:
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1. It estimates multiple and interrelated dependence relationships.
2. It is able to represent unobserved concepts in these relationships and account for
measurement error in the estimation process.
3. It defines a model to explain the entire set of relationships.
There are two components in SEM: the measurement model (outer model) which is used to
measure the link between a set of indicators with their corresponding constructs; and the
structural model (inner model) which shows the relationship between constructs used in the
model (Hair, Sarstedt, Hopkins, & Kuppelwieser, 2014; Hair, Hult, Ringle, & Sarstedt, 2017).
The measurement model is used to measure the validity and reliability of observed indicators.
The valid and reliable indicators are then used to assess the relationship between the latent
constructs to test the research hypotheses. The evaluation of the measurement model is
important to gain validity and reliability while the assessment of the structural model is needed
to ensure the predictive capability of the model (Saad, 2011). Figure 5.7 below demonstrates
how measurement models and inner models interact in a specific framework.
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Figure 5.7. The Measurement (Inner) Model and Structural (Outer) Model in SEM

Source: Hair, Sarstedt, Hopkins, and Kuppelwieser (2014, p. 110)

5.3.8.1 Covariance-based SEM and Partial Least Squares

There are two types of SEM, namely covariance-based SEM and partial least squares. Both of
these types of SEM have different underlying concepts (Gefen, Rigdon, & Straub, 2011; Hair,
Sarstedt, Ringle, & Mena, 2012). The concepts related to each type are discussed below.
1. Covariance-based SEM (CB-SEM)
Covariance-based SEM (CB-SEM), as shown through its software such as LISREL, AMOS,
or RAMONA, aims to prove that the theory being tested is supported by the data, which is
parameter-oriented (Hair, Black, Babin, & Anderson, 2014). Therefore, it requires a strong
theory base with well-developed measures which have been proven in exploratory analyses
(Chin & Newsted, 1999). Moreover, it works only with parametric assumptions and needs
normal distribution of data. In addition, Gefen, Straub, and Boudreau (2000) state that CB-
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SEM might be problematic when coping with a relatively small sample size. Furthermore CBSEM will also problematic when dealing with formative measures as it only serves for
reflective measures (Gefen, Rigdon, & Straub, 2011). Meanwhile, treating formative measures
as reflective ones in a model is likely to result in invalid estimation (Chin, 1998a).
2. Partial Least Squares (PLS)
Unlike CB-SEM, which emphasises model testing, partial least squares (PLS), the second
major technique in SEM, has prediction and theory development as its main objectives (Chin,
1998b; Chin & Newsted, 1999; Hair, Ringle, & Sarstedt, 2011). Therefore it does not need a
strong theory base and can be used in exploratory and confirmatory based research (Gefen,
Straub, & Boudreau, 2000; Gotz, Liehr-Gobbers, & Krafft, 2010; Urbach & Ahlemann, 2010).
Moreover, PLS can also model latent constructs under non-normal data distribution (Chin,
2010a; Chin, Marcolin, & Newsted, 2003; Hair, Hult, Ringle, & Sarstedt, 2017). Hair, Ringle,
and Sarstedt (2011) summarise the strengths of PLS as follows: compared to CB-SEM, it has
fewer identification problems, works well with small or large sample sizes, and is better able
to combine both formative and reflective constructs.
Nonetheless, even though PLS-SEM has many advantages over CB-SEM, there is no superior
method (Hair, Ringle, & Sarstedt, 2011, p. 149) as they are complementary to each other
(Lohmöller, 1989; Henseler, Ringle, & Sinkovics, 2009). Taken from Chin and Newsted
(1999), Table 5.4 below depicts the difference between CB-SEM and PLS-SEM.
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Table 5.4. Differences between Covariance-based SEM and Partial Least Squares SEM
Criteria

Covariance-based SEM

PLS-SEM

Objective

Parameter oriented

Prediction oriented

Approach

Covariance-based

Component-based

Assumptions

Typically, multivariate normal
distribution and independent
observations (parametric)

Predictor specification
(nonparametric)

Latent variable score

Indeterminate

Explicitly estimated

Epistemic relationship between a
latent variable and its measures

Typically, only with reflective
indicators

Can be modelled in either formative
or reflective mode

Implications

Optimal for parameter accuracy

Optimal for prediction accuracy

Model complexity

Small to moderate complexity
(e.g. less than 100 indicators)

Large complexity (e.g. 100
constructs and 1,000 indicators)

Sample size

Minimal recommendations range
from 200 to 800

Minimal recommendations from 30
to 100 cases

Source: Chin and Newsted (1999, p. 314)

5.3.8.2 Justifications for Using PLS

In helping researchers decide which method is suitable for their research, Hair, Ringle, and
Sarstedt (2011) provide some guidance as to whether to select CB-SEM or PLS-SEM as shown
in Table 5.5 below.
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Table 5.5. Guidance in selecting CB-SEM or PLS-SEM
Research Goals

• If the goal is predicting key target constructs or identifying key ‘driver’ constructs,
select PLS-SEM.
• If the goal is theory testing, theory confirmation, or comparison of alternative theories,
select CB-SEM.
• If the research is exploratory or an extension of an existing structural theory, select
PLS-SEM.

Measurement
Model Specification

• If formative constructs are part of the structural model, select PLS-SEM.

Structural Model

• If the structural model is complex (many constructs and many indicators), select PLSSEM.

• If error terms require additional specification, such as covariation, select CB-SEM.

• If the model is non-recursive, select CB-SEM.
Data Characteristics
and Algorithm

• If the data meet the CB-SEM assumptions exactly, for example, with respect to the
minimum sample size and the distributional assumptions, select CB-SEM.
• If the sample size is relatively low, select PLS-SEM.
• If the data are to some extent non-normal, use PLS-SEM.
• If CB-SEM requirements cannot be met (e.g., model specification, identification, nonconvergence, data distributional assumptions), use PLS-SEM as a good approximation
of CB-SEM results.

Model Evaluation

• If you need to use latent variable scores in subsequent analyses, PLS-SEM is the best
approach.
• If your research requires a global goodness-of-fit criterion, then CB-SEM is the
preferred approach.
• If you need to test for measurement model invariance, use CB-SEM.

Source: Summarised from Hair, Ringle, and Sarstedt (2011, p. 144)

Based on the CB-SEM and PLS discussions above and also guidance provided by Hair, Ringle,
and Sarstedt (2011), this thesis adopts PLS-SEM for several reasons. First, constructs used in
the study were formed in a formative and reflective way, which can be best accommodated in
PLS. Second, the data distributional assumptions in this study do not follow a multivariate
normal data distribution. This condition is not an issue in PLS but can be problematic in CBSEM. Third, the objective of this study is to predict rather than to test (where the CB-SEM is
more appropriate to use) tax compliance behaviour of individual tax payers by adopting the
Slippery Slope Framework (SSF) and then extending the framework by adding two new
factors, namely perception of corruption and perception of tax complexity. Therefore, based
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on these reasons, PLS seems to be the most appropriate method for use in this study. To perform
the analysis in this study, SmartPLS software (Ringle, Wende, & Will, 2005; Ringle, Wende,
& Becker, 2015) was used. The biggest advantage of using SmartPLS is its ability to get
statistically significant results despite a relatively low sample size (Hair, Hult, Ringle, &
Sarstedt, 2017). In a study with a sensitive topic, such as tax compliance, this advantage
becomes particularly important.
5.3.8.3 Model Evaluation

PLS-SEM was used to evaluate both the measurement model and the structural model. The
measurement model assessment is needed to evaluate the validity and reliability of constructs
and indicators used in the study. Meanwhile, the structural model evaluation is crucial for
evaluating the relationships between constructs at the theoretical level. The details of
techniques employed in evaluating the model are presented below.
1. Evaluation of the Measurement Model
The evaluation of constructs and indicators used in the study is important because this will
assess the validity and reliability of the constructs and indicators to be applied in the model. In
measuring validity and reliability, different treatments are applied to formative and reflective
indicators. The measurement of construct validity and construct reliability are presented below.
a. Construct Validity
Typically, construct validity is assessed by convergent validity, which means that indicators of
a construct are correlated each other more than with indicators of another construct; and
discriminant validity, which shows that an indicator has a strong correlation with its construct
and weak correlation with other constructs in the model (Petter, Straub, & Rai, 2007). For
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formative constructs, construct validity can be measured through the weights of the observed
indicators and corresponding significance level, which can be generated from the bootstrapping
procedure in PLS. For reflective constructs, construct validity can be achieved by measuring
the convergent validity and discriminant validity of the observed indicators.
There are several methods for measuring convergent validity. First, to be convergent, indicator
loadings should reach 0.707 (Chin, 1998b) and the t-statistics should be 1.96 or above (Gefen
& Straub, 2005). Second, convergent validity can be measured using Average Variant
Extracted (AVE) (Henseler, Ringle, & Sinkovics, 2009). The AVE (there is one AVE for each
construct) measures the variance that is captured by a latent construct. For each construct, the
AVE demonstrates ‘the ratio of the sum of its measurement item variance as extracted by the
construct relative to the measurement error attributed to its items’ (Gefen & Straub, 2005, p.
94). To be acceptable, it has to have a threshold 0.5 or above (Fornell & Larcker, 1981; Bagozzi
& Yi, 1988; Henseler, Ringle, & Sinkovics, 2009). In PLS, AVE is automatically generated
using the formula:

where λ represents the loading score of each measure on its construct.
Meanwhile, the discriminant validity test is intended to evaluate whether a particular indicator
has a strong correlation with its construct and a weak correlation with the remaining constructs
(Gefen & Straub, 2005). They propose two approaches to measure discriminant validity are
item cross-loading and ratio of the square root of the AVE of a construct to all other constructs.
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In item cross-loading, indicator scores of a respective latent construct are compared to other
indicators outside its block. Validity is gained when indicators in a block have higher loadings
to their latent construct compared to indicators in other blocks (indicators of other latent
constructs). The square root of AVEs can be used in assessing the validity by comparing them
with the correlation among the constructs (Fornell & Larcker, 1981). Validity is achieved when
the square root of the AVE of each construct is higher than the correlation of the construct with
other constructs in the model (Chin, 1998b; Gefen & Straub, 2005).
b. Construct Reliability
The reliability of formative constructs relates to their multicollinearity status, where excessive
multicollinearity implies an unstable model (Petter, Straub, & Rai, 2007). A stable model,
which means no multicollinearity, is when a Variance Inflation Factor (VIF) is lower than 3.3,
a condition index is lower than 30 (Diamantopoulos & Siguaw, 2006), and tolerance values are
above 0.3 (Hair, Sarstedt, Hopkins, & Kuppelwieser, 2014).
The reliability in reflective constructs is evaluated using two techniques which are the
composite reliability to measure the internal consistency scores (Petter, Straub, & Rai, 2007;
Gotz, Liehr-Gobbers, & Krafft, 2010; Hair, Sarstedt, Ringle, & Mena, 2012), and the AVE
scores (Fornell & Larcker, 1981; Chin, 1998b). Although Cronbach’s alpha is similar to the
composite reliability, it is believed that composite reliability is more accurate in explaining the
construct reliability in a PLS model, since composite reliability does not expect equivalence
across measures (Brown & Chin, 2004; Chin, 2010a). In measuring the AVE scores, these
scores should exceed 0.5 (Fornell & Larcker, 1981) which means that ‘50 percent or more of
the variance of the indicators should be accounted for’ (Chin, 1998b, p. 321). Both the
composite reliability and the AVE scores are available in and generated by the PLS software.
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2. Evaluation of the Structural Model
Structural model assessment is needed for assuring the model’s predictive capability. There are
two measures that are used to assess the predictive capability of a structural model: the Rsquared values (R2) and path coefficients. The R-squared can also be used to examine the effect
size of an independent latent variable on a dependent latent variable. A bootstrapping technique
is used to evaluate the statistical significance level of each path coefficient in the model.
a. R-squared (R2)
R-squared, which indicates the coefficient of determination, is the primary analysis undertaken
to test a structural model. The explanatory power of the model can be assessed by observing
the R2 of endogenous constructs in the structural model estimation (Santosa, Wei, & Chan,
2005). With a similar interpretation to ordinary least squares regression (Chin, 2010b), the
higher the R-squared value in PLS the better, as higher R-squared values indicate a more
predictive model is (Gotz, Liehr-Gobbers, & Krafft, 2010). Nevertheless, Hair, Sarstedt,
Ringle, and Mena (2012) argue that there is no certain acceptable level of R-squared as it will
depend on the research context.
b. Effect Size (f2)
In addition, the R-squared can also be used to measure the effect size (f2) which means the
impact of an independent latent variable on a dependent latent variable. The effect size values
can be calculated using the following formula:
effect size (f²) = (R²included – R²excluded) / (1 – R2included)
where the R²included shows the R2 of a dependent latent variable when a certain independent
variable is used in the model, and R²excluded indicates the R2 of the dependent variable when the
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independent variable is omitted from the model. The degree of effect can be determined by
using a criterion set by Cohen (1988) who suggests that f2 = 0.02 shows small effect, f2 = 0.15
shows medium effect, while f2 = 0.35 shows large effect (Henseler, Ringle, & Sinkovics, 2009;
Chin, 2010b; Gotz, Liehr-Gobbers, & Krafft, 2010; Hair, Sarstedt, Ringle, & Mena, 2012; Hair,
Sarstedt, Hopkins, & Kuppelwieser, 2014).
c. Path Coefficient
The relationships between constructs in the model can be examined using path coefficients. A
path coefficient is categorised as meaningful when it has a value around 0.20 and ideally above
0.30 (Chin, 1998a). However, as contended by Brown and Chin (2004) and Duarte and Raposo
(2010), this does not mean that a lower path coefficient indicates unimportant relationships
between constructs (Brown & Chin, 2004; Duarte & Raposo, 2010). Meanwhile, Urbach and
Ahlemann (2010) argue that a relationship between constructs can be categorised as strong
when it has at least a 0.10 path coefficient. In PLS, the statistical significance of the path
coefficient can be assessed by using a bootstrapping technique which provides t values and p
values (Henseler, Ringle, & Sinkovics, 2009; Chin, 2010a; Hair, Sarstedt, Ringle, & Mena,
2012).
d. Bootstrapping
PLS relies on a nonparametric resampling technique in its evaluations, since it does not expect
a normal distribution of the data. Therefore, a nonparametric bootstrapping technique is applied
in this study to measure the significance level in the estimation (Hair, Sarstedt, Ringle, & Mena,
2012), as also provided in the PLS software. In bootstrapping, ‘N sample sets are created to
obtain N estimates for each parameter in the PLS model. Each sample is obtained by sampling
with replacement from the original data set’ (Chin, 1998b, p. 320). Several factors such as the
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number of data sets, the number of variables used in the model, as well as the complexity of
the model determine the number of samples used in the bootstrapping (Vinzi, Trinchera, &
Amato, 2010). Therefore, this study used 1,000 sample sets in the bootstrapping procedure as
this was considered sufficient and the number is above the size of the original data set, which
is 453 cases. Moreover, this number is also suggested by Chin (2010a) and Vinzi, Trinchera,
and Amato (2010), as their studies used 1,000 subsamples.
5.4 Qualitative Method
In addition to the collection of survey data, interviews were conducted with taxpayers and tax
officers. This qualitative approach helps to understand the reasons behind a person’s opinion
because it is believed that an interview is about finding out ‘what is in and on someone else’s
mind’ (Patton, 1990, p. 278). Moreover, interview data will strengthen findings if a survey has
had a poor response rate (Austin, 1981). Therefore, the interviews in this study aim to help in
understanding taxpayers’ compliance behaviour and to gain insight into how they trust the tax
authority and how they perceive the power of the tax authority. The interview also
complements the survey data, as the data collected from survey only describes the ‘what’ of
taxpayers’ opinions while the interview data can explore the ‘how’ and ‘why’ of the opinions.
Moreover, the interviews with tax officers were also intended to elaborate the reasons behind
certain tax compliance policies and how tax officers view their own institution in dealing with
tax compliance.
Saunders, Lewis, and Thornhill (2009) differentiate interviews into three categories: structured
interviews, semi-structured interviews, and unstructured or in-depth interviews. Similarly,
Bryman and Bell (2011) categorise interviews into structured interviews and qualitative
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interviews, and they further divide qualitative interviews into semi-structured and unstructured
interviews.
Structured interviews use a pre-determined and standardised set of questions in the form of a
questionnaire with pre-coded answers (Saunders, Lewis, & Thornhill, 2009; Bryman & Bell,
2011). This type of interview is also called a quantitative research interview since a structured
interview is intended to collect quantifiable data (Saunders, Lewis, & Thornhill, 2009). In
contrast, semi-structured interviews and unstructured or in-depth interviews are nonstandardised and are often called qualitative research interviews (Bryman & Bell, 2011).
In semi-structured interviews, the researcher holds a list of questions as an interview guide.
Used as a guide, the questions can be omitted or added to, and the sequence of the questions
can be changed given the nature of certain participants (Saunders, Lewis, & Thornhill, 2009).
By using a semi-structured interview, participants’ thoughts and ideas can be elaborated to
collect comprehensive data (Silverman, 2000). On the other hand, Saunders, Lewis, and
Thornhill (2009) explain that in unstructured interviews (or in-depth interviews) there is no
pre-determined list of questions prepared. Here, the researcher conducts the interview based on
a specific topic and then the participant will freely talk about their perceptions and opinions
about the topic.
Based on the nature of interaction between the researcher and participants in an interview,
interviews can be on a one-to-one basis and or a group basis (Saunders, Lewis, & Thornhill,
2009). In a one-to-one situation, the interview is conducted between the researcher and one
participant and can be conducted face-to-face, over the telephone, or via the internet. When an
interview is on a group basis, the researcher meets a small number of participants to discuss
the research topic, with the discussion facilitated by the researcher. Figure 5.8 shows forms of
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interview based on the level of formality and structure and also the nature of interaction
between the researcher and participants.
Figure 5.8. Forms of Interview
Interview

Standardised
Interviewer-administered
questionnaires

Face-to-face
interview

Non-standardised

One to one

Telephone
interview

One to many

Internet (electronic)
interview

Group
interview

Internet (electronic)
group interview

Focus group

Focus group

Source: Saunders, Lewis, and Thornhill (2009, p. 321)

The choice of which type of interview will be used needs to be aligned with the purpose of the
study. Saunders, Lewis, and Thornhill (2009) suggest that structured interviews are more
appropriate in descriptive and explanatory studies, while semi-structured interviews can be
used in explanatory and exploratory studies. Furthermore, unstructured interviews will be
beneficial when applied to an exploratory study.
Based on these considerations, this study used a semi-structured interview in the form of faceto-face and telephone interviews. The decision to choose semi-structured interviews is based
on several factors. First, since the purpose of the qualitative part of this study is mostly to assist
in understanding the results from the survey and also as an exploratory study of policy design
in the tax authority, a semi-structured interview is viewed as the most appropriate method to
apply. Second, the study examines taxpayers’ compliance behaviour which can be assumed to
be a sensitive issue, thus a semi-structured interview is considered applicable as it suits the
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exploration of perceptions and opinions on sensitive issues and enables probing for more
information and clarification (Barriball & While, 1994; Saunders, Lewis, & Thornhill, 2009).
Third, as the study deals with participants with different backgrounds, having a list of questions
with the ability to adjust these (remove or add some questions) offers a tremendous benefit for
getting optimal information from participants.
5.4.1 Development of Interview Guide
Two sets of interview guides were designed to accommodate participants from the tax office
and taxpayer groups. Before conducting the interview, the interview guides were first examined
by several Australian qualitative researchers. Based on their recommendations, the lists of
questions in the interview guides were then modified and improved.
The interview guide designated for tax officers consisted of a total of 15 questions grouped in
three parts. The first part asks about overall tax compliance and its factors. This part explores
the meaning of tax compliance, the non-compliance rate in Indonesia, and factors affecting tax
compliance. The second part concerns questions about trust in and power of the tax authority.
Questions about the level of trust amongst taxpayers, factors that influence that trust, how DGT
perceives its power, and factors affecting this power are also included in this part. The last part
elaborates on policies (both planned and currently in place) of the tax authority in enhancing
tax compliance (whether voluntary of enforced compliance) amongst taxpayers. The questions
used for interviewing tax officers were designed to include more technical words and terms
related to taxation, as the participants from the tax office were assumed to have adequate
knowledge in taxation.
For the taxpayer interviews, a total of 15 questions were prepared. Since taxpayers were
assumed to have limited knowledge on tax terminology, simpler words and sentences were
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used to avoid confusion among participants. By using simplified sentences, taxpayers can
easily understand the point of the questions. The questions start by asking their general
impression of the tax office, previous tax experiences, and factors affecting their decision to
pay tax. Next, the interview moves to questions that explore the level of trust of participants in
the tax office and their perception of the power of the tax office. Finally, in the final part of the
interview, participants were asked about their overall tax compliance. A list of questions for
both interviews are attached in Appendix 6 and Appendix 7.
5.4.2 Participant Selection for Interview
The qualitative information was gathered through semi-structured interviews with both
taxpayers and tax officers. The objective of this stage was to obtain a deeper insight into and
understanding of the views of the participants on the issues that are the focus of this thesis and
to complement the quantitative findings of the thesis.
Interview participants from the taxpayer group came from survey respondents who expressed
a willingness to be involved more in the study and who agreed to be interviewed. The goal was
to interview ten taxpayers. This interview was intended to get more explanation about the
participants’ responses to the survey questionnaire. Reasons behind their answers were
explored to gain a deeper understanding of their response to a particular question. After
completing their survey questionnaire, potential participants were asked whether they wanted
to be involved more in the research by participating in an interview. Once they showed their
interest in being interviewed, an information form and consent form were handed over and then
a time and place for the interview were arranged. Based on their availability, the interview was
then conducted either face-to-face or via telephone. This type of sample selection is categorised
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as self-selection sampling (Saunders, Lewis, & Thornhill, 2009), as participants are allowed to
identify their willingness to participate or not in the research.
A target of interviews with twenty tax officers was set. As mentioned by Yin (2003), a
qualitative approach is believed to be an appropriate way of investigating research questions
starting with ‘how’ or ’why’. Therefore, the interview with tax officers expands on the issue of
how DGT staff perceive the level of taxpayer’s trust, how DGT enhances the existing trust, and
how it manages its power in dealing with taxpayers.
Purposive and snowball sampling were used in selecting participants from the tax office. The
purposive sampling was expected to enable the researcher to get information-rich participants
from whom important information about the research topic could be gained. The targeted
participants consisted of mostly senior and middle managers in DGT’s head office, office
managers, and some staff in the local tax office. They were chosen with the intention of gaining
insights from a strategic person’s point of view and also from operational tax officers who
interact directly with taxpayers.
In addition to purposive sampling, snowball sampling was used in the following way. After
conducting an interview with a key person, the researcher would ask them to recommend other
potential participant(s) who might have deep knowledge about the research topic. Even though
in the beginning the researcher had already set up targeted participants for the interview,
interviewed participants were given a chance to recommend other persons who potentially
might give beneficial information and contributions to the research topic.
5.4.3 Interview Process
In the beginning, the interview was intended to be a face-to-face interview. For participant
convenience, however, some interviews were conducted via telephone and the internet.
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Interviews took about one hour on average and were conducted in the Indonesian language
(Bahasa). Therefore, after transcribing, the sorted data was then translated into English.
Before an interview started, participants were handed an information form and consent form to
give them a broad picture of the research. Participants were reassured that their participation in
the research would be anonymous and confidential. Even though these issues had been
mentioned in the invitation letter and consent form, additional reassurance is needed to
encourage participants to give their real opinions freely. A script was prepared as a guide during
this semi-structured interview to keep the question flow on track. The interviews were audio
recorded if the participant approved. The use of an audio recorder during an interview brings
several advantages (Saunders, Lewis, & Thornhill, 2009). A recording gives a more accurate
report compared to written notes and can be replayed. Moreover, by having a recorder, the
interviewer can continue to the next question without taking time to write notes for the previous
answer. Notes, nevertheless, were taken during the interview as a back-up in case of recorder
malfunction (Opdenakker, 2006), and to check whether all questions had been answered.
In conducting a face-to-face interview, a researcher needs to realise that there are several
advantages and drawbacks of conducting this type of interview. Opdenakker (2006) argues that
this kind of interview can provide the interviewer with extra information in addition to verbal
answers as the interviewer can ‘read’ the participant’s body language, tone, or expression. The
answers gained from the interview are likely to be spontaneous as there is no time delay
between questions asked and answers given (Opdenakker, 2006). This type of interview,
however, can consume a lot of time and cost. When participants are spread over a wide area,
more time and financial resources are needed to approach them.
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5.4.4 Sample Size
There are big differences in the sampling approach for qualitative and quantitative methods.
Quantitative methods rely on large random sampling intended to make some generalisation
about the overall population. On the other hand, qualitative methods focus on in-depth and rich
information (Patton, 1990). While certain formulas are needed in determining sample size in
quantitative methods, in qualitative methods, there is no rule of thumb of how large a sample
a researcher should obtain. Patton (1990, p. 184) suggests that the ‘sample size depends on
what you want to know, the purpose of the inquiry, what's at stake, what will be useful, what
will have credibility, and what can be done with available time and resources’. However,
another opinion comes from Collins, Onwuegbuzie, and Jiao (2007) who provide a
recommendation of an appropriate sample size based on existing related literature, as shown in
Table 5.6 below.
Table 5.6. Minimum Sample Size Recommendations for Most Common Qualitative
Research Designs

Research Design

Minimum Sample Size Suggestion

Case study

3–5 participants (Creswell, 2002)

Phenomenological

10 interviews (Creswell, 1998); 6 (Morse, 1994)

Grounded theory

15–20 (Creswell, 2002); 20–30 (Creswell, 1998)

Ethnography

1 cultural group (Creswell, 2002); 30–50 interviews (Morse,
1994)

Source: Collins, Onwuegbuzie, and Jiao (2007, p. 273)

Based on the above discussion, even though the sample size in qualitative research is not an
issue in some literature, this study tried to meet the minimum sample size requirements in both
the taxpayer and tax officer samples, as suggested by Collins, Onwuegbuzie, and Jiao (2007).
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Therefore, the plan was to obtain participation in interviews from ten taxpayers and twenty tax
officers.
5.4.5 Data Collection Procedures
Interviews with taxpayers were conducted after completion of the survey questionnaires.
Interested respondents were handed over the information form and consent form and then a
time and place for the interview was arranged. The participants were reassured about the
confidentiality and anonymity of the interview to optimise their openness in the interview. By
participant permission, the interviews were tape-recorded to allow the researcher to focus more
on the questions and to listen to answers from participants (Saunders, Lewis, & Thornhill,
2009). Based on respondents’ availability, the interview was then conducted either face-to-face
or via telephone. The interviews took approximately 40 to 50 minutes to complete.
For the interviews with tax officers, after getting approval from DGT head office, the
researcher approached key individuals in DGT asking for an interview. The approaches were
conducted via email, phone or direct meeting. Then, the interviews were carried out in the most
convenient way the participant chose, whether through face-to-face interview, via telephone,
or via internet. Before the interviews were conducted, the participants received a brief
explanation about the purpose and the format of the interview. Again, reassurances were
provided about the confidentiality and anonymity of the participants. They also received an
information form about the research and a consent form to be signed. The interviews were also
recorded (with permission from the participants) for further analysis. On average, interviews
with tax officers took longer than interviews with taxpayers. Each tax officer was interviewed
for approximately one hour. This might be because the tax officers had more knowledge about
the research topic and thus had plenty of information to share during the interview.

171

5.4.6 Data Analysis
Data analysis started at the beginning of data collection and involved transcribing, translating,
sorting, classifying, and coding the data. NVivo software was used for managing and analysing
the data. To get more understanding of and explanations about the interview data, ongoing
correspondence with relevant participants was conducted.
Saunders, Lewis, and Thornhill (2009) propose two approaches to analysing qualitative data,
namely a deductive approach and an inductive approach. In a deductive approach, existing
theory can be used to formulate the research question and then themes emerge based on the
research questions. Conversely, an inductive approach starts with collecting data, analysing it,
and then exploring it until a theme comes up. Saunders, Lewis, and Thornhill (2009) further
argue that these two methods can be combined in qualitative research.
Another method called thematic analysis is suggested by Braun and Clarke (2006). This
method is used to identify, analyse, and report patterns or themes that emerge within data. In
conducting thematic analysis, Braun and Clarke (2006) propose six phases to follow, as shown
in Table 5.7 below.
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Table 5.7. Phases of Thematic Analysis
Phase

Description of the process

1. Familiarizing yourself
with your data:

Transcribing data (if necessary), reading and re-reading the data, noting down
initial ideas.

2. Generating initial codes:

Coding interesting features of the data in a systematic fashion across the entire
data set, collating data relevant to each code.

3. Searching for themes:

Collating codes into potential themes, gathering all data relevant to each
potential theme.

4. Reviewing themes:

Checking if the themes work in relation to the coded extracts (Level 1) and the
entire data set (Level 2), generating a thematic ‘map’ of the analysis.

5. Defining and naming
themes:

Ongoing analysis to refine the specifics of each theme, and the overall story the
analysis tells, generating clear definitions and names for each theme.

6. Producing the report:

The final opportunity for analysis. Selection of vivid, compelling extract
examples, final analysis of selected extracts, relating back of the analysis to the
research question and literature, producing a scholarly report of the analysis.

Source: Braun and Clarke (2006, p. 87)

Since this study developed an existing theory (the SSF), the qualitative data was analysed using
a deductive approach with several pre-determined themes. The themes included perception of
tax complexity, perception of corruption, perception of fairness, tax knowledge, attitudes,
norms, perception of audit probabilities, tax penalties, trust in the tax authority, and power of
the tax authority, which already existed before conducting the interviews. The interviews were
used to gain a deeper insight into and more explanation about the themes. Knowing the reasons
why specific perceptions exist or actions are taken is believed to provide more understanding
of the questions and therefore lead to better conclusions.
Nevertheless, thematic analysis was also used in analysing data gained from interviews,
especially interviews with the tax officers. This is because, unlike the interviews with
taxpayers, the participants from the tax office also answered several questions in the interview
that had no pre-determined themes.
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For the interviews with taxpayers, thematic analysis is still needed to capture new themes which
emerged during interviews, in addition to the pre-determined themes stated in the framework.
The decision to adopt thematic analysis is not just because of its simplicity; it also offers several
advantages such as its flexibility to provide a rich and detailed account of the data, its ability
to capture similarities and differences across the data set, and its ability to provide qualitative
analyses for informing policy development (Braun & Clarke, 2006).
Later, audio-recorded data needed to be transcribed for further analysis. The data transcribing
was conducted by the researcher because as the interviewer she was likely to be familiar with
the data and understood the data context. Consistent with Bryman (2012), it took five to six
hours to transcribe a one-hour length interview. Since interviews were conducted in the
Indonesian language, a translation into English was required. The data transcribed was then
divided and coded. As noted earlier, NVivo software was used to manage the data.
5.5 Triangulation
In their study, O'Cathain, Murphy, and Nicholl (2010) explain three techniques for combining
qualitative and quantitative methods in a mixed methods study. These are: following a thread;
the mixed methods matrix; and triangulation. The first technique for combining the mixed
methods findings is called following a thread. The process begins with an initial analysis to
find preliminary themes and questions in each technique, select them to find a key theme and
question, and then cross-investigate and follow up with other technique(s).
The second technique is the mixed methods matrix. Here, qualitative and quantitative data are
collected from the same cases. A single research sample can give mixed data through, for
example, participating in an interview and also completing a questionnaire. Here, mixed data
analysis focuses on cases rather than themes or variables within the study and is intended to
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show possible paradoxes between data on a single case and patterns across all cases (Miles &
Huberman, 1994).
The last technique is triangulation. Triangulation can be referred to as ‘the use of different data
collection techniques within one study in order to ensure that the data are telling you what you
think they are telling you’ (Saunders, Lewis, & Thornhill, 2009). Triangulation comes from
the assumption that because each method from several methods used in a study is likely to
reveal different findings of empirical reality, no single method can perfectly solve the problem
of rival explanations (Patton, 1999). Therefore, these two or more data collection methods are
then used to corroborate the research findings (Saunders, Lewis, & Thornhill, 2009). In
triangulation, data are collected separately in each qualitative and quantitative approach, thus
it comes in a form of two sets of findings. Then, these results are combined to get a more
comprehensive explanation. The triangulation takes place at the interpretation phase of the
study, based on the two sets of findings from the two approaches. For the presentation of the
findings, O'Cathain, Murphy, and Nicholl (2010) explain that the two sets of findings should
be presented on the same page to show whether they agree with each other (convergent),
provide complementary information to the other approach (complementary), or even contradict
each other (contradictory).
Contradictory results do not imply the failure of the research because combining different
methods is not just intended for enhancing validity but can also be used for extending research
scope and gaining a deeper understanding of the area (Fielding & Fielding, 1986; Denzin &
Lincoln, 2005). Moreover, Patton (1999) emphasises that the point of triangulation is to test
the consistency of the data, and not to demonstrate that different data or different methods
generate essentially the same findings. He further warns researchers that the findings of
triangulation between different methods are not always in a form of a nice integrated whole.
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Researchers need to expect that conflicts may arise between findings from quantitative and
qualitative methods. Therefore, careful consideration is needed in drawing conclusions from
triangulated results, and the emphasis should be on the degree of convergence of the data rather
than focusing on their dichotomies (Patton, 1999). The application of the three techniques in
combining qualitative and quantitative methods in mixed methods research is depicted in
Figure 5.9 below.
Figure 5.9. Application of Three Techniques for Integrating Data in
Mixed Methods Research

Source: O'Cathain, Murphy, and Nicholl (2010, p. 1147)

Furthermore, in relation to triangulation, Morse (1991) elaborates approaches to
methodological triangulation. Methodological triangulation is defined as the use of two or more
research methods to answer the same research questions. She differentiates the triangulation
methodology based on the main characteristic of a research problem, whether qualitative or
quantitative. This differentiation creates several types of triangulation. The first type of
triangulation is QUAL+quan. This means that the study is a qualitative study and
complemented by a quantitative technique and the triangulation of both techniques is
conducted simultaneously. The purpose of this type of triangulation is to enrich the descriptive
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data obtained from the qualitative approach. The second type is QUAN+qual. In contrast to the
first type, the study in this type is a quantitative inquiry and complemented by a qualitative
technique with simultaneous triangulation. This type of triangulation aims to describe part of
the phenomena that cannot be quantified in the quantitative part. The third and fourth types
(QUAL→quan and QUAN→qual) are basically similar to the first and the second type, but the
triangulation is conducted sequentially.
Based on the above explanation, this study adopts the triangulation technique where the
findings gained from each qualitative and quantitative component are integrated in the
interpretation phase of the study. The methodological triangulation adopted is QUAN+qual,
where the research questions are primarily answered with a quantitative approach while a
qualitative approach is intended to provide further explanation of the quantitative findings and
to accommodate issues that are not covered in the quantitative part, while both techniques are
conducted simultaneously.
However, while the focus of the quantitative part is to examine the associations between factors
of tax compliance and trust and power and the associations between trust and power and tax
compliance within the SSF framework, the qualitative part (interviews with taxpayers and tax
officers) focuses more on discussion about the factors. The interview discussions were limited
to the factors mentioned in the SSF literature and used in the quantitative part of this study:
perception of audit probabilities, tax penalties, tax knowledge, attitudes, norms, distributive
fairness, procedural fairness, retributive fairness, perception of corruption, and perception of
tax complexity. However, as expected, the interviews revealed some other factors associated
with trust in and power of the tax authority.
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5.6 Ethical Considerations
Human ethics approval was required for this research as the research involved human
participation. Thus, ethics approval was firstly gained from the Human Research Ethics
Committee of the University of Canberra before conducting the survey and interviews. The
Ethics Committee confirmed that all questions in the questionnaire and interview guides met
the relevant ethical standards. This approval was indicated in the invitation letter and consent
form provided to research participants.
In addition to approval from the Human Research Ethics Committee, approval from DGT Head
Office was also obtained to enable data collection within DGT. This approval is crucial as it
allows the researcher to access taxpayers’ data, tax revenue information, and other relevant
documents in DGT. A copy of the approval from the Human Research Ethics Committee at the
University of Canberra and approval from Directorate General of Taxes (DGT) can be found
in Appendix 1 and Appendix 2, respectively.
5.7 Methodology Limitations
Within the efforts to make a significant contribution through this study, as is probably the case
with all studies, there are some limitations in the study’s methodology.
First, the decision to select respondents from taxpayers visiting the tax office might result in
respondent bias. As these individuals came to the tax office to report their tax obligations and
lodge a tax return (whether voluntary or enforced), they are attempting to comply with the tax
laws compared to taxpayers who do not come to the tax office and do not lodge their tax return,
and whose opinions are not captured in this study. However, since the study aims to identify
perceptions that taxpayers have about DGT, it is necessary to select respondents that have
interactions with DGT and know how it works. It should be noted that several other studies
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have also applied a similar approach (Gobena & Dijke, 2016; Rosid, Evans, & Tran-Nam,
2016).
Second, in using a survey approach, inherent weaknesses such as respondents’
representativeness, non-response bias, and respondents’ misinterpretations in reading the
questions cannot be avoided. However, several measures have been taken to minimise these
limitations. To maximise the respondents’ representativeness, the researcher tried to capture
all types of respondents by visually identifying them based on their age, gender, and other
visual characteristics. Through the high response rate of 95.20 per cent achieved for the survey
(476 responses gained from 500 questionnaires distributed), data collected is likely to be
sufficient enough for running a statistical analysis. To avoid misinterpretation of the questions,
the researcher tried to choose straightforward and simple words and sentences, conducted a
pre-test survey, and also gave the respondents the chance to ask about any instructions and
questions they did not understand.
Third, the use of hypothetical questions in identifying taxpayers’ compliance behaviour might
contain some bias. However, since compliance behaviour is likely to be a sensitive issue, asking
through indirect questions may get more honest answers. Previous researchers (Palil, 2010;
Saad, 2011; Rosid, Evans, & Tran-Nam, 2016) also have used similar hypothetical questions
in their studies.
Fourth, this study focused on individual taxpayers only and most of these respondents were
wage/salary earners. Hence, the generalisation of their perception to other groups of taxpayers
should be taken very carefully. Yet, since individual taxpayers pay tax (wage/salary earners
pay their tax through withholding tax) and they are the biggest number of taxpayers registered
in DGT, their perceptions about the tax system are important to hear.
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Lastly, the study was conducted in Jakarta. Therefore, the results of the study may not
necessarily reflect the overall condition of Indonesia. Nevertheless, the findings of the study
can be used in observing taxpayers’ compliance behaviour in other big cities in Indonesia and
also in cities in other developing countries with similar conditions.
5.8 Summary
This methodology chapter starts with the research paradigm used in the study. Adopting mixed
methods, the discussion first moves to the quantitative approach. Here, the discussion focuses
on the type of survey chosen, the survey frame, sample selection, questionnaire design, and
survey pretesting. The discussion proceeds to the approach used to analyse the model and
introduces structural equation modelling (SEM) and partial least squares (PLS), which are
applied in the study.
Moving to the qualitative approach, the discussion concentrates on the development of the
interview guides, participant selection for interviews, sample size, and the interview process.
The qualitative methodology section of the chapter also includes discussions about data
collection procedures and data analysis. Finally, the use of triangulation in corroborating and
integrating the quantitative and qualitative results is discussed. The chapter ends with
explanations about ethical considerations and methodology limitations. The next chapter
discusses the assessment of the data collected, focusing on data collected from the survey
questionnaire.
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Chapter 6. Analysis and Findings of Survey Data

6.1 Introduction
Following Chapter 5, which discussed the research methodology and research design, this
chapter focuses on the analysis of survey data collected through the questionnaires. This
chapter has two aims. First, this chapter assesses the quality of the survey data. In doing so, it
begins by focusing on the response rate, the demographic background of the respondents, and
respondent representativeness. Then, preliminary analysis is conducted on the data entry,
treatment of missing data and descriptive statistics of the data. Second, the chapter presents an
analysis of the survey data by evaluating the reliability and validity of indicators, testing the
relationships between constructs in a structural model and testing the hypotheses that have been
proposed in Chapter 4 to answer the research questions. Particularly, this second aim focuses
on the empirical application of the Slippery Slope Framework (SSF) theory in analysing tax
compliance behaviour of taxpayers in Jakarta, Indonesia. The results of the structural model
are presented, and these include discussion on the R-squared, effect sizes, path coefficients,
and hypothesis testing. This second part of the chapter is especially dedicated to answering
research questions number 1 (What are the tax compliance factors associated with trust in tax
authorities?), number 2 (What are the tax compliance factors associated with power of tax
authorities?), number 3 (What are the associations between trust in and power of tax authorities,
voluntary compliance and enforced compliance?), and research question number 4 (What are
the associations between voluntary compliance, enforced compliance, and overall tax
compliance?).
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6.2 Response Analysis
As explained above, this section discusses the quality of the survey data: the response rate,
response demographics, and response representativeness are discussed.
6.2.1 Response Rate
Sekaran and Bougie (2010) argue that analysing the response rate is crucial in generalising a
sample to the whole population. A total of 500 questionnaires were distributed to taxpayers
visiting five tax offices in Jakarta during March–April 2017. The potential respondents were
approached once they entered the tax office. For those who agreed to participate, they were
handed an information form, a consent form, and a copy of the questionnaire. From the total
questionnaires distributed, 476 were returned, giving a response rate of 95.20 per cent as can
be seen in Table 6.1 below. The survey did not record the name or address of the respondent,
so it was anonymous. Taxpayers were also randomly selected, with no bias in the selection of
taxpayers.
Table 6.1. Survey Response Rate

Description

No.

