
Учредители и издатели журнала
Федеральное государственное автономное  
образовательное учреждение высшего образования 
«Уральский федеральный университет имени 
первого Президента России Б.Н. Ельцина»  
(620002, г. Екатеринбург, ул. Мира, 19)
Федеральное государственное бюджетное  
образовательное учреждение высшего образования 
«Байкальский государственный университет» 
(664003, г. Иркутск, ул. Ленина, 11)

Адрес редакции
620002, г. Екатеринбург, ул. Мира, 19, а/я 10
Тел. +7 (343) 375-97-20
E-mail: 5symposium@mail.ru
WEB-SITE: https://taxreform.ru/

Издание зарегистрировано Федеральной службой 
по надзору в сфере связи, информационных  
технологий и массовых коммуникаций.  
Свидетельство о регистрации ЭЛ № ФС 77-84599 
от 10.02.2023 г.

eISSN 2414-9497

Journal of Tax Reform
2024T. 10, № 1 Vol. 10, no. 1

Научно-аналитический журнал
Выходит 3 раз в год
Основан в 2015 г.

Scientific and Analytical Journal
Three times a year

Founded in 2015

Политика журнала
Актуальность тематического фокуса журнала
Обмен компетентными мнениями в сфере налоговых 
реформ разных стран имеет важное значение для 
разработки теоретического обоснования практики 
налоговых реформ и содействия внедрению 
передового опыта, чтобы сделать налоговые системы 
более простыми, справедливыми и эффективными.

Интернациональный характер журнала
Международный характер журнала обеспечивается 
универсальностью налоговой тематики и 
международным спросом на внедрение 
передового опыта в области налоговых реформ. 
Широкое методологическое сходство методов, 
используемых для анализа результатов налоговых 
реформ, проводимых в разных странах, упрощает 
международное сотрудничество и трансграничные 
аналитические сопоставления.

Миссия и цель 
Миссия рецензируемого журнала “Journal of Tax 
Reform” заключается в содействии всесторонним 
исследованиям налоговых реформ и эффектов 
различных налоговых преобразований, ведущих 
к повышению качества и достоверности 
исследований в области налогообложения. 
Цель журнала “Journal of Tax Reform” – 
представление значимых выводов оригинальных 
социо-экономических исследований, проведенных 
специалистами разных стран в области налоговых 
реформ и налогообложения в целом.
В журнале публикуются оригинальные эмпирические 
и обзорные статьи, связанные с административно-
управленческими, экономическими проблемами 
налоговых реформ, а также рассматривающие вопросы, 
связанные с историей налоговых реформ и практикой 
противодействия уклонению от уплаты налогов.

История журнала 
В период 2015–2022 гг. журнал «Journal of Tax Reform» 
выходил в печатном и электронном форматах 
(ISSN 2412-8872, eISSN 2414-9497). 
С 2023 г. журнал «Journal of Tax Reform» выходит 
в только электронном формате (eISSN 2414-9497).

Journal Policy
Relevance of the thematic focus of the Journal
The exchange of competent opinions on tax reforms 
carried out in different countries is important for 
strengthening the theoretical grounding of tax reform 
practice and facilitating the implementation of best 
practices for simpler, fairer and more efficient tax 
systems.

International character of the Journal
The international character of the Journal is ensured by 
the universality of taxation topics and the international 
demand for the implementation of best practices in 
the field of tax reform. The facilitation of international 
collaborations and cross-border analytical comparisons 
is informed by a broad methodological similarity 
between techniques used to analyse the results of tax 
reforms carried out in different countries.

Mission and Objective
The mission of the peer-reviewed Journal of Tax Reform 
is to promote comprehensive research into tax reform 
and the effects of tax system reorganisation leading to 
improvements in the quality and credibility of research 
in the field of taxation.
The Journal of Tax Reform is aimed at presenting 
significant findings of original socio-economic research 
carried out by professionals from various countries in 
the field of tax reform and taxation in general.
The Journal publishes original empirical and review 
articles elucidating administrative-managerial and 
economic problems in tax reform, as well as those 
discussing issues related to historical tax reform and 
practices for countering tax evasion.

Journal History 
In the period 2015–2022 the Journal of Tax Reform 
was published in print and electronic formats 
(ISSN 2412-8872, eISSN 2414-9497).
Since 2023, the Journal of Tax Reform has been published 
in electronic format only (eISSN 2414-9497).

Founder and publisher
Ural Federal University named after  
the first President of Russia B.N. Yeltsin  
(19 Mira St., 620002, Yekaterinburg,  
Russian Federation)

Baikal State University  
(11 Lenin St., 664003, Irkutsk, Russian Federation)

Contact information
19 Mira St., 620002, Yekaterinburg,  
Russian Federation
Phone +7 (343) 375-97-20
E-mail: 5symposium@mail.ru
WEB-SITE: https://taxreform.ru/

Authorized by Federal Service for Supervision 
in the Sphere of Telecom, Information Technologies 
and Mass Communications, license ЭЛ № ФС 77-84599, 
February 10, 2023.



EDITORIAL BOARD

Editor in Chief
Igor Mayburov, Professor, Ural Federal University named after the first President 

of Russia B.N. Yeltsin, Yekaterinburg, Russian Federation

Co-Editors
Anna Kireenko, Professor, Ural Federal University named after the first President 

of Russia B.N. Yeltsin, Yekaterinburg, Russian Federation
Dmitry Fedotov, Professor, Baikal State University, Irkutsk, Russian Federation

Members of Editorial Board
Viacheslav Bubnov, Professor, Baikal State University, Irkutsk, Russian Federation 
Marcos Aurélio Pereira Valadão, Professor, Getulio Vargas Foundation (FGV – Brazil), Brazil
Valentine Vishnevsky, Professor, Chief Researcher, Institute of Economic Research, Donetsk, 

Russian Federation
Lubov Goncharenko, Professor, Financial University under the Government of the Russian 

Federation, Moscow, Russian Federation
Fritz Söllner, Professor, Ilmenau Technology University, Ilmenau, Germany
Viktor Ivanov, Professor, Saint Petersburg State University, Saint Petersburg, Russian 

Federation
Michal Krajňák, Associate Professor, VSB-Technical University of Ostrava, Ostrava, Czech 

Republic
Lyudmila Lykova, Professor, Institute of Economics, Russian Academy of Sciences, 

Moscow, Russian Federation
Olga Mironova, Professor, Volga State University of Technology, Yoshkar-Ola, Russian 

Federation
Vladimir Panskov, Professor, Financial University under the Government of the Russian 

Federation, Moscow, Russian Federation
Aleksander Pogorletskiy, Professor, Saint Petersburg State University, Saint Petersburg, 

Russian Federation
Milyausha Pinskaya, Associate Professor, Financial Research Institute of the Ministry 

of Finance, Moscow, Russian Federation
Gao Peiyong, Professor, National Academy of Economic Strategy, Chinese Academy  

of Social Sciences, Beijin, China
James Simon, Professor, University of Exeter Business School, Exeter, United Kingdom
Ivan Todorov, Associate Professor, South-West University “Neofit Rilski”, Blagoevgrad, 

Bulgaria 
Karel Janda, Professor, Charles University, Prague, Czech Republic

Head of Editorial Office
Natalia Starodubets, Associate Professor, Ural Federal University named after the first 

President of Russia B.N. Yeltsin, Yekaterinburg, Russian Federation

eISSN 2414-9497

Journal of Tax Reform
2024T. 10, № 1 Vol. 10, no. 1



РЕДАКЦИОННАЯ КОЛЛЕГИЯ

Главный редактор
Майбуров Игорь, профессор, Уральский федеральный университет имени первого 

Президента России Б.Н. Ельцина, г. Екатеринбург, Россия

Заместители главного редактора
Киреенко Анна, профессор, Уральский федеральный университет имени первого  

Президента России Б.Н. Ельцина, г. Екатеринбург, Россия
Федотов Дмитрий, профессор, Байкальский государственный университет, г. Ир-

кутск, Россия

Члены редакционной коллегии
Бубнов Вячеслав, профессор, Байкальский государственный университет, г. Ир-

кутск, Россия 
Валадао Маркос, профессор, Фонд Жетулио Варгаса (FGV – Бразилия), г. Бразилиа, 

Бразилия
Вишневский Валентин, профессор, главный научный сотрудник, Институт экономиче-

ских исследований, г. Донецк, Россия
Гончаренко Любовь, профессор, Финансовый университет при Правительстве Россий-

ской Федерации, г. Москва, Россия
Золльнер Фриц, профессор, Технический университет Ильменау, г. Ильменау, Германия
Иванов Виктор, профессор, Санкт-Петербургский государственный университет, 

г. Санкт-Петербург, Россия
Крайнак Михал, доцент, VSB-Технический Университет Остравы, г. Острава, Чехия
Лыкова Людмила, профессор, Институт экономики Российской академии наук, г. Мо-

сква, Россия
Миронова Ольга, профессор, Поволжский государственный технологический универ-

ситет, г. Йошкар-Ола, Россия
Пансков Владимир, профессор, Финансовый университет при Правительстве Россий-

ской Федерации, г. Москва, Россия
Погорлецкий Александр, профессор, Санкт-Петербургский государственный универ-

ситет, г. Санкт-Петербург, Россия
Пинская Миляуша, доцент, Научно-исследовательский финансовый институт  

Министерства финансов Российской Федерации, г. Москва, Россия
Пэйюн Гао, профессор, Национальная академия экономической стратегии Китай-

ской академии социальных наук, г. Пекин, Китайская Народная Республика
Саймон Джеймс, профессор, Школа Бизнеса университета Эксетера, г. Эксетер, Вели-

кобритания
Тодоров Иван, доцент, Юго-Западный университет имени Неофита Рильского, Бла-

гоевград, Болгария 
Янда Карел, профессор, Карлов университет, г. Прага, Чехия

Заведующий редакцией
Стародубец Наталья, доцент, Уральский федеральный университет имени первого 

Президента России Б.Н. Ельцина, г. Екатеринбург, Россия

eISSN 2414-9497

Journal of Tax Reform
2024T. 10, № 1 Vol. 10, no. 1



4

ADMINISTRATIVE AND MANAGERIAL ISSUES OF TAX REFORMS 
Krajňák M. The Impact of the Real Estate Tax Reforms on the Tax Burden  

in the Czech Republic .............................................................................................. 6
Fedotov D.Yu., Burov V.Yu. Taxes and Customs Duties as Instruments  

for Extracting Oil Rent into the State Budget: The Case of Russia ................. 19
Darmayasa N., Partika D.M. Reconstruction Concept of The Meaning  

of Permanent Establishment Physical Presence for Tax Purposes ................. 38

ECONOMIC ISSUES OF TAX REFORMS
Belev S.G., Matveev E.O. The Consequences of Tax Changes:  

The Evidence on Tax Multiplier in Russia ......................................................... 51
Bogachov S.V., Vishnevsky V.P., Gurnak A.V., Nekliudova V.D.  

Modern Tax Trends and Economic Growth in a Turbulent World:  
Insights from Developed and Developing Economies ..................................... 63

Leontev E.V., Leontieva Yu.V., Shirshov S.A., Linnik E.Yu.  
The Validity of Personal Income Tax Deductions: Analyzing Expenses  
for Children’s Education in Private Schools in Moscow .................................. 84

ECONOMETRIC MODELS OF TAX REFORMS
Samudra A.A. Property Tax in Indonesia: A Proposal for Increasing Land  

and Building Tax Revenue Using the System Dynamics Simulation  
Method .................................................................................................................. 100

Samour A., Yilmaz I. Do Capital Adequacy Ratios of the Banking System 
Affect the Taxation Performance: Novel Evidence from BRICS Nations .... 122

SOCIOLOGY AND PSYCHOLOGY OF TAXATION
Garg S., Narwal K.P., Kumar S. Application of Theory of Planned  

Behavior on Determinants of GST Compliance Behavior  
of GST Taxpayers: An Empirical Study from India ........................................ 134

Oktaviani R.M., Rohman A., Zulaikha Z. CEO Characteristics  
and Tax Aggressiveness in Indonesian Family Firms: The Upper  
Echelons Theory Perspective ............................................................................. 149

ACTIONS AGAINST TAX EVASION 
Erasashanti A.P., Cahaya Y.F., Yuniarti R., Rifaldi M., Prasetyo J.H.  

The Role of Taxpayer Awareness in Enhancing Vehicle Tax Compliance  
in Indonesia: An Attribution Theory Approach ............................................. 162

Eukeria W., Mpofu F.Y. Manipulation of Transfer Pricing Rules  
by Multinational Enterprises in Developing Countries:  
The Challenges and Solutions ............................................................................ 181

CONTENTS

eISSN 2414-9497

Journal of Tax Reform
2024T. 10, № 1 Vol. 10, no. 1



5

АДМИНИСТРАТИВНО-УПРАВЛЕНЧЕСКИЕ ПРОБЛЕМЫ НАЛОГОВЫХ РЕФОРМ 
Крайнак М. Влияние реформы налога на недвижимость  

на налоговую нагрузку в Чешской Республике .........................................................6
Федотов Д.Ю., Буров В.Ю. Налоговые и таможенно-тарифные инструменты 

изъятия нефтяной ренты в доход бюджета: опыт России .....................................19
Дармаяса Н., Партика Д.М. Концепция реконструкции смысла физического 

присутствия постоянного представительства в целях налогообложения ........38

ЭКОНОМИЧЕСКИЕ ПРОБЛЕМЫ НАЛОГОВЫХ РЕФОРМ 
Белев С.Г., Матвеев Е.О. Последствия изменений в налоговой политике: 

оценка налогового мультипликатора для России................................................51
Богачёв С.В., Вишневский В.П., Гурнак А.В., Неклюдова В.Д.  

Современные налоговые тренды и экономический рост в нестабильном 
мире: анализ в разрезе развитых и развивающихся экономик .........................63

Леонтьев Е.В., Леонтьева Ю.В., Ширшов С.А., Линник Е.Ю. 
Обоснованность вычетов по индивидуальному подоходному налогу: 
пример анализа по расходам на образование детей  
в частных школах г. Москва .......................................................................................84

ЭКОНОМИКО-МАТЕМАТИЧЕСКИЕ МОДЕЛИ НАЛОГОВЫХ РЕФОРМ
Самудра А.А. Имущественное налогообложение в Индонезии: предложение 

по увеличению поступлений от налога на землю и строительство 
с использованием системно-динамического моделирования.........................100

Самур А., Йылмаз И. Влияют ли нормативы достаточности капитала 
банковской системы на эффективность налогообложения:  
новые данные стран БРИКС ....................................................................................122

СОЦИОЛОГИЯ И ПСИХОЛОГИЯ НАЛОГООБЛОЖЕНИЯ
Гарг Ш., Нарвал К.П., Кумар С. Применение теории запланированного 

поведения к детерминантам поведения плательщиков налога  
на товары и услуги: эмпирическое исследование из Индии ..........................134

Октавиани Р.М., Рохман А., Зулайха З. Характеристики  
генерального директора и налоговая агрессивность в индонезийских 
семейных фирмах: применение теории высших эшелонов............................149

ПРОТИВОДЕЙСТВИЕ УКЛОНЕНИЮ ОТ УПЛАТЫ НАЛОГОВ 
Эрасашанти А.П., Кахайя Й.Ф., Юниарти Р., Рифальди М.,  

Прасетио Й.Х. Роль осведомленности налогоплательщиков  
в соблюдении законодательства о налогообложении  
транспортных средств в Индонезии: подход теории атрибуции ..................162

Еукериа В., Мпофу Ф.Й. Манипулирование правилами  
трансфертного ценообразования транснациональными  
корпорациями в развивающихся странах: проблемы и решения .................181

СОДЕРЖАНИЕ

eISSN 2414-9497

Journal of Tax Reform
2024T. 10, № 1 Vol. 10, no. 1



6

Original Paper

https://doi.org/10.15826/jtr.2024.10.1.153

The Impact of the Real Estate Tax Reforms on the Tax Burden 
in the Czech Republic 

Michal Krajňák1, 2  
1 VŠB-Technical University of Ostrava, Ostrava, Czech Republic
2 Moravian Colleague Olomouc, Olomouc, Czech Republic
 michal.krajnak@vsb.cz 

ABSTRACT
The article deals with the evaluation of the impact of real estate tax reforms on their 
tax burden in the Czech Republic in the years 1993–2024. Real estate tax is one of 
the direct taxes, and in comparison, with income taxes, its importance lies mainly in 
providing income for local budgets. The unit type of tax rate specifically determines 
real estate rates. Facts, that tax reform in the area or real estate tax are minimal, the 
tax burden is often decreasing. As the tax burden decreases, so does the tax revenue. 
However, when tax reform occurs, this reform is often characterized by a significant 
increase in the tax burden. This is also evidenced by the last implemented tax 
reform in 2024 when rates increased by approximately 80%. The previous tax reform 
occurred in 2010 and increased rates by 100%. Despite this increase, the real tax 
burden decreased compared to the first analysed year 1993 and the last year 2024. 
The results of the regression analysis show that inflation is the factor that negatively 
affects tax revenue. To minimalize a decrease in tax revenue from 2024, a provision 
containing an inflation coefficient is implemented in the legislation as part of the 
2024 reform. Conversely, a reduction in the tax burden was not found for real estate 
intended for permanent housing in small municipalities with up to 600 inhabitants. 
On the contrary, there was an increase in the tax burden. Scientific methods such as 
analysis and comparison, as well as regression and correlation analysis are used to 
achieve the paper’s goals. 

KEYWORDS
inflation, property tax, rate indexation, tax revenue, tax reform; tax rate

JEL C50; H20; H71; K34

УДК 336.201

Влияние реформы налога на недвижимость 
на налоговую нагрузку в Чешской Республике

М. Крайнак1, 2  
1 Остравский технический университет (VŠB), г. Острава, Чешская Республика 
2 Моравский колледж Оломоуц, г. Оломоуц, Чешская Республика
 michal.krajnak@vsb.cz

АННОТАЦИЯ
В статье рассматривается оценка влияния налоговых реформ по налогу на не-
движимость на налоговую нагрузку по недвижимости в Чешской Республике 
в 1993–2024 гг. Налог на недвижимость является одним из прямых налогов и по 
сравнению с налогами на прибыль его значение заключается в основном в обе-
спечении доходов местных бюджетов. В налоге на недвижимость используются 
твердые ставки. Несмотря на то, что налоговая реформа в области обложения 
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недвижимости и сам налог минимальны, налоговая нагрузка зачастую снижа-
ется. По мере снижения налоговой нагрузки уменьшаются налоговые поступле-
ния. Однако, когда происходит налоговая реформа, она сопровождается значи-
тельным увеличением налоговой нагрузки. Об этом свидетельствует последняя 
реализованная налоговая реформа в 2024 г., когда ставки выросли примерно на 
80 %. Предыдущая налоговая реформа была проведена в 2010 г. и повысила став-
ки на 100 %. Несмотря на рост ставок, реальная налоговая нагрузка снизилась 
по сравнению с первым анализируемым 1993 г. и последним 2024 г. Результаты 
регрессионного анализа показывают, что инфляция является фактором, нега-
тивно влияющим на налоговые поступления. Для минимизации снижения на-
логовых поступлений с 2024 г. в законодательство в рамках реформы 2024 г. вне-
дряется норма, содержащая коэффициент инфляции. И наоборот, снижение 
налоговой нагрузки не было обнаружено для недвижимости, предназначенной 
для постоянного проживания в небольших муниципалитетах с численностью 
населения до 600 человек. Там произошло увеличение налоговой нагрузки. Для 
достижения поставленных целей работы используются такие научные методы, 
как анализ и сравнение, а также регрессионный и корреляционный анализ. 

КЛЮЧЕВЫЕ СЛОВА
инфляция, налог на имущество, индексация ставок, налоговые поступления, 
налоговая реформа, налоговая ставка

1. Introduction
Real estate tax has been part of the tax 

system of the Czech Republic since its in-
ception in 1993. According to Radvan [1], 
this year was one of the most uncompli-
cated tax reforms in the world. During the 
entire period of validity of the Real Estate 
Tax Act, only two major tax reforms took 
place in this area. The first reform took 
place in 2010. All applicable tax rates were 
increased by 100% as part of this reform.

The second tax reform, which oc-
curred at the beginning of 2024, was slight-
ly different. In addition to the increase in 
tax rates by approximately 75%, the law 
implemented the so-called inflation coeffi-
cient. This coefficient should automatical-
ly consider the change in the price level in 
the economy. 

The reason for its implementation was 
also so that further reforms in the area of 
tax rates would not be necessary in the fu-
ture. The reason for inflation coefficient is 
the fact that most real estate tax rates are 
of the unit type. This causes the real reve-
nue of this tax to decrease when the price 
level increases.

The question is whether the tax re-
form in 2024 has compensated for this real 
rate decrease or whether the tax burden 
is still falling despite the increase in rates 
by more than three-quarters of the origi-

nal values. One of the arguments for tax 
reform was to return the tax burden to 
its original value when the real estate tax 
law entered into force in 1993. Another 
reason was also an international compa- 
rison when the real estate tax revenue was 
compared to other countries, not only in 
Europe, and was firmly below average1.

While personal income tax shares for 
almost a fifth of the total tax revenue, real 
estate tax shares for only about 2% [2]. Due 
to the different budgetary purposes of this 
tax, real estate tax is still an essential part 
of the tax system of the Czech Republic. 
The reason is that the tax revenue does not 
go as stated by Singh et al. [3] or Zhu & 
Dale-Johnson [4] to the central budget but 
to the territorial budgets of the municipa- 
lities where the real estate is located. Mo- 
reover, compared to income taxes [5], pro- 
perty taxes are less prone to tax evasion and 
have lower tax distortion. These facts also 
emphasize the high importance of property 
taxes and the relevance of this study.

The article aims to evaluate the deve- 
lopment of the tax burden on the real es-
tate tax in the Czech Republic from 1993 
to 2024 in the context of the implemented 
tax reforms. 

1 Tax on Property. Paris: OECD, 2024. Available 
at: https://data.oecd.org/tax/tax-on-property.
htm#indicator-chart (accessed: 13.01.2024).

https://data.oecd.org/tax/tax-on-property.htm#indicator-chart
https://data.oecd.org/tax/tax-on-property.htm#indicator-chart
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Since the tax rates were not indexed to 
inflation until 2024, another goal is to assess 
whether the inflation affects the tax reve- 
nue. If it has these effects, then whether 
it is positive or negative. Compared with 
other direct taxes, e.g., personal income 
tax, the share of real estate tax in the tax 
revenue, as mentioned above, is lower. 

The following hypotheses are formulated:
H1: The tax burden on real estate is 

the same as in 1993 based on the 2024 tax 
reform.

H2: the resulting tax rate takes into ac-
count inflation in the economy from 2024.

The article’s structure is in accordance 
with the chosen objective as follows. In the 
introduction, the meaning of the research 
topic is defined. Subsequently, a section 
deals with an overview of research stu- 
dies in real estate taxation. In the next part, 
the used methodology and input data are 
characterized. The text’s main part is ana-
lysing the development of the tax burden 
and the relationship between tax revenue 
and inflation in the economy. The results 
are summarized in the conclusion, or limi- 
tations of the study and other possible re-
search proposals on real estate tax topics 
are presented.

2. Literature
Various research studies have ana-

lysed aspects of real estate taxation in the 
past. The studies primarily focused on the 
tax rate, the tax burden on real estate or the 
harmonization of this tax. The importance 
of real estate tax was also discussed, both 
in the context of the municipalities budget 
and in the context of the state budget.

Two possible approaches can be ap-
plied in the field of real estate taxation. 

Perez [6] mentions that it is an ap-
proach of taxation by area or value. In Eu-
ropean countries, the principle of taxation 
by area is more often used, i.e. the basis of 
the tax is usually the size of the real estate. 

Balíková et al. [7] state that there is 
a specific real estate where the tax liabi- 
lity is determined based on the value of 
the real estate. This situation is typical, 
especially in forests or agricultural land. 
In most cases, the tax rates are of the unit 
type [8].

Relatively broad competencies in the 
field of tax rates are offered to the munici-
palities or cities in whose territory the im-
movable property is located. 

Turley [9] states that the tax reform of 
real estate taxation carried out in Ireland 
after the financial crisis in 2008 could be-
come an inspiration for other countries as 
well. The reason for this is the existence 
of self-assessment and valuation bands. 
A progressive tax rate is typical for in-
come taxes. More about income tax and 
rates, e.g. Istok et al. [10] or Kirschnerova 
& Janouskova [11]. However, this is not 
typical of real estate tax. The tax rate is not 
uniform, but it differs depending on the 
location of the real estate. 

Taranu & Verbeeck [12] or Kresch 
et al. [13] found that urban sprawl can be 
prevented by using higher property tax 
rates in large cities. At the same time, high 
rates create pressure to use the space as 
efficiently as possible. Similar conclusions 
regarding tax rates were also found by 
Grover & Walacík [14], who analyse these 
aspects in European and Asian countries. 

Felis & Roslaniec [15] dealt with tax 
rates in Poland. Even these conclusions 
of the study confirm that it is desirable 
to have more tax rates and options for  
adjusting these rates.

Malkowska et al. [16] emphasize that 
tax rates for permanent housing should 
be lower than rates for immovable pro- 
perty used for business. They point out 
that a tax burden that is too high is not 
desirable, and the possibility of increasing 
the revenue of municipal budgets is also 
through the use of fees. Also, in the con-
text of tax evasion, this tax is relatively re-
sistant, a real estate is visible, and it is thus 
challenging to conceal the ownership. 

Yildirim & Ural [17] or Senavi & Os-
madi [18] confirm the very high signifi-
cance of the real estate tax as income for 
municipal budgets.

The principle of real estate tax in 
most countries allows local governments 
relatively wide possibilities for adjust-
ments, which can significantly increase 
the tax burden. According to Decker [19] 
or Cohen & Fedele [20], the reason is, for 
example, considering the lower attractive-
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ness of some parts of municipalities or ci- 
ties or the infrastructure, which is also at 
a lower level.

Compared with other taxes, real estate 
tax reforms are less frequent. For example, 
a relatively often amended tax is the va- 
lue-added tax [21; 22]. Real estate tax  
reforms are done rarely. This means that 
if the reform is implemented, there is 
a higher increase in the tax burden. 

Ding & Hwang [23] examined the ef-
fects of real estate tax reform on the tax 
burden in Philadelphia. According to the 
results of their research, this reform in 
2013 caused a tax shock. 

Ramajo et al. [24] carried out in the 
Spanish environment from 2006 to 2015 
found relative rigidity in real estate tax 
rates. It follows that legislative changes in 
the area of taxation of real estate tax are 
rare in this state too. 

Surico & Trezzi [25] confirm that the 
Italian tax system also shows relatively 
rare changes in tax reforms related to real 
estate taxation. However, if they occur, 
a significant increase in the tax burden is 
also typical. One of the ideas in which di-
rection the tax burden on real estate in Ita-
ly could go is an increase in the tax burden 
on property.

Moscarola et al. [26] say that if this 
were to happen, the tax burden of income 
taxes would be reduced. This would bet-
ter fulfil the tax principle of equality and 
justice. This justice is also ensured by 
the fact that there are immovable things 
which are exempt from tax. Mayburov & 
Leontyeva [27] mention a public road as 
an example. 

Mishra et al. [28] examined aspects 
of real estate taxation in India. It is also 
recommended that this state carry out tax 
reform. Changes are proposed not only in 
the area of tax rates but also in the method 
of determining the tax base. The imple-
mentation of property taxes can also affect 
investment construction. 

Wang et al. [29] mention that due to 
the tax reform in China, there was a de-
cline in the construction of family hou- 
ses. This decrease was, according to Wu 
et al. [30], especially in big cities. This fact 
proves the already mentioned, that there 

is a need to have tax rates graded accor- 
ding to the attractiveness of the locality 
or the level of public services provided. 
Taxes finance these services. For this rea-
son, even at the level of tax theories, the 
justification and existence of taxes are 
very often emphasized [31; 32].

In the Czech Republic, as already 
mentioned, real estate tax has been part of 
the tax system since the founding of the 
Republic. In the past, in addition to this 
tax, a tax on the acquisition of immovable 
property was also collected. 

Smrzová [33] states that as a result of 
the tax reform in 2020, this tax was abol-
ished. Also, in the Czech Republic, mu-
nicipalities can influence the tax revenue 
for real estate tax. 

Janoušková & Sobotovičová [34] 
confirm the above with their research. 
On the contrary, research by Romano-
vá et al. [35] states that the possibility of 
adjusting the tax revenue is low in the 
Czech Republic. 

Sedmihradská & Bakos [36] state that 
in 2014, less than a tenth of municipali-
ties in the Czech Republic used the pos-
sibility to increase the coefficients. Not 
only for this reason, but the real estate 
tax also does not fulfil a fully redistribu-
tive function from the point of view of tax 
principles in the Czech Republic. On the 
contrary, it fully ensures this according to 
Gencev et al. [37] personal income tax.

The review of research studies thus 
shows the clear potential of this research 
study. Eliminating the research gap lies 
on the one hand in how long the period 
is analysed. Furthermore, the fact that it 
considered the changing price level in 
the economy, from which several studies 
conducted in the past deviated. Another 
uniqueness is the methodology used to 
verify or refute the hypotheses formulated 
in the introduction.

3. Data and Methodology

3.1. Data
The input data for the analysis is from 

the following sources:
1. Data on tax rates from Act 

No. 338/1992 Coll., on real estate tax.
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2. Data on the rate of inflation in the 
economy from the website of the Czech 
Statistical Office2.

3. Data on the tax revenue from real 
estate tax from the Financial Administra-
tion website3.

The input data is thus made up of 
a database for 1993–2024 in the case of real 
estate tax rates. About the availability of 
data, the time series of data on tax revenue 
ends in 2022, in the case of inflation in the 
economy, the last data was available for 
November 2023. 

All data have been monitored since 
1993, i.e., since the Czech Republic’s 
founding. Such a long research period 
creates a long enough time series to carry 
out the analysis, as the data are usually for 
30 years.

3.2. Methodology 
The article uses the methods of de-

scription, analysis and comparison. To 
evaluate the development of the tax bur-
den, the difference in the amount of tax 
liability between the first and the last  
analysed year is compared, generally de-
termined by formula (1):

= −1 2 ,AD X X  (1)
where AD is the difference in tax liability, 
X1 is the tax liability in the first analysed 
year and X2 is the tax liability in the last 
analysed year.

In addition to these basic methods 
mentioned above, regression and correla-
tion analysis are used to evaluate depen- 
dence. The correlation coefficient is used 
to assess the strength of the dependence 
between the analysed variables. The aim 
of the study is also to analyse whether 
changes in the price level affect the tax 
revenue from real estate tax. In general, 
the equation is determined by (2):

= + ⋅0 1 1 ,Y b b X  (2)

2 Inflation. Prague: Czech Statistical Office, 
2024. Available at: https://www.czso.cz/csu/
czso/cri/indexy-spotrebitelskych-cen-inflace-
prosinec-2023 (accessed: 13.01.2024).

3 Tax Revenue. Financial Administration, 
2024. Available at: https://www.financnisprava.
cz/cs/dane/analyzy-a-statistiky/udaje-z-
vyberu-dani (accessed: 13.01.2024).

where Y is the inflation rate, X1 is the real 
estate tax revenue. As mentioned in the in-
troduction, the valorisation of tax rates took 
place during the period of validity of the 
Real Estate Tax Act only in 2010 and 2024. 

The regression analysis will be used 
to determine whether inflation has a ne- 
gative or positive effect on tax revenue. 
A prerequisite for applying the regression 
model is, for example, verifying the ab-
sence of autocorrelation, as mentioned by 
Ho et al. [38] or Sabab et al. [39].

4. Evaluation of the tax burden

4.1. Evaluation of the development 
of tax rates for the period 1993–2024

The rate for real estate tax is deter-
mined by the type of unit tax rate for 
buildings. This type of tax rate is also used 
for most lands. Table 1 shows the CZK 
rates for the subject to tax in the Czech 
Republic in the first analysed year, 1993, 
and the last year, 2024. Given that there 
are no tax reliefs or deductible items for 
the real estate tax, the nominal tax rate is 
a reliable indicator showing the actual tax 
burden [40; 41].

The data in Table 1 shows that in com-
paring the first and last analysed year, tax 
rates increased by at least 3.5 times the 
value of the rate in the first analysed year, 
i.e., in 1993.

