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UNDERSTANDING THE COMPLIANCE BEHAVIOUR OF MALAYSIAN
INDIVIDUAL TAXPAYERS USING A MIXED METHOD APPROACH

ERN CHEN LOO, MARGARET MCKERCHAR AND ANN HANSFORD

This article reports on the findings of a mixed method study that was conducted to
investigate the impact of the introduction of self assessment on the compliance
behaviour of individual taxpayers in Malaysia. The likely impact of this change
was uncertain given inconclusive evidence in the literature on the effect of self
assessment on compliance behaviour. The findings revealed that the introduction
of self assessment had a positive influence on compliance behaviour. In
particular, acquiring tax knowledge had significant effects on compliance
behaviour. Taxpayers were found to be sensitive to tax audit and penalty. While
financial constraints were found to have a more direct and stronger influence on
the compliance behaviour of self-employed taxpayers, attitudes towards paying
tax appeared to only affect salary and wage earner taxpayers.

I INTRODUCTION

Self assessment for individual taxpayers was first introduced in Malaysia
for income derived in the 2004 year of assessment. Self assessment replaced the
former official assessment system and shifted responsibility to individual
taxpayers (both salary and wage earners and the self-employed) to file their
returns on time, to accurately report all relevant information as required by law, to
calculate their own tax liability and to pay any outstanding taxes by the due date.
The adoption of self assessment by tax administrations is increasingly a global
phenomenon and is evidenced in many jurisdictions including Australia, New
Zealand, Canada, United Kingdom, Pakistan and Bangladesh. It is generally
favoured as a means of reducing administration costs, improving voluntary
compliance rates and facilitating tax collections.1 However, for voluntary
compliance rates to be maximised, taxpayers need to have a positive attitude
towards taxation and to both understand, and be able to fulfil, their obligations.
To reap the benefits of self assessment, the revenue authority needs to understand
the compliance behaviour of its taxpayers. Further, the revenue authority needs to
have appropriate systems and strategies in place to support those taxpayers who
are willing to comply, to enforce compliance where taxpayers are less willing to
comply voluntarily, and to encourage taxpayers to have a positive attitude towards
paying taxes. Clearly, self assessment poses considerable challenges for both
taxpayers and the revenue authority.
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The purpose of this article is to present findings from a mixed method
study into the effect of the introduction of self assessment on the compliance
behaviour of individual taxpayers in Malaysia. The study was expected to
provide the Inland Revenue Board of Malaysia with a deeper understanding of the
compliance behaviour of its taxpayers and to identify strategies that could be
effective in improving the level of voluntary compliance. Further, the findings of
this study would have relevance to other jurisdictions, particularly where the
introduction of self assessment was under consideration.

The remainder of this article is set out in five parts. Following the
introduction, a review of the compliance literature is presented in section II and a
brief explanation of the research methodology is presented in section III. The
findings of the study and a general model for compliance by individual taxpayers
are presented in section IV. Conclusions, limitations of the study and areas for
further research are discussed in section V.

II LITERATURE REVIEW

A considerable body of literature exists on taxpayer compliance and the
factors thought to influence tax compliance behaviour have been investigated
using a diverse range of models. These include economic deterrence models as
first developed by Allingham and Sandmo;2 the sociological/psychological
models, particularly as developed by Ajzen and Fishbein3 and Ajzen4 as well as
by Lewis;5 and the expanded models as proposed by Fischer, Wartick and Mark,6

and Chan, Troutman and O’Bryan.7 However, the gap between theory and reality
still remains large.

Economic deterrence models assume that taxpayers are amoral rational
economic evaders who assess the likely costs and benefits of evasion behaviour.8

Based on this underlying assumption, these models generally predict that an
increase in perceived detection probability and/or penalties will result in greater
taxpayer compliance9 while an increase in the tax rate will result in reduced

2 M G Allingham and A Sandmo, ‘Income Tax Evasion: A Theoretical Analysis’ (1972) 1 Journal
of Public Economics 323.
3 I Ajzen and M Fishbein, ‘Attitude-Behaviour Relations: A Theoretical Analysis and Review of
Empirical Research’ (1977) 84(5) Psychology Bulletin 888; I Ajzen and M Fishbein,
Understanding Attitudes and Predicting Social Behaviour (1980).
4 I Ajzen, Attitudes, Personality and Behaviour (1988).
5 A Lewis, The Psychology of Taxation (1982).
6 C M Fischer, M Wartick and M Mark, ‘Detection Probability and Taxpayer Compliance: A
Literature Review’ (1992) 11 Journal of Accounting Literature 1.
7 C W Chan, C S Troutman, and D O'Bryan, ‘An Expanded Model of Taxpayer Compliance:
Empirical Evidence from the United States and Hong Kong’ (2000) 9(2) Journal of International
Accounting and Taxation 83.
8 S Klepper and D Nagin, ‘The Role of Tax Preparers in Tax Compliance’ (1989) 22 Policy
Sciences 167; J Hasseldine, ‘How Do Revenue Audits Affect Taxpayer Compliance?’ (1993)
July/August International Bureau of Fiscal Documentation 424.
9 C T Clotfelter, ‘Tax Evasion and Tax Rates: An Analysis of Individual Returns’ (1983) August
LXV(3) Review of Economics and Statistics 363; A D Witte and D F Woodbury, ‘The Effect of
Tax Law and Tax Administration on Tax Compliance: The Case of the U.S. Individual Income
Tax’ (1985) 38(1) National Tax Journal 1; J C Baldry, ‘Self Assessed Taxation in Australia: An
Appraisal of Changes in Enforcement Procedures’ (1999) March/April Chartered Secretary
Malaysia 12.
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compliance.10 However, while these models have provided valuable insights,
there have been conflicting findings. It has been argued that compliance cannot
be explained entirely by economic deterrence models11 because they fail to
incorporate other institutional realities.12 Furthermore, economic deterrence
models may be insufficient to guide tax administration policy given that they
ignore social norms and non-monetary factors.13

Literature from the disciplines of sociology, psychology and law has
consistently argued for a broader view of compliance behaviour. To enhance the
economic models of compliance, researchers needed to explore psychology, moral
and social influences on compliance behaviour and integrate these factors into
their models.14

The sociological/psychological models are premised on the belief that social
factors such as attitudes, level of education and knowledge appear to influence
behaviour.15 Lewis16 argued that attitudes are products of myth and
misperceptions and that any behaviour may represent a multiplicity of attitudes.
Further, Lewis argued misperceptions could be substituted by knowledge. The
importance of taxpayer attitudes in influencing compliance behaviour is also
supported by Song and Yarbrough.17 They found that taxpayers’ compliance was
determined by the overall legal environment (the legitimacy of the tax law), the
tax ethics of the citizen (understanding and acceptance of legal obligation) and
other factors (such as level of income, unemployment rate, tax rate) operating at a
particular time and place. Song and Yarbrough found that taxpayers with a higher
fiscal knowledge had higher tax ethics. This is supported by Eriksen and Fallan18

who found that low fiscal knowledge correlated with negative attitudes towards
taxation and that attitudes towards tax improved with better tax knowledge. In
contrast, Beron, Tauchen and Witte19 found compliance to be higher for taxpayers
who were less well educated and older, native born.