Survey sample size

500

Number of responses

476

Response rate

95.20%

Some of the respondents were unable to fill in the questionnaire completely while some refused
to participate because they had little knowledge about taxation, felt that there were too many
questions, or were in a hurry, as can be seen in their comments when they were approached:
“I do not know what to fill…I have limited knowledge on taxation”
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“Too many questions, I cannot do this”
“I need to go somewhere else urgently”
Even though having long experience with the tax authority is valuable for the study, some
senior citizens were reluctant to participate due to their age, as seen in their comments:
“I am too old, cannot answer these questions…”
Some other potential respondents were just hesitant to participate once they had been asked to
be involved in tax research. This could be because taxation is a sensitive issue and taxpayers
did not want to get into any problems with the tax authority if they participated.
However, this response rate of 95.20 per cent is sufficiently high, which may have been due to
the survey being conducted face-to-face, so the researcher met directly with potential
respondents and explained the importance of their participation. In this context, hesitant
respondents could be convinced that their participation was anonymous and that the findings
of the research would be used for academic purposes only. Despite the researcher having
worked for the DGT, as highlighted in the ethics application, this research is undertaken as her
capacity as a PhD student and not as a tax officer.
Another potential reason for the high response rate was that the survey was conducted during
the end of the tax return period (the tax return period for an individual taxpayer is from January
to March in the subsequent year, while the fiscal year is from January to December). In this
period, many taxpayers visited the tax office to manage their tax returns. In the last few days,
the tax office even needed to prolong its service hours due to the great number of taxpayers
needing assistance. Waiting their turn to be served, potential respondents were easier to
approach since they comfortably sat in the waiting room and were looking for something to
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kill the time. Any time they were in doubt or uncertain about a particular question, they could
directly ask the researcher to get a clearer understanding of the question.
The following subsection provides general characteristics of taxpayers who participated as
respondents in the survey. The characteristics include age, gender, relationship status,
educational attainment, occupation, number of dependent children, ethnicity, religion, and
income source and income level. The study also provides information on their experience in
filing their tax return and their interactions with the tax office.
6.2.2 Demographic Responses
As discussed in Chapter 3, previous studies have found that demographic backgrounds of
taxpayers affect their compliance behaviour (Spicer & Becker, 1980; Jackson & Milliron,
1986; Feinstein, 1991; Andreoni, Erard, & Feinstein, 1998; Ritsema, Thomas, & Ferrier, 2003).
Therefore, it is relevant to investigate the demographic profile of the respondents to this survey.
Table 6.2 below shows the demographic background of the respondents in relation to age,
gender, relationship status, education, occupation, and number of dependent children.
Table 6.2. Profile of Respondents
Age

Frequency
11

Per cent
2.3

20-29

146

30.7

30-39

127

26.7

40-49

91

19.1

50-59

65

13.7

60 or more

22

4.6

462

97.1

14

2.9

476

100.0

under 20

Total*
Missing
Total
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Table 6.2. Profile of Respondents, Continued
Gender
male

Frequency
259

Per cent
54.4

female

203

42.6

Total*

462

97.1

14

2.9

476

100.0

Frequency
135

Per cent
28.4

311

65.3

16

3.4

462

97.1

14

2.9

476

100.0

Frequency
1

Per cent
.2

176

37.0

86

18.1

undergraduate

170

35.7

master or PhD

27

5.7

461

96.8

16

3.4

476

100.0

Frequency
51

Per cent
10.7

Missing
Total
Relationship Status
not married
married
divorced or widow
Total*
Missing
Total
Educational Attainment
primary school
high school
diploma

Total*
Missing
Total
Occupation
self-employed
employee

349

73.3

unemployed

11

2.3

retired

21

4.4

other

29

6.1

Total*

461

97

15

3.2

476

100.0

Frequency
229

Per cent
48.1

1

103

21.6

2

92

19.3

3

30

6.3

4

6

1.3

Missing
Total
Number of Dependent Children
0

5
Total*
Missing
Total

1

.2

461

96.8

15

3.2

476

100.0

*Total excluding missing observations
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Table 6.2 shows that there are six age groups used in this study with each group having a tenyear range, except for the groups ‘under 20’ and ‘60 or more’. The majority of respondents
came from the younger age groups 20–29 and 30–39 with 31% and 27% respectively, followed
by the 40–49 age group with 19%. Interestingly, the study captured only a small number of
respondents aged 60 or above (5%) and unsurprisingly young taxpayers under 20 years old had
the lowest percentage (2%).
The respondents comprised 259 (54%) males and 203 (43%) females, while 14 respondents
(3%) did not mention their gender. A total of 311 (65%) respondents were married, 135 (28%)
were single and 16 (3.5%) were divorced or widowed, while 14 respondents (3%) did not
disclose their relationship status.
From the educational background information, 176 (37%) respondents had high school as their
highest level of educational attainment. This proportion was close to the number of respondents
with undergraduate degrees, at 170 (36%). A total of 18% of respondents had a diploma
qualification and only 6% had a masters or PhD level of education. Also, as presented in Table
6.2, most of the respondents (349, 73%) were employees while 51 respondents (11%) were
self-employed taxpayers. Another 2% were unemployed, 4% were retired, and 6% had other
occupations.
The largest group of respondents (48%) had no dependent children, followed by 22% of
respondents with one dependent child. About 26% of respondents had two to three children
under their care, while only 6 respondents (1%) had four dependent children and finally only
one respondent had five children.
In addition to the above demographic background, this study also collected data about
respondents’ ethnicity and religion, as presented in Figure 6.1 below.
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Figure 6.1. Ethnicity and Religion of Respondents

Religion

35.0
30.0
25.0
20.0
15.0
10.0
5.0
0.0

Buddhist

Hindus

Catholics

Christians

Muslims

Figure 6.1 above shows that most of respondents (31%) are Javanese, followed by Sumatera
people at 12%. Furthermore, percentages of respondents whose ethnicity is Betawi (Jakarta’s
original ethnicity), Chinese, and Sundanese are 10%, 9.5%, and 9% respectively. Interestingly,
a total of 30 respondents (6%) describe themselves as Indonesians while 96 respondents (20%)
did not reveal their ethnicity. From their notes in the survey form, there were several reasons
for the high proportion of respondents who did not disclose their ethnicity. Some respondents
indicated that this is a sensitive issue which made them hesitant to answer. Some respondents
said that they could not define their ethnicity as they come from a multi-ethnic family, and
some others were reluctant to answer because they thought that ethnicity had no relationship
to the survey topic.
Regarding religion, the majority of respondents were Muslims (290, 61%), followed by
Christians and Catholics with 17% and 10% respectively. Thirteen respondents (3%) were
Buddhists and there was only one Hindu. A total of 45 respondents (9.5%) did not disclose
their religion.
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The survey also asked for the respondents’ annual income and their main source of income. As
can be seen in Table 6.3 below, 76% of respondents got their income mainly from salary or
wages. Only 13% of the respondents had their main source of income from self-employment,
while 8% of respondents got their income from other sources. Most respondents (82%) earned
less than IDR100 million annually (equivalent to around AUD$10,000). About 50 respondents
(11%) earned between IDR100 million to IDR299 million (equivalent to around AUD$10,000
to AUD$30,000), while only 15 respondents (3%) had an annual income of more than IDR300
million (equivalent to around AUD$30,000).
Table 6.3. Income Data of Respondents
Main Source of Income

Frequency
361

Per cent
75.8

income from self-employment

63

13.2

other

38

8.0

Total*

462

97.1

14

2.9

476

100.0

Frequency
285

Per cent
59.9

105

22.1

IDR100 million – 199 million (AUD$10,000–19,990)

32

6.7

IDR200 million – 299 million (AUD$20,000–29,990)

18

3.8

salary or wages

Missing
Total
Income in 2016
under IDR60 million (AUD$6,000)
IDR60 million – 99 million (AUD$6,000–9,990)

over IDR300 million (AUD$30,000)
Total*

15

3.2

455

96

21

4.4

476

100

Missing
Total
*Total excluding missing observations

Regarding respondents’ experience in filing a tax return, Table 6.4 shows that a majority of
respondents (227, 48%) filled in their tax return themselves and 33% got help from a tax officer,
while 61 respondents (13%) filled in their tax return with help from a family member or friend.
Only 14 respondents (3%) used a tax consultant in filing their tax return.

188

In terms of their experience in dealing with the Directorate General of Taxes (DGT), a majority
of respondents (77%) claimed that they had never been contacted by the DGT. A total of 92
respondents (20%) had been contacted by DGT and 31 had been audited. Among the audited,
7 had sanctions imposed.
Table 6.4. Tax Experience of Respondents
Filing Experience
I filled it in by myself

Frequency

Per cent
227

47.7

I filled it in with help from Tax Officer

158

33.2

I filled it in with help from family/friend

61

12.8

filled in by a tax consultant

15

3.2

461

96.8

15

3.1

476

100.0

Frequency
364

Per cent
76.5

contacted, but never been audited

63

13.2

audited, but not imposed sanctions

24

5.0

7

1.5

458

96.2

Total*
Missing
Total
Experience with DGT
never been contacted

audited and imposed sanctions
Total*
Missing
Total

18

3.8

476

100.0

*Total excluding missing observations

To sum up, from a total of 500 questionnaire forms distributed, 476 returned. More than 50%
of the respondents who participated are relatively young taxpayers with ages ranging from 20
to 39. Most respondents are male and married. The majority of respondents have education
levels from high school to undergraduate and work as employees. Regarding respondents’
ethnicity and religion, most are Javanese and Muslim. Around 82% of the respondents earn
less than IDR100 million annual income and their income is mostly from salary or wages. And
finally, most of the respondents (76%) state that they have never been contacted by the tax
office.
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6.2.3 Response Representativeness
There are several methods for calculating response representativeness; one of these is to
compare respondent demographic backgrounds with the real condition in the population
(McInnis, 2006). In this study, three criteria were used to compare the respondents’
background: age, gender, and occupation.
As can be seen from Table 6.5, the survey responses reflected the general population in Jakarta
fairly well. Moreover, despite the inability of this study to access data of individual taxpayers
registered in Jakarta as the basis for the comparison, the survey responses compared
proportionally with individual taxpayers registered by the DGT in terms of their occupation.
Regarding their age, the survey responses demonstrated a similar pattern to the whole
population (Statistics Indonesia, 2015) especially in the age brackets of 30–39, 40–49, and 50–
59. The age bracket of 20–29 was slightly over-represented in this study, accounting for 31.6%
of the sample while this age group represents 25% of the population. Responses for age under
20 was compared with the population age bracket of 15–19 as the working age starts at 15 years
(Statistics Indonesia, 2015). This age bracket was under-represented (2.4% compared to 9%).
This might be because most people at this age are students and not working yet. Therefore,
most are not registered yet as taxpayers. The age bracket of 60 or more was also underrepresented. This is acceptable since most people of this age are already retired and would not
visit the tax office as much as younger people.
In terms of gender, the survey respondents consisted of 56% males and 44% females. These
figures were reasonably near to the total population which consists of 50% of each (Statistics
Indonesia, 2015). Meanwhile, for occupation, the occupation of individual taxpayers registered
by the DGT is used as the comparison. As indicated earlier, the ideal measure of
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representativeness would be to compare respondents with taxpayers in Jakarta, the population
of this study. However, since there is no access to this data, individual taxpayers registered by
the DGT (national individual taxpayers) is used. When compared, the proportion of selfemployed and employed respondents was equal with self-employed and employed taxpayers
registered by the DGT – 11% and 89% respectively (DGT, 2017a).
Table 6.5. Comparison between Survey Responses and Population

Age

Survey Response*
Number
%

under 20
20-29
30-39
40-49
50-59
60 or more
Total

Jakarta Population
Number
%

11
146
127
91
65
22
462

2.4
31.6
27.5
19.7
14.1
4.8
100

706,550a
1,933,649
1,971,167
1,438,653
944,214
659,973
7,654,206b

9
25
26
19
12
9
100

259
203
462

56
44
100

5,115,357
5,062,567
10,177,934c

50
50
100

51
349
400

12
88
100

2.054,732
14,920,292
16,975,024d

12
88
100

Gender
male
female
Total
Occupatione
self-employed
employee
Total
*

Excludes missing data
population age bracket of 15–19
b Jakarta population age between 15 – over 65.
c Jakarta total population in 2015, extracted from Statistics Indonesia (2015).
d Individual taxpayers registered by DGT in 2016 (DGT, 2017a).
e Occupation reflects employment types of respondents as discussed in the taxation literature .
a Jakarta

In conclusion, the three indicators show that there is no significant difference between the
survey responses compared to the total population. Therefore, the evaluation of respondent
characteristics demonstrates that the samples collected for this study are sufficiently
representative of the general population.
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6.3 Preliminary Analysis of the Data
6.3.1 Data Screening Process
Examination of data entry is required to ensure the correctness and reliability of data.
Therefore, a two-stage data evaluation was conducted on the collected data. First, each unit of
data was verified. Some typing errors were found such as double typing or mistyping (such as
typing ‘S’ instead of typing ‘5’). Then, in the second stage, descriptive analysis, which includes
frequency distribution, mean, and standard deviation, was conducted.
Next is the treatment of missing data in the survey questionnaire, which occurs when
respondents fail to answer one or more questions in a survey. From the returned questionnaires
(476), 23 incomplete questionnaires were found to contain more than 10% of unanswered
questions. Most of the unanswered questions came in a row on a specific page. Thus, it can be
assumed that some respondents missed the page while filling in the questionnaires. Since the
missing data in each incomplete questionnaire consists of more than 10% of total questions and
they were concentrated in a specific set of questions, these cases were then deleted from further
analysis, following the suggestion of Hair, Black, Babin, and Anderson (2014). In the end, 453
usable surveys, or 90.60 per cent of total surveys, were retained for further analysis. The
summary of the usable data is presented in Table 6.6 below.
Table 6.6. Usable Survey Responses

Description

No.

Survey sample size

500

Number of responses returned

476

Incomplete responses
Usable responses

23
453
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Apart from missing data as discussed above, some respondents also refused to answer several
questions in the Respondent Background section, especially questions about ethnicity and
religion. This might be because of the sensitivity of the questions. One respondent even
criticised these questions being asked; although these questions were included because
previous literature shows that there is a correlation between these factors and tax compliance
behaviour. However, the missing data in the Respondent Background section were not likely
to create a non-response bias as the answers from this part were aimed at explaining and
analysing the background of respondents.
6.3.2 Descriptive Analysis
Generally, descriptive statistics are used to describe primary characteristics of the data. The
SPSS software was used to get the basic statistical measures such as minimum and maximum
values, mean and standard deviation of each indicator and variable. The descriptive statistics
for each indicator and variable (in bold) are presented in Tables 6.7 to 6.11. Almost all
measures in this study used 1–5 Likert-scale questions, except for tax knowledge which used
‘Yes-No-Do not know’ questions. The data collected are not continuous (ordinal) since they
were measured using a scale basis.
6.3.2.1 Factors Affecting Trust in and Power of Tax Authorities

Descriptive statistics on factors affecting trust in tax authorities and power of tax authorities
can be seen in Table 6.7. Based on the Slippery Slope Framework (SSF) theory, they consist
of variables about trust in and power of tax authorities such as perception of audit probabilities,
tax penalties, attitudes, norms, perception of fairness (which is divided into distributive
fairness, procedural fairness, and retributive fairness), perception of corruption, and perception
of tax complexity.
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Based on respondents’ perception of audit probabilities, the relatively high mean value
indicates a higher perceived chance of being audited. From their responses, the respondents
perceived that there was a high chance of being audited. However, the respondents doubted
that the tax authority would be capable enough to investigate all income reported to it.
In terms of tax penalties, the relatively high mean value indicates a more severe penalty applied
for non-compliant behaviour. Two indicators for tax penalties showed that the respondents
perceived that serious enforcement and severe penalties are applied to non-compliant
taxpayers.
Two indicators are employed to measure attitudes. Survey data showed that the respondents
had a relatively positive attitude towards taxation. Both indicators presented mean values of
more than 3.0 which implied that the respondents had more positive attitudes towards taxation.
Similarly to attitudes, respondents had moderately positive norms towards tax. All three types
of norms (individual, social, and national norms) have mean values of more than 3.0 with
individual norm having the highest mean value at 3.66.
Descriptive statistics regarding perceptions of fairness are divided into three types of fairness
– procedural fairness, distributive fairness, and retributive fairness. The higher mean score
indicates fairer perceptions about the tax system. For procedural fairness, most respondents
perceived the tax system to be procedurally fair, where two out of four questions have mean
scores above 3.8. However, there was a less positive perception of distributive fairness. Most
respondents perceived that they received fewer public provisions compared to the income tax
they paid, with a mean value of 2.64 for this indicator. Meanwhile, in terms of retributive
fairness, most respondents agreed that punishment should apply to non-compliant behaviour.
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Regarding perceptions of corruption, in accordance with Rosid, Evans, and Tran-Nam (2018),
most respondents perceived that corruption, whether in relation to large or small amounts of
money, is still common in Indonesia, or in this case in Jakarta. From five indicators, four have
a mean value of more than 4.0, where a higher mean score indicates a higher perception of
corruption. A relatively more positive perception is shown towards tax administration. Even
though respondents perceived that corruption is still high in tax administration, they also agreed
with Rosid, Evans, and Tran-Nam (2018), perception of unofficial tipping in tax administration
are much lower than those in other government administrative offices.
For the perception of tax complexity measure, higher means indicate that taxpayers perceive a
more complex tax system, and vice versa. Table 6.7 shows that the respondents perceived the
tax systems as still moderately complex especially in terms of the number of computations,
legal ambiguity, frequent law changes, and excessive detail required. From all of these
indicators, the respondents highlighted frequent tax law changes as the most complex, with a
mean value of 3.42. On the other hand, the respondents perceived that the document
requirements and the form of the tax return were less complex.
Table 6.7. Descriptive Statistics on Factors Affecting Trust in and Power of Tax
Authorities (except Knowledge) (N=453)
Indicator/Variable
Perception of audit probabilities (AUD)
In my opinion, the chances of being audited (tax audit) are very high. (1-5)
If there was a discrepancy in the annual tax return, it is likely that it would be audited.
(1-5)
I believe the tax authority has limited capability to investigate all income reported to
them* (1-5)
Tax penalties (PEN)
Serious enforcement and penalty by the DGT may result if I do not comply. (1-5)
In my opinion, if discrepancies were discovered during an audit, the penalties are severe.
(1-5)

Code

Mean

AUD1
AUD2

3.48
3.78

AUD3AD

2.70

PEN1
PEN2

3.67
3.59
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Table 6.7. Descriptive Statistics on Factors Affecting Trust in and Power of Tax
Authorities (except Knowledge) (N=453), Continued
Attitudes (ATT)
I would feel guilty if I understated my income in my tax return. (1-5)
It would be financially beneficial for me to understate my income in my tax return* (15)
Norms (NOR)
There are many facilitates provided by the government that I should be thankful for. (15)
Many of my relatives, friends, and business partners understate their income in their tax
return* (1-5)
Leaders of this country (government and legislators) work for citizen prosperity. (1-5)

ATT1
ATT2AD

3.75
3.46

NOR1

3.66

NOR2AD

3.12

NOR3

3.21

DF1AD
DF2

2.64
3.54

The tax office treats all taxpayers equally. (1-5)
The tax office considers my interest in making a tax decision. (1-5)

PF1
PF2

3.85
3.42

The tax office applies similar tax to individuals with similar income levels. (1-5)

PF3

3.15

The tax office applies low tax rates to low income individuals, and high tax rates to high
income individuals. (1-5)

PF4

3.84

RF1

4.10

RF2

3.54

Perception of Corruption (COR)
In general, the level of corruption in Indonesia is relatively high. (1-5)

COR1

4.50

Big corruption among public servants (above Rp100 million) is high. (1-5)

COR2

4.43

Unofficial tipping in administrative offices is high. (1-5)

COR3

4.18

Big corruption among tax officers (above IDR100 million) is high. (1-5)

COR4

4.20

Unofficial tipping in the tax office is high. (1-5)

COR5

3.18

Perception of Tax Complexity (CX)
In my opinion, the calculation in tax returns is complicated. (1-5)

CX1

3.07

Individual income tax rules are hard to understand. (1-5)

CX2

3.12

Tax regulations often change. (1-5)

CX3

3.42

Tax returns require excessive documents. (1-5)

CX4

2.95

Tax returns require too detailed data. (1-5)
In my opinion, tax return forms look simple* (1-5)

CX5
CX6AD

3.26
2.91

Distributive Fairness (DF)
Compared to the tax I pay I receive too few public provisions* (1-5)
The government spends a reasonable amount on welfare. (1-5)
Procedural Fairness (PF)

Retributive Fairness (RF)
To be fair, the degree of punishment for evading tax should depend on the degree of noncompliance. (1-5)
I believe the initial late payment penalty on the unpaid tax, imposed on non-compliant
taxpayers under the current tax system, is fair. (1-5)

* The score has been reversed to reflect the interpretation of the study.
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Since tax knowledge is measured differently compared to other variables (using a yes-no-do
not know answer), the descriptive analysis is presented in a different table (Table 6.8). Adapted
from Eriksen and Fallan (1996), tax knowledge of the respondents was measured in three score
levels. The correct answer received a score of 3 (well-informed), the 'do not know' answer was
categorised as uninformed and got a score of 2, and the wrong answer received a score of 1
(categorised as misinformed). Therefore, higher mean values indicate that the respondents were
more informed, and vice versa.
Table 6.8 shows the descriptive results of tax knowledge indicators. It can be seen that most
respondents were more informed in terms of legal knowledge (KNO2) and general knowledge
(KNO3) compared to technical knowledge (KNO1AD). This outcome is actually expected as
taxpayers need more comprehensive tax knowledge to understand technical tax issues.
Table 6.8. Descriptive Statistics on Tax Knowledge (N=453)
Indicator/Variable

Code

Mean

Tax Knowledge (KNO)
To my knowledge, individuals are subject to a single flat rate of income tax under the
current tax system. (1-3)

KNO1AD

1.69

As far as I am aware, non-compliant taxpayers can be imprisoned if found guilty of
evading tax. (1-3)

KNO2

2.81

As far as I am aware, everyone who earns income sourced in this country is taxable,
regardless of whether that person is resident or not. (1-3)

KNO3

2.82

6.3.2.2 Trust in and Power of Tax Authorities

Table 6.9 below presents the descriptive analysis about respondent perceptions of trust in tax
authorities and power of tax authorities. In general, most of the respondents had trust in the tax
authority. All indicators showed mean values of more than 3.0. However, when trust is divided
into implicit trust (an automatic feeling of trust without any consideration associated with
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positive past experiences) and reason-based trust (a deliberative decision to trust another party
based on the other party’s good intentions), there was a tendency for the respondents to respond
that trust in the tax authority was mostly because of the competency and professionalism of the
tax authority (reason-based trust).
Regarding the power of tax authorities, most respondents perceived that the tax authority was
powerful. When power is divided into legitimate power and coercive power, the respondents
seemed to perceive that DGT has more legitimate power than coercive power, shown by higher
mean values in indicators of legitimate power than coercive power. This was also supported by
respondents’ perception that the primary aim of the tax authority is not to punish taxpayers.
Table 6.9. Descriptive Statistics on Trust in and Power of Tax Authorities (N=453)
Indicator/Variable

Code

Mean

Trust in Tax Authorities
Implicit Trust (ITR)
I trust the tax authority blindly. (1-5)
I trust the tax authority automatically. (1-5)

ITR1
ITR2

3.53
3.51

RBT1

3.58

RBT2

3.70

Power of Tax Authorities
Legitimate power (LPW)
The tax authority ensures that concerns of taxpayers are processed efficiently and
fast. (1-5)
The tax authority has the legal obligation to collect taxes. (1-5)

LPW1

3.50

LPW2

3.81

The tax authority has the right to prosecute tax evasion. (1-5)

LPW3

3.97

In my opinion, the tax authority persecutes taxpayers with audits and fines. (1-5)
In my opinion, the tax authority primarily aims to punish. (1-5)

CPW1
CPW2

3.41
2.83

In my opinion, the tax authority severely punishes tax evaders. (1-5)

CPW3

3.55

Reason-based Trust (RBT)
I trust the tax authority because it has motivated employees who give comprehensive
advice. (1-5)
I trust the tax authority because it gives me competent service. (1-5)

Coercive Power (CPW)

198

6.3.2.3 Voluntary Compliance and Enforced Compliance

Descriptive statistics on voluntary compliance and enforced compliance are presented in Table
6.10 below. A higher mean value reflects more compliant behaviour, either voluntary or
enforced. Regarding compliance, most respondents complied with tax voluntarily. All
voluntary compliance indicators had mean values above 3.50 with a majority of respondents
agreed that paying tax is the duty of a citizen. Moreover, most respondents did not feel that
they were forced to obey tax rules. Even though they comply partly because they are concerned
about tax punishment, they seemed to fulfil their tax obligation without feeling forced or trying
to minimise the amount of tax they pay.
Table 6.10. Descriptive Statistics on Voluntary Compliance and Enforced Compliance
(N=453)
Indicator/Variable

Code

Mean

Voluntary Compliance
I pay my taxes voluntarily. (1-5)

VC1

3.63

I would pay my taxes even if tax audits did not exist. (1-5)

VC2

3.70

I pay my taxes because I regard it as my duty as a citizen. (1-5)

VC3

4.15

I pay my taxes even though I know that others do not. (1-5)
Enforced Compliance

VC4

3.87

I pay my taxes because I feel forced. (1-5)

EC1

2.25

I pay my taxes because I know that I will be audited. (1-5)

EC2

2.97

I pay my taxes because the punishments for tax evasion are very severe. (1-5)

EC3

3.21

I pay my taxes after thinking how to reduce tax owed. (1-5)

EC4

2.51

6.3.2.4 Overall Tax Compliance

To capture overall tax compliance behaviour among respondents, two sets of hypothetical
scenarios were put to respondents. The first scenario related to understating other income in
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their tax return. In this scenario, the respondents were asked to imagine if they received cash
income from occasional business. Meanwhile, the second scenario related to under-reporting
business turnover in their income tax return. Here, the respondents were asked to express their
tax behaviour when having a cash business turnover (both scenarios can be seen in Chapter 5
on Research Design and Methodology). Higher mean values indicate greater compliance. The
results showed that the respondents stood in the middle of the compliance continuum and this
was consistent in both scenarios, as presented in Table 6.11 below:
Table 6.11. Descriptive Statistics on Hypothetical Tax Compliance (N=453)
Indicator/Variable
Overall Tax Compliance (OC)
If I were Agus, the probability I report the tip in my tax return is… (1-5)
If I were Agus, the amount of tip that I will report in my tax return is… from the real amount.
(1-5)

Code

Mean

OC1

3.07

OC2

3.25

If I were Ani, the probability I report the sales in my tax return is… (1-5)

OC3

3.05

If I were Ani, the amount of sales that I will report in my tax return is… from the real
amount. (1-5)

OC4

3.22

6.4 Results and Analysis of Survey Data
The focus of this section is to test empirically the application of the Slippery Slope Framework
(SSF) in examining tax compliance behaviour of taxpayers in Jakarta. It starts with the
assessment of the appropriateness of indicators that are used to create constructs, including
testing the validity and the reliability of the indicators used in measuring the constructs. As
explained earlier in Chapter 5, there are two types of constructs measured in this study –
formative and reflective constructs – which need different treatments for assessment.
In total, 54 indicators are employed to measure 15 variables in this study. The variables consist
of ten exogenous variables (perception of audit probabilities, tax penalties, tax knowledge,
attitudes, norms, distributive fairness, procedural fairness, retributive fairness, perception of
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corruption, and perception of tax complexity) and five endogenous variables (trust in tax
authorities, power of tax authorities, voluntary tax compliance, enforced tax compliance, and
overall tax compliance). Further, trust in tax authorities was differentiated into implicit trust
and reason-based trust, while power of tax authorities was divided into legitimate power and
coercive power. Therefore, to get more robust results in the outer model measurement, trust
was split into implicit trust and reason-based trust and power was split into legitimate power
and coercive power. Because of these actions, in the end 17 variables were measured in the
outer model measurement.
Regarding the relationship between each variable and its indicators, 3 variables are formative
constructs (tax knowledge, attitudes, and norms) which employ 8 indicators in total, while 14
others are reflective constructs (perception of audit probabilities, tax penalties, distributive
fairness, procedural fairness, retributive fairness, perception of corruption, perception of tax
complexity, implicit trust, reason-based trust, legitimate power, coercive power, voluntary
compliance, enforced compliance, and overall tax compliance) with 46 indicators. Since the
nature of the constructs is different between formative constructs and reflective constructs (as
discussed in Chapter 5), there are different approaches to analysing each construct.
Before proceeding to the measurement model evaluation, it should be noted that in addition to
the 54 indicators, the survey questionnaire also contains one question about respondents’
experience in attending tax courses or training, one question about how the respondents
perceived their relationship with the tax office, and 12 questions on the demographic
background of the respondents. Also, there are three questions asking about respondents’
behaviour in relation to cash transactions. These questions will not be used as part of the
analysis of this study.
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As indicated earlier, the partial least squares (PLS) method is used to evaluate both the
measurement model and the structural model using SmartPLS software (Ringle, Wende, &
Will, 2005; Ringle, Wende, & Becker, 2015). Results of the PLS for measurement model can
be seen in Appendix 10.
6.4.1 Model Specification
As described in Chapter 4, the Slippery Slope Framework (SSF) is used as the conceptual
framework for this study, to examine the correlations between trust in and power of tax
authorities with voluntary and enforced tax compliance. The framework also includes factors
influencing trust in and power of tax authorities.
6.4.1.1 The Framework Model

The full model of the framework complete with all indicators is shown in Figure 6.2 below.
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Figure 6.2. Conceptual Framework with Indicators

Note: Please refer to Table 6.7 to Table 6.11 for an explanation of the codes

6.4.1.2 Trust and Power as Second-order Constructs

For more abstract constructs, a researcher often needs to use more than one order to define a
construct. The first-order construct is represented by several measured indicators. Later, a
combination of the first-order constructs performs as measures for the second-order construct.
In this study, the constructs identified as the second-order constructs are trust and power.
As shown in Figure 6.2 above, trust consists of four indicators. However, these four indicators
relate to two different types of trust, which are reason-based trust and implicit trust. This means
that reason-based trust and implicit trust become the first-order constructs that measure trust.
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Meanwhile, reason-based trust is represented by two indicators (rbt1 and rbt2) and implicit
trust is represented by itr1 and itr2. On the other hand, power consists of six indicators which
actually relate to two different types of power: legitimate power (with indicators lpw1, lpw2,
and lpw3); and coercive power (with indicators cpw1, cpw2, and cpw3). These indicators stand
as reflective indicators for legitimate power and coercive power, while the latter two stand as
formative measures of power.
This study adopts the reflective first-order, formative second-order model suggested by Jarvis,
Mackenzie, and Podsakoff (2003) or the molar second-order model as suggested by Chin and
Gopal (1995). Both of these are presented in the conceptual framework in Figure 6.3.
As an endogenous construct in the model, according to the literature that was discussed in
Chapter 3, trust can be categorised into two sub-constructs, where each sub-construct reflects
a measure of trust, namely implicit trust and reason-based trust. Based on this, trust is better
set as a second-order construct which consists of two first-order constructs, implicit trust and
reason-based trust. Implicit trust is represented by two reflective indicators ‘I trust the tax
authority blindly’ and ‘I trust the tax authority automatically’, while reason-based trust is
represented by two reflective indicators ‘I trust the tax authority because it has motivated
employees who give comprehensive advice’ and ‘I trust the tax authority because it gives me
competent service’. These four indicators previously contributed as formative indicators of
trust.
Similarly, power is better set as a second-order construct which consists of two first-order
constructs namely coercive power and legitimate power. Coercive power focuses on strict
control and punishment to influence individuals’ behaviour (Becker, 1968) and has three
reflective indicators. Legitimate power is based on the notion that ‘the legitimate authorities
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use information, charisma, legitimization, and expertise to convince taxpayers’ (Gangl,
Hofmann, & Kirchler, 2015, p. 16) and has three reflective indicators. All these six indicators
previously acted as formative indicators of power.
Figure 6.3 below shows the interactions of power and trust as second-order constructs with
each of their first-order constructs. The first-order constructs are explained by their reflective
indicators while at the second-order level these first-order constructs act as formative indicators
for the second-order construct.
Figure 6.3. Second-order Construct and First-order Construct

R1
R2

R1
Implicit
Trust

R2
Trust in Tax
Authorities

R1

R3

Legitimate
Power
Power of Tax
Authorities

R1

Reasonbased Trust
R2

R2

Coercive
Power

R3

6.4.1.3 Two-step Approach

After including the first-order and second-order constructs in the model, there needs to be
assurance that the second-order construct contains all indicators of its first-order constructs so
that the model in PLS will run correctly (Lowry & Gaskin, 2014). In a condition when a secondorder construct is reflective or exogenous (independent variable), running a model with the
first-order constructs predicting the second-order construct will work perfectly. However,
when the second-order construct is formative and endogenous (just like in this study where
trust and power are dependent constructs with formative indicators), the second-order
constructs are perfectly predicted by the first-order constructs, because both have exactly the
same (repeated) indicators (Lowry & Gaskin, 2014). The R2 of the second-order construct will
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be 100% because the variances of the second-order constructs (trust and power) have already
been fully explained by their first-order constructs, and this also swamps out the effects from
other variables connected to the second-order constructs (Lowry & Gaskin, 2014).
Therefore, in order to solve this issue, a two-step approach needs to be applied for these secondorder constructs (trust and power). Lowry and Gaskin (2014) provide guidance for conducting
this two-step approach. In the first step, a model which accommodates the first-order constructs
and the second-order constructs was developed. In this step, the validity and the reliability of
the constructs and their indicators was measured. Figure 6.4 below shows the model after
adopting the first step of the two-step approach. As discussed in Chapter 4, the model includes
ten latent constructs as the determinants of power and/or trust with their respective indicators.
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Figure 6.4.
The First Step of the Two-step Approach for Second-order Formative Construct

The second step was to investigate the relationship between the second-order constructs and
other variables connected to them and to measure the R2 values. In this step, latent variable
scores for the constructs used in the model were obtained from SmartPLS. Then a new model
was created. Since latent variable scores of the second-order constructs (trust and power) were
already estimated, the first-order constructs were excluded in the new model. This new model
used the latent variable scores of the constructs (except the first-order constructs) as indicators
of the constructs (Lowry & Gaskin, 2014). The demonstration of the application of this twostep approach can be further seen on Gaskination’s YouTube channel (Gaskin, 2012). This new
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model is then used to conduct a structural model measurement which will be discussed further
in subsection 6.5 on Structural Model Results.
6.4.2 Content Validity
Content validity is needed to confirm that the measures used capture the main dimension of the
construct (Straub, Boudreau, & Gefen, 2004; Hair, Sarstedt, Hopkins, & Kuppelwieser, 2014)
and a decision to omit an indicator would not change the nature of the corresponding construct
(Diamantopoulos, Riefler, & Roth, 2008). This is especially crucial for formative indicators as
the indicators are not replaceable between each other (Petter, Straub, & Rai, 2007).
The first step in assuring content validity is to conduct a literature review, as suggested by
Petter, Straub, & Rai (2007), and this has been conducted in Chapter 3. Measures used in the
relevant literature are then adapted and modified to meet the conditions of potential
respondents. Based on this, a set of questionnaires for this study was drafted. Next, several
experts in taxation and research methodology were involved to assess and give comments on
the questionnaire. Their recommendations were used to improve the questionnaire by adding,
deleting or modifying indicators used in the questionnaire. Finally, a pilot test was conducted
with a number of Indonesian taxpayers to get their opinion about the wording of the
questionnaire and their understanding of the questions asked. This was especially important as
measures employed in the questionnaire mostly come from English language literature while
the questionnaire was designed in the Indonesian language, thus wording choices will most
likely affect a respondent’s understanding of the questions. These steps are believed to validate
the content used in the survey instrument. A detailed explanation of the pretesting can be found
in Chapter 5 section 5.3.5 on Pretesting.
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6.4.3 Construct Validity
As mentioned in Chapter 5, construct validity in this study covers discriminant validity and
convergent validity. This is especially applicable to reflective constructs, as indicators in
measuring a specific construct are highly correlated and interchangeable with each other. On
the other hand, a formative construct has its own validity measurement.
6.4.3.1 Formative Constructs

Conventional procedures to assess reliability and validity for reflective indicators are not
appropriate for formative indicators (Bollen & Lennox, 1991). This is because of the difference
in the direction of theorised causality of the indicators. To establish construct validity of
formative indicators, PLS weights and t-statistics are used (Petter, Straub, & Rai, 2007). A
bootstrapping routine was also conducted to determine the significance level of each formative
indicator, as this parameter can be interpreted as validity coefficients (Hair, Sarstedt, Hopkins,
& Kuppelwieser, 2014).
However, in removing certain indicators, it is important to ensure that the removal will not
affect the validity of the construct, as each indicator in a formative construct has its own value
of measurement (Bollen & Lennox, 1991; Hair, Sarstedt, Hopkins, & Kuppelwieser, 2014).
Therefore, retaining non-significant indicators is still acceptable as long as they contribute to
the formative construct (Edwards & Bagozzi, 2000; Jarvis, Mackenzie, & Podsakoff, 2003;
Petter, Straub, & Rai, 2007). Table 6.12 below indicates the PLS weight and t-statistic values
of formative indicators.

209

Table 6.12. Formative Indicators, Weights and T-statistics
Construct

PLS Weight

T-Statistics

and Indicators

Significance
Level

Tax Knowledge
KNO1AD

-0.342

1.239

Not sig.