A relatively discussed topic of reforms 
in the real estate tax is the question of in-
dexation of tax rates according to the rate 
of inflation or the market value of property. 
A comparison of what the rate should be if 
it were to be indexed to the inflation and 
how it is also shown in Table 1. The data in 
the last column of this table indicates that 
if inflation were to be considered, tax rates 
should be in larger amounts. In all cases, 
the real estate tax rate has decreased. 

This phenomenon occurred despite 
the tax reform implemented in January 
2024, when there was a significant increase 
in the tax burden. This leads to the same 
conclusion as the study by Turley [42], 
that the tax burden of real estate taxes is 
decreasing globally. The main reason is 
the fact that the states do not have an in-
dexation of rates based on inflation imple-
mented into the legislative regulation.

https://www.czso.cz/csu/czso/cri/indexy-spotrebitelskych-cen-inflace-prosinec-2023
https://www.czso.cz/csu/czso/cri/indexy-spotrebitelskych-cen-inflace-prosinec-2023
https://www.czso.cz/csu/czso/cri/indexy-spotrebitelskych-cen-inflace-prosinec-2023
https://www.financnisprava.cz/cs/dane/analyzy-a-statistiky/udaje-z-vyberu-dani
https://www.financnisprava.cz/cs/dane/analyzy-a-statistiky/udaje-z-vyberu-dani
https://www.financnisprava.cz/cs/dane/analyzy-a-statistiky/udaje-z-vyberu-dani
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Over the analysed period, tax rates 
were reformed twice, in 2010 and again 
in 2024. While most rates increased by 
100% in 2010, the reform implemented in 
2024 increased tax rates by approximately 
75–83%, depending on the type of real es-
tate. This finding agrees with the results 
of foreign studies [21; 22; 24]. The smallest 
increase was for real estate intended for 
permanent residence. 

It is shown in more detail in Table 2. 
In the Czech Republic, the tax rate policy 
is set in such a way that the tax burden for 
buildings intended for housing is lower, 
and on the contrary, rates used in busi-
ness activities have a higher tax burden. 
The recommendation of the study [16] is 
thus respected.

For the period 1993–2009, the average 
rate of inflation in the Czech Republic was 
5.75%. At this average annual inflation 
rate, the rates in 2010 increased to double 
value, i.e. the increase was 100%. 

For 2010–2023, the average rate of in-
flation is lower, namely 3.6%. The increase 
was thus lower from 75 to 83%.

The reform on January 1, 2024, in-
creased tax rates in such a way as to pre-
serve the principle of lower taxation of 
real estate for permanent housing and, 
conversely, the highest taxation of real 
estate intended for business activity.

The above conclusion is also sup-
ported by the correlation matrix, a se-
lected part of which is shown in Table 3. 

There is a direct dependence for all 
real estate, as the value of the Pearson 
correlation coefficient is close to 1. Both 
reforms in 2010 and in 2024 preserve the 
principle of distributing the tax burden 
set by the Property Tax Act since 1993. 
This does not mean that, for example, 
only the tax burden on business buil- 
dings would increase at the expense of 
reducing the tax burden on other real 
estate.

Table 1. Comparison of rates in 1993 and 2024 in CZK

A type of immovable
Nominal  

rate 
in 1993

Nominal 
rate 

in 2024

Multiply the 
increase for the 

period 1993–2024

Rate adjusted 
for inflation 

in 2024

Building plots, buildings, housing units 1.0 3.50 3.50 4.10

Built-up areas, other areas 0.1 0.35 3.50 0.40

Buildings for business 5.0 18.00 3.60 20.50

Buildings for recreation 3.0 11.00 3.67 12.50

Garages 4.0 14.50 3.63 16.50

Table 2. Inflation and increase in tax rates in %

Period Inflation average 
per year

For Permanent 
housing

For 
business

For 
recreation Garage Built-up and 

other area

1993–2009 5.75 100 100 100 100 100

2010–2023 3.60 75 80 83 81.25 75

Table 3. Correlation matrix

Type of real estate For Permanent 
housing

For 
business

For 
recreation Garage Built-up and 

other area

For Permanent housing 1

For business 0.999739 1

For recreation 0.999292 0.999891 1

Garage 0.999596 0.999984 0.999958 1

Built-up and other area 1 0.999739 0.999292 0.999596 1
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4.2. Tax burden on real estate 
for permanent residence 

The next part of the analysis deals 
with the taxation of building plots, resi- 
dential buildings and units for perma-
nent housing. Typically, the tax burden is 
lower for this real estate than real estate 
intended for recreation or business. For 
real estate intended for permanent resi-
dence, coefficients according to the size of 
the municipality are used for taxation. The 
principle of these coefficients is set so that 
the more inhabitants the municipality has, 
the higher the value of the coefficient. 

The coefficient, according to the num-
ber of inhabitants, affects the resulting tax 
rate. The principle of adjusting the tax rate 
is captured (3):

= ⋅ ,TR BTR C  (3)
where TR is the tax rate, BTR is the basic 
tax rate and C is the coefficient according 
to the size of the municipality. 

For further analysis, it will be as-
sumed that the area of the building plot 
is 100m2. The real estate size very often 
determines the tax base. A comparison of 
the tax burden in 1993 and 2024 is shown 
in Table 4. This comparison is made not 
only over time but also across the size of 
municipalities according to the number 
of inhabitants. The more inhabitants there 
are in the municipality, the higher the co-
efficient according to the number of in-
habitants is used.

The results in the Table 4 show that if 
the burden on real estate should respect 
inflation in the economy, the tax liabili-
ty after recalculation of inflation (TLAI) 
should be higher in most cases. With the 
location of the real estate in a larger mu-

nicipality, the difference between the ac-
tual tax burden and the tax burden if the 
tax rate were indexed to the rate of infla-
tion (AD) also widens. If AD is positive, it 
means that the real tax burden is falling. In 
most cases, the percentage difference (PD) 
is less than 1, which also confirms that the 
tax burden on real estate intended for per-
manent residence has decreased over the 
entire period of validity of the law. This is 
despite two major tax reforms that signifi-
cantly increased tax rates. 

The real decrease in the tax quota for 
real estate tax is approximately 35%. This 
fact thus confirms that the tax burden on 
real estate is developing regressively in 
the Czech Republic. The stated findings 
agree with the results of foreign studies, 
e.g. [24; 44].

However, the value of the PD diffe- 
rence higher than 1 is based on real es-
tate in municipalities up to 300, resp. 
600 inhabitants. In this case, the conclu-
sion is the opposite, and the tax burden 
has increased more than the price level 
in the economy. These conclusions agree 
with [45].

How the tax burden should develop 
if the tax rates were indexed according to 
the rate of inflation is shown for real es-
tate intended for permanent residence in 
Figure 1. 

In reality between 1993–2009, the 
tax burden remained the same in nomi-
nal value, and the tax burden decreased 
in real terms. The 2010 reform increased 
the tax rates, but these rates were un-
changed until the end of 2023. The imple-
mentation of the inflation coefficient was 
included in the real estate tax by the tax 
reform in 2024.

Table 4. The development of the tax burden in CZK and the results of the analysis

Population Up to 
300

Up to 
600

Up to 1 
000

Up to 6 
000

Up to 
10 000

Up to 
25 000

Up to 
50 000

Statutory 
city Prague

1993 30 60 100 140 160 200 250 350 450

2024 350 350 350 490 560 700 875 1 225 1 575

TLAI 158.8 317.7 529.5 741.2 847.1 1058.9 1323.6 1853.1 2382.5

AD –191.0 –32.3 179.5 251.2 287.1 358.9 448.6 628.1 807.5

PD 2.204 1.102 0.661 0.661 0.661 0.661 0.661 0.661 0.661
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4.3. Does inflation affect tax revenue?

Using regression analysis, the next 
part of the study will examine the rela-
tionship between the inflation rate and 
the real estate tax revenue. The amount of 
the tax revenue is significantly lower com-
pared to other direct and indirect taxes. 
The real estate tax revenue, as mentioned 
by, for example, Espinosa et al. or Bocci 
et al. [46; 47] not only in the Czech Repub-
lic is an important income item for the mu-
nicipalities where the real estate is located.

More detailed results of the regres-
sion analysis are shown in Table 5. The 
general form of the regression model 
is shown in part 3, which deals with 
the essential characteristics of the used 
methodology. The explained variable in 
the regression equation is tax revenue. 
Regarding the availability of data on tax 
revenue, the last examined period is 2022. 
The analysis is carried out for the period 

1993–2022. With regard to the tax reform 
in 2010, the study is carried out not only 
for the entire period 1993–2022 (model 1) 
but also for the period 1993–2009 (mo- 
del 2) and 2010–2022 (model 3). The  
regression models are consistent with 
studies by Noguchi et al., or Kim & 
Choi [48; 49] at the 5% significance level.

The first regression model deter-
mined (4) shows the tax revenue’s de-
pendence on the inflation rate for the en-
tire analysed period 1993–2022. The years 
2023 and 2024 are not included in the 
analysis because the data on the tax reve-
nue for these years are unavailable. Equa-
tion (4) has the following form:

= − +1 10.00047 7.897.Y X  (4)

Based on the value of the x1 coefficient 
of equation (4), it can be concluded that 
inflation affects tax revenue negatively. 
The reason is, on the one hand, the unit 
tax rates, which cause their real value to 
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Figure 1. Tax burden based on inflation indexation 

Table 5. Regression analysis
Model 1: 1993–2022 Model 2: 1993–2009 Model 3: 2010–2022 
Coef. Sig. Coef. Sig. Coef. Sig.

X1 revenue –0.00047 0.0098 –0.00527 0.0008 –0.00202 0.028
Constant 7.897 0.0009 29.687 0.0001 18.130 0.045
Observation 30 17 13
R2 0.302 0.731 0.604
F-test 2.91 0.0098 17.23 0.0008 6.325 0.028
DW test 1.675 2.062 2.045
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decrease when the price level increases. 
Another reason is the fact that tax reforms 
in the area of real estate taxation are mi- 
nimal, and this fact also has a negative ef-
fect on tax revenue. The conclusions of the 
analysis are consistent with the results of 
studies [23–25].

For each regression equation, it is also 
verified whether the conditions for the relia-
bility of the regression model are met. Since 
the model has only one variable, it is not 
necessary according to Gokmen et al. [50] 
to test the multicollinearity of the data. 

Another assumption of the regression 
model is to verify that the data has no au-
tocorrelation. According to the results of 
the Durbin-Watson test, this assumption 
is fulfilled, as can also be seen from the 
DW value in Table 5. 

The principle of the Durbin-Watson 
test is discussed in more detail by, for ex-
ample, Ozdilek [51]. In equation (4), the 
value of the F test, or the significance level 
(Sig) for the constant and variable, also is 
under 0.05. A slight problem, however, is 
the coefficient of determination R2, which 
only takes a value of 0.302.

For this reason, the following proce-
dure is chosen so that 1993–2022 is divi- 
ded into two sub-sections, where the di-
viding point is the year 2010, i.e. the year 
when the tax reform regulating tax rates 
was carried out. The equation for the  
period 1993–2009 is determined by (5):

= − +2 20.00527 29.687.Y X  (5)
In this case, all the conditions for us-

ing the least squares method to model 
dependence are met. It is also confirmed 
here that inflation affects tax revenue ne- 
gatively. What is positive about this mo- 
del is that the value of the determination 
index R2 has significantly increased.

The last, third regression equation ex-
amines the dependence of the tax revenue 
on inflation for the period 2010–2022. The 
coefficient for the variable X is based on 
equation (6) of the same type as in equations 
(4) and (5). This also confirms the negative 
influence of this macroeconomic indicator 
on the tax revenue from real estate tax:

= − +3 30.00202 18.130.Y X  (6)

Therefore, these conclusions of the 
analysis are not very optimal findings, 
especially from the point of view of the 
recipient of this tax, i.e., the municipali-
ties and cities where these real estates are 
located. Not only abroad but also in the 
Czech Republic, this tax is included in lo-
cal governments’ budget.

5. Discussion
The real estate tax burden in the Czech 

Republic decreased in most cases over the 
analysed period 1993–2024. The main rea-
son for this fact is minimal tax reforms in 
the area of tax rates. These took place only 
in 2010 and in 2024. 

Even though the increase in these rates 
was by 100% or by approx. 75%, the real 
tax burden on real estate has fallen, and if 
inflation were to be indexed to this period, 
the rate increase in 2024 would also have 
to be 100%. It follows that the formulated 
hypothesis H1 was not confirmed.

To minimalize a decrease in the tax 
burden from 2024 and thus also a decrease 
in tax revenue, an inflation coefficient was 
implemented in the legislation regulating 
real estate taxation as part of the tax re-
form. This coefficient will multiply the tax 
liability calculated according to the rates 
valid for 2024. 

It will also not be necessary to carry 
out another tax reform in the area of rates 
in the future, using the inflation coefficient 
will result in the fact that the tax burden 
will also remain unchanged in real terms. 
This area, i.e., the inflation coefficient, is 
frequently debated. 

The conclusions of several studies, 
e.g. [24; 25; 28], about the main reason 
why the tax revenue from real estate is 
decreasing in most countries is the almost 
unchanging legislation, and the unit type 
of tax rate have been confirmed. Increas-
ing the tax burden is not a popular step 
from the taxpayers’ point of view. Due to 
the fact that the reforms are taking place 
only minimally, the rate increase is rare. 
But if it happened the level of increasing 
is very high. Although taxpayers may be-
lieve their tax burden is increasing, the 
study results show the opposite conclu-
sion. On the contrary, the implementation 
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A limiting factor must be considered in 
the study. This is mainly due to the avail-
ability of data on tax revenue when the 
last is for the year 2022. The Financial Ad-
ministration of the Czech Republic has not 
published the data for a more recent peri-
od. From the point of view of the first part 
of the analysis dealing with aspects of tax 
rates. This limitation doesn’t occurred at 
this section, data are available for the entire 
analysed period of 31 years. The second 
limiting factor of this study is that it is ab-
stracted from applying the local coefficient 
when calculating the tax because, as stated 
in the study [34; 36], more than 80% of mu-
nicipalities do not use this coefficient.

6. Conclusion
The aim of the study was to evaluate 

the development of the tax burden on the 
real estate tax in the Czech Republic from 
1993 to 2024 in the context of tax reforms. 
The analysis results show that the tax bur-
den on real estate has decreased with mi-
nor exceptions. On the other hand, the tax 
burden increased for real estate intended 
for permanent housing in small munici-
palities with up to 600 inhabitants. Other 
real estate shows a reduction in the tax 
burden in a comparison between 1993 and 
2024 despite two tax reforms. 

The reform in 2010 doubled the tax 
rates, in 2024 there was another increase of 
around 80%. The reason for the decrease 
in the tax burden was that until the end of 
2023, issues of indexation of tax rates ac-
cording to inflation were not implemented 
into the law.

According to the regression analysis 
results, inflation is the factor that negative-
ly affected the tax revenue. This caused an 
ever-declining share of real estate tax in the 
total tax revenue. This fact is particularly 
negative from the point of view of the mu-
nicipalities or cities in whose territory the 
real estate is located. This is because the tax 
revenue is not directed to the central but, 
on the contrary, to the regional budgets.

In the area of real estate tax, tax re-
forms are not often carried out, e.g. in 
comparison with income tax or value-ad- 
ded tax. This does not mean that the real 
estate tax research area has been complete-

of the inflation coefficient confirms the va-
lidity of hypothesis H2. However, its va-
lidity is only partial because, in the case of 
agricultural land, the inflation coefficient 
has a permanent value of 1.

An increase in tax rates can also affect 
investment in real estate. This may be re-
flected in the fact that the construction of 
new houses in smaller cities, where the tax 
burden is lower, will be preferred. At the 
same time, in larger cities, where there is 
often a shortage of space, this can be reflec- 
ted in an increase in the efficiency of use.

Studies [14] and [15] confirmed that in 
the Czech Republic, there is not just one 
same rate for all real estates; on the con-
trary, there are more rates. The amount of 
these rates is graded according to the real 
estate’s use or location.

The factor causing the decrease in tax 
revenue is inflation. The results of the re-
gression analysis confirmed this in all re-
gression models. Municipalities and cities 
in the Czech Republic can apply a local co-
efficient or increase the coefficient for real 
estate for permanent housing according 
to the number of inhabitants. According 
to [34] and [36], most municipalities do not 
use this because citizens do not perceive 
this fact positively. The way to achieve sta-
ble tax revenue is to reflect inflation in the 
calculation of tax liability. This is exactly 
what the tax reform ensures from 2024. 

It is also justified that real estate that 
used for business activity should have 
a higher tax burden. According to Dinter-
man & Katchova [52], the increased tax bur-
den can also be transferred to another entity 
in the case of real estate for housing. In rent-
ing, it can be a transfer from the landlord to 
the tenant in the form of a higher rent.

The tax reform of the real estate tax in 
2024 increased the tax burden, but if the 
goal was to ensure that the tax burden re-
turned to the values of 1993, i.e. the first 
year when the real estate tax law was in 
force, then it can be stated that the tax re-
form did not meet this goal. The second 
goal of the reform was to implement into 
the law a measure that would take infla-
tion into account when calculating the tax 
burden. On the contrary, this goal was 
completely fulfilled by the tax reform.
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ly examined. The evaluation of the effect of 
implementing the inflation coefficient or 
the increase in tax rates in 2024 on tax re- 
venue may be the subject of another study.

Even though, as already mentioned, 
real estate tax shares a tiny percentage of 

the total tax revenue, the real estate tax is 
a significant part of the tax system of the 
Czech Republic. By this tax, the principle 
of horizontal justice is fulfilled, and the 
importance of this tax as revenue for local 
governments’ budgets is unquestionable.
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ABSTRACT
For countries focused on the extraction and processing of natural resources, including 
Russia, a crucial task is to ensure the rational extraction and distribution of natural 
rent. The tax model applied to natural rent should facilitate its optimal allocation 
to the budget without undermining the motivation of resource users to invest. This 
study seeks to gauge the extent of oil rent extraction into the Russian budget and 
suggest strategies to enhance the efficacy of redistributing oil rent to the state budget. 
Our hypothesis proposes that export customs duties, compared to the mineral 
extraction tax, prove more effective in achieving the desired redistribution from 
resource users to the budget. To assess the extent of oil rent extraction, we devised 
a methodology based on calculating the oil rent generated in Russia. This method 
involves measuring the difference between the income generated by the oil industry 
and the total expenses incurred by oil sector companies. Our analysis reveals that, 
from 2005 to 2022, up to 87% of the oil rent generated in Russia was extracted through 
rent payments to the state budget. However, in recent years, the degree of oil rent 
extraction has decreased to 56%. This decline can be attributed to the tax maneuver 
initiated in Russia since 2015, entailing a reduction and eventual elimination of export 
customs duties, coupled with an increase in the mineral extraction tax rate. Our 
results indicate a diminishing effectiveness of rent-based taxation in Russia due to the 
reduced fiscal significance of rent payments. Furthermore, their regulatory function, 
designed to incentivize taxpayers for investment contributions, has weakened. These 
findings offer valuable insights for shaping fiscal policies and lay the groundwork for 
further research in this domain. 
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АННОТАЦИЯ
Для стран, ориентированных на добычу и переработку полезных ископаемых, 
включая Россию, важной проблемой является обеспечение рационального 
изъятия и распределения природной ренты. Модель налогообложения при-
родной ренты должна обеспечить наиболее полное изъятие природной рен-
ты в бюджет, и не снижать склонность к инвестированию недропользователей. 
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1. Introduction
Contemporary nations draw revenue 

from diverse channels, including taxes and 
compulsory contributions to the budget. 
The principal source is the national income 
generated by companies and individual en-
trepreneurs through their economic activi-
ties. In countries endowed with abundant 
natural resources, such as Russia, natural 
rent is an important source for budgetary 
augmentation, complementing the natio- 
nal income.

Russian companies specializing in 
natural resource extraction and processing 
derive a significant share of their earnings 
not from efficient business processes or 
innovative technologies but mainly from 
their right to extract rare minerals. The 
value of these minerals significantly sur-
passes the associated extraction costs. The 
additional income earned by these compa-
nies exceeds the normal level of economic 
profitability and constitutes natural rent, 
which is a significant source of revenue for 
the state budget. 

For research on economic relation-
ships associated with the generation and 

Целью исследования является измерение величины изъятия нефтяной ренты 
в российский бюджет и разработка путей повышения качества перераспреде-
ления нефтяной ренты в доход государства. Гипотезой исследования является 
предположение о том, что вывозные таможенные пошлины лучше, чем налог 
на добычу полезных ископаемых справляются с задачей перераспределения не-
фтяной ренты от недропользователей в российский бюджет. Для того, чтобы 
выявить уровень изъятия нефтяной ренты в бюджет была разработана автор-
ская методика расчета величины нефтяной ренты, создаваемой в России, в ос-
нове которой заложено измерение разницы между суммой дохода, полученной 
нефтяной отраслью, и суммой затрат, произведенных компаниями нефтяной 
отрасли. Был проведен корреляционный анализ между величиной нефтяной 
ренты и поступлением рентных платежей. Установлено, что посредством при-
менения рентных платежей в доход государства в период 2005–2022 гг. изыма-
лось до 87 % создаваемой в России нефтяной ренты. Однако в последние годы 
степень изъятия нефтяной ренты снизилась до 56 %. Выявлено, что причиной 
этого стало проведение с 2015 г. налогового маневра, заключающегося в сниже-
нии ставки вывозных таможенных пошлин, вплоть до обнуления, и увеличении 
ставки налога на добычу полезных ископаемых. Полученные результаты позво-
лили сделать вывод о снижении эффективности рентного налогообложения 
в России из-за того, что сокращается фискальное значение рентных платежей, 
а также ослабляется их регулирующая функция, направленная на стимулиро-
вание налогоплательщиков к осуществлению инвестиционных вложений. Ре-
зультаты исследования могут быть применены при осуществлении налоговой 
политики в России и проведении дальнейших научных исследований. 

КЛЮЧЕВЫЕ СЛОВА
налог, нефтяная рента, таможенная пошлина, налог на добычу полезных ис-
копаемых, налоговый маневр, инвестиции, бюджет

redistribution of natural rent, it is essential 
to establish an optimal model for natural 
rent taxation. The taxation model, on the 
one hand, should channel most of the natu- 
ral rent into the state budget; on the other 
hand, it must not suppress business acti- 
vity in the extractive industries and should 
not discourage taxpayers’ from investing. 
It is crucial to ensure the neutrality of the 
natural rent taxation system in this regard. 

To extract natural rent, the govern-
ment can choose from a variety of me- 
thods, including financial instruments 
that help redistribute surplus revenues 
generated by subsoil users – taxes, cus-
toms duties, and other special payments. 

Figure 1 shows a list of mandatory 
payments in Russia used to collect natural 
resource rent. 

Each type of rent payment allows for 
the extraction of natural rent at different 
stages of the production process: 

– the mineral extraction tax (MET) 
and other subsoil use payments extract 
rent at the stage of mineral extraction; 

– the personal income tax extracts 
a portion of the rent embedded in the in-
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creased wages of employees of extracting 
companies during the production process; 

– excise taxes capture rent upon the 
sale of finished products, such as petrole-
um products; 

– corporate income tax and additional 
income tax are mechanisms that capture 
rent in the form of additional profits gene- 
rated by companies during the finalization 
of their financial results; 

– export customs duties result in the 
extraction of natural rent at the moment of 
exporting valuable minerals abroad. 

Therefore, a company involved in 
extracting natural resources is respon-
sible for making several rent payments, 
which collectively contribute to extracting 
a portion of the natural rent into the state 
budget.

Most natural rent in Russia is generated 
through oil extraction. This study examines 
the flow of payments into the consolidated 
budget, originating from oil extraction and 
processing, to assess the extent of oil rent 
being contributed to the budget. 

Recent reforms in the taxation of oil 
rent in Russia have included a tax maneu-
ver, initiated in 2015. This maneuver in-
volves replacing the extraction of oil rent 
through export customs duties on crude 
oil and petroleum products with the 
MET. The tax maneuver concluded on 
January 1, 2024, when the export customs 
duty rates on oil and petroleum products 
were reduced to zero. Since 2019, the 
MET has been supplemented by the tax 

on additional income, which is imposed 
on the super profits of certain oil and gas 
companies. 

Various types of rent payment differ 
in their efficiency in extracting oil rent 
into the budget. In recent years, the bulk 
of oil rent has been extracted through the 
MET and export customs duties, yet their 
capacity to channel oil rent into the state 
budget revenue differs. 

The aim of the study is to measure the 
extent of oil rent extraction into the Rus-
sian budget and explore strategies to en-
hance its effectiveness. 

The hypothesis of the study is that export 
customs duties, as indirect mandatory pay-
ments, are more effective than the MET in 
redistributing oil rent from subsoil users 
to the state budget. In our view, this hap-
pens because, when shifted onto foreign 
consumers, export customs duties are less 
likely to be perceived as a tax burden by 
taxpayers. The latter are also less likely to 
evade payment of export customs duties 
compared to the mineral extraction tax. 

2. Review of contemporary approaches 
to oil rent taxation

Contemporary research literature 
covers diverse aspects of acquiring, dis-
tributing, and taxing natural rent. 

Shi et al. [1] argue that revenue from 
mineral extraction is positively correlated 
with GDP growth and effective govern-
ance, which they associate with control 
over corruption.

Mineral
extraction tax Excise taxes Personal

income tax
Tax on additional income 

from the extraction
of hydrocarbons

Corporate income taxTaxes

Export customs dutiesRent payments to the budget

One-time payments
for the license
for subsoil use

Regular payments
for the extraction

of minerals (royalties)

Income from production-sharing 
agreements

in mineral extraction 

Figure 1. Compulsory payments contributing to the extraction of natural rent in Russia
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In their analysis of 19 countries, 
encompassing both developed and de-
veloping economies from 1997 to 2019, 
Hoang et al. [2] discovered a consistent 
“Dutch disease” effect attributed to na- 
tural resource rent. Moreover, they ob-
served variations in the impact of eco-
nomic policy uncertainty, geopolitical 
instability, and natural resource rent on 
economic complexity across all the coun-
tries in their study.

Alsagr [3] shed light on the detri-
mental effects of oil rent on the economic 
growth of developing nations.

Nkoa et al. [4], employing an econo-
metric research method based on the 
two-stage least squares (2SLS) approach, 
found that resource rent increases global 
instability in developing countries.

On the one hand, having the ability 
to extract natural rent is advantageous as 
it provides additional national income, 
but on the other hand, an economic po- 
licy centered on rent extraction can lead 
to stagnation in the national economy, 
a phenomenon commonly known as the 
“resource curse”. 

Masi et al. [5] tested the resource curse 
hypothesis across 62 developing countries 
from 1995 to 2015, arguing that it is possi-
ble to develop the natural resource sector 
without harming the budgetary potential.

Canh et al. [6] tested the resource 
curse hypothesis across 90 developed 
and developing countries from 2002 to 
2017, examining various types of mine- 
ral resources. They demonstrated that an 
increase in the level of economic develop-
ment reduces the impact of natural rent 
from the extraction of minerals and gas 
but increases the impact of natural rent 
from coal extraction. 

Sun et al. [7], focusing on the case of 
China, assessed the impact of resource 
taxation on the resource curse and showed 
that resource taxation policies in China  
exacerbated the country’s resource curse. 

Mehlum et al. [8] insist that the quality 
of a country’s institutions determines the 
quality of natural resource exploitation. 
The resource curse is more likely to occur 
in countries with poorly developed insti-
tutions such as Nigeria, Zambia, and Sier-

ra Leone, facing issues like corruption, bu-
reaucracy, and non-compliance with laws. 
These problems result in resource users 
trying to appropriate oil rent instead of 
improving their production. Conversely, 
in countries with good institutions (such 
as Norway and Botswana), the exploita-
tion of natural rent contributes to econo- 
mic development and the well-being of 
the population. 

Similar conclusions are made by Ro- 
binson et al. [9], who show that in coun-
tries with good institutions, the extraction 
of mineral resources contributes to eco-
nomic growth, while countries with poor 
institutions face the resource curse. 

Numerous studies focus on quanti- 
fying the rent generated in production 
activities, in particular oil rent. 

Pitelin [10] devised a method to calcu-
late oil rent by measuring the value-added 
contribution of oil extraction to GDP and 
showed the variation in GDP in two sce-
narios: the current state and a hypotheti-
cal scenario where the country has no oil 
production. 

Costa & Garcia-Cintado [11] develo- 
ped and applied a DSGE model to calcu-
late the natural rent generated by extrac- 
ting enterprises in Brazil. 

Jović et al. [12] calculated natural rent 
using soft computing methods and as-
sessed the impact of natural rent on GDP 
growth. Their findings suggest that forest 
rent has the greatest influence on GDP 
growth. 

Leiva [13] assessed natural rent using 
the example of copper mining in Chile. 

Yuva & Filimonova [14] developed 
a model for calculating oil rent using an 
analysis of components constituting the 
rent (MET, customs duties, profits of oil 
companies, etc.), which were aggregated. 

Osmundsen & Lovas [15] demonstrate 
that there is no one-size-fits-all model for 
taxing natural resources worldwide and 
that the construction of the optimal tax 
system depends on the individual charac-
teristics of each country. 

Until recently, Russia was actively 
using tax instruments alongside customs 
and tariff tools for extracting natural rent. 
A decade ago, these instruments held the 
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largest share among all means of extrac- 
ting natural rent in the budget. Export 
duties are usually designed to steer clear 
of taxing oil and gas to prevent distorting 
export prices. However, Russia stands out 
as an exception to this norm, as noted by 
Tordo [16].

According to Yang et al. [17], Russia 
is experiencing the resource curse, main-
ly linked to positive shocks in natural gas 
rent. However, shocks in oil rent are con-
sidered a blessing due to their positive im-
pact on GDP growth.

Korkmaz [18] and Hasanov et al. [19] 
also confirmed the positive impact of oil 
rent on economic growth in Russia. 

Zakharov [20] found that the increase 
in oil revenues negatively impacts the 
quality of institutions in Russia. He argues 
that the rise in tax revenues due to exo- 
genous positive shocks in oil prices does 
not alter regional incomes but exacerbates 
corruption and diminishes regional de-
mocracy and the quality of governance. 

Many researchers have analyzed the 
taxation of extracting companies in vari-
ous countries around the world. 

Daubanes & Lasserre [21] argue that 
carbon emission taxation in non-rene- 
wable energy sources should be increased 
when there is a need for government reve-
nue. They propose a tax formula that is an 
augmented, dynamic version of the stan- 
dard Ramsey tax rule. 

Balde [22] investigates the impact of 
taxation on the duration of the period 
starting from the discovery to the deve- 
lopment of a deposit by estimating a du-
ration model. He empirically demon-
strated that this period depends on the 
fiscal regime applied by the country to 
secure its share of revenue in the form of 
natural rent.

Beer & Loepric [23] identified inter-
nal channels for profit shifting among hy-
drocarbon companies and concluded that 
profit shifting within the country consti-
tutes approximately one-third of the total 
hidden income. 

Kjær et al. [24] argued that it is of-
ten difficult to establish an effective tax 
mechanism for extracting natural rent in 
developing countries. 

Keller [25] investigated the effect of 
oil revenues on non-resource taxation for 
19 oil-exporting countries using the synthe- 
tic control methodology. He demonstrated 
that the effect is heterogeneous and arises 
only in oil-exporting countries with a low 
level of institutional quality that heavily 
depend on oil and prefer using tax instru-
ments rather than non-tax instruments. Ad-
ditionally, the dynamics of the effect differ 
in countries with a state-owned oil sector 
compared to those with a private oil sector.

Cordella & Onder [26] investigated 
how unforeseen oil revenues can impact 
political conflicts in a country and showed 
that direct payments to the population are 
the most effective means of preventing 
conflicts. 

Ishak & Farzanegan [27] examined the 
connection between oil rent and tax reve-
nues, emphasizing the significance of the 
shadow economy as a restraining factor 
in these relationships. They found that the 
reduction of oil rent due to negative oil 
price shocks ceases to have a significantly 
positive impact on tax revenues in coun-
tries where the shadow economy consti-
tutes more than 35% of GDP. 

Brown et al. [28] assessed the conse-
quences of changes in oil extraction taxa-
tion in several U.S. states and found that 
an increase in the tax burden reduces the 
profitability of oil extraction to a greater ex-
tent than a decline in the selling price of oil. 