10 M M Ali, H W Cecil and J A Knoblett, ‘The Effects of Tax Rate and Enforcement Policies on
Taxpayer Compliance: A Study of Self-Employed Taxpayers’ (2001) 29(2) Atlantic Economic
Journal 186.
11 M J Graetz and L L Wilde, ‘The Economics of Tax Compliance: Fact and Fantasy’ (1985) 38(3)
National Tax Journal 55; C Silvani and K Baer, ‘Designing a Tax Administration Reform
Strategy: Experiences and Guidelines’ (1997) August Tax Notes International 375.
12 Fischer, Wartick and Mark, above n 6.
13 B R Jackson and V C Milliron, ‘Tax Compliance Research: Findings, Problems, and Prospects”’
(1986) 5 Journal of Accounting Literature 125; J A Roth, J T Scholz and A D Witte, Taxpayers
Compliance, 1: An Agenda for Research (1989); T J Casey and J T Scholz, ‘Beyond Deterrence:
Behavioural Decision Theory and Tax Compliance’ (1991) 25(4) Law and Society Review 821; D
D Bobek, R W Roberts and J T Sweeney ‘The Social Norms of Tax Compliance: Evidence from
Australia, Singapore and the United States’ (2007) 74 Journal of Business Ethics 49.
14 P A Hite, ‘A Positive Approach to Taxpayer Compliance’ (1989) 44(2) Public Finance 249; J
Andreoni, B Erard and J S Feinstein, ‘Tax Compliance’ (1998) 36(2) Journal of Economic
Literature 818.
15 C Coleman, ‘Changing Attitudes of Small Business Owners to the ATO in a Tax Reform
Environment’ (Paper presented at Australasian Tax Teachers’ Association Conference, Canberra,
6 February 1999).
16 Lewis, above n 5.
17 Y Song and T E Yarbrough, ‘Tax Ethics and Taxpayers Attitude: A Survey’ (1978) 38 Public
Administration Review 435.
18 K Eriksen and L Fallan, ‘Tax Knowledge and Attitudes Towards Taxation: A Report on a
Quasi-Experiment’ (1996) 17(3) Journal of Economic Psychology 387.
19 K L Beron, H V Tauchen and A D Witte, ‘A Structural Equation Model for Tax Compliance and
Auditing’ (Working Paper No 2556, National Bureau of Economic Research, 1988).
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Whilst attitudes and education do appear to be key factors in influencing
compliance behaviour, research findings have revealed mixed and inconsistent
evidence. A compelling explanation for this is that there are many factors at play
at any point in time and understanding how they influence human behaviour is
extremely difficult, particularly when seeking to make generalisations about the
broader population. Jackson and Milliron20 used a meta-analysis to analyse the
existing compliance literature from which they identified fourteen factors (age,
gender, education, income level, income source, occupation, peer influence,
ethics, fairness, complexity, revenue authority contact, probability of detection,
sanction and tax rate) that to some extent did influence the compliance behaviour
of taxpayers. There are many studies focused on various combinations of these
factors.21 Further, more recently factors such as satisfaction with government;22

financial position;23 willingness and opportunity;24 and taxpaying culture25 have
emerged as influencing compliance behaviour.

This continued interest in compliance behaviour has led to further
refinement of the economic and psychological-sociological models into the
expanded models which integrate all known variables be they economic,
psychological or sociological.26 However, given the multitude of variables at
play, it appears that even in the case of the expanded models, focusing on a
limited number of variables and/or relationships and studying them in depth
and/or at a point in time offers the best potential for gaining a better understanding
of how taxpayers make their compliance decisions.

There appeared to be a gap in the literature on the impact of self
assessment on compliance behaviour, thus its introduction in Malaysia afforded a
unique research opportunity. In the context of Malaysian taxpayers, it was
expected that self assessment would affect individual taxpayers more than other
category of taxpayers, such as companies and other incorporated entities.27

Accordingly, individual taxpayers were identified as the subjects for this research.
A prior study conducted with Malaysian students found that a relationship existed

20 Jackson and Milliron, above n 13.
21 See for example: G Schmölders, ‘Survey Research in Public Finance-A Behavioural Approach
to Fiscal Theory’ (1970) 25 Public Finance 300; Roth, Scholz and Witte, above n 5; C M
Ritsema, D W Thomas and G D Ferrier, ‘Economic and Behavioural Determinants of Tax
Compliance: Evidence form the 1997 Arkansas Tax Penalty Amnesty Program’ (Paper presented
at the IRS Research Conference, Washington, 10-11 June 2003); M McKerchar, Complexity,
Fairness and Compliance: A Study of Personal Income Taxpayers in Australia (2003); J Kasipillai
and A J Hijattulah, ‘Gender and Ethnicity Differences in Tax Compliance’ (2006) 11(2) Asian
Academy of Management Journal, 73.
22 K W Smith and L J Stalans, ‘Encouraging Tax Compliance with Positive Incentives: A
Conceptual Framework and Research Directions’ (1991) 13(1) Law & Policy 35; R Oberholzer,
‘Attitudes of South African Taxpayers Towards Taxation: A Pilot Study’ (2008) 7(1) Accountancy
Business and the Public Interest 44.
23 Ritsema, Thomas and Ferrier, above n 21.
24 I G Wallschutzky, ‘Taxpayer Decision Making: To Comply or Not to Comply? That is the
Question’ (Paper presented at Australasian Tax Teachers’ Association Conference, 1990).
25 B Torgler, ‘Speaking to Theorists and Searching for Facts: Tax Morale and Tax Compliance in
Experiments’ (2002) 16(5) Journal of Economic Surveys 657.
26 Fischer, Wartick and Mark, above n 6; Chan, Troutman and O'Bryan, above n 7.
27 E C Loo and J K Ho ‘Self Assessment for Salaried Taxpayers: Taxpayers’ Land Mine, Tax
Agents’ Gold Mine and Inland Revenue Board of Malaysia’s Not Mine’ (Paper presented at
National Conference on Accounting and Finance, Putrajaya, 23-24 August 2004).
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between education and tax compliance.28 However, the extent to which these
findings could be generalised to individual taxpayers was unknown. Hence the
overarching objective of this research was to gain further insights into the
influence of the introduction of self assessment (and in accordance with the
expanded model approach, other possible causes) on the compliance behaviour of
individual taxpayers in Malaysia. Based on the literature, five main categories of
causes (namely the assessment system, tax knowledge, tax structure features,
financial constraints and attitude towards tax) were identified, and together with
the main cause (that is, self assessment) and one outcome (compliance behaviour),
formed the focus of the research.