KNO2AD

0.630

2.823

0.005

KNO3AD

0.514

2.400

0.017

ATT1

0.981

3.187

0.002

ATT2AD

0.118

0.407

Not sig.

NOR1

0.817

9.407

0.000

NOR2AD

0.047

0.369

Not sig.

NOR3

0.348

3.000

0.003

Attitudes

Norms

Note: Please refer to Table 6.7 to Table 6.11 for an explanation of the codes

From the weight values, several indicators have a lower value than 0.5, which means that they
have a lower correlation with the underlying construct. The t-statistics also show that some
indicators have less than the required value of 1.96, as suggested by Gefen and Straub (2005).
Several items, namely KNO1AD, ATT2AD, and NOR2AD, have the lowest values in both
weights and t-statistics.
Caution is needed in the decision to delete or retain these indicators. In particular, the treatment
for ATT2AD needs some thought since the attitudes construct only has two indicators, so
deleting one of them would have a significant impact on measuring the construct. Leaving a
formative construct with a single indicator is problematic for a variety of reasons, although the
literature has been ambiguous about this. First, deleting an indicator in a formative construct
means omitting a part of the construct (Bollen & Lennox, 1991). Second, the indicator used in
the formative construct must cover the entire scope of the construct, and ‘failing to include at
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least one indicator would change the composition of the latent variable’ (Diamantopoulos &
Winklhofer, 2001, p. 271). Third, MacKenzie, Podsakoff, and Jarvis (2005, p. 727) argue that
‘it is not conceptually possible for a formative indicator to perfectly represent a composite
latent construct, because the construct is defined as being a function of multiple distinct
components or parts, so one indicator cannot validly represent the entire conceptual domain’.
However, the decision to use a single-item measure in this study can be made based on several
reasons. First, Garson (2016) argues that a variable with a single item may cause identification
and convergence problems in covariance-based SEM, but not in PLS-SEM. Therefore, a singleindicator measure is entirely appropriate in a PLS model. Second, several studies in areas
including health care (DeSalvo et al., 2006), sports management (Nagy, 2002; Kwon & Trail,
2005) and marketing (Bergkvist & Rossiter, 2007) show that single-item scales can have good
predictive validity. Third, Poon, Leung and Lee (2002) suggest that a single-item measure is
often adequate if the research objective is to get a general feeling, judgement, or impression of
a certain construct (as in this study). Four, as suggested by Fuchs and Diamantopoulos (2009),
rather than deleting a potential construct (in this case attitudes), it is better to use a single-item
to operationalise the construct.
Based on these considerations, KNO1AD, ATT2AD, and NOR2AD were deleted because of
their low weight and t-statistic values. Even though item ATT2AD contributed as one indicator
among only two indicators of the construct attitudes, it had a very low weight and t-statistic
score and thus needed to be deleted. This left the construct attitudes with only one indicator,
ATT1. Even though NOR3 has a low weight (0.361), the indicator was retained due to the
importance of this indicator according to the theory and because the t-statistic is still significant.
Table 6.13 below indicates the improvement of the indicator scores after the deletions.
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Table 6.13. Formative Indicators, Weights and T-statistics (Revised Version)
Construct and
Indicators

PLS Weight

T-Statistics

Tax Knowledge
KNO2AD

0.665

3.475

KNO3AD

0.559

2.801

1

0

NOR1

0.809

10.074

NOR3

0.361

3.238

Attitudes
ATT1
Norms

6.4.3.2 Reflective Constructs

As mentioned before, convergent validity and discriminant validity are required in measuring
reflective construct validity. Gefen and Straub (2005) explain that convergent validity
measures whether indicators of an underlying construct have strong correlations with each
other, while discriminant validity measures whether certain indicators of the underlying
construct correlate weakly with indicators of other constructs.
1. Convergent Validity
Construct loadings and t-statistics are employed in measuring convergent validity. The
construct loadings should be greater than 0.7 to get the best discriminant validity (Hair, Black,
Babin, & Anderson, 2014). However, a value between 0.5 and 0.6 can be considered as
acceptable and sufficient in measuring the validity (Chin, 1998b). Moreover, a factor loading
of 0.4 is also acceptable when the study employs 200 observations or more. Regarding the tstatistics, a value of 1.96 and above is required to meet convergent validity (Gefen & Straub,
2005).
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Apart from loadings and t-statistics, AVE (Average Variance Extracted) can also be used as an
alternative in measuring convergent validity. Bagozzi and Yi (1988) and Fornell and Larcker
(1981) suggest that the threshold of 0.5 and above should be achieved for the AVE to be valid.
Table 6.14 shows the loadings, t-statistics, and AVE scores of all indicators of the constructs.
Table 6.14. Reflective Indicators, Loadings, T-statistics, and AVE Scores
Construct and Indicators
Tax Audit

PLS Loadings

T-statistics

Significance Level

AVE = 0.519

AUD1

0.823

6.227

0.000

AUD2

0.867

5.712

0.000

-0.357

2.442

0.015

AUD3AD
Penalty

AVE = 0.759

PEN1

0.862

18.493

0.000

PEN2

0.880

14.223

0.000

Procedural Fairness

AVE = 0.409

PF1

0.672

7.011

0.000

PF2

0.764

9.521

0.000

PF3

0.350

2.349

0.019

PF4

0.692

6.910

0.000

0.011

0.053

0.958

0.991

26.616

0.000

Distributive Fairness
DF1AD
DF2
Retributive Fairness

AVE = 0.491

AVE = 0.607

RF1

0.892

17.636

0.000

RF2

0.647

6.142

0.000

Perception of Corruption

AVE = 0.507

COR1

0.773

3.746

0.000

COR2

0.838

4.263

0.000

COR3

0.777

3.244

0.001

COR4

0.750

3.229

0.001

0.264

0.647

0.518

COR5
Tax Complexity

AVE = 0.447

CX1

0.790

21.124

0.000

CX2

0.806

24.390

0.000

CX3

0.532

6.882

0.000

CX4

0.730

18.250

0.000

CX5

0.640

10.255

0.000

CX6AD

0.426

4.611

0.000
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Table 6.14. Reflective Indicators, Loadings, T-statistics, and AVE Scores, Continued
Construct and Indicators
Implicit Trust
ITR1
ITR2
Reason-based Trust
RBT1
RBT2
Coercive Power

PLS Loadings

T-statistics

Significance Level

0.928

87.873

0.000

0.921
AVE = 0.873
0.9365
0.9317

61.156

0.000

AVE = 0.855

120.305
103.913

0.000
0.000

AVE = 0.396

CPW1

0.713

2.073

0.039

CPW2

0.042

0.088

0.930

3.407

0.001

LPW2

0.824
AVE = 0.558
0.6199
0.8054

3.033
5.500

0.003
0.000

LPW3

0.7998

5.776

0.000

CPW3
Legitimate Power
LPW1

Voluntary Compliance

AVE = 0.561

VC1

0.802

23.873

0.000

VC2

0.839

30.659

0.000

VC3

0.711

14.097

0.000

0.626

8.756

0.000

VC4
Enforced Compliance

AVE = 0.570

EC1

0.816

5.083

0.000

EC2

0.707

5.370

0.000

EC3

0.681

5.140

0.000

EC4

0.805

5.910

0.000

Overall Compliance

AVE = 0.717

OC1

0.794

30.809

0.000

OC2

0.859

49.519

0.000

OC3

0.861

51.599

0.000

OC4

0.871

46.561

0.000

It can be seen that almost all indicators had loading factors above 0.6 except for six items:
AUD3AD which is a negatively-worded question about tax audit; PF3 which relates to
procedural fairness; DF1AD which is a negatively-worded question about distributive fairness;
COR5 which asks about respondents’ perceptions of small corruption in the tax office; CX6AD
which focuses on complexity in the tax return form (negatively-worded question); and CPW2
which asks about coercive power in the tax authority. These items have loadings under 0.6 and
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t-statistic scores of less than 1.96. In terms of AVE scores, most constructs have AVE scores
greater than 0.5. Only four constructs have AVE scores below 0.5, namely procedural fairness
(0.409), distributive fairness (0.491), tax complexity (0.447), and coercive power (0.396).
Therefore, the six indicators with low loading factors were deleted from further analysis.
Although distributive fairness has only two indicators, DF1AD was removed as it has
extremely low loadings and t-statistic scores (0.0111 and 0.0271, respectively). On the other
hand, the other indicator for this construct, DF2, has a very high loading (0.991). Table 6.15
below shows the revised version of loading values and t-statistics for reflective indicators after
deletion of the items.
After deleting the six items which do not meet the loadings and t-statistics requirements, the
tests show that the remaining indicators had higher loading and t-statistic values, as indicated
in Table 6.15 and Figure 6.5 below.
Table 6.15. Reflective Indicators, Loadings and T-statistics (Revised Version)
Construct and Indicators
Tax Audit

PLS Loadings

T-statistics

Significance Level

AVE = 0.7514

AUD1

0.847

25.766

0.000

AUD2

0.886

31.227

0.000

Penalty

AVE = 0.7585

PEN1

0.857

25.654

0.000

PEN2

0.885

34.350

0.000

Procedural Fairness

AVE = 0.5281

PF1

0.679

6.816

0.000

PF2

0.789

11.115

0.000

PF4

0.707

6.875

0.000

0.000

1.000

Distributive Fairness
DF2
Retributive Fairness

AVE = 1.0000
1.000
AVE = 0.6066

RF1

0.893

16.799

0.000

RF2

0.645

6.329

0.000
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Table 6.15. Reflective Indicators, Loadings and T-statistics (Revised Version),
Continued
Construct and Indicators
Perception of Corruption

PLS Loadings

T-statistics

Significance Level

AVE = 0.6206

COR1

0.768

14.350

0.000

COR2

0.826

23.597

0.000

COR3

0.794

21.039

0.000

COR4

0.763

16.406

0.000

Tax Complexity

AVE = 0.5208

CX1

0.807

24.561

0.000

CX2

0.822

26.544

0.000

CX3

0.540

6.863

0.000

CX4

0.742

17.600

0.000

CX5

0.659

10.745

0.000

0.928

87.967

0.000

0.921
AVE = 0.8725
0.937
0.932

60.764

0.000

Implicit Trust
ITR1
ITR2
Reason-based Trust
RBT1
RBT2
Coercive Power
CPW1

AVE = 0.8546

117.791
101.790

0.000
0.000

AVE = 0.6303
0.774

11.530

0.000

15.859

0.000

LPW2

0.813
AVE = 0.5571
0.600
0.812

9.265
30.608

0.000
0.000

LPW3

0.807

35.488

0.000

CPW3
Legitimate Power
LPW1

Voluntary Compliance

AVE = 0.5614

VC1

0.802

22.631

0.000

VC2

0.839

30.741

0.000

VC3

0.711

14.033

0.000

VC4

0.626

8.068

0.000

Enforced Compliance

AVE = 0.5755

EC1

0.796

6.429

0.000

EC2

0.726

6.580

0.000

EC3

0.705

6.008

0.000

EC4

0.803

8.151

0.000

Overall Compliance

AVE = 0.7171

OC1

0.794

30.229

0.000

OC2

0.859

49.135

0.000

OC3

0.861

51.708

0.000

OC4

0.871

49.481

0.000
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Figure 6.5. Indicator Weights and Loadings (Final Version)

The table and figure above indicate that after deleting the indicators which did not meet the
requirements, the loadings and t-statistics of the rest of the indicators increased, and therefore
increased the validity of the constructs. The validity can also be seen from the increase of the
AVE value for each construct. All constructs had AVE scores over 0.5 which is above the
requirement. The construct Distributive Fairness had an AVE score of 1 because it only has
one indicator.
2. Discriminant Validity
While convergent validity requires indicators of a construct to correlate more to each other than
to indicators of the other constructs, Gefen and Straub (2005) suggest that discriminant validity
requires an indicator to have a strong correlation with its construct and weak correlation with
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the remaining constructs. Furthermore, they propose two ways to measure discriminant
validity; these are item cross-loading and the ratio of the square root of the AVE of a construct
to all other constructs.
Following Chin (1998b), correlation matrices were generated between all indicators and
constructs in the model. Table 6.16 below shows that the underlying indicators correlated
higher with their construct compared to any other constructs. This can be seen from the loadings
of indicators on one construct being higher in their block compared to their loadings in other
blocks.
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Table 6.16. Correlation Matrices between Indicators and Constructs

NOR*

DF

PF

RF

CX

ITR

VC

EC

OC

AUD1

AUD
0.85

PEN
0.37

KNO*
0.09

ATT*
0.18

0.19

0.23

0.19

0.28

COR
0.15

-0.03

0.15

RBT
0.20

CPW
0.19

LPW
0.25

0.10

0.00

0.13

AUD2

0.89

0.46

0.15

0.29

0.18

0.18

0.22

0.37

0.24

-0.05

0.20

0.20

0.17

0.31

0.17

-0.08

0.08

PEN1

0.44

0.86

0.23

0.24

0.10

0.12

0.11

0.25

0.21

-0.05

0.17

0.15

0.20

0.26

0.22

-0.08

0.14

PEN2

0.40

0.89

0.18

0.17

0.12

0.12

0.12

0.26

0.27

-0.01

0.15

0.20

0.31

0.24

0.15

-0.03

0.07

KNO2AD

0.09

0.19

0.85

0.04

0.14

0.16

0.06

0.10

0.15

-0.17

0.10

0.19

0.11

0.17

0.04

-0.02

0.07

KNO3AD

0.14

0.19

0.78

0.16

0.15

0.09

0.08

0.15

0.16

-0.13

0.12

0.14

0.00

0.14

0.07

-0.07

0.11

ATT1

0.28

0.23

0.11

1.00

0.12

0.11

0.20

0.18

0.12

-0.03

0.14

0.12

0.03

0.27

0.30

-0.21

0.22

NOR1

0.21

0.13

0.15

0.15

0.94

0.41

0.25

0.22

0.03

-0.20

0.33

0.38

0.02

0.34

0.16

-0.04

0.09

NOR3

0.12

0.07

0.16

0.01

0.66

0.43

0.05

0.04

-0.10

-0.19

0.28

0.30

0.02

0.15

-0.01

0.02

0.07

DF2

0.23

0.14

0.16

0.11

0.49

1.00

0.26

0.19

0.02

-0.16

0.28

0.35

0.10

0.27

0.15

-0.01

0.12

PF1

0.19

0.14

0.06

0.20

0.20

0.22

0.68

0.22

0.08

-0.10

0.14

0.14

-0.03

0.28

0.35

-0.17

0.16

PF2

0.11

0.03

0.07

0.14

0.18

0.17

0.79

0.13

0.08

-0.10

0.18

0.16

0.08

0.15

0.12

-0.02

0.04

PF4

0.22

0.13

0.06

0.09

0.09

0.17

0.71

0.32

0.15

-0.02

0.11

0.18

0.12

0.20

0.15

-0.03

-0.01

RF1

0.34

0.21

0.12

0.16

0.16

0.16

0.25

0.89

0.29

0.05

0.16

0.23

0.17

0.30

0.21

-0.05

0.10

RF2

0.24

0.28

0.13

0.13

0.14

0.14

0.23

0.64

0.15

-0.15

0.19

0.11

0.05

0.17

0.13

-0.05

0.07

COR1

0.15

0.20

0.09

0.09

0.00

0.06

0.10

0.23

0.77

0.08

0.00

0.01

0.19

0.12

0.22

0.03

-0.02

COR2

0.14

0.21

0.17

0.09

0.02

0.04

0.15

0.25

0.83

0.11

-0.01

0.05

0.15

0.16

0.17

0.05

-0.03

COR3

0.23

0.22

0.15

0.09

-0.04

-0.04

0.12

0.27

0.79

0.15

-0.05

0.00

0.23

0.15

0.18

0.02

-0.02

COR4

0.19

0.23

0.19

0.09

-0.01

0.02

0.08

0.19

0.76

0.11

-0.05

-0.04

0.17

0.11

0.12

0.04

-0.07

CX1

-0.07

-0.06

-0.18

-0.02

-0.20

-0.10

-0.07

-0.05

0.07

0.81

-0.15

-0.23

0.05

-0.14

-0.08

0.12

-0.10

CX2

-0.04

-0.06

-0.21

-0.02

-0.22

-0.16

-0.13

-0.06

0.07

0.82

-0.20

-0.25

0.06

-0.14

-0.05

0.10

-0.11

CX3

0.01

0.02

-0.05

-0.01

-0.16

-0.16

-0.03

0.11

0.19

0.54

-0.14

-0.12

0.15

-0.08

0.01

0.05

0.03

CX4

-0.05

-0.05

-0.10

-0.06

-0.15

-0.10

-0.07

-0.04

0.12

0.74

-0.16

-0.23

0.01

-0.09

-0.06

0.06

-0.04

CX5

0.02

0.06

-0.07

0.01

-0.09

-0.07

-0.02

-0.01

0.16

0.66

-0.12

-0.15

0.06

-0.08

-0.09

-0.01

-0.05

ITR1

0.19

0.19

0.16

0.16

0.37

0.28

0.18

0.20

-0.04

-0.22

0.93

0.60

0.10

0.40

0.20

-0.12

0.17

ITR2

0.19

0.15

0.09

0.11

0.31

0.24

0.19

0.19

-0.03

-0.18

0.92

0.54

0.04

0.34

0.15

-0.03

0.11

* Formative constructs
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Table 6.16. Correlation Matrices between Indicators and Constructs, Continued

NOR*

DF

PF

RF

CX

ITR

VC

EC

OC

RBT1

AUD
0.24

PEN
0.19

KNO*
0.20

ATT*
0.13

0.41

0.34

0.23

0.23

COR
0.00

-0.28

0.60

RBT
0.94

CPW
0.14

LPW
0.49

0.23

-0.09

0.17

RBT2

0.19

0.18

0.18

0.09

0.36

0.31

0.19

0.20

0.01

-0.24

0.55

0.93

0.10

0.48

0.24

-0.13

0.18

CPW1

0.11

0.25

0.03

-0.03

0.00

0.03

0.06

0.07

0.21

0.11

-0.02

-0.01

0.77

0.19

0.07

0.17

-0.08

CPW3

0.21

0.23

0.09

0.08

0.04

0.12

0.07

0.17

0.17

0.02

0.14

0.20

0.81

0.22

0.11

0.07

-0.01

LPW1

0.16

0.08

0.14

0.12

0.36

0.30

0.22

0.18

-0.05

-0.27

0.41

0.60

0.06

0.60

0.17

-0.08

0.15

LPW2

0.32

0.31

0.16

0.21

0.20

0.15

0.24

0.27

0.17

-0.10

0.33

0.36

0.19

0.81

0.43

-0.14

0.18

LPW3

0.24

0.21

0.13

0.25

0.23

0.20

0.17

0.25

0.22

-0.03

0.21

0.28

0.28

0.81

0.36

-0.12

0.15

VC1

0.08

0.12

0.09

0.20

0.13

0.14

0.25

0.14

0.15

-0.05

0.14

0.19

0.01

0.34

0.80

-0.06

0.27

VC2

0.12

0.16

0.04

0.25

0.07

0.13

0.17

0.16

0.16

-0.12

0.16

0.23

0.05

0.27

0.84

-0.19

0.25

VC3

0.20

0.23

0.03

0.26

0.14

0.14

0.26

0.24

0.18

-0.04

0.15

0.21

0.20

0.45

0.71

-0.25

0.21

VC4

0.08

0.11

-0.01

0.17

-0.02

0.00

0.12

0.12

0.20

0.01

0.08

0.05

0.13

0.26

0.63

-0.21

0.10

EC1

-0.10

-0.12

-0.06

-0.18

-0.06

-0.05

-0.11

-0.08

0.03

0.14

-0.10

-0.16

0.05

-0.22

-0.23

0.80

-0.19

EC2

0.02

0.04

0.06

-0.11

0.02

0.06

-0.03

0.00

0.11

0.05

-0.05

-0.04

0.19

-0.01

-0.11

0.73

-0.15

EC3

0.08

0.05

0.00

-0.09

0.01

0.04

0.03

0.03

0.11

0.09

-0.09

-0.03

0.20

-0.02

-0.09

0.71

-0.16

EC4

-0.07

-0.09

-0.10

-0.20

-0.03

-0.02

-0.11

-0.09

-0.05

0.02

-0.03

-0.08

0.08

-0.14

-0.19

0.80

-0.21

OC1

0.12

0.08

0.14

0.16

0.10

0.10

0.09

0.09

-0.07

-0.13

0.15

0.19

-0.03

0.16

0.20

-0.20

0.79

OC2

0.10

0.12

0.08

0.26

0.10

0.09

0.08

0.11

-0.05

-0.02

0.17

0.20

-0.03

0.19

0.25

-0.23

0.86

OC3

0.10

0.08

0.10

0.14

0.07

0.13

0.06

0.08

0.00

-0.09

0.08

0.10

-0.06

0.16

0.27

-0.21

0.86

OC4

0.09

0.12

0.04

0.19

0.07

0.11

0.06

0.09

-0.03

-0.06

0.12

0.15

-0.07

0.20

0.28

-0.16

0.87

* Formative constructs
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The next step in calculating discriminant validity is comparing the square root of AVE with the correlation of all constructs (Fornell & Larcker, 1981). The
validity is indicated when the square roots of AVE values are larger than the correlations (Fornell & Larcker, 1981; Chin, 1998a). Table 6.17 indicates that
the square root of AVE is higher than the correlations. Therefore, this confirms the validity.
Table 6.17. Square Root of AVE and Correlation of Constructs

AUD
Audit (AUD)
Attitudes (ATT)

0.87#
0.28

ATT*

COR

CPW

Corruption (COR)

0.23

0.12

Coercive Power (CPW)

0.20

0.03

0.79
0.24

-0.05

-0.03

0.15

0.79
0.08

Distributive Fairness (DF)

0.23

0.11

0.02

0.10

Enforced Compliance (EC)

Complexity (CX)

CX

0.72
-0.16

DF

EC

ITR

KNO*

LPW

NOR*

OC

PEN

PF

RBT

-0.04

-0.21

0.04

0.15

0.10

0.70
-0.01

Implicit Trust (ITR)

0.20

0.14

-0.03

0.08

-0.22

0.28

0.76
-0.08

Knowledge (KNO)

0.14

0.11

0.19

0.08

-0.19

0.16

-0.06

0.92
0.14

Legitimate Power (LPW)

0.33

0.27

0.17

0.25

-0.15

0.27

-0.16

0.40

0.19

Norms (NOR)

0.21

0.12

-0.01

0.03

-0.23

0.49

-0.03

0.37

0.18

0.75
0.33

Overall Compliance (OC)

0.12

0.22

-0.04

-0.06

-0.09

0.12

-0.24

0.15

0.10

0.21

0.10

Penalty (PEN)

0.48

0.23

0.27

0.30

-0.04

0.14

-0.06

0.19

0.23

0.28

0.13

0.85
0.12

Procedural Fairness (PF)

0.23

0.20

0.14

0.08

-0.10

0.26

-0.09

0.20

0.09

0.28

0.22

0.08

0.87
0.13

Reason-based Trust (RBT)

0.23

0.12

0.01

0.12

-0.28

0.35

-0.12

0.62

0.20

0.52

0.41

0.19

0.20

0.73
0.22

Retributive Fairness (RF)

0.37

0.18

0.30

0.16

-0.03

0.19

-0.06

0.21

0.15

0.32

0.19

0.11

0.29

0.30

0.93
0.23

Voluntary Compliance (VC)

0.16

0.30

0.22

0.11

-0.08

0.15

-0.22

0.19

0.06

0.44

0.13

0.30

0.21

0.28

0.25

RF

0.78
0.22

VC

0.75

*Formative construct
# Square root of AVE
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To sum up, validity tests for both formative and reflective indicators resulted in the deletion of
nine indicators out of a total 54 indicators – three from the formative indicators and six from
the reflective indicators. Deletion of these indicators improved the construct validity.
6.4.4 Reliability
For the reliability test, a different approach is applied for formative and reflective constructs.
Reliability of formative constructs is measured using a multicollinearity test while for reflective
constructs reliability is measured using composite reliability and the AVE score.
6.4.4.1 Formative Constructs

An absence of multicollinearity indicates higher reliability while high multicollinearity shows
the instability of a model, as in the case of formative measures the indicators should not be
highly correlated with each other. Diamantopoulos and Siguaw (2006) suggest that, for
formative indicators, a VIF (Variance Inflation Factor) value greater than 3.3 indicates that
there is high multicollinearity amongst the indicators. Hence, to ensure the VIF is not exceeding
3.3, the tolerance values must be over 0.3.
Table 6.18 indicates that there is no multicollinearity issue in all formative constructs for the
model used in this study as the VIF of the variables scores less than 3.3. This means that the
multicollinearity problem does not exist in the variables employed in the model.
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Table 6.18. Variance Inflation Factor (VIF) and Condition Index

Collinearity Statistics
Model

Tolerance

Condition
Index

VIF

Constant

1.000

Attitudes

.976

1.025

1.131

Knowledge

.960

1.042

1.192

Norms

.958

1.044

1.246

6.4.4.2 Reflective Constructs

In measuring the reliability of the reflective constructs, internal consistency scores (Petter,
Straub, & Rai, 2007) and AVE scores (Fornell & Larcker, 1981; Chin, 1998b) are used. High
internal consistency scores reflect the reliability of the measures. This study uses composite
reliability (CR) from the PLS quality criteria report to measure internal consistency. Composite
reliability is the preferred alternative to Cronbach’s alpha and has values that range between 0
and 1, with 1 reflecting perfect reliability.
Regarding the AVE scores (please note that AVE is also used to assess validity), as explained
earlier, a construct needs to have a score above 0.5 (Fornell & Larcker, 1981) which means that
‘50 percent or more variance of the indicators should be accounted for’ (Chin, 1998b, p. 321).
Table 6.19 below shows the scores of composite reliability and AVE for all reflective
constructs. It can be seen that all constructs met the minimum requirement of AVE scores and
this indicated the reliability of the constructs. DF (distributive fairness) had an AVE and
composite reliability score of 1 since it had only a single indicator.
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A minimum composite reliability value of 0.7 is suggested by Chin (1998a) to meet the
reliability requirement. Table 6.19 indicates that all constructs scored above the minimum
requirement (0.7).
Table 6.19. AVE and Composite Reliability Scores of the Constructs
Name of
Constructs

Average Variance
Extracted (AVE)

Composite
Reliability

Audit (AUD)

0.7514

0.8580

Attitudes (ATT)*

0

0

Corruption (COR)

0.6206

0.8673

Coercive Power (CPW)

0.6303

0.7731

0.5208

0.8417

Complexity (CX)
Distributive Fairness (DF)

#

1

1

Enforced Compliance (EC)

0.5755

0.8439

Implicit Trust (ITR)

0.8546

0.9216

Knowledge (KNO)*

0

0

Legitimate Power (LPW)

0.5571

0.7875

Norms (NOR)*

0

0

Overall Compliance (OC)

0.7171

0.9101

Penalty (PEN)

0.7585

0.8626

Procedural Fairness (PF)

0.5281

0.7698

Reason-based Trust (RBT)

0.8725

0.9319

Retributive Fairness (RF)

0.6066

0.7503

Voluntary Compliance (VC)

0.5614

0.8349

*Formative constructs
# Distributive Fairness only has one indicator

6.5 Structural Model Results
The structural model specifies the relationship between constructs and measures the explained
variance of a construct. SmartPLS (as can be seen in Appendix 11) generates path coefficients
to measure the relationship between constructs and R-squared (R2) to express the variance of a
construct. Figure 6.6 below demonstrates the structural model of the framework. The values
inside the circles of dependent constructs are the R-squared and the values at the arrows are the
path coefficients.
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Figure 6.6. Structural Model Results

6.5.1 The R-squared Values
The R-squared value, which indicates the coefficient of determination, is a primary component
in testing a structural model. The explanatory power of the model can be assessed by observing
the R2 of endogenous constructs in the structural model estimation (Santosa, Wei, & Chan,
2005). The value of R-squared demonstrates the proportion of total variation of the dependent
variable which is explained by the number of corresponding independent variables in the
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structural model. The bigger the R-squared value is the better, as a larger R-squared indicates a
more predictive model (Gotz, Liehr-Gobbers, & Krafft, 2010). Nevertheless, Hair, Sarstedt,
Ringle, and Mena (2012) argue that there is no certain acceptance level of R-squared, as it will
depend on the research context.
Table 6.20 shows the R-squared values of all dependent constructs used in the model. The trust
construct had an R2 value of 0.294 which indicates that the model accounted for 29.6 per cent
of the construct variance. This was the biggest R2 in the model, as the power construct had a
value of 0.254 and the enforced compliance construct had the smallest R2 value of 0.005.
Table 6.20. R-Squared Values of the Dependent Constructs
Construct

R-Square

Trust

0.2942

Power

0.2540

Voluntary Compliance

0.0590

Enforced Compliance

0.0049

Overall Compliance

0.1201

The R2 value of 0.120 for the overall compliance construct indicates that the model accounted
for 12% of the variance of the construct. This also indicates that about 88% of the variance of
overall compliance might be explained by other factors that have not been incorporated. Further
investigation is warranted. Although the R2 value for overall compliance was relatively small
(0.120), it can still be assessed as adequate in predicting the model as suggested by Falk and
Miller (1992).
Two constructs, voluntary compliance and enforced compliance, have R2 values of 0.059 and
0.005 respectively, suggesting weak predictive power. This means that the corresponding
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independent variables might explain these two constructs, but they only accounted for 6% and
0.5% of voluntary compliance and enforced compliance respectively.
The moderately low R2 value for some constructs in this study could be due to several reasons.
It might be because this study is a social study and the data collected relies on perceptions of
respondents. Another possible reason is that maybe there are other variables that have not been
captured. This is possible as the study only uses potential factors that are mentioned in the SSF
theory as predictors of trust in the tax authority and power of the tax authority. In regard to
voluntary compliance and enforced compliance, this study limits the discussion to the effect of
trust and power on these factors, even though there are many possible factors that might affect
them or there may be other potential pathways between indicators/constructs that would need
to be explored. This issue will be discussed further in the limitations section in the last chapter.
6.5.2 Effect Size
In addition, as a predictive tool for a model, R2 can also be employed to examine the effect size
(f2) which demonstrates the impact of a specific independent variable on a dependent variable.
The effect size (f2) values can be calculated using the following formula:
effect size (f²) = ((R²(incl.) – R²(excl.) / (1 - R²(incl.))
The R²(incl.) shows the R-squared of a dependent latent variable when a certain independent
variable is used in the model, and R²(excl.) indicates the R-squared of the dependent variable
when the independent variable is omitted from the model. Based on the criteria set out by Cohen
(1988), the degree of effect can be classified into several groups. An f2 value of 0.02, 0.15, and
0.35 indicates a small, medium and large effect (Henseler, Ringle, & Sinkovics, 2009; Chin,
2010b; Gotz, Liehr-Gobbers, & Krafft, 2010; Hair, Sarstedt, Ringle, & Mena, 2012; Hair,
Sarstedt, Hopkins, & Kuppelwieser, 2014).
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Tables 6.21 to 6.23 demonstrate the effect size of each variable in the model. Overall, most
independent variables had a small effect on their corresponding dependent variable. Some
independent variables, such as tax audit, tax knowledge, and attitude, seemed to have no effect
on their dependent variable.
Regarding the effect on trust in the tax authority, it can be seen that when norms, distributive
fairness, retributive fairness, and perception of tax complexity were excluded turn by turn, the
R²(excl.) dropped, which implies a small effect on trust in the tax authority. Nevertheless,
excluding tax penalties, tax knowledge, attitudes, procedural fairness, and perception of
corruption seemed to have no effect on trust in the tax authority.
Table 6.21. Effect Size: Trust in Tax Authority (R-square 0.294)

Construct Excluded
Penalty
Knowledge
Attitudes
Norms
Distributive Fairness
Procedural Fairness
Retributive Fairness
Corruption
Complexity

R²(excl.)
0.284
0.292
0.293
0.242
0.283
0.289
0.282
0.288
0.273

f²
0.01
0.00
0.00
0.07
0.02
0.01
0.02
0.01
0.03

Degree of Effect
No effect
No effect
No effect
Small effect
Small effect
No effect
Small effect
No effect
Small effect

Almost similar results were found regarding the effect on power of the tax authority. The Rsquared of the power of the tax authority slightly decreased when tax penalties, norms,
retributive fairness, and perception of corruption were each excluded. This implies that they
had a small effect on power of the tax authority. However, no impact was found from the
exclusion of tax audit, attitude, and perception of tax complexity on power of the tax authority.
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Table 6.22. Effect Size: Power of Tax Authority (R-square 0.254)

Construct Excluded
Audit
Penalty
Attitudes
Norms
Retributive Fairness
Corruption
Complexity

R²(excl.)
0.244
0.233
0.246
0.223
0.239
0.242
0.252

f²
0.01
0.03
0.01
0.04
0.02
0.02
0.00

Degree of Effect
No effect
Small effect
No effect
Small effect
Small effect
Small effect
No effect

As shown in Table 6.23, voluntary compliance and enforced compliance had a small effect on
overall tax compliance. When each of them was excluded, the R-squared of overall tax
compliance dropped slightly, resulting in an effect size of 0.07 and 0.04 respectively.
Table 6.23. Effect Size: Overall Compliance (R-square 0.120)
Construct Excluded

R²(excl.)

f²

Degree of Effect

Voluntary Compliance

0.056

0.07

Small effect

Enforced Compliance

0.089

0.04

Small effect

6.5.3 Path Coefficients and Hypothesis Testing
Path coefficients demonstrate the possible relationship between constructs. Ideally, a path
coefficient is categorised as meaningful when it has a value around 0.20 and ideally above 0.30
(Chin, 1998a). Nevertheless, this does not mean that a lower path coefficient indicates that the
relationship between constructs is unimportant (Brown & Chin, 2004; Duarte & Raposo, 2010).
Moreover, according to Urbach and Ahlemann (2010), a relationship between constructs is
categorised as strong when it has a path coefficient value of at least 0.10.
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A bootstrapping analysis was conducted to find out the statistical significance of the path
coefficients (Henseler, Ringle, & Sinkovics, 2009; Chin, 2010a; Hair, Sarstedt, Ringle, &
Mena, 2012). Table 6.24 depicts the path coefficients, t-statistics and significance level of the
model. From the data gathered, the hypotheses can be tested as outlined in Table 6.25. The table
depicts factors influencing trust in tax authorities and power of tax authorities, and the
relationship of trust in tax authorities and power of tax authorities with voluntary compliance,
enforced compliance, and overall tax compliance.
Regarding tax penalties, the study confirms findings from Kogler, Muehlbacher, and Kirchler
(2013) that tax penalties had a significant and positive influence on trust in tax authorities,
which indicates the acceptance of hypothesis 2-t (tax penalties significantly influence trust in
tax authorities). On the other hand, the respondents indicated that tax knowledge and attitudes
seem to have no significant influence on trust in tax authorities which results in a rejection of
hypothesis 3-t (tax knowledge significantly influences trust in tax authorities) and hypothesis
4-t (attitudes significantly influence trust in tax authorities).
Norms appear to have a crucial influence on trust in tax authorities, with a path coefficient of
0.270, suggesting the acceptance of hypothesis 5-t which states that ‘norms significantly
influence trust in tax authorities’. This finding is in contrast with the finding in Kogler,
Muehlbacher, and Kirchler (2013) which shows that, despite significant associations with
voluntary and enforced compliance, social norms seem to be unrelated to trust or power.
Next, three types of perception of fairness gave different results regarding their influence on
trust in tax authorities. Distributive fairness and retributive fairness had path coefficients of
0.125 and 0.123 respectively and appeared as significant factors affecting trust of taxpayers in
tax authorities positively. These results lead to acceptance of hypothesis 6-t which states that
‘distributive fairness significantly influences trust in tax authorities’ and also hypothesis 8-t
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which states that ‘retributive fairness significantly influences trust in tax authorities’.
Meanwhile, in contrast with the finding in the study by Faizal, Palil, Maelah, and Ramli (2017),
which suggests a significant relationship between procedural fairness and trust, this study shows
that procedural fairness had no significant influence on trust in tax authorities. Hence,
hypothesis 7-t which states that ‘procedural fairness significantly influences trust in tax
authorities’ was rejected. Thus, this study confirms the results in Kogler, Muehlbacher, and
Kirchler (2013) in terms of distributive fairness and retributive fairness, that these have positive
and significant associations with trust in tax authorities. Nevertheless, regarding procedural
fairness, this study shows that procedural fairness does not have association with trust while
Kogler, Muehlbacher, and Kirchler (2013) find an association.
Table 6.24 also shows the influence of perception of corruption and perception of tax
complexity on trust in tax authorities, which were new variables included in the model. To test
the effect of perception of corruption on trust in tax authorities, hypothesis 9-t (perception of
corruption significantly influences trust in tax authorities) was examined. Moderate influence
resulted, with a path coefficient of –0.084 at the 0.10 significance level which means acceptance
of hypothesis 9-t. The negative value of the path coefficient demonstrates that the perception
of corruption had a significant but negative influence on trust in tax authorities. Perception of
tax complexity, likewise, had the same pattern as perception of corruption. With a path
coefficient of –0.156 at a 0.01 significance level, perception of tax complexity had a significant
but negative influence on trust in tax authorities. Based on this result, hypothesis 10-t
(perception of tax complexity significantly influences trust in tax authorities) was accepted. The
negative path coefficients of perception of corruption and perception of tax complexity on trust
in tax authorities indicates that an increase in perception of corruption and perception of tax
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complexity is associated with a decrease in trust in tax authorities, which are unsurprising
results.
Table 6.24 Path Coefficients, T-statistics and Significance Level of the Model

Propositions
Effects on Trust
Penalty
Knowledge
Attitudes
Norms
Distributive Fairness
Procedural Fairness
Retributive Fairness
Corruption
Complexity

Path
Coefficient

T Statistics

Sig. Level

0.112
0.054
0.032
0.270
0.125
0.080
0.123
-0.084
-0.156

2.253
1.178
0.603
4.544
2.185
1.544
2.254
1.798
3.081

0.025
Not sig.
Not sig.
0.000
0.029
Not sig.
0.025
0.073
0.002

0.122
0.171
0.096
0.188
0.137
0.118
-0.050

2.006
2.832
1.713
3.671
2.551
2.145
1.097

0.045
0.005
0.087
0.000
0.011
0.033
Not sig.

Effect on Voluntary Compliance
Trust

0.243

4.884

0.000

Effect on Enforced Compliance
Power

-0.070

1.315

Not sig.