Wolfson & Koopmans [29] identified 
tax methods that may help stimulate envi-
ronmentally friendly resource use.

There is a separate group of publica-
tions dedicated to the distorting impact of 
rent taxation. 

Smith [30] conducted an analysis of 
methods used to study tax distortions in 
resource-extracting industries. 

Lund [31] examined the distorting im-
pact of rent taxation and proposed a model 
to assess how higher tax rates on subsoil 
users reduce their motivation for invest-
ment and business development. 

Nakhle [32] investigated the neu-
trality of rent taxation in the UK and 
showed that oil-extracting enterprises  
on the continental shelf are less willing to 
invest after an increase in the tax burden. 
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Lund [33] examined the effective re-
structuring of taxation in Norway in 1986, 
leading to the establishment of a neutral 
model for the taxation of oil extraction.

Our review of the research literature 
has showed that diverse approaches are 
employed for the measurement of natural 
rent. Ample reserves of natural resources 
and the potential extraction of resulting 
natural rent may have a different impact 
on a country’s economic growth. In some 
nations, natural rent acts as a catalyst for 
economic growth, while in others, it serves 
as a constraint on economic development. 

Developing countries often experi-
ence the resource curse, understood as 
the inefficiency of economies focused on 
resource extraction. A number of studies 
highlight the ineffectiveness of Russia’s 
current model for taxing oil rent, which 
relies on levying the mineral extraction 
tax (known as NDPI) on oil-extracting 
companies. 

3. Methodology

3.1. Evaluation of the total oil rent
At the first stage of our study, we cal-

culated the amount of the oil rent genera- 
ted in Russia by applying a methodology 
based on the approaches outlined in [13]. 

The oil rent in Russia comprises two 
components: the rent generated during the 
primary extraction of crude oil and rent 
generated during the processing of crude 
oil. Therefore, the total amount of oil rent 
was calculated by using Formula (1):

,o co pR R R= +  (1)
where Ro is the amount of oil rent; Rco is 
the amount of rent on crude oil; and is the 
amount of rent on petroleum products.

In 2005–2022, approximately half of 
the oil extracted in Russia was exported, 
while the remaining part was processed 
at oil refineries inside the country. A sig-
nificant portion of the country’s oil prod-
ucts was also exported. Therefore, when 
calculating the total oil rent, we took into 
account the revenues from both the ex-
traction of crude oil and the production 
of oil products, considering both domestic 
consumption and exports. 

3.2. Evaluation of crude oil rent 
When calculating the crude oil rent, 

we considered all revenues associated 
with selling crude oil, including those 
directed for domestic consumption and 
export. The calculations were made ac-
cording to Formula (2):

,co d d e eI Q P Q P= ⋅ + ⋅  (2)

where Ico is the total income from crude 
oil sales; Qd is the volume of domestically 
processed oil; Qe is the quantity of expor- 
ted oil; Pd is the domestic price of oil; and 
Pe is the export price of oil.

In calculating the costs of oil extrac-
tion and marketing, the following were 
taken into account: (1) material costs 
associated with oil extraction, storage, 
and transportation; (2) labor expenses; 
(3) wage accruals; (4) depreciation expens-
es, which reflect the amount of investment 
sufficient to renew the production capaci-
ties of oil-producing enterprises.

We did not include other expenses 
such as taxes and other mandatory pay-
ments in the calculations because we in-
tended to measure the total oil rent before 
taxation, from which mandatory payments 
to the budget would be deducted later. 

Furthermore, other expenses include 
a range of non-production expenditures, 
such as representation and managerial 
costs, for example, supporting professio- 
nal sports teams and other “charitable” 
expenditures. These types of expenditures 
are traditionally inflated in the oil indus-
try. Oil extraction enterprises can afford 
and tend to incur these expenses, primari-
ly due to the substantial oil rent.

Labor expenses were calculated 
through an alternative method. When de-
termining the amount of wage costs and 
contributions to wage payment, paid to 
off-budget funds, we considered not the 
actual expenses incurred by oil extrac-
tion enterprises for these purposes but the 
number of workers in the oil extraction 
industry and the average monthly wage 
in Russia. This way we were able to deter-
mine the “normal” expenses for a produc-
tion factor like labor, incurred by average 
Russian enterprises lacking oil rent to arti-
ficially inflate wage costs.
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A peculiarity of statistical accounting 
in Russia is that expenses for oil extrac-
tion enterprises are not tracked separate-
ly. Their indicators were included in the 
extraction of fuel and energy minerals 
until 2017, and since 2017, they have been 
accounted for in the total costs of oil and 
natural gas extraction. 

Therefore, the cost of oil extraction 
was calculated based on the share of the 
cost of oil extraction in the total costs of 
oil and natural gas extraction (this share 
varied annually within the range of 75.1% 
to 87.7%); and in the costs of extracting 
fuel and energy minerals (ranging from 
58.6% to 63.6%). 

Considering the aforementioned con-
ditions, the cost of oil extraction and mar-
keting was calculated by using Formu-
la (3):

,co mo ao ao oC C W A D= + + +         (3)

where Cco stands for the costs for oil ex-
traction and sale; Cmo, for material ex-
penses linked to oil extraction; Wao, for 
the labor costs calculated through an  
alternative method using the country’s 
average wage and the industry’s work-
force; Aao, accruals for labor remunera-
tion derived from the calculated wage 
(Do); and Wao, depreciation allowances.

Using the input data we obtained, we 
were able to calculate crude oil rent by ap-
plying Formula (4):

,co co co aoR I C P= − −  (4)

where Rco is crude oil rent; Cco is the costs 
associated with oil extraction and sale; 
and Pao is the calculated profit of oil-pro-
ducing enterprises based on the average 
level of profitability in the country.

According to Formula (4), the amount 
of rent is determined by subtracting the 
total revenues of oil extraction enterpri- 
ses from the expenses for oil extraction 
and marketing, and the “normal” profit 
level in the Russian economy. Since most 
of the oil rent settles into the profits of 
oil extraction enterprises, the profitabili-
ty of companies in this industry exceed 
the average Russian level by 2–3 times, 
reaching up to 35% in the given period. 
Therefore, we calculated the “normal” 

profit using the average Russian level of 
profitability, enabling a satisfactory re-
turn on capital in the national economy, 
without considering the oil rent.

3.3. Assessment of oil rent  
from oil processing

In a similar manner, we calculated 
the amount of rent derived from the pro-
cessing, production, and sale of petro- 
leum products. 
Revenue from the sale of petroleum pro- 
ducts (Ip) is determined by using official 
statistical data on the cost of shipped oil 
products. The calculation of the costs for 
the production of oil products was based 
on Formula (5): 

,p mp ap ap pC C W A D= + + +
        

(5)

where Cp corresponds to expenses for oil 
processing; Cmp, to material costs asso- 
ciated with oil processing; Wap, the labor 
costs calculated through an alternative 
method based on the average wage in the 
country and the industry’s workforce; 
Aap, accruals for labor payment based on 
the calculated wage (Wap); and Dp, depre-
ciation deductions.

In Formula (5), material costs (Cmp) 
include all material expenses associated 
with oil processing, including the cost of 
crude oil purchased for processing, which 
constitutes a predominant portion of ma-
terial costs for raw materials and supplies. 

Labor costs (Wap) are calculated by us-
ing the average number of employees in 
oil processing plants and the established 
average wage nationwide. The salary in 
the oil refining industry is not as high as in 
the oil extraction sector – it exceeds the av-
erage Russian level by only 1.5–2.0 times. 
It should be noted, however, that people 
working in the oil refining industry tend 
to have higher wages because they have 
the opportunity to receive a share of the 
oil rent, given the relative scarcity of this 
resource.

Rosstat – the Federal State Statistics 
Service – accounts for the expenses of oil 
production as part of the overall costs of 
the category “Production of coke and pe-
troleum products”. Hence, the calculation 
of oil production costs was based on the 
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annual proportion of the cost of shipped 
oil products in the total volume of shipped 
products under the category “Production 
of coke and petroleum products”. The 
share of oil products in this sector is dom-
inant and changes annually within the 
range of 97.2% to 98.9%.

Oil rent derived from oil process-
ing was calculated by using Formula (6), 
which is similar to Formula (4) we used 
for calculating crude oil rent: 

,p p p apR I C P= − −  (6)

where Rp corresponds to the amount of 
rent from oil products; Cp denotes costs 
for oil processing; and Pap is the profit of 
oil processing enterprises, calculated by 
using the data on the average level of pro- 
fitability in the country.

In Formula (6), the income obtained 
from oil processing was reduced by the 
profit calculated by an alternative method, 
based on the average level of profitability. 
This adjustment was made to account for 
the amount of oil rent embedded in the 
profits of oil processing enterprises. 

The suggested methodology for cal-
culating oil rent enables us to measure 
the added value generated during the ex-
traction and processing of oil beyond the 
“normal” level anticipated from a similar 
application of production factors like la-
bor and capital in other sectors of the Rus-
sian economy. 

The “normal” level is considered as 
the average return in the form of capital 
profit and the average level of labor remu-
neration in the form of wages in the econ-
omy and the country, respectively.

3.4. Assessment of the degree of oil rent 
extraction into the budget

To gauge the extent of oil rent extrac-
tion into the budget, we gathered and ana-
lyzed mandatory payments in the national 
budgetary system, through which oil rent 
is extracted. 

These include 7 types of taxes and 
other mandatory payments to the conso- 
lidated budget:

1) mineral extraction tax on crude oil; 
2) excise taxes on petroleum products. 

Excise taxes on petroleum products are 

levied domestically (exported goods are 
exempt from excise taxes), and these ta- 
xes are paid when petroleum products are 
sold within the country. However, starting 
from 2019, Russia has introduced a system 
of reverse excise tax on crude oil. Under 
this mechanism, oil processing enterprises 
receive a reimbursement from the federal 
budget for the excise tax imposed on the 
portion of petroleum products intended 
for domestic consumption;

3) income generated through agree-
ments on the allocation of production du- 
ring oil extraction (corporate income tax, 
regular payments for mineral extraction 
(royalties), and the state’s share of profita-
ble production);

4) tax on additional income from the 
extraction of hydrocarbons;

5) one-time payments for the license 
for subsoil use;

6) export customs duties on crude oil; 
7) export customs duties on petroleum 

products.
The data were sourced from the 

Treasury’s reports on the execution of the 
country’s consolidated budget (www.
roskazna.ru). We did not consider tax 
payments imposed on the ongoing acti- 
vities of all economic entities, including 
those unrelated to rent incomes. These 
include the following taxes: corporate 
income tax, value-added tax (VAT), per-
sonal income tax, water tax, business 
property tax, transport tax, gambling tax, 
and land tax. 

In addition, the study relied on sta-
tistics from the official websites of the  
Federal State Statistics Service (Rosstat) 
and the Ministry of Economic Develop-
ment of the Russian Federation. Official 
documents, including the Tax Code of 
Russia and the Law of the Russian Fede- 
ration on the Execution of the Federal 
Budget for 2022, were obtained from the 
legal reference system Consultant+. 

Due to the restrictions imposed by 
Western countries on Russian oil exports, 
since 2022, Rosstat has ceased publishing 
official data on Russian oil and petrole-
um product exports. The information for 
the year 2022 was derived from the data 
cited in interviews by the Deputy Chair-
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man of the Russian government Alexan-
der Novak1. 

To assess the adequacy of oil rent ex-
traction for the needs of the national eco- 
nomy, a correlation analysis was conduc- 
ted. This analysis explored the relation-
ship between oil rent and the receipt of 
associated payments, including taxes and 
mandatory fees paid by companies spe-
cializing in oil extraction and processing.

4. Results
4.1. Total oil rent generated in Russia
We calculated the oil rent generat-

ed in Russia between 2005 and 2022 (see  
Figure 2). 

In the given period, the absolute 
amount of oil rent increased from 3.2 to 
14.6 trillion rubles. The maximum amount 
of oil rent was generated in 2021 when it 
reached 16.2 trillion rubles. 

Oil rent constitutes the part of added 
value that is generated due to the scarcity 
of this resource and its ability to generate 
income while being processed. Therefore, 
it is interesting to compare oil rent with 
the total amount of value added, formed 
by the country’s GDP.

1 http://tass.ru/ekonomika/17248419?yscli
d=lppnrokw5g387669797/

The share of oil rent in Russia’s GDP 
is shrinking steadily: over the given peri-
od, it reduced from 14.7% to 9.5%. As the 
absolute size of oil rent was increasing, 
the relative amount of oil rent was falling. 
Therefore, it can be concluded that the re-
duction in the share of oil rent in GDP was 
the result of the increased diversification 
in the Russian economy. In other words, 
the share of the oil industry decreased due 
to the increase in the share of other sectors 
in the Russian economy.

4.2. Analysis of oil rent extraction 
to the Russian budget

The bulk of the natural rent is chan-
neled into the budget through taxes im-
posed on oil companies. For the purposes 
of this study, customs duties are includ-
ed in the overall tax payments, although 
under Russian budgetary legislation, they 
are not classified as taxes. 

The comparison of budgetary reve-
nues from oil rent with the proportion of 
oil rent extraction is illustrated by Figure 3. 

In the given period, the degree of tax 
extraction of oil rent varied within the 
range of 51–87% of the generated rent, 
with the maximum degree of extraction 
observed in 2008 and 2014. 
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Figure 2. Oil rent in Russia in 2005–2022
Note: Compiled by the authors based on Rosstat data

http://tass.ru/ekonomika/17248419?ysclid=lppnrokw5g387669797/
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In 2005–2014, there was an increase 
in the degree of oil rent extraction into 
the state budget, reaching 86.5% of the 
generated oil rent by 2014, with the aver-
age annual value being 74.3%. In the sub-
sequent years, there was a steady decline 
in the degree of oil rent extraction – the 
average annual value in this period de-
creased to 62.4%. 

Moreover, due to the increase in the 
overall volume of generated oil rent, the 
absolute amount of rent payments to the 
budget increased year by year. Some de-
crease in the inflow of rent payments was 
observed in certain years, for example, in 
the crisis year 2020. 

The analysis of payments from oil rent 
into the consolidated budget of Russia is 
presented in Table 1.

The country’s tax system cannot be 
expected to fully capture all generated 
oil rent and, what is more, such a scena- 
rio is undesirable. As discussed earlier, 
the prospect of obtaining a share of na- 
tural rent is a key motivator for entrepre-
neurs in specific sectors of the economy, 
stimulating investment inflow into these 
industries. It is also essential to preserve 
the differential rent II, generated through 
innovation and technological advance-
ments, for the benefit of subsoil users as it 
encourages modernization in production 
and enhances investments in fixed capital.

If the reduction in the degree of oil rent 
extraction is accompanied by higher rates 
of real investment growth, such trends can 
be considered positive. However, further 
analysis will show that the picture is quite 
the opposite. 

The majority of researchers agree that 
absolute rent and differential rent I should 
primarily contribute to the state’s income. 
Absolute rent arises during the extraction, 
processing, and sale of oil obtained from 
any deposit due to the rarity and value of 
this valuable resource. Subsoil users re-
ceive differential rent I from the exploita-
tion of more productive and economically 
advantageous deposits.

At the same time, a significant reduc-
tion in the share of oil rent extraction into 
the budget in recent years (less than 2/3 of 
its volume) points to the fact that the cur-
rent model of subsoil use taxation in the 
country is inefficient. A large portion of oil 
rent should be directed to the state budget 
because this income arises from exploiting 
mineral resources owned by the govern-
ment. This share of oil rent is acquired by oil 
companies not through superior business 
organization, enhanced management skills, 
or a more capable workforce, but primari-
ly due to their privileged position granted 
when awarded the right to exploit these re-
sources. When it comes to rent-based reve-
nues, this situation is quite common. 
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The year 2015 marked a turning point 
in oil rent extraction as it started decrea- 
sing due to various factors. We believe 
that the decisive factor triggering this pro-
cess was the launch of the tax maneuver.

Since 2015, there has been a steady de-
cline in export customs duties on oil and 
oil products, accompanied by an increase 
in the mineral extraction tax rates for oil 
extraction. The decrease in revenue from 
export customs duties, according to the 
reformers’ plans, should be offset by an 
increase in the revenue from this tax. 

Since 2024, zero-rates of export cus-
toms duties on crude oil and petroleum 
products have been implemented. Ac-
cording to the Russian Ministry of Fi-
nance, “this maneuver not only dimini- 
shes the budget’s reliance on oil prices but 
also alleviates the effects of their decline 
on the oil industry”2. 

Before the tax maneuver began, it 
had been expected to reduce the budget’s  
reliance on the fluctuating trends in oil 
prices. The Russian Ministry of Finance 
considers the MET to be a more stable 
source of income than export customs du-
ties. Additionally, the Ministry of Finance 
anticipated an increase in budget reve-
nues from oil extraction and processing, 
as well as a reduction in the tax burden on 
the oil industry amid low oil prices.

During the tax reform in the oil in-
dustry, in 2005–2022, the share of the 
MET in oil rent taxation increased from 
38% to 74% of the total oil revenues. This 
shift resulted from the shrinking share of 
export customs duties on crude oil – from 
44% to 5%. 

The proportion of export customs 
duties on petroleum products decreased 
from 10% to 2%, despite having reached 
21% in 2014. Annual variations are ob-
served in the revenues from excise taxes 
on petroleum products, which in certain 
periods contributed up to 10–15% to the 
country’s overall tax income. 

Since 2021, the tax on additional in-
come from the extraction of hydrocarbon 
raw materials has played a substantial 
role in the taxation of oil rent, reaching 

2  h t t p s : / / m i n f i n . g o v . r u / r u / p r e s s -
center/?id_4=33077

a share of 15%. The role of other sources 
of income in capturing oil rent is less sig-
nificant. 

As the structure of oil-related tax  
revenues in the Russian budget evolved, 
the proportion of oil rent extraction in 
Russia fluctuated across various tax instru-
ments, including export customs duties. 

The highest proportion of oil rent ex-
traction for the MET was observed in 2022, 
reaching 57.6%, while for export customs 
duties on crude oil, this figure peaked in 
2008 at 37.5%. 

The MET and export customs duties 
are the two main alternatives of capturing 
oil rent in the state budget, and the growth 
of one revenue source occurs at the ex-
pense of the other. 

The dynamics of the share of oil rent 
extraction in Russia by specific types of 
tax instruments in 2005–2022 are presen- 
ted in Figure 4. 

The state possesses a substantial tool-
box of instruments for taxing oil rent (see 
Figure 4). To evaluate how effectively they 
capture oil rent, we analyzed the correla-
tion between the amount of oil rent and 
the revenue generated from specific man-
datory payments flowing into Russia’s 
consolidated budget. The calculated line-
ar correlation coefficients are presented in 
Table 2. 

Throughout the entire period, we ob-
served a strong correlation between the 
generated rent and its extraction through 
rent payments to the budget – the corre-
lation coefficient is 0.9225. This figure re-
mains high regardless of the tax maneu-
ver. The MET for crude oil has a high 
correlation with the rent throughout the 
entire period, with the correlation coeffi-
cient approaching 1. 

Customs duties on crude oil and pe-
troleum products had a close correla-
tion with the rent before the start of the 
tax maneuver. After the start of the tax 
maneuver, due to the annual reduction in 
customs tariff rates, their correlation co-
efficients became negative and have low 
values: –0.2155 and –0.2528, respectively. 
Thus, we see a decrease in the stability of 
the correlation with the tax base of these 
two income sources, which previously 

https://minfin.gov.ru/ru/press-center/?id_4=33077
https://minfin.gov.ru/ru/press-center/?id_4=33077
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Figure 4. The proportion of oil rent extraction in Russia by specific types 
of tax instruments in 2005–2022, %.

Note: Compiled by the authors based on data from Rosstat and the Treasury of Russia

Table 2. Coefficient of correlation of oil rent with individual rent payments 
from 2005 to 2022

Comparable indicator
For 

the entire 
period

In 2005–2014  
(before the start 

of the tax maneuver)

Since 2015 
(during the tax 

maneuver)

Rent payments received 0.9225 0.9846 0.9539

Mineral extraction tax on crude oil 0.9518 0.9773 0.9161

Export customs duties on crude oil –0.2175 0.9702 –0.2155

Export customs duties on petroleum products 0.0257 0.9797 –0.2528

One-time payments for the license 
for subsoil use 0.0295 0.3686 –0.0068

Income from production-sharing agreements 
in oil extraction 0.8551 0.8518 0.6211

Excise taxes on petroleum products –0.4795 0.9594 –0.6122

played a key role in regulating Russia’s 
external trade. 

Excise taxes on petroleum products 
had a close correlation with the oil rent 
before the start of the tax maneuver. Af-
ter the beginning of the tax maneuver, the 
correlation relationship became inverse, 
which can be explained by the introduc-

tion of a tax cushion, which provides 
compensation from the budget for excise 
amounts to companies supplying petrole-
um products to the domestic market. 

Our analysis indicates that the MET 
and export customs duties, which are the 
key rent payments, can effectively capture 
oil rent in accordance with its fluctuations. 
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However, due to the fact that since 
the beginning of the tax maneuver, the 
increase in the tax burden created by the 
MET did not fully compensate for the re-
duction in the tax burden created by ex-
port customs duties, there was a decline in 
oil companies’ rent payments. 

The average annual extraction of oil 
rent to the budget after the beginning of 
the tax maneuver decreased by 31.0 per-
centage points. In the given period, by the 
end of 2022, the export customs duty rate 
on crude oil had decreased by 10 times 
compared to 2011 (when the highest rate 
was in effect), and the export customs 
duty on gasoline had fallen by 17 times. 

In the same period, the rate of the MET 
for crude oil increased by only 2.2 times 
(from 419 rubles per ton to 919 rubles). 
However, it should be noted that there is 
a significant difference in the calculation 
methods of the MET and export customs 
duties, which impedes a full-fledged com-
parison of the changes in the tax burden of 
these rent payments to the budget.

4.3. The level of neutrality 
in the Russian oil extraction tax system

It is important to ensure the neutrality 
of the natural resource rent taxation sys-
tem so that it does not discourage invest-
ments in the extraction and processing of 
natural resources. 

Figure 5 shows data on the dynamics 
of investments in the oil industry in Rus-

sia from 2005 to 2022, in comparison with 
the extent of oil rent extraction. 

The tax maneuver has led to a reduc-
tion in the investment growth rates for 
extracting and processing enterprises. 
While for oil extraction companies, after 
2014, the average annual growth rates of 
investments in fixed capital decreased by 
only 0.4 percentage points, for oil refining 
companies, this decline was 19.9 percent-
age points. This happened despite the fact 
that in this period, oil companies saved 
significant funds due to the substantial 
reduction in export customs duties on pe-
troleum products. 

We can suppose that there are accom-
panying factors that have influenced the 
decrease in investments. The shift from 
export customs duties to the mineral ex-
traction tax did not prompt taxpayers 
to increase investments in expansion or 
modernization of their production, de-
spite the reduced tax burden on oil rent.

It can be assumed that after the start of 
the tax maneuver, the investment attrac-
tiveness of the oil refining industry de-
creased. In 2005–2014 the average annual 
profitability of oil refining enterprises was 
18.0%, and after 2015 it fell to 9.0%. With 
the onset of the tax maneuver, enterprises 
in this industry are compelled to purchase 
raw materials (crude oil) at a higher price 
due to the increased rate of the mineral ex-
traction tax, which is embedded into the 
price of the oil they acquire.
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Our analysis shows that the taxation 
model for oil rent emerging as a result 
of the tax maneuver is less efficient com-
pared to the previous model that was in 
force before 2015. Fiscal and regulatory 
functions in rent taxation are enhanced by 
extracting oil rent through export customs 
duties on oil and petroleum products (the 
latter accounted for more than half of the 
rent payments). Under a taxation system 
that is primarily focused on natural rent, 
both overall budgetary rent revenues and 
investments tend to decrease. 

Unlike the MET, export customs du-
ties do not have a distorting influence on 
the production process. They are paid by 
the taxpayers not at the stage of extrac- 
ting natural resources. Customs duties are 
not linked to the production costs of ex-
tracting and processing oil; instead, they 
primarily depend on the price dynamics 
in the global markets for crude oil. 

Payers of export customs duties re-
ceive practically no benefits from the re-
duction in the amount of their payments, 
as the burden of payment is effectively 
shifted to foreign consumers. They must 
pay this surcharge on top of the base 
price of the exported goods, as is always 
the case with indirect taxes. Therefore,  
payers of export customs duties are large-
ly unwilling to seek legal or illegal ways to 
reduce these rent payments to the budget. 
The funds saved by taxpayers as unpaid 
customs duties, calculated during the ex-
port of goods from the country, cannot be 
spent on their own needs, unlike the un-
paid amounts of the MET, which compa-
nies retain for their own use. 

An advantage of customs duties is 
that they are more difficult to conceal from 
regulatory authorities (such as the Federal 
Customs Service). Since the exporter set-
tles customs duties when the goods cross 
the country’s customs border, it becomes 
more challenging for them to conceal any 
part of the exported products from super-
visory authorities to evade customs duty 
payments. Meanwhile, in the case of the 
MET, taxpayers have more opportunities 
and motives not to report to regulatory 
authorities (such as the federal tax service) 
the full volume of extracted oil. 

5. Discussion
Our research findings show that a sub-

stantial amount of oil rent, reaching 16 tril-
lion rubles annually, is generated in Russia 
during the extraction of natural resources. 

To calculate the oil rent generated 
in Russia, we developed a methodology 
based on the correlation between the in-
come of the oil industry and the total ex-
penses incurred by enterprises in the oil 
sector. This way we were able to achieve 
the research goal – measuring the extent 
of oil rent extraction into the state budget.

A significant portion of the oil rent 
generated in the country is transferred to 
the state budget through rent payments – 
in this process a key role is played by the 
MET and export customs duties on crude 
oil and petroleum products. Under the na-
tional rent taxation system, a significant 
87% of the generated oil rent is directed 
into the budget. 

Since 2015, Russia has implemented 
a tax maneuver, involving the gradual re-
placement of export customs duties by an 
increasing share of the MET. As a result, 
the tax maneuver has consistently reduced 
the level of oil rent extraction into the state 
revenue. As of 2022, the share of oil rent 
extraction into the budget fell to 56%. 

Oil extraction and processing compa-
nies, despite gaining additional income 
from the reduction in export customs du-
ties, are unwilling to channel the remai- 
ning portion of oil rent into the develop-
ment of their own enterprises. After the 
start of the tax maneuver, investments in 
fixed capital in these sectors of the econo-
my have declined. 

The oil rent generated in the country 
depends on the global market conditions 
for oil and petroleum products. Consi- 
dering that a substantial amount of the 
country’s oil is exported, the most effec-
tive method to capture this rent is through 
export customs duties. In this case, the 
amount of export customs duties is deter-
mined depending on the global market 
price of oil. The tax base of the natural re-
source rent tax is a physical quantity – the 
amount of extracted oil, measured in tons. 
As for the adjustment coefficient applied 
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to calculate the rate of the natural resource 
rent tax based on the measurement of glo- 
bal prices for Urals crude oil, it can only to 
some extent capture the dynamics of price 
trends in the global commodity markets. 

As a result, the oil differential rent I, 
governed by market mechanisms, cannot 
be entirely captured in the budget through 
MET, as its calculation prioritizes natural 
elements over price factors. Therefore, in 
contrast to customs duties, the MET can 
only partially capture the excess profit 
arising from the difference between oil 
prices in external markets and the costs of 
its extraction through a price-adjustment 
coefficient.

The tax maneuver in Russia was not 
entirely harmonized with the economic 
and political factors related to the integra-
tion of the Russian economy with other 
EAEU countries. Establishing a unified 
customs space is intended to facilitate 
smoother trade between EAEU members 
by removing customs and tariff regula-
tion measures. Therefore, export customs 
duties should not be applied to deliveries 
of crude oil from Russia to other EAEU 
countries. These countries, in turn, import 
this oil from Russia, process it in their oil 
refineries, and export it to other countries. 
As a result, some portion of the oil rent 
generated in Russia is extracted as income 
in the other EAEU countries. 

However, the transition from export 
customs duties to the MET has been det-
rimental to the quality of rent taxation, re-
sulting in decreased budget revenues. 

In these conditions, in our view, it is 
more practical to abandon the tax maneu-
ver and reintroduce export customs du-
ties on oil and petroleum products. At the 
same time, it is necessary to adjust the pre-
viously applied taxation model, based on 
the parity between export customs duties 
and the MET, to the customs regulations 
within the Eurasian Economic Union. 

For exports of oil products to non-
EAEU countries, it is recommended to 
apply export customs duties at rates that 
were in effect before the start of the tax 
maneuver. However, these rates should 
be adjusted to align with the current oil 
prices in the global markets. It is also ad-

visable to decrease the MET rates to the 
pre-2015 level. To reduce the outflow of 
Russian oil rent to the EAEU countries, it 
would make sense to introduce additio- 
nal rent payments for the supply of crude 
oil from Russia to EAEU countries, such 
as a special licensing fee or royalty pay-
ment. In our view, these changes will help 
enhance the quality of oil rent extraction 
in Russia and, in general, taxation of the 
country’s oil industry. 

Our analysis confirmed the initial re-
search hypothesis about the inefficiency 
of the tax maneuver implemented in Rus-
sia, aimed at reducing export customs 
duties on crude oil and petroleum pro- 
ducts. In recent years, the fiscal role of 
rent payments has been decreasing, and 
their regulatory potential to encourage 
taxpayers to make investment contribu-
tions is also weakening.

The lower efficiency of the MET in 
capturing oil rent compared to export 
customs duties is explained by the diffe- 
rence in the nature of taxation through di-
rect and indirect taxes on the same object 
(oil). In the case of the direct tax (mine- 
ral extraction tax), taxpayers are inclined 
to seek ways to reduce mandatory pay-
ments. This inclination is lower among 
indirect taxpayers (that is, those who pay 
export customs duties) as export customs 
duties shift the tax burden onto consu- 
mers of these goods. 

Even though the MET and export cus-
toms duties share the same taxable object, 
there are certain differences in the tax base 
of these two tax instruments. For the MET, 
the tax base is the quantity of extracted 
minerals, i.e., a natural indicator, whereas 
for the export customs duty, the tax base 
is the value of the exported oil. Oil rent re-
sulting from disparities in price levels and 
production costs in domestic and global 
markets is best captured through export 
customs duties.

Our findings agree with the previ-
ous research, which has identified simi- 
lar drawbacks of the MET in taxing oil 
extraction. For example, Alexeev & Cher- 
nyavsky [34] found that after this tax was 
introduced in Russia in 2002, it failed to 
contribute to economic growth in oil-pro-
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ducing regions. Shatalov et al. [35] also 
highlighted the drawbacks of this mea- 
sure in taxing oil rent.

Our research has the following limi-
tation: when it comes to taxing extractive 
industries, including oil, primarily orien- 
ted towards export, the MET falls short in 
capturing natural rent for the budget com-
pared to export customs duties. However, 
if we look at the system of taxing minerals 
that are mostly consumed inside the coun-
try, there is no viable alternative to the 
MET in capturing natural rent.

6. Conclusion
Countries, such as Russia, endowed 

with substantial oil reserves, have the 
opportunity to gain oil rent through the 
extraction and processing of this valuable 
resource. It is advisable to withdraw a sig-
nificant portion of the oil rent generated in 
the country into the budget and redistri- 
bute it for the needs of the entire state. 

Importantly, tax instruments for ex-
tracting oil rent should be neutral to the 
production process; they should not dis-
courage production development and in-
vestment. 

The existing tax instruments vary in 
their ability to withdraw oil rent into the 
state budget. 

The purpose of this study is to iden-
tify the most effective method of extrac- 

ting oil rent in Russia. We developed  
a methodology based on calculating the 
difference between the income generated 
by the Russian oil industry and the sum 
of expenses incurred by oil companies to 
achieve this goal. 

We conducted a thorough analysis of 
all tax instruments employed in Russia 
for extracting oil rent from 2005 to 2022, 
with a focus on key elements such as the 
mineral extraction tax applied to oil pro-
duction and export customs duties on 
crude oil and petroleum products. 

Our results confirmed the initial hy-
pothesis that export customs duties are 
a more effective tool for extracting oil rent 
compared to the MET. Export customs du-
ties increase the extent of oil rent extrac-
tion into the budget while exerting less 
distorting influence on the production ac-
tivities of companies and their willingness 
to make investments.