For the purposes of this study, each of these causes needs brief explanation
in the context of Malaysia. ‘Assessment system’ refers to the change from the
official assessment system to self assessment from 2001 for companies and from
2004 for other taxpayers. ‘Tax knowledge’ refers to a taxpayer’s ability to
correctly report his or her taxable income, claim relief and rebates, and compute
tax liability. ‘Tax structure’ takes into consideration of tax rates, probability of
audit and the penalty regime. ‘Financial constraints’ includes the level of income
and number of dependants. ‘Attitudes towards tax’ refers to a taxpayer’s
confidence in handling his or her tax affairs; attitude towards the tax system and
the tax administration.

In terms of compliance behaviour, a compliant taxpayer is one who
submits or files his or her return within the stipulated deadlines, truthfully and
accurately reports all relevant information pertaining to his or her tax liabilities
and in accordance with the tax law, and pays the taxes due without the need for
further enforcement by the tax agency.29 A non-compliant taxpayer is one that
fails to meet one or more of these obligations, either intentionally or
unintentionally.30

III METHODOLOGY

Given the scope of the research problem, it was felt that a single research
paradigm would be insufficient to address the objective of this research. Thus a
mixed method design using both the quantitative and qualitative paradigms was
adopted. A mixed method design uses the advantages of both the quantitative and
qualitative paradigms, allowing the researcher to work back and for between
inductive and deductive models of thinking and reduces the bias inherent in a
single method.31 A mixed method design is recognised as a superior approach and
capable of providing more comprehensive answers than a single method design.32

28 J Kasipillai, N Aripin and N A Amran, ‘The Influence of Education on Tax Avoidance and Tax
Evasion’ (2003) 1(2) e-Journal of Tax Research 134.
29 J Alm, ‘A Perspective on the Experimental Analysis of Taxpayer Reporting’ (1991), 66(3)
Accounting Review 577; V Singh ‘Malaysian Taxation – Administrative and Technical Aspects’
(2003).
30 M McKerchar, ‘The Effects of Complexity on Unintentional Non-compliance for Personal
Taxpayers in Australia’ (2002) 1 Australian Tax Forum 3.
31 J W Creswell Research Design- Qualitative, Quantitative and Mixed Methods Approach (2nd ed,
2003).
32 N K Denzin and Y S Lincoln (eds), Handbook of Qualitative Research (2nd ed, 2000); W L
Neuman, Social Research Methods, Qualitative and Quantitative Approaches (5th ed, 2003).
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Two quantitative strategies of inquiry (a survey and an experiment) and
one qualitative strategy of inquiry (a case study) were implemented concurrently
in three phases between November 2004 and July 2005. The findings of the three
strategies can be consolidated and triangulated using cross-method analysis and
this is essential so that the research problem and its questions can be addressed in
their entirety, thus the focus in this paper is on the overall analysis and findings of
the research as a whole.

The survey entailed a repeated cross-sectional design which was
conducted both before and after the filing of tax returns at the time self assessment
was first introduced. Broadly, the survey included tax factors (assessment system,
tax structure, tax knowledge and attitude towards tax) and non-tax factors (those
related to financial constraints such as marital status, number of dependents and
income level) as determinants of individual taxpayers’ compliance behaviour (see
Table 1).
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Table 1: Descriptions of the components of factors
Factors Descriptions

Assessment
system

Implications of the change of assessment system on the responsibility of Inland
Revenue Board and taxpayers

AS1 Reduced responsibility of Inland Revenue Board
AS2 Increased responsibility of taxpayers

Tax
knowledge

Tax knowledge of respondents in relation to joint assessment, S46 relief, child
relief, rebates and some issues on tax returns

TK1 Understanding of joint assessment and S46 relief and rebates
TK2 Disabled child relief and others, principally S46 relief
TK3 Child relief
TK4 Understanding of a joint assessment, rebates and tax computation
TK5 Knowledge on extension (of deadline) and deduction
TK6 Relief for unmarried child, education fees, rebate on levy and deduction

Tax structure Penalty and tax audit
TS1 Penalty for failure to file tax returns or for filing fraudulent tax returns
TS2 Strict enforcement and heavy penalty
TS3 Tax audit

Financial
constraints

Financial situation of taxpayers in terms of marital status, income levels,
number of dependents and use of tax agents

FC1 Family commitment (Marital status and dependents)
FC2 Level of income and use of services of tax agent

Attitude
towards tax

Attitude of taxpayer towards tax in terms perception on the tax administration,
benefits gain from taxes paid and level of confidence in handling tax matters

AP1 Principally on issue related to tax administration, moral/ethical obligations
AP2 Level of confidence in handling tax
AP3 Understanding of tax law, moral/ethical obligations, transparency of tax

administration, fair share gained
AP4 Perception on Inland Revenue Board officers and fair share of tax revenue

Tax
knowledge

Knowledge on business deduction and receipts for self employed

KB1 Expenses incurred on staff welfare, entertainment and fire insurance premium;
and depreciation

KB2 Expenses incurred on interest, staff welfare and entertainment
KB3 Expenses incurred on interest, staff welfare, entrance fees and free gift; and

capital allowances
KB4 Expenses incurred on interest, free gift; capital allowances and

receipts/compensation from disposal of assets
KB5 Receipts/compensation from disposal of assets
KB6 Private expense and donation
KB7 Depreciation and dual purpose expenses

The non-tax factors also included the demographics of the individual
taxpayers (such as gender, level of education, occupation, age and ethnic group)
that may have mediating effects on the determinants of compliance behaviour.
The survey (in both Malay and English languages) was distributed by mail to
randomly selected (using local telephone directories) salary and wage earners and
the self-employed. A covering letter was included that described the nature of the
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survey, guaranteed complete anonymity, and emphasised that the survey was not
conducted by or on behalf of the Inland Revenue Board of Malaysia. Of the 6,000
surveys randomly distributed, 800 usable responses were received. While the
response rate was lower than expected, it was considered sufficient for statistical
analysis to be undertaken.33 An ordinal stepwise logistic regression analysis with
logit function (as in generalised linear model techniques) was utilised to analyse
the relationship between the dependent variables (reporting compliance) and the
independent variables (tax and non-tax factors).