Effects on Overall Compliance
Voluntary Compliance
Enforced Compliance

0.259
-0.180

5.607
3.908

0.000
0.000

Effects on Power
Audit
Penalty
Attitudes
Norms
Retributive Fairness
Corruption
Complexity

Note: Significance level is measured at the minimum of 10%

Regarding factors influencing power of tax authorities, it can be seen that all factors except
perception of tax complexity have positive and significant associations with power of tax
authorities. The perception of audit probability had a moderate and positive influence on power
of tax authorities. The path coefficient was significant at the 0.05 level. As a result, hypothesis
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1-p which states that ‘perception of audit probabilities significantly influences power of tax
authorities’ was accepted. In relation to tax penalties, the results in Table 6.24 show that this
factor had a significant influence on power of tax authorities. With a path coefficient of 0.171
at the 0.01 significance level, hypothesis 2-p which states that ‘tax penalties significantly
influence power of tax authorities’ was accepted. These findings support Kogler, Muehlbacher,
and Kirchler (2013) which showed that perceived deterrence has an association with power.
To test the effect of attitudes on the power of tax authorities, hypothesis 4-p which states that
‘attitudes significantly influence power of tax authorities’ was investigated. The result shows
that attitudes had a moderate and positive influence on power of tax authorities with a path
coefficient of 0.096 at 0.10 significance level. Therefore, hypothesis 4-p (attitudes significantly
influence power of tax authorities) was accepted. A higher significant influence on the power
of tax authorities was shown by norms, with a path coefficient of 0.188 and a 0.01 significance
level. As a result, hypothesis 5-p (norms significantly influence power of tax authorities) was
accepted. Regarding norms, the result of this study does not support findings in Kogler,
Muehlbacher, and Kirchler (2013) that social norms were not likely to have a relationship with
power.
Next is hypothesis 8-p which was tested to examine the effect of retributive fairness on power
of tax authorities. Confirming findings by Kogler, Muehlbacher, and Kirchler (2013), the
statistical outcomes result in the acceptance of hypothesis 8-p which states that ‘retributive
fairness significantly influences power of tax authorities’ and this factor has a positive impact.
The effects of perception of corruption and perception of tax complexity on the power of tax
authorities are also demonstrated in Table 6.24. With a path coefficient of 0.118 significant at
a 0.05 significance level, perception of corruption had a significant influence on power of tax
authorities. This leads to acceptance of hypothesis 9-p which states that ‘perception of
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corruption significantly influences power of tax authorities’. Interestingly, the result shows that
perception of corruption had a positive effect on the power of tax authorities. This means that
the higher taxpayers’ perception of corruption, the higher their perception of the power of tax
authorities. This result is in contrast to the negative effect of perception of corruption on trust
in tax authorities, where a higher perception of corruption was associated with a lower trust in
tax authorities. On the other hand, perception of tax complexity seemed to have no significant
influence on power of tax authorities, resulting in rejection of hypothesis 10-p which states that
‘perception of tax complexity significantly influences power of tax authorities’.
In addressing the associations between trust in and power of tax authorities, voluntary
compliance and enforced compliance, the results show that trust has a significant influence on
voluntary compliance with a path coefficient of 0.243 resulting in acceptance of hypothesis 11
which states that ‘trust in tax authorities leads to voluntary compliance’. On the contrary, with
a path coefficient of –0.070, power has no significant influence on enforced compliance,
suggesting rejection of hypothesis 12 (power of tax authorities leads to enforced compliance).
Regarding the associations between voluntary compliance, enforced compliance and overall tax
compliance, both voluntary compliance and enforced compliance have a significant impact on
overall tax compliance with path coefficients of 0.259 and –0.180, respectively. From these
path coefficients, it can be seen that voluntary compliance had a positive significant influence
on overall tax compliance, while enforced compliance has a negative influence on overall tax
compliance. This result can be read as the higher the level of enforced compliance, the lower
the overall compliance will be. Similar results can be found in Kastlunger, Lozza, Kirchler, and
Shabmann (2013) who argued that higher enforced compliance leads to higher tax evasion.
These results suggest an acceptance of hypothesis 13 which states that ‘voluntary compliance
influences overall compliance’ and hypothesis 14 which states that ‘enforced compliance
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influences overall compliance’. Table 6.25 summarises the results from the hypothesis testing
in the structural model.
Table 6.25. Hypothesis Testing in the Structural Model
Research Question

Research Hypothesis

Result

What are tax compliance factors
associated with trust in tax
authorities?

Hypothesis 1-p: Perception of audit probabilities
significantly influences power of tax authorities.

Accept

Hypothesis 2-t: Tax penalties significantly
influence trust in tax authorities.

Accept

What are tax compliance factors
associated with power of tax
authorities

Hypothesis 2-p: Tax penalties significantly
influence power of tax authorities.

Accept

Hypothesis 3-t: Tax knowledge significantly
influences trust in tax authorities.

Reject

Hypothesis 4-t: Attitudes significantly influence
trust in tax authorities.

Reject

Hypothesis 4-p: Attitudes significantly influence
power of tax authorities.

Accept

Hypothesis 5-t: Norms significantly influence
trust in tax authorities.

Accept

Hypothesis 5-p: Norms significantly influence
power of tax authorities.

Accept

Hypothesis 6-t: Distributive fairness significantly
influences trust in tax authorities.

Accept

Hypothesis 7-t: Procedural fairness significantly
influences trust in tax authorities.

Reject

Hypothesis 8-t: Retributive fairness significantly
influences trust in tax authorities.

Accept

Hypothesis 8-p: Retributive fairness significantly
influences power of tax authorities.

Accept

Hypothesis 9-t: Perception of corruption
significantly influences trust in tax authorities.

Accept

Hypothesis 9-p: Perception of corruption
significantly influences power of tax authorities.

Accept

Hypothesis 10-t: Perception of tax complexity
significantly influences trust in tax authorities.

Accept

Hypothesis 10-p: Perception of tax complexity
significantly influences power of tax authorities.

Reject
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Table 6.25. Hypothesis Testing in the Structural Model, Continued
Research Question

Research Hypothesis

Result

What are the associations between
trust in and power of tax authorities,
voluntary compliance, and enforced
compliance?

Hypothesis 11: Trust in tax authorities leads to
voluntary compliance.

What are the associations between
voluntary compliance, enforced
compliance, and overall tax
compliance?

Hypothesis 13: Voluntary compliance influences
overall compliance.

Accept

Hypothesis 14: Enforced compliance influences
overall compliance.

Accept

Hypothesis 12: Power of tax authorities leads to
enforced compliance.

Accept
Reject

6.6 Summary
This chapter evaluates and analyses data gathered in the survey. Preliminary data analysis was
conducted using SPSS, while measurement model evaluation and structural model results were
gained using a partial least squares (PLS)-SEM technique by applying the SmartPLS software.
In the measurement model, the validity and reliability of the indicators and constructs were
tested based on previous literature on PLS-SEM and they have been confirmed to be valid and
reliable.
In the structural model evaluation, the findings show that most determinants of trust in tax
authorities and power of tax authorities as suggested by SSF theory were proven to have
significant influence on trust in and power of tax authorities. Tax penalties, norms, distributive
fairness, and retributive fairness have a significant and positive influence on trust while
perception of corruption and perception of tax complexity have a significant but negative
influence on trust. Meanwhile, perception of audit probabilities, tax penalties, attitudes, norms,
retributive fairness, and perception of corruption have significant and positive correlations with
power. On the other hand, there is no evidence that supports the theory of a significant influence
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of perception of tax complexity on power of tax authorities. The findings of this study also
confirm previous literature on the Slippery Slope Framework which found that trust leads to
voluntary compliance (Muehlbacher, Kirchler, & Schwarzenberger, 2011; Lisi, 2012b;
Kastlunger, Lozza, Kirchler, & Shabmann, 2013; Kogler et al., 2013). However, in contrast to
some previous literature, this study did not find a significant correlation between power of tax
authorities and enforced compliance. Regarding overall tax compliance, the findings confirm
previous literature which found that voluntary compliance and enforced compliance
significantly influence overall tax compliance. Interestingly, this study found that enforced
compliance has a negative influence on overall tax compliance, which means that higher
enforced compliance is likely to result in a decrease in overall tax compliance. Future research
is warranted to investigate this finding further.
The R-squared of overall tax compliance generated in this study (0.120) suggests that the model
explains around 12 per cent of overall tax compliance behaviour among individual taxpayers in
this study. The low R-squared indicates the nature of the social data used in this study and the
possibility that the variation in the rest of the model might be explained by other factors which
have not been covered in this research.
Next, Chapter 7 discusses and analyses the interview data gathered from taxpayers and tax
officers (the qualitative component of the thesis). The results from the qualitative component
of the thesis are expected to complement the quantitative results of the thesis and provide a
better overall picture of the application of the SSF model.
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Chapter 7. Analysis and Findings of Interview Data

7.1 Introduction
This chapter is the qualitative component of the thesis and its intention is to gain further
explanation of the answers to the research questions obtained in the quantitative part of this
study. Therefore, this chapter provides an examination of the Slippery Slope Framework (SSF)
from a qualitative perspective and focuses on views and experiences among taxpayers and tax
officers regarding trust in the tax authority and power of the tax authority. These views and
experiences are expected to enrich the survey results, as discussed in Chapter 6. The interviews
were conducted through face-to face and telephone interviews with both taxpayers and tax
officers. Mostly, the discussion in the interviews was about respondents’ perceptions of trust in
and power of the tax authority and how these affect taxpayers’ compliance behaviour. However,
since the interview was designed to be semi-structured, some additional issues arose during
interviews which will also be presented in this chapter. The interview data gathered from each
type of participant, namely taxpayers and tax officers, are presented separately in this chapter
to better understand the position and point of view of each type of participant. The interview
questions can be found in Appendices 6 and 7.
7.2 Characteristics of Participants
From the plan to interview ten taxpayers and twenty tax officers, 29 participants in total were
involved in the interviews; 11 of these were taxpayers while 18 were tax officers. A different
approach was taken to selecting interview participants for each of these categories. The
characteristics of the different types of participants are discussed further below.
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Regarding the selection of taxpayers, during the distribution of the survey questionnaire to
taxpayers, interested respondents were approached to ask about their willingness to participate
in an interview regarding the issues covered by the survey. They were told that the interview
was intended to get further explanation or more information on their responses in the survey
questionnaire. They were also assured that their participation in the research would be
anonymous and confidential. The willing respondents were asked to put their name and contact
number in the questionnaire form for further contact to arrange a time and place for interview.
As a result, of 453 survey participants, 11 of these (2.4%) took part in a face-to-face, telephone,
or Skype interview. The interviews were carried out from March 2017 to May 2017. As
discussed earlier, the low level of the interview participation rate may have been due to the
sensitive nature of the taxation topic. Even though there is no rule of thumb on the size of the
sample a researcher should obtain in a qualitative study (Patton, 1990), this study is able to meet
the minimum requirements of sample size as suggested by Collins, Onwuegbuzie, and Jiao
(2007) and Creswell (2009).
Meanwhile, the interview with tax officers was aimed at understanding on how DGT manages
and improves compliance behaviour among taxpayers. Therefore, the interviews with tax
officers emphasised the issue of how DGT perceives the level of taxpayers’ trust towards DGT,
how they enhance the existing trust, and how they manage their power in dealing with
taxpayers. In total, 18 tax officers, or 90 per cent of the initial goal of 20 tax officers, were
interviewed during the fieldwork. The participants from the tax office were selected because
they were expected to have sufficient knowledge about the research topic. Several high-level
officers were targeted in the first phase of interviews and they were given a chance to
recommend other people who potentially could contribute to the research topic. Therefore, the
snowball method was applied in interviewing participants from the tax office. The tax officers
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recruited as interview participants consisted of officers from senior and middle management in
DGT’s head office and some managers in local tax offices. The interview was also conducted
with expert staff in the Ministry of Finance. Table 7.1 below shows the composition of
participants from the taxpayer and tax office groups.
Table 7.1. Demographic Description of the Participants
Taxpayers
(number)
Gender

Tax officers
(number)
Gender

Male

9

Male

16

Female

2

Female

4

11
Occupation

18
Occupation

Self-employed

6

Expert staff

2

Employee

3

Director

3

Retiree

2

Middle manager

13

11

18

In describing the responses, the participants will be identified by their number, gender and
occupation status. For example, (P21, female, employee) means participant number 21 is a
female, and her occupation status is as an employee. During the discussion of interview results
in this chapter, a simple comparison of findings from taxpayer and tax officer participants is
included. However, a detailed comparison, including a comparison between interview results
and survey results, will be provided in Chapter 8.
7.3 Data Analysis and Results: Taxpayer Participants
As mentioned in Chapter 5, thematic analysis is employed to analyse the data gained from the
interviews. Six phases in a thematic analysis suggested by Braun and Clarke (2006) were
followed. The results for sub-themes of the research topic, which are factors that have
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associations with trust in and power of the tax authority, the associations between trust and
power with voluntary and enforced compliance, and the associations between voluntary and
enforced compliance with overall tax compliance, are discussed further in this section.
7.3.1 Trust in the Tax Authority
In terms of understanding taxpayers’ trust in the tax authority, there were mixed findings on the
degree of perception of this trust. Some of the participants considered that the tax authority
could be trusted, while most of them were not likely to trust the tax authority. Based on these
degrees of perception, participants assessed the professionality and reliability of the DGT.
Corruption was further confirmed as one factor that hampered trust in the tax authority.
Participants who had trust in the tax authority felt that the tax authority had changed into a more
professional and reliable institution. Others argued that the tax authority already has a relatively
reliable system to encourage taxpayers to fulfil their tax obligations. Some others believed that
the tax authority has professional and well-informed staff who provide adequate assistance to
taxpayers whenever needed, as indicated in the following comments:
“The DGT (Directorate General of Taxes) is now trustworthy. Before, it was hard
to trust this institution because it used to have many cases of corruption and bribes.
We couldn’t trust it when the people in it managed the state’s money for their own
advantages. That was before I became a taxpayer. It now may have changed, and
we now try to trust in this institution.” (P21, female, employee)
“Apart from some recent cases, trust in DGT is currently strong, although not fully
satisfied, but still good enough. Because I observe and interact (with DGT)
intensely, I do trust DGT more than others may.” (P22, male, self-employed)
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In the survey, indicators of trust were divided into implicit trust and reason-based trust. As
explained in Chapter 3, implicit trust is defined as an automatic feeling of trust without any
consideration of positive past experiences that the tax authority can be trusted (Hofmann et al.,
2017). On the other hand, reason-based trust comes from a deliberative decision to trust another
party based on the other party’s good intentions (Castelfranchi & Falcone, 2010). Taxpayers
can see good intentions of a tax authority from various aspects of its characteristics, such as its
benevolence, competence, or whether the tax authority’s goal is valuable to taxpayers.
Regarding the separation of trust into implicit trust and reason-based trust, most participants
who trusted the tax authority indicated that their trust can be categorised as reason-based trust.
There were several reasons for this including professionalism, improvements in the system and
procedures. For example:
“If tax officers are professional, then I trust in DGT.” (P21, female, employee)
“As individual taxpayers, we see that the DGT has improved, there is e-filing, ebilling. This means that we can fulfil our tax obligations without queuing in the
bank or the tax office to report and so on.” (P17, male, self-employed)
“I trust in DGT. My trust remains at the highest level because there is a system.
The money I paid for taxes must be used and there is a system.” (P23, male,
employee).
Yet, some participants indicated that they had a high level of trust in the tax authority without
giving reasons (which can be classified as implicit trust), as can be seen in the following
comment:
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“Because it is already in my heart, I have had discipline from the past, I always
try to trust. If I do not agree with the staff, I read the rules. When it does not fit,
well it is the human factor, the person concerned. Yet, I am still in line with the
tax rules.” (P6, male, retired)
On the other hand, in addition to corruption, participants also indicated several weaknesses in
the tax authority that prevented them from fully trusting it. The tax authority is still considered
to have many grey areas in its regulations, inconsistencies in the implementation of regulations,
no codified standard operating procedures, and different levels of knowledge amongst tax
officers. Some participants admitted that they had previous negative perceptions of the tax
authority that hampered their trust in the tax authority. For example:
“To change their image is not easy, how many million people are there in
Indonesia, how many of them pay taxes, how has their experience of the DGT
been so far? It is not easy to change this perception.” (P11, male, self-employed)
“Tax audit and other tax issues need to be uniform across tax officers throughout
Indonesia. Sometimes one says this, and another says that. This often happens.
Moreover, there are problems of grey regulations and multiple interpretations.”
(P19, male, self-employed)
In addition to their trust in the tax authority, the interview participants also showed their concern
about the level of trust toward government in general. When some participants were asked
whether they trust the tax authority, they replied that their concerns were not with the tax
authority, but with the government’s policy in general, as can be seen below:
“The problem is not in the tax [institution], but in the state. The state financing
should not come from taxes, but should be earned by the country itself, perhaps
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from SOE [State-Owned Enterprise]. Tax money should be entirely for the citizen,
although it may be managed in the national budget. But in fact, these SOEs
generally experience a loss. So, it is tough, this country needs to be fixed. No
matter how hard tax officers [work], the communities are not prosperous, because
the country cannot support them.” (P11, male, self-employed)
Another interesting result is that participants also highlighted the issue of internal trust within
the tax authority. Participants felt that the tax authority has weak internal co-operation between
its operational offices which leads to self-interest and less trust within the DGT. This is perhaps
caused by the fact that each operational tax office has the responsibility to collect certain tax
revenue targets. For example:
“Tax officers have certain tax revenue targets to achieve. Because of these targets,
they sometimes misinterpret the rules. For example, I was once asked to pay
withholding tax at Tax Office A while I usually pay at Tax Office B. Well I do
not want to be treated that way…That is one example of forcing the rules, he
sacrifices his own friend to achieve his own target. I got angry about that problem,
I told them to solve their internal problem first and do not burden the taxpayers
with it.” (P19, male, self-employed)
7.3.2 Power of the Tax Authority
In general, the participants understood that tax rules have given the tax authority the power to
control compliance behaviour amongst taxpayers. However, the interview results indicated that
participant opinions were divided when it came to how far the tax authority can execute its
power (that is, the degree of DGT power). Some participants believed that the tax authority has
sufficient tools to apply its power in gaining compliance from taxpayers.
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Meanwhile, some others held the view that the tax authority still has limited capability in
applying its power to taxpayers. They considered that power of the tax authority was limited by
the position of the tax authority being currently under the Ministry of Finance. In addition, it
was felt by participants that the lack of coordination between ministries restricted its ability to
apply its power. The opinions can be seen in the comments below:
“As an individual taxpayer, I actually look at the tax office quite positively. Law
enforcement improves. The tax assessments are in accordance with existing
regulations. The numbers are not baseless but have strong bases. Secondly, the
taxpayer is given the opportunity to provide data or information when the
adjustment is considered not appropriate.” (P22, male, self-employed)
“It is based on the tax law, yes the tax office has power. Now it is getting better.”
(P10, male, self-employed)
“The DGT currently has adequate knowledge on what I do. Although they do not
fully know because there is still bank secrecy, they certainly know a lot.” (P21,
female, employee)
“The authority of DGT under the law is enormous. The problem is whether to
execute the authority or not in dealing with other authorities… If one authority
conflicts with another authority, this can be managed by discussion between the
leaders. The tax authority has a lot of authority, it is more a question of whether
they use it or not.” (P19, male, self-employed)
The ability to access data is also perceived to have a significant influence on the power of the
tax authority. Access to banking data, for example, is believed to influence the ability of the tax
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authority in imposing its power. Other participants also considered that the tax authority has
limited tools to optimally use its power. For example:
“A simple example is banking secrecy. If DGT can access bank details then it
shows DGT as powerful, and the compliance level of taxpayers will increase. But
if there are negotiations, bargaining, inaccessible data for various reasons, then
the result will be the opposite.” (P17, male, self-employed)
“It is not about having no power, but there are no tools. What are the tools? The
system. A crosscheck between the paid and the payer. The ability to crosscheck
will ease the DGT. People will comply automatically.” (P19, male, selfemployed)
As explained before, legitimate power comes from legitimate authorities use of ‘information,
charisma, legitimization, and expertise to convince taxpayers’ (Gangl, Hofmann, & Kirchler,
2015, p. 16) while coercive power focuses on strict control and punishment in order to influence
individuals’ behaviour (Becker, 1968). Therefore, legitimate power is likely to generate respect
from taxpayers towards the tax authority while coercive power creates fear of the tax authority
amongst taxpayers.
Regarding this differentiation of power, the interview results revealed that participants
acknowledge the differentiation between legitimate power and coercive power. Several
participants felt that the tax authority is likely to impose coercive power in its interactions with
taxpayers instead of applying legitimate power. Yet, most participants agreed that the tax
authority should have more legitimate power to gain compliance amongst taxpayers rather than
imposing coercive power. For example:
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“We hope DGT should have legitimation as this means that taxpayers are more
likely to comply to the rules voluntarily. Now, compliance is more because they
are afraid something will happen later, not because of awareness...We hope DGT
is not merely a tax collector but a more legitimate institution.” (P22, male, selfemployed)
Participants also offered several suggestions to strengthen the power of the tax authority. Some
of them argued that the tax authority would have stronger power if its position was separated
from the Ministry of Finance. Some participants believed that this separation would enable the
tax authority to manage its policy and set its tax revenue target independently. Others believed
that improvement in the tax system helps the tax authority in managing and controlling
compliance behaviour amongst taxpayers.
“Semi-autonomy will affect compliance? Yeah. Because DGT will be powerful
with semi-autonomy. They can make their own policy and set their own tax
target.” (P21, female, employee)
After analysing the interview data regarding trust in and power of the tax authority, the analysis
then comes to factors that have associations with either trust in or power of the tax authority.
Analysis of interview results about these factors is presented in the following subsections.
7.3.3 Factors Associated with Trust in and Power of the Tax Authority
The interview discussions on factors that have associations with trust in and power of the tax
authority were initially limited to the factors mentioned in the SSF literature and used in the
quantitative part of this study. These are perception of audit probabilities, tax penalties, tax
knowledge, attitudes, norms, distributive fairness, procedural fairness, retributive fairness,
perception of corruption, and perception of tax complexity. However, as expected, other factors
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associated with trust in and power of the tax authority arose during the interviews. Moreover,
since most factors (six out of ten) discussed in the interviews are factors related to both trust
and power, the discussion about the results were presented together without separating them
into factors of trust or factors of power. In addition, in discussing certain issues, participants
sometime referred in their responses to more than one factor, such as perception of audit
probabilities and tax penalties. This situation makes it difficult to present the factors separately,
even though perception of audit probabilities is associated with power and tax penalties is
associated with both trust and power.
7.3.3.1 Perception of Audit Probabilities and Tax Penalties

The interview data shows that most participants perceived that the tax authority has limited
capability for conducting a tax audit. The comparison between auditors and taxpayers (audit
coverage ratio), showing that the Indonesian tax authority has a limited number of tax auditors
compared to the number of taxpayers, is one reason for this perception. Moreover, some
participants questioned whether the tax authority has comparable data (data from third parties
against data from taxpayers) when conducting a tax audit. Others doubted that the tax authority
has proper coordination with other institutions in implementing the audits and executing audit
results. The participants also discussed that due to this limitation, there are holes that can be
used by taxpayers to evade tax.
“If the individual taxpayer is not a target of the tax office, then they will be all
right. There are so many individual taxpayers, thus if we are not the target and not
subject to sampling we will be just fine. We will not be checked. I have never
been sampled before.” (P25, male, employee)
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“When they find something fishy during auditing, they will issue a tax notice, but
they cannot force or seize the taxpayer directly. They need to coordinate with
other parties which sometimes becomes very bureaucratic. So, they caught
something suspicious but cannot process it quickly. It is like giving the taxpayer
an opportunity to escape.” (P21, female, employee)
During the interview, the relationship between perception of audit probabilities and tax
penalties with the power of the tax authority was also highlighted. Some participants felt that
tax audit and tax penalties were likely to be correlated with power but more in terms of fear of,
rather than respect for, the tax authority.
“There is power in their duty. But taxpayers cannot accept it. For example, in a
tax audit, impressions sent like fine and imprisonment create fear from the
beginning. Taxpayers seem to see tax officers as the police. Tax officers bring the
impression that the taxpayer is already guilty.” (P11, male, self-employed)
“[Do sanctions increase power of the DGT?] I just feel scared... we are all afraid
when not paying taxes, but it has nothing to do with respect, just fear... Fear in the
sense that I make mistakes. Not deliberately avoid taxes, but sometimes there are
genuine mistakes.” (P8, female, retired)
Nevertheless, they also hoped that there would be a balance between rewards and punishments
applied to taxpayers. This balance is believed to stimulate respect towards the tax authority.
Also, there was a strong expectation of professionalism amongst tax auditors, with respondents
believing that tax audits should merely ensure compliance behaviour amongst taxpayers and
not be used to show the power of the tax authority. For example:
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“Audit is not meant to increase DGT’s power. It is intended to ensure taxpayer’s
compliance. But, there were tax officers who forced tax overpayment to become
tax underpayment in their assessment, even though there was evidence that shows
this was overpayment... These ways are unethical.” (P9, male, self-employed)
Most of the interview discussions revealed that taxpayers focused more on the relationship
between their perception of audit probabilities and tax penalties with power rather than trust.
Although the survey results show that tax penalties had a significant association with trust in
the tax authority, the interview discussions showed that taxpayers do not pick up the
relationships between tax penalties and trust. Instead, taxpayers mostly focused on the
relationship between these two factors and coercive power and legitimate power.
7.3.3.2 Tax Knowledge

When measuring tax knowledge in the context of the quantitative approach of this study (survey
questionnaire), tax knowledge was divided into general tax knowledge, technical tax
knowledge, and legal tax knowledge. However, in the interviews, participants were only
questioned about their common knowledge of the tax system without exploring the types or
different levels of knowledge in more detail. The interview results indicate that most
participants admit that they had a limited degree of knowledge about taxation. Several reasons
emerged during the interviews. Some participants blamed the lack of tax education provided to
taxpayers by the tax authority. Some others admitted that the willingness to understand taxation
amongst taxpayers is relatively low. Some participants also identified the lack of initiative from
tax officers in sharing tax knowledge. A selection of participants’ comments is provided below:
“The issue is the level of our tax education. Not all Indonesian people understand
tax. Filling in a tax return is not easy, that is why many tax agents exist. It is
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because of the lack of tax education. It is unethical for tax officers to come and
help taxpayers fill in a tax return. Meanwhile, many taxpayers do not understand
how to fill a tax return in. That is why they ask someone else, like a tax agent, to
fill it in. Well, this needs additional money.” (P11, male, self-employed)
“The role of tax officers is to educate taxpayers to understand the rules. But I do
not feel like I am being educated by tax officers. I need my own initiative to ask
the tax officer. Previously, when I still worked, tax officers often gave counselling
in my office, but not now after I retired. If there is no initiative from taxpayers, I
think tax education is not sufficient.” (P8, female, retired)
Interestingly, some participants considered that the more taxpayers understand tax, the less their
possible tax obligation will be. This is because with more tax knowledge, taxpayers can conduct
tax planning and reduce their tax payment. Sadly, the participants perceived that the tax office
is likely to get an advantage by keeping taxpayers uninformed. For example:
“Taxpayers’ tax knowledge also affects their tax payment. The tendency is, the
more they understand tax the more efficient their tax will be. Because they get
informed. I have a friend in the property business, and because of not
understanding the tax system, he paid tax he was not obligated to. Instead of
educating him, the tax office just let it happen. The next year, people from …. [a
big accounting firm] joined the company and his tax payment decreased to one
fifth. And it was in line with the tax rules. This is just an example that the more
the taxpayer understands, the lower his tax will be.” (P25, male, employee)
To enhance the level of tax knowledge amongst taxpayers, some participants suggested that the
tax authority should approach potential taxpayers early and spread tax knowledge to younger
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people by embedding tax issues in school curriculums. Participants also expected the tax
authority to conduct tax knowledge dissemination not only at formal institutions but also
through informal activities such as with small and medium enterprises (SMEs), retailers, and
with children as future taxpayers.
“(DGT should) have direct tax approaches to society, not just through offices. So,
influence the citizen directly, maybe through the school curriculum. Give an
understanding of the benefits of tax and introduce children to tax from an early
age. This is because not only educated people pay taxes, uneducated ones do also.”
(P11, male, self-employed)
“Re-educate taxpayers about taxes, not only in the formal environment like
offices, but also teach kids in schools about the definition and function of tax so
they know earlier... educate them so they realise their duty as a good citizen.” (P8,
female, retired)
7.3.3.3 Attitudes
This study separates attitude into two categories: affective attitude and instrumental attitude.
Affective attitude deals with the kind of emotions (happy, sad, guilty) felt when performing
certain behaviour, while instrumental attitude is likely to connect to more rational
considerations, so whether certain behaviour would bring an advantage or not (Ajzen, 2006).
Regarding affective attitude, it was noticed that participants had mixed attitudes towards
taxation. Some participants felt guilty for reducing their tax payment as they considered this as
cheating. Some participants did not feel guilty in reporting their tax return incorrectly because
they perceived the taxable income regulations as unfair. Others did not feel guilty for
minimising their tax payment if the regulations allowed them to do so.
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“I feel guilty when I reduce my tax payment. When the rules say we should pay
that much and then we reduce it, it is just like cheating, I feel guilty.” (P8, female,
retired)
“Actually, there is less fairness in the calculation of a tax return... That reduces
our guilty feelings and becomes our justification.” (P22, male, self-employed)
In terms of instrumental attitude, most participants felt that paying taxes would disadvantage
them financially. For example:
“No one is willing to pay taxes. My salary is IDR50 million, and I am taxed 30%
a month, so I only receive IDR35 million. Nobody wants this. Tax is coercive
because of our obligations as a citizen.” (P19, male, self-employed)
“The basic nature of any human is how to maximise their personal advantage. You
can imagine if we were taxed more, we will be sadder. This is the feeling that I
don’t benefit from taxes, that tax is complicated, and that I pay too much.” (P9,
male, self-employed)
One interesting point emerged during the interviews. Some participants did not feel guilty in
reducing their tax obligations for religious reasons. They perceived that giving to a religious
charity such as giving zakat according to Islam was more important than paying tax (zakat is a
compulsory charity based on certain calculations under Islamic regulation). This finding
confirms the results in McGee (1998) which suggests that Muslims are morally obligated to pay
zakat to support the needy, thus evasion in paying zakat is categorised as an immoral act. He
further argues that Muslims are believed to comply with taxes if they perceive that the taxes
paid are used for the general welfare of society, and therefore, not all forms of taxation are seen
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as legitimate (McGee, 1998). This perception can be captured through participant’s comments,
for example:
“I will fulfil my obligations as a citizen, but I will try to reduce the tax payment,
to be honest. But in the end, the total payment of both taxes and religious charity
will be greater. I thought why not, these two were just connected because both
end as state income. So, I do not feel guilty when I try to reduce my tax while also
paying more in zakat.” (P25, male, employee)
7.3.3.4 Norms
Based on Kirchler, Hoelzl, and Wahl (2008), norms are differentiated into three levels: (a) the
individual level where norms are defined as a personal standard of behaviour; (b) the social
level where norms are defined as reference group acceptance (in this study towards tax noncompliance); and (c) the national level where norms become cultural standards and are reflected
in actual law. When taxpayers hold norms that favour tax compliance, this is likely to enhance
voluntary compliance.
At the individual level of norms, the interview results showed that participants had mixed
personal standards towards taxation. Some of them had favourable norms towards taxation. As
citizens, they felt obligated to serve their country by paying tax. Some also perceived that
paying tax was fair compensation for being able to work and live in safety. For example:
“I always obey the rules and do my duty. I always remember the guidance given
by my parents to carry out all my obligations and to be responsible. Born in
Indonesia, I have to obey the rules of the government because I earn in this
country. That is what makes me comply.” (P6, male, retired)
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“Because I have received my right, so I also have to fulfil my duty. I work and
receive a salary. Tax is then deducted from salaries by a certain percentage. Tax
is then used to build infrastructure. So, it is for us too.” (P21, female, employee)
On the other hand, other participants had unfavourable personal norms towards taxation. They
perceived paying tax as a lower priority than individual needs fulfilment, including family
needs. In line with some responses about attitudes discussed above, some participants thought
that paying religious charity (zakat) was more important than paying tax. The comments below
describe this individual norm:
“Back to the level of need. If, for example, I need to choose between nationalism
or basic needs, I may choose my needs first. This means that nationalism was
considered, but it was not a top priority. What is important is that children can go
to school, hospital bills can be paid, and businesses run well. If those are fulfilled,
then we may begin to think in terms of a contribution to the nation.” (P22, male,
self-employed)
“I see tax as an obligation for a citizen. But in my opinion, paying zakat is more
important. So far, the two work together. But at the end, we pay more overall
because there is no connection between them.” (P25, male, employee)
Regarding social norms, some participants perceived that peer influence and the existence of
social punishment affected their tax compliance. For example:
“That is right [the reluctance to pay taxes amongst relatives influences compliance
behaviour]. Moreover, there is no social punishment when we refuse to pay taxes,
so it also encourages [non-compliance].” (P22, male, self-employed)
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In regard to national norms, most participants thought that the government did not seem to work
for citizen prosperity. Some government institutions were even involved in large corruption
scandals which also meant they misused taxpayers’ money. For example:
“I don’t know about (the use of tax money), that is the government’s concern,
right? All I know is that (tax money) is used for corruption too. Well, we are
hopeless already, that is our government. And the greatest corruption is in the
House of Representatives where their costs come from our tax money.” (P23,
male, employee)
7.3.3.5 Distributive Fairness
Distributive fairness is defined as fairness in the distribution of taxation revenue. The interview
results show that the majority of participants felt that tax money was not allocated fairly. Some
participants indicated that unjust tax revenue allocations and distributions affect their
willingness to pay tax. Some felt that they received less than the taxes they paid. They also
considered that tax revenue was not evenly distributed amongst regions in Indonesia.
“The tax money can be misused in the tax office or in other departments. If tax
money is not used for the right things, I would not be willing to pay tax. If the
money is used properly we will pay tax willingly. We still see many damaged
roads, insufficient school facilities, and many poor children that need to be
financed by the government. The tax money should be used for those.” (P8,
female, retired)
“Because I hear a lot of taxpayers say: ‘why are we paying tax when we cannot
directly feel the benefit’. Something like that. I don’t think that tax money has
been returned to the citizen fairly because it is not distributed. There are so many
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areas that have not enjoyed what we enjoy here in Jakarta. For example, education,
road infrastructure, electricity, etc.” (P21, female, employee)
However, some participants realised that the tax revenue distribution could not be directly
associated with the tax authority as the distribution of tax money is beyond the responsibility
of the tax authority. They recognised that it takes several stages for tax revenue to be distributed
to and used by citizens. This perception can be seen in the comment below.
“Some taxpayers still think that there is a direct correlation between them paying
taxes and receiving good state facilities. When in fact, there are some stages
needed to get there, the correlation cannot be straightforward.” (P17, male, selfemployed)
An interesting result coming from some participants concerned the idea of direct distribution
of tax revenue. To make taxpayers feel that the tax money is redistributed to them, these
participants suggested that some tax revenue should be distributed directly from the tax
authority to taxpayers. This means that the taxpayers would benefit directly and personally from
their tax payments. For example:
“The citizens do enjoy the public facilities, but they do not feel those facilities
come from tax money, so tax does not touch them personally and socially.
Citizens should be reminded that development uses tax money, not by making
banners for every building construction, but by distributing the tax money directly
from the tax office to them, so they feel that their tax money is intended for them.”
(P11, male, self-employed)
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7.3.3.6 Procedural Fairness
Procedural fairness refers to fairness in the procedures applied by the DGT. The interview
results indicate that the participants had mixed perceptions about procedural fairness. Some felt
that the DGT procedures were fair. They felt that in the process of fulfilling their tax obligation
they are treated equally compared to other taxpayers. For example:
“The tax office serves quite well. They give explanations patiently and visit when
needed.” (P8, female, retired)
“The taxpayer is given a chance to provide data or information when it is indicated
that there is an inappropriate adjustment.” (P22, male, self-employed)
On the other hand, some participants perceived that the tax authority needed to increase the
level of fairness in its procedures, especially in the tax refund process and tax auditing.
“One more, tax refund. First, it is difficult and took a long time to be refunded.
Yes, we understand that it would take a long process to refund because there are
many procedures. But in the refund process, they investigate other tax obligations
of the taxpayer.” (P11, male, self-employed)
“There are some of my clients who do not pay taxes, and they are just fine... But
some others who often report tax become audit targets.” (P19, male, selfemployed)
Moreover, some participants thought that some tax regulations are both simple and unfair at the
same time, such as the implementation of a 1% (from monthly sales) tax rate for SME taxpayers.
According to Government Rule number 46/2013, self-employed taxpayers who have annual
sales/turnover of no more than IDR4.8 billion (equivalent AUD480,000) need to pay 1% of
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income tax based on monthly sales.1 Therefore, no other calculations, such as the tax threshold,
are needed. Even though the regulation looks simple it does not reflect the actual tax burden of
the SME taxpayers. For example:
“Now there is a regulation about SMEs paying 1% of tax income. It is very simple,
but seems less fair, because business is up and down. Sometimes there is profit,
sometimes loss. But because of this policy, DGT do not care. If there are sales on
that month, they must pay 1%. For people who do not understand it, they may find
it quite easy. But for those who understand, they start thinking this is not fair and
then start evading. DGT does not have a good system to monitor the real income
of the business. So, they do follow the rules but reduce the income report.” (P17,
male, self-employed)
7.3.3.7 Retributive Fairness
Retributive fairness is associated with fairness in the sanctions applied in norm-breaking cases.
A majority of participants thought that the tax authority was likely to be unfair in imposing
sanctions on rule breakers or in awarding compliant taxpayers. They felt that the government
treated the compliant and non-compliant taxpayers just the same without any reward system
(such as facilitating business approvals or business procedures) for compliant taxpayers. Even
more, they felt that the tax authority focuses more on supervising compliant taxpayers instead
of investigating tax evaders. For example:

1

This regulation has recently been amended by Government Rule number 23/2018 effective from 1 July 2018, which reduces
the tax rates from 1% to 0.5%.
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“Honest companies have a greater possibility of being audited compared to tax
evading companies. [It is] those evading companies that should be audited. They
should suspect those big companies with small tax payments, as well as individual
taxpayers with big houses but small tax payments.” (P19, male, self-employed)
“Between compliant and non-compliant taxpayers, there is no difference in
government rewards, just the same.... Why do we not create a system for obedient
taxpayers, for example by making it easier to deal with other institutions.” (P17,
male, self-employed)
In addition, some participants perceived that the tax authority does not differentiate between
whether taxpayers evade tax intentionally or just because of their lack knowledge of taxation.
Both these types of non-compliance will be penalised by the tax authority without considering
the background of or reasons for the non-compliance. For example:
“The society themselves do not understand tax issues. Suddenly they received a
tax notice. They have made a mistake, but they do not understand where or why.
They intend to pay, but for the tax officer it becomes an opportunity for them to
collect tax. It should be explained first rather than directly penalise them. Many
of my friends who suddenly received a tax notice needed to pay hundreds of
millions. It is quite stressful. Though they intended to pay, they filled in the tax
return incorrectly. So, the tax knowledge amongst the society is still lacking.”
(P11, male, self-employed)
Moreover, some participants stated that the rewards and punishments should not just be applied
to taxpayers, but also to tax auditors when they perform unprofessionally. At present, the
participants perceived that when there is a dispute in the tax court and the taxpayer loses, they
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have to pay additional tax penalties. But if the mistakes are made by the tax auditor and the
taxpayer wins, no sanction is imposed on the tax auditor, as can be seen in the comment below.
“Indeed, they (audit and penalty) show that the DGT has power and that there are
sanctions for mistakes. What we hope is the balance between taxpayer and tax
officer is equal. For example, if the auditor conducted an improper audit and the
taxpayer wins in the tax court, there are no sanctions for the unprofessional
auditor.” (P22, male, self-employed)
7.3.3.8 Perception of Corruption
As has been discussed earlier, corruption seems to influence the perception of taxpayers about
paying tax. The results presented in this section support this further, with most participants
believing that corruption cases are likely to affect their willingness to pay tax. They felt that
corruption cases hurt their perception of justice. Even though the corruption happened in other
institutions, it still influenced their perception of the tax authority as they perceived the
government as one big institution.
“For me, corruption has a large effect on tax compliance. The community's sense
of justice is hurt. We still pay tax, but we feel hurt by corrupt tax collectors. And
what makes it even worse is when seeing those corruptors look proud and
shameless. This must be changed.” (P9, male, self-employed)
“Yeah, I don’t want my tax money used to pay corrupt officials. Sometimes
corruption involves a huge amount of money and so many people. I am
speechless. They are not afraid of being corrupt. Still I must pay taxes, but there
is an unwillingness there.” (P8, female, retired)
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Surprisingly, to reduce the impact of corruption on taxpayers’ willingness to pay tax, some
participants suggested that corruption cases should not be exposed in the mass media. For
example:
“That is the image in the community, ‘why pay taxes? The money will be
corrupted after all’. So, if we do not expose the corruption cases to the society,
and simply resolve them internally, then this will not affect people’s willingness
to pay taxes. Just process those cases, but do not expose.” (P11, male, selfemployed)
However, some participants had a more positive perception of the extent of corruption in the
tax authority. Sufficient internal systems in the tax authority are believed to prevent the
possibility of corruption.
“It is getting better now. Tax officers are no longer hoping for an ‘understanding’
from taxpayers perhaps because of their adequate salary standards. But if this
good system does not reduce interactions between taxpayers and tax officers, then
the corruption may continue, because sometimes tax officers do not want to be
corrupt, but the opportunity is there.” (P17, male, self-employed)
7.3.3.9 Perception of Tax Complexity
Most participants perceived the tax system as complex. This includes complexity in calculation,
document requirements, tax rules, procedures, and the IT system. Moreover, the lack of a
standardised level of tax knowledge among tax officers and the existence of grey rules with
multiple interpretations increase the complexity. The comments below describe the
participants’ perceptions of tax complexity.