Our research holds practical signifi-
cance for tax policy-makers while its theo-
retical significance lies in the development 
of a methodology for measuring oil rent 
and the analysis of tax instruments used 
for its extraction into the budget.

Subsequent research will be directed 
towards finding ways to further improve 
the taxation of oil rent and developing new 
approaches to taxing the supply of crude 
oil from Russia to the EAEU countries. 
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ABSTRACT
Technological developments have fostered cross-border e-Commerce transactions. 
This study aims to reconstruct the concept of the meaning of physical presence in 
the criteria for identifying foreign individuals and foreign entities as permanent 
establishments. Reconstruction uses the terminology of physical presence, which is 
adjusted to the presence of a new post-pandemic order, namely maintaining distance 
in certain situations. The term maintaining distance is translated as the distance 
between foreign individuals, foreign entities, and service users. This study proposes 
a reconstruction of the concepts of physical presence, the subject of permanent 
establishments, and the objects of permanent establishments. The concept of Significant 
Economic Presence is relevant to the fulfilment of three criteria: revenue, digital, 
and user. The reconstruction of permanent establishments involves determining 
the digital and user aspects. Reconstruction of permanent establishments involves 
determining the digital aspect of income. This study proves the hypothesis that the 
addition of Significant Economic Presence criteria to the determination of permanent 
establishments in e-commerce transactions increases the fairness of taxation rights 
in the source country. Therefore, it is necessary to review the determination of 
permanent establishments, especially e-commerce transactions, which are not limited 
to a physical presence with a wider scope through revenue, digital, and user criteria. 
This study makes a theoretical contribution to the significance of economic presence 
by replacing the meaning of the physical presence of a permanent establishment. 
Thus, the potential for permanent establishment taxation is not limited to the potential 
value-added tax but can also be on the potential income tax.

KEYWORDS
permanent establishment, physical presence, reconstruction, significant economic 
presence, fairness, tax reform, tax treaty
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АННОТАЦИЯ
Технологический прогресс способствовал развитию трансграничных опе-
раций электронной коммерции. Целью данного исследования является ре-
конструкция концепции значения физического присутствия в критериях 
идентификации иностранных физических лиц и иностранных организаций 
в качестве постоянных представительств. Реконструкция использует терми-
нологию физического присутствия, адаптированную к наличию нового пост-
пандемического порядка, а именно сохранения дистанции в определенных 
ситуациях. Термин «поддержание дистанции» переводится как дистанция 
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между иностранными физическими лицами, иностранными организациями 
и пользователями услуг. В данном исследовании предлагается реконструкция 
понятий физического присутствия, субъекта постоянного представительства 
и объекта постоянного представительства. Концепция значительного эко-
номического присутствия анализируется в разрезе трех факторов: доходов, 
цифровых технологий и пользователей. Реконструкция постоянных предста-
вительств предполагает определение цифровых и пользовательских аспектов, 
а также цифрового аспекта доходов. Данное исследование доказывает гипо-
тезу о том, что добавление критериев значительного экономического присут-
ствия к определению постоянных представительств в сделках электронной 
коммерции повышает справедливость налоговых прав в стране происхож-
дения. Соответственно, необходимо пересмотреть определение постоянных 
представительств, особенно операций электронной коммерции, которые не 
ограничиваются физическим присутствием с более широким охватом, по-
средством критериев дохода, цифровых технологий и пользователей. Данное 
исследование вносит теоретический вклад в понимание значения значитель-
ного экономического присутствия, заменяя значение физического присут-
ствия постоянного представительства. Таким образом, потенциал налогоо-
бложения постоянных представительств не ограничивается потенциальным 
налогом на добавленную стоимость, но также может касаться потенциального 
подоходного налога.

КЛЮЧЕВЫЕ СЛОВА
постоянное представительство, физическое присутствие, реконструкция, зна-
чительное экономическое присутствие, справедливость, налоговая реформа, 
налоговое соглашение, налоговое соглашение

1. Introduction1

After the pandemic, people have be-
come accustomed to using applications to 
fulfill their daily needs [1]. This trend of 
changing consumption patterns has en-
couraged multinational companies such 
as Shopee, Spotify, and Netflix to use 
technology to expand the reach of services 
across national borders [2; 3]. In 2015, the 
Organization for Economic Co-operation 
and Development (OECD), through its 
Pillar 1 policy, recommended a taxation 
framework for digital transactions with 
additional criteria not limited to physical 
presence [4].

The OECD Pillar 1 policy framework 
seeks to reduce base and profit-shifting 
(BEPS) practices. The BEPS practice uses 
tax-haven countries as the basis for per-
manent establishment (PE). The OECD 
proposed a framework to reduce BEPS 
practices through the additional concept 

1 This Report with the title “Reconstruction 
Concept of The Meaning of Permanent 
Establishment Physical Presence” was discussed 
at the conference “International and National Tax 
Reform” 7th December 2022 Ministry of Finance 
Republic of Indonesia Jakarta.

of significant economic presence (SEP) 
provisions in determining a PE [5]. 

The SEP concept is an alternative to 
expanding taxation rights in the income 
tax aspect for source countries, which are 
currently the only objects of value-added 
tax. The income earned by a company 
using a marketplace platform is not an 
object of income tax as long as a PE has 
not been formed. The formation of a PE 
determines taxation rights for business 
profits based on non-resident market-
place platforms [6]. 

This principle is in accordance with 
OECD provisions that no PE does not 
tax [7]. The no PE-no tax concept in the 
OECD model tax treaty framework is used 
by digital-based companies to determine 
their country of domicile, so that they can 
avoid being taxed by the country of source 
of income [8].

The terminology of physical presence 
as a condition for determining PE has be-
come irrelevant in current development. 
The development of business models that 
utilize digital platforms needs to be adap- 
ted to OECD’s SEP concept by reconstruc- 
ting the concept of the meaning of physi-
cal presence in determining a PE [9].
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The development of digital-based 
cross-border transactions and the urge to 
review PE determinations using addition-
al SEP criteria provide opportunities to 
expand taxation rights for income tax in 
source countries [10; 11].

This study hypothesizes that the signifi-
cant economic presence criteria for deter-
mining permanent establishments expand 
income tax taxation rights for the source 
country.

The research question is how to recon-
struct the concept of the meaning of the 
physical presence of PE.

This study aimed to reconstruct the cri-
teria for determining permanent establish-
ment by using the terminology of physical 
presence, reconstruction of permanent es-
tablishment subjects, and reconstruction 
of permanent establishment objects.

The research objectives were achieved 
through the formulation of a reconstruc-
tion concept that uses the SEP concept 
from the OECD for Economic Coopera-
tion and Development. Section a review 
the literature supporting the concept of 
reconstruction.

2. Literature Review

2.1. Significant Economic Presence
Minimizing the impact of double ta- 

xation results in a set of distributive po- 
licies. The OECD Framework Taxation 
rights on business profits can be imposed 
in the country of residence or country 
of source of income. Taxation rights rest 
with the source country if a PE is formed. 
PE is not limited to physical presence; the 
existence of significant economic transac-
tions through online platforms fulfills the 
meaning of economic presence [6].

Referring to the OECD consultation 
document, the SEP concept can be used 
as an alternative for determining PE. The 
PE concept implies the existence of three 
criteria for cross-jurisdictional digital 
transactions, with additional provisions 
for determining the existence of economic 
activity that previously implied a physical 
presence [12]. The first factor of the SEP 
framework is the income-based factor, the 
second is the digital factor, and the third is 
the user-based factor [13].

The Task Force on Digital Econo- 
mics determined three jurisdictional fac-
tors when applying the SEP concept. In-
come-based factors include the transaction 
type, income threshold level, and related 
administration. Digital factors include lo-
cal domain names, digital platforms, and 
payment options. User factors are based 
on data that reflect participation levels, 
such as the number of monthly active 
users, number of final online contracts, 
and volume of digital content collected 
through digital platforms [14].

2.2. Physical Distancing 
as a New Order Behavior

Community behavior during and af-
ter the Covid-19 pandemic changed to 
a new order. Social distancing policies 
are becoming a new habit that influen- 
ces business development policies [15]. 
The new habit of keeping your distance 
becomes an opportunity for business de-
velopment through services that get closer 
to the consumers. The new habit of social 
distancing is being utilized by business ac-
tors based on digital platforms to increase 
the growth of e-commerce transactions 
across their jurisdictional borders [16].

The development of business models 
that utilize social distancing policies has 
resulted in physical presence becoming 
irrelevant in determining PE. Changes in 
consumer behavior that provide oppor-
tunities for cross-border jurisdictional 
transactions do not necessarily change 
the taxation rights of income-source coun-
tries [17]. This transformation is driving 
a global debate regarding the allocation of 
taxation rights and the nexus. Tax treaty 
provisions requiring physical presence 
are irrelevant when applied to digital eco-
nomic transaction actors [11]. To achieve 
fair taxation rights for countries involved 
in cross-border transactions, a synergy of 
nexus renewal is needed.

The nexus update is an alternative 
for realizing fair taxation rights for di- 
gital transactions to avoid tax arbitrage 
practices that lead to tax avoidance [18]. 
A nexus indicates that digital transaction 
actors across jurisdictional borders are 
committed to their tax obligations. For 
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source countries, the income tax nexus is 
the first step for source countries to tax 
digital transaction actors, even without 
a physical presence in that country [19]. 
Digital-based cross-border transactions 
regulated by the tax treaty are based on 
the concept of lex specialist derogate lex 
generalists [20]. The next explanation ex-
plains the concept of the lex specialist de- 
rogate lex generalist in tax treaty policies.

2.3. Lex Specialist Derogate Lex Generalist
The principle of lex specialist dero-

gate lex generalist in international tax law 
means that specific provisions trump ge- 
neral provisions [21]. This view was pre-
viously expressed by Jeremy Betham, that 
specific legal provisions are a considera-
tion for adjustments to general legal provi-
sions, considering that special provisions 
are designed in more detail and rigor [22]. 
In the context of cross-border transactions, 
jurisdiction between two countries is regu- 
lated in a tax treaty so that the provisions 
therein trump the provisions that apply 
nationally in each country’s tax treaty [23].

Regulating cross-border transactions 
that have been regulated in each country’s 
tax treaty still creates some uncertainty in 
determining tax rights. Frequently chan- 
ging economic conditions require eco-
nomic actors to adapt quickly, but regu-
lations governing digital transactions can-
not be changed as quickly as in the digital 
economy [17]. Reflecting on tax evasion 
cases, digital economy actors take advan-
tage of policy loopholes by playing with 
profit allocation, so that taxation in the 
country of source of income can be avoi- 
ded. Therefore, there is a need to reorga- 
nize jurisdiction in taxation.

The complexity of legal arrangements 
between jurisdictions requires a complete 
and comprehensive understanding of 
international legal provisions by consi- 
dering the legal structure, regulated  
activities, and behavior of regulated mul-
tinational companies [20]. 

The provisions in the articles of agree-
ments between countries consider the 
sovereignty of the legal policies of each 
country, resulting in a comprehensive dis-
cussion of a tax treaty considering long-

term relationships. This principle is firmly 
adhered to by each country in formula- 
ting a bilateral tax treaty known as the lex 
specialist derogate lex generalist [24]. This 
principle is considered when reconstruc- 
ting the meaning of the physical presence 
of the determination of a PE, as stated in 
the articles on tax treaties [25].

3. Reconstruction Methodology

3.1. Research Paradigm
A research paradigm is a way to  

examine social reality [26]. In this study, 
the social reality is that the conditions for 
the development of cross-jurisdictional 
digital transactions are increasing, but this 
is not commensurate with taxation rights 
in the income tax aspect of the source 
country. This reality does not fully fulfill 
the fairness of the taxation rights of the 
source country with the country of do- 
micile [27]. Cross-jurisdictional taxation 
rights are regulated in tax treaties that 
consist of various text collections [28]. 

The collection of text on tax treaties 
is the main research data, which is then 
reconstructed in three stages. Reconstruc-
tion of the reality of tax texts by providing 
new meanings can present more relevant 
and contextual meanings [29]. This study 
uses a qualitative research approach with 
in-depth descriptions of the reality of the 
research object [30; 31].

3.2. Reconstruction Stages
Currently, the concept of determining 

a PE refers to the Organization for OECD 
and Development framework with phy- 
sical presence criteria, in accordance with 
Article 5. The first stage of reconstruction 
is to reconstruct the meaning of physical 
presence in Article 5 using OECD SEP cri-
teria. The next stage is to pay attention to 
the income earned by the company which 
has been fulfilled to become a PE.

Referring to the SEP concept, this 
considers the income, digital, and user as-
pects associated with the terminology of 
keeping distance as a new order and con-
siders the lex specialist derogate lex ge- 
neralist principle as the basis for prepa- 
ring the concept of reconstruction, which 
is presented in Figure 1.
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Based on Figure 1, regarding the sta- 
ges of reconstruction of the meaning of the 
physical presence of PE, there are three 
stages. 

The first stage involves the reconstruc-
tion of the concept of the meaning of the 
physical presence of PE. This reconstruc-
tion emphasizes the determination of for-
eign individuals and entities by using the 
OECD SEP concept. 

The second stage is the reconstruction 
of the subject of PE, which emphasizes the 
subject of foreign individuals and entities 
as PE in the digital and user aspects. 

In the third stage, the reconstruction of 
permanent establishments emphasizes the 
income earned by foreign individuals and 
entities as permanent establishments. 

In the following section, the recon-
struction process that begins with the re-
construction of the concept of the physical 
presence of PE is presented.

4. Reconstruction Results

4.1. Reconstruction of the Concept 
of the Meaning of Physical Presence PE

The first of these three stages recon-
structs the meaning of physical presence 
in determining PE by determining foreign 
individuals and entities. The first stage of 
reconstruction involves determining the 
tax subject, followed by determining the 
tax object. Determining additional criteria 
for SEP as a development of physical pre- 
sence is a new challenge, considering that 
each country has different definitions and 
jurisdictional provisions [32].

The first stage of reconstruction in the 
Indonesian context begins with a review 
of regulatory provisions related to elec-
tronic transactions and the concept of tax 
treaties. In 2022, after the pandemic, Indo-
nesian tax authorities will adjust tax laws 
by enacting laws on the harmonization of 
tax regulations. Previously, regarding the 
regulation of electronic transactions, In-
donesian tax authorities were only able to 
collect taxes on the value-added tax aspect 
and were not able to explore the income 
tax aspect.

Furthermore, Article 6, paragraph (6) 
of Law No. 2 of 2020 states that foreign 
traders, foreign service providers, and/or 
foreign PPMSE can be treated as PE and 
subject to income tax if they meet the pro-
visions of significant economic presence2. 

The tax authority stipulates three pro-
visions for significant economic presence: 
consolidated gross turnover of a business 
group up to a certain amount; sales in In-
donesia up to a certain amount; and active 
users of digital media in Indonesia up to 
a certain number. Article 6, paragraph 
6 of Law No. 2 of 2020 captures digi-
tal transactions in Indonesia. According 
to [33], the implementation of Law No. 2 
of 2020 is a unilateral measure that has not 
yet reached global consensus. Ratification 
is required at the tax treaty level through 

2 UU No. 2 Tahun 2020. Penetapan Peratur-
an Pemerintah Pengganti Undang-Undang No-
mor 1 Tahun 2020 Tentang Kebijakan Keuangan 
Negara dan Stabilitas Sistem Keuangan Untuk 
Penanganan Pandemi Corona Virus Disease 2019 
(COVID-19). Jakarta, 2020.

Significant Economic Presence (SEP)Foreign 
Individuals

Foreign 
Entities

Lex 
Specialist 
Derogate 

Lex 
Generalist

Tax 
Treaty

Income-Based 
Factors

Digital 
Factors

User-Based 
Factors

Reconstruction PE Tax Subject

PE Tax Object

PE Physical Presence

Figure 1. Stages of Reconstruction of the Meaning of PE’s Physical Presence
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the reconstruction of the meaning of the 
physical presence of PE.

In the reconstruction stage, the mean-
ing of the physical presence of PE is illus-
trated by the Indonesian Tax Treaty with 
Singapore. The ratification of Indonesia’s 
Tax Treaty with Singapore was carried out 
on February 4, 2020, and it became effec-
tive on January 1, 2022. There are several 
new agreements on the revised tax treaty.

In terms of PE, there is no new agree-
ment regarding its determination using 
the SEP concept of OCED. The new agree-
ment is limited to changes in dividends, 
interest, royalties, and branch profit tax 
rates. Other agreements involve rear-
ranging the exchange of information and 
anti-tax evasion3. This means that there 
was no change in Article 5, paragraph 1; 
therefore, PE refers to a permanent place 
of business in which all or part of a com-
pany’s business is carried out. The empha-
sis in paragraph 1 is on the word place4.

In this section, we have reconstructed 
the meaning of physical presence, high-
lighting the importance of physical pre- 
sence terminology adapted to the current 
context. In the context of the development 
of digital transactions across jurisdictional 
boundaries without the physical presence 
of a transaction. The terminology of phy- 
sical presence in the digital era should be 
adjusted to the meaning of economic pre- 
sence, not just physical presence. After re-
constructing the meaning of physical pre- 
sence, the next explanation reconstructs 
the concept of a tax subject for cross-bor-
der digital transactions to become a tax 
subject in a country of source of income.

4.2. Reconstruction of PE Tax Subject 
Concept

After going through the first stage of 
reconstruction, the second stage involves 
reconstruction of the subject aspect of in-
come tax. In this reconstruction stage, we 
use illustrations of companies that use 
digital transactions across a country’s ju-
risdictional boundaries.

3 DJP. Siaran Pers SP-03/2020 tentang Indo-
nesia Dan Singapura Perbarui Perjanjian Pajak. 
Jakarta, 2020.

4 Republik Indonesia. Tax Treaty Indonesia – 
Singapura. 2020.

Regarding value-added tax, tax con-
tracts in Indonesia have gradually ap-
pointed multinational corporations to 
collect value-added tax. Considering the 
limited authority of Indonesian tax au-
thorities in determining a PE, reconstruc- 
ting the subject of income tax is relevant to 
creating taxation rights that are not limi- 
ted to the value-added tax aspect.

Regarding the taxation of Google 
Asia Pacific Pte. Ltd., Sapore, whose place 
of business is in press releases no. SP-29 
PMSE batch 1 (Google Asia Pacific Pte. 
Ltd.) was selected as the PMSE VAT col-
lector on August 1, 20205.

A tax is imposed on Google because 
it is deemed to have complied with the 
existing regulations, both in terms of 
transaction value and amount of traffic 
(access), within 12 months. Google char- 
ges 11% of the VAT (previously 10%) to 
Google accounts of customers who buy 
digital products or services in Indonesia 
(Google Workspace Edition). Buyers can 
provide Google with a taxpayer identifi-
cation number (TIN) for VAT purposes 
to be printed on the buyer’s invoice. Tax 
problems arise from the income tax as-
pect, where the Indonesian-Singapore tax 
treaty requires physical presence to mea- 
sure the existence of PE [34].

Although Google Asia Pacific Pte. Ltd 
is indicated to have an SEP presence, it 
cannot be subject to income tax because 
there are no rules for SEP criteria [33]. This 
is because the two pillars of the discussion 
on digital economy taxation are agreed 
upon in an inclusive framework. One 
thing that is easily visible on pillar one is 
the right to taxation itself.

The right to tax electronic transactions 
across jurisdictional boundaries does not 
yet fulfill a sense of justice for the coun-
try of the source of income; currently, the 
right to tax still rests with the country 
of domicile. The implication is that the 
source country seeks to increase its tax po-
tential in the context of local regulations 
in Indonesia through PMSE. Through the 

5 DJP. Gelombang Pertama, Enam Perusa- 
haan Ditunjuk Sebagai Pemungut PPN Produk 
Digital Luar Negeri. Siaran Pers Nomor:  
SP-29/2020, Jakarta, 7 Juli 2020.
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appointment of value-added tax collec-
tions, the Indonesian tax authority obtains 
increased tax revenue; however, this be-
comes the final burden on consumers. 

Ideally, the increase in taxation rights 
takes the form of taxation rights on in-
come received by digital transaction ac-
tors, which is the entity’s obligation in the 
form of corporate tax.

The concept promoted by the OECD 
through better policies for better lives is 
relevant in the context of fulfilling a sense 
of justice in taxation rights for income ta- 
xes in source countries [4; 14; 36]. Through 
the conceptual reconstruction of the 
meaning of the physical presence of a PE, 
digital transaction opportunities across 
jurisdictional boundaries become tax sub-
jects for the source country. Thus, income 
obtained from cross-border jurisdictio- 
nal transaction business actors that meet 
the SEP criteria can become a tax object 
through the next reconstruction stage, re-
lated to the reconstruction of the concept 
aspect of the tax object.

4.3. Reconstruction of PE Tax Object 
Concept

The third stage of the reconstruction 
was the tax-object aspect. Reconstruction 
at this stage is a reconstruction of the 
material aspects of the application of tax 
provisions after a digital transaction ful-
fills the formation of a PE and becomes 
a tax subject. In digital economic trans-
actions across a country’s jurisdictional 
boundaries, the income earned by an en-
tity cannot be taxed in terms of income 
tax if the entity does not meet the require-
ments of a PE.

In the Indonesian context, taxation of 
PE is regulated by PMK-35/PMK.03/2019 
for the determination of PE6. PE has the 
same tax obligations as corporate tax  
subjects in Indonesia, which are regulated 
in Article 2, paragraph (1a)7.

6 Kementrian Keuangan RI. PMK No. 35/
PMK.03/2019 Tentang Penentuan Bentuk Usaha 
Tetap. Kementrian Keuangan RI, Jakarta, 2019.

7 DJP. Susunan dalam Satu Naskah Un-
dang-Undang Perpajakan Edisi 2021 dengan Pe-
rubahan UU CIPTAKER. Direktorat P2Humas 
DJP, Jakarta, 2021.

According to Article 2, paragraph (5) 
of the Income Tax Law, PE is a form of 
business that is used by individuals who 
do not reside in Indonesia: individuals 
who are in Indonesia for no more than 
183 days within a 12 month period, and 
entities that are not established and are 
not domiciled in Indonesia to run a busi-
ness or carry out activities in Indonesia, 
such as building branch companies, fac-
tories, workshops, etc., which have fa-
cilities in the form of land and buildings 
and include equipment, machines, and 
warehouses owned or used by electronic  
transaction organizers to carry out busi-
ness activities through the marketplace 
and are permanent.

The development of digital economic 
transactions through online media and the 
internet has penetrated all levels of social 
life. The development of digital busines- 
ses does not include regional boundaries. 

However, from a political perspective, 
each country still has territorial boun- 
daries, and digital economic activities can 
be conducted anywhere and anytime. Pro-
ducers, consumers, and distributors need 
not be present at one time or place to con-
duct the buying and selling transactions.

Therefore, it can be said that the flow 
of money in and out of a country is heavy. 
The outflow of money was heavy for coun-
tries that ruled the digital economy when 
many were positioned as consumers.

Governments in each country are 
currently fighting for a company or digi-
tal economic activity to be designated as 
a permanent establishment and carry out 
tax obligations in consumer countries. 

Currently, the issue of digital econo-
my taxes is being intensively discussed, 
bearing in mind that Indonesia is one 
of the countries in Southeast Asia with 
the fastest and most rapid growth in the  
digital economy, so the government can 
attract the attention of entrepreneurs or 
digital economy rulers seeking profits.

In the emergence of this fact, the go- 
vernment has issued several regulations 
regarding tax regulations on digital eco-
nomic activities with the aim of obtaining 
benefits from tax revenues. One is the plan 
to use the SEP concept with a specific form 
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of implementation and format, although 
the government feels the need to wait for 
a decision and agreement from the OECD.

Each country that has implemented 
this concept has a different format and 
form of implementation due to the absence 
of an official international definition. The 
government stipulates the provisions of 
the SEP concept through several specified 
criteria, including the consolidated turno-
ver or income of business groups, and the 
ratio of sales in Indonesia to the number of 
active users of digital media (the Internet). 
If the determination of the PE cannot be 
imposed on foreign tax subjects because of 
a double tax avoidance agreement, foreign 
tax subjects who meet the SEP criteria are 
subject to an electronic transaction tax.

Indonesia recently established an 
Electronic Transaction Tax (PTE) in Law 
No. 2 of 2020, which refers to the domestic 
laws made so that they are not included 
in the tax treaty and result in value-added 
and income taxes that cannot be imposed 
in that country.

4.4. Proposed SEP Concept as Criteria 
for Determining

Three stages of reconstruction have 
been presented in a structured manner, 
starting from reconstructing the meaning 
of the physical presence of a PE, contin-
uing to reconstruct the concept of a PE’s 
tax subject, and finally, reconstructing the 
concept of a PE’s tax object. Reconstruct-
ing the meaning of physical presence in 
determining PE by adopting the SEP con-
cept from OECD.

Tax subject reconstruction is further 
performed after a company meets the 
criteria for a PE. Thus, there is a taxation 
right for the source country of income on 
a tax subject that has been formed into 
a PE, through which income becomes 
a tax object.

The SEP concept proposal as a crite-
rion for determining PE contains three 
aspects. Physical presence uses a new 
meaning with the criteria for determining 
whether there is income flowing from the 
user country. This means that Article 5, 
paragraph 1 of the tax treaty regarding 
PE, according to the illustration between 

Indonesia and Singapore after 30 years of 
revision on February 4, 2020, which be-
came effective on January 1, 2022, should 
accommodate a proposal from the OECD 
regarding additional criteria for SEP as 
a determination of a PE.

In the context of the illustration in In-
donesia, the adjustments made to the tax 
treaty between Indonesia and Singapore 
have not yet touched upon the termino- 
logy of physical presence. It is necessary 
to consider reviewing it by reflecting on 
the three stages of reconstruction through 
the meaning of physical presence, the con-
cept of the tax subject, and the concept of 
the tax object in the aspect of corporate 
income tax. Thus, the income obtained by 
cross-border digital transactions becomes 
a tax object not only in the country of re- 
sidence but also in the distributive right 
of the source country by considering the 
principle of lex specialist derogate lex  
generalists in the tax treaty concept.

Reconsideration of the criteria for de-
termining PE in Law No. 2 of 2020 needs 
to be expanded in scope and limited to 
PPMSE. Improvements, apart from the 
unilateral limited global consensus le- 
vel, are required. This can be initiated by 
reviewing tax treaties with agreement 
partner countries with potential taxes on 
digital transactions [34–38]. This review 
aims to create legal certainty, conside- 
ring that it is one of the factors consi- 
dered by investors and encourages tax 
compliance [39–42]. 

The proposed reconstruction of the 
meaning of PE’s physical presence using 
the new meaning of SEP from OECD is 
presented in Figure 2.

5. Discussion
Through three stages of reconstruction 

(the meaning of the physical presence, tax 
subject concept, and tax object concept), 
the meaning of determining physical pre- 
sence as a criterion for determining a PE 
can answer the research hypothesis that 
additional SEP criteria as a determinant of 
a PE, the hypothesis of this research is that 
the SEP criteria in determining PE expand 
income tax taxation rights for the source 
country.
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The OECD makes PE a special con-
cern in BEPS practices8 [4; 13]. Referring 
to Article 5, paragraph 1 of the OECD 
Model Tax Treaty, it is stated that for the 
purposes of this convention, the term “per-
manent establishment” means a fixed place 
of business through which the business of 
an enterprise is wholly or partly carried on. 
The term fixed place of business in digi-
tal-based cross-border transactions is no 
longer relevant [5; 11; 32].

Reflecting on the OECD model, taxa- 
tion rights for an entity’s profits are the 
country of domicile, unless a PE is formed 
in the source country [47]. This research hy-
pothesis creates fairness taxation rights in 
the source country and the country of do- 
micile by reconstructing the determination 
of a PE by adding SEP criteria, particularly 
for e-commerce transactions. The fairness 
taxation rights reflecting the business pro- 
fit in accordance with Article 7 Tax Treaty 
OECD model, profits of an enterprise of a con-
tracting State shall be taxable only in that State 
unless the enterprise carries on business in the 
other contracting State through a permanent 
establishment situated therein.

The proven hypothesis is that the SEP 
criteria for determining a PE seek to pro-
vide fairness in the taxation rights of the 
PE’s profits. Revisions are needed for ar-
ticles governing PE in tax treaties and the 
expansion of jurisdictional coverage, in 
accordance with research results [50].

The derivative implications of its im-
plementation can be achieved through 
various tax-incentive policies. It is ne- 

8 OECD. Action plan on base erosion and 
profit shifting. 2013.

cessary to pay attention to research re-
sults [51] that tax uncertainty in e-com-
merce transactions can have a negative 
impact on the growth of e-commerce 
transactions. Research [52] confirms that 
the development of trade leads to a digi-
tal-based virtual environment. Therefore, 
when additional SEP criteria are applied 
to determine PE, there must be a special 
policy for the affected entity.

Several studies related to tax incen-
tives to increase investments have been 
applied to electric cars in renewable ener-
gy development and other derivative in-
dustries [53–56]. Through additional SEP 
criteria, determining a PE does not reduce 
the growth of e-commerce transactions 
with appropriate tax policy incentives 
and provides fairer taxation rights to the 
source country without ignoring the ta- 
xation rights of the country of domicile. 
According to the OECD tag line, better 
policies for better lives can be reflected 
through this hypothesis of fairness in ta- 
xation rights.

6. Conclusions
Answering research questions relat-

ed to how to reconstruct the concept of 
the meaning of the physical presence of 
a PE is described in three stages. In the 
first stage, the SEP concept proposed by 
the OECD was adopted. The second stage 
goes through further reconstruction after 
a digital transaction fulfills a PE and is 
subject to an income tax. After the final re-
construction is fulfilled, it becomes a PE, 
in accordance with the OECD concept that 
there is no PE-no tax. Then, the recon-
struction leads to the fulfilment of the PE 

Foreign 
Individuals

Foreign 
Entities

Law
No. 2
2020

Tax 
TreatyReconstruction Digital – Tax Subjec

Income – Tax Object

Significant Economic 
Presence (SEP)

Lex Specialist Derogate Lex GeneralistUnilateral Measures

Figure 2. Reconstruction of the Meaning of PE’s Physical Presence
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criteria as a subject of income tax, so that 
income received from the source country 
becomes an object of income tax.

This study tests a hypothesis regard-
ing the application of the SEP concept to 
determine a PE that can increase the taxa- 
tion rights of the income source country. 
This hypothesis is accepted and proven 
through three stages of reconstruction: 
reconstructing the meaning of physical 
presence, reconstructing the concept of 
the tax subject, and reconstructing the tax 
object; taxation rights can be increased in 
the income tax aspect.

This study makes theoretical and prac-
tical contributions to all parties who care 
about the fairness of taxation rights in 
transactions across jurisdictional bound-
aries. The new habit of social distancing  
created by the pandemic has become 
a driving force for the growth of digital 

transactions across jurisdictional borders 
and should be used as momentum to ratify 
tax treaties by presenting SEP terminology 
as an additional criterion for determining 
a PE. The OECD considers three factors 
through the SEP concept: income-based, 
digital, and user-based factors. The OECD 
consultation in the form of the SEP con-
cept is a manifestation of the OECD’s role 
in presenting impartial policies to increase 
the fairness of taxation rights between 
source and domicile countries by conside- 
ring the principle of lex specialist derogate 
lex generalists in the tax treaty concept.

This study is only conceptual, and 
further research more specific to certain 
subjects, objects, and partner countries is 
required. The researcher presented this 
idea to strengthen the view and increase 
self-confidence in Pajak Kuat Indonesia 
Hebat.
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ABSTRACT
The information about tax changes’ effects on aggregate output is highly important 
for economic policy, especially in times of economic contractions. Russian economy 
underwent the series of tax changes during 2003–2020. For better tax policy design, it is 
necessary to understand and to evaluate the effects of this changes on aggregate output, 
which is the purpose of this study. To solve the problem of endogeneity we use two 
methods – “narrative approach” and “classical” approach. The first one uses data on 
exogenous, not driven by economic conditions, tax changes from official documents and 
forecasts. The second one uses cyclical component of the aggregate tax receipts as tax 
shocks indicator. Using both methods we estimated a VAR model of Russian economy 
for period 2003–2020. The implementation of “narrative approach” did not provide any 
significant effect possibly due to vulnerability towards the measurement error. Based 
on the classic approach we found that tax changes affect output with a 1-year lag and 
a 1 percentage point shock of aggregate tax receipts to GDP ratio lowers output growth 
by 0.7–0.88 percentage points. This result is robust to inclusion of additional factors in 
the model. The results are mostly consistent with existing research. Implementation of 
“narrative approach” proved to be restricted in Russia. “Classical” approach allows to 
conclude that tax changes could serve as an appropriate tool of countercyclical policy in 
Russia. On the other hand, increasing tax burden in times of downturn could be highly 
harmful for recovery. These results should be interpreted taken into consideration the 
limitations of the VAR method used.