A quasi-experimental research approach known as ‘one group pre-test
post-test’ design was used for the experiment in which four hypotheses were
tested.34 Two main groups of undergraduate students (125 in total) were chosen
to participate in the experiment, using two different simulation packages. In
addition to the simulation package provided, participants were informed of the
possibility of being audited and the respective penalties imposed. For the purpose
of this research the two different groups were taken to represent the two main
target groups of individual taxpayers (that is, salary and wage earners and the self-
employed). Given the lack of an appropriate control group, the only comparison
available would be the pre-test and the post-test within the same group. In order
to investigate the interactions between the variables (namely the pre-test score,
audit rate, penalty rate and the effects of lessons on tax knowledge on the post-test
score of participants), ANOVA was used.

A common shortcoming of much tax compliance research is that it is
generally based on self-reported, simulated or hypothetical behaviour. To address
this shortcoming, a case study was designed and conducted with seventy four
participants. The case study was based on the model developed by Yin35 where
individual cases (comprised of in depth interviews, inspection of records, and in
situ observations by the researcher) are repeated and analysed for emerging
patterns that will allow theories to be developed. This method is considered best
able to explain the causal links in real life interventions that are too complex for
survey or experimental design.36 This strategy provided indications of the
influence of self assessment based on actual behaviour as close as possible to the
time of occurrence, judged objectively based on a wider range of information
obtained (that is, the examination of the actual tax returns, taxpayers’ records and
documents as well as the systematic interviewing of taxpayers).37 Pattern
matching logic was employed to compare an empirically based pattern with a
predicted one as well as identifying other possible causes that emerged from the
data collected. The findings of the three research methods (namely a survey, an
experiment and case study) above were consolidated and triangulated using a
cross-method analysis.

33 E C Loo, M McKerchar and A Hansford, ‘The Effect of the Introduction of Self Assessment on
Tax Knowledge of Individual Taxpayers in Malaysia: Survey Findings’ (Paper presented at
Accounting Studies International Conference 2007, Kuala Lumpur, 30-31 October 2007).
34 E C Loo, ‘Tax Knowledge, Tax Structure and Compliance: A Report on a Quasi-Experiment’
(2006) 12(2) New Zealand Journal of Taxation Law and Policy 117.
35 R K Yin, Case Study Research-Design and Methods (1989).
36 Ibid.
37 E C Loo, ‘A Qualitative Case Study on the Impact of Self Assessment on Individual Taxpayers
in Malaysia’ (Paper presented at the Asian Academic Accounting Association Conference,
Sydney, 17-20 September 2006).
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IV FINDINGS

The key findings that emerged from the research were in respect of the
impact of tax knowledge on compliance behaviour; the effect of penalties on
compliance behaviour; the impact of financial constraints on compliance
behaviour; the impact of taxpayers’ attitude on compliance behaviour; and finally,
the impact that the interaction of the various influences had on compliance
behaviour. Discussion on each of these findings follows.

A The Effect of Self Assessment on Taxpayers’ Understanding and Tax
Knowledge

The introduction of self assessment led to improvements in individual
taxpayers’ understanding of the current assessment system and in their tax
knowledge, and these improvements had had a positive influence on their
compliance behaviour. For example, the subjects in the case study disclosed that
they were more careful in filling in their tax returns to ensure accuracy and to
avoid being penalised unnecessarily for unintentional errors or unintentional non-
compliance.

The impact of the introduction of self assessment on compliance behaviour
was closely linked to the level of tax knowledge that a taxpayer acquired. The
findings of the experiment (see Tables 2, 3 and 4) and the case study showed that
the lack of tax knowledge did cause numerous errors in the tax returns furnished
by those who prepared their own. These errors resulted in unintentional non-
compliance. Similarly, ignorance of certain exemptions and deductions available
had resulted in over compliance that obviously favoured the tax authority. Other
than for a few exceptions, generally the subjects in the case study exhibited
commitments to comply with the income tax law if furnished with adequate tax
knowledge. Likewise, the outcomes of this research (specifically, the experiment)
also suggested that taxpayers would have better reporting compliance when they
had better tax knowledge. However, it must be acknowledged that for some
taxpayers, having more tax knowledge could enable them to exercise better tax
planning in terms of tax avoidance and some might even venture into the domain
of tax evasion.
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Table 2: Analysis of variance with four factor interaction - salary and wage
earners, and self employed

Source of variation d.f. s.s m.s F p-value
Variate: Score
Test 1 88175.65 88175.65 1699.27 <0.001**
Audit rate 1 466.22 466.22 8.98 0.003**
Penalty rate 1 977.88 977.88 18.85 <0.001**
Tax rate 2 1870.94 935.47 18.03 <0.001**
Category x test x audit rate 1 254.94 254.94 4.91 0.028*
Category x test x penalty rate 1 14.66 14.66 0.28 0.596
Category x audit rate x penalty rate 1 164.81 164.81 3.18 0.076
Test x audit rate x penalty rate 1 91.10 91.10 1.76 0.187
Category x test x tax rate 2 783.25 391.63 7.55 <0.001**
Category x audit rate x tax rate 2 567.49 283.74 5.47 0.005**
Test x audit rate x tax rate 2 315.26 157.63 3.04 0.050*
Category x penalty rate x tax rate 2 436.69 218.35 4.21 0.016*
Test x penalty rate x tax rate 2 106.04 53.02 1.02 0.362
Audit rate x penalty rate x tax rate 2 397.93 198.96 3.83 0.023*

** Significant at 0.01 levels, *Significant at 0.05 levels

Table 3: Analysis of variance with two-factor interaction for salary and wage
earners

Source of variation d.f. s.s m.s F p-value
Variate: Score
Test x audit rate 1 91.39 91.39 0.94 0.332
Test x penalty rate 1 433.16 433.16 4.47 0.036*
Audit rate x penalty rate 1 213.23 213.23 2.20 0.139
Test x tax rate 2 280.77 140.39 1.45 0.237
Audit rate x tax rate 2 1203.68 601.84 6.21 0.002*
Penalty rate x tax rate 2 190.65 95.32 0.98 0.375

*Significant at 0.05 levels

Table 4: Analysis of variance with four factor interaction for the self
employed

Source of variation d.f. s.s m.s F p-value
Variate: Score
Test x audit rate x penalty rate 1 9.57 9.57 0.40 0.528
Test x audit rate x tax rate 2 19.44 9.72 0.41 0.667
Test x penalty rate x tax rate 2 277.08 138.54 5.80 0.004*
Audit rate x penalty rate x tax rate 2 618.41 309.20 12.95 <0.001*

*Significant at 0.05 levels

Regardless of the type of compliance behaviour, the effect of tax
knowledge on individual taxpayers’ compliance behaviour remained robust and
prevalent. As such, the findings of this research had contributed new evidence to
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the existing literature38 in finding the existence of a positive relationship between
tax knowledge and tax compliance.