263

“Just in terms of audit and other tax issues, these may need to be made uniform
and distributed to the tax officers throughout Indonesia. Because the interpretation
of a rule may be different between tax officers. This makes taxpayers confused.
Moreover, there is a problem with grey rules and multiple interpretations of the
same rule. That is why tax regulations are considered complicated. The same rule
with multiple interpretations.” (P19, male, self-employed)
“Compared to neighbouring countries, I think there is redundancy. For example,
the management of foreign taxpayers, we must show data that we think DGT
should have access to such as immigration data so there is no need to go back and
forth to prove that these foreigners work in Indonesia. If there is a connection
between institutions, it may be much easier for taxpayers.” (P22, male, selfemployed)
7.3.4 Voluntary Compliance
The interview results show that participants had mixed perceptions on their type of compliance,
whether voluntary or enforced. Some indicated that they pay tax voluntarily for some reasons.
For example, some participants admitted that they love their country and realised that it needs
funds for development. Some others considered that their tax paid for their ability to work and
live safely. A list of comments below highlights how voluntary compliance is acknowledged
amongst participants.
“Because I have received what are my rights, so I also have to fulfil my
obligations... Then taxes are used to build the infrastructure.” (P21, female,
employee)
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“Voluntary. Then each person will be aware of the tax that is paid to the state. So,
just pay it. Whether there is corruption by tax officers or the government, well,
not all of them are corrupt. So, there is no reason for me in the future to not obey
or not report if I am able to follow, calculate, and have time, I will comply. There
is no need to be non-compliant.” (P23, male, employee)
“Friends of mine said; ‘why do we pay tax when there is so much corruption’. But
for me, as long as we are still in Indonesia, we still use an Indonesian ID, then tax
is our obligation. The issues of state revenue and expenditure are two different
things. Paying tax is our responsibility, the money distribution is the obligation of
the government.” (P19, male, self-employed)
7.3.5 Enforced Compliance
Despite some participants obeying tax laws voluntarily, some others felt that they were forced
to comply with tax laws. They felt that in some cases the DGT forces citizens to register as
taxpayers to demonstrate public awareness of taxation. Some of them felt financially burdened
and were unwillingly paying tax. For example:
“There is more enforcement to pay taxes, to meet the rules.” (P22, male, selfemployed)
“There is an element of coercion and unwillingness in tax. When my income is
above IDR500 million, then the tax rate is 30% and this must be donated to the
country by force.... But not voluntarily. We are tired of earning the money and
having it suddenly cut.” (P9, male, self-employed)
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However, some participants perceived that enforced compliance is less likely to improve
taxpayers’ compliance in the future.
“Do not measure public awareness in tax based on the increase in the number of
registered taxpayers when it is a product of coercion, not awareness. If forced, less
chances for them to report tax next year. After all, they don’t understand tax. In
fact, the tax office does not know the background of the registration on certain
taxpayers, then it automatically issues a tax notice if the taxpayer anyhow fails to
lodge a tax return.” (P11, male, self-employed)
7.3.6 Overall Compliance
Regarding overall tax compliance, some participants chose to comply with tax laws while some
others tried to minimise their tax payment. Furthermore, when participants were asked to
imagine themselves in a position that needs their decision on whether to comply or not by using
two scenarios (the first scenario related to understating other income in their tax return and the
second scenario related to under-reporting business turnover in their income tax return),
surprisingly, most of them chose not to comply. Some participants thought that the tax authority
would be unable to detect the income. Some others perceived that it would be difficult to report
irregular income.
“Personally, I think commissions from selling a house will not be reported.
Taxpayers’ compliance is not that far, because they do not feel that tax
distributions are supporting them.” (P11, male, self-employed)
“With the current conditions taxpayers may not report it. First, I think that this is
not my main income, so it does not need to be reported. Secondly, if I want to
report, how do I report it? If I ask the tax office, they will assume that I received
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the same income before that I had not reported. Ideally, DGT should provide
simple and informative information, so that everyone who earns irregular income
can know quickly how to pay its tax and how to calculate it without having to
worry about being caught not paying tax.” (P17, male, self-employed)
There are some reasons why participants chose to not comply with the tax laws. Financial
constraints were one reason that participants did not comply with the tax laws. They chose to
prioritise their business sustainability rather than paying the correct amount of tax. If needed,
they would try to reduce their tax payment and use the money for another priority. Another
reason given was the inability of the tax authority to detect unreported income. This made it
easy for some participants to hide their actual income. For example:
“So, I will position myself to comply, but this is because I have been forced to.
But maybe I will adjust my cash flow. For example, with IDR100 million turnover
I pay IDR1 million tax, right? But if my turnover for that month was sluggish, the
business must run but tax must be paid, then maybe I will under-report my
turnover because I also believe that DGT does not know my actual turnover.”
(P17, male, self-employed)
“I earn three sources of income and only report one source without being detected.
A good tax system might have caught this scheme a long time ago.” (P19, male,
self-employed)
7.3.7 Suggestions for the Tax Authority
Finally, the interview results show that some participants provided the tax authority with several
suggestions for improving tax compliance amongst taxpayers. Some participants suggested that
the DGT should build an equal position with taxpayers and regard them as partners. DGT should
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clarify and improve the system to make it more informative and user-friendly. In addition, tax
rules and systems need to be simplified and standardised. Regarding human resources,
participants suggested that the DGT needs to upgrade its staff quality so that all staff have
similar levels of understanding on the tax rules. The participants also suggested that the DGT
should co-operate with other institutions in giving wider rewards to compliant taxpayers. The
suggestions can be seen in the comments below.
“First, the concept is that taxpayers and the tax office are equal. This means that
DGT staff are partners to taxpayers ... they need to make the IT on the tax system
more informative, user-friendly, do not let taxpayers use applications built by
other institutions but benefiting DGT. It is not fair ... In terms of human resources,
it is a challenge to match their understanding of the rules... from the taxpayers’
side, if they are compliant taxpayers, then they should be entitled to not only an
easy tax refund, but also easy access to other institutions. So, there is pride for
them in gaining that status.” (P17, male, self-employed)
“They need to clarify the system, so that there is only one rule interpretation
amongst tax officers.” (P19, male, self-employed)
In general, interviews with taxpayer participants indicate that the tax authority should pay
more attention to tax compliance issues because many participants have non-compliance
behaviour. If they have to comply, they are likely to feel forced to comply. There are
several reasons for this behaviour such as financial constraints, feeling of unfairness, and
the perception of less power of the tax authority in detecting non-compliant behaviour. In
addition, perception of corruption and tax complexity are also believed to hamper the
level of taxpayers’ compliance. From the discussions, it can be seen that Indonesian tax
system is still regarded to be complex, and thus simplification is suggested. There is also
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demand for a stronger DGT as a fully-supported institution with sophisticated
infrastructures and professional human resources.
7.4 Data Analysis and Results: Tax Officer Participants
Interviews were also conducted with tax officers to gain a different perspective on trust in and
power of the tax authority. Most participants related the discussion on trust in and power of the
tax authority to several programs conducted by the DGT, such as, for example, the Tax Amnesty
(TA) program that was launched in 2016–2017. Through TA, as explained earlier, taxpayers
can declare assets that have never been included in their previous tax returns. They will not be
audited or sanctioned. All they need to do is report their assets and then pay a clearance levy
based on a percentage of their assets. Some participants argued that the success of the TA
program reflected high compliance amongst taxpayers, while some others indicated that this
was a symbol of non-compliance and the failure of DGT to detect taxpayers’ assets. The
interview discussions with tax officers for each theme are presented below.
7.4.1 Trust in the Tax Authority
The interview results indicate that participants had mixed perceptions about taxpayers’ trust in
the tax authority. Some participants felt that taxpayers in Indonesia already saw the tax authority
as a trusted institution. They perceived that taxpayers had higher trust in the tax authority
because they felt that the tax authority serves taxpayers professionally. For example:
“Taxpayers’ trust in the tax office is getting better. Some taxpayers I met said
they are more comfortable now, as we have said no to bribery, this is where trust
starts. One factor of taxpayers’ trust is that they feel our service is improving.”
(P15, male, middle manager)
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Meanwhile others considered that taxpayers still have a lack of trust in the tax authority.
Corruption cases that still happen within the tax authority reduce taxpayers’ trust towards the
institution. They also believed that taxpayers are likely to think that the tax authority does not
treat taxpayers sincerely and benevolently. The comments below indicate the perception of
distrust in the tax authority.
“Trust in DGT and the government is still lacking. Indeed, we need continuous
improvement. Little cases will destroy trust.” (P12, male, director)
“…some people are not too sure they can join TA without facing future tax
problems. So, people do not trust TA, they think it is a trap. This may be
reasonable because TA is the result of taxpayers’ previous errors that need to be
reconciled so they do not believe that DGT will not further investigate.” (P4,
male, middle manager)
When trust is divided into implicit trust or reason-based trust, in a similar way to the taxpayer
interviews, the tax officer interview results indicate that most participants regarded the
interview question on trust as reason-based trust. Limited attention was paid to implicit trust.
This was not unexpected as the participants came from the tax office, thus they perceived trust
amongst taxpayers towards the tax authority as being based on its performance in providing
professional services to taxpayers, educating them, acquiring sufficient data, and imposing
effective and fair law enforcement. The comments below are samples of their opinions.
“The next factor affecting trust is the ability of the tax authorities to conduct tax
administration, including education services and law enforcement. It also
includes database refinement resulting in better and more real-time data.” (P16,
male, director)
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“Trust is just a result. When taxpayers can no longer hide their economic
situation because the tax authorities know their entire economic situation, and
when the data describing their economic situation is well recorded and followed
up, then there will be no asymmetric information between taxpayers and tax
officers. When all information is transparent, symmetrical, all parties have the
same information, then there is no more opportunity to cheat between taxpayers
and tax officers. What is the result? Real trust.” (P27, male, middle manager)
Interesting results come from the approach used to gain the trust of small and medium enterprise
(SME) taxpayers. Some participants assumed that facilitating and supporting this type of
taxpayer in running their business is likely to enhance their trust in the tax authority. For
example:
“We try to make them [SME taxpayers] as ‘tax friends’. We don’t talk about tax
there, we just give them tips on business issues, do bookkeeping, they even do
transactions between them. They feel satisfied and finally pay their taxes. It
means there is trust.” (P29, male, director)
Some participants highlighted factors that influence trust in the tax authority. They assumed
that the ultimate factor is the direct involvement from the nation’s leader (or the President) to
promote tax. Simple yet fair regulations are also believed to affect trust in the tax authority.
Moreover, to gain trust amongst taxpayers, the tax authority is expected to have access to a
wide range of information. The fairness in allocating and distributing tax revenue is also
assumed to affect trust in the tax authority. And, similar to the taxpayer participants, corruption
is believed to influence trust in the tax authority. For example:
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“First, the involvement of the state leadership in the process of taxation is a big
factor in building trust. Secondly, regulation. A regulation must meet minimum
requirements which must be simple, fair, and have no discrimination. The third
factor is access to information for tax purposes, which should be available only
for tax purposes. These factors are very crucial. And last, is the use of tax money.
These must be held accountable.” (P16, male, director)
“Trust will come from officers that are credible, professional, full of integrity,
transparent, and well informed. Taxpayers’ rights are respected. These things
must be maintained simultaneously. Improve human resources and ensure IT
data is provided.” (P7, male, middle manager)
Similar to the responses from taxpayers, the tax officers also responded that compliance
behaviour is not merely affected by trust in the tax authority but also by trust in the government
in general. The following comments indicate this perception.
“[Trust in the government affects compliance?] Yes. For example, TA, if people
are satisfied with what the government is doing, there will not be many questions
about TA. But the fact is that TA is still widely questioned by the public. It is
not due to a lack of public trust in DGT but a lack of public trust in the
government.” (P4, male, middle manager)
Interestingly, some participants perceived that the tax authority should not only focus on
gaining trust from taxpayers, but also internally within the tax authority itself. Some
respondents assumed that the tax authority was likely to have lower levels of trust within its
institution, as can be seen in the following comments.
“There was a time when two taxpayers came here.
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‘I am registered in Surabaya, but I want to register here.’
I replied, ‘First, can I see your 2015 tax return?’
‘I forgot where I put it. Can you see it from the system?’
‘I cannot’, I said.
They were surprised, ‘It is weird, DGT's head officer cannot see their own data’.
That is actually… [hesitation] the DGT trust in its staff is still ... like that. We
should be able to see the tax return without the ability to change anything. Also,
we can filter who can see the data. Actually, by closing the data, taxpayers can
evade tax.” (P14, female, middle manager)
“But the problem is the progress in building our internal system is very slow.
We regret it. So not only do taxpayers distrust DGT, trust within internal DGT
is also not strong enough due to its internal business process. Stakeholders of
the DGT, in terms of the leadership of this country, have not had a concept of
how to shape DGT in the future.” (P4, male, middle manager)
Some participants assumed that trust in the tax authority has a significant association with tax
compliance, as can be seen in the comment below:
“Yes, very influential. If we do not trust we would not comply, there is no use
in complying.” (P14, female, middle manager)
7.4.2 Power of the Tax Authority
Regarding the power of the tax authority, participants had mixed perceptions on how powerful
the tax authority is and how far it can impose its power. Some participants assumed that the tax
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authority already has enough power. They argued that, by law, the tax authority has the
authority to collect tax. They also viewed the tax authority as a powerful institution authorised
to audit, investigate, or even seize tax evaders’ assets. Some others agreed that tax rules already
gave the tax authority enough power but admitted that in practice this power has several
limitations, such as limited resources, complex procedures or lengthy bureaucratic processes.
“Definitely powerful. We can audit, investigate, open an account when auditing,
can seize assets. In fact, it should be improved so we can fully access the bank
accounts. But with the current power, if we are not ‘systematic’, the steps we
take may backfire. For example, if we audit compliant taxpayers, this will be a
problem. So, the governance must be integrated.” (P5, male, expert staff)
“Based on the tax laws, quite a lot of power already exists, ranging from soft
power to law enforcement. So DGT works with tools. Yet, there are problems
and limitations in the implementation. We have the instruments, but they may
be less than ideal in practice. The power is there, but the issues are in the
complex procedures and in the resources limitation.” (P29, male, director)
However, even though its power is already guaranteed in tax rules, most participants doubted
the ability of the tax authority to impose this power. Some participants assumed that the tax
authority does not have complete and accurate data, adequate tax officers, and supporting IT
for managing taxpayers’ compliance. Some others saw that the tax authority does not have a
strong position in implementing its power. In addition, others assumed that sometimes tax
officers did not have confidence when dealing with other institutions. Moreover, some
participants were aware that the inability of the tax authority to impose its power had already
been noticed by taxpayers.
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“The most important part of power is access to information. Power to obtain
information. Because DGT works optimally if it has data. What is happening
now is that DGT have the data, but it is not complete. So, they could not ensure
the exact taxing capacity of a taxpayer, whether an individual or corporate
taxpayer.” (P16, male, director)
“The authority they have is great enough, the problem is whether taxpayers
believe that DGT has strong powers. Because DGT do not have sufficient power
to implement the authority they have.” (P4, male, middle manager)
In this study, the power of the tax authority is divided into legitimate power and coercive power.
Legitimate power shows that an authority is accepted and thus individuals obey the regulations
voluntarily. Coercive power refers to forcing individuals to obey the regulations.
Regarding the differentiation of power, participants had mixed perceptions on which type of
power would enhance compliance behaviour amongst taxpayers. Some participants thought that
imposing coercive power would increase compliance behaviour. For example:
“The most needed power is power that can force people to pay taxes. In the end,
it is about paying tax. When the tax office has issued a tax notice but cannot
collect, the notice is useless. If the collection power is strong, taxpayers will be
afraid to break the rules.” (P13, male, middle manager)
“Power is actually enough with just the examination. Our experience, when law
enforcement is applied to non-compliant taxpayers, what happens next is they
are forced to obey, but after that they usually response positively. So that
consciousness exists from law enforcement.” (P14, female, middle manager)
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The majority of participants agreed that legitimate power is likely to be the most effective
approach to gaining long term compliance from taxpayers. The ability of the tax authority to
acquire taxpayers’ data and information, and to have adequate regulations, resources, and
infrastructure in place were thought to indicate legitimate power of the tax authority, which in
turn would enhance tax compliance. For example:
“The best power is how we can access all data. There should be no data
limitation for DGT. That we can access any data you hide, that is power. Bank
account data, for example, until now we do not have tracing access… If we can
access, taxpayers will be serious in reporting.” (P1, male, middle manager)
“It depends on the tax system. When regulation, IT, database, and checks and
balances are successful, this will encourage better compliance… This means that
the ability of the tax authority to create checks and balances becomes the key to
compliance on the preventive side. This should be encouraged for maximum
compliance.” (P27, male, middle manager)
Participants also highlighted several factors that influence the power of the tax authority. Some
participants pointed to the ability of the tax authority to access the required information as a
factor. Human resources, budget, and internal data access were also assumed to be factors
affecting power. Others saw institutional supports to tax officers in implementing tax
regulations as another factor and that adequate support for its staff would increase the
authority’s power in handling taxpayers’ compliance behaviour. A number of comments below
illustrate these factors.
“A regulation that allows the tax authority to detect/collect information related
to a taxpayer’s compliance should be available. If all this information is
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available to DGT, it automatically affects taxpayer’s behaviour… This must be
built both in terms of regulation and authority to create symmetrical economic
information, between what is happening in the business world with what is
known by the tax authority.” (P27, male, middle manager)
“First is the resource problem. Secondly, the budget problem. If we do an audit
it means that a large budget is needed. The third, the internal operating
procedures. So, the authority is there but there are many obstacles in the
implementation, resources, internal SOPs. And there are other factors, especially
our access to third party data that prevents us from implementing power
effectively.” (P29, male, director)
Interestingly, some participants argued that power of the tax authority (especially legitimate
power) precedes trust. The participants perceived that trust in the tax authority comes from a
responsible and systematic power. When this power is managed and implemented consistently
and systematically, trust towards the tax authority is likely to increase accordingly. The
comments below depict this perception.
“If we are strong and have commitment to our duty, people will trust us. Power
is not enough. So, power, transparency, accountability, integrity, then trust will
arise from the society.” (P14, female, middle manager)
“So, between power and trust, I see that trust is due to power. If power is strong
and built in an accountable and transparent way, it will create trust. I see trust
comes from the responsible use of power.” (P27, male, middle manager)
Another interesting finding was that some participants argued that imposing power on taxpayers
was no longer an appropriate approach in managing taxpayers’ compliance. Taxpayers and the
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tax authority should work in partnership, where both sides have their own rights and obligations.
The following comments reflect this perception.
“There is now a balancing process that the DGT considers taxpayers as
consumers that should be fostered.” (P4, male, middle manager)
“Now there is no ‘power’, we are equal now, we have the same rights and
obligations. If we used to be more important than taxpayers, this has changed –
we are now equivalent. They have the right to self-assess, count, pay, and report
their tax. We also have an obligation to keep their data confidential. If the auditor
has the authority to confiscate a taxpayer’s assets, taxpayers also have the right
for an explanation about a decision. So, if we have the right they also have the
right, and vice versa. So, we do not use an approach based on authority. Using
authority indicates arrogance, so I never use that approach.” (P26, female,
middle manager)
7.4.3 Factors Associated with Trust in and Power of Tax Authority
Similar to the interviews with taxpayers, interview discussions with tax officers were also
limited to the factors mentioned in the SSF literature and used in the quantitative part of this
study. Nevertheless, since tax officer participants were considered to be more knowledgeable
about the research topic, the interviews often expanded to discuss issues beyond the scope of
this study. Because these are regarded as a contribution for future research, interesting findings
that have no connection to the current research topic are presented. Moreover, similar to
interviews with taxpayers, the discussions about factors that have associations with trust in and
power of the tax authority are presented together without separating these into factors of trust
or power.
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7.4.3.1 Perception of Audit Probabilities
Regarding the perception of audit probabilities, a majority of participants perceived that the tax
authority still has limitations in conducting audits on taxpayers. Several factors that prevented
tax auditors from conducting an audit effectively were mentioned, such as the limitation in data
access, lack of human resources, and grey areas in tax rules.
“When doing audit, we show power, though this is limited. For example, when
auditing individual taxpayers, we have limited access in getting their financial
data.” (P1, male, middle manager)
“Regarding audits, we should learn more because business continues growing.
There is often a grey area between auditors and taxpayers. For example, business
uses e-commerce and tax rules do not sufficiently accommodate it. This needs
to be accommodated so that there are no grey areas between auditors and
taxpayers. We waste time because there will be disputes, objections, and court.
It consumes time and resources.” (P15, male, middle manager)
When the participants were asked about the relationship between an audit conducted by the tax
authority and the power of the tax authority, most of them assumed that to some extent a tax
audit will be associated with tax compliance. For example:
“Obviously auditing shows that DGT has some authority because the auditor is
a representative of the state apparatus to perform correct reporting of a
taxpayer’s tax return.” (P28, male, middle manager)
“Audit affects power up to a certain point. But after a certain point there is not
much of an effect. Audits and penalties can only be implemented if the DGT,
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through its auditor, can catch the taxpayer conducting tax avoidance measures
through good analysis based on existing data. If the data do not exist and the
mechanisms of tax evasion are sophisticated, we still cannot catch tax cheats.
But of course, there are competent human resources in DGT who can implement
audits and penalties to increase power.” (P18, male, middle manager)
7.4.3.2 Tax Penalties
When asked about their perceptions of tax penalties, some participants thought that tax penalties
would be likely to increase compliance amongst taxpayers. However, some participants noted
that penalties are not imposed optimally. For example:
“It is already mentioned in the tax law that we are entitled to impose sanctions.
But this has not touched all taxpayers, we have not been able to touch the hidden
ones.” (P1, male, middle manager)
“Yes, sanctions remain influential. They still provide a deterrent effect on
taxpayer’s compliance. The problem is how this is applied to taxpayers equally.
Nowadays, DGT face limited and asymmetric information. This is what we have
to manage.” (P16, male, director)
Participants also highlighted the level of tax penalties imposed on taxpayers. Some thought that
current penalties imposed for non-compliant behaviour were relatively low and did not increase
tax compliance. On the other hand, some other participants perceived that high penalties would
make taxpayers distrust the tax authority. Comments below depict these opposite perceptions.
“Some people still consider that penalties are too low. A late tax return is fined
only IDR100,000.00 [equivalent to AUD10] so they do not care too much.
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Maybe we should rethink whether fines are too high or too low.” (P15, male,
middle manager)
“When we are too power-oriented, taxpayers will not trust us and will play
games. ‘I will not report all, just report one-third only. If in a certain year I get
caught, there are still two-thirds of them where I am not caught. If in ten years I
get caught once, I am still ahead’. So too high penalties and too fierce audits
ultimately lead to such behaviour amongst taxpayers.” (P18, male, middle
manager)
7.4.3.3 Tax Knowledge
When discussing tax knowledge amongst taxpayers, a majority of participants agreed that tax
knowledge is crucial in enhancing tax compliance, especially in terms of the Self-Assessment
System (SAS). They considered that tax education should be embedded in the school
curriculum to engage potential taxpayers from the earliest age.
“We have a Self-Assessment System and the main influence of compliance is
socialising and educating society.” (P1, male, middle manager)
“There is education of prospective taxpayers in schools and colleges, to convey
the benefits of tax. We should teach them from an early age that tax is important,
tax is for all.” (P15, male, middle manager)
Another form of tax education conducted by the tax authority is tax dissemination. Each tax
regional office is given an annual target for tax dissemination. However, some participants
thought that tax dissemination programs was not enough for enhancing tax compliance. This is
because tax dissemination was assumed to broadly target taxpayers and did not have specific
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targeted participants, or it might not reach the targeted participants. Other participants
emphasised that it is the tax authority’s responsibility to educate and coach taxpayers to comply
in their tax arrangements. For example:
“So, tax dissemination and counselling should be more focused and specific.
This means that registered taxpayers must be trained to stay compliant. That is
what is missing. So, we do not associate tax dissemination policy with
compliance, and we are too concentrated on the whole society. We must
concentrate on specific taxpayers.” (P13, male, middle manager)
“Because taxpayers are obliged to understand tax rules. So, the DGT should be
responsible for not only informing the taxpayer but also maintaining their
knowledge. This does not depend on the taxpayer only, DGT plays a big role
here.” (P4, male, middle manager)
7.4.3.4 Attitudes
Regarding taxpayers’ attitudes towards taxation, most participants perceived that financial
reasons underlie the willingness of taxpayers to comply with tax rules, where they should be
able to see that complying with taxes has more benefits than costs. The comments below
illustrate this perception.
“Taxpayers are rational, and tax is more considered as a cost. As long as the
benefit is greater than the cost, they will do it. The taxpayer will comply if they
rationally assess that the benefit obtained is more than the cost.” (P18, male,
middle manager)
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“…because it reduces their economic capability. Anyhow, people need to defend
their wealth. This is natural that people do not want to reduce their rights because
essentially humans are not willing to pay tax and want to receive as much as
possible.” (P3, male, middle manager)
To shift taxpayers’ attitudes to be more positive towards taxation, some participants suggested
that the tax authority should introduce tax to taxpayers using a religious approach. As indicated
earlier, many taxpayers preferred paying religious charity contributions to paying tax. Some tax
officer participants believed that describing tax payments as being similar to religious charity
may increase tax compliance. For example:
“We build an awareness that paying tax is similar to giving charity to the country
that you participate in financing Indonesian citizens.” (P12, male, director)
“…and tax is wrapped in a religious framework as a charity seen by God, so tax
is considered as a charity. There is a touch of social culture here. Sometimes it
works. Some taxpayers make a testimony that ‘the more tax I pay the more
customers I get. So, I am so grateful that I get a blessing from tax. The more
profit I get the more I contribute’.” (P18, male, middle manager)
7.4.3.5 Norms
The participants perceived that taxpayers had mixed personal views on taxation. Some of the
taxpayers were seen to favour taxation as a norm, while some others had negative views towards
taxation. For example:
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“Some people feel that this is part of the debt to the country because they have
been using many public goods and facilities, so they are obliged to pay taxes.”
(P3, male, middle manager)
“People are still afraid of punishment, this is in the middle level down. And we
are still at that level. To be proud of not paying taxes, that is dangerous. What
we want to build is that they are ashamed if they do not pay taxes.” (P16, male,
director)
Similar to the taxpayer participants, some tax office participants thought that the existence of
social punishment affected compliance behaviour amongst taxpayers. Meanwhile, a majority
of participants agreed that government support, whether political or technical, is needed to
improve tax compliance, as can be seen in the comments below.
“Societies in countries that have a mature understanding of taxes such as
Scandinavian countries and Australia, they will be punished by social
punishment when they are caught not paying taxes or misusing public facilities
for personal interest. It is not fines in the tax law that they fear, but the social
punishment by peers.” (P16, male, director)
“Definitely support from the central government is needed. Because the DGT in
collecting a third party’s data cannot walk alone, it must be through the central
government.” (P28, male, middle manager)
Some participants, however, perceived that, to some extent, the government did not fully
support the tax authority. For example:
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“Most importantly, the government is serious in supporting DGT from the
political and technical side. The easiest example is in the beginning of 2015
when we made the policy that banks were obliged to report withholding tax on
deposits. A day later it was revoked. We can see here that there is no political
support from the government. With the current conditions, we do not expect
taxpayers’ compliance to increase as people still believe that in Indonesia we
can have more than one ID card. The government support is not maximum yet
so that people can still underestimate (tax).” (P4, male, middle manager)
“Tax is not just the DGT’s business, we need support. The other parties resist
sharing data. Access to bank records is also restricted. If we could access them,
taxpayers could not hide any more. So, we have been struggling by ourselves so
far, and this reduces our capacity.” (P5, male, expert staff)
7.4.3.6 Distributive Fairness
Regarding the perception of distributive fairness, most participants thought that taxpayers were
likely to require the payback of taxes they paid in the form of the provision of public goods and
services. In general, they perceived that taxpayers see the government as one big institution.
Since they pay tax to the government, taxpayers believe they should receive some benefit from
their taxes in the form of public service provision, without recognising the different processes
of state revenue collection and state revenue distribution. For example:
“Even though the tax definition says there is no direct distribution, they still
demand that ‘I already paid taxes so why is the road still damaged’, etc.” (P14,
female, middle manager)

285

“And finally, the use of tax money must be held accountable, for example public
services should be good, public services such as police prosecutors, etc., local
governments, must really reflect the professionalism because they are all paid
from taxes, public money. Sometimes people cannot differentiate between DGT
tasks, the collection side, and the allocation side. They think that the tax
authority takes care of everything.” (P16, male, director)
However, some participants felt that the fairness in tax revenue distribution is less likely to
impact the willingness to pay tax.
“I am not sure that good infrastructure makes taxpayers more willing to pay
taxes. The fact is that even developed countries have difficulty in collecting
taxes. If the theory is correct, countries like Japan or Australia would not have
any problems with tax collection. In fact, there is still evasion and avoidance
there.” (P3, male, middle manager)
Moreover, some participants argued that tax distribution as a form of public goods and services
provision is considered insufficient to bring about a perception of fairness amongst taxpayers.
Rather, providing taxpayers with direct benefits from their tax payments is believed to improve
their compliance. This method has already been implemented with SME taxpayers by
introducing a program called Business Development Services (BDS). The BDS guides and
facilitates an SME’s business process which in turn creates an awareness that the state is there
for them. In the end, their compliance is expected to gradually increase. For example:
“When they know that the BDS activities were financed by the tax office, they
felt like the country is there for them which they did not realise before. They
realise that subsidies, roads, bridges are financed by the country, but they do not
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feel it personally. They do not feel that the country is present for them. Our
mindset is when their business runs well, they pay taxes. But if their business
does not run well, they will burden the country.” (P12, male, director)
7.4.3.7 Procedural Fairness
Participants from the tax officer group realised that in the process of fulfilling their tax
obligation, taxpayers need to be treated equally. Moreover, the interview results indicate that
some participants perceived that the perception of fairness in tax procedure is likely to enhance
trust in the tax authority. For example:
“All taxpayers with the same data are given equal treatment. Trust means they
receive equal treatment. If the tax authority treats all taxpayers equally, there
will be trust, fairness…So that is a key for trust; be fair, ensure everyone is
treated the same, everyone will be taxed in the same way. The rich are taxed
high, the poor do not pay tax.” (P27, male, middle manager)
“If DGT can provide good service, then taxpayers’ trust will also be good.” (P4,
male, middle manager)
7.4.3.8 Retributive Fairness
Retributive fairness is reflected in the fairness in imposing sanctions on non-compliant
behaviour. This is intended to provide fairness for compliant taxpayers. Most participants
agreed that compliance level is likely to decrease if the tax authority fails to reward compliant
taxpayers by punishing tax evaders. For example:
“From the side of trust, ‘I do nothing, and nothing happened’ means that
compliant taxpayers and non-compliant taxpayers are treated alike. This will not
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create compliance; the level of compliance will decrease.” (P3, male, middle
manager)
“Trust is high if we have access to data and have adequate authority. We
appreciate good taxpayers, we punish naughty ones. Otherwise, there is no
fairness. So, naughty taxpayers should be punished to deter others. DGT must
have sufficient authority with data and instruments, institutions, and the
punishment must be applied quickly.” (P7, male, middle manager)
Some participants realised that the tax authority to some extent has an inadequate reward and
punishment system for taxpayers. The authority is likely to focus more on maximising tax
payments from compliant taxpayers but imposing less sanctions on non-compliant taxpayers.
The responsibility to achieve a certain tax revenue target each year is believed to be a factor
contributing to this retributive unfairness. For example:
“It is possible that they feel that the tax authority is unfair. During this time, the
non-compliant taxpayers remain untouched, while the compliant ones keep
getting billed. As a taxpayer, they keep paying tax, but they feel that the system
is unfair. Hence, maybe we need to implement different approaches to compliant
taxpayers. So far, because the tax authority targeted high tax revenue taxpayers,
we keep chasing the same taxpayers.” (P7, male, middle manager)
“Compliant taxpayers were chased, while non-compliant taxpayers remained
unsupervised. So, the incentive to comply is small. Besides taxpayer behaviour,
the role of DGT might also be to develop a better understanding of noncompliant behaviour.” (P18, male, middle manager)
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7.4.3.9 Perception of Corruption
Tax officer participants had mixed perceptions of corruption in terms of whether or not it affects
taxpayers’ trust and their willingness to pay tax. Similar to the taxpayer interviewed, most tax
officer participants perceived that corruption cases seem to affect taxpayers’ trust and their
willingness to pay tax. The following comment reflects this perception.
“But I believe that the perception that the tax officer is corrupt must have
influenced people. People will be reluctant to pay tax when the department is
corrupt. The perception of corruption within the government in general also
means that there is a reluctance to deal with the government.” (P29, male,
director)
On the other hand, and in contrast to the taxpayers’ view, some participants felt that the
perception of corruption is likely to have only a small impact on the willingness to pay tax. This
is because taxpayers were perceived as relatively mature enough to differentiate between the
obligation of the tax authority to collect tax and the obligation of other institutions to spend the
state budget. A good system is also believed to maintain the compliance level, regardless of
whether corruption cases exist or not. For example:
“Regarding corruption, they can distinguish between the functions of collecting
state revenues and functions of government agencies to spend state money. So,
the state revenue function is very different from the expenditure function. So,
they can distinguish between the corruption cases and their obligation to pay
taxes.” (P28, male, middle manager)
“I see it as an insignificant effect. Is the level of corruption in the police
department high or not? All people know. But everyone wants to pay their
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vehicle tax on time. Not because there is corruption or not, but because the
system was designed to make them pay.” (P3, male, middle manager)
7.4.3.10 Perception of Tax Complexity
The interview results indicate that participants had a mixed perception of tax complexity. Some
participants perceived that the tax authority has developed simple rules and procedures to make
it easier for taxpayers to fulfil their tax obligation. On the other hand, some other participants
agreed that taxpayers still see tax rules and procedures as complex, thus burdening taxpayers in
fulfilling their obligations. The comments below illustrate this perception.
“But now DGT is more aware of capturing taxpayers’ needs. Various kinds of
business process models to facilitate taxpayers paying tax were created ranging
from reporting, payment, etc... Hopefully taxpayers see less complexity in
complying with tax rules because it is getting easier.” (P4, male, middle
manager)
“The rules are still complicated, they should be simplified. There are too many
kinds of tax requiring too much code. It burdens taxpayers.” (P15, male, middle
manager)
Interestingly, some participants perceived that the complexity in fulfilling tax obligations is
partly caused by the inability of the tax authority to obtain comparable data from other parties
for checks and balances purposes. This inability forces the tax authority to ask for more data
from taxpayers.
“Tax complexity relates to transparency in processing data and information. This
means that when information is processed by the system, it will not be
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complicated. But now, we process information from taxpayers only, which
complicates [the process for] taxpayers. If we have other comparable data from
other parties, it won’t be complicated. The key to SAS is checks and balances.
SAS without checks and balances creates complexity because all data come from
taxpayers. They should provide us much information. So, this [complexity] is
only the impact, not the root of the problem.” (P27, male, middle manager)
7.4.4 Voluntary Compliance
Regarding voluntary compliance, the majority of participants felt that voluntary compliance
was likely to be the most appropriate choice in gaining long term and sustainable compliance.
Therefore, they also agreed that one of the tax authority’s duties is to promote voluntary
compliance. For example:
“A steady, sustainable, and eternal compliance comes from our heart, sincerity.
That is the best. Enforcement is not good, Indonesia has improved since 1984
with SAS to encourage voluntary compliance. We audit the non-compliant. The
system is already strong. For implementation, we need other tools, bank secrecy
is still a problem. But it is okay, changes need time. Hence the task of tax
administration is to promote voluntary compliance which means continuing
education from early ages until they know what tax is.” (P20, female, expert
staff)
“Tax authorities always want to improve voluntary compliance especially in a
Self-Assessment System. To obtain voluntary compliance, we must deliver a
message to taxpayers that we know their data, and thus push them to pay tax.
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So, when we advise them, they respect that they are reminded rather than
enforced. So voluntary compliance must be built.” (P7, male, middle manager)
To achieve voluntary compliance from taxpayers, participants suggested several conditions that
should be in place. Some participants thought that the ability of the tax authority to widely
access data is a must. Some others perceived that the tax authority needs to first shift its
paradigm into that of a more legitimate institution. Other participants emphasised the ability of
the tax authority to contact taxpayers to increase their compliance. For example:
“If data access for tax purposes is opened widely and we can see the full profile
of the taxpayer’s finances, it will change the compliant behaviour.” (P27, male,
middle manager)
“Voluntary compliance cannot be achieved in only 1–2 years. It needs a
minimum 5–10 years. Because voluntary compliance is a paradigm shift and
should start first with change in the DGT paradigm. DGT must change into an
organisation that can detect taxpayer behaviour.” (P18, male, middle manager)
7.4.5 Enforced Compliance
However, even though participants believed that voluntary compliance is the most appropriate
approach to achieve long-term compliance, the interview results show that most participants
felt that enforcement is still needed to enhance compliance, based on Indonesian taxpayers’
characteristics. They believed that majority of taxpayers need to be enforced to pay tax.
The participants also proposed that in determining whether to use voluntary or enforced
compliance, the tax authority needs to consider taxpayers’ compliance profiles. Different types
of compliance should be applied to different types of compliance risk. The tax authority needs
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to carefully consider which taxpayers should be enforced and what level of enforcement should
be applied, as can be seen below.
“Usually people say voluntary compliance. But what we see is more to enforced
compliance. When our supervision decreases they tend to avoid taxes. If they
are not contacted, they will disobey. But if they are contacted often they will be
more concerned with their tax obligations.” (P2, male, middle manager) “It may
depend on the sector and level of taxpayer risk. For compliant taxpayers, we use
voluntary methods, for non-compliant taxpayers, we enforce. So, we cannot
implement one size fits all, say 50-50. Compliant taxpayers will become noncompliant, and it is impossible for non-compliant taxpayers to comply because
they are only half-enforced. So, non-compliant taxpayers need full
enforcement.” (P18, male, middle manager)
7.4.6 Overall Compliance
The interview results indicated that some participants felt that the level of compliance in
Indonesia was relatively low and provided some evidence of this. Some participants pointed to
the non-compliant behaviour of taxpayers; and others referred to the results of the tax amnesty
program recently conducted by the Indonesian tax authority. The success of the program is
perceived by participants as evidence of the low level of tax compliance amongst taxpayers in
Indonesian. For example:
“DGT faces [compliance] problems in all aspects. From registration compliance,
many potential taxpayers are still unregistered… The second is a filing problem,
from 32 million taxpayers listed now, a tax return is mandatory for 20 million
from which only 62.5% lodge a tax return, just 12 million. So a lot are missing.
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From payment, there is still a lot of unpaid tax. It means there are still many who
do not voluntarily pay their obligations on time. In terms of correct reporting,
this is also obviously problematic. We issue 1.5 million appeals annually, in
addition to audits. So, these four [compliance aspects] are still problematic in
DGT.” (P29, male, director)
“The facts show that taxpayers participating in TA mostly come from
‘compliant’ taxpayers who pay tax and lodge a tax return. It means that they
reported incorrectly in their tax return. And some of them come from highly
regulated industries, for example, the banking industry. If the banking industry,
which is a highly supervised institution, reports incorrectly, what can we expect
from the unregulated institutions? So, we are in a chaotic situation.” (P18, male,
middle manager)
Some participants thought that there were several reasons for taxpayers not complying with the
tax regulations. Some taxpayers were uninformed or were informed but had no willingness to
pay tax. In addition, paying tax was regarded as a financial loss for some taxpayers. Some other
participants perceived that the low level of compliance comes from the tax authority’s failure
to obtain sufficient data to control taxpayers’ compliance. For example:
“There are some reasons why taxpayers do not comply. First, they do not know
about tax. Second, they know but there is no desire for it. Third, they
intentionally evade tax. For those who do not know tax regulations, we first build
their awareness to stimulate their interest, which then results in them acting [to
pay tax].” (P12, male, director)
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“…because it reduces their economic capability. After all, people want to defend
their wealth. This is the law of nature, people will not want their rights reduced.”
(P3, male, middle manager)
To improve tax compliance, participants suggested several approaches. Some suggested that
DGT needed to improve their capacity to maximise their activities. Government support is also
believed to enhance compliant behaviour amongst taxpayers. For example:
“In conclusion, compliance is closely related to DGT organisational capacity
whether they already work in accordance with their functions; service,
supervision, or law enforcement, and backed by a support function. If the
functions are running well, especially the core functions, we can treat taxpayers
according to the level of their compliance risk. So, we can do both types of
approaches. Good service and good supervision can be conducted
simultaneously. Later, the compliance will increase on its own.” (P5, male,
director)
“We need support from government systems. If they can support compliance,
this can then improve compliance. Like it or not, people will comply with tax.
Sometimes people have no idea whether they are complying or not. What they
know is that there are some conditions they need to fulfil to access public
service, for example. So, although there is no awareness, willingness, or law
enforcement, but because it is a requirement and without it they cannot access
public services, then they will automatically comply.” (P3, male, middle
manager)
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7.4.7 Obstacles to Maintaining Tax Compliance
During the interviews, several obstacles to maintaining tax compliance amongst taxpayers were
mentioned. The tax authority was considered unable to obtain adequate data. Moreover, the tax
revenue target forced the tax authority to focus on targeting achievement with no time left for
maintaining a relationship with taxpayers in the long term. Another reason put forward was a
lack of coordination both internally and with other institutions outside the tax authority. The
participants also questioned the effectiveness of tax education and dissemination. They also
noticed the decrease in productivity and ‘fighting spirit’ amongst tax officers. Limited
resources, such as human resources, financial resources, and IT systems, also restricted the tax
authority in improving tax compliance. The current IT systems used by the tax authority are
seen as inadequate. Therefore, participants argued, the tax authority needs an integrated IT
system that drives people to work. The comments below illustrate these factors.
“Indeed, we have never measured the effectiveness of tax education and
dissemination related to the improvement of compliance. Socialisation is
assessed based on its frequency instead of its effectiveness in improving
compliance. In fact, our compliance does not increase substantially.” (P13, male,
middle manager)
“But there are resource constraints. The DGT has a relatively constant staff
number, but the revenue target has increased threefold. And it is already
saturated. The tools such as infrastructure and IT systems should be added. If
not, we can’t. How serious is the government to expand this DGT capacity? That
is the question.” (P18, male, middle manager)
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“The reform from 2000 to the present is not an integrative reform. Yes, we are
now a less corrupt institution with more modern business processes compared
with the pre-reform era. But in the earlier era, we had a greater fighting spirit
compared to today. That is from the organisational culture. Even in terms of
productivity, it is similar. The former and the current auditors have a different
level of fighting spirit.” (P4, male, middle manager)
7.5 Summary
This chapter’s intention was to explore the SSF framework from a qualitative perspective by
presenting the results of interviews conducted with taxpayers and tax officers. In total, 29
participants were involved, consisting of two groups: taxpayers with 11 participants and tax
officers with 18 participants. The chapter begins by describing the characteristics of
participants, and then moves to a discussion of the interview results for both taxpayer
participants and tax officer participants. To some extent, both groups shared relatively similar
perceptions about trust in and power of the tax authority.
Regarding perceptions about trust in the tax authority, some participants considered that the tax
authority can be trusted because it has recently changed into a more professional and reliable
institution, has a relatively reliable system to ease taxpayers into fulfilling their tax obligations,
and has professional and well-informed staff who provide adequate assistance to taxpayers
when needed. On the other hand, other participants identified several weaknesses in the tax
authority which then prevented them (as taxpayers) from fully trusting the tax authority. The
tax authority was still thought to have many grey areas in its regulations, had no codified
standard operating procedures amongst tax officers, and did not seem to treat taxpayers
sincerely. Interestingly, some participants highlighted the importance of internal trust in the tax
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authority. They assumed that the tax authority was likely to have weak internal cooperation
between its operational offices which led to self-interest and lower internal trust.
In discussing the power of the tax authority, the two groups had mixed perceptions about how
powerful the tax authority is and how far it can impose its power. Some participants felt that
the tax authority already had enough power. They argued that by law, the tax authority has the
authority to collect tax, audit, investigate, and seize tax evaders’ assets. However, even though
its power is already guaranteed in tax rules, most participants doubted the ability of the tax
authority to impose this power. They thought that the tax authority did not have complete and
accurate data, did not have a strong position in implementing the power, and had inadequate
confidence when dealing with other institutions. Moreover, some participants were aware that
the inability of the tax authority to impose its power had already been noticed by taxpayers.
One interesting finding was that the majority of participants agreed that legitimate power was
likely to be the most effective approach in gaining long-term compliance from taxpayers and
this legitimate power needs to precede trust. Another interesting finding was that some
participants argued that imposing power on taxpayers was no longer an appropriate approach
in managing taxpayers’ compliance, as taxpayers and the tax authority should stand as partners,
with both sides having their own rights and obligations.
Other interesting findings arose during the interviews. First, it was noticed that taxpayers could
distinguish between power caused by fear and power caused by respect. Taxpayers in Indonesia
were mature enough in responding to how the tax authority treated them. Second, there was
also a wish from taxpayers that the tax authority needed to reward compliant taxpayers by
making it easier for them to deal with other institutions. This would encourage taxpayers to be
more compliant as they would get direct benefits from being compliant taxpayers. This finding
is in line with a third finding that direct tax benefits (rather than simply providing appropriate
298