KEYWORDS
tax multiplier, Russian economy, vector autoregressions, fiscal foresight, narrative 
approach
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АННОТАЦИЯ
Информация о влиянии изменений налоговой политики на совокупный вы-
пуск необходима для осуществления грамотной экономической политики, 
особенно во времена экономического спада. Российская экономика претерпела 

Economic issues of tax reforms

Экономические проблемы налоговых реформ

https://doi.org/10.15826/jtr.2024.10.1.156
https://orcid.org/0000-0003-3962-7428
https://orcid.org/0000-0002-4732-8818
https://orcid.org/0000-0003-3962-7428
https://orcid.org/0000-0002-4732-8818


Journal of Tax Reform. 2024;10(1):51–62

52

eISSN 2414-9497

ряд изменений в налоговой политике в период 2003–2020 гг. Для повышения 
ее эффективности необходимо понять и оценить влияние этих изменений на 
совокупный выпуск, что и является целью данного исследования. Для реше-
ния проблемы эндогенности в работе используется два метода, так называе-
мый, «нарративный подход» и «классический» подход. В рамках первого под-
хода используются данные об экзогенных, не обусловленных экономической 
конъюнктурой, налоговых шоках из официальных документов и прогнозов. Во 
втором методе в качестве индикатора налоговых шоков рассматривается ци-
клическая составляющая совокупных налоговых поступлений. Используя оба 
метода, была проведена оценка VAR-модели российской экономики на данных 
за период 2003–2020 гг. Оценка в рамках «нарративного подхода» не выявила 
значимого эффекта налогового шока на изменение совокупного выпуска. Ос-
новной причиной такого результата видится высокая чувствительность метода 
к ошибке измерения. Оценка в рамках «классического» подхода позволяет сде-
лать вывод, что налоговые изменения влияют на выпуск с лагом в 1 год, а шок 
отношения совокупных налоговых поступлений к ВВП в размере 1 п.п. снижает 
прирост совокупного выпуска на 0,7–0,88 п.п. Этот результат устойчив к вклю-
чению в модель дополнительных факторов. Полученные оценки в основном 
согласуются с существующими исследованиями. В России реализация «нарра-
тивного подхода» имеет существенные ограничения. «Классический» подход 
позволяет сделать вывод, что налоговая политика может служить подходящим 
инструментом контрциклической политики в России. В то же время увеличе-
ние налогового бремени во времена спада может привести к существенному за-
медлению восстановления экономики. При использовании полученных резуль-
татов необходимо учитывать ограничения VAR моделирования.

КЛЮЧЕВЫЕ СЛОВА
налоговый мультипликатор, экономика России, векторная авторегрессия, бюд-
жетный прогноз, нарративный подход

1. Introduction
The tax changes’ effects on aggregate 

output are of central importance for eco-
nomic policy. Are tax cuts an effective 
tool to stimulate GDP during economic 
downturns? How vulnerable is the ag-
gregate output when the tax rates go up? 
These empirical questions refer to tax 
multiplier’s calculation. 

Russian economy underwent the se-
ries of tax changes during 2003–2020. 
Some of them were motivated by counter-
cyclical policy reasons (like corporate tax 
rate cut from 24% to 20% in 2009). 

Another purpose of tax change was 
to accumulate more fiscal revenues (ty- 
pical examples were the limiting of loss 
carryforward from 100% to 50% of one-
year corporate profit in 2017 and the VAT 
standard rate raise from 18% to 20% in 
2019). Finally, there were changes in tax 
administration in order to make tax col-
lection and compliance cheaper. For better 
tax policy design, it is necessary to un-
derstand and to evaluate the effects of all 
these changes on aggregate output.

 But, surprisingly, the measurement of 
tax multiplier for Russian economy is quite 
rare in the research agenda. Evaluation of 
both spending and tax multipliers for Rus-
sian economy is presented in the study [1]. 

The papers generally focus on 
spending multiplier’s evaluation (for in-
stance, [2–4]). At the same time there is 
a vast empirical literature concerning the 
identification of tax shocks’ results for  
other countries (although, it mainly con-
cerns USA [5], the United Kingdom [6] 
and other OECD countries [7; 8]). 

The purpose of this study is to evaluate 
the tax changes’ effects on aggregate out-
put growth in Russia. 

The hypothesis is that effects are quite 
significant for Russian economy. There-
fore, tax changes could serve as an appro-
priate tool of countercyclical policy. 

To test the hypothesis, we estimate the 
vector-autoregressive model (VAR) for 
Russian economy for period 2003–2020. 
VARs have a number of empirical prob-
lems, which create certain restrictions to 
our analysis. 
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First, VARs are reduced form with lit-
tle theoretical basis. 

Second, residuals (or so-called innova-
tions) in the model are not exactly shocks 
of variables in the model, because it’s not 
exogenous in general. 

Third, there is a “curse of dimensio- 
nality”, which limits the number of varia-
bles in the model. 

The paper is structured as follows: in the 
“literature review” section we present 
how to estimate tax effects on aggregate 
output; in the second section we describe 
specific methods and data used; in the “re-
sults and discussion” section we present 
the results of empirical estimation and in-
terpret it; in the last section we make con-
cluding remarks.

2. Literature review
The tax multiplier is the factor by 

which a change in tax revenues will alter 
aggregate output [9; 10]. The main dif-
ficulty in evaluating the tax multiplier is 
the potential endogeneity problem. Less 
tax burden stimulates the components 
of GDP (the demand-side of aggregate 
output). Negative effect on investment is 
mainly attributed to corporate taxation. 

For instance, Brockmeyer [11] provi- 
ded quasi-experimental evidence on nega-
tive impact of bigger corporate tax rate on 
firm investment in the United Kingdom. 

Ohrn [12] exploited another quasi-ex-
perimental variation in corporate tax rates 
created by the Domestic Production Ac-
tivities Deduction in the United States and 
has found this negative effect. 

Liu & Mao [13] have shown the ne- 
gative impact on investment could be 
caused additionally by value-added tax 
rate changes.

Negative effect on consumption due 
to labor tax rates is studied by Auten 
& Carroll [14] and due to consumption 
tax rates is presented by Benzarti & Car-
loni [15]. Benzarti & Tazhitdinova [16]  
suggested the modest negative effect of 
VAT on export. 

Moreover, vast of empirical literature 
has demonstrated the negative effect on 
aggregate supply-side of GDP. Less tax 
burden causes rise in labor supply. 

Bennmarker et al. [17] focused on  
how the payroll tax reductions boost em-
ployment. 

Keane [18] provided the extensive 
survey of income tax rates’ impact on la-
bor supply. Thus, changes in tax revenues 
cause changes in aggregate output both 
on demand- and supply-sides. 

On the other hand, factors, that drive 
economic downturns, make tax revenues 
fall as a result of tax bases’ shrinkage (for 
example, less profit and consumption 
because of aggregate demand’s fall, less 
wages because of additional unemploy-
ment). During the period of economic 
boom one can see the opposite situation: 
grown aggregate output is followed by 
gone up tax revenues. Falling to account 
for these factors in the model will make 
changes in aggregate output cause chan- 
ges in tax revenues and lead to endogenei-
ty problem (see Vegh & Vuletin [19]). 

There are different ways of solving 
this reverse causality problem. One is to 
use another measure of tax change instead 
of tax revenues. 

Riera-Crichton et al. [20] suggested to 
use tax rates as variable of interest. Unfor-
tunately, this way is of limited practice if 
statutory tax rates differ from marginal 
effective tax rates. Changes in tax admi- 
nistration and in tax elements (for exam-
ple, in deductions) effect tax burden and 
statutory tax rates stay the same. 

Aizenman & Jinjarak [21] demon-
strated how big this difference it could be 
considering VAT tax receipts. 

Granda-Carvajal & García-Calle-
jas [22] revealed the importance to con-
sider informal sector for tax multiplier 
estimation. 

According to Devereux & Fuest [23], 
changes in tax deductions and allowances 
are often the main source of marginal ef-
fective corporate tax rates’ variation. 

Belev et al. [24] provided evidence 
that in Russia the marginal effective cor-
porate tax rates vary mainly because of tax 
loss carryforward. The following analysis 
of the significant changes in Russian Tax 
Code shows that there had been several 
tax changes apart from alterations in sta- 
tutory tax rates). 
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Another way to solve this reverse cau-
sality problem is to find the instrumental 
variables which treat tax revenues and do 
not treat aggregate output directly (a pos-
sible example of an instrumental variable 
is provided in Barro & Redlick [25], moti-
vation and limitations of such method use 
in Gechert & Rannenberg [26]). 

The classical variants of potentially 
valid instruments are lags of tax revenues 
(used by Mountford & Uhlig [27]) and fore-
casted tax revenues – so called “fiscal fore-
sight” (applied in Favero & Giavazzi [28]). 

According to Blanchard & Perotti [29] 
and House & Shapiro [30], the first approach 
requests medium or high-frequent data 
(at least, on the quarterly basis) to accurate 
evaluation of timing of tax changes’ effects. 

The latter approach (so called “narra-
tive approach”) was suggested by Romer 
& Romer [31] and has become very pop-
ular among researchers (see, for example, 
Mertens & Ravn [32]). 

But at the same time Mertens & 
Ravn [33] show how this approach is vul-
nerable to the measurement error. And 
Hebous & Zimmermann [34] found out 
the possible weak quality of narrative tax 
shocks as instrumental variable.

So, the problem of evaluation of the 
tax changes’ effects on aggregate output 
is not novel. However, there is no unified 
approach to solve this problem. Moreover, 
the attention to this problem with respect 
to Russian data is quite rare and, to our 
awareness, the research implementing 
“narrative approach” to Russian data is 
absent. In this paper different approaches 
are implemented. 

3. Methods and Data
The natural way to evaluate the tax 

changes’ effects is to calculate tax multi-
plier. Following Romer & Romer [31] we 
will evaluate the effects of the tax chang-
es on the log difference of real GDP (e.g., 
on output growth) throw estimating the 
cumulative impulse response functions 
with VAR model. Our VAR model is de-
fined as follows:

1 1 2 2 ...
,

t t t

p t p t

Y c B Y B Y
B Y

− −

−

= + + + +
+ + ε        

(1)

where Yt is a vector of variables used (e.g., 
output growth, tax policy shocks etc.) at 
moment t; c – constant vector; Bk – coeffi-
cient matrix for lag k; εt – vector of model 
errors, interpreted as a vector of innova-
tions in the system at moment t. Accord-
ing to Ramey [35] these innovations are 
not shocks in general, because it could be 
correlated with other current and lagged 
endogenous variables in the model and 
with other exogenous shocks. This fact 
limits the interpretation of the results.

As already been mentioned, there 
could be an endogeneity problem if there 
are missed factors that influence both out-
put and tax collections. We used two ap-
proaches to solve this problem:

1. “Narrative approach” – data on ex-
ogenous, not driven by economic condi-
tions, tax changes (see below).

2. Cyclical component of tax collec-
tions as a percentage of GDP (the measure 
of changes in average tax rates), which is 
supposed to be much less driven by eco-
nomic cycle, and its lags.

First approach is very data dependent. 
Following Romer & Romer [31] we use 
official documents to outline exogenous, 
not driven by economic cycle, tax policy 
changes. To measure the effect of these 
policy changes on tax collections we used 
changes in official forecasts of tax collec-
tions. Our main source of information was 
the federal budget law and its explanatory 
notes. 

The main exogenous changes we 
identified are listed below:

1. Yearly regular increase of excise rates.
2. Oil and gas tax increases followed 

by lowering customs duty on mineral re-
sources (so-called “tax maneuver”).

3. Customs duty changes due to WTO 
requirements.

4. Changes in VAT rates (2004, 2019), 
specific VAT rates and tax benefits.

5. Introduction and changes in loss 
carry forward system when calculating 
corporate income tax (CIT), changes in 
CIT benefits.

6. Changes in definitions of tax bases 
and collection rates etc.

The diagram below represents the 
scope of the forecasted tax receipts chang-
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es, driven by the exogenous tax policy in-
centives (Figure 1).

According to Figure 1, exogenous 
tax changes in first decade of 20th centu-
ry were relatively small and often lowe- 
red tax burden. For example, there were  
major VAT changes: in 2004 VAT rate 
was reduced, which led to projected tax 
receipts loss of 100 billion rubles; in 2006 
the process of providing VAT deductions 
for capital investments was reorganized 
and some preferential VAT rates were 
suspended, which led to projected tax 
receipts increase of 110,5 billion rubles; 
in 2007 and 2008 there were changes to 
the process of administration – transition 
to declarative process of acquiring VAT 
deductions by exporters and fixing tax 
administration period to a quarter for all 
tax payers – which led to projected tax re-
ceipts loss of 140 and 228,7 billion rubles 
respectively. 

In 2010s period exogenous tax chan- 
ges were much higher and in total led to 
a higher tax burden. Major tax shocks are 
due to changes in oil and gas income for-
mation legislation. For example, in 2011 
export duties on oil products were intro-
duced which increased tax receipts fore-
casts in 2011 and 2012; in 2012 gas tax rates 
indexation began; starting from 2012 “tax 
maneuver” in oil and gas tax legislation 

has begun, followed by lowering customs 
duty on mineral resources and increases 
tax rates on its extractions, which in total 
lead to significant tax receipts increase in 
2013–2017. 

The new stage of “tax maneuver” in 
oil and gas tax legislation has begun in 
2019 and led to moderate tax receipts in-
crease in 2019 and 2020. Another signifi-
cant tax change in second half of 2010s 
period is VAT general rate increase from 
18% to 20%. The change occurred in 2019 
and lead to a projected tax receipts in-
crease of 525,4 billion rubles in the same 
year and of 64 billion rubles a year after.

The main problem with the data on 
exogenous tax changes is that it is avai- 
lable only on yearly bases, which is inade-
quate for the VAR modeling. That is why 
we divided the forecasted changes in tax 
receipts into quarters using average pro-
portions of actual corresponding tax re-
ceipts for the period 2003–2020. Secondly, 
the information on forecasted tax chan- 
ges is reported only for federal budget. It 
makes no problem for federal taxes, but it 
becomes important for CIT receipts, only 
part of which are federal. To estimate the 
consolidated effect of CIT policy changes 
we divided the corresponding receipts 
changes by the federal budget proportion 
(specific for different years).

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

600000

500000

400000

300000

200000

100000

0

–100000

–200000

–300000
CIT Customes duty Excise
Oil and gas income VAT

Figure 1. Forecasted change of tax receipts (mln rub.) due to exogenous tax policy 
incentives
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The final base VAR model for the 
first approach uses data for two varia-
bles: seasonally adjusted log difference of 
real GDP (output growth) and forecasted 
change of tax receipts due to exogenous 
tax policy incentives as a percentage of 
nominal GDP. It is available on quarterly 
basis for the period 2003–2020.

To implement the second approach, 
we collected actual quarterly data on tax 
receipts from the Federal treasury1 and 
Ministry of Finance2. To minimize the ef-
fect of economic cycle, we calculated actu-
al tax receipts as a percentage of nominal 
GDP. We define tax shocks as cyclical com-
ponent of seasonally adjusted tax receipts 
as a percentage of nominal GDP. Together 
with seasonally adjusted log difference of 
real GDP it forms data for the base VAR 
model for the second approach. The cycli-
cal component is calculated using HP fil-
ter with quarterly lambda of 1600.

4. Results
The lag order for VAR models was cho-

sen to be 6 as a compromise between data 
availability and identification of longer-
term effects. For robustness check we test-
ed different lag orders (including those 
predicted by information criteria), but it 
has not significantly influenced the results. 

1 Federal treasury of Russian Federation. 
Available at: https://roskazna.gov.ru/ispolnenie-
byudzhetov/konsolidirovannyj-byudzhet/ 
(accessed: 04.07.2023).

2 Ministry of Finance of Russian Federation. 
Available at: https://minfin.gov.ru/ru/opendata/ 
(accessed: 04.07.2023).

4.1. “Narrative approach”
The first approach base VAR model 

is stable. The orthogonal (variables order: 
tax changes > output growth) cumulative 
impulse response function (IRF) of output 
growth to the 1 s.d. shock of tax changes 
to GDP ratio is presented below (Figure 2).

According to the Figure 2, 95% of 
confidential interval covers zero for each 
period of calculation, so we have to con-
clude that there is no significant effect of 
tax changes on output growth. The rea-
son for insignificant results could be high 
standard errors due to omitted important 
variables. 

On the other hand, VAR framework 
does not allow us to use all possible fac-
tors, influencing output growth and leg-
islative tax changes. The key factors iden-
tified in the literature are government 
spendings [31] and, what is of high rele-
vance for Russian economy, oil prices [1]. 

That is why we estimated the se- 
cond VAR model augmented with shocks 
of government spendings defined as cy-
clical component of seasonally adjusted 
aggregate government spendings (net of 
spendings on maintenance of government 
debt) as a percentage of nominal GDP and 
index of Urals oil prices (1q2016 = 1). The 
resulted VAR model is stable. The ortho- 
gonal cumulative IRF of output growth to 
the 1 s.d. shock of exogenous tax chang-
es to GDP ratio is presented below. The 
process of orthogonalization is sensitive 
to variables ordering [36]. We supposed 
the following order: oil price index, exo- 
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Figure 2. Orthogonal cumulative impulse response functions of output growth 
to the 1 s.d. shock of exogenous tax changes to GDP ratio
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genous tax changes, government spen- 
ding shocks, GDP growth (Figure 3).

According to Figure 3, additional fac-
tors have no significant influence on the 
result, so we have to conclude that “nar-
rative approach” predicts no significant 
effect of tax changes on output growth.

4.2. “Classical approach”
The second approach base VAR mod-

el is stable too. The orthogonal cumulative 
IRF of output growth to the 1 s.d. shock 
of aggregate tax receipts to GDP ratio is 
presented below (Figure 4).

According to Figure 4, if more reliable 
data on actual tax receipts is used, there 
is a significant influence of tax receipts 
shocks on output growth. The cumula-
tive influence becomes significant on the 
4th quarter after shock, which means that 
tax shocks have a significant effect on out-
put growth with a 1-year lag. Estimated 
standard deviation of shock of aggregate 
tax receipts to GDP ratio is 3.4 percen- 

tage points, which means that cumula-
tive effect on the 4th quarter after shock of 
1 percentage point shock of aggregate tax 
receipts to GDP ratio on output growth 
is –0.5 percentage points.

As Figure 5 shows, the cumulative 
response converges and the overall long-
run (after 120 periods, 30 years) effect of 
1 percentage point shock of aggregate tax 
receipts to GDP lowers output growth by 
0.7 percentage points. Results are statis-
tically significant, which means, that tax 
policy is not neutral, and its effects should 
be taken into consideration when con-
ducted economic policy.

Of course, there are numerous other 
factors, that influence GDP or tax re-
ceipts. As we stated previously, using 
output growth and shocks of aggregate 
tax receipts as a ratio to GDP should  
minimize the number of factors, relevant 
for both variables in the model simulta-
neously, and therefor minimize endoge-
neity problem. 
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Figure 3. Orthogonal cumulative impulse response functions of output growth  
to the 1 s.d. shock of exogenous tax changes to GDP ratio (augmented VAR)
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Figure 4. Orthogonal cumulative impulse response functions of output growth  
to the 1 s.d. shock of aggregate tax receipts to GDP ratio
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However, to check the robustness of 
our result, we included additional key 
factors, identified earlier. Moreover, the 
inclusion of omitted significant variables 
could increase the accuracy of our results. 
We estimated augmented VAR model 
with oil price index and government 
spendings shocks. 

The resulting VAR model is stable, 
long-run cumulative IRF of output growth 
to the 1 s.d. shock of aggregate tax receipts 
to GDP ratio is presented below (Figure 6).

As Figure 6 shows, our results are ro-
bust to including additional factors in the 
model, which may indicate, that the endo-
geneity problem is not significant in our 
model. The cumulative response converg-
es again and the overall long-run effect of 
1 percentage point shock of aggregate tax 
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Figure 5. Orthogonal cumulative impulse response functions of output growth 
to the 1 s.d. shock of aggregate tax receipts to GDP ratio (120 periods ahead)
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Figure 6. Orthogonal cumulative impulse response functions of output growth 
to the 1 s.d. shock of aggregate tax receipts to GDP ratio 

(augmented VAR, 120 periods ahead)

receipts to GDP ratio lowers output growth 
by 0.88 percentage points, which is slightly 
higher than in case of base model.

5. Discussion
“Narrative approach” estimation re-

sults show no significant effect of exoge-
nous tax shocks on output growth. As al-
ready been mentioned above, this method 
is very sensitive to data quality, vulnera-
ble to the measurement error and problem 
of weak instruments. For example, the 
problem could be the accuracy of official 
forecasts. We collected data on the offi-
cial tax receipts forecasts and compared it 
with the actual data. 

According to Table 1, 1-year forecast 
always underestimates the actual tax re-
ceipts, which cast doubt on its accuracy. 
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Sometimes the forecast differs syste- 
matically not only in size but also in its 
sign. For example, in 2010 the Ministry of 
Finance in Russia provided evaluation that 
the transition from permissive to declara-
tive procedure of VAT refund would cost 
about 200 bln rub. (0,4% GDP). One year 
later the same tax change ex-post evalua-
tion published by the Ministry of Finance 
demonstrated not fall but growth due to 
the transition from permissive to declara- 
tive procedure of VAT refund in Russia 
(not minus but plus 200 bln rub. in 2010).

“Classical” approach with more re-
liable data on actual tax receipts used 
predicts 0.7–0.88 percentage points de-
crease in output growth in response to 
1 percentage point shock of aggregate 
tax receipts to GDP ratio. The results are 
consistent with the previous existing re-
search. The most comparable to our re-
sults are research on the tax multipliers 
calculation. Foreign data findings most-
ly predict tax multipliers to be negative, 
with estimates ranging from –0.12 [37] to 
–0.78 and –1.33 [29]. 

Russian data research is scarce, for 
example, Zyablitskiy [1] estimated tax 
multiplier to be –0.38 and Vlasov & Deru-
gina [38] found it to be –0.75. However, 
exact numbers are hard to compare, be-
cause there is no unified definition of VAR 
calculated multiplier. 

Moreover, the definition of tax policy 
shocks used in our research differs from 
classical tax multiplier literature and is 
comparable to definition in Romer and 
Romer [31]. They found that a 1 percen- 
tage point shock of aggregate tax receipts 
to GDP ratio lowers output growth by 
2.5 percentage points. This effect is con-

siderably higher than our result, which 
first of all is explained by the difference 
in country under research and the data  
period used.

Our estimation results support the 
main hypothesis in general – tax shocks 
prove to be quite significant for output 
growth in Russia. And, as well as tax 
changes could serve as an appropriate tool 
of countercyclical policy, increasing tax 
burden in times of downturn could slow 
down the recovery significantly. 

These results should be interpreted 
taken into consideration the limitations of 
the methods used. 

First, innovations in VAR model are 
not shocks in general, and results may dif-
fer due to identification strategy. 

Second, VAR model is built on his-
torical data and obtained results could 
be less applicable in case of substantial 
change in economic situation and struc-
ture. Moreover, the accuracy of VAR es-
timates is sensitive to the length of time 
series used, which limits the number of 
control variables. 

However, our results show that the 
problem of omitted variables bias is not 
significant.

6. Conclusion
In this paper we estimated the effect 

of tax changes on output growth. The 
main theoretical significance of this study 
is the implementation of two alternative 
approaches – “narrative approach” and 
“classic” one – to the Russian data. The 
“narrative approach” did not provide any 
significant effect of exogenous tax shocks 
on output growth. The reason could be 
that this method is very sensitive to data 

Table 1. The accuracy of official tax receipts 1-year forecast in Russia
2014 2015 2016 2017 2018 2019 2020 2021 2022

The deviation of forecasts from actual data (%) Mean deviation

0.3% 5.5% 10.7% 7.5% 6.3% 4.8% 4.3% 21.3% 3.4% 7.1%

The direction of deviation 
(“–“ – underestimation, “+” – overestimation)

Mean square standard 
error (billions sq.)

– – – – – – – – – 1283.82

Source: Authors calculations based on federal budget law of Russian Federation and its explanatory notes.
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quality, vulnerable to the measurement 
error and problem of weak instruments. 
This is a novel approach for Russian data 
and deserves further research, first of all, 
testing the quality of official tax receipts 
changes forecasts. 

The classic approach assumes that 
tax shocks are deviations from trend. 
This method provides a significant effect 
of tax receipts shocks, which means, that 
tax policy is not neutral, and its effects 
should be taken into consideration when 
conducted economic policy, which con-
firms the hypothesis of the research. 

The results show that the cumulative 
effect of the shock of aggregate tax re-

ceipts to GDP ratio on output growth be-
comes significant on the 4th quarter after 
shock. In total, a 1 percentage point shock 
of aggregate tax receipts to GDP ratio lo- 
wers output growth by 0.7–0.88 percen- 
tage points. This result is robust to inclu-
sion of additional factors in the model. 

So, the main practical significance of 
the research is that tax policy could serve 
as an appropriate countercyclical tool in 
Russia. On the other hand, increasing 
tax burden in times of downturn could 
be highly harmful for recovery. These 
results should be interpreted taken into 
consideration the limitations of the VAR 
method used.
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ABSTRACT
The article examines recent trends in tax level and structure changes within developed 
and developing economies in relation to economic growth. The study’s significance 
stems from increasing geo-economic turbulence and emerging risks in the global 
economy, necessitating fiscal regulation. The analysis spans the period from 2009, 
post the Great Recession, to the present day. 
We tested the hypothesis that discernible patterns could be identified through statistical 
analysis regarding the relationship between tax indicators (level and structure) and 
economic growth indicators. However, no such clear patterns were found. In essence, 
it cannot be definitively concluded that reduced tax levels and/or increased indirect 
tax shares do explicitly foster national economic growth. Tax impact on economic 
growth varies significantly across developed and developing economies, presenting 
a complex and nuanced picture. The nature and strength of this influence are largely 
shaped by the specific circumstances of each location and period. In order to identify 
their unique impact, counterfactual analysis is required. 
In the course of further research, it is important to consider, firstly, the increased fiscal 
activism of the post-pandemic period: in this case, the research outcomes may be 
different from those obtained for the period already examined. Secondly, considering 
the ongoing processes of geo-economic fragmentation, it is recommended to re-
examine the influence of taxes on economic processes. This investigation should 
adhere to the evolving framework of new macro-regions worldwide, rather than 
the conventional dichotomy of developed and developing economies. Participants 
within these macro-regions, interconnected through supply and value chains, will 
need to work together to align their tax rules and policies for mutual benefits. 
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АННОТАЦИЯ
Статья посвящена анализу последних тенденций изменения уровня и структуры 
налогов в развитых и развивающихся экономиках в связи с проблемами экономи-
ческого роста. Актуальность исследования объясняется активизацией процессов 
геоэкономических трансформаций, а также новыми рисками развития миро-
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вой экономики, требующими фискального регулирования. Период анализа – 
с 2009 г., когда Великая Рецессия в основном закончилась, и по настоящее время. 
Мы проверяли рабочую гипотезу о том, что, опираясь на анализ статистических 
данных, можно обнаружить явно выраженные регулярности в соотношениях 
показателей налогов (их уровня и структуры) с показателями экономического 
роста, которые бы характеризовали вектор влияния налогов в относительно од-
нородных группах стран (отдельно развитых, и отдельно развивающихся). При 
этом результаты анализа показали, что рабочая гипотеза не подтвердилась: такие 
явно выраженные регулярности обнаружены не были. То есть нельзя однозначно 
утверждать, что снижение уровня налогов и/или рост удельного веса косвенных 
налогов явно способствует национальному экономическому росту. Реальная кар-
тина в развитых и в развивающихся экономиках слишком пёстрая и не поддается 
однозначному трактованию. Из этого следует, что характер и сила влияния на-
логов на экономический рост во многом определяются обстоятельствами места 
и времени, и что выявление особенностей их влияния требует проведения спе-
циального контрафактического анализа. В ходе дальнейших исследований важ-
но учитывать, во-первых, возросший фискальный активизм постпандемийного 
периода, так что анализ может показать иные результаты, чем в уже рассмотрен-
ном периоде. Во-вторых, что в связи с процессами геоэкономической фрагмента-
ции влияние налогов на экономические процессы целесообразно исследовать не 
в традиционном разрезе развитых и развивающихся экономик, а в составе новых 
макрорегионов, формирующихся сейчас в мире, участники которых, объединён-
ные цепочками поставок и создания стоимости, должны координировать свои 
налоговые правила и политики с целью достижения кооперационного эффекта.

КЛЮЧЕВЫЕ СЛОВА 
налогообложение, налоговая политика, фискальный активизм, экономический 
рост, развитые экономики, развивающиеся экономики

1. Introduction
In recent years, the significance of 

tax policy for the economy and econo- 
mic growth has increased, as its impact 
became particularly pronounced during 
the COVID-19 pandemic. Many countries 
turned to fiscal instruments for crisis sup-
port, aiding the most affected population 
groups and economic sectors – a situation 
reflecting the natural correlation between 
tax policy and economic dynamics. Mone- 
tary policy demonstrates effectiveness in 
stabilizing economies when nations tack-
le their internal economic issues autono-
mously. Nevertheless, in instances where 
shocks and responses transcend national 
boundaries, fiscal policy takes precedence, 
provided that tax and budgetary mea- 
sures are promptly implemented [1]. 

Moreover, it is important to note that 
unlike monetary policy, which focuses on 
regulating the overall money supply, fis-
cal policy – using various tax measures – 
is more easily tailored to the current objec-
tives of the government. 

In today’s reality, characterized by 
frequent exogenous shocks and rising 

risks1, fiscal activism – used, among other 
things, to deal with the issues of economic 
growth – has become a dominant trend in 
many countries worldwide [2].

The relevance of this study is deter-
mined by the intensification of geo-eco-
nomic transformation processes, as well as 
new risks in the development of the world 
economy, necessitating fiscal regulation.

This article aims to analyze recent 
trends in the changes of the level, compo-
sition, and structure of taxes in developed 
and developing economies in the context 
of post-crisis economic growth (following 
the Great Recession of 2007–2008). 

The hypothesis of the study is that statis-
tically, it is possible to identify clear pat-
terns in the relationships between tax in-
dicators (the level and structure of taxes) 
and economic growth indicators. To grasp 
the nature of tax impact in relatively ho-
mogeneous groups of countries, we need 
to understand the presence or absence of 
such regularities, while also giving due re-

1 World Economic Forum. The Global Risks 
Report 2023. 18th ed. Insight Report. Geneva, 
2023. 97 p.
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gard to the distinction between developed 
and developing nations.

The article structure comprises an anal-
ysis of the tax trends and economic growth 
indicators in developed countries, followed 
by the discussion of developing (emerging) 
economies, with the final section summa-
rizing the results and brief conclusions.

2. Literature review
Changes in fiscal policy and tax sys-

tems are often examined in relation to 
economic growth challenges, given their 
significant importance for many countries 
worldwide. However, research evidence 
of the precise and substantial impact of 
taxes on economic dynamics remains con-
tradictory.

On the one hand, while logical and 
mathematical models simulating tax re-
sponses of economic agents often predict 
a significant impact, many empirical stu- 
dies do not confirm this prediction.

Myles [3; 4] analyzed a series of theo-
retical and empirical studies of the impact 
of taxes on economic growth and found 
that taxes have an insignificant effect on 
economic growth. 

Saez et al. [5] did not find a clear cor-
relation between changes in tax rates and 
economic growth. 

Burman & Randolph [6] also found 
no compelling evidence of the influence 
of changes in tax rates on capital accumu-
lation or economic growth indicators, etc. 
(see Table 1).

On the other hand, there are studies 
confirming the influence of taxes on eco-
nomic growth.