B The Effect of Penalties on Compliance Behaviour

This research also revealed information concerning taxpayers’ reactions to
the enforcement strategies currently used by the Inland Revenue Board of
Malaysia, particularly in respect of tax audit and penalty. To a certain extent,
these two enforcement strategies could be effective deterrence tools (see
Appendix, Table 5 and Tables 2, 3 and 4, above). For instance, evidence gathered
from the subjects of the case study revealed that fear of being tax audited and of
being penalised had indirectly influenced the subjects’ decisions to comply with
the tax law. Even though there were expressions of dissatisfaction among the
subjects within both the higher and the lower tax brackets, fear of the possibility
of being tax audited and of the imposition of penalty had led some subjects to be
over cautious and over comply. However, it needs to be noted that not all
taxpayers were alike in terms of how tax audit or penalty affected their
compliance behaviour, particularly those who were salary and wage earners (see
Table 6). For the salary and wage earners (of whom withholding tax was imposed
on their employment income), tax audit was a less effective tool, as the majority
of these subjects confessed that they were keen to file their returns in order to get
the refund of their over withheld taxes. Nevertheless, the findings of this research
have added to the body of evidence39 that economic models do have significance
in contributing to the understanding of tax compliance behaviour in real world
settings.

38 Fischer, Wartick and Mark, above n 6; A L Christensen, S G Weihrich and M D G Newman,
‘The Impact of Education on Perceptions of Tax Fairness’ (1994) 6 Advance in Taxation 63; J
Kasipillai et al, ‘Are Malaysian Taxpayers Prepared For the Self Assessment System?’ (1999)
September Tax National 9; Chan, Troutman and O'Bryan, above n 7; N Saad, M Mansor and I
Ibrahim, ‘The Self-Assessment and its Compliance Costs’ (Paper presented at SEMAAC 2003
Research Proceeding: Issues and Challenges Confronting the Accounting Profession Today,
Kangar, Malaysia, 8-10 December 2003); E Groenland and G VanVeldhoven, ‘Tax Evasion
Behaviour: A Psychological Framework’ (1983) 3 Journal of Economic Psychology 129.
39 See for example N Friedland, S Maital and A Rutenberg, ‘A Simulation Study of Income Tax
Behaviour” (1978) 10 Journal Public Economics 107.
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Table 5: Factors associated with reporting of taxable income - salary and
wage earners, and self employed

Estimates of parameters and accumulated analysis of deviance

mean deviance Approx
Parameter d.f. estimate s.e. t t pr. deviance ratio chi pr
Cut-point
0/1

1.09 1.13 0.96 0.335

Cut-point
1/2

3.79 1.15 3.31 <.001

TK4 1 0.1449
0.0706

2.05 0.040* 29.342 29.34
<.001***

TS1 1 0.0659
0.0318

2.07 0.039* 9.638 9.64 0.002**

A4 3 3.681 3.68 0.011*
A4 2 -0.669 0.238 -

2.81 0.005**
A4 3 -0.050 0.258 -

0.19
0.846

A4 4 -0.997 0.437 -
2.28

0.022*

A2 1 5.455 5.45 0.020*
A2 2 0.957 0.420 2.28 0.023*
TK1 1 0.0501

0.0328
1.53 0.126 3.470 3.47 0.062^

A14 4 2.022 2.02 0.088^
A14 2 0.017 0.640 0.03 0.978
A14 3 0.511 0.616 0.83 0.407
A14 4 0.647 0.637 1.02 0.310
A14 5 1.316 0.844 1.56 0.119
AP4 1 -0.1602

0.0666
-

2.41
0.016* 3.536 3.54 0.060^

AP3 1 0.1043
0.0608

1.72 0.086^ 2.639 2.64 0.104

A1 1 1.964 1.96 0.161
A1 2 -0.251 0.191 -

1.31
0.190

AP2 1 -0.0213
0.0158

-
1.35

0.177 1.341 1.34 0.247

TK5 1 0.0678
0.0594

1.14 0.253 1.259 1.26 0.262

Residual 451 1.779
Total 467 1.885
Significant level: ***p<0.001, **p<0.01, *p<0.05, ^p<0.10
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Parameters for factors are differences compared with the reference level:
Factor Reference level

A4 (Age) 1 (21 -30 years)
A2 (Language Proficiency) 1 (Malay Language & English)
A14 (Levels of Tax Knowledge
Rated )

1 (Extremely Good)

A1 (Gender) 1 (Male)

Table 6: Factors associated with reporting of taxable income – salary and
wage earners

Estimates of parameters and accumulated analysis of deviance

mean deviance approx
Parameter d.f. estimate s.e. t t pr. deviance ratio chi pr

Cut-point
0/1

-0.04 1.24 -
0.04

0.972

Cut-point
1/2

2.84 1.26 2.26 0.024

TK4 1 0.2032 0.0873 2.33 0.020* 21.155 21.16 <.001***
AP4 1 -0.2072 0.0817 -

2.53
0.011* 5.153 5.15 0.023*

AP2 1 -0.0403 0.0194 -
2.08

0.037* 4.526 4.53 0.033*

A9 1 2.874 2.87 0.090^
A9 2 0.314 0.246 1.28 0.202
TK6 1 0.1178 0.0863 1.36 0.173 1.736 1.74 0.188
A4 3 1.953 1.95 0.119
A4 2 -0.655 0.285 -

2.30
0.021*

A4 3 -0.176 0.314 -
0.56

0.575

A4 4 -0.670 0.555 -
1.21

0.227

AP3 1 0.1092 0.0761 1.44 0.151 1.388 1.39 0.239
TS1 1 0.0552 0.0399 1.38 0.166 1.755 1.76 0.185
A2 1 1.644 1.64 0.200
A2 2 0.724 0.586 1.24 0.216
Residual 303 1.756
Total 314 1.841
Significant level: ***p<0.001, **p<0.01, *p<0.05, ^p<0.10

Parameters for factors are differences compared with the reference level:
Factor Reference level

A9 (Sector of
Employment)

1 (Public Sector)

A4 (Age) 1 (21 -30 years)
A2 (Language
Proficiency)

1 (Malay Language &
English)
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C The Effect of Financial Constraints on Compliance Behaviour

