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ABSTRACT

In contemporary Malaysia, the growing tax gap presents a significant challenge to the
integrity of the national revenue system. This study explores the complex factors that
contribute to corporate taxpayers' compliance behaviour, specifically focusing on Malaysian
in-house tax compliance decision-makers. The research aims to address the urgent issue of
increasing tax gaps within the Malaysian revenue system caused by non-compliance among
taxpayers. Grounded in Kelman's Social Influencing Theory, this investigation explores the
complex relationship between personal tax compliance behaviour and its influence on
corporate tax compliance decisions. By conducting empirical tests to examine the hypothesis
that personal tax compliance behaviour serves as a mediator for corporate tax compliance
decisions, this study provides insights into the various factors that shape taxpayers'
adherence to regulatory frameworks. Through rigorous data collection from 392 Malaysian
in-house tax compliance decision-makers via a comprehensive survey questionnaire
supplemented by interviews with 8 tax experts, this research employs sophisticated
analytical techniques including Path Analysis using SmartPLS. The findings illuminate the
intricate relationship between personal tax compliance behaviour and corporate tax
compliance decisions. This research underscores the significance of understanding the
underlying psychological and social influences that shape taxpayers' compliance behaviours.
By clarifying the role of Kelman's Social Influencing Theory in mediating corporate tax
compliance decisions, this study contributes to the advancement of theoretical research on
tax compliance and offers practical insights for policymakers and tax authorities. By
identifying the crucial factors and mechanisms that influence compliance decisions, this
research provides valuable insights aimed at reducing the growing tax gap and strengthening

the integrity of the Malaysian tax revenue system.



Keywords:  Tax compliance behaviour, Kelman's Social Influencing Theory, Tax Gap,

Malaysian Tax Revenue, Path Analysis.



Penentu Tingkah Laku Pembayar Cukai Korporat: Kesan Penyederhanaan dan
Pengantaraan Kekangan Kewangan dan Pematuhan Cukai Peribadi

ABSTRAK

Di Malaysia kini, jurang cukai yang semakin meningkat memberikan cabaran besar kepada
integriti sistem hasil negara. Tesis ini mengkaji faktor kompleks yang menyumbang kepada
tingkah laku pematuhan pembayar cukai korporat secara khusus memberi tumpuan kepada
respomden yang terlibat dalam membuat keputusan pematuhan cukai dalaman Malaysia.
Penyelidikan itu bertujuan untuk menangani isu peningkatan jurang cukai dalam sistem
hasil Malaysia yang disebabkan oleh ketidakpatuhan di kalangan pembayar cukai.
Berdasarkan Kelman's Social Influencing Theory, tesis ini mengkaji hubungan kompleks
antara tingkah laku pematuhan cukai peribadi dan pengaruhnya terhadap keputusan
pematuhan cukai korporat. Melalui kaedah ujian empirikal, hipotesis di uji untuk menilai
tingkah laku pematuhan cukai peribadi yang berfungsi sebagai pengantara untuk keputusan
pematuhan cukai korporat. Kajian ini juga mengkaji pelbagai faktor yang membentuk
pematuhan pembayar cukai kepada rangka kerja kawal selia. Melalui pengumpulan data
daripada 392 responden melalui soal selidik, tinjauan komprehensif dan temu bual dengan
8 pakar cukai, penyelidikan ini menggunakan teknik Analisis Laluan SmartPLS. Penemuan
ini menerangkan komplikasi hubungan antara tingkah laku pematuhan cukai peribadi dan
keputusan pematuhan cukai korporat. Penyelidikan ini menggariskan kepentingan
memahami pengaruh psikologi dan sosial yang membentuk tingkah laku pematuhan
pembayar cukai. Sebagai penjelasan peranan Kelman's Social Influencing Theory dalam
pengantaraan keputusan pematuhan cukai korporat, kajian ini menyumbang kepada
kemajuan penyelidikan teori tentang pematuhan cukai dan menawarkan pandangan

praktikal untuk pembuat dasar dan pihak berkuasa cukai. Dengan mengenal pasti faktor dan



mekanisme penting yang mempengaruhi keputusan pematuhan, penyelidikan ini juga
memberikan pandangan berharga yang bertujuan untuk mengurangkan jurang cukai yang

semakin meningkat dan mengukuhkan integriti sistem hasil cukai Malaysia.

Kata kunci: Tingkah laku pematuhan cukai, Teori Pengaruh Sosial Kelman, Jurang

Cukai, Hasil Cukai Malaysia, Analisis Laluan

Vi
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CHAPTER 1

INTRODUCTION

1.1  Study Background

The economic sustainability of Malaysia is mostly derived from the revenue sources
of direct tax: Corporate taxes, Individual taxes, Real property taxes, Petroleum taxes, and
Stamp duties; all the above taxes account for approximately 65 percent of the national
cumulative economy as stated in the annual budget of 2020 (Ministry of Finance Malaysia,
2019). In Malaysia, the non-compliance of taxpayers with any of the above-mentioned taxes
is deemed a social destruction, weakening the constant flow of the national revenue from its
sources, challenging the stability of the economy of the country, and thereby by encouraging

cheating and financial fraud to take place in the country (PricewaterhouseCoopers, 2022).

Tax compliance is an economic responsibility of an individual and an organization,
and also a social responsibility to its stakeholders, such as the government (Gulzar et al.,
2018). The two pillars of the ‘Corporate Social Responsibility’ (CSR) are the social
responsibility and the Economic responsibility, which further underpin the significance of
tax compliance (Kitzmueller & Shimshack, 2012). The definition of social pillar is
‘Sustainable Business’ that should have the support of its stakeholders, including the tax
authority, while the economic pillar covers tax compliance, proper governance, and risk
management. A detailed discussion on the nexus between corporate social responsibility

(CSR) and tax compliance is presented in section 2.11.3 of chapter 2.

Taxation is a system established as a mandatory Act of Parliament, in the constitution

of a country, for levying taxes on the profits of corporate sectors and on the income of



salaries of personnel in the country (Kasipillai, 2002). The taxes, thus raised from the above
two sources, are used to provide services and benefits to the people of the country or to use
them for fulfilling some other purposes of the government. The practice of taxation
originated in the ancient kingdom of Egypt for fulfilling the needs and purposes of the
country. The system of taxation, currently practiced by almost all the countries across the
globe, was practiced by the United States of America for the maintenance of the ‘American
Civil War’, from 1861 to 1865, and afterwards, many more countries followed suit, whereas
Malaysia practices the system of taxation for providing services and benefits to the people

of the country (Palil, 2010).

This study is concerned with the tax system practiced in Malaysia. To provide
economic benefits and social benefits to the people of the country, the Malaysian
government plays a significant role in raising income from the said two sources by
employing the mandatory income tax Act (Tax Act No. 47 of 1967, and revised Act No. 53
of 1971, Section 103) enacted in its constitution (Mohdali et al, 2017). At times the
Malaysian government takes back the accumulated revenue by means of withdrawal from
the economy, the treasury, and spends it for the national developments and for the provision
of benefits to the people of the country (Refer to Figure 1.1). The government may inject
back the remainder of the revenue into the economy; it may use it to provide people of the
country with goods and services; or it may use it to achieve its other goals and plans,

mentioned in the official books of programs and calendars (Refer to Figure 1.2).