Canto et al. [7] provided analytical 
evidence confirming the negative impact 

of the growing tax burden on production 
volumes and the intensity of the use of 
factors of production. 

Independent researchers from various 
countries, analyzing fiscal policies over 
different time periods, have found con-
sistent evidence that increasing tax rates 
leads to slower economic growth, while 
reducing tax rates, on the contrary, tends 
to boost growth (Engen & Skinner [8], 
Leibfritz et al. [9], Karras & Furceri [10], 
Romer & Romer [11], Woldy & Kano [12] 
(for more on this – see Table 1).

Alongside these studies, a number 
of economists have sought to determine 
which taxes are the most distorting and 
harmful to economic development. As 
a result, a consensus has been reached that 
taxes on consumption and property have 
less negative impact than taxes on perso- 
nal and corporate incomes. Such conclu-
sion was reached by Kneller et al. [13]. 

Lee & Gordon [14] argue that an in-
crease in the corporate tax rates leads to 
a slowdown in the pace of growth, while 
a reduction in these tax rates by 10 percen- 
tage points results in an increase in annual 
growth rates by 1–2 percentage points.

In general, when it comes to the cor-
porate income tax, it ranks first in the  
unofficial list of the most detrimental  
taxes for economic growth. 

Johansson et al. [15] show that the 
corporate income tax has a distorting 
effect on the overall volume of invest-
ments, the type of investment projects, 
the choice of financing sources (borrowed 
funds, newly issued shares, or undistri- 
buted income), the location of the tax 
base, the choice of the legal form of busi-
ness, and other factors. 

Table 1. Summary of research findings: impact of tax increases  
and reductions on economic growth
No. Author, year Empirical foundation Findings

1 Canto et al. 
[7]

Data on tax reforms in the USA, 1962 
and 1964

An increase in tax rates has 
a negative impact on production 
volumes and the intensity of the use 
of production factors

2 Engen & 
Skinner [8]

Endogenous growth models, general 
equilibrium models, historical data 
on the economy, and tax reforms in 
the USA, spanning from 1959 to 1994 

A decrease in marginal tax rates by 
5% and average tax rates by 2.5% 
increases GDP growth rates on 
average by 0.2–0.3%
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No. Author, year Empirical foundation Findings

3 Leibfritz et 
al. [9]

 Simulation econometric models 
from the European Commission and 
the Ministry of Finance of Canada; 
research on the impact of taxation on 
economic indicators, labor markets, 
and capital in OECD countries, 
spanning from 1976 to 1993

A 10% increase in tax rates leads 
to a 0.5% decrease in growth rates, 
while a 10% decrease increases GDP 
growth by 0.5–1%

4 Myles [3] Theoretical models of the impact 
of tax levels on economic growth, 
empirical assessments of taxation 
effects (USA, UK) in economic 
studies over the past 20 years

Tax structure has a greater impact on 
economic growth than the level of 
taxation

5 Karras & 
Furceri [10]

Panel methodology. Statistical 
data from 19 European countries, 
1965–2003

Increasing the overall tax rate by 1% 
has a negative long-term impact on 
GDP per capita ranging from –0.5% 
to –1%

7 Gravelle [18] Statistical data on small business 
income in the USA, spanning from 
2006 to 2011.

Tax rate increases only affect 2% to 
3% of small businesses

8 Romer & 
Romer [11]

Data on U.S. tax reforms in 1945–2007 An exogenous increase in taxes by 
1% reduces real GDP by almost 2.5%

9 Woldy & 
Kano [12]

Statistical data for 40 sub-Saharan 
countries in 2000–2019

Budget consolidation reduces real 
GDP and private demand. Budget 
consolidation also depends on 
economic cycles, as production losses 
become smaller during economic 
booms

10 Saez et al. [5] Data on income tax declarations, tax 
obligations, and tax rates in the USA, 
spanning from 1960 to 2006. Tax 
reform of 1993

Evidence of the real economic 
response to changes in tax rates is 
not found. The expansion of the tax 
base and the reduction in tax evasion 
may influence the type of behavioral 
response

11 Burman & 
Randolph [6]

Data on the maximum rates of the 
tax on capital gains and GDP growth 
rates in the USA, spanning from 1950 
to 2011

No clear connection between the 
rates of the tax on capital gains 
and economic growth has been 
established

12 Srithongrung 
& Sánchez-
Juárez [19]

Data on subnational state finances 
of 32 Mexican states, spanning from 
1993 to 2011

Every 1% increase in taxes in Mexico 
leads to a 0.9% decrease in GDP in 
the short term perspective

15 Alinaghi & 
Reed [20]

Metadata of 49 studies on the 
impact of taxes on economic growth 
in OECD countries, spanning the 
period from 1993 to 2020

In OECD countries, a 10% 
increase in taxes is associated with 
a decrease in annual GDP growth 
of approximately 0.2%, or an increase 
in this parameter by 0.2%, depending 
on the specifics of the «taxes – 
government spending – budget 
deficit» relationships

16 Stoilova & 
Todorov [21]

Annual Eurostat data for 2007–2019 
on ten new EU member states from 
Central and Eastern Europe – Bul-
garia, the Czech Republic, Estonia, 
Hungary, Latvia, Lithuania, Poland, 
Romania, Slovakia, and Slovenia

The growth rate of production is 
negatively affected by receipts from 
direct taxes, while receipts from in-
direct taxes do not have a significant 
impact on it

End of Table 1
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Moreover, Ljungqvist & Smolyan-
sky [16], whose study focused on the 
experience of the USA, did not find any 
compelling evidence that a reduction in 
the corporate tax stimulates economic ac-
tivity, except during a recession.

Hanappi et al. [17] showed that the 
sensitivity of enterprises to the corporate 
income tax, and the negative aspects of its 
application, significantly depend on the 
type of business, the assets used, national 
tax mechanisms, and other factors. 

It is evident that much of the results 
obtained, and their differences, depend on 
the circumstances of place and time. 

Gruen & Sayegh [1] argue that it is 
important to consider the consequences 
of the complex and contradictory pro-
cesses observed in the global economy as 
a whole and in the economies of several 
countries around the world after the Great 
Recession of 2007–2008. 

Aiyar et al. [22] show that this period 
in the global economy is characterized by 
a transition from globalization to fragmenta-
tion, including increased geopolitical risks. 

In this context, it would be logical to 
adopt a conceptual approach and analyze 
recent trends in global tax levels and struc-
tures, with a specific focus on economic 
growth from 2009 to the present.

3. Methodology
The analysis was conducted separate-

ly for developed and developing econo-
mies, given their distinctly disparate fiscal 
capacities and different approaches in the 
tax sphere.

Out of the 40 developed countries in-
cluded in the IMF classification2, 17 were se-
lected for analysis. The remaining countries 
were excluded for the following reasons: 

– for 10 countries no statistical data 
were available (Andorra, Cyprus, Puer-
to Rico, San Marino, Hong Kong, Macao, 
Malta, Taiwan, the Republic of Korea, Sin-
gapore);

2 IMF. World Economic and Financial 
Surveys. World Economic Outlook Database – 
WEO Groups and Aggregates Information. 2022. 
Available at: https://www.imf.org/external/
pubs/ft/weo/2022/01/weodata/groups.
htm#ae (accessed: 24.01.2024).

– 13 countries have lower GDP per 
capita at PPP than the selected ones 
(Greece, Israel, Spain, Italy, Latvia,  
Lithuania, Slovakia, Slovenia, the Czech 
Republic, Estonia, Japan, Portugal, New 
Zealand);

– Luxembourg was not included in 
our graphs because its indicators signi- 
ficantly differ from the average values of 
other developed countries.

Out of the developing and emer- 
ging economies, we selected 12 countries, 
including Eastern European (Bulgaria, 
Poland, Hungary), post-colonial South 
American and African (Argentina, Brazil, 
Colombia, Mexico, Chile, South Africa), 
Muslim (Indonesia, Turkey), and China. 
Other countries are not included in the 
analysis due to the lack of necessary sta-
tistical data.

As previously mentioned, the analy-
sis covers the period from 2009 onwards, 
when the Great Recession largely ended 
or began to decline (in the second half of 
2009, many countries around the world 
overcame the economic downturn and 
entered a trajectory of economic growth) 
until present, considering the available 
statistical data. 

This is a relatively long period, which 
IMF experts [1] characterize as “slowba- 
lization” (a word coined from the com-
bination of “slow” and “globalization”). 
Slowbalization is characterized by a shift 
from offshore policies (transferring busi-
ness operations from developed industri-
al countries to less developed/developing 
countries to reduce costs) to reverse pro-
cesses (“onshoring”, “reshoring”, “near-
shoring”, “friendshoring”). It is also cha- 
racterized by the rapid advancement and 
integration of digital technologies and AI 
in tax administration, which is a critical 
aspect of fiscal policy. 

Methodologically, this study relies 
on various methods of analysis such as 
comparison (horizontal, vertical, trend), 
grouping, and graphical analysis. We 
deliberately chose simple and visual me- 
thods as they were most suitable for test-
ing our hypothesis about the existence of 
clear patterns in the relationships between 
tax indicators (level and structure) and 

https://www.imf.org/external/pubs/ft/weo/2022/01/weodata/groups.htm#ae
https://www.imf.org/external/pubs/ft/weo/2022/01/weodata/groups.htm#ae
https://www.imf.org/external/pubs/ft/weo/2022/01/weodata/groups.htm#ae
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economic growth indicators. This explo-
ration aims to characterize the vector of 
tax influence in relatively homogeneous 
groups of countries, with developed and 
developing nations considered separately.

The study also involves the search for 
hypothetical patterns based on common 
assumptions. Specifically, we examine 
the potential correlation between higher 
growth rates, lower taxes, and a reduced 
proportion of direct taxes compared to 
indirect taxes, assuming that other factors 
remain constant. The study aims to shed 
light on how these variables affect the in-
comes of economic entities and their ca-
pacity for savings and investment.

Before applying more advanced math-
ematical tools, such as Romer’s model of 
endogenous technological change [23], 
Vishnevsky & Polovyan’s mathematical 
model of coevolution [24], Gross & Klein’s 
simulation model [25], etc., it would make 
sense to first gain a comprehensive un-
derstanding of the global status of tax 
systems, including prevailing trends in 
tax levels, composition, and structure, 

particularly in relation to concerns about 
economic growth.

It is clear that the mere existence of 
such regularities (if they indeed occur), or 
their absence, will not serve as proof of the 
positive or negative impact of taxes on eco-
nomic growth, but may serve as a starting 
point for further, more advanced analysis.

4. Results

4.1. Developed economies 

4.1.1. Tax level

As states become more prosperous, 
they can increase their spending on public 
goods, leading to a higher overall tax-to-
GDP ratio. This trend aligns with Wag-
ner’s law, where government expenditures 
grow faster than national income [26]. Re-
markably, direct taxes usually play a more 
significant role in this process. 

Figure 1 illustrates the correlation be-
tween the tax level and GDP for 17 deve- 
loped countries over the past 14 years. The 
entire dataset is divided into deciles based 
on GDP per capita (in constant prices and 
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Figure 1. Relationship between tax levels and income across groups of developed 
countries, 2009–2022

Note: By income level (GDP per capita at PPP), in 2009–2022, developed countries were divided 
into four groups: Group A, comprising the UK, Canada, France, and Finland; Group B, comprising 
Australia, Belgium, Germany, and Sweden; Group C, comprising Austria, Denmark, Iceland, the 

Netherlands; and Group D, comprising Ireland, Norway, the United States, and Switzerland.  
The GDP growth rates are calculated by taking the average of the GDP growth rates per capita  

based on PPP for each group of countries.
Compiled by the authors by using the data from: OECD. Tax revenues as a percentage of GDP. 
Global Revenue Statistics Data Set. 2024. Available at: https://stats.oecd.org/viewhtml.

aspx?datasetcode=REV&lang=en#; OECD. Revenue Statistics – OECD countries: Compara-
tive tables. Global Revenue Statistics Data Set. 2024. Available at: https://stats.oecd.org/index.

aspx?DataSetCode=REV#; OECD. Regional GDP. Regional Economy – OECD. Stat. 2024. Available at: 
https://stats.oecd.org/Index.aspx?DataSetCode=REGION_ECONOM# (accessed: 24.01.2024).

https://stats.oecd.org/viewhtml.aspx?datasetcode=REV&lang=en#
https://stats.oecd.org/viewhtml.aspx?datasetcode=REV&lang=en#
https://stats.oecd.org/index.aspx?DataSetCode=REV#
https://stats.oecd.org/index.aspx?DataSetCode=REV#
https://stats.oecd.org/Index.aspx?DataSetCode=REGION_ECONOM#
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PPP-adjusted) and the tax level for the 
corresponding period. Figure 1 shows the 
median GDP and tax levels for each decile.

Each group of countries exhibits a dis-
tinct correlation between tax levels and 
economic growth rates: for example, in 
Group D, characterized by the highest in-
comes and taxes, including direct taxes, the 
average GDP per capita growth rates at PPP 
were 2.0%, while in Group A, with lower 
incomes and taxes, it was 0.9%. Groups B 
and C occupy intermediate positions.

This picture clearly contradicts the 
common view that, all else being equal, 
small taxes are better for economic growth 
than large ones, and indirect taxes are 
preferable to direct ones (see, for exam-
ple, [10; 12; 13]). While this notion may 
generally hold true over extended periods 
under normal development conditions, 
the unprecedented strain of the pandemic 
has introduced new circumstances. It has 
demonstrated that wealthier countries with 
a more developed public sector are better 
equipped to handle exogenous shocks.

The pandemic adversely affected eco-
nomic growth worldwide, including many 
developed countries, which led to an un-
foreseen reduction in tax revenues due to 
decreased production volumes, especially 

in service sectors, as well as a decline in the 
purchasing power of many households. 

As a result, in 2019, there was a down-
ward trend in the total amount of nomi-
nal (and even more so, real) tax revenues. 
In 2020, despite a noticeable decrease in 
nominal tax revenues, the decline in GDP 
was even more significant, showing ne- 
gative dynamics. In 2021–2022, nominal 
and real GDP growth was restored, but 
during this time, the level of nominal tax 
revenues continued to decrease in several 
countries (see Figure 2). 

This clearly was a result of fiscal sti- 
mulus measures implemented as part of 
government economic support programs 
such as the American Rescue Plan Act of 
2021 [27] and EU post-Coronavirus re-
covery plan [28], which helped overcome 
the pandemic-induced slump. However, 
real growth rates in developed countries 
remain sluggish, with 1.6% in 2023 and 
an expected further decrease to 1.5% 
in 20243.

3 IMF. World Economic Outlook Update, 
January 2024: Moderating Inflation and Steady 
Growth Open Path to Soft Landing, 2024. Available 
at: https://www.imf.org/en/Publications/WEO/
Issues/2024/01/30/world-economic-outlook-
update-january-2024 (accessed: 24.01.2024).
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aspx?DataSetCode=REV#; OECD. Regional GDP. Regional Economy – OECD. Stat, 2024. Available at: 

https://stats.oecd.org/Index.aspx?DataSetCode=REGION_ECONOM# (accessed: 24.01.2024).
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Thus, according to statistical data, 
differences in historically established tax 
levels and the dynamics of the tax burden 
in developed countries have not demon-
strated a clearly pronounced influence 
(or this influence has been insignificant) 
on the pace of economic growth. At first 
glance, this contradicts the results of the-
oretical research. However, it is impor-
tant to take into account that the main 
instrument of macroeconomic regulation 
in the period under consideration (after 
the financial-economic crisis of 2007–2008) 
was monetary, not fiscal policy. The situ-
ation changed significantly only in recent 
years, as central banks such as the Federal 
Reserve and the European Central Bank, 
along with other regulators, were com-
pelled to sharply raise key interest rates to 
combat inflation. In light of these circum-
stances, the results of the analysis can be 
deemed understandable and consistent.

4.1.2. Composition and structure of taxes

While tax systems in different coun-
tries may vary, all of these systems im-
pose taxes on personal income, corporate 
income, sales, and property. The elements 
of taxes (tax base, rates, exemptions, etc.) 
are determined depending on the specifics 
of the current economic situation, as well 
as each country’s historical, institutional, 
socio-cultural conditions, and traditions.

The analysis of the relationship be-
tween GDP and tax structures in de-
veloped countries showed that as GDP 
increases, the growth in revenues from 
corporate income taxes is not as signi- 
ficant as the growth in revenues from 
personal income taxes. However, the dif-
ferences in the percentages of corporate 
income taxes and individual income taxes 
as a share of GDP vary depending on the 
income groups of the countries: for coun-
tries whose incomes (GDP) fall within the 
top three deciles, corporate income ta- 
xes and individual income taxes make up 
to 7.4% and 24.3% of GDP, respectively, 
while countries in the bottom three deciles 
collect 2–2.4% and 8.1–10.0%, respectively. 

The high level of income tax revenues 
in the upper deciles can be partially attri- 
buted to countries like the USA, Germa-

ny, the UK, and France, which boast high 
GDP levels and host numerous multina-
tional corporations, attracting substantial 
foreign direct investments and thus gene- 
rating significant income.

The new OECD rules on taxing mul-
tinational corporations, coupled with cor-
porate income taxation reforms in Europe 
(including the introduction of a tax on un-
foreseen income), may lead to some chang-
es in this distribution. However, substantial 
alterations to income taxation are unlikely.

Until 2020, taxes on goods and ser-
vices, including VAT, as well as property 
taxes, had been growing alongside eco-
nomic prosperity. In the post-pandemic 
years of 2021–2022, the level of taxes on 
goods and services quite expectedly de-
creased while GDP was growing.

Developed countries with lower GDP 
levels have the highest rates of indirect 
taxes: in this study, these are Finland, 
Denmark, and Ireland with VAT rates of 
24%, 25%, and 23%, respectively4. 

As for countries with high GDP levels 
(such as the USA, Germany, the United 
Kingdom, France), they have achieved sig-
nificant results in taxing digital goods and 
services, as well as in ensuring efficient 
tax administration and combating fraud. 
Recent reductions in indirect tax rates or 
exemptions of specific goods from VAT in 
European countries have been limited to 
a relatively short period and are intended 
to alleviate the consequences of a signifi-
cant inflation spike [29].

Certain disparities between the tax 
structures of the developed countries ty- 
pically result from historically established 
economic relationships, institutional and 
national factors, including differences in 
tax objects, tax rates, the breadth of the tax 
base, and so on. 

For example, in 2022, the largest share 
of total tax revenues from income tax was 
found in Denmark, the United States, Ice-
land, Canada, Switzerland, and Ireland; 
taxes on goods and services predominated 
in Iceland, Finland, the United Kingdom, 

4 OECD. Consumption Tax Trends 2022: 
VAT/GST and Excise, Core Design Features and 
Trends. OECD Publishing, Paris, 2022. https://
doi.org/10.1787/6525a942-en (pp. 265–266).

https://doi.org/10.1787/6525a942-en
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and Denmark; social security contribu-
tions were highest in Germany, Austria, 
the Netherlands, France, and Belgium. 
Property taxes played a less significant 
role in all countries (Figure 3).

There is a widely held view that eco-
nomic growth is better promoted by a re- 
venue structure characterized by a smaller 
proportion of taxes on the income of persons 
and businesses [1; 31; 32]. However, the data 
in Figure 3 do not confirm this, as no clearly 
defined dependence of this kind is observed 

here. This can be explained by the fact that 
consistently high levels of revenue from in-
come taxes deter governments from making 
drastic changes to the tax structure, due to 
the lack of opportunities for quick compen-
sation. Additionally, the inertia of tax rela-
tionships makes such patterns more visible 
over longer time intervals.

The dynamics of major tax revenues 
from 2009 to 2022 indicate that, overall, the 
corresponding tax bases and effective tax 
rates remained relatively stable (Figure 4).
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The increase in revenues from income 
tax reflects the positive effects of income 
support policies. The decrease in corpo-
rate income tax revenues is attributed to 
lower economic activity and poor finan-
cial performance during the COVID-19 
pandemic. Additionally, measures aimed 
at easing the tax burden, such as tax pay-
ment deferrals and reductions in tax ad-
vances, contributed to this decline. 

No significant changes were observed 
in other types of taxes, while the proportion 
of taxes on goods and services continued 
to gradually decrease. Revenues from fuel 
excise taxes decreased due to mobility re-
strictions, and VAT rates were temporarily 
reduced during the COVID-19 pandemic. 

The analysis of tax rates reveals a con-
sistent trend in many developed countries 
toward decreasing the burden of direct 
taxation while enhancing its progressivi-
ty. Maximum income tax rates were raised 
in Austria, the UK, Denmark, Canada, 
Iceland, Luxembourg, Norway, Finland, 
France, and corporate income tax rates in 
Iceland and the Netherlands5. 

5 OECD. Statutory corporate income tax 
rate. 2023. Available at: https://stats.oecd.org/
index.aspx?DataSetCode=TABLE_II1#; OECD. 
Top statutory personal income tax rates. 2023. 
Available at: https://stats.oecd.org/index.
aspx?DataSetCode=TABLE_I7#; California De-
partment of Tax and Fee Administration. Histo-
ry of Statewide Sales and Use Tax Rates. 2023. 
Available at: https://www.cdtfa.ca.gov/taxes-
and-fees/sales-use-tax-rates-history.htm; OECD. 
Consumption Tax Trends 2022: VAT/GST 
and Excise, Core Design Features and Trends. 
OECD Publishing, Paris, 2022. https://doi.
org/10.1787/6525a942-en (accessed: 24.01.2024).

Despite the changes described above, 
the overall tax structure evolves slow-
ly. Direct taxation continues to outweigh 
indirect taxation in most of the countries  
examined. The statistics show no clear 
signs of any transformations in the tax 
structure (Table 2).

Recent tax reforms aim to preserve 
and mobilize tax revenues, while also pro-
tecting businesses and households from 
high inflation. This is achieved by redu- 
cing value-added tax and excise duties, in-
dexing income tax to account for price in-
creases, lowering tax rates for low-income 
families while simultaneously increasing 
property taxes for high-income indivi- 
duals, and so forth. 

However, such reforms are unlikely to 
significantly change the general situation. 
The introduction of broad tax incentives 
and preferences for innovation and in-
vestment, crucial for maintaining interna-
tional competitiveness in the face of global 
fragmentation, may somewhat narrow the 
tax base. Nevertheless, the development 
of digital solutions for tax administra-
tion will help increase the revenues from 
indirect taxes, potentially shaping a new 
tax structure that better meets the need to 
stimulate economic growth.

4.2. Developing (emerging) economies

4.2.1. Tax level
Similar to developed countries, many 

emerging economies are implementing re-
forms that increase the overall tax burden 
as a percentage of GDP as their prosperity 
grows. 

Table 2. Types of tax structure in developed countries 
Type of tax structure Countries

Prevalence of direct taxa-
tion over indirect taxation

Australia, Belgium, Canada, Denmark, Ireland, Luxembourg, Swe-
den, Switzerland, the United States, and Norway (in recent years, 
these countries have been transitioning to equal tax revenues)

Prevalence of indirect taxa-
tion over direct taxation

France, the Netherlands (in recent years, these countries have been 
transitioning to equal tax revenues)

Relatively equal revenues 
from direct and indirect 
taxes

Austria, Finland, Great Britain; Germany and Iceland (in recent 
years, direct taxation has been dominant over indirect taxation in 
these countries)

Note: Indirect taxes can be defined as taxes related to the production and import of goods and services. They 
include VAT, import duties, excise duties and other specific taxes on services as well as financial and capital 
transactions. Direct taxes are defined as current taxes on incomes and wealth, such as personal income tax, 
corporate income tax, as well as capital acquisitions tax (a tax on gifts and inheritances). See: European Com-
mission. Data on Taxation Trends. Methodological and Explanatory Notes. 2023. (р. 6) Available at: https://
taxation-customs.ec.europa.eu/system/files/2023-06/Methodology2023.pdf (accessed: 24.01.2024).

https://stats.oecd.org/index.aspx?DataSetCode=TABLE_II1#
https://stats.oecd.org/index.aspx?DataSetCode=TABLE_II1#
https://stats.oecd.org/index.aspx?DataSetCode=TABLE_I7#
https://stats.oecd.org/index.aspx?DataSetCode=TABLE_I7#
https://www.cdtfa.ca.gov/taxes-and-fees/sales-use-tax-rates-history.htm
https://www.cdtfa.ca.gov/taxes-and-fees/sales-use-tax-rates-history.htm
https://doi.org/10.1787/6525a942-en
https://doi.org/10.1787/6525a942-en
https://taxation-customs.ec.europa.eu/system/files/2023-06/Methodology2023.pdf
https://taxation-customs.ec.europa.eu/system/files/2023-06/Methodology2023.pdf
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As our calculations show, the higher 
is the country’s income, the more signifi-
cant is the role of its direct taxes. The en-
tire dataset is divided into deciles based 
on GDP per capita (in constant prices ad-
justed for PPP) relative to the level of tax-
es for the corresponding period. Figure 5 
shows the medians GDP and tax levels for 
each decile. 

As can be seen from Figure 5, there is 
no clearly pronounced correlation between 
the level of taxes and the rate of economic 
growth in this case. For example, the av-
erage GDP per capita growth rates at PPP 
in groups A and D (the poorest and the 
richest countries) in the given period were 
comparable, standing at 3.2% and 3.7%, 
respectively. These groups include large 
Asian countries with high population den-
sity such as China (147 people/sq. km) and 
Indonesia (141 people/sq. km), as well as 
“modest Europeans” – Poland, Hungary, 
and the distinctive case of Turkey. Mean-
while, in groups B and C, the average GDP 
per capita growth rates at PPP were signifi-
cantly lower – 0.2% and 1.5%, respectively.

In China, which ranks among the 
top countries with the highest GDP in 

the world at PPP, the tax level increased 
slightly, reaching 20.1% in 2021, which is 
close to the average value in the selected 
sample of developing countries (the low-
est being in Indonesia at 10.0% and the 
highest in Hungary at 35.5%). 

A tax burden level similar to that of 
China is observed, for example, in Co-
lombia (19.2%). However, Colombia faces 
significantly higher unemployment and 
inflation rates compared to China, with 
Colombia’s GDP per capita being only 
half of China’s. Moreover, the proportion 
of the population living below the poverty 
line in Colombia is close to 50% (42.5% in 
2020), whereas in China, it is 0%6.

Indonesia has the lowest level of ta- 
xes among developing countries. In 2020, 
its value was the lowest (10.1%) amid the 
general economic downturn (–2.1%), dri- 
ven by the economic consequences of the 
COVID-19 pandemic. In 2021, the coun-
try managed to restore economic growth 

6 The World Bank. Poverty headcount ratio at 
national poverty lines (% of population) – China | 
Data. 2023. Available at: https://data.worldbank.
org/indicator/SI.POV.NAHC?locations=CN 
(accessed: 24.01.2024).
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Figure 5. Relationship between the level of taxes and income  
in developing countries, 2009–2021

Note: By income level (GDP per capita at PPP), from 2009 to 2021, developing countries were divided 
into four groups: Group A, comprising Indonesia, China, Colombia, and South Africa; Group B,  
comprising Brazil; Group C, comprising Argentina, Bulgaria, Mexico, and Chile; and Group D,  

comprising Hungary, Poland, and Turkey. The GDP growth rates are calculated by taking  
the average of the GDP growth rates per capita based on PPP for each group of countries.

Compiled by the authors by using the data from: Tax revenues as a percentage of GDP. Global Revenue Sta-
tistics Data Set. 2024. Available at: https://stats.oecd.org/viewhtml.aspx?datasetcode=REV&lang=en#; 
Revenue Statistics. Global Revenue Statistics Data Set. 2024. Available at: https://stats.oecd.org/index.
aspx?lang=en; Regional GDP. Regional Economy – OECD. Stat. 2024. Available at: https://stats.oecd.

org/Index.aspx?DataSetCode=REGION_ECONOM# (accessed: 24.01.2024).

https://data.worldbank.org/indicator/SI.POV.NAHC?locations=CN
https://data.worldbank.org/indicator/SI.POV.NAHC?locations=CN
https://stats.oecd.org/viewhtml.aspx?datasetcode=REV&lang=en#
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(+3.7%), thanks to the stimulus package 
aimed at supporting infrastructure deve- 
lopment and consumption growth, as well 
as allocated social assistance7. This inevi-
tably led to a slight increase in the overall 
tax level (10.9%), which partially resulted 
from the increase in the top income tax 
rate and excise taxes8.

The highest level of taxes among 
the developing countries in 2021 was re-
corded in Hungary (33.7%) and Poland 
(36.7%), which is hardly surprising since 
they are in the same socio-economic field 
as developed European economies, where 
such a level of taxes is the norm. 

At the same time, Poland and Hunga-
ry have shown different trends in terms 
of the tax burden: in Poland, since 2010, 
there has been a gradual increase in the 
tax burden (from 31.3% to 36.7%), while in 
Hungary, the dynamics of changes from 
2009 to 2016 were somewhat chaotic, ho- 
wever, since 2016, there has been a gra- 
dual decrease in the tax-to-GDP ratio 
(from 39% to 33.7%).

Brazil has a relatively high level of ta- 
xation (35.5%). In this country, about 45% 
of all tax revenues come from taxes on 
goods and services, which is why the rise 
in prices of fuel, minerals, and food pro- 
ducts in 2021 became one of the key factors 
influencing the growth of tax revenues9.

In general, the level of taxes in de-
veloping countries varies significantly, 
ranging from 10.0% (Indonesia) to 36.7% 

7 The World Bank. Economic Reforms 
and Investments in Health, Social Protec-
tion and Infrastruc-ture Will Support Indo-
nesia Sustainable Recovery. 2020. Available 
at: https://www.worldbank.org/en/news/
press-release/2020/07/16/economic-reforms-
and-investments-in-health-social-protection-
and-infrastructure-will-support-indonesia-
sustainable-recovery (accessed: 24.01.2024).

8 The World Bank. Indonesia: Support for 
Public Health and Affected Households and 
Firms Critical for a Secure and Fast Recovery. 
2020. Available at: https://www.worldbank.
org/en/news/press-release/2020/12/17/
indonesia-support-for-public-health-and-
affected-households-and-firms-critical-for-a-
secure-and-fast-recovery (accessed: 24.01.2024).

9 Xinhuanet. Brazil sees record-high tax 
collection in 2022. 2023. Available at: https://
english.news.cn/20230125/036bb31a1fc945a6b8e
91ad01c7aa61f/c.html# (accessed: 24.01.2024).

of GDP (Poland, a moderately developed 
European country) in 2021. 

Measures to prevent mass layoffs and 
preserve jobs in sectors hit by the pande- 
mic have allowed national governments 
to restore economic activity, resulting in 
GDP growth in all developing countries. 
However, unlike developed countries, in 
2021, there was also an increase in nomi-
nal tax revenues (Figure 6), resulting from 
by less stringent restrictions on economic 
activity, as well as relatively strict fiscal or 
quasi-fiscal measures10.

Thus, judging by the macroeconomic 
data, developing countries are following 
their own, often distinct paths in deve- 
loping fiscal systems and tax policies, 
where measures taken to regulate taxes 
have helped mitigate emerging issues but 
have not significantly impacted econo- 
mic growth (at least in the medium term). 
Instead, governments tailored fiscal poli-
cies to follow changes in the economy.

4.2.2. Composition and structure of taxes
Similar to developed countries, in 

emerging economies, the main taxes in-
clude personal income tax, corporate in-
come tax, sales taxes, and property taxes. 
However, unlike developed countries, 
the share of these taxes in GDP varies 
significantly. For example, in 2021, the 
share of personal income taxes in GDP 
ranged from 1–1.2% (Indonesia, China) 
to 8.7% (South Africa); consumption taxes 
ranged from 4.8% in Indonesia to 15.9% in 
Hungary; social insurance contributions 
ranged from 0.3% in South Africa to 13% 
in Poland. Corporate income tax shares 
in GDP were more similar, ranging from 
1.4% in Hungary to 5.0% in South Africa, 
and property taxes ranged from 0.1% in 
Indonesia to 3.1% in Argentina.

The analysis of the relationship be-
tween GDP and tax structures in develo- 
ping countries revealed a positive correla-
tion between revenues from the personal 
income tax and GDP in most such coun-
tries (with the exception of Hungary, Bra-
zil, and Turkey). 