It appeared that financial constraints had little effect on individual
taxpayers’ compliance behaviour. This is to be expected given that the research
found that financial constraints were not a main concern among individual
taxpayers in Malaysia, particularly in respect of salary and wage earners. Further,
with the relatively low tax rates imposed on individual taxpayers as compared to
some other countries (such as those in Australia and New Zealand), coupled with
relief and rebates available, it was apparent from the case study that individual
taxpayers could be paying very minimal tax (or even having zero tax liability).
Financial constraints were found to have more direct and strong influence on the
compliance behaviour of Malaysian individual taxpayers who were self-employed
(see Table 7). This finding provided clearer evidence that financial constraints
did have different effects on different categories of taxpayers rather than on all
taxpayers as a whole and is consistent with the literature.40

40 J Vogel, ‘Taxation and Public Opinion in Sweden: An interpretation of Recent Survey Data’
(1974) 27 National Tax Journal 499; K E Wärneryd and B Walerud, ‘Taxes and Economic
Behaviour: Some Interview Data on Tax Evasion in Sweden’ (1982) 2 Journal of Economic
Psychology 187; Clotfelter, above n 9; A D Witte and D F Woodbury, ‘What We Know About the
Factors Affecting Compliance With the Tax Laws’ (1983) Income Tax Compliance: A Report of
the ABA Section of Taxation Invitational Conference on Income Tax Compliance Proceedings 133;
Witte and Woodbury, above n 9; J Alm, B.R. Jackson and M McKee, ‘Estimating the
Determinants of Taxpayer Compliance with Experimental Data’ (1992) 45(1) National Tax
Journal 107; J C Young ‘Factors Associated With Non-Compliance: Evidence From the Michigan
Tax Amnesty Program’ (1994) 16(2) Journal of American Taxation Association 82; C Roy-
Chowdhury, Is the Tax System Too Complex? (2003) BBC News
<http://www.newsvote.bbc.co.uk> at 1 November 2004; R Mottiakanvandar, H Haron and J
Kasipillai, “Level of Tax Compliance Among Small Business Entrepreneurs: An Examination of
Their Demographic Profile” (2004), Accountants Today March, 34-37 and April 36-39.
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Table 7: Factors associated with reporting of taxable income - self employed

Estimates of parameters and accumulated analysis of deviance

mean deviance approx
Parameter d.f. estimate s.e. t t pr. deviance ratio chi pr
Cut-point
0/1

6.40 2.82
2.27

0.023

Cut-point ½ 9.73 2.93
3.32

<.001

TS1 1 0.2453
0.0714 3.44

<.001*** 13.509 13.51
<.001***

KB4 1 0.437 0.121
3.62

<.001*** 8.892 8.89 0.003**

A2 1 3.420 3.42 0.064^
A2 2 1.805 0.914

1.97
0.048*

A4 3 2.319 2.32 0.073^
A4 2 -0.902 0.569 -

1.59
0.113

A4 3 0.523 0.687
0.76

0.447

A4 4 -2.73 1.07 -
2.56

0.011*

KB6 1 0.449 0.147
3.04

0.002** 3.308 3.31 0.069^

A11 5 2.233 2.23 0.048*
A11 2 -0.87 1.18 -

0.74
0.459

A11 3 0.836 0.860
0.97

0.331

A11 4 -1.493 0.685 -
2.18

0.029*

A11 5 -1.446 0.821 -
1.76

0.078^

A11 6 0.621 0.567
1.10

0.273

TK5 1 0.474 0.146
3.25

0.001** 2.381 2.38 0.123

A5 3 2.275 2.28 0.078^
A5 2 -1.010 0.561 -

1.80
0.072^

A5 3 -0.196 0.962 -
0.20

0.838

A5 4 -10.8 19.3 -
0.56

0.576

A6 3 2.533 2.53 0.055^
A6 2 -0.359 0.789 -

0.45
0.650

A6 3 -2.003 0.689 -
2.91

0.004**
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mean deviance approx
Parameter d.f. estimate s.e. t t pr. deviance ratio chi pr
A6 4 -1.73 1.07 -

1.61
0.107

FC2 1 -0.409 0.203 -
2.02

0.044* 3.970 3.97 0.046*

KB7 1 0.335 0.205
1.63

0.102 4.129 4.13 0.042*

KB5 1 -0.169 0.103 -
1.65

0.100 2.616 2.62 0.106

AP2 1 -0.0360
0.0303

-
1.19

0.236 2.485 2.48 0.115

AS1 1 -0.1285
0.0737

-
1.74

0.081^ 2.103 2.10 0.147

A14 4 1.726 1.73 0.141
A14 2 -0.34 1.60 -

0.21
0.832

A14 3 1.12 1.56
0.72

0.470

A14 4 0.68 1.60
0.42

0.674

A14 5 2.42 2.32
1.04

0.298

Residual
105

1.752

Total
133

2.032

Significant level: ***p<0.001, **p<0.01, *p<0.05, ^p<0.10

Parameters for factors are differences compared with the reference level:
Factor Reference level

A2 (Language Proficiency) 1 (Malay Language &
English)

A4 (Age) 1 (21 -30 years)
A11 (Types of Business) 1 (Trading)
A5 (Ethnicity) 1 (Malay)
A6 (Levels of Education) 1 (School)
A14 (Levels of Tax Knowledge
Rated )

1 (Extremely Good)

D The Effect of Taxpayer Attitudes on Compliance Behaviour

In terms of attitudes towards tax, two findings emerged from the survey
(see Table 5 above) and the case study. Taxpayers’ attitudes, in terms of their
confidence in handling their tax affairs, did have a positive impact on their
behaviour. However, taxpayers’ attitudes towards the tax system, the tax
administration and the Inland Revenue Board of Malaysia’s officers’ roles, had a
negative impact on their decision to comply. In this context, the findings of this
research are consistent with other studies which have found that taxpayers with
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more favourable attitudes towards the tax system would be more compliant.41 In
contrast to the differential effect of financial constraints, these findings in respect
of taxpayers’ attitudes applied to individual taxpayers as a whole.

E Interaction between the Various Influences Affecting Compliance Behaviour

The outcomes of the mixed method study did provide evidence about the
relationships between the five categories of causes and individual taxpayers’
compliance behaviour. The statistical correlation analysis derived from the post
self assessment survey data did indicate that although no strong relationships
existed among the five categories of causes, there were nevertheless some
relationships ranging from weak (r=.10 to.29 or -.10 to -.29) to moderate (r=.30
to.49 or -.30 to -.49). The correlation results (see Table 8) showed that attitude
towards tax was significantly and negatively correlated with financial constraints
and tax knowledge, but significantly and positively correlated with the assessment
system. In addition, tax knowledge had highly significant positive correlation
with tax structure features. The relationship between these two causes (that is, tax
knowledge and tax structure features) was further evidenced by the interactive
effects arising from the outcomes of the experiment in which participants showed
improvement in their reporting compliance when tax structure features
(particularly audit and penalty) interacted with tax knowledge.