public goods and services) were believed to increase taxpayers’ compliance. By giving them
direct benefits from tax payments, taxpayers feel that the government is there for them and they
directly feel the use of tax money. Finally, the interviews with tax officers revealed the dynamic
between power and trust. These participants believed that trust in the tax authority comes from
a responsible and systematic power. When this power is managed and implemented consistently
and systematically, trust towards the tax authority is likely to increase accordingly. Some of
these findings are beyond the scope of this study but would be interesting to explore further in
future research.
The next chapter further discusses the comparison of interview results between taxpayer
participants and tax officer participants. The extent to which the interview results converge
with, complement, or contradict the survey results is also elaborated in the next chapter.
Therefore, all information presented in this chapter and previous chapters will be used to
enhance the robustness of the discussion in Chapter 8.
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Chapter 8. Discussion and Triangulation of the Research Findings

8.1 Introduction
This chapter discusses the findings about tax compliance factors by presenting the results
gained from both the survey and interviews. As explained earlier, a mixed methods approach
was used in this study by conducting surveys of taxpayers and interviews with taxpayers and
tax officers. The survey results gained from the quantitative component provide statistical
analysis and the significance of the relationships between the factors studied. Meanwhile, the
qualitative part of the study further explains and elaborates the quantitative findings.
In this chapter, the findings of the study are discussed by using the triangulation technique (as
discussed in Chapter 5) where the results gained from Chapter 6 and Chapter 7 are integrated
and verified. With the methodological triangulation approach adopted, QUAN+qual, the
research questions are primarily answered with the quantitative approach (survey). The
qualitative approach (interview) is intended to provide further explanation of the quantitative
findings and to accommodate issues that are not covered in the survey, while both techniques
are conducted simultaneously. Moreover, while the focus of the survey is to examine the
associations between factors of tax compliance and trust and power and the associations
between trust and power and tax compliance within the Slippery Slope Framework (SSF), the
interviews with taxpayers and tax officers focus more on discussions about the factors. The
interview discussions were initially limited to the factors mentioned in the SSF literature and
used in the survey but, as expected, other factors associated with trust in and power of the tax
authority arose during the interviews.
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This chapter begins with discussion of the survey and interview findings on trust in and power
of the tax authority. This is followed by discussion about the relationship between several tax
compliance factors with trust in and power of tax authority, and the association of trust and
power with voluntary, enforced, and overall compliance. Other factors that are beyond the scope
of the study but arose during interviews are also presented. Finally, the chapter ends with a
summary.
8.2 Discussion about the Hypotheses
This section discusses the associations between several factors of tax compliance which, based
on the SSF literature, have an association with trust in tax authorities and power of tax
authorities. The structural model of the study also elaborates the associations between trust and
power with voluntary, enforced, and overall tax compliance. To gain a deeper and more
comprehensive understanding of the factors and their relationships, results from the survey have
been integrated with results from the interviews with taxpayers and tax officers.
As discussed in Chapter 5, there are three categories of finding that can be used in elaborating
and integrating the quantitative and qualitative approach of this study; convergent,
complementary, and contradictory (O’Cathain, Murphy, & Nicholl, 2010). Tables 8.1 to 8.8
below describe the triangulation findings of the study. In these tables, the convergent results,
presented in a green colour, indicate that all methods used in the study show similar findings.
The complementary results (in blue) indicate that findings in one method can be used to
complement findings from the other method. The contradictory results (in red) are those in
which a finding in one method shows the opposite result compared to the finding in the other
method. These classifications are applied to triangulate the findings between the survey results
and the interview results, or between the results of taxpayer interviews and the results of
interviews with tax officers.
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8.2.1 Trust in the Tax Authority
The results of the descriptive analysis presented in Chapter 6 indicate that taxpayers had
moderate trust in the tax authority. These results converge with the interview results, which
show that some taxpayer participants considered that the tax authority can be trusted, although
some others seemed to have less trust towards the institution. Similarly, participants from the
tax officer group also believed that taxpayers have mixed perceptions on trust in the tax
authority.
Convergent results between the survey and interviews also arise when trust is divided into
implicit trust and reason-based trust. The descriptive analysis shows that trust in the tax
authority was more likely to be in a form of reason-based trust rather than implicit trust. This
finding is confirmed by the interview results, where the two groups of participants seemed to
have similar perceptions that trust in the tax authority was mostly in the form of reason-based
trust. Several factors that have associations with reason-based trust, such as professionalism
amongst tax officers, a sufficient database, and improvements in the tax system and procedures,
were found to have correlations with trust in the tax authority. Table 8.1 below summarises the
findings about trust in the tax authority.
Table 8.1. Findings Summary: Trust
Variable

Survey Findings

Interview Findings
Taxpayer

Trust

Explanation

Tax Officer

Taxpayers had moderate
trust in the tax authority.

Taxpayers have mixed perceptions on trust in the
tax authority.

Convergence

Trust in the tax authority
was more likely in a form
of reason-based trust
instead of implicit trust.

Trust in the tax authority was mostly in a form of
reason-based trust.

Convergence

Compliance behaviour is also affected by
taxpayers’ trust in government in general.

Complementary

The tax authority itself has weak trust within its
internal institution.

Complementary
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In addition, in interviews, both groups agreed that compliance behaviour amongst taxpayers is
not merely affected by trust in the tax authority but also by trust in government in general.
Another interesting result is that both groups also agreed that the tax authority itself has
relatively weak trust within its internal institution, thus interview participants suggested that
before focusing on improving external trust towards the tax authority, the authority needs to
firstly improve internal coordination within its divisions to ensure they have one similar point
of view.
8.2.2 Power of the Tax Authority
Regarding the power of the tax authority, the results from the descriptive analysis indicate that
taxpayers perceived the tax authority as a powerful institution. Most respondents agreed that
the tax authority has the legal obligation to collect taxes as well as the right to persecute tax
evasion. They also perceived that punishing taxpayers is not the primary aim of the tax
authority. Similarly, the interview results show that taxpayer and tax officer participants had
common perceptions that tax rules have given the tax authority the power to impose tax
compliance on taxpayers.
Nevertheless, each group had mixed perceptions on how far the tax authority can execute its
power. Some participants believed that the tax authority has sufficient tools to apply its power
in gaining compliance from taxpayers, while some others believed that the tax authority still
has limited capability in applying its power to taxpayers. The interviews revealed several factors
that limit the power of the tax authority. The position of the tax authority (currently under
Ministry of Finance), a lack of confidence by the tax authority when dealing with other
institutions, a lack of coordination between ministries, the inability to access sufficient data and
information, an insufficient number of tax officers, and inadequate supporting IT, were some
of the factors that arose during the interviews. Interestingly, the interview results also revealed
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that the limitation of the tax authority to impose its power is being noticed by taxpayers, and
tax officer participants realised this. These findings are summarised in Table 8.2 below.
Table 8.2. Findings Summary: Power
Variable

Survey Findings

Interview Findings
Taxpayer

Power

Taxpayers perceived the
tax authority as a
powerful institution.

Legitimate power is
preferred rather than
coercive power.

Explanation

Tax Officer

Both groups had common perceptions that tax
rules have given the tax authority the power to
impose tax compliance on taxpayers.

Convergence

There are mixed perceptions about how far the
tax authority can execute its power.

Complementary

Several factors limit the power of the tax
authority such as the position of the tax authority
under the Ministry of Finance, less confidence
when dealing with other institutions, lack of
coordination between ministries, the inability to
access sufficient data and information, and lack
of adequate tax officers and supporting IT.

Complementary

The tax authority should have more legitimate
power rather than imposing coercive power.

Convergence

Taxpayers and the tax authority should stand as
partners to each other in an equal position.

Complementary

The tax authority would have stronger power if
it stood as an autonomous institution.

Complementary

-

Complementary

Legitimate power
comes first before trust

Furthermore, when power was divided into legitimate power (caused by respect) and coercive
power (caused by fear), the results from the descriptive analysis show that taxpayers preferred
the power of the tax authority to be legitimate power rather than coercive power. This result
converges with the interview results, which show that both groups agreed that the tax authority
should have more legitimate power to gain compliance amongst taxpayers rather than imposing
coercive power. Moreover, in applying the power, both groups also agreed that taxpayers and
the tax authority should stand as partners to each other in an equal position, where both sides
have their own rights and obligations.
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To strengthen the power of the tax authority, several suggestions were made during the
interviews. Participants argued that the tax authority would have had stronger power if its
position was separated from the Ministry of Finance and it stood as an autonomous institution.
Participants believed that such a separation would enable the tax authority to manage its policy
and measure its tax revenue target independently. Others believed that improvements in the tax
system help the tax authority in managing and controlling compliance behaviour amongst
taxpayers.
An interesting finding comes from interviews with tax officers, but which is not found in
interviews with taxpayers. The tax officers argued that the power of the tax authority (especially
legitimate power) comes first before trust. They perceived that trust arises from a responsible
and systematic power. When power is managed and implemented consistently and
systematically, trust towards the tax authority is likely to increase accordingly. These findings
confirm the results in Hofmann et al. (2017) who argued that legitimate power increases reasonbased trust.
Even though the interplay between power and trust is part of SSF, this is beyond the scope of
this study, which focuses more on factors that have associations with trust in and power of the
tax authority. However, it will be interesting to consider this finding further in future research.
8.2.3 Factors Associated with Trust in and Power of the Tax Authority
Based on the SSF literature and as developed in the conceptual framework in Chapter 4, the
level of trust in the tax authority is associated with several factors. These factors are tax
penalties, tax knowledge, attitudes, norms, distributive fairness, procedural fairness, retributive
fairness, perception of corruption, and perception of tax complexity. The associations between
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these factors with trust in tax authorities were then tested in the hypotheses developed for this
study.
As discussed in Chapter 6, the survey results show that tax penalties, norms, distributive
fairness, and retributive fairness had a positively significant association with trust in tax
authorities. This indicates that the increase of these factors is associated with an increase in trust
in tax authorities. These results lead to an acceptance of hypotheses 2-t, 5-t, 6-t, and 8-t. On the
other hand, perception of corruption and perception of tax complexity had significant but
negative associations with trust in tax authorities. This implies that an increase in the perception
of corruption and perception of tax complexity is associated with a decrease in trust in tax
authorities. These results mean the acceptance of hypotheses 9-t and 10-t, in the negative.
Meanwhile, there is no strong evidence that supports the association between tax knowledge,
attitudes, and procedural fairness with trust in tax authorities, which results in the rejection of
hypotheses 3-t, 4-t, and 7-t.
Referring to the path coefficient value, norms had the strongest association with trust in tax
authorities, with a path coefficient value of 0.270 followed by perception of tax complexity
with –0.156, both with a high significance level of 0.01. This implies that positive norms
towards taxation amongst taxpayers are associated with higher trust in tax authorities. In
contrast, higher perception of tax complexity amongst taxpayers leads to lower trust in tax
authorities. In sum, these findings provide an answer to the first research question: ‘What are
the tax compliance factors associated with trust in tax authorities?’
Regarding factors that are associated with the power of tax authorities, the literature and the
conceptual framework suggest that there are several factors associated with power of tax
authorities – perception of audit probabilities, tax penalties, attitudes, norms, retributive
fairness, perception of corruption, and perception of tax complexity.
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The survey results presented in Chapter 6 show that perception of audit probabilities, tax
penalties, attitudes, norms, retributive fairness, and perception of corruption had significant
positive associations with the power of tax authorities. This implies that an increase in these
factors is associated with an increase in the perception of power of tax authorities. These results
lead to the acceptance (in a positive direction) of hypotheses 1-p, 2-p, 4-p, 5-p, 8-p, and 9-p.
However, there is insufficient evidence to show that perception of tax complexity was
associated with the power of tax authorities, which results in the rejection of hypothesis 10-p.
Based on the path coefficient value, norms had the strongest association with power of tax
authorities, followed by tax penalties, with path coefficient values of 0.188 and 0.171
respectively. An interesting result arose with the association between perception of corruption
and power of tax authorities. Unlike the association with trust in tax authorities (which is
negative), perception of corruption was positively associated with power of tax authorities. This
means that the higher the perception of corruption, the higher taxpayers perceived the power of
tax authorities. In conclusion, these findings answer the second research question: ‘What are
the tax compliance factors associated with power of tax authorities?’
Since most factors (six out of ten factors) discussed in the interviews stand as factors of both
trust and power, discussion about the triangulation of the results are presented together without
separating them as factors of trust or factors of power. Moreover, in discussing certain issues,
participants sometimes referred in their responses to more than one factor, such as perception
of audit probabilities and tax penalties. This situation makes it difficult to present the factors
separately, even though perception of audit probabilities is associated with power and tax
penalties are associated with both trust and power. The following discussion elaborates the
survey and interview findings on factors that have associations with trust and power.
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8.2.3.1 Perception of Audit Probabilities and Tax Penalties
As mentioned above, the survey results show that tax penalties had a significant positive
association with trust. However, the interview results show that tax penalties had a negative
association with trust, where higher penalties would lead to distrust toward the tax authority.
This opinion came from participants from the tax office, while none of the participants from
the taxpayer group explicitly commented on or discussed the possible association between the
tax penalties and trust. Instead, they mostly focused on the relationship between their perception
of audit probabilities and tax penalties with power. The interviews with taxpayers revealed that
participants felt that tax audit and tax penalties imposed by the tax authority were likely to
correlate with coercive power instead of legitimate power of the tax authority. They sensed that
the impressions given during audit, such as penalties and imprisonment, create fear amongst
taxpayers. Moreover, the tax authority was believed to enforce taxpayers, regardless of whether
the intention of the taxpayer was tax evasion or if they just made genuine mistakes. Therefore,
the ability of the tax authority to differentiate and treat non-compliant behaviour based on the
taxpayer’s intention was needed. Participants also hoped that there was a balance between
rewards and punishments applied to taxpayers, which in turn would stimulate respect towards
the tax authority. These results confirm the survey results, which show that perception of audit
probabilities and tax penalties had a significant association with power. These results also
confirm a study by Kogler, Muehlbacher, and Kirchler (2013) which observed the association
of deterrence with trust and power.
Furthermore, both taxpayer and tax officer participants shared consistent perceptions on the
limitations on audits conducted and penalties imposed by the tax authority. They agreed that
the tax authority has limited capability in conducting tax audits because of data limitations, low
audit coverage ratios, grey areas in the tax rules, and lack of coordination with other related
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institutions. Therefore, the participants believed that tax audits are not optimally conducted and
thus the penalty imposed is still not optimal. A summary of this discussion on the perception of
audit probabilities and tax penalties is provided in Table 8.3.
Table 8.3. Findings Summary: Perception of Audit Probabilities and Tax Penalties
Variable

Survey Findings

Interview Findings
Taxpayer

Perception
of audit
probabilities
and tax
penalties

Explanation

Tax Officer

Tax penalties had a
significant positive
association with trust.

-

High penalties would
cause taxpayers’ distrust
towards the tax
authority.

Contradictory

Perception of audit
probabilities and tax
penalties had significant
positive associations with
power.

Tax audit and tax
penalties were likely
to correlate with
coercive power.

-

Convergence

The tax authority has limited capability in
conducting tax audits because of data limitations,
low audit coverage ratios, grey areas in the tax
rules, and lack of coordination with other related
institutions.

Complementary

Tax audits are not optimally conducted and thus
the penalty imposed is still not optimal.

Complementary

8.2.3.2 Tax Knowledge
The survey conducted in this study did not show a significant association between tax
knowledge and trust in the tax authority, as shown in Table 8.4. This finding is similar to another
SSF study conducted by Fischer and Schneider (2009) which focused on the association
between education in general and trust in the tax authority. Based on the World Value Survey
field data, the study showed that there is no evidence that better education has an association
with trust. Fortunately, the interview findings in this current study show consistent opinions
amongst taxpayer and tax officer participants that tax knowledge is crucial in enhancing tax
compliance, especially in a Self-Assessment System (SAS). They also shared a common
perception of the low level of tax knowledge amongst taxpayers. There were several reasons
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for this. Taxpayers blamed the lack of tax education from the tax authority towards taxpayers.
The tax dissemination program conducted by the tax authority was not enough, in their view,
to enhance tax compliance. This is because tax dissemination was assumed to target taxpayers
in general and did not have specific targeted participants, thus it might not reach the targeted
participants. Some participants also admitted that the willingness to understand taxation
amongst taxpayers is relatively low. These reasons were also recognised by tax officers. Both
groups also agreed that tax education should be started at an early stage by including tax
materials in the school curriculum. Participants also expected the tax authority to conduct tax
dissemination not only at formal but also at informal institutions such as Small and Medium
Enterprises (SMEs), retailers, and among the younger generation as future taxpayers.
8.2.3.3 Attitudes
The survey results indicate that attitudes were significantly associated with power of tax
authorities positively, but not with trust in tax authorities. Meanwhile, the interview results
complement these findings by providing further explanation of taxpayers’ attitudes to taxation.
The discussion on attitudes amongst taxpayer participants covered both affective attitude and
instrumental attitude. In terms of affective attitudes, some participants felt guilty when reducing
their tax payment as they categorised this act as cheating, while some others felt not guilty in
reporting their tax return incorrectly because they perceived the income regulations as unfair or
because there are loopholes in the existing regulations which allowed them to do so. Meanwhile,
both taxpayers and tax officers had similar views regarding taxpayers’ instrumental attitude,
which indicated that paying tax would disadvantage them financially.
Interestingly, a contradictory finding emerged during interviews in relation to attitudes amongst
taxpayers about a religious aspect of taxpayers’ behaviour. Each group of participants had
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different points of views about this aspect. Taxpayers were likely to feel not guilty when
reducing their tax obligation as long as they already paid religious charity. On the other hand,
tax officers argued that the tax compliance amongst taxpayers can be enhanced by using a
religious approach. They believed that mentioning that tax payments are similar to religious
charity would be likely positively shift taxpayers’ attitudes towards taxation. These different
perspectives should be considered by the tax authority, particularly in designing appropriate
policies that will accommodate the taxpayer’s perspective about this aspect. If the tax authority
can manage this aspect correctly and in line with the taxpayer’s point of view, this would
contribute positively towards tax compliance. Nevertheless, the quantitative part of this study
indicates that attitudes were significantly associated with power of tax authorities, but not with
trust in tax authorities. The summary of findings about attitudes can be seen in Table 8.4.
8.2.3.4 Norms
Unlike a previous study by Kogler, Muehlbacher, and Kirchler (2013) on Austrian selfemployed taxpayers which showed that norms (particularly social norms) seem to be unrelated
to either trust or power, amongst all factors investigated in this study, norms had the strongest
positive association with trust and power, with a path coefficient value of 0.270 and 0.188
respectively. And even though none of the interview participants commented on these
associations, the interview findings give deeper insight into taxpayers’ norms on taxation.
In both the survey and interviews, the norms were divided into three types of norm, which are
individual norms, social norms, and national norms. In terms of individual norms, both groups
of participants perceived that taxpayers had mixed personal standards towards taxation. Some
of the taxpayers were assumed to favour norms towards paying taxation, perceiving tax as part
of their debt to the country and thus feeling obliged to pay tax. Meanwhile, some others had
negative norms towards taxation. They were likely to be proud when they paid no tax and only
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paid tax if there was severe punishment when they failed to do so. Regarding social norms, both
groups agreed that peer influence and social punishment affected taxpayers’ compliance
behaviour. For national norms, both groups perceived that the government has not appropriately
performed in terms of improving tax compliance amongst taxpayers. Taxpayers thought that
the government does not seem to work for citizen prosperity and often misuses taxpayers’
money. Meanwhile, although the tax authority is currently perceived as receiving more support
from the government, tax officers still thought that the support was not sufficient enough to
enhance tax compliance. Regarding the association between norms, trust and power, the survey
findings show that amongst all factors, norms had the strongest association with both trust in
and power of the tax authority. Table 8.4 below describe the summary of findings on tax
knowledge, attitudes, and norms.
Table 8.4. Findings Summary: Tax Knowledge, Attitudes, and Norms
Variable

Survey Findings

Interview Findings
Taxpayer

Tax
knowledge

Attitudes

Tax knowledge has a
non-significant
association with trust.

Attitudes have a
significant positive
association with power,
but not with trust.

Explanation

Tax Officer

Tax knowledge is crucial in enhancing tax
compliance, especially in a Self-Assessment
System (SAS).

Complementary

Taxpayers have a low level of tax knowledge.

Complementary

Tax education and dissemination should be
started at early stages and conducted in formal
and informal institutions.

Complementary

Affective attitudes:
some felt guilty when
reducing their tax
payment while some
others did not.

Complementary

-

Instrumental attitude: paying tax would
disadvantage taxpayers financially.

Complementary

No guilty feeling when
reducing tax obligation
as long as they already
paid religious charity.

Contradictory
between
taxpayers
and
tax officers

Religious approach
can enhance tax
compliance.
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Table 8.4. Findings Summary: Tax Knowledge, Attitudes, and Norms, Continued
Variable

Survey Findings

Interview Findings
Taxpayer

Norms

Norms had a significant
positive association
with both trust and
power.

Explanation

Tax Officer

Individual norm: taxpayers had mixed personal
standards towards taxation.

Complementary

Social norm: peer influence and social
punishment affected taxpayers’ compliance
behaviour.

Complementary

National norm: the government has not
appropriately performed in terms of improving
tax compliance amongst taxpayers.

Complementary

8.2.3.5 Distributive Fairness
Regarding the relationship with trust, the survey results indicated that distributive fairness has
a significant association with trust in the tax authority. This finding supports previous SSF
research (Kogler, Muehlbacher, & Kirchler, 2013). Moreover, further explanations about the
fairness in tax revenue distribution was gained through interviews. The interview findings
indicate that both groups shared relatively similar perceptions. They believed that taxpayers
were likely to require the return of taxes they paid in the form of public goods and services
provision. Taxpayers required this sort of repayment on the taxes they paid without attending
to the different processes and procedures between state revenue collection and state revenue
allocation. Moreover, even though tax rules state that there is no direct benefit received by
taxpayers from paying taxes, common perceptions arose among both groups (tax officers and
taxpayers) that some tax revenue should be distributed directly from the tax authority to
taxpayers. Thus the taxpayers would feel they were directly and personally benefiting from tax
money.
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Interestingly, even though none of the participants commented on the association between
distributive fairness and trust, interview findings found a contradictory perception between
taxpayers and tax officers on how distributive fairness affects tax compliance. Taxpayers said
that the fairness in allocating tax revenue affects their willingness to pay taxes. In contrast,
some tax officers believed that fairness in tax revenue distribution was not likely to impact
taxpayer’s willingness to pay tax. They argued that there was still a lot of tax evasion and
avoidance in developed countries despite these countries having appropriate public goods and
services provision. Table 8.5 presents the summary of findings on distributive fairness.
8.2.3.6 Procedural Fairness
Regarding procedural fairness, although the SSF literature suggests that procedural fairness has
associations with trust (Kogler, Muehlbacher, & Kirchler, 2013; 2015), the survey findings
from this study do not provide sufficient evidence of a significant association between
procedural fairness and trust in tax authorities.
In contrast, results from the interviews with both taxpayers and tax officers show a relationship
between procedural fairness and trust. Interview participants suggest that trust in the tax
authority is present because the authority had changed into a more professional and reliable
institution. Others argued that the tax authority already has a relatively reliable system to
encourage taxpayers to fulfil their tax obligations. Meanwhile, some others believed that the
tax authority has professional and well-informed staff who provide adequate assistance to
taxpayers whenever needed.
From the interview results, it can be seen that participants address trust in the form of reasonbased trust, since they develop their trust in the tax authority based on the professionality,
reliability, and respectful treatment of the authority. Therefore, perhaps this is the reason why

315

the survey is unable to capture the relationship, as the survey takes trust as a single construct
without differentiating it into implicit trust or reason-based trust. Fortunately, the interview
results provide deeper answers about the relationship that procedural fairness has with trust,
especially reason-based trust. The summary of findings on procedural fairness can be seen in
Table 8.5 below.
8.2.3.7 Retributive Fairness
Regarding retributive fairness, the survey findings show that retributive fairness had a
significant association with both trust in and power of the tax authority. These findings conform
with previous SSF literature (Kogler, Muehlbacher, & Kirchler, 2013; 2015) which found a
relationship between retributive fairness and both trust and power amongst Austrian taxpayers.
The survey findings also converge with the interview findings. In the interviews, participants
from the taxpayer and tax officer groups appeared to have a common perception that
compliance will decrease if the tax authority fails to both reward compliant taxpayers and
punish tax evaders.
Nevertheless, both groups also realised that the tax authority is likely to be unfair in imposing
sanctions on rule breakers or in rewarding compliant taxpayers. The tax authority is likely to
focus more on maximising the tax payment from compliant taxpayers but imposing less
sanctions on non-compliant taxpayers. The responsibility to achieve a certain tax revenue target
each year is believed to be a factor in this retributive unfairness.
In addition, taxpayers felt that there was also retributive unfairness between a taxpayer and a
tax officer. They believed that when a taxpayer loses a tax case, they have to pay an additional
tax penalty. But if the mistakes come from the tax auditor and the taxpayer wins, no sanction is
imposed on the tax auditor who made the mistakes. Therefore, they thought that punishments
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should not just be applied towards taxpayers, but also applied equally towards tax auditors when
they perform unprofessionally. The summary of findings on the three types of fairness can be
seen in Table 8.5 below.
Table 8.5. Findings Summary: Distributive Fairness, Procedural Fairness,
and Retributive Fairness
Variable

Survey Findings

Interview Findings
Taxpayer

Distributive
fairness

Distributive fairness
has a significant
positive association
with trust.

Explanation

Tax Officer

Taxpayers were likely to require the payback of
taxes they paid in the form of public goods and
services provision.

Complementary

The fairness in allocating
tax revenue affects their
willingness to pay taxes.

Distributive fairness in
tax revenue distribution
will not impact the
willingness to pay tax.

Contradictory
between
taxpayers and
tax officers

Some tax revenue should be distributed directly from
the tax authority to taxpayers, thus the taxpayers
would feel they were directly and personally
benefiting from tax money.

Complementary

Procedural
fairness

There is a nonsignificant
association between
procedural fairness
and trust.

Procedural fairness relates positively to reasonbased trust. Taxpayers had higher trust in the tax
authority because they felt that the tax authority had
changed into a more professional and reliable
institution.

Contradictory

Retributive
fairness

Retributive fairness
had a significant
positive association
with trust and power.

Compliance will decrease if the tax authority fails
to reward compliant taxpayers by punishing tax
evaders.

Convergence

The tax authority is likely to be unfair in imposing
sanctions on rule breakers or in rewarding compliant
taxpayers.

Complementary

The responsibility to achieve certain tax revenue
targets each year is believed to be a factor in
retributive unfairness.

Complementary

Retributive unfairness
between taxpayer and tax
officer. Punishments
were applied towards
non-compliant taxpayers,
but not towards
unprofessional tax
auditors.

Complementary
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8.2.3.8 Perception of Corruption
The descriptive analysis of the survey results shows that most taxpayers thought that corruption
practices, either big or small, still commonly happened in government institutions in general.
On the other hand, even though they perceived that corruption is still high in the tax
administration, small corruption such as unofficial tipping in tax administration, is perceived to
be much lower than in other government offices. This favourable perception towards the tax
authority compared to other government institutions in terms of perception of corruption is
supported by the interview results. Taxpayers seemed to have more positive perceptions
towards the tax authority than towards other government institutions. They believe that internal
systems within the authority were sufficiently able to prevent the chance of corruption.
Regarding the association between the perception of corruption and trust and power, the survey
results indicate that perception of corruption had a negative and significant association with
trust in the tax authority and a positive and significant association with the power of the tax
authority. These results converged with the taxpayer interview results and were partly supported
by the results from interviews with tax officers. The discussion by taxpayers reveals that most
participants perceived that corruption cases were likely to damage their sense of justice and
thus affect their willingness to pay tax, regardless of whether the corruption happened within
the tax authority or in other government institutions. Meanwhile, tax officers had mixed
opinions on how the perception of corruption affected taxpayers’ trust and their willingness to
pay tax. Some participants agreed with taxpayers that corruption cases seem to have a
significant effect on taxpayers’ willingness to pay tax, but others were confident that taxpayers
were mature enough to distinguish the tax collection procedures from the misuse of tax revenue
spending. Moreover, they argued that good systems in the tax authority can be used to maintain
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the compliance level, regardless of whether corruption exists or not. The summary of findings
for perception of corruption can be seen in Table 8.6 below.
8.2.3.9 Perception of Tax Complexity
Regarding the perception of tax complexity, similar to the perception of corruption, the survey
results demonstrate that the perception of tax complexity had a negative and significant
association with trust in tax authorities. The interview results reveal that both groups had mixed
perceptions about the complexity of the tax system. Most taxpayers perceived the tax system
as complex. They believed that the tax authority has many grey areas in its regulations which
often result in disputes between taxpayers and tax officers. Moreover, taxpayers perceived that
there are no codified standard operating procedures amongst tax officers. This leads to different
interpretations of the same rules, resulting in confusion amongst taxpayers. On the other hand,
while some tax officers agreed with these perceptions, others argued that the tax authority has
developed simplicity in designing rules and procedures to help taxpayers in fulfilling their tax
obligation.
In terms of the association between perception of tax complexity and power, the survey results
indicate that there is not sufficient evidence to show that perception of tax complexity had a
significant association with power of tax authorities. In contrast, the interview results reveal
that tax complexity is partly associated with the inability of the tax authority in executing its
legitimate power, which means it has to use its coercive power. This failure in executing the
legitimate power (for example, in the form of the authority’s ability to fully access taxpayers’
data) leads the tax authority to maximise its coercive power (for example, by requesting
taxpayers to provide more data and to follow additional procedures). In the interviews, some
tax officers admitted that the complexity in fulfilling tax obligations amongst taxpayers is partly
caused by the inability of the tax authority to obtain comparable data for checks and balances
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purposes, which leads to a greater data requirement from taxpayers. It seems that the inability
of the survey findings to show the association between the perception of tax complexity with
power is mostly because power is presented as a single factor in the survey without
differentiating it into either legitimate power or coercive power. Meanwhile, each type of power
stands in an opposite position to the other type. Therefore, here, the interview results are used
to confirm what type of power has associations with the perception of tax complexity. Table
8.6 depicts the summary of findings on perception of corruption and perception of tax
complexity.
Table 8.6. Findings Summary: Perception of Corruption and Perception of Tax
Complexity
Variable

Survey Findings

Interview Findings
Taxpayer

Perception
of
corruption

Perception
of tax
complexity

Explanation

Tax Officer

Perception of corruption
had a negatively
significant association
with trust and a
positively significant
association with power.

Corruption cases
were likely to affect
their willingness to
pay tax.

Corruption, whether big
or small, is still common
in Indonesia.

Corruption practices
commonly happened
in government
institutions.

Convergence

Although big corruption
is high in the tax office,
small corruption in there
is much lower than in
other government
offices.

Positive perception
towards the tax
authority that they
seem to be able to
prevent the chance of
corruption.

Convergence

Perception of tax
complexity had a
negatively significant
association with trust.

Tax system is
complex, has many
grey areas, and has
no codified standard
operating procedures.

Not sufficient evidence
to show that perception
of tax complexity had a
significant association
with power.

Mixed feelings on how
the perception of
corruption affected
taxpayers’ willingness
to pay tax.

Partly
convergence

Some tax officers
agreed with taxpayers,
but others argued that
the tax authority has
developed simplicity.

Complementary

Tax complexity is partly
caused by the inability
of the tax authority in
executing legitimate
power causing it to
enforce coercive power.