10 OECD. Tax Policy Reforms 2021: Special 
Edition on Tax Policy during the COVID-19 Pan-
demic. OECD Publishing, Paris, 2021. https://
doi.org/10.1787/427d2616-en

https://www.worldbank.org/en/news/press-release/2020/07/16/economic-reforms-and-investments-in-healt
https://www.worldbank.org/en/news/press-release/2020/07/16/economic-reforms-and-investments-in-healt
https://www.worldbank.org/en/news/press-release/2020/07/16/economic-reforms-and-investments-in-healt
https://www.worldbank.org/en/news/press-release/2020/07/16/economic-reforms-and-investments-in-healt
https://www.worldbank.org/en/news/press-release/2020/07/16/economic-reforms-and-investments-in-healt
https://www.worldbank.org/en/news/press-release/2020/12/17/indonesia-support-for-public-health-and-a
https://www.worldbank.org/en/news/press-release/2020/12/17/indonesia-support-for-public-health-and-a
https://www.worldbank.org/en/news/press-release/2020/12/17/indonesia-support-for-public-health-and-a
https://www.worldbank.org/en/news/press-release/2020/12/17/indonesia-support-for-public-health-and-a
https://www.worldbank.org/en/news/press-release/2020/12/17/indonesia-support-for-public-health-and-a
https://english.news.cn/20230125/036bb31a1fc945a6b8e91ad01c7aa61f/c.html#
https://english.news.cn/20230125/036bb31a1fc945a6b8e91ad01c7aa61f/c.html#
https://english.news.cn/20230125/036bb31a1fc945a6b8e91ad01c7aa61f/c.html#
https://doi.org/10.1787/427d2616-en
https://doi.org/10.1787/427d2616-en
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Across income groups, differences in 
income taxes are significant (similarly to 
developed economies): for countries that 
were in the top three deciles in the ana-
lyzed period, median values of corporate 
income taxes and personal income taxes 
amounted to around 4.9% and 8.5% of 
GDP, respectively (while countries in the 
bottom three deciles of GDP per capita 
collect an average of 1.8% and 1.2%, re-
spectively). 

Revenue from taxes on goods and 
services (including VAT) and property 
taxes increases alongside the prosperity of 
countries; however, this is not true for all 
income groups. For example, in 2021, their 
revenues increased in parallel with GDP 
growth from 16.3 to 25.2 thousand US dol-
lars per capita (5th to 8th deciles).

In the given countries, tax structures 
vary considerably as a result of differences 
in historical development paths, financial 
constraints, and uneven income distribu-
tion. This partially explains why many of 
them do not fully use the potential of in-
come and property taxation. For example, 
in 2021, the majority of revenues in many 
countries came from taxes on goods and 
services: Argentina (53.6%), Chile (53.1%), 
Bulgaria (48.6%), Hungary (45.9%), among 
others, while social insurance contribu-
tions comprised the largest share of total 
revenues in Poland (35.4%).

Property taxes played a less promi-
nent role in the revenues of most develop-
ing countries (except for South Africa and 
Colombia) (Figure 7).

Taxes on income (personal income 
tax (PIT) and corporate income tax (CIT)) 
accounted for half of all tax revenues in 
South Africa and around 40% in Mexico 
and Indonesia. However, the trends in 
these countries are different, with South 
Africa and Indonesia experiencing a no-
ticeable increase in the share of personal 
income tax and a decrease in the share of 
corporate income tax revenues until 2021, 
while Mexico saw a gradual increase in 
the proportion of these taxes.

In developed countries, there is 
no clear correlation between economic 
growth and tax structure.

The dynamics of revenues from major 
tax types from 2009 to 2021 (Figure 8) indi-
cate that there were no significant changes 
in the development of tax systems in the 
pre-pandemic period. Meanwhile, person-
al income tax and corporate income tax 
showed a weak tendency towards gradu-
al growth. However, the COVID-19 crisis 
negatively impacted economic and finan-
cial performance of businesses, leading 
to a reduction in the proportion of these 
taxes in recent years, alongside a simulta-
neous increase in the relative importance 
of social insurance contributions.
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Figure 6. Changes in nominal tax revenues and nominal GDP 
in developing countries in 2022 compared to 2021

Compiled by the authors using the data from: Revenue Statistics. Global Revenue Statistics Data Set. 2023. 
Available at: https://stats.oecd.org/index.aspx?lang=en; Regional GDP. Regional Economy – OECD. 

Stat. 2023. Available at: https://stats.oecd.org/Index.aspx?DataSetCode=REGION_ECONOM#  
(accessed: 24.01.2024).
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The average share of indirect taxes on 
goods and services remained consistently 
high in the given period, except for 2019 
and 2020. Social contributions surged in 
the pandemic year of 2019. There were two 
main reasons behind this trend: firstly, this 
increase was caused by the redistribution of 
shares as other taxes decreased. Secondly, 
it resulted from national governments ex-
panding the tax base and increasing contri-
bution rates, aiming to ensure the stability 
of social insurance systems during the pan-
demic, disrupted by significant wage fluc-
tuations throughout the economic cycle. 

For instance, Mexico implemented 
a comprehensive pension reform, resul- 

ting in a significant increase in benefits 
and contributions tied to wages. Many 
countries have raised the retirement age, 
expanding the tax base for social contri- 
butions11. 

The analysis of changes in tax rates in-
dicates that despite some common trends, 
there are noticeable differences among de-
veloping countries12. 

11 OECD. Pensions at a Glance 2021: OECD 
and G20 Indicators. OECD Publishing, Paris, 
2021. https://doi.org/10.1787/ca401ebd-en

12 KPMG. KPMG’s Global Online Tax Rates 
Tool. 2023. Available at: https://kpmg.com/sa/
en/home/services/tax/tax-tools-and-resources/
tax-rates-online.html (accessed: 24.01.2024).

https://stats.oecd.org/index.aspx?lang=en
https://stats.oecd.org/index.aspx?lang=en
https://doi.org/10.1787/ca401ebd-en
https://kpmg.com/sa/en/home/services/tax/tax-tools-and-resources/tax-rates-online.html
https://kpmg.com/sa/en/home/services/tax/tax-tools-and-resources/tax-rates-online.html
https://kpmg.com/sa/en/home/services/tax/tax-tools-and-resources/tax-rates-online.html
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Hungary has gradually decreased 
the corporate income tax and personal in-
come tax while keeping the VAT rate un-
changed, continuing pre-crisis trends. 

Several countries have reduced their 
corporate income tax rates in response to 
the pandemic (Colombia, Turkey, Chile, 
South Africa, Indonesia), which aligns 
with long-term global trends. In Argenti-
na, the corporate income tax rate was re-
duced for enterprises engaged in know- 
ledge-related economic activities (from 
25% to 15%), while in Turkey, it was lo- 
wered for companies that first list at least 
20% of their shares on the Istanbul Stock 
Exchange since January 2021 (from 22% 
to 20% for five years). 

Meanwhile, several other developing 
countries, on the contrary, have decided 
to increase their direct tax rates: Colom-
bia, Mexico, Turkey (income tax), and 
South Africa. In response to the falling 
tax revenues due to COVID-19, Chile 
reformed the personal income tax sys-
tem by restoring the maximum PIT rate 
to 40% in 2020, which had been reduced 
from 35% in 2017. In the given period, the 
direct tax rates and VAT remained un-
changed in Bulgaria, Brazil, China, and 
Poland.

The analysis has shown that it is quite 
difficult to identify common features and 
trends in the tax structures of developing 
countries; however, statistical data on 
major taxes clearly indicate the predomi-
nance of indirect taxation over direct taxa-
tion in most of them (Table 3).

Table 3. Types of tax structures 
in developing countries

Type of tax structure Countries

Prevalence of 
direct taxation over 
indirect taxation

South Africa

Prevalence of 
indirect taxation 
over direct taxation

Argentina, Bulgaria, 
Brazil, Chile, China, 
Colombia, Hungary, 
Poland, Turkey 

Roughly equal 
revenues from direct 
and indirect taxes

Indonesia, Mexico

The formation of a tax structure 
with the prevalence of indirect over di-
rect taxation indicates certain issues in 
income taxation, partly linked to such 
well-known factors as fluctuating wages 
due to irregular pay and seasonal work, 
lobbying by wealthy taxpayers with eco-
nomic and political sway, and sometimes 
ineffective tax administration. In many 
developing countries, the marginal in-
come tax rate for individuals significantly 
exceeds the corporate income tax rate, in-
centivizing taxpayers to opt for collective 
or corporate forms of business. Another 
characteristic of developing countries is 
the absence of unified marginal tax rates 
for corporate income, which significantly 
distorts the processes of market resource 
allocation.

5. Discussion

5.1. Tax trends
The analysis of statistical indicators 

of tax levels, tax revenues, tax rates, and 
the level and dynamics of GDP in both 
developed and developing countries has 
shown that in the period after the global 
financial and economic crisis of 2007–2008 
(the Great Recession), tax policies were 
relatively predictable and stable.

There’s a famous saying: “an old tax 
is a good tax”. Stable taxes, based on clear 
rules aimed at ensuring fiscal responsi-
bility and manageable public debt [35], 
empower businesses to make decisions 
without being hindered by the state’s tax 
policy, while also helping governments 
confidently plan tax revenues and ex-
penditures. 

Additionally, it should be noted that 
discretionary tax policy is less well-sui- 
ted to promptly respond to emerging is-
sues compared to monetary policy, as it is 
more susceptible to political influence and 
depends on lengthy and unpredictable 
democratic procedures.

In recent years, there has been a surge 
in global fiscal activism driven by several 
factors, including the depletion of mone-
tary policy’s regulatory potential in many 
countries and the growing importance of 
government support for R&D, propelled 
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by increased global technological com-
petition and worsening environmental 
conditions, alongside the urgent need to 
mitigate the consequences of such unex-
pected events as COVID-19 and military 
conflicts. Specifically, in the given peri-
od, the COVID-19 pandemic emerged as 
a “black swan” event, compelling many 
countries to mobilize financial resources, 
often through tax and budgetary meas-
ures [36].

Fiscal decision-making affects the 
national tax level and economic growth 
rates. Statistical data, however, do not 
indicate any pronounced (or at least sig-
nificant) impact that differences in tax 
levels and fluctuations in the tax burden 
may have on economic growth in deve- 
loped countries. Over the long term, taxes 
have been increasing at roughly the same 
rates (in some countries, slightly higher) 
as GDP, as was shown for OECD states 
by OECD experts, while in the short term, 
their volatility mirrored fluctuations in the 
business cycle13.

This doesn’t mean that taxes are not 
important; rather it suggests that their 
use was limited (except perhaps during 
the pandemic), and in developed coun-
tries, monetary policies, including quan-
titative easing, held more sway than fis-
cal measures during the period under 
review [37]. Additionally, the actual im-
pact of taxes was overshadowed by other 
non-tax factors.

5.2. Developed economies
The tax structure in developed coun-

tries is dominated by taxes on personal in-
come, as well as mandatory contributions 
to social funds. Taxes on goods and servic-
es account for a smaller share of the total 
tax revenues of OECD member countries. 

The share of the largest tax on goods 
and services (VAT) is clearly smaller than 
that of the personal income tax and man-
datory social contributions. Given that in-
come taxes and social contributions rank 
highest in an informal ranking of taxes 
that are the most harmful to economic  

13 OECD. Revenue Statistics 2023: Tax Revenue 
Buoyancy in OECD Countries. OECD Publishing, 
Paris, 2023. https://doi.org/10.1787/9d0453d5-en

growth [15], this situation could have 
a negative impact on the economic growth 
in developed countries. 

The actual situation, however, is 
much more complex than that. For exam-
ple, high and continuously rising social 
contributions, driven by the processes of 
demographic aging, on the one hand, re-
duce disposable incomes, consumption, 
and investments. On the other hand, they 
contribute to the struggle against poverty 
and social stability, which are also crucial 
for sustainable economic development, 
especially in periods of exogenous shocks.

The differences between the tax 
structures of many developed countries 
are typically not very significant (on 
a global scale), as are the differences in 
tax objects, tax rates, and the breadth of 
the tax base, which is explained by com-
mon patterns in economic and fiscal evo-
lution, years of integration efforts, and 
processes of tax policy harmonization. 
The similar strategic directions of the tax 
systems’ evolution are often determined 
by the historically high level of economic 
development and shared social institu-
tions in the Western world.

However, recent trends towards es-
calating technological competition world-
wide and geo-economic fragmentation 
may result in increased discrepancies and 
even contradictions in the fiscal policies 
of various groups of developed countries, 
particularly between the EU and the USA. 

One of the recent examples is the US 
Inflation Reduction Act of 2022, which 
provides for tax subsidies for environ-
mental initiatives and includes explicit 
“Buy American” requirements. In the EU, 
this law has raised concerns about possi-
ble hindrances to exports to the US and 
the possibility of European firms being 
forced to relocate. As a result, the EU has 
responded with changes to state aid rules 
under the Green Deal Industrial Plan [39] 
and special climate subsidies14.

14 European Parliament. Think Tank. EU’s 
response to the US Inflation Reduction Act 
(IRA). 2023. Available at: https://www.europarl.
europa.eu/thinktank/en/document/IPOL_
IDA(2023)740087 (ac-cessed: 24.01.2024).

https://doi.org/10.1787/9d0453d5-en
https://www.europarl.europa.eu/thinktank/en/document/IPOL_IDA(2023)740087
https://www.europarl.europa.eu/thinktank/en/document/IPOL_IDA(2023)740087
https://www.europarl.europa.eu/thinktank/en/document/IPOL_IDA(2023)740087
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5.3. Developing economies
Emerging economies differ from de-

veloped countries in their diverse fiscal 
systems, encompassing varying levels 
and structures of taxation. These diffe- 
rences arise from unique historical tra-
jectories and national strategies aimed 
at addressing economic, social, environ-
mental, and other pertinent challenges.

Unlike developed countries, many 
developing nations have a much lower 
overall tax level, with a larger proportion 
of taxes coming from goods and services 
rather than individuals’ and businesses’ 
incomes. However, this doesn’t necessa- 
rily mean these countries have better fiscal 
conditions for boosting economic growth 
compared to developed ones. Instead, it 
points to challenges in improving citizens’ 
well-being, organizing income taxation, 
and a tendency to rely on raw materials in 
developing their economies.

In many of these countries, taxes, 
much like in developed nations, generally 
did not have a significant impact on eco-
nomic growth. Instead, they often served 
as tools to tackle economic issues and deal 
with external shocks.

This trend, observed in advanced 
emerging economies as well as many de-
veloped countries, involves the pursuit of 
an active fiscal policy aimed at enhancing 
scientific and technological progress and 
fostering economic growth, driven by 
escalating competition for cutting-edge 
technologies [38]. This primarily concerns 
the major economies that exert an increa- 
sing influence on global economic pro-
cesses such as China, India, Brazil, Indo-
nesia, Mexico, and Nigeria. 

For example, according to Reuters, in 
2022, China planned a package of finan-
cial stimuli in the form of subsidies and 
tax incentives to support its semiconduc-
tor industry, amounting to over 1 trillion 
yuan (143 billion dollars)15. In India in 2022, 
the government increased tax support for 

15 Zhu J. Exclusive: China readying $143 
billion package for its chip firms in face of U.S. 
curbs. 2022. Available at: https://www.reuters.
com/technology/china-plans-over-143-bln-
push-boost-domestic-chips-compete-with-us-
sources-2022-12-13/ (accessed: 24.01.2024).

new semiconductor enterprises to 50% of 
project costs and announced plans to abo- 
lish the ceiling on maximum allowable in-
vestments to boost display production16. 
In 2019, Brazil provided tax deductions 
from various federal taxes for producers of 
goods used in the IT and communication 
sectors that invest in R&D and innovation17.

6. Conclusion
Our analysis of recent trends in tax 

level, composition, and structure does not 
corroborate the predictions of various the-
oretical models regarding the significant 
impact of tax factors on economic growth. 
In the aftermath of the global financial cri-
sis (Great Recession) of 2007–2008, the tax 
policies of many countries, both developed 
and developing, didn’t seem to have a pro-
nounced systemic impact on economic 
growth according to statistical data. In-
stead, countries tended to exercise restraint 
in their fiscal responses to the crisis, rather 
than opt for a more proactive approach.

We found no confirmation for our hy-
pothesis that there are clear patterns in the 
relationships between tax indicators and 
economic growth, which would character-
ize the direction of tax influence in rela-
tively similar groups of countries. The ac-
tual picture is too varied and doesn’t lend 
itself to a straightforward interpretation.

This conclusion, however, should be 
interpreted very cautiously. Taxes undoub- 
tedly influence the well-being and behavior 
of economic entities. Thus, the following 
considerations should be kept in mind:

Firstly, the influence of taxes should 
be distinguished from the distorting in-
fluence of non-tax factors. This can be 
done, for example, through a specific 

16 Vengattil M. India expects at least $25 bln 
investment under semiconductor incentive 
scheme. 2022. Available at: https://www.reuters.
com/markets/asia/india-offer-more-fiscal-
support-under-its-chip-production-incentive-
scheme-2022-09-21/ (accessed: 24.01.2024).

17 Rivas de Simone D.C., Caumo R.H. Brazil 
to offer tax incentives for manufacturers of IT 
and communication products. 2020. Available 
at: https://www.internationaltaxreview.com/
article/2a6a4ynkdzu2frfpr629s/brazil-to-offer-
tax-incentives-for-manufacturers-of-it-and-
communication-products (accessed: 24.01.2024).

https://www.reuters.com/technology/china-plans-over-143-bln-push-boost-domestic-chips-compete-with-u
https://www.reuters.com/technology/china-plans-over-143-bln-push-boost-domestic-chips-compete-with-u
https://www.reuters.com/technology/china-plans-over-143-bln-push-boost-domestic-chips-compete-with-u
https://www.reuters.com/technology/china-plans-over-143-bln-push-boost-domestic-chips-compete-with-u
https://www.reuters.com/markets/asia/india-offer-more-fiscal-support-under-its-chip-production-incen
https://www.reuters.com/markets/asia/india-offer-more-fiscal-support-under-its-chip-production-incen
https://www.reuters.com/markets/asia/india-offer-more-fiscal-support-under-its-chip-production-incen
https://www.reuters.com/markets/asia/india-offer-more-fiscal-support-under-its-chip-production-incen
https://www.internationaltaxreview.com/article/2a6a4ynkdzu2frfpr629s/brazil-to-offer-tax-incentives-
https://www.internationaltaxreview.com/article/2a6a4ynkdzu2frfpr629s/brazil-to-offer-tax-incentives-
https://www.internationaltaxreview.com/article/2a6a4ynkdzu2frfpr629s/brazil-to-offer-tax-incentives-
https://www.internationaltaxreview.com/article/2a6a4ynkdzu2frfpr629s/brazil-to-offer-tax-incentives-
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counterfactual analysis, i.e., by compar-
ing what actually happened with what 
could have happened in the absence of 
discretionary intervention. 

Secondly, it is important to remember 
that cautious fiscal policy, which gives 
priority to monetary measures, is not an 
absolute imperative but rather a charac-
teristic of a particular stage of economic 
development. The situation could change 
significantly due to new external shocks 
and other challenges, which requires 
active government intervention, for in-
stance, a government may resort to such 
interventions to prevent increased eco-
nomic inequality as a result of advance-
ments in AI technologies.

Thirdly, rather than merely being eco-
nomic agents, taxpayers are individuals 
endowed with free will, albeit constrained 
by institutional frameworks and over 
time, they can also change their behavior 
patterns, influenced by the new digital 
reality such as the rise of remote work, 
freelancing, tax nexus for businesses, and 
other factors.

Certainly, factors such as the digital 
and new industrial revolutions, geo-eco-

nomic fragmentation, and global envi-
ronmental challenges – especially since 
the onset of the pandemic – contribute to 
the recent rise in fiscal activism, prima- 
rily observed in influential developing 
(emerging) economies that are likely to 
shape new trends in the development of 
tax systems worldwide.

A promising avenue for further re-
search would involve identifying and 
analyzing these factors not uniformly 
across all countries worldwide or with-
in the traditional divide between devel-
oped and developing (emerging) econo-
mies, but within the framework of new 
macro-regions. These regions, where 
participants are interconnected through 
supply and value chains, will need to 
coordinate their tax policies to achieve 
maximum cooperative effect. It would 
also be advisable to pay particular atten-
tion to macro-regions that include rap-
idly progressing countries of the Global 
South, which have already concentrated 
a significant portion of global industry, 
including cyber-physical sectors – the 
main drivers of development for the en-
tire global economy.
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ABSTRACT
Tax incentives are commonly used to support various sectors and population, and 
this study delves into the realm of deductions for the personal income tax (known as 
NDFL in Russia). We explore differing perspectives on these deductions, considering 
them either as investments in human capital for future income growth or as a form 
of government-initiated financing for specific sectors. Focusing on deductions 
related to children’s education expenses in private schools, the research evaluates 
the effectiveness of budgetary investments in this sector. Using DEA analysis, the 
study assesses private schools based on factors like teacher-student ratios, classroom 
space per student, and access to computers and educational literature. The learning 
outcomes were measured by the number of high performers in the Unified State Exam 
and the number of 9th-grade graduates with certificates of distinction. The evaluation 
of learning outcomes reveals that many private schools in Moscow prioritize comfort 
over educational standards and the majority of them perform below the average 
levels in terms of effectiveness. The findings prompt questions about the feasibility of 
including private school expenses in personal income tax deductions. The proposed 
approach recommends tying eligibility for these deductions to the effectiveness of 
private schools, ensuring a more targeted and impactful use of tax benefits.
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personal income tax, tax deductions, private schools, data envelopment analysis, 
effectiveness of tax deductions 
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АННОТАЦИЯ
Популярность налоговых льгот как инструмента поддержки населения и от-
дельных отраслей экономики достаточно высока как в России, так и в дру-
гих странах. Однако такая популярность требует более выверенного подхода 
к предоставлению преференций. Нами были рассмотрены налоговые вычеты 
по индивидуальному подоходному налогу (НДФЛ в России) как такой инстру-
мент поддержки. Мнение исследователей на данный вопрос неоднородно, как 
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и теоретическое обоснование возможности применения тех или иных налого-
вых вычетов. Ряд исследователей признают налоговые вычеты только по рас-
ходам, которые явно связаны с увеличением дохода в будущем (своего рода ин-
вестиции в свой человеческий капитал, которые в дальнейшем поспособствуют 
росту заработной платы, доходов). Другие группы исследователей допускают 
применение налоговых вычетов по подоходному налогу как инициативное 
финансирование государством определенных отраслей экономики. В статье 
нами рассматривались вычеты по НДФЛ расходов на обучение детей в част-
ных школах, что подпадает под концепцию инициативного финансирования, 
а следовательно, требует оценки эффективности вложения бюджетных денег 
в данную сферу экономики. Для оценки эффективности частных школ нами 
был использован DEA анализ, где входными факторами были определены ре-
сурсы, необходимые для обучения школьников (количество учителей на учени-
ка, площадь учебных помещений на ученика, обеспеченность компьютерами 
и учебной литературой). Выходными результатами обучения рассматривались 
количество «высокобальников» по единому государственному экзамену и ко-
личество выпускников 9 класса, имеющих аттестаты с отличием. Мы оценили 
эффективность большинства частных школ ниже среднего уровня, что свиде-
тельствует о неэффективности используемых ресурсов. Многие частные школы 
предоставляют только повышенный уровень комфорта, а не высокие стандарты 
обучения. Данный аспект ставит под вопрос целесообразность включения рас-
ходов на частные школы в состав вычетов по НДФЛ. В статье сформулировано 
предложение увязать возможность применения вычетов по НДФЛ по расходам 
на частные школы с эффективностью таких школ.

КЛЮЧЕВЫЕ СЛОВА
налог на доходы физических лиц, налоговые вычеты, частные школы, анализ 
среды функционирования, эффективность налоговых вычетов 

1. Introduction
In Russia, like in many other countries, 

tax legislation undergoes frequent and 
substantial changes [1]. The COVID-19  
pandemic and economic challenges com-
pelled national governments to extend fi-
nancial aid to both the general population 
and diverse sectors of the economy. A pre- 
valent component of this support takes 
the form of tax preferences. In 2023, Rus-
sia had 377 nationwide tax preferences –  
a notable increase from the figure of 269 re-
corded in 20191.

As the number of preferences is 
growing, it raises questions about their 
economic meaning and fairness, which 
creates the need for a more solid theore- 
tical foundation and an analysis of how 
well they align with the current tax sys-
tem concept. 

One of the most debated issues is the 
application of tax deductions for indivi- 
dual income tax (personal income tax in 

1 https://minfin.gov.ru/ru/perfomance/
budget/policy/raskhod/rf

Russia known as NDFL). Many authors [2] 
raise concerns about the social justice im-
plications of specific tax deductions tied to 
expenses, particularly those favored by in-
dividuals with high income levels (chari-
table contributions being one of their most 
prominent examples).

In Russia, the market for educational 
services is evolving rapidly, including the 
private school education sector. This situa-
tion is most clearly seen in Moscow, where 
the number of private general education 
schools is quite significant. It is worth 
noting that this refers only to schools that 
are licensed for educational activities and 
have the right to issue state-approved cer-
tificates. Payment for the services of such 
schools may qualify for a personal income 
tax deduction.

Research question: Is it justifiable to ap-
ply personal income tax deductions for ex-
penses on children’s education in private 
schools within the context of income taxa-
tion principles or frameworks? 

Based on the case of Moscow, we will 
assess private school education in terms 

https://minfin.gov.ru/ru/perfomance/budget/policy/raskhod/rf
https://minfin.gov.ru/ru/perfomance/budget/policy/raskhod/rf
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of its effectiveness compared to municipal 
and public schools, employing Data En-
velopment Analysis (DEA). The data will 
help us decide if private school education 
is seen as improving education overall 
or merely providing a more comfortable 
(“privileged”) learning experience. Thus, 
we will be able to assess the feasibility of 
personal income tax deductions to users 
of such a service.

The purpose of this research is to eval-
uate the feasibility of applying person-
al income tax deductions for children’s 
education expenses in private schools in 
Moscow by examining the effectiveness of 
these schools.

Hypotheses:
Н1: The outcomes of private educa-

tion for children over 11 years of schoo- 
ling and over 9 years of schooling should 
correlate with each other.

Н2: For tax deductions on private 
school expenses to be aligned with the 
concept of government-initiated finan- 
cing, private schools should be able to de-
liver high-quality education. 

The article structure is as follows: the 
first part establishes the study’s rele-
vance; the second part analyzes concepts 
related to the justification of tax deduc-
tions from the government’s perspective; 
the third part outlines the methodology 
for analyzing the effectiveness of private 
education; the fourth part scrutinizes the 
results of the effectiveness assessment; 
the fifth part discusses the findings and 
offers recommendations on aligning de-
ductions with school performance indica-
tors. The conclusion summarizes the key 
research findings.

2. Literature review
The personal income tax plays a sig-

nificant role in shaping regional and local 
budgets. Tax deductions and tax credits 
are instrumental in calculating the final 
amount of tax obligations, thus impacting 
tax revenue to the budget. 

Baake et al. [3] demonstrate that the 
fundamental difference between tax de-
ductions and tax credits lies in the fact that 
a tax credit is fixed in amount, whereas  
a tax deduction can vary depending on 

the rate at which income is taxed. In the 
situation of a flat tax rate, a tax deduction 
can be to a certain extent conceptualized 
as a fixed amount, but under a progressive 
tax rate, the monetary value of a tax de-
duction fluctuates.

2.1. Rationale for including individual 
expenses in the list of deductions 

Even though there are various models  
of tax deductions and tax credits, only 
a limited number of approaches define the 
list of expenses that are subtracted from 
the taxable income base for income tax 
purposes.

According to Givati [4], in the ear-
ly 1960s, the idea of tax deductions as 
a tool for co-financing certain individual 
expenses became increasingly popular. 
Within this concept, income taxation was 
divided into general tax conditions (the 
“ordinary income tax”), which include 
elements such as the tax rate, tax-exempt 
minimum, and tax payment deadlines, 
and the “personal preferences” allocated 
to each income taxpayer. The set of pref-
erences includes two elements: expenses 
related to supporting a particular indus-
try and “special” expenses associated 
with specific taxpayer expenditures (such 
as medical expenses, etc.).

Thuronyi [5] contends that this ap-
proach suggests viewing the income tax 
as the payment of the “ordinary income 
tax», with the subsequent provision of 
a government subsidy as compensation 
for specific individual expenses. In other 
words, according to this approach, per-
sonalized deductions should be regarded 
as direct subsidies for specific taxpayer 
expenses, limited by the size of their tax 
payments to the budget.

Surrey [6] pointed out a significant 
aspect of this approach by categorizing 
deductions into two types: voluntary 
subsidies that impact taxpayer behavior 
and change consumption patterns, and 
subsidies specifically intended to aid tax-
payers facing difficult situations such as 
the deduction of medical expenses from 
the taxable base. 

Andrews [7] argues that the concept 
of deductions as a tool for co-financing 
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individual expenses is not based on the 
notions of social justice and the corre-
lation of taxation with an individual’s  
level of prosperity. However, there are 
also approaches attempting to incorpo-
rate the dependency of tax obligations on 
the level of prosperity.

The starting point for the concept of 
the tax base as the sum of expenditures 
related or unrelated to income is the di-
versity of the taxpayer’s spending. The 
concept strives for fair taxation of indi-
viduals; however, certain expenditures 
are not easily categorized as directly 
related or unrelated to income, which 
makes the whole task more challenging. 
This in particular concerns expenses re-
lated to medical services, which cannot 
be definitively categorized into a specific 
group. Nevertheless, medical expenses 
are considered eligible for tax deductions 
on the grounds that they level the possi-
bilities between individuals who have in-
curred medical costs and those who have 
remained healthy throughout the entire 
tax period.

The eligibility of certain expenses for 
tax deductions, even when they are not 
directly linked to income, requires cer-
tain “imputed income” associated with 
these expenses. Imputed incomes are 
extremely difficult to express in mone-
tary terms. In other words, they can be 
referred to as non-monetary incomes 
and include activities such as house-
hold work. It is this imputed income 
that provides the basis for incorporating 
numerous expense categories into tax 
deductions – a concept that we usually 
associate with deductions from the tax-
able base.

Implementing taxation on imputed 
incomes is a challenging task because it is 
difficult to evaluate their monetary value 
and exercise their tax administration.

In our view, this justification some-
what goes beyond the concept of tax fair-
ness associated with the taxpayer’s level 
of prosperity. However, it serves as an 
intermediate step for another concept de-
scribed by Bittker [8], which does not re- 
cognize imputed income as part of the tax 
base and, consequently, does not accept 

deductions that are not directly related to 
the receipt of taxable income.

Griffith [9] highlights that the prima-
ry rationale behind excluding imputed 
income is the intricacy involved in over-
seeing non-monetary forms of income 
and services, especially self-provided 
services. This contrast in approaches be-
comes particularly evident when exam-
ining a married couple’s situation where 
one spouse is not employed and mana- 
ges the household. The divergence in 
approaches results in a doubling of both 
personal tax deductions and tax brackets. 
Moreover, it raises questions about the 
eligibility of the non-working spouse for 
deductions.

In any of the concepts described 
above, deductions are an essential ele-
ment of the structure of income taxation. 
It should also be noted that tax deductions 
significantly impact the budget, various 
sectors of the economy, and different as-
pects of life related to deductible expenses 
from the taxable base.

When considering specific types of 
deductible expenses, it is necessary to start 
with one of the largest types of expenses, 
namely, expenses related to acquisition of 
housing (mortgage interest). 

According to Binner & Day [10], one 
of the most illustrative examples of the 
positive impact of such deductions is the 
increase in the homeownership rate in the 
United States by 23.1 percentage points 
over almost 90 years of applying these de-
ductions, starting from 1913.

Melnikova & Tikhonova [11] demon-
strated the positive impact of such deduc-
tions in Russia, pointing out their distinct 
social orientation. 

Deductions related to expenses for 
medical treatment, or the acquisition of ad-
ditional health insurance are also common-
ly applied. In this scenario, researchers dif-
fer in their approaches depending on how 
such a deduction is provided (whether it’s 
the exclusion of employer-provided insu- 
rance from the taxable base or a deduction 
from the taxable base for expenses rela- 
ted to acquiring insurance or direct medi-
cal services) and the specific details of the 
medical insurance or service. 
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2.2. The negative impact of deductions 
on social justice

While the eligibility for deducting 
various expenses can be conceptualized 
differently, there is a consensus that the 
use of deductions can contribute to social 
injustice by favoring wealthier indivi- 
duals and households.