Table 8: Correlation of factors and moderating variables

AS AP TS FC TK
Assessment system AS 1
Attitudes towards tax AP .108* 1
Tax structure features TS .088 -.042 1
Financial constraints FC -.086 -.121** .004 1
Tax knowledge TK .019 -.331*** .258*** -.079 1
Gender A1 .088 .001 .046 .058 -.022
Language proficiency A2 -.046 -.032 -.045 -.075 .054
Age A4 .019 .066 -.013 .038 -.086
Ethnicity A5 -.006 -.002 .014 -.181** .058
Level of education A6 -.051 .088 -.011 -.111* -.043
Category A8 .039 -.059 .025 -.117* .087
Level of tax knowledge rated A14 .024 -.271*** .146** .049 .173***

* significant at 0.05 level ** significant at 0.01 level *** significant at 0.001 level

The results of this research also revealed that, in the case of individual
taxpayers in Malaysia, the imposition of tax structure features (namely audit and
penalty) would have a positive impact on their attitudes and responsibilities
towards tax and on their tax knowledge. It is implied that as a result of the
introduction of self assessment, taxpayers would assume more responsibilities for
their own tax affairs in order to avoid being penalised for failure to file tax returns
or for the filing of erroneous tax returns. To discharge these responsibilities,
taxpayers would try to acquire more or improve their tax knowledge. As a result
of the improvement in their tax knowledge, their attitudes towards tax in terms of

41 Chan, Troutman and O'Bryan, above n 7; V U Trivedi, M Shehata and S Mestelman ‘Attitudes,
Incentives Tax Compliance’ (2005) 53(1) Canadian Tax Journal 29.



Journal of the Australasian Tax Teachers Association 2009 Vol.4 No.1

198

confidence in handling their own tax affairs would eventually show positive
improvement.

Further, the participants in the experiment also showed improvement in
reporting compliance after having acquired better tax knowledge. In this context,
the Malaysian individual taxpayers’ compliance behaviour is consistent with the
contention of the general economic deterrence theory, that taxpayers would weigh
the costs and benefits before making any decision as to whether or not to comply.

However, the findings of this research (from survey and case study) did
reveal that increases in taxpayers’ tax knowledge would have a negative impact
on some taxpayers’ attitudes towards the tax administration and on their
perceptions of the Inland Revenue Board of Malaysia officers’ roles as well as on
their perceptions of the fairness of the tax system. This is further evidenced by
the respondents’ self-rated level of tax knowledge which was found to have a
significant negative (r=-.271) relationship with their attitudes towards tax. Survey
respondents with higher self-rated levels of tax knowledge did exhibit better tax
knowledge, but the negative correlation also indicated significant negative impact
on their attitudes towards tax. In this respect, enhancement of tax knowledge did
not necessarily enhance some respondents’ attitudes towards taxation.

This aspect of the research findings appeared to contradict the general
contention of some other studies which found that having better tax knowledge
would improve a taxpayer’s attitude towards taxation.42 However, a study by Tan
and Chan43 found that increased tax knowledge did not have significant impact on
the perceptions of fairness and tax compliance attitudes.

In terms of taxpayers’ perceptions on the change of assessment system, a
negative impact on their attitudes towards tax was shown in the post self
assessment survey and in the case study. The reasons for this negative impact
were due firstly to the insufficient publicity on the operations of the new self
assessment system; and secondly, to the insufficient tax education provided before
the actual implementation of self assessment. As a result, individual taxpayers
were not ready for the new assessment system and most were of the opinion that
the Inland Revenue Board of Malaysia was transferring its responsibilities to the
taxpayers. This negative impact could also be linked to the level of moral
reasoning among some of the individual taxpayers in Malaysia. Previous studies
have found that having higher levels of moral reasoning would have positive
impacts on individuals’ compliance behaviour.44

Taxpayers who encountered greater financial constraints had more
negative attitudes towards tax. Ethnicity, level of education and taxpayer type
were found to have significant relationships with financial constraints.
Presumably, those with more family commitments and those who engaged the
services of tax agents to file their returns would not seek to enhance their attitudes
towards the tax administration.45

42 Song and Yarbrough, above n 17; Lewis, above n 5; Eriksen and Fallan, above n 18; Trivedi
Shehata and Mestelman, above n 38.
43 L M Tan and C F Chan, ‘The Impact of Tax Knowledge on the Perceptions of Tax Fairness and
Attitudes Towards Compliance’ (2000) 8(1) Asian Review of Accounting 44.
44 B Erard and J S Feinstein ‘Honesty and Evasion in the Tax Compliance Game’ (1994) 25(1)
Rand Journal of Economics 1; Chan, Troutman and O’Bryan, above n 7.
45 R B Cialdini, ‘Social Motivations to Comply: Norms, Values and Principles’ in J A Roth and J
T Scholz (eds), Taxpayer Compliance: Social Perspectives (1989), 202; Klepper and Nagin, above
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Based on the above findings, the relationships between the five causes and
the demographic variables in the context of the Malaysian individual taxpayers’
compliance behaviour are presented in the model at Figure 1 from which it is
apparent that the assessment system was found to be closely linked to tax
structure features. The implication is that the change in assessment system would
affect the tax structure features (for instance, change in the enforcement activities
such as tax audit and penalty) which would then affect the compliance behaviour
of individual taxpayers. The imposition of tax audit and penalty also directly
affected taxpayers’ compliance behaviour. In addition, both the assessment
system and the tax structure features impacted on taxpayers’ attitude towards tax.
That is, the change of assessment system (from official assessment system to self
assessment) coupled with tax audits and the imposition of penalties affected
taxpayers’ attitudes towards tax, which in turn affected their compliance
behaviour. However, the relationship of the two causes (i.e. assessment system
and tax structure features) collectively did not affect the financial constraints of
individual taxpayers in Malaysia. Instead, financial constraints were found to be
both mediated by the demographic variables and correlated with the taxpayers’
attitudes towards tax, as well as directly affecting taxpayers’ compliance
behaviour. Thus, it could be concluded that the level of taxpayers’ education
(particularly in the case of salary and wage earners) affected their choice of
occupation and, as a consequence, their level of income and ultimately their
financial position.