Contradictory
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8.2.4 Voluntary Compliance
In accordance with the relationship between trust and voluntary compliance, as depicted in the
conceptual framework, the survey results show that trust has a positively significant association
with voluntary compliance, with a path coefficient of 0.243, resulting in accepting hypothesis
11 which states that ‘trust in tax authorities leads to voluntary compliance’. This result confirms
previous SSF literature (Wahl, Kastlunger, & Kirchler, 2010; Muehlbacher, Kirchler, &
Schwarzenberger, 2011; Kastlunger, Lozza, Kirchler, & Shabmann, 2013; Kogler et al., 2013)
which showed a relationship between trust and voluntary compliance. Moreover, the results
from the descriptive analysis indicate that most taxpayers comply with the tax laws voluntarily
and that most regarded paying taxes as their duty as a citizen.
Meanwhile, the interview discussions on voluntary compliance give more explanation about
taxpayers’ reasons for complying voluntarily and conditions that should be met to increase
voluntary compliance. Interviews with taxpayer participants revealed the reasons for their
voluntary compliance. Those that comply with tax voluntarily felt a sense of belonging to the
nation, that tax was a tool to share with others, or it was payment to the country for giving them
security and convenience in life.
On the other hand, interviews with tax officers suggested that voluntary compliance was likely
to be the most appropriate choice in gaining long-term and sustainable compliance. Several
conditions were suggested to achieve voluntary compliance from taxpayers. One condition that
was believed to affect voluntary compliance was the ability of the tax authority to access data
widely. If data access for tax purposes was opened widely, the tax authority could see the full
profile of the taxpayer’s finances, and tax systems would be able to detect all taxpayer’s
transactions. This would improve compliance behaviour and fewer prosecutions would be
needed.
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Another condition to enhance voluntary compliance identified by tax officers is the need for a
paradigm change within the tax authority. The tax authority needs to shift its paradigm and
conduct structural and cultural reforms in an attempt to become a more legitimate institution.
Participants believed that internal improvement within the tax authority would positively
change taxpayers’ perceptions of the tax authority, which in turn would lead to greater voluntary
compliance. Another condition that was suggested to improve voluntary compliance is the
ability of the tax authority to contact taxpayers based on their compliance risks. Appropriate
approaches to taxpayers based on factors that are relevant to their compliance may effectively
enhance such compliance. Table 8.7 summarises the findings on voluntary compliance.
8.2.5 Enforced Compliance
The results from the descriptive analysis of the survey indicate that most taxpayers seemed to
disagree that they are forced to pay taxes, which indicates that they pay taxes voluntarily. On
the contrary, the interview results revealed that, despite some participants obeying tax
voluntarily, most felt that they were forced to comply to pay tax. Moreover, they argued that
the enforced compliance was less likely to improve their compliance in the future. Similarly,
tax officers realised that the majority of taxpayers still felt they were forced to pay tax.
Furthermore, despite agreeing that voluntary compliance is needed to gain long term
compliance amongst taxpayers, tax officers still perceived that enforced compliance is likely to
be the most suitable approach for the typical taxpayer in Indonesia. However, they also
suggested that the tax authority needs to carefully consider which taxpayers should be enforced
and what level of enforcement should be applied. Different types of compliance treatment
should be applied to different types of taxpayer compliance profiles.
Regarding the association between power and enforced compliance, unlike previous studies
that found evidence of the association between power and enforced compliance (Wahl,
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Kastlunger, & Kirchler, 2010; Muehlbacher, Kirchler, & Schwarzenberger, 2011), the survey
results failed to show a significant association between power and enforced compliance. This
result leads to a rejection of hypothesis 12 which states that ‘power of tax authorities leads to
enforced compliance’. Another study by Benk and Budak (2012) in Turkey also showed a
relatively similar result, finding that the relation between power and enforced compliance was
low. The insignificant association found in the current study between power and enforced
compliance might be because this study presents power as a single factor, although this concept
includes two opposite types of power: legitimate power and coercive power. When these two
types of power are combined into one factor, they offset each other and result in a nonsignificant relationship with enforced compliance. This issue has been empirically proven by
Hofmann, Gangl, Kirchler, and Stark (2014) who argued that the combination of coercive
power and legitimate power has no impact on tax compliance. When applied separately, Gobena
and Dijke (2016), in their study on Ethiopian business owners, contended that only coercive
power predicts enforced tax compliance.
Since the current study focuses on factors that have an association with trust in and power of
tax authorities and is aimed at enriching the SSF literature, future research is suggested,
focusing on exploring the association between legitimate power and coercive power with
enforced compliance, or implicit trust and reason-based trust with voluntary compliance, in an
attempt to find out which type of power or trust has a significant association with enforced or
voluntary compliance. A summary of findings on enforced compliance is presented in Table
8.7 below.
In conclusion, the findings about trust, power, voluntary compliance, and enforced compliance
give answers to the third research question: ‘What are the associations between trust in and
power of tax authorities, voluntary compliance and enforced compliance?’.
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8.2.6 Overall Compliance
The conceptual framework of this study depicts the relationship between voluntary compliance,
enforced compliance and overall tax compliance. Based on the survey results, voluntary
compliance had a significant positive influence on tax compliance, while enforced compliance
had a negative influence on tax compliance. These findings result in acceptance of hypothesis
13, which states that ‘voluntary compliance influences overall compliance’ and hypothesis 14
which states that ‘enforced compliance influences overall compliance’. In sum, these findings
provide answers to the fourth research question: ‘What are the associations between voluntary
compliance, enforced compliance, and overall tax compliance?’. The negative association
between enforced compliance and overall tax compliance found in this study corresponds to a
previous study by Kastlunger, Lozza, Kirchler, and Shabmann (2013) on Italian taxpayers,
which argued that the more taxpayers felt enforced to pay taxes, the more non-compliant they
became. These results were also supported by the current study’s interview findings, especially
from taxpayer participants, which show that enforced compliance was less likely to improve
their tax compliance in the future.
Meanwhile, the results from the descriptive analysis of the survey show that most taxpayers
chose neutral answers when they were asked about their overall tax compliance in their income
tax return. This might be because the sensitivity of the questions made them hesitant to answer
the questions honestly. Fortunately, the interview results are able to further explore these
questions. In the interviews, participants emphasised that tax compliance is still low in
Indonesia. Interestingly, the two groups of participants have relatively similar perceptions about
this low level of compliance. Moreover, the interview results reveal some reasons that may
underlie the low level of compliance. From the point of view of taxpayers, financial constraints
were one reason for them not complying with tax laws. Another reason was relatively negative
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norms towards taxation amongst taxpayers. In addition, taxpayers were aware of the inability
of the tax authority to detect unreported income. All these reasons led to non-compliant
behaviour. These reasons were also highlighted by tax officers. They perceived that some
taxpayers were uninformed or informed but had no willingness to pay tax. In addition, paying
tax was assumed to be a financial loss for some taxpayers. Tax officers also said that the tax
authority failed in obtaining sufficient data to monitor taxpayers’ compliance. Table 8.7 below
sums up the findings on voluntary compliance, enforced compliance, and overall tax
compliance.
Table 8.7. Findings Summary: Voluntary Compliance, Enforced Compliance,
and Overall Tax Compliance
Variable

Voluntary
compliance

Enforced
compliance

Overall
compliance

Survey Findings

Interview Findings
Taxpayer

Tax Officer

Most respondents
complied on tax
voluntarily.

Voluntary compliance as
a sense of belonging to
the nation and as a
payment to the country
for providing security
and convenience.

Voluntary compliance
is the most
appropriate choice in
gaining long-term
compliance.

Trust has a positively
significant association
with voluntary
compliance.

-

-

Most taxpayers
disagree that they are
forced to pay taxes.

Despite some
participants obeying tax
voluntarily, most felt
forced.

Majority of taxpayers
felt that they were
forced to pay tax.

Failed to show a
significant association
between power and
enforced compliance.

-

-

Tax compliance is
influenced positively
by voluntary
compliance but
negatively by enforced
compliance.

Enforced compliance
was less likely to
improve tax compliance
in the future.

Voluntary compliance
is the most
appropriate choice in
gaining long-term
compliance.

Explanation

Complementary

Contradictory

Convergence
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8.3 Other Findings in Interviews
In addition, other potential factors that might have an association with trust, power, and tax
compliance in general arose during the interviews. First, support from the government or state
leadership in the tax process was believed to have influenced trust in and power of the tax
authority. Direct involvement from the government in building awareness amongst taxpayers
that taxation is an obligation as well as a right of a citizen is crucially needed. It is believed that
this support will boost taxpayers’ trust in the tax authority as a legitimate institution to collect
their tax. Moreover, government support is also needed for coordination between the tax
authority and other institutions, both internal and external to government. The government
needs to design tax laws that are in line with and supported by other laws in an attempt to
increase the power of the tax authority. Tax laws should be synchronised with banking laws or
citizenship laws, for example, to help the tax authority to easily access taxpayers personal and
business profiles, which in turn automatically reduces the probability of taxpayers evading tax.
The performance of government institutions in general is also believed to have an association
with trust in the tax authority. When participants were asked about their level of trust in the tax
authority, the interview findings show that participants were concerned more about the
government’s policies in general rather than the tax authority’s policies. They believed that the
ability of the government in governing the country becomes a consideration for taxpayers in
terms of whether or not they pay tax.
Second, the position of the tax authority in the government structure is believed to have an
influence on its power. Interview participants believed that the tax authority would have greater
power if its position was separated from the Ministry of Finance and stood as a semiautonomous institution. The independence and higher position of the tax institution in these
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circumstances could enhance its power. The position of the tax authority, which is currently
under the Ministry of Finance, limits its ability in executing its power. Respondents believed
that the separation would enable the tax authority to manage its policy and set its tax revenue
target independently. Moreover, having a higher position would mean that the tax authority
would be in a better bargaining position to build strong communication and coordination with
other government institutions.
Another factor that arose during the interview that is believed to be associated with power is
the issue of bureaucracy, whether internal or external to the tax authority. Interestingly, this
factor was s a concern of both groups of participants – taxpayers and tax officers. In conducting
a tax audit, for example, tax officers felt that tax auditors need to follow complex procedures
with long internal and external processes. This bureaucracy means the tax authority has limited
access to the required information and access is not always timely. Moreover, in prosecuting
tax evaders, the tax authority needs to coordinate with other external parties, which is
sometimes a long process. This bureaucracy leads to ineffectiveness in handling tax noncompliance because tax evasion cannot be processed promptly.
Finally, a religious aspect related to attitudes towards taxation was also revealed during the
interviews. This issue arose in interviews with both taxpayer and tax officer participants.
Interestingly, the two groups of participants had different perspectives on how religion
influences tax compliance. Some taxpayers said that they did not feel guilty when reducing their
tax payment as long as they paid their religious charity. They perceived that giving to a religious
charity such as zakat is more important than paying taxes. Thus, it was relatively acceptable for
them to reduce their tax payment if they already paid zakat. This finding confirms the results
of McGee (1998) which showed that Muslims tend to comply more with paying zakat than with
paying tax, since zakat is directly paid to the needy in society. Conversely, tax officers believed
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that tax compliance can be enhanced using religious approaches. They believed that by
mentioning tax payments as being similar to religious charity, tax compliance may increase.
Therefore, in interacting with taxpayers, tax officers try to wrap taxes in a religious framework
as a charity seen by God, with the expectation that taxpayers will see paying tax as similar to
giving charity to the country. Here, the two groups of participants have different perceptions
about the relationships between religion and tax compliance. While this issue is beyond the
scope of this study, it would be interesting to explore it further in future research. The summary
of these new findings can be seen in Table 8.8 below.
Table 8.8. New Findings during the Interviews
Findings

Taxpayer

Tax Officer

Explanation

Government support is believed to enhance taxpayers’ trust
in the tax authority.

Convergence

Government involvement in designing tax laws that are in
line with and supported by other laws will increase the power
of the tax authority.

Convergence

The performance of government institutions in general is
believed to influence trust in the tax authority. The
government’s ability in governing the country affects
taxpayers’ compliance behaviour.

Convergence

The position of the tax
authority in the government
structure

Independence and a
higher position of the tax
authority could enhance
its power.

The tax authority would have
greater power if it stood as an
independent institution.

Convergence

Bureaucracy

Bureaucracy limits the tax authority’s ability to access the
required information on time. Long bureaucratic processes
lead to ineffectiveness in handling tax non-compliance
because tax evasion cannot be processed promptly.

Convergence

Religious aspect

It is acceptable to reduce
tax payments if religious
charity to the needy has
already been paid.

Contradictory
perceptions

Support from government

Tax compliance can be
enhanced using a religious
approach. Mentioning the
similarity between tax payments
and religious charity payments
may increase tax compliance.
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At the end of the interviews, taxpayers were asked to give suggestions for the tax authority on
how to improve tax compliance. Several suggestions were proposed. First, they suggested that
the government needs to simplify tax rules and adjust them to reflect the condition of taxpayers
in Indonesia. Second, it was suggested that taxpayers and tax officers must have an equal
position to give the impression that taxpayers and tax officers are partners in building the
country. Third, a user-friendly information system must be developed to reduce tax complexity.
Fourth, improvements in human resources were needed, both in quality and quantity. Fifth, the
tax authority should develop fair rewards for compliant taxpayers to make them proud of their
compliance. Participants suggested that this type of fair reward would increase voluntary
compliance, as taxpayers would experience direct benefits from being compliant. Sixth, the tax
authority needs to strengthen its coordination with other institutions to maximise the execution
of its power. Participants believed that consistent communication and coordination within
government institutions and a common commitment to taxation as a national issue would
enhance tax compliance.
Meanwhile, interview discussions with tax officers revealed several obstacles to maintaining
taxpayers’ compliance. First, the tax authority was assumed to be unable to obtain adequate
data. Moreover, having a target for tax revenue collection forced the tax authority to focus on
achieving this target with no time left for maintaining a long-term relationship with taxpayers.
Another reason put forward by these participants was a lack of coordination within and outside
the tax authority. The tax officers also questioned the effectiveness of tax education and
dissemination, and noticed a decrease in productivity amongst tax officers. Limitations in
resources such as human resources, financial resources, and IT systems also restricted the tax
authority in improving tax compliance. The current IT system owned by the tax authority
functions more as a computerised administration system where tax officers still struggle to
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search for and collect data. These participants suggested that the tax authority needed an
integrated IT system that encourages staff to effectively monitor and control compliance.

8.4 Summary
This chapter discussed the integration of the study’s survey and interview findings which were
presented in Chapters 6 and 7. The chapter begins with discussion about the survey and
interview results concerning trust in and power of the tax authority. The discussion then flows
to the elaboration and the integration of findings on tax compliance factors used in the research
framework. The associations between voluntary compliance, enforced compliance, and overall
compliance, together with the interview findings, are then discussed.
Three types of findings were revealed during the integration of the quantitative and qualitative
approach: convergent, complementary, and contradictory findings. As expected, the interviews
provide a great deal of valuable complementary findings to support and more deeply explain
the survey results. Moreover, most of the discussion shows convergence between the survey
and interview findings. This convergence can be seen in the integration of results about trust in
and power of the tax authority. The convergent results are also captured in the discussion about
the perception of audit probabilities and tax penalties, retributive fairness, and perception of
corruption. Survey and interview findings are also convergent in relation to overall tax
compliance. Survey findings show that voluntary compliance had a positive significant
influence on tax compliance, while enforced compliance had a negative influence on tax
compliance. Similarly, interview findings reveal that enforced compliance was less likely to
improve tax compliance in the future, and thus voluntary compliance is the most appropriate
choice in gaining long-term compliance.
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Nevertheless, some contradictory evidence between the survey and interview findings is also
captured in the discussions. In regard to tax knowledge, for example, the survey findings
indicate that tax knowledge has a non-significant association with trust. On the other hand, even
though the interview results do not capture the association between tax knowledge and trust,
there is strong acknowledgement that tax knowledge is important in enhancing tax compliance.
Another contradictory finding can be found in the discussion on the perception of tax
complexity. The survey results did not find sufficient evidence suggesting that perception of
tax complexity had a significant association with power. In contrast, the interview results
identify this association.
Other contradictory evidence is found in relation to tax compliance. The respondents in the
survey seemed to be particularly cautious in giving their opinion on their tax compliance
behaviour. The quantitative results show that most taxpayers claim to disagree with the
statement that they are forced to pay taxes. They also chose neutral answers when asked about
their overall tax compliance. Nevertheless, interview results reveal agreement between
taxpayers and tax officers that tax compliance is still low in Indonesia and that majority of
taxpayers still feel they are forced to pay tax.
In addition to the contradictory evidence between survey and interview findings, contrary
findings are also found between the opinions of taxpayers and tax officers in the interviews.
When discussing religion as a basis for taxpayer attitudes, for example, taxpayers are found to
feel less guilty when reducing tax obligation as long as they have already paid religious charity.
In contrast, tax officers consider that a religious approach can be used to enhance tax
compliance. Contradictory evidence within the interview results is also captured in the
discussion on distributive fairness. Interviews with taxpayers indicate that distributive fairness
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affects their willingness to pay taxes, but tax officers believe that distributive fairness will not
impact on the willingness to pay taxes.
As the last chapter of the thesis, the next chapter discusses the conclusions, limitations, and
implications of this study.
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Chapter 9. Conclusions, Limitations, and Implications

9.1 Conclusions
This study is dedicated to extending the analysis of the Slippery Slope Framework (SSF) for
tax compliance by elaborating tax compliance factors associated with trust and/or power, as
suggested by the SSF. As an additional contribution, and as a test of the robustness of the study,
two additional factors – perception of corruption and perception of tax complexity – are added
into the conceptual framework.
Mixed methods research is used by conducting a survey of individual taxpayers and interviews
with both individual taxpayers and tax officers in Jakarta, the capital city of Indonesia. Twenty
hypotheses were developed to answer four research questions in this study: (a) What are the tax
compliance factors associated with trust in tax authorities? (b) What are the tax compliance
factors associated with power of tax authorities? (c) What are the associations between trust in
and power of tax authorities, voluntary compliance and enforced compliance? (d) What are the
associations between voluntary compliance, enforced compliance, and overall tax compliance?
Three types of findings were found during the triangulation of the survey and interview results
– convergent, complementary, and contradictory findings. Several new issues about tax
compliance also arose during the interviews. These results are likely to be valuable inputs for
tax authorities in further understanding tax compliance issues and in better drafting tax
regulations.
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9.1.1 Brief Description of the Study
As discussed in Chapter 3, there are two main theoretical approaches for understanding tax
compliance: an economic approach and a behavioural approach. The economic approach
assumes that individuals rationally wish to maximise their personal income and wealth, thus
they will choose to comply with tax only when the benefits of compliance exceed the costs of
non-compliance (James & Alley, 2002). On the other hand, other academic disciplines suggest
that behavioural factors, such as sociological and psychological factors, might also motivate
taxpayers regarding compliance. Incentives and punishments could be effectively applied to
some taxpayers, but most others rely on social and psychological values in their decisions about
tax (non-) compliance, and for these individuals, softer and kinder approaches are preferred.
Therefore, a combination of economic and behavioural approaches is suggested to enhance tax
compliance.
In addressing the use of the economic and behavioural factors of tax compliance, the thesis used
the Slippery Slope Framework (SSF) which was introduced by Kirchler, Hoelzl, and Wahl
(2008), as discussed in Chapter 3. In this framework, various economic and behavioural factors
shape levels of taxpayers’ trust in tax authorities and their perception of the power of tax
authorities. The framework provides an initial theory that trust promotes voluntary compliance
while power leads to enforced compliance, and trust and power interplay with each other. In
the end, both voluntary and enforced compliance influence overall tax compliance. The
framework also suggests that several tax compliance factors have associations with trust and
power. Further, the SSF theory expands to accommodate the interactions between power and
trust (Muehlbacher & Kirchler, 2010; Gangl, Hofmann, & Kirchler, 2015), to recognise the
different types of trust and power (Gangl, Hofmann, Pollai, & Kirchler, 2012), and to provide
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alternative theoretical approaches to understanding the framework (Lisi, 2012a; Prinz,
Muehlbacher, & Kirchler, 2014).
Following the development of these SSF theories, many empirical studies have been conducted
to prove the assumptions. However, most of these studies have been conducted in developed
countries and focus on the interactions between trust, power, voluntary compliance, and
enforced compliance. Only a few studies are based in the context of developing countries and
pay attention to factors affecting trust and power. Therefore, this study is dedicated to
comprehensively examining these factors. It represents a pioneer study in understanding factors
affecting trust and power that can be expanded and developed in future research to further
investigate taxpayers’ compliance behaviour. To further improve the robustness of the study,
the SSF is modified by including perception of corruption and perception of tax complexity as
new factors that affect trust and power. The modified SSF conceptual framework was discussed
in Chapter 4.
As explained in Chapter 5, to achieve the objectives of the study, mixed methods research is
used through concurrently conducting a survey (quantitative approach) of individual taxpayers
and semi-structured interviews (qualitative approach) with individual taxpayers as well as tax
officers in Jakarta, the capital city of Indonesia. The survey questionnaire is intended to identify
the relationship of the factors of tax compliance with trust and power. Meanwhile, the
interviews provide more explanation about the factors and capture issues that might not be
obtained by the survey.
The survey was conducted between March and April 2017 by randomly selecting individual
taxpayers when they visited selected tax offices to lodge their tax return. For the interviews,
which were conducted between March and May 2017, participants from the taxpayer group
came from survey respondents who expressed a willingness to be involved more in the study
335

and agreed to be interviewed. Purposive and snowball sampling was used in selecting
participants from the tax office, in order to find knowledgeable participants from whom
important information about the research topic could be gained. Findings from the qualitative
and quantitative components were integrated in the interpretation phase of the study.
For the quantitative approach, a face-to-face survey of 500 randomly selected individual
taxpayers was conducted. From the 500 questionnaires distributed, a total of 453 completed and
returned questionnaires were further analysed in the study. In total, 54 indicators which had
been used in previous literature were employed in the questionnaire to measure all variables in
the model.
Descriptive analysis of the survey data (discussed in Chapter 6) was conducted, using SPSS
software, to describe the primary characteristics of the data. Evaluation of the measurement
model, including content validity, construct validity, and construct reliability, was also
conducted. The analysis then continued to assess the results of the structural model. PLS SEM
was used in analysing the measurement model and the structural model.
For the qualitative component of the research, semi-structured interviews were conducted with
taxpayers and tax officers to obtain deeper insights into, and understanding of, their views on
trust in and power of tax authorities, and to complement the quantitative findings of the thesis.
In total, 11 taxpayers and 18 tax officers participated in the interviews. The qualitative data was
analysed using a deductive approach with several pre-determined themes. Here, the interview
results were used to gain deeper insight and more explanation about the themes.
Thematic analysis was also used in analysing data gained from interviews, especially interviews
with the tax officers because, in contrast to the taxpayer interviews, participants from the tax
office also answered several questions in the interview that had no pre-determined themes.
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Thematic analysis was also needed in analysing interview data from taxpayer participants to
capture new themes (in addition to the pre-determined themes stated in the framework) which
emerged during interviews.
9.1.2 Key Findings
The key findings from both the quantitative and qualitative approaches showed that there were
significant and meaningful relationships among most variables in the hypothesised model. The
findings of this thesis were discussed in Chapter 6 to Chapter 8. The results confirmed that most
tax compliance factors used in the model have associations with either trust or power.
Moreover, this study found that reason-based trust and legitimate power seem to play an
important role in enhancing compliance amongst taxpayers.
9.1.2.1 Factors Affecting Trust and Power
The survey results in Chapter 6 showed that taxpayers’ trust in tax authorities had a positive
and significant association with several tax compliance factors, such as tax penalties, norms,
distributive fairness, and retributive fairness. This indicates that an increase in these factors was
associated with an increase in trust in tax authorities. On the other hand, perception of
corruption and perception of tax complexity had significant and negative associations with trust
in tax authorities. This implies that an increase in perception of corruption and perception of
tax complexity is associated with a decrease in trust in tax authorities. Meanwhile, there was
no strong evidence that supports the association of tax knowledge, attitudes, and procedural
fairness with trust in tax authorities.
Regarding factors that are associated with the power of tax authorities, the survey results
showed that perception of audit probabilities, tax penalties, attitudes, norms, retributive
fairness, and perception of corruption had positive and significant associations with the power
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of tax authorities. This means that an increase in these factors was associated with an increase
in the perception of power of tax authorities. However, there was not sufficient evidence
showing an association between the perception of tax complexity and the power of tax
authorities.
The interview results in Chapter 7 provided a deeper understanding of the perceptions of tax
compliance factors discussed in the SSF and enabled the exploration of a different perspective
on trust and power from tax officers’ point of view. As expected, the interviews yielded many
valuable findings to support and explain the survey results. Also, several new issues about tax
compliance arose during the interviews.
Next, the survey results and the interview results were integrated and validated, as discussed in
Chapter 8, resulting three types of findings: convergent, complementary, and contradictory. The
integration of the survey results that were presented in Chapter 6 and the interview results
presented in Chapter 7 is summarised below.
In terms of the perception of audit probabilities and tax penalties, the survey results showed
that tax penalties had a positive and significant association with trust in tax authorities.
Meanwhile, perception of audit probabilities and tax penalties had positive and significant
associations with the power of tax authorities. Furthermore, the interview results revealed that
tax audits and tax penalties imposed by the tax authority were likely to correlate with coercive
power instead of legitimate power, because impressions given during tax audits, such as
penalties and imprisonment, create fear amongst taxpayers. Moreover, taxpayers and tax
officers agreed that poor tax audits that come from the limited ability of the tax authority to
conduct proper audits resulted in ineffective tax penalties. Several weaknesses, such as data
limitations, a low audit coverage ratio, grey areas in the tax rules, and lack of coordination with
other related institutions are believed to be the cause of poor audits.
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Meanwhile, the survey results about tax knowledge did not support any significant association
between tax knowledge and trust in tax authorities. Even though the survey showed that tax
knowledge has no significant relationship with trust, the interviews showed evidence that tax
knowledge has a strong influence on tax compliance. Therefore, regardless of the level of
taxpayers' trust on the tax authority, their tax knowledge is likely to affect their tax compliance.
The interview findings showed a consistent opinion amongst taxpayer and tax officer
participants that tax knowledge is crucial in enhancing tax compliance, especially in the SelfAssessment System (SAS). There was also a common perception that taxpayers in Indonesia
still have a low level of tax knowledge, partly caused by an ineffective tax dissemination
program and worsened by taxpayers’ unwillingness to understand tax. Therefore, tax education
and dissemination should be started at early stages and conducted equally with formal and
informal institutions.
The survey results indicated that attitudes were significantly and positively associated with
power of tax authorities, but not with trust in tax authorities. Qualitative results provided further
explanation about taxpayers’ attitudes to taxation. There were mixed feelings amongst
taxpayers about not paying tax. Some felt guilty, but some others did not. Meanwhile, paying
tax was regarded as a financial disadvantage for taxpayers.
Among all factors investigated in this study, the survey results showed that norms had the
strongest positive association with trust and power. The interview findings gave a deeper insight
into taxpayers’ norms on taxation. Interviews revealed that taxpayers had mixed personal
standards towards taxation, with peer influence and social punishment affecting taxpayers’
compliance behaviour. Meanwhile, from a national perspective, interview findings suggested
that the government does not seem to work for citizen prosperity. In addition, even though the
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government has already paid attention to the tax authority, this support was regarded as not
sufficient to enhance tax compliance. Details of the discussion can be found in Chapter 8.
Regarding distributive fairness, the survey results indicated its positive association with trust in
tax authorities. The interview findings showed that both participant groups shared relatively
similar perceptions about taxpayers requiring a return or payback on the taxes they pay in the
form of public goods and services provision. Moreover, even though there was a difference of
opinion between taxpayers and tax officers on how distributive fairness affects taxpayers’
willingness to pay taxes, common perceptions arose in both groups that some tax revenue
should be distributed directly from the tax authority to taxpayers, so that taxpayers would feel
they were personally benefiting from tax money.
For procedural fairness, this study’s survey findings did not provide sufficient evidence of any
significant association between procedural fairness and trust in tax authorities. Fortunately, by
differentiating trust into implicit trust or reason-based trust, the interview results provided a
deeper answer about this relationship, showing that procedural fairness had a positive
association with trust, especially with reason-based trust. Trust in tax authorities increased
because the authority had changed into a more professional and reliable institution, had a
relatively reliable system to encourage taxpayers to pay tax, and had professional and wellinformed staff who provide adequate assistance to taxpayers whenever needed.
In terms of retributive fairness, survey findings showed that retributive fairness had a positive
and significant association with both trust and power. These findings also converged with
interview findings that compliance would decrease if the tax authority failed to reward
compliant taxpayers and punish tax evaders. Nevertheless, there was a common perception that
the tax authority was likely to be less fair in imposing sanctions on rule breakers or in rewarding
compliant taxpayers. The tax authority, participants suggested, is likely to focus more on
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maximising tax payments from compliant taxpayers rather than imposing more sanctions on
non-compliant taxpayers. The responsibility to achieve certain tax revenue targets each year is
believed to be one of factors contributing to this retributive unfairness. Retributive unfairness
also occurred between the taxpayer and tax officer, where punishments were only applied
towards non-compliant taxpayers, but not towards unprofessional tax auditors.
Our findings in regard to the two new variables of perception of corruption and perception of
tax complexity, as explained in Chapter 8, support the associations between these variables and
trust or power. Regarding the association of perception of corruption with trust and power, the
survey results indicated that perception of corruption had a negative and significant association
with trust in tax authorities and a positive and significant association with the power of tax
authorities. These results converged with the interview results, with taxpayers reporting that
corruption cases were likely to damage their sense of justice and thus affect their willingness to
pay tax. Meanwhile, tax officers believed that although corruption cases seem to have a
significant negative effect on taxpayers’ willingness to pay tax, good systems can be used to
maintain the compliance level, regardless of whether corruption exists or not.
In relation to the perception of tax complexity, the survey results demonstrated that this
perception had a negative and significant association with trust in tax authorities. However,
there was not sufficient evidence showing that perception of tax complexity had a significant
association with power of tax authorities. In contrast, the interview results revealed the
association between the perception of tax complexity and power, especially when the power
was divided into legitimate power and coercive power. The interview participants believed that
tax complexity is partly caused by the inability of the tax authority to execute its legitimate
power, causing it to enforce using its coercive power. Similar to the relationship between
procedural fairness and trust, the inability of the survey findings to show an association between
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perception of tax complexity and power was mostly because power was presented as a single
factor in the survey, without differentiating it into either legitimate power or coercive power,
where each type of power stands in opposition to the other.
9.1.2.2 Trust and Voluntary Compliance
Regarding the relationship between trust and voluntary compliance, the survey results showed
that trust has a positive significant association with voluntary compliance. This is in line with
the descriptive analysis results which indicated that most taxpayers complied voluntarily with
tax and that most regarded paying taxes as their duty as a citizen. In addition, the interview
discussions about voluntary compliance provided more explanation about taxpayers’ reasons
for complying voluntarily and conditions that should be met to increase voluntary compliance.
9.1.2.3 Power and Enforced Compliance
For the relationship between power and enforced compliance, the descriptive analysis indicated
that most taxpayers seemed to disagree that they were forced to pay taxes, which indicated that
they paid taxes voluntarily. In contrast, the interview results revealed that despite some
participants paying tax voluntarily, most felt enforced to comply to pay tax.
Regarding the association between power and enforced compliance, unlike previous studies
that found evidence of the association between power and enforced compliance (Wahl,
Kastlunger, & Kirchler, 2010; Muehlbacher, Kirchler, & Schwarzenberger, 2011), the survey
results failed to show a significant association between power and enforced compliance. Again,
this insignificant association between power and enforced compliance might be because this
study presented power as a single factor, whereas it includes two opposite types of power –
legitimate power and coercive power – as discussed in Chapter 8.
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9.1.2.4 Voluntary, Enforced and Overall Compliance
The survey results showed that voluntary compliance had a positive and significant association
with tax compliance, while enforced compliance had a negative and significant association with
tax compliance. The negative association between enforced compliance and overall tax
compliance found in this study corresponds to a previous study by Kastlunger, Lozza, Kirchler,
and Shabmann (2013) which argued that the more taxpayers felt enforced to pay taxes, the more
non-compliant they became. These results were also supported by the interview findings, which
showed that enforced compliance was less likely to improve tax compliance amongst taxpayers
in the future.
Finally, during interviews, other potential factors that might have associations with trust, power,
and tax compliance in general emerged. These were support from the government, the position
of the tax authority, bureaucracy, and religious aspects. Support from the government or state
leadership in the tax process was found to have influenced trust in and power of tax authorities.
Furthermore, the position of the tax authority in the government structure was believed to affect
its power. Another factor affecting power that arose during the interviews was bureaucracy,
whether within the tax authority or within the government in general. Lastly, religious aspects
were also found to influence taxpayers’ decisions about whether or not to comply with tax.
They perceived that giving to a religious charity, such as making zakat contributions according
to Islam, was more important than paying tax (zakat is a compulsory charitable contribution
based on certain calculations under Islamic regulation).
Finally, a summary of the outcomes of the hypotheses that were being tested in the thesis can
be seen in the summary table below.
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Table 9.1. Summary of the Outcomes of the Hypotheses
Research Questions

Answers

1) What are the tax compliance factors
associated with trust in tax authorities?

Tax penalties (+), norms (+), distributive
fairness (+), retributive fairness (+),
perception of corruption (-), perception of
tax complexity (-).

2) What are tax compliance factors
associated with power of tax authorities

Perception of audit probabilities (+), tax
penalties (+), attitudes (+), norms (+),
retributive fairness (+), and perception of
corruption (+).

3) What are the associations between trust in Trust in tax authorities leads to voluntary
and power of tax authorities, voluntary
compliance (+).
compliance, and enforced compliance?
Power has no significant association with
enforced compliance.
4) What are the associations between
voluntary compliance, enforced compliance,
and overall tax compliance?

Voluntary compliance influences overall
compliance (+).
Enforced compliance influences overall
compliance (-).