n 8; R B Cialdini and N J Goldstein, ‘Social Influence: Compliance and Conformity’ (2004) 55
Annual Review of Psychology 591.
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Figure 1: A general model of personal income tax compliance behaviour

Note:
indicate effect/influence for the self-employed only
indicate effect/influence for the salary and wage earners only
indicate effect/influence for both self-employed and the salary and wage
earners
indicate mediating effect for both salary and wage earners and self-
employed

It has been shown that taxpayers’ tax knowledge has a direct effect on
their compliance behaviour. The relationship between tax knowledge and tax
structure features suggests that tax enforcement activities indirectly ‘forced’
taxpayers to acquire more tax knowledge in order to comply. Taxpayers’
financial constraints also affected their tax knowledge in relation to understanding
of relief and rebates available. In addition, taxpayers’ tax knowledge was
mediated by their demographic variables. For instance, the level of education
affected the level of tax knowledge that the individual acquired. This in turn was
affecting their attitudes towards tax and eventually affecting their compliance
behaviour (especially in the case of salary and wage earners).

Of the five categories of causes, tax knowledge emerged as the most effect
in determining individual taxpayers’ compliance behaviour. Hence, the major
impact of the introduction of self assessment was its contribution towards
improvement in the level of tax knowledge that taxpayers possessed. As a result
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of the introduction of self assessment, in order to discharge their tax obligations,
taxpayers needed to have reasonably adequate tax knowledge at least to enable
them to fill in their tax returns and to be able to compute with reasonable accuracy
their tax liabilities. The tax knowledge that taxpayers acquired would also enable
them to understand the chargeability of specific income as well as knowing the
deductibility of specific expenses incurred. This appeared to be critical as
taxpayers’ tax knowledge could affect their attitude especially in terms of
confidence in handling their tax affairs, which eventually would affect their
compliance behaviour. Hence, any lack of tax knowledge on understanding of the
chargeability of any income and deductibility of any expense would eventually
lead to unintentional non-compliance or over compliance.

In the context of the multi-ethnic Malaysian society, this research has
provided further insights into the differing needs of the different ethnic groups in
relation to the language of communication and the language of (and need for) tax
education programmes. Further, this research has provided insights into
taxpayers’ attitudes towards taxation and how different taxpayers deal with their
tax affairs.

V CONCLUSIONS, LIMITATIONS AND FUTURE RESEARCH

In summary, of the five categories of causes, tax knowledge emerged as
the most effect in determining individual taxpayers’ compliance behaviour.
Hence, the major impact of the introduction of self assessment was its
contribution towards improvement in the level of tax knowledge that taxpayers
possessed. Further, tax knowledge could affect taxpayers’ attitudes to taxation,
especially in terms of their confidence in handling their tax affairs, which
eventually would affect their compliance behaviour. Tax structure features were
found to have reasonably strong effect on individual taxpayers’ compliance. The
other three categories of causes (viz. the assessment system, attitudes toward tax
and financial constraints) to some extent were also found to have affected
individual taxpayers’ compliance behaviour. Finally, only two of the five causes
(viz. attitude towards tax and financial constraints) showed significant differences
in affecting compliance behaviour of the self-employed and salary and wage
earners individual taxpayers in Malaysia. Attitude towards tax did affect the
compliance behaviour of the salary and wage earners but not that of the self-
employed. However financial constraints did affect the compliance behaviour of
the self-employed but not that of the salary and wage earners.

It is acknowledged that one of the limitations of this research is its focus
on only five categories of causes. A further two categories of causes (viz.
taxpayers’ political preferences and taxpayers’ accounting knowledge, particularly
in relation to the preparation of financial statements by the self-employed) were
found in the case study and it is acknowledged that others may well exist.

Other limitations of this research are those mainly and inherently found in
the use of quantitative methodology. In respect of the survey methodology, it is
acknowledged that the reliability of self-reporting of attitudes and behaviour is
questionable, especially given that information in the context of taxation may be
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sensitive, potentially incriminating or embarrassing.46 Further, the survey results
may have been affected by non-response bias in spite of the efforts made to
minimise it.

In respect of the experiment, it is recognised that artificial game situations
might not be representative of actual situations.47 However, the fact that the
experiment reflected real world settings does enhance its generalisability.48

Another limitation to consider is the extent to which experimental results based on
student participants can be generalised more broadly. However, Alm and
Jacobson49 argue that there is no reason to believe that the cognitive processes of
students are different to those of ‘real’ people. Further, they state that there is
now much evidence that the experimental responses of students are seldom
different than the responses of other subject pools.

Finally, this research was conducted using a cross-sectional study.
Perhaps future research could be conducted via a longitudinal study. A
longitudinal study would allow researchers to investigate the causes/factors that
contribute to changes in individual taxpayers’ compliance behaviour over time.
For instance, studies could explore the pattern of changes in terms of taxpayers’
financial commitments and how compliance costs affect compliance behaviour.
A longitudinal study could also be directed at studying taxpayers’ level of tax
knowledge over time. It may be that taxpayers’ level of knowledge declines after
the introduction of self assessment if they believe that they have a satisfactory
understanding of its requirements. If unaddressed, this could result in habitual
unintentional noncompliance over time, and this in turn could have serious
consequences for the level of voluntary compliance achieved by the Inland
Revenue Board of Malaysia.

Given the complexity and diversity of human behaviour, understanding tax
compliance behaviour remains a challenging task for both revenue authorities and
researchers. Collaboration and co-operation between revenue authorities and
researchers is paramount if a deeper understanding of taxpayer compliance
behaviour is to be achieved. This understanding will allow the revenue authority
to better predict outcomes and to more effectively plan and implement the
required strategies to achieve its objectives in respect of maximising voluntary
compliance. This mixed method study has shown that these strategies should
include educating taxpayers (particularly when major changes are made, such as
the introduction of self assessment) and fostering a positive attitude in taxpayers
towards both taxation and the tax authority.

46 D J Hessing, H Elffers and R H Weigel, ‘Exploring the Limits of Self-Reported and Reasoned
Action: An Investigation of the Psychology of Tax Evasion Behaviour’ (1988) 54 Journal of
Personality and Social Psychology 405.
47 J Alm ‘A Perspective on the Experimental Analysis of Taxpayer Reporting’ (1991) 66(3)
Accounting Review 577; B C Martindale, B S Koch and S S Karlinsky, ‘Tax Law Complexity: The
Impact of Style’ (1992) 29(4) Journal of Business Communication 383.
48 Fischer, Wartick and Mark, above n 6.
49 J Alm and S Jacobson, ‘Using Laboratory Experiments in Public Economics’ (2007) LX(1)
National Tax Journal 129.