9.2 Limitations
This study is intended to further elaborate the SSF assumptions, focusing on tax compliance
factors believed to affect trust in tax authorities and power of tax authorities. Despite the
importance of understanding these factors, the SSF literature seldom discusses this topic.
Notwithstanding its significant contributions, this study also has several limitations.
First, data collected from the survey may be affected by respondents’ representativeness, nonresponse bias, and misinterpretation in reading the survey questions. Nevertheless, some efforts
have been made to minimise these limitations. To maximise the respondents’
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representativeness, the researcher tried to capture all types of respondents by visually
identifying them based on their age, gender, and other visual identification. The high response
rate of 95.20% achieved during the survey, as mentioned in Chapter 6, made the data collected
sufficient for running a statistical analysis. Furthermore, to avoid misinterpretation of the
questions, straightforward and simple words and sentences were used and the respondents were
given the chance to ask about any unclear instructions or questions.
Second, in measuring the convergent validity of the survey instrument, some items used in the
study have item loadings lower than 0.7 or outer weights lower than 0.5, the recommended
threshold. Nevertheless, as suggested by Chin (1998b), the items were retained as they are still
considered acceptable. Moreover, two constructs used in this study (attitudes and distributive
fairness) have single indicators. Although retaining a construct with a single indicator is
regarded as problematic in some literature, the decision to keep the single-indicator constructs
was taken because of the importance of the constructs and because some other literature
suggests that this is acceptable for further analysis (Poon, Leung, & Lee, 2002; Fuchs &
Diamantopoulos, 2009; Garson, 2016).
Third, in the structural model results, this study shows some low R2 values, especially the R2
value for voluntary compliance and enforced compliance, suggesting weak predictive power.
These moderately low R2 values might be because this study is a social study and the data
collected relies on the perceptions of respondents. Moreover, this study only includes potential
factors that are mentioned in the SSF theory and, in regard to voluntary compliance and
enforced compliance, the discussion is limited to the effects of trust and power on these, even
though there are many other possible factors that might affect either type of compliance.
Examination of these other factors is beyond the scope of this thesis.
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Fourth, this study is focused on tax compliance factors affecting trust and power. To keep the
model focused on these factors and to get maximum results from the model, simplicity is
required and thus unintended paths in the model are set aside. Therefore, while acknowledging
the division of trust and power as well as the interplay between trust, power, voluntary
compliance, and coercive power, the model used in this study is simplified by disregarding
these aspects.
In the qualitative approach, the main weakness arises from the use of survey sample members
as interview participants. This weakness only applies to the taxpayer group as the opinions of
taxpayer participants are likely to have been expressed in the survey. Nevertheless, interviewing
these individuals is also important as the interview can enrich the survey results with deeper
explanations and also reveal new aspects and themes that are not captured in the survey.
Finally, this study was conducted in Jakarta, a big city in Indonesia, and thus its results cannot
be generalised to different tax climates. Nevertheless, the methodology and the results of the
study can be replicated or used in exploring tax compliance in big cities in other developing
countries at similar stages of economic development.
9.3 Implications of the Study
The results of this study are believed to have implications for the literature on tax compliance.
This study also contributes to tax practices used by the tax authority in Indonesia and other tax
authorities in countries similar to Indonesia. Further explanation of these implications and
contributions is presented below.
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9.3.1 Implications of the Study for the Literature
This study contributes to the literature in several ways. First, this study is believed to be one of
few studies focusing on the Slippery Slope Framework (SSF) that uses a developing country,
especially Indonesia, as the focus country for the study. As indicated earlier, most literature on
the SSF uses developed countries as their basis (Muehlbacher, Kirchler & Schwarzenberger,
2011; Benk & Budak, 2012; Kastlunger, Lozza, Kirchler, & Shabmann, 2013; Kogler et al.,
2013; Kogler, Muehlbacher, & Kirchler, 2013). Only a few studies use developing countries as
their basis, for example Mas'ud, Manaf, and Saad (2014) and Gobena and Dijke (2016). Taking
Indonesia, a developing country, as the background enriches the contributions of this study to
the tax literature as economies, cultures, and taxation climates in developing countries differ
from those in developed countries. Also, developing countries are believed to suffer from weak
power of authority, low public trust, and high levels of corruption, which lead to non-compliant
tax behaviour. With less attention given to developing countries regarding their tax compliance
and their significantly different characteristics compared with developed countries, it is worth
conducting a study such as this one on how trust in and power of tax authorities in developing
countries affect taxpayers’ compliance behaviour. Although there have been several studies
about tax compliance in Indonesia (Mustikasari, 2007; Brondolo, Silvani, Borgne, & Bosch,
2008; Damayanti, 2012; Mukhlis, Utomo, & Soesetyo, 2014), most of these have used classical
theories of tax compliance (economic approach or behavioural approach). Therefore, this study
fills the empirical gap for the case of developing countries, providing new insights in
understanding factors influencing tax compliance in Indonesia by integrating economic and
behavioural approaches based on the SSF.
Second, to the best of the researcher’s knowledge, this study is the first to elaborate in detail
factors that have associations with trust in and power of the tax authority. Since the introduction
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of the SSF (Kirchler, Hoelzl, & Wahl, 2008), literature on the framework has mostly focused
on the association between trust and power and their interplay with voluntary and enforced
compliance (for example: Muehlbacher & Kirchler, 2010; Wahl, Kastlunger, & Kirchler, 2010;
Benk & Budak, 2012; Kastlunger, Lozza, Kirchler, & Shabmann, 2013; Mas'ud, Manaf, &
Saad, 2014; Gangl, Hofmann, & Kirchler, 2015). Even though Kirchler, Hoelzl, and Wahl
(2008) suggested factors affecting trust and power, these factors have not been fully proven
empirically. Several empirical studies have given attention to these factors, but only picked one
or two factors to examine, without taking all factors into account in one study. Examples include
Fischer and Schneider (2009) who focus on tax morale and education; Kogler, Muehlbacher,
and Kirchler (2013) who focus on procedural, distributive, and retributive fairness; and Kogler,
Muehlbacher, and Kirchler (2015) which focuses on procedural, distributive, retributive
fairness, and social norms. The findings of the current study show that most factors suggested
in the SSF are significant in affecting trust and power.
Third, adding two new variables to the study which have not been discussed in SSF theory –
perception of corruption and perception of tax complexity – this research demonstrates that
these two variables have associations with trust in and power of tax authorities. As discussed
before, the perception of corruption has a negatively significant association with trust and a
positively significant association with power. Meanwhile, the perception of tax complexity has
a negative significant association with trust, although the study was unable to demonstrate its
significant association with power. Therefore, it is worth considering these two factors in
discussing trust in and power of tax authorities and for these factors to be included in the SSF
framework in future research.
Fourth, the mixed methods used in this study are believed to provide robust explanations for
topics discussed in the framework. The survey results gained from the quantitative component,
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was based on the conceptual framework and provided statistical analysis to show the
significance of the relationships between the factors studied. Meanwhile, the qualitative part of
the study further explained and elaborated on the quantitative findings. Moreover, having two
different perspectives from including both taxpayers and tax officers as interview participants
enabled this study to provide a more comprehensive insight into the topics being examined. By
using mixed methods, this study contributes to the existing taxation literature that combines
qualitative and quantitative approaches within studies (McKerchar, 2008; Saad, 2011).
9.3.2 Policy Implications of the Study
In Chapter 2, some improvements to tax administration in Indonesia were discussed. There
were various reforms conducted with an aim to improve overall tax compliance. Policies to
enhance voluntary compliance as well as enforced compliance have been implemented.
However, how the policies put in place as part of the reforms affected trust in and power of tax
authorities has not been considered. Thus, this study contributes to tax practices for improving
overall tax compliance by identifying these pathways.
First, regarding the perception of trust, tax authorities need to be aware of factors influencing
taxpayers’ trust in the tax authorities, including the professionalism and reliability of tax
authorities, the reliability and simplicity of the tax system, as well as professional and wellinformed staff. Voluntary compliance from taxpayers, especially in a Self-Assessment System,
is very much required. But without the trust of taxpayers in tax authorities, voluntary
compliance is less likely to be achieved. Having a proper understanding of factors affecting
trust may help the tax authorities to enhance tax compliance. In the Indonesian context, for
example, the purposes of the reform, such as to have more people participating and to have a
fair distribution of income, could be achieved if the tax authority gained trust from taxpayers.
Current policies, such as Compliance Risk Management (CRM) and Business Development
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Services (BDS), could be improved and further developed to achieve higher taxpayer
participation in the tax system and to ensure that taxpayers receive personal benefit from taxes
they pay, which in turn will increase their trust in the tax authority. Meanwhile, this study may
assist tax authorities in understanding several factors that are believed to increase taxpayers’
trust in them, and factors that might reduce this trust, such as grey areas in tax regulations, no
codified standard operating procedures amongst tax officers, and the feeling among taxpayers
of being treated insincerely. Moreover, the tax authority needs to first strengthen the cooperation amongst its operational offices to gain internal trust within the institution before
expecting trust from taxpayers.
Second, regarding the perception of the power of tax authorities, even though power of tax
authorities is already guaranteed in the tax rules, tax authorities need to be cautious in relation
to several factors that are believed to prevent them from imposing this power. These factors
include the inability of tax authorities to have complete and accurate data, their inability to
secure a strong position for implementing their power, and their lack of self-confidence when
dealing with other institutions. Tax authorities also need to realise that, instead of coercive
power, legitimate power is likely to be the most effective approach in gaining long-term
compliance from taxpayers. In the Indonesian context, the government has recognised the need
to empower the tax authority and has then designed policies intended to enhance this power.
The law on financial information access for taxation purposes, for example, is aimed at
improving the ability of the tax authority to access complete and accurate taxpayers’ financial
data. Another policy, the Compliance Risk Management (CRM) system, is expected to increase
the power of the tax authority since this policy enables the tax authority to map taxpayers based
on their level of compliance and then treat them appropriately based on their compliance profile.
The establishment of micro tax offices is also intended to increase the power of the tax
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authority, as these offices enable the authority to easily reach remote taxpayers. Yet, the
government still has a room to work more in strengthening the power of the tax authority. The
position of the tax authority under the Ministry of Finance rather than as an independent body,
for example, is still considered to hinder the strength of its position in implementing its power
and in coordinating with other institutions.
Third, regarding power, since the Indonesian tax system relies on a Self-Assessment System,
the tax authority needs to ensure that it has adequate and legitimate power to monitor tax
obligation fulfilment amongst taxpayers. With advanced information technology, improved
banking systems, and improved record keeping on individual assets, the power is likely to be
provided. The results of this study are relevant and should be considered in designing policies
to enhance legitimate power of the tax authority. When the legitimate power is consistently
maintained, in turn, trust in the tax authority is believed to increase. In addition, to maintaining
the legitimate power of the tax authority, coordination between ministries and agencies is
required to implement the policies taken effectively and efficiently. Thus, it will be interesting
for future research to elaborate forms of coordination or which ministries and agencies should
be working on this inter-ministerial programs to gain optimum results.
Fourth, tax authorities have to recognise that taxpayers may be sufficiently mature in
responding to how a tax authority treats them. They can distinguish between power caused by
fear and power caused by respect. Power by fear is believed to create a feeling of discomfort
between taxpayers and the tax authority, but it does not seem to enhance voluntary compliance
amongst taxpayers. On the other hand, power by respect can be generated by performing
professionally and sincerely, as well as working for the good of the taxpayer. And since
taxpayers in these circumstances believe that the tax authority works for their good, they will
have trust in the tax authority and in turn will comply voluntarily with the requirement to pay
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tax. Therefore, tax authorities need to ensure that they implement more legitimate power,
instead of coercive power, towards taxpayers before expecting taxpayers to trust them. When
this power is managed and implemented consistently and systematically, trust towards tax
authorities is likely to increase accordingly.
Fifth, when dealing with taxpayers who are mostly engaging in religious practices, it is essential
for tax authorities to understand how taxpayers view tax issues from their religious perspective.
Tax authorities need to be concerned that, in this study, contradictory opinions sometimes
emerged between taxpayers and tax officers. On one hand, taxpayers might not have felt guilty
in reducing their tax payments as long as they had already paid religious charities, for example.
On the other hand, tax authorities believed that tax compliance amongst taxpayers can be
enhanced using religious approaches. They believed that mentioning the similarity between tax
payments and religious charitable contributions would shift taxpayers’ attitudes towards
taxation positively. These different perspectives should be considered carefully by tax
authorities in order to design appropriate policies that will accommodate taxpayers’ perspective
on this aspect of taxation. In Indonesia, tax regulations have accommodated religious charitable
contributions in calculating income tax as an income deduction. However, this does not seem
to meet the preference of most taxpayers that religious charitable contributions should be treated
as a tax deduction, instead of as an income deduction. If tax authorities can manage this aspect
correctly and in line with the taxpayers’ point of view, this is likely to contribute positively
towards tax compliance.
Knowing the factors affecting taxpayers’ trust in tax authorities and factors affecting the power
of tax authorities is useful for tax authorities in designing policies that are likely to produce the
best outcomes given the characteristics of their taxpayers and in improving the performance of
the tax authorities, whether in their regulations, human resources, or information technology.
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9.4 Future Research
This study identifies tax compliance factors associated with trust and power as suggested by
the SSF assumptions. The empirical evidence showed that two new factors – perception of
corruption and perception of tax complexity – also contribute to trust and power. Therefore, it
is recommended that this study be expanded by including these factors in the SSF framework
and by investigating other possible factors related to trust and power to comprehensively
understand factors affecting taxpayers’ trust in tax authorities and how they perceive the power
of tax authorities.
The model used in this study is simplified by disregarding the interplay between trust and
power, the relationships between trust and coercive power, or the relationships between power
and voluntary compliance. Therefore, it is suggested that future research explores these
relationships.
In line with previous studies, this study recognised the division of trust into implicit trust and
reason-based trust, and power into legitimate power and coercive power. However, since this
study focused on factors affecting trust in and power of tax authorities, and to simplify the
model, trust and power were presented without dividing them into implicit trust and reasonbased trust, or legitimate power and coercive power. The interview results, however, showed
that taxpayers’ trust in the tax authority was mostly in the form of reason-based trust. Also, the
interview discussions showed that legitimate power, instead of coercive power, had a long-term
influence on voluntary compliance. Therefore, it would be interesting to examine this finding
further in future research.

353

This study used data from a single developing country in applying the model. Therefore, future
research is suggested to validate the model by doing a comparative study or taking other
countries with different tax climates and cultures as a focus of research.
Finally, this study gathered data from individual taxpayers in a big city. Therefore, it would be
interesting to extend this study to other types of taxpayers, such as corporate taxpayers, or to
taxpayers in different types of locations, such as taxpayers in rural areas, since many countries,
like Indonesia, have diverse populations.
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Appendix 3. The Questionnaire (English Version)

General Guidance
1. Please read carefully and answer all questions.
2. Please cross ( X ) in the available column.
3. All questions refer to the situation and conditions in Indonesia.
4. SD=Strongly Disagree; D=Disagree; N=Neutral; A=Agree; SA=Strongly Agree

Section A-Compliance Description.
Please give your true opinion on these scenarios:
Situation A:

Agus is an employee. His income is withheld monthly by his employer. In 2016, he got a
commission of Rp7 million for selling his friend’s house. He knew that the tax office will hardly
know of this commission, as it was paid in cash.
1.

If I were Agus, the probability I report the Very
percent in my tax return is …
Big









Very
small

2.

If I were Agus, the amount of tip that I will
report in my tax return is… from the real
amount.







 

0%

25%

50%

75%



100%

Situation B:

Ani has a small business, thus she has to pay 1% flat-rate income tax based on monthly sales.
In 2016, her monthly sales were around IDR100–200 million, so she had to pay tax of around
IDR1–2 million. As a small business, Ani does not have to have bookkeeping and is only required
to have simple notes. Therefore, it is quite hard for the tax office to identify her exact sales.
3.

If I were Ani, the probability I report the sales Very
in my tax return is…
Big









Very
small

4.

If I were Ani, the amount of sales that I will
report in my tax return is… from the real
amount.







 

0%

25%

50%

75%



100%
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Section B-Perception of Tax Compliance Factors
Tax Complexity

SD

D

N

A

SA




































SD

D

N

A

SA




































Perception of Fairness

SD

D

N

A

SA

The tax office treats all taxpayers equally.
The tax office considers my interest in making a tax decision.
The tax office applies similar tax to individuals with similar income
levels.
The tax office applies low tax rates to low income individuals, and high
tax rates to high income individuals.
Compared to the tax I pay I receive too few public provisions.
The government spends a reasonable amount on welfare.
To be fair, the degree of punishment for evading tax should depend
on the degree of non-compliance.
I believe the initial late payment penalty on the unpaid tax, imposed
on non-compliant taxpayers under the current tax system, is fair.







































































5.

In my opinion, the calculation in tax returns is complicated.

6.
7.
8.
9.
10.

Individual income tax rules are hard to understand.
Tax regulations often change.
Tax returns require excessive documents.
Tax returns require too detailed data.
In my opinion, tax return forms look simple.

Perception of Corruption
11.
12.
13.
14.
15.

16.
17.
18.
19.
20.
21.
22.
23.

In general, the level of corruption in Indonesia is relatively high.
Big corruption among public servants (above Rp100 million) is high.
Unofficial tipping in administrative offices is high.
Big corruption among tax officers (above Rp100 million) is high.
Unofficial tipping in the tax office is high.

Tax Knowledge
24.

To my knowledge, individuals are subject to a single flat rate of
income tax under the current tax system.

25.

Non-compliant taxpayers can be imprisoned if found guilty of evading
tax.
As far as I am aware, everyone who earns income sourced in this
country is taxable, regardless of whether that person is resident or
not.
I have attended a tax course or training.

26.

27.

Yes

No

Do Not
Know
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28.

I feel the relationship between tax office and taxpayers is:
like cops and robbers.
mutually suspicious.
like company and its customers.
client-service orientation

29.
30.
31.
32.
33.

34.
35.
36.
37.
38.
39.
40.
41.

Attitudes and Norms

SD

D

N

A

SA

I would feel guilty if I understated my income in my tax return.
It would be financially beneficial for me to understate my income in
my tax return.
There are many facilitates provided by the government that I should
be thankful for.
Many of my relatives, friends, and business partners understate their
income in their tax return.
Leaders of this country (government and legislators) work for citizen
prosperity.



















































Audit and Sanctions

SD

D

N

A

SA

In my opinion, the chances of being audited (tax audit) are very high.
If there was a discrepancy in the annual tax return, it is likely that it
would be audited.
I believe the tax authority has limited capability to investigate all
income reported to them.
Most of my transactions are conducted in cash.
People I know conduct their transactions mostly in cash.
It is hard for the Tax Office to detect cash transaction.
Serious enforcement and penalty by the DGT may result if I do not
comply.
In my opinion, if discrepancies were discovered during an audit, the
penalties are severe.
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Section C-Perception and Opinion on Trust in and Power of Tax Office.
SD

D

N

A

SA

42.

I trust the tax authority blindly.











43.

I trust the tax authority automatically.











44.

I trust the tax authority because it has motivated employees who
give comprehensive advice.











45.

I trust the tax authority because it gives me competent service.











46.

The tax authority ensures that concerns of taxpayers are
processed efficiently and fast.











47.

The tax authority has the legal obligation to collect taxes.











48.

The tax authority has the right to prosecute tax evasion.











49.

In my opinion, the tax authority persecutes taxpayers with audits
and fines.











50.

In my opinion, the tax authority primarily aims to punish.











51.

In my opinion, the tax authority severely punishes tax evaders.











Section D-Perception and Opinion on Tax Compliance.

Please continue this sentence:
When I pay my tax, I do so . . .

SD

D

N

A

SA

52.

. . voluntarily.











53.

. . even if tax audits did not exist.











54.

. . because I regard it as my duty as a citizen.











55.

. . even though I know that others do not.











56.

. . because I feel forced.











57.

. . because I know that I will be audited.











58.

. . because the punishments for tax evasion are very severe.











59.

. . after thinking how to reduce tax owed.
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a.

My Age:
Under 20
20-29 
30-39
40-49
50-59
60 or above

b.

Gender:
Male
Female

c.

Relationship Status:
Single
Married
Divorced/widowed

d.

e.

Section E- Demographic Background
f.
Ethnicity: --------------------------------------------

Level of Education:
 Primary School or under
 High School/Senior High School
 Diploma (DI/DII/DIII/DIV)
 Undergraduate (bachelor) degree
 Master or PhD degree
Occupation:
 Self-employed
 Employee
 Unemployment
 Retiree
Other: --------------

g.

Religion: ------------------------------------------

h.

Number of Dependent Children
(under 18 years old): --------------------------

i.

Main Source of Income:
 Salary/Wages
 Income from Self-employment
 Other (please specify): ----------

j.

Annual income in 2016:
Less than Rp60 million
Rp60 million - Rp99 million 
Rp100 million - Rp199 million
Rp200 million - Rp299 million 
Rp300 million or above

k.

l.

In filling in my tax return, I:
self-filled.
self-filled with help from a tax officer.
self-filled with help from a friend/relative.
filled by a tax consultant.
Experience with tax office:
never been contacted.
contacted, but never been audited.
audited, but never been penalised.
been audited and penalised.

Confidentiality
The views expressed in the completed questionnaire will be treated in the strictest confidence. Any
information identifying the respondents will not be disclosed.
Offer for a soft copy of summary of research results: Should you wish a soft copy of a summary of the research
results, please fill in the detail below. All information will be kept in the strictest confidence.
Name: _________________ Email: ________________________ Telephone: (

) ______________

Thank you for taking time to participate in this survey.

Please return this form to the surveyor for the gift.
For the surveyor only: Date received____/____/____ Date checked____/____/____ Date verified____/____/____
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Appendix 4. The Questionnaire (Indonesian Language Version)

Petunjuk Umum
1.
2.
3.
4.

Silakan centang kolom yang telah disediakan.
Agar data dapat diolah, harap semua pertanyaan diisi dan tidak ada jawaban yang terlewat.
Silakan dijawab sesuai dengan situasi dan kondisi di INDONESIA.
Singkatan untuk pilihan adalah sebagai berikut: STS=Sangat Tidak Setuju; TS=Tidak Setuju;
N=Netral; S=Setuju; SS=Sangat Setuju
Bagian A- Gambaran Kepatuhan.

Silakan memberikan pendapat sejujurnya atas situasi di bawah ini:
Situasi A:

Agus seorang karyawan tetap. Gaji bulanannya telah dipotong pajak oleh perusahaan tempat
dia bekerja. Pada tahun 2016, dia menerima komisi sebesar Rp 7 juta dari usahanya
membantu menjualkan sebuah rumah bekas. Dia tahu uang komisi tersebut akan sulit
diketahui oleh Kantor Pajak karena dibayar secara tunai.
1.

2.

Seandainya saya Agus, kemungkinan saya Sangat
melaporkan seluruh komisi yang saya terima
Kecil
dalam SPT Tahunan PPh adalah…
Seandainya saya Agus, kemungkinan jumlah
komisi yang saya laporkan dalam SPT
Tahunan PPh adalah … dari yang sebenarnya

Sangat
besar

















 

0%

25%

50%

75%

100%

Situasi B:

Ani seorang pengusaha industri makanan ringan. Sebagai pengusaha kecil, Ani berkewajiban
membayar 1% pajak final perbulan dari omset bulanan. Di tahun 2016, omsetnya berkisar
antara Rp 100 s.d. 200 juta per bulan sehingga pajak yang seharusnya dibayar berkisar antara
Rp 1 s.d 2 juta per bulan. Sebagai pengusaha kecil, Ani tidak wajib melakukan pembukuan dan
hanya perlu melakukan pencatatan yang sederhana, sehingga akan sulit bagi kantor pajak
untuk mengetahui secara pasti berapa besar omsetnya yang sebenarnya.
3.

4.

Seandainya saya Ani, kemungkinan saya
melaporkan omset usaha saya yang
sebenarnya untuk pembayaran bulanan dan
SPT Tahunan PPh adalah…
Seandainya saya Ani, besarnya omset yang
kemungkinan
saya
laporkan
untuk
pembayaran bulanan dan SPT Tahunan PPh
adalah … dari yang sebenarnya.

Sangat
Kecil




0%




25%





Sangat
besar



  
50%

75% 100%
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Bagian B- Persepsi terhadap kerumitan pajak, korupsi, keadilan, pemeriksaan dan sanksi pajak.
Kerumitan pajak

STS

TS

N

S

SS














































Korupsi

STS

TS

N

S

SS

Tingkat korupsi secara umum di Indonesia termasuk tinggi.
Korupsi dalam jumlah besar (di atas Rp100 juta) oleh pejabat tinggi
pemerintah/negara termasuk tinggi.
Pungutan liar oleh aparat pemerintah (selain pajak) termasuk tinggi.
Korupsi dalam jumlah besar (di atas Rp100 juta) oleh pejabat pajak
termasuk tinggi.
Pungutan liar di kantor pajak termasuk tinggi.



















































Keadilan

STS

TS

N

S

SS

Kantor Pajak memperlakukan saya sama dengan pembayar pajak lain.
Kantor Pajak mempertimbangkan kepentingan saya dalam
mengambil keputusan pajak.
Kantor pajak mengenakan tarif pajak sama besar untuk individu
berpenghasilan sama besar.
Kantor pajak mengenakan tarif pajak rendah untuk individu
berpenghasilan rendah, dan tarif lebih tinggi untuk individu
berpenghasilan tinggi.
Saya menerima layanan umum (seperti rumah sakit, pendidikan) lebih
sedikit dari pajak yang saya bayar.
Menurut saya, pemerintah mengalokasikan sebagian besar dana
APBN untuk kesejahteraan rakyat.
Supaya adil, tingkat hukuman penggelap pajak seharusnya ditentukan
oleh tingkat ketidakpatuhannya.
Supaya adil, keterlambatan pembayaran pajak harus dikenakan
denda.

















































































5.

Menurut saya, penghitungan dalam SPT Tahunan itu rumit.

6.
7.
8.
9.

Peraturan Pajak Penghasilan orang pribadi sulit dimengerti.
Peraturan perpajakan sering berubah-ubah.
Terlalu banyak dokumen yang diminta dalam pelaporan SPT Tahunan.
Menurut saya, data yang diminta dalam mengisi SPT Tahunan terlalu
rinci/detil.
Menurut saya, formulir SPT Tahunan terlihat sederhana.

10.

11.
12.
13.
14.
15.

16.
17.
18.
19.

20.
21.
22.
23.
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Pengetahuan pajak

Ya

Tidak

Tidak Tahu

24.

Sepengetahuan saya, aturan pajak menerapkan satu tarif pajak untuk
penghasilan orang pribadi.







25.

Penggelap pajak dapat dipenjara jika terbukti menggelapkan pajak.







26.

Sepengetahuan saya, semua penghasilan yang diperoleh di Indonesia
dikenakan pajak, baik diperoleh oleh WNI atau WNA.







27.

Saya pernah mengikuti kursus/penyuluhan/pelatihan pajak.







28.

Saya merasa hubungan antara Kantor Pajak dengan wajib pajak:
seperti polisi dengan pencuri.
saling mencurigai.
seperti perusahaan dan pelanggannya.
berorientasi pelayanan (hubungan client-service)

29.
30.
31.
32.
33.

34.
35.
36.
37.
38.
39.
40.
41.

Sikap dan Norma

STS

TS

N

S

SS

Saya merasa bersalah jika mengurangi jumlah penghasilan yang
dilaporkan dalam SPT Tahunan PPh.
Saya akan memperoleh keuntungan finansial jika mengurangi jumlah
penghasilan yang dilaporkan dalam SPT Tahunan PPh.
Ada banyak sarana atau fasilitas yang disediakan pemerintah yang
membuat saya perlu berterima kasih.
Banyak keluarga, teman, dan rekan bisnis saya yang mengurangi
penghasilan mereka dalam SPT Tahunan PPh.
Pemimpin negeri ini (eksekutif dan legislative) bekerja untuk
kemakmuran rakyat.



















































Audit dan Sanksi

STS

TS

N

S

SS

Menurut saya, kemungkinan untuk diperiksa pajak sangat besar.
Kalau ditemukan kejanggalan dalam SPT Tahunan, besar
kemungkinan akan diperiksa Kantor pajak.
Menurut saya, Kantor Pajak memiliki kapasitas yang terbatas untuk
memeriksa semua SPT Tahunan PPh.
Sebagian besar transaksi saya dilakukan dengan tunai/kas.
Orang-orang yang saya kenal juga melakukan sebagian besar
transaksinya dengan tunai/kas.
Transaksi tunai/kas akan sulit dideteksi oleh Kantor Pajak.
Kantor Pajak akan memberikan sanksi berat jika saya tidak patuh
pajak.
Menurut saya, jika terdapat temuan dalam pemeriksaan pajak, sanksi
yang diterapkan sangat besar.
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Bagian C- Persepsi dan Opini terhadap Kepercayaan dan Kewenangan Kantor Pajak.
STS

TS

N

S

SS

42.

Saya mempercayai Kantor Pajak sepenuhnya.











43.

Saya mempercayai Kantor Pajak secara otomatis.











44.

Saya percaya pada Kantor Pajak karena pegawai-pegawainya
dapat memberikan penjelasan yang menyeluruh mengenai pajak.











45.

Saya percaya pada Kantor Pajak karena selalu berusaha
memberikan layanan yang lebih baik bagi wajib pajak.











46.

Kantor Pajak memproses urusan wajib pajak dengan cepat.











47.

Kantor Pajak memiliki kewenangan yang sah untuk memungut
pajak.











48.

Kantor Pajak berhak menyelidiki upaya penggelapan pajak.











49.

Menurut saya, Kantor Pajak berusaha menekan wajib pajak
melalui pemeriksaan pajak dan pengenaan sanksi.











50.

Menurut saya, Kantor Pajak selalu berusaha mencari kesalahan
pembayar pajak.











51.

Menurut saya, Kantor Pajak menghukum penggelap pajak dengan
berat.











Bagian D- Persepsi dan Opini terhadap Kepatuhan Pajak.

Silakan diteruskan kalimat ini:
Ketika saya membayar pajak, saya melakukannya . . .

STS

TS

N

S

SS

52.

. . secara sukarela.











53.

. . walaupun pemeriksaan pajak tidak ada.











54.

. . sebagai kewajiban saya sebagai warga negara.











55.

. . walaupun saya tahu bahwa sebagian orang lain tidak bayar pajak.











56.

. . karena merasa terpaksa.











57.

. . karena saya tahu bahwa saya akan diperiksa jika tidak bayar pajak.











58.

. . karena sanksi atas penggelapan pajak sangat besar.











59.

. . karena tidak menemukan bagaimana cara menghindari pajak.
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Bagian E- Latar Belakang Responden
a.

Umur saya:
Di bawah 20
20-29 
30-39
40-49
50-59
60 tahun atau lebih

b.

Jenis kelamin saya:
Laki-laki
Perempuan

c.

Status perkawinan saya:
Belum Menikah
Menikah
Janda/Duda/Bercerai

d.

e.

Tingkat pendidikan saya:
SD/Tidak Sekolah
SMP/SMA/SMK/MA
Diploma
Sarjana
Master atau PhD
Pekerjaan:
Pengusaha
Pegawai/Karyawan
Pengangguran
Pensiunan
Lainnya
(harap
dituliskan): --------------

f.

Suku: ---------------------------------------------

g.

Agama: ------------------------------------------

h.

Jumlah anak tanggungan
(di bawah 18 tahun): --------------------------

i.

Sumber utama penghasilan saya:
Gaji/Upah
Pendapatan dari usaha sendiri
Lainnya (harap dituliskan): ----------

j.

Penghasilan yang dilaporkan
Tahunan PPh 2016:
Kurang dari Rp60juta
Rp60juta-Rp99juta
Rp100juta-Rp199juta
Rp200juta-Rp299juta
di atas Rp300juta

k.

Dalam mengisi SPT Tahunan PPh 2016, saya:
mengisi sendiri.
mengisi sendiri dibantu oleh petugas pajak.
mengisi sendiri dibantu oleh kerabat/teman.
diisikan oleh konsultan pajak.

l.

Pengalaman saya dengan Kantor Pajak:
Belum pernah dihubungi oleh kantor pajak
Pernah dihubungi, tapi belum pernah
diperiksa
Pernah diperiksa tapi tidak dikenai sanksi
Pernah diperiksa dan dikenai sanksi

dalam

SPT

Terima kasih telah mengisi kuesioner ini
Dengan mengisi dan mengembalikan kuesioner, Bapak/Ibu memberi peneliti ijin dan persetujuan untuk menggunakan
jawaban Bapak/Ibu dalam penelitian ini.
Apabila Bapak/Ibu ingin menerima softcopy ringkasan hasil penelitian ini ketika telah dipublikasikan, silahkan mengisi alamat
email di bawah ini. Informasi ini akan dirahasiakan oleh peneliti.

Email: ________________________

Mohon kembalikan form ini kepada petugas survei untuk mengambil souvenir.
Untuk surveyor: Tanggal diterima____/____/____ Tanggal diperiksa____/____/____ Tanggal verifikasi____/____/____
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Appendix 5. Model Constructs and Measures

Constructs

Component
Measures

Perception
of Audit
Probabilities
(AUD)
Tax
Penalties
(PEN)
Tax
Knowledge
(KNO)

Attitudes
(ATT)
Norms
(NOR)

Distributive
Fairness (DF)
Procedural
Fairness (PF)

Retributive
Fairness (RF)

Perception
of
Corruption
(COR)
Tax
Complexity
(CX)

Trust in tax
authority
(TRUST

Implicit
Trust (ITR)

Item Measures

Codes

In my opinion, the chances of being audited (tax audit) are very high.
If there was a discrepancy in the annual tax return, it is likely that it would be
audited.
I believe the tax authority has limited capability to investigate all income reported
to them.*
Serious enforcement and penalty by the DGT may result if I do not comply.
In my opinion, if discrepancies were discovered during an audit, the penalties are
severe.
To my knowledge, individuals are subject to a single flat rate of income tax under
the current tax system.
As far as I am aware, non-compliant taxpayers can be imprisoned, if found guilty
of evading tax.
As far as I am aware, everyone who earns income sourced in this country is
taxable, regardless of whether that person is resident or not.
I would feel guilty if I understated my income in my tax return.
It would be financially beneficial for me to understate my income in my tax
return.*
There are many facilitates provided by the government that I should be thankful
for.
Many of my relatives, friends, and business partners understate their income in
their tax return.*
Leaders of this country (government and legislators) work for citizen prosperity.
Compared to the tax I pay I receive too few public provisions.*
The government spends a reasonable amount on welfare.
The tax Office treats all taxpayers equally.
The tax office considers my interest in making a tax decision.
The tax office applies similar tax to individuals with similar income levels.
The tax office applies low tax rates to low income individuals, and high tax rates
to high income individuals.
To be fair, the degree of punishment for evading tax should depend on the degree
of non-compliance.
I believe the initial late payment penalty on the unpaid tax, imposed on noncompliant taxpayers under the current tax system, is fair.
In general, the level of corruption in Indonesia is relatively high.
Big corruption among public servants (above Rp100 million) is high.
Unofficial tipping in administrative offices is high.
Big corruption among tax officers (above Rp100 million) is high.
Unofficial tipping in the tax office is high.
In my opinion, the calculation in tax returns is complicated.
Individual income tax rules are hard to understand.
Tax regulations often change.
Tax returns require excessive documents.
Tax returns require too detailed data.
In my opinion, tax return forms look simple.*
I trust the tax authority blindly.
I trust the tax authority automatically.
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AUD1
AUD2
AUD3AD
PEN1
PEN2
KNO1AD
KNO2AD
KNO3AD
ATT1
ATT2AD
NOR1
NOR2AD
NOR3
DF1AD
DF2
PF1
PF2
PF3
PF4
RF1
RF2
COR1
COR2
COR3
COR4
COR5
CX1
CX2
CX3
CX4
CX5
CX6AD
ITR1
ITR2

Power of tax
authority
(POWER)

Reasonbased Trust
(RBT)
Legitimate
Power
(LPW)
Coercive
Power
(CPW)

Voluntary
Compliance
(VC)
Enforced
Compliance
(EC)

Overall Tax
Compliance
(OC)

I trust the tax authority because it has motivated employees who give
comprehensive advice.
I trust the tax authority because it gives me competent service.
The tax authority ensures that concerns of taxpayers are processed efficiently and
fast.
The tax authority has the legal obligation to collect taxes.
The tax authority has the right to prosecute tax evasion.
In my opinion, the tax authority persecutes taxpayers with audits and fines.
In my opinion, the tax authority primarily aims to punish.
In my opinion, the tax authority severely punishes tax evaders.
I pay my taxes voluntarily
I would pay my taxes even if tax audits did not exist.
I pay my taxes because I regard it as my duty as a citizen.
I pay my taxes even though I know that others do not.
I pay my taxes because I feel forced.
I pay my taxes because I know that I will be audited.
I pay my taxes because the punishments for tax evasion are very severe.
I pay my taxes because I do not know exactly how to evade taxes without
attracting attention.
If I were Agus, the probability I report the tip in my tax return is…
If I were Agus, the amount of tip that I will report in my tax return is… from the
real amount.
If I were Ani, the probability I report the sales in my tax return is…
If I were Ani, the amount of sales that I will report in my tax return is… from the
real amount.

* The score has been reversed to reflect the interpretation of the study
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RBT1
RBT2
LPW1
LPW2
LPW3
CPW1
CPW2
CPW3
VC1
VC2
VC3
VC4
EC1
EC2
EC3
EC4
OC1
OC2
OC3
OC4

Appendix 6. Interview Questions (Tax Officer)

Tax Compliance and Its Factors
1. What is your role here at DGT?
2. What does tax compliance mean to you and the organisation?
3. What are the criteria of tax compliance? Is this standardised and agreed by all tax officers?
4. What factors affect tax compliance?
5. Why do you think taxpayers refuse to comply with tax regulations?
6. What do you think the tax office should do to encourage tax compliance?
Trust and Power
7. What is your opinion about taxpayers’ trust in DGT?
8. What factors do you think affect trust in the DGT? Any efforts to enhance trust?
9. How does trust in DGT influence tax compliance? Does it lead to voluntary compliance or
enforced compliance?
10. What is your opinion about the power of DGT on taxpayers’ compliance? Is the power strong
or weak?
11. What factors do you think affect the power of DGT?
12. How does the power of DGT influence tax compliance? Does it lead to voluntary compliance
or enforced compliance?
Policy to Enhance Tax Compliance
13. Can you describe for me voluntary and enforced tax compliance?
a. Do you think voluntary and/or enforced compliance lead to taxpayers’ overall
compliance?
b. Which one do you think is the focus of DGT at the moment? Why?
c. Which one do you think works best for tax compliance in Indonesia?
14. What policies is the DGT implementing or developing at the moment to increase tax
compliance?
15. Do you differentiate between policies to enhance voluntary compliance and policies to enforce
compliance?
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Appendix 7. Interview Questions (Taxpayer)

1. What is your impression of the tax office?
2. What are your views on DGT‘s treatment of taxpayers?
3. Do you trust the DGT to implement tax collection effectively and transparently?
4. What factors affect taxpayers’ trust towards the DGT?
5. Do you think the DGT has a strong power towards taxpayers? To punish or to persuade?
6. What factors influence the power of the DGT?
7. Do you think taxation in Indonesia is complex? Does this complexity affect your trust in the
DGT?
8. Will equal treatment from DGT towards taxpayers enhance your trust in the DGT?
9. Do appropriate penalties for tax evaders increase your trust in the DGT? Do you think penalties
imposed by the DGT show the power of DGT?
10. Will tax audit help to improve public trust in the DGT? Do you think tax audit shows the power
of DGT?
11. Does your trust in the DGT lead you to comply with tax more?
12. Does the power of the DGT towards taxpayers make you comply more?
13. Do you respond more to voluntary or enforced approaches to tax payments?
14. Will your current compliance (whether voluntary or enforced) make you comply in the future?
15. Do you have any other comments?
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Appendix 8. Participant Information Form (Survey)

Participant Information Form

Survey on the Perception of Trust and Power
in the Indonesian Tax Office
The aim of the research and participant selection
The research aims to understand how individual taxpayers’ perception of trust in and power of the tax
office affects their compliance behaviour. This research is a part of fulfilment of PhD study in Public
Administration at the University of Canberra. As an individual taxpayer, you have been randomly
selected to participate.
Survey procedure and the risk
If you willingly participate, you only need to fill in one survey questionnaire. The survey takes about 20
minutes to complete. Participation in the research is completely voluntary and participants may,
without any penalty, decline to take part or withdraw at any time without providing an explanation,
or refuse to answer a question.
Confidentiality and information disclosure
This is an anonymous survey. There is no personal information that will be exchanged with the Taxation
Office since the data gathered is aimed at research purposes only. Only the research team will have
access to the individual information provided by participants. Privacy and confidentiality will be
assured at all times. With your consent to participate on this survey, the research outcomes may be
presented at conferences and written up for publications. However, in all publications, the privacy and
confidentiality of individuals will be protected.
Rewards for participation
A souvenir in the form of a key ring will be provided as an appreciation for your participation. The
souvenir will be given once the survey completed.
Queries and Concerns
Queries or concerns regarding the research can be directed to me, Mardhiah, phone: +62813 1889
6989 (TBC, Indonesia) or +6140179 7734 (Australia), email: Mardhiah.Mardhiah@canberra.edu.au or
my supervisors Dr Riyana Miranti, phone: +61 2 62015319, email: Riyana.Miranti@canberra.edu.au or
Professor Mark Evans, phone: +61 2 6206 8622, email: mark.evans@canberra.edu.au.
You can also contact the University of Canberra’s Research Ethics & Integrity Unit, University of
Canberra, ACT 2601 AUSTRALIA. You can either contact Mr Hendryk Flaegel via phone 02 6201 5220,
Ms Maryanne Simpson via phone 02 6206 3916 or email humanethicscommittee@canberra.edu.au.
All queries and questions will be followed up.
Soft copy of summary of research results
A soft copy of a summary of the research results will provided to respondents who request this.
Consent for participation
By completing and returning the questionnaire, you give the researcher consent and agreement to use
your answers in the survey for the purpose of analysis of the research.
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Appendix 9. Participant Information Form (Interview)

Participant Information Form
Trust, Power, and Tax Compliance in Indonesia: Lessons Learned from Jakarta
Supervisors: Dr Riyana Miranti and Professor Mark Evans
Introduction
You are invited to participate in a research on trust in and power of tax authorities and their correlation
with tax compliance. This form informs you what the research is about and how your participation will
happen. By understanding the research process, you may decide to be involved or not in this study.
What is the aim of the research?
The research aims to identify factors affecting perception of trust in the tax authority and how this
perception affects tax compliance behavior among individual taxpayers. Your information may be
beneficial in decision-making processes by the tax authority and in enhancing tax compliance in
Indonesia. No personal information will be exchanged with the Taxation Office since the data gathered
is for research purposes only.
Why am I invited to participate?
If you are a tax officer, you probably have knowledge or information related to the topic. If you are a
taxpayer, your experience interacting with the tax authority will help gain understanding on the
research topic. Your information will be used to more deeply understand the results gained from the
survey conducted in this research, and also to find out issues the survey failed to capture.
Interview procedure and the risk
If you willingly participate, the interview will be conducted once. You may choose the place or method
of interview most convenient to you, whether through face-to-face interview, via phone, or Skype. The
interview will be conducted in the Indonesian language for about one hour. A tape recorder will be
used during the interview, otherwise I will make notes. Participation in the research is completely
voluntary and participants may, without any penalty, decline to take part or withdraw at any time
without providing an explanation, or refuse to answer a question.
Confidentiality and information disclosure
For this research, the researcher does not receive any information about you from the Tax Office and
the Tax Office cannot access your information in any way. Only the researcher and supervisors will
have access to the individual information provided by participants. Privacy and confidentiality will be
assured at all times. The research outcomes may be presented at conferences and written up for
publication. However, in all these publications, the privacy and confidentiality of individuals will be
protected. This research is a part of fulfilment of PhD study at the University of Canberra, thus the
results of the study can be accessed in the final thesis of the researcher.
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Anonymity and data storage
All reports and publications of the research will contain no information that can identify any individual
and all information will be kept in the strictest confidence. The information collected will be stored
securely on a password-protected computer throughout the project and then stored at the University
of Canberra for the required five-year period after which it will be destroyed according to university
protocols.
Rewards for participation
A souvenir will be provided for your participation. The souvenir will be given once the interview has
been conducted.
Ethics Committee Clearance
The project has been approved by the Human Research Ethics Committee of the University of Canberra
(HREC – 16-225).
Queries and Concerns
Queries or concerns regarding the research can be directed to us:

Researcher:
Mardhiah, phone: +62813 1889 6989 (TBC, Indonesia) or +6140179 7734 (Australia),
email: Mardhiah.Mardhiah@canberra.edu.au

Supervisors:
Dr Riyana Miranti, phone: +61 2 62015319, email: Riyana.Miranti@canberra.edu.au
Professor Mark Evans, phone: +61 2 6206 8622, email: mark.evans@canberra.edu.au

You can also contact the University of Canberra’s Research Ethics & Integrity Unit, University of
Canberra, ACT 2601 AUSTRALIA. You can either contact Mr Hendryk Flaegel via phone 02 6201 5220,
Ms Maryanne Simpson via phone 02 6206 3916 or email humanethicscommittee@canberra.edu.au.
If you would like some guidance on the questions you could ask about your participation please refer
to the Participants’ Guide located at http://www.canberra.edu.au/ucresearch/attachments/pdf/am/Agreeing-to-participate-in-research.pdf
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Appendix 10. Results of the Measurement Model

Figure A.10.1. Run the PLS Algorithm for Loadings and Weights (Initial)
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Figure A.10.2. Run the Bootstrapping for Loadings and Weights (Initial)
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Figure A.10.3. Run the PLS Algorithm for Loadings and Weights (Modified)
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Figure A.10.4. Run the Bootstrapping for Loadings and Weights (Modified)
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Appendix 11. Results of the Structural Model

Figure A.11.1. Run the PLS Algorithm for Path Coefficients
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Figure A.11.2. Run the Bootstrapping for Path Coefficient
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