The main point of contention in the 
discussion on the unfairness of tax de-
ductions revolves around progressive 
income taxation, resulting in a higher 
marginal income tax rate for wealthier 
taxpayers. The reduction of the taxable 
base leads to a higher net deduction, ex-
pressed in monetary terms, for indivi- 
duals with high income compared to less 
affluent individuals.

This discussion has engendered var-
ious perspectives on tax deductions. For 
instance, Saez [12], using the example of 
a deduction from the income tax for cha- 
ritable contributions, argued that there 
is a need to apply deductions to a lesser 
extent than the taxed amount with the ex-
cluded tax base. 

There are ongoing disputes regarding 
expenses that directly or indirectly increase 
the taxpayer’s income. For instance, Bald-
ry [13] highlights the inconsistency in the 
Australian income tax deduction system, 
where expenses for professional educa-
tion within a profession are acknowledged 
as directly influencing the taxpayer’s in-
come. According to the deductibility con-
cept, only expenses related to generating  
taxable income are considered eligible for 
deduction, whereas similar expenses for 
education outside the current profession 
are not recognized as deductible from the 
taxable base.

A more common example of different 
interpretations of expenditures in various 
countries is commuting expenses. Wre-
de [14] noted that such expenses are con-
sidered income-related and, accordingly, 
deductible from the tax base in Germany 
and Scandinavian countries while in the 
United States and the United Kingdom, 
these expenses do not reduce the income 
tax base.

Such a varied approach to the cat-
egorization of expenses into related or 

unrelated to income growth perfectly il-
lustrates, on the one hand, the complexi-
ty of establishing the correlation between 
income and incurred expenses, and on the 
other hand, the challenges in assessing the 
actual cost of such expenses and the por-
tion eligible for deduction.

Criticism of tax deductions can be 
summarized as follows:

1. They contribute to social injustice, 
where more affluent individuals derive 
greater benefits from the application of tax 
deductions.

2. It is difficult to distinguish between 
types of expenses as eligible or ineligible 
for deduction.

3. It is also difficult to determine the 
fair portion of expenses that are allowed 
to be taken as a reduction in the income 
tax base.

Dreier [15] suggests addressing social 
injustice in tax deductions by replacing 
them with a tax credit – an alternative 
proposed by many researchers for a more 
direct and potentially fairer alleviation of 
financial burdens for individuals. 

Green & Vandell [16] point out that in 
a progressive tax system, there are indeed 
two questions to consider: how to deter-
mine the credit amount and how to es-
tablish the base upon which the tax credit 
will be computed. 

The effectiveness of the tax credit 
system has been discussed by various 
studies. Bierbrauer & Boyer [17] and Bas-
tian [18] proposed addressing current 
deficiencies in the system by replacing 
deductions with tax credits for enhanced 
performance.

Among the above-mentioned issues, 
the most thoroughly explored is the chal-
lenge of classifying expenses as deduc- 
tible. Stiglitz [19] and Christiansen [20] 
specifically point out that a key feature of 
deductible expenses is their ability to be 
quantified in monetary terms and their 
connection, even if indirect, to the in-
come-generating process. 

Within a broader approach, expenses 
may qualify for deductions if they help 
save time and thus create opportunities 
for additional income generation (Kle- 
ven [21]).
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In academic literature, there is no 
agreement on how much of the deduc- 
ted expenses can be used to lower the 
tax amount: for example, Doerrenberg 
et al. [22] argue that increased tax bur-
den leads individuals to seek ways to 
minimize the amount of taxes they pay 
by reducing their work activity, using 
deductions, or resorting to illegal me- 
thods. In this case, tax deductions appear 
to be a healthier alternative in compari-
son with the other two options (reducing 
the amount of work and concealing tax 
bases) while restricting or standardizing 
the amounts of these deductions is im-
practical.

However, not all researchers support 
this conclusion. Saez [12] presents an al-
ternative viewpoint, arguing that deduc-
tions for charitable contributions need 
not necessarily align with the full amount 
spent. Hence, to justify a partial deduc-
tion for charitable contributions, it is ne- 
cessary to create methods for determi- 
ning coefficients and evaluating effec-
tiveness and social justice.

The application of tax deductions is 
an important element of personal income 
taxation, regardless of how the legitimacy 
of deductions is conceptualized. Imped-
iments to a more effective application of 
tax deductions stem primarily from the 
heterogeneity of taxpayers, especially in 
terms of income levels, and the diverse 
ways individuals respond to similar ex-
penses that reduce the taxable base for 
income tax.

While in some countries tax deduc-
tions are replaced with tax credits, we 
believe that the former hold greater po-
tential, irrespective of the type of income 
tax system. In other words, tax deductions 
can be effective in both proportional and 
progressive systems.

2.3. Recognition of expenses  
for private school education 

as deductions
The inclusion of private school tuition 

expenses in income tax deductions raises 
many questions. While some countries, 
like the USA, offer tax credits for educa-
tion expenses, some researchers argue that 

these expenditures should be considered 
for deductions in the tax system.

Samwick [23] points out that self-pay-
ment for school education reduces the 
burden on public schools, which also de-
creases budgetary allocations for educa-
tion. Therefore, such behavior is socially 
beneficial and may be rewarded with tax 
preferences.

Yet, not all researchers view tax pre- 
ferences for private education expenses 
as a form of social support or socially sig-
nificant behavior. For example, Smart [24] 
contends that tax compensation for the 
choices made by parents regarding a par-
ticular educational model is a debatable 
issue, especially concerning schools asso-
ciated with religious communities.

Boyer [25] supports the idea of offe- 
ring tax preferences for private education 
expenses on the grounds that it fosters 
competition between private and public 
schools, leading to improved educational 
service quality.

Tikhonova [26] proposes viewing pri-
vate education expenses as an investment 
in human capital development. She high-
lights that the effectiveness of education 
is influenced by various factors, including 
age, occupation, financial status, and the 
type of educational services (school edu-
cation, higher education, additional pro-
fessional education).

The diversity of perspectives on the ef-
fectiveness of tax preferences for expenses 
on private school education is connected, 
in part, to differences in the reasons for 
choosing private schools. 

On the one hand, parents opt for 
private schools seeking more comforta-
ble and privileged learning conditions 
for their children. On the other hand, 
the choice in favor of a non-government 
school may be driven by objective circum-
stances, such as the need for more atten-
tion to children with special needs or the 
lack of available space (overcrowding) in 
nearby public schools. 

A separate category is private educa-
tion obtained in “religious” schools – in 
this case the choice is driven by parents’ 
desire to uphold specific religious rituals 
and traditions in their child’s education.
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2.4. Private education expenses  
in the light of two tax deduction 

approaches

2.4.1. The concept of deductions 
for expenses directly tied to income 

Let us investigate the expenses re-
lated to private school education. The 
analysis will be conducted by conside- 
ring different concepts or perspectives on 
how these expenses can be accounted for 
as deductions from the taxable income 
base when calculating income tax.

Graetz et al. [27], Bradford [28], 
and Richter [29] argue that deductions 
should apply to expenses directly linked 
to income generation, viewing tax de-
ductions as a means of determining the 
net income subject to taxation. Howe- 
ver, in our perspective, this approach 
doesn’t accommodate deductions rela- 
ted to private school education. This is 
because the user of such deductions is 
typically a parent who doesn’t directly 
derive additional income from these spe-
cific expenses.

The above-described approach does 
not allow us to determine how effective 
deductions for private school education 
would be. According to Richter [30], to 
assess effectiveness, we need to assign 
a value to the expected increase in future 
income from these deductions. It makes 
more sense to speak of the potential rise 
in the household’s income, not just the 
parents, because the child, who is expec- 
ted to earn income later, is seen as a se- 
parate entity.

Bittker [31] notes that when it comes 
to households, it is more practical to op-
erate with other instruments (tax allo- 
wances), for example, modify tax sche- 
dules or apply exemptions from taxable 
bases (untaxed minimum, etc.). Another 
debatable issue, according to the same 
author [32], is the question of classifying 
an adult working child as part of their 
parents’ household. 

Therefore, we are not going to apply 
the concept of deducting expenses di-
rectly related to income generation when 
considering deductions for private school 
education for children.

2.4.2. The concept of financing  
specific economic sectors through  

government-initiated expense deductions

Budgetary subsidization of expenses  
for private schools, to a certain extent, 
can be attributed to government-initiated 
financing, as the state’s goal is to ensure 
the necessary level of school education 
accessibility. The social aspect of such 
subsidization can only be realized if there 
is a sufficient number of private schools 
offering conditions suitable for children 
with special needs.

Government-initiated (indirect) fi-
nancing may be used to support private 
schools, thus benefiting society by im-
proving knowledge. The impact of this 
measure can be gauged by analyzing 
graduation exam statistics.

An important thing to keep in mind 
is the fact that the Russian private schools 
are not equivalent to the private schools 
in the U.S. Instead, they correspond more 
closely to the so-called “charter schools”, 
which are non-governmental institutions 
partially funded from the budget de-
pending on the number of students. We 
believe that tax deductions for children’s 
education in private schools can also be 
classified as indirect financing for Russian 
private schools.

In most studies, the effectiveness of 
private schools has been examined from 
the perspective of enhancing the level 
of education in a city or district. In their 
analysis of the academic achievements of 
students in private schools in Michigan, 
USA, Eberts & Hollenbeck [33] found 
higher scores on final exams for students 
in public schools. 

Hollenbeck & Nelson [34] conducted 
a similar analysis of academic achieve-
ments among students in private schools 
in Arizona (USA) and obtained complete-
ly opposite results – higher scores for stu-
dents in private schools.

Bettinger [35] investigated the im-
provement of the overall level of educa-
tion in private schools through their com-
petition with public schools. 

Our results, however, do not con-
firm the improvement of the education 
level through competition; they only in-
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dicate that private schools tend to estab-
lish themselves in areas where there is no 
competition from public schools. 

Clark et al. [36] and Bifulco & Ladd [37] 
also did not find any statistically significant 
growth in the level of education associated 
with school competition. Moreover, they 
demonstrated that if the number of private 
schools is high, it may result in financial 
losses to the public education sector. 

Ladd & Singleton [38] divided the 
funding for the education of one student 
into fixed and variable costs. They showed 
that an increase in the number of private 
schools raises the proportion of fixed costs 
(such as school buildings, etc.) and makes 
the education of one student in a public 
school more expensive, considering the 
need for co-financing education in private 
schools.

Looking at prior research, it is clear 
that there are mixed results when it comes 
to evaluating how well students perform 
in private schools. The majority of studies 
argue against any positive impact of edu-
cating children in private schools on the 
overall secondary education system. 

Table 1 summarizes the research evi-
dence mentioned in this article, including 
data sources and statistical methods used 
for data assessment.

Table 1 illustrates the modern ap-
proach to assessing the level of education 

overall and with a breakdown into pub-
lic and private schools. This approach fo-
cuses on how well the resources invested 
in education align with the learning out-
comes, as indicated by students’ grades. 

Comparison of the level of education 
in private schools with public ones will 
help reveal the essence of fee-based school 
education: Does it merely serve as a “fee 
for comfort in education”, or does it con-
tribute to the improvement of the educa-
tion level? By answering this question, we 
will be able to determine if these expenses 
qualify for tax deductions under the go- 
vernment-initiated financing concept.

3. Methodology
To assess the level of education in 

private schools in Moscow, we chose the 
Data Envelopment Analysis (DEA) me- 
thod [39], which has been extensively tes- 
ted before in evaluating the effectiveness 
of schools [40; 41] and universities [42].

This method assumes the efficiency of 
using “input” resources to generate “out-
put” resources. The mathematical model 
of DEA analysis is represented by the fol-
lowing formulas:

1

1

max ;
i i

M
i iki

v u k N
j jkj

u y
e

v x
=

=

 
 =
 
 

∑
∑

        

(1)

Table 1. Summarized information on research of school education levels 

Authors Assessment of the quality 
of education Methods

Eberts R.W., 
Hollenbeck K. [33]

MEAP test, categorizing 
students based on the 
quality of education

Statistical analysis of the MEAP test 
scores, indicators characterizing the school 
environment and the quality of teaching 

Hollenbeck K., 
Nelson C. [34]

SAT test (test for admission 
to higher education 
institutions)

Linear regression of SAT test results 
on variables (several sets characterizing 
the school and student)

Bettinger E.P. [35] Michigan’s standardized 
testing program

Statistical analysis of test scores 
on variables (several sets characterizing 
the school and student)

Clark M.A. et al. [36] Tests in mathematics and 
reading

Linear regression of test results against 
variables (multiple sets characterizing both 
the school and the student)

Robert Bifulco, 
Helen F. Ladd [37]

Tests in mathematics and 
reading

Linear regression of test results against 
variables (multiple sets characterizing both 
the school and the student)
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where ek is the effectiveness of the k-th ob-
ject; vj, ui are weight coefficients indicating 
the contribution of each parameter; xjk are 
input parameters; yik are output parame-
ters; M is the number of input parameters; 
and N is the number of output parameters.

The “classical” model assumes con-
stant returns to scale (CRS), which in-
volves the hypothesis of a constant 
increase in the output measure when in-
creasing input factors.

In our view, a more flexible model is 
the variable return to scale (VRS), which 
rejects the hypothesis of constant increase 
in the output measure when increasing in-
put factors.

To build our model, we used the fol-
lowing “input” variables: 

– student-teacher ratio;
– numbers of computers per student;
– classroom area per student;
– floor area of the school per student.
These variables were selected because 

it is necessary to consider the maximum 
number of material and labor resources 
allocated to education. To reduce the num-
ber of variables, we used indicators per stu-
dent, thus excluding data on the school’s 
total enrollment, number of classes, etc. 
Certain constraints were imposed by lim-
ited information required for disclosure in 
self-assessment reports and the absence of 
even these data in reports from a signifi-
cant number of schools.

For Model 1 we chose the indica-
tor “number of students scoring above 
220 points on the Unified State Exam in 
three subjects” as the output parameter, 
while for Model 2, it was the “number of 
certificates with honors upon completion 
of the 9th grade”.

Model 1 evaluates the performance 
of 11th-grade students who achieve high 
scores (above 220) in the Unified State 
Exam across three specific subjects cho-
sen by the students. Model 1, primari-
ly, describes the graduation of the most 
prepared students who have completed 

their full secondary education and will 
subsequently have greater value for the 
economy. However, Model 1 overlooks 
a significant number of students who 
complete their education in schools after 
the 9th grade while it is precisely the 9-year 
school education that is truly mass-orien- 
ted and much more accurately reflects the 
potential of schools in educating children.

For a more comprehensive assess-
ment, it was decided to use an indicator 
related to the number of high-perform-
ing 9th-grade graduates in Model 2. It 
should be noted that according to the 
hypothesis H1, the performance levels of 
schools based on 11 years of education 
and 9 years of education should correlate 
with each other.

The data were manually collected 
from self-assessment reports for 2022, 
published on the official websites of Mos-
cow schools. It should be noted that de-
spite the requirement to publish certain 
indicators, not all schools make this infor-
mation publicly available in their self-as-
sessment reports.

To measure the effectiveness of 
schools, we used specialized software 
RStudio, in conjunction with the Bench-
marking library (R programming lan-
guage). In total, we processed the data on 
292 schools (43% of the total number of 
schools in Moscow), including 234 public 
schools and 58 private schools.

4. Results
As a result of modeling, the following 

results of school performance were ob-
tained (Table 2 and 3).

The distribution of schools according 
to their performance is shown in Table 3.

As seen in Table 3, effectiveness indi-
cators based on the CRS and VRS methods  
show significant deviations from each  
other. In our opinion, this illustrates the 
fact that a direct increase in input factors 
alone cannot ensure a qualitative growth 
in the output indicator. Therefore, for 
a more effective evaluation, we have cho-
sen the VRS method. 

According to the results of the DEA 
analysis using the VRS method, below- 
average effectiveness values are observed in 
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52.74% of schools (47% public schools and 
72.41% private schools), while the segment 
of highest-performing schools comprises 
11.99% of schools (11.11% public schools 
and 15.52% private schools). The distribu-
tion of schools based on their performance 
in Model 1 (11th grade) is shown in Figure 1.

As seen in Figure 1, the distribu-
tion of schools, including public schools, 
looks normal, while private schools show 
distinct segmentation in both low and 
high-effectiveness zones. In the average 
range of effectiveness, the number of pri-
vate schools is very limited.

Table 2. Key modelling indicators

Indicators
Model 1 (11th grade) Model 2 (9th grade)
CRS VRS CRS VRS

1. Mean 0.21 0.598 0.259 0.585
2. Minimum 0.045 0.08 0.05 0.08
3. Median 0.138 0.588 0.183 0.563
4. Number of effective schools 12 25 14 27

Including
private schools 5 8 5 9
municipal schools 7 17 9 18

Table 3. Values of effectiveness indicators for private and public schools in Model 1

Effectiveness
Model 1

All schools, % Municipal schools, % Private schools, %
CRS VRS CRS VRS CRS VRS

0.1–0.2 61.64 3.42 55.13 1.28 87.93 12.07
0.2–0.3 17.12 7.88 20.51 2.99 3.45 27.59
0.3–0.4 6.51 8.56 8.12 5.98 0.00 18.97
0.4–0.5 6.16 12.33 7.69 14.10 0.00 5.17
0.5–0.6 1.71 20.55 2.14 23.50 0.00 8.62
0.6–0.7 1.37 17.47 1.71 21.37 0.00 1.72
0.7–0.8 0.68 9.59 0.85 10.68 0.00 5.17
0.8–0.9 0.34 8.22 0.43 8.97 0.00 5.17
0.9–1.0 4.45 11.99 3.42 11.11 8.62 15.52
Total 100 100 100 100 100 100

0.1–0.2 0.2–0.3 0.3–0.4 0.4–0.5 0.5–0.6 0.6–0.7 0.7–0.8 0.8–0.9 0.9–1.0
Effectiveness
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Figure 1. Effectiveness structure according to the VRS method in Model 1
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It should be noted that 39.66% of 
private schools and only 4.27% of public 
schools fall within the range of extremely 
low effectiveness levels (from 0.1 to 0.3).

Let us now consider the distribution 
indicators for schools in Model 2. 

As in Model 1, in Model 2, there is 
a significant deviation between the effec-
tiveness indicators using CRS and VRS 
methodologies.

According to the results of the DEA 
analysis in Model 2 using the VRS meth-
odology, 56.85% of schools have be-
low-average effectiveness (53% of which 
are public schools and 72.41% are private 
schools), while 12.33% of schools fall 
into the highest effectiveness segment 
(11.11% of which are public schools and 
17.24% are private schools).

It should be noted that there is a high 
level of comparability in the effectiveness 
assessment results of schools between 

Model 1 and Model 2, which confirms the 
initial hypothesis of this study. 

The distribution of schools accor- 
ding to their effectiveness in Model 2  
(9th grade) is also presented in Figure 2.

The distribution of effectiveness in 
Model 2 has the same characteristics as in 
Model 1. It should be noted that 41.38% of 
private schools and only 4.27% of public 
schools can be considered low-perform-
ing (their results fall within the range 
from 0.1 to 0.3).

The final results from both mo- 
dels strongly correlate with each other. 
The majority of school ratings align in 
both Model 1 and Model 2, which, in 
our view, indicates the high reliabili-
ty of results describing schools’ poten-
tial to prepare top-tier students, both 
based on the results of basic educa-
tion (9 years) and secondary education  
(11 years).

Table 4. Values of effectiveness indicators for private and public schools in Model 2

Effectiveness
Model 2

All schools, % Municipal schools, % Private schools, %
CRS VRS CRS VRS CRS VRS

0.1–0.2 53.42 3.42 46.58 1.28 81.03 12.07
0.2–0.3 11.99 8.22 13.68 2.99 5.17 29.31
0.3–0.4 12.67 9.25 15.81 7.69 0.00 15.52
0.4–0.5 6.16 15.75 7.69 17.95 0.00 6.90
0.5–0.6 4.79 20.21 5.13 23.08 3.45 8.62
0.6–0.7 4.11 13.70 5.13 16.67 0.00 1.72
0.7–0.8 1.03 11.64 1.28 13.25 0.00 5.17
0.8–0.9 0.00 5.48 0.00 5.98 0.00 3.45
0.9–1.0 5.82 12.33 4.70 11.11 10.34 17.24
Total 100 100 100 100 100 100

0.1–0.2 0.2–0.3 0.3–0.4 0.4–0.5 0.5–0.6 0.6–0.7 0.7–0.8 0.8–0.9 0.9–1.0
Effectiveness
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Figure 2. Effectiveness structure according to the VRS method in Model 2
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As the results are comparable, we 
deem Model 2 as the foundation for as-
sessing the quality of education for the 
majority of school graduates.

5. Discussion
Since Models 1 and 2 yield compa-

rable results concerning school perfor-
mance, we can consider the hypothesis 
H1, which posits a correlation between 
the effectiveness of children’s educa-
tion in private schools after 11 years of 
schooling and 9 years of schooling, as 
confirmed.

Earlier, we established that tax de-
ductions as a form of budgetary support 
for private schools can be considered 
a type of government-initiated finan- 
cing. In this case, tax deductions for 
education in private schools should be 
directly linked to the improvement of 
the average level of education in pri-
vate schools. However, the research re-
sults do not support this as the majority  
of private schools (72.41%) perform  
below both the median and mean le- 
vels. It should be noted, however, that  
17.24% of private schools are highly ef-
fective. Interestingly, there are virtually 
no private schools with average effec-
tiveness levels. 

Thus, the hypothesis H2 about the 
need for highly effective private schools 
to consider parents’ expenses justified has 
found only partial confirmation.

Based on these results, private schools 
can be roughly divided into those that 
mainly prioritize “creating comfort for 
students” (schools with low effectiveness) 
and those that are “focused on high aca-
demic achievements” (schools with high 
effectiveness).

The limited effectiveness of many 
private schools can be attributed to the 
fact that their resources are mainly di-
rected towards creating a more com-
fortable atmosphere, while lacking spe-
cific academic performance indicators. 
The existence of highly effective pri-
vate schools shows, however, that it is 
possible to achieve strong results with 
substantial resources, if there is a high 
standard of education.

The Russian tax deduction system cur-
rently does not provide a ranking mecha-
nism for assessing private schools based 
on their academic success and learning 
comfort. In this scenario, it is clear that 
private schools emphasizing comfort, or 
the prestige of education do not align with 
the criteria of the government-initiated 
financing concept. Consequently, provi- 
ding tax deductions for education in such 
schools is unjustified and, overall, is det-
rimental to education funding at the mu-
nicipal level.

Potential budget losses can be easily 
calculated by using the number of stu-
dents in private schools and the limit for 
tax deductions for education (110,000 ru-
bles per child, Subparagraph 2, Para-
graph 1, Article 219 of the Russian Tax 
Code). Taking into account the fact 
that there are 46,939 students attending 
private schools in Moscow, potential 
budget losses (inefficient spending) for 
the city of Moscow (as a subject of the 
Russian Federation) in 2023 ranged from 
671.2 million rubles to 774.5 million ru-
bles (calculated at rates of 13% and 15%, 
respectively).

We describe these amounts as losses 
because government-initiated funding 
is primarily directed towards underper-
forming schools, thereby reducing the 
overall budget volume that could poten-
tially be allocated to public schools.

Considering the reviewed academic 
literature on income tax deductions and 
the analysis of DEA efficiency results for 
schools, we can conclude that offering 
tax deductions for expenses related to 
children’s education in private schools 
contradicts the intended nature of these 
deductions. However, it is crucial not 
to discourage high-performing private 
schools.

We suggest tying the eligibility for 
deductions to the effectiveness levels of 
private schools. This way we can exclude 
private schools from budget co-fun- 
ding if they provide “privileged” lear- 
ning conditions without demonstrating 
a high level of training. To this end, the 
following mechanism can be proposed  
(Figure 3).
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6. Conclusion
In this study, our main focus has 

been on exploring various approach-
es to determining tax deductions for 
individual income tax. Our literature 
review has shown that deductions for 
private school tuition align with the 
concept of government-initiated financ-
ing. However, it is important to note 
that this support should only happen if 
there is evidence of positive impacts or 
beneficial outcomes from such financial  
assistance. 

The majority of private schools in 
Moscow (72.41%) perform below the me-
dian and mean levels of effectiveness, and 
only 17.24% of private schools perform 
above these levels. 

Our results confirm the hypothesis 
that there is a correlation between the ef-
fectiveness ratings of children’s education 
in private schools based on 11 and 9 years 
of schooling. 

The study has partially confirmed the 
hypothesis that ensuring high effective-
ness in private school education justifies 
parents’ expenses on these schools.

The above-described situation raises 
concerns about the potential efficiency 
of providing income tax deductions of 
up to 774.5 million rubles from the Mos-
cow budget. In addition, the majority of 
private schools significantly lag behind 
in effectiveness even compared to aver-
age public schools that have not demon-
strated outstanding results.

Granting tax deductions for expenses 
on private education, without assessing 
the effectiveness of government-initiat-
ed financing, goes against the theoretical 
principles of income tax.

The proposed mechanism involves 
regular monitoring of private schools’ 
performance and establishing a registry 
of effective private schools, thereby qua- 
lifying them for tax deductions on rela- 
ted expenses.

1. The Ministry of Education assesses the performance of all schools (private and public) 
and determines the average effectiveness level

2. The Ministry compiles lists of high performing and low performing (those whose 
performance is below the average level) private schools

3. The data from these lists is made public (similar to the way it is already done with
the list of sports and health organizations eligible for tax deductions for “fitness” services)

4. Only private schools included in the list of high performing schools are eligible
for the application of the social tax deduction

Figure 3. Scheme of income tax deductions based on private schools’ performance
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ABSTRACT
The current hottest issue in Indonesia is the small amount of Land and Building Tax 
(LBT) revenue at the national and local levels. This research aims to find a valuable 
model for increasing LBT revenue for the government by formulating ideal clauses 
and determining what policies should be implemented. This research aims to reveal 
the practice of tax avoidance and evasion on LBT tax objects, which causes LBT income 
to stagnate yearly, and find a solution by mapping actual conditions and forecasting 
the next ten years using a system dynamics model. The research question is why LBT 
makes a small contribution to total state revenue, even though the object and what 
are the solutions to increase LBT income in the future. The research methodology 
uses quantitative methods supported by qualitative analysis using dynamical sys-
tem modeling. This modeling makes it possible to predict increases in tax revenues 
by considering several variables that cause LBT revenues to stagnate. The findings 
of this study show that LBT revenues will proliferate compared to revenues in the 
initial year of the simulation if intervention is carried out by reducing tax avoidance 
and tax evasion, increasing tax compliance, and the value of the income growth ratio 
per tax object. This study found nine actors essential in increasing property taxes 
in Indonesia: civil officials, tax officials, tax authorities, notaries, large companies, 
state and regional-owned enterprises, sellers, and buyers of property. In conclusion, 
the government needs to improve the tax collection system and implement various 
strategies, including increasing the role of notaries to prevent tax evasion in housing.

KEYWORDS
tax governance, land and building tax, tax evasion, tax compliance, system 
dynamics model
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Имущественное налогообложение в Индонезии:  
предложение по увеличению поступлений  

от налога на землю и строительство 
с использованием системно-динамического моделирования
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АННОТАЦИЯ
В настоящее время острой проблемой в Индонезии является небольшой объ-
ем поступлений от земельного и строительного налога (LBT) на национальном 
и местном уровнях. Данное исследование направлено на поиск адекватной мо-
дели увеличения доходов правительства от LBT путем формулирования идеаль-
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ных положений и определения того, какая политика должна быть реализова-
на. Целью данного исследования является выявление практики уклонения от 
уплаты налогов по объектам налогообложения LBT, приводящей к ежегодной 
стагнации доходов LBT, и поиск решения путем картирования фактических 
условий и прогнозирования ситуации на ближайшие 10 лет с использованием 
модели системной динамики. Исследовательский вопрос заключается в том, по-
чему LBT формирует незначительный вклад в общий доход государства и какие 
существуют решения для увеличения доходов от LBT в будущем. Методологиче-
скую основу исследования составили количественные методы, подкрепленные 
качественным анализом с использованием системно-динамического моделиро-
вания. Это моделирование позволяет прогнозировать увеличение налоговых по-
ступлений с учетом нескольких переменных, влияющих на величину доходов 
от LBT. Результаты исследования показывают, что доходы от LBT будут расти 
по сравнению с доходами в начальный год моделирования, если вмешательство 
будет осуществляться путем сокращения уклонения от уплаты налогов, улуч-
шения налогового законодательства и роста налога на все объекты налогообло-
жения. Исследование идентифицировало девять субъектов, играющих важную 
роль в повышении фискальной значимости имущественного налогообложения 
в Индонезии: государственные и налоговые чиновники, налоговые органы, но-
тариусы, крупные компании, государственные и региональные предприятия, 
продавцы и покупатели недвижимости. В статье обосновывается, что прави-
тельству необходимо совершенствовать систему сбора имущественных налогов 
и реализовывать различные стратегии, в том числе повышать роль нотариусов 
для предотвращения уклонения от уплаты налогов в жилищном строительстве.

КЛЮЧЕВЫЕ СЛОВА
налоговое управление, земельный и строительный налог, уклонение от уплаты 
налогов, налоговый комплаенс, модель системной динамики

1. Introduction
The current hottest issue in Indonesia 

is the small amount of Land and Building 
Tax (LBT) revenue at the national and lo-
cal levels. In 2022, LBT tax revenue was 
less than 2% of total state revenue. Since 
its promulgation in 1985, an LBT has only 
contributed between 0.86–1.3%.

According to the Minister of Finance 
quoted by Cindy1, LBT collected by the 
national Government in 2022 grew 59.5% 
(y-o-y) compared to the previous year. 
However, the 59.5% figure is actually only 
1.23% of total state revenue.

The National Government collects 
the largest portion of tax objects, inclu- 
ding plantation, forestry, mining, geo-
thermal mining, mineral and coal mining, 
water and sea areas, toll roads, fisheries, 
aquaculture, pipeline networks, cable 
networks, storage, and processing facili-
ties. This tax object is managed by large 

1 h t t p s : / / d a t a b o k s . k a t a d a t a . c o . i d /
datapublish/2023/02/24/penerimaan-pajak-
negara-tembus-rp162-t-pada-awal-2023-ini-
sektor-penyumbang-terbesar

national private companies, foreign com-
panies, State-Owned Enterprises (SOE), 
and Regional-Owned Enterprises (ROE). 
Katadata.co.id2 an online newspaper 
trusted by the government, said that all 
of this would have an impact on reducing 
the mining tax sector by around 43%.

The stagnation of LBT income – it 
is thought that the cause is tax practices 
that do not support conditions towards 
improvement. The large number of tax 
evasion cases in the real estate, housing, 
forestry, plantation, and mining sectors is 
a significant cause. MUC Consulting3 re-
vealed that these issues are related to an 
ineffective tax collection administration 
system, resulting in a reduced level of tax 
compliance to 61–71%.

At the regional level, the stagnation 
of LBT income is caused by many things. 

2  h t t p s : / / d a t a b o k s . k a t a d a t a . c o . i d /
datapublish/2021/03/03/pajak-dari-sektor-
tambang-turun-43-pada-2020

3 https://mucglobal.com/id/news/3117/
di-bawah-target-per-31-maret-2023-rasio-
kepatuhan-formal-pajak-hanya-6180

https://databoks.katadata.co.id/datapublish/2023/02/24/penerimaan-pajak-negara-tembus-rp162-t-pada-a
https://databoks.katadata.co.id/datapublish/2023/02/24/penerimaan-pajak-negara-tembus-rp162-t-pada-a
https://databoks.katadata.co.id/datapublish/2023/02/24/penerimaan-pajak-negara-tembus-rp162-t-pada-a
https://databoks.katadata.co.id/datapublish/2023/02/24/penerimaan-pajak-negara-tembus-rp162-t-pada-a
https://databoks.katadata.co.id/datapublish/2021/03/03/pajak-dari-sektor-tambang-turun-43-pada-2020
https://databoks.katadata.co.id/datapublish/2021/03/03/pajak-dari-sektor-tambang-turun-43-pada-2020
https://databoks.katadata.co.id/datapublish/2021/03/03/pajak-dari-sektor-tambang-turun-43-pada-2020
https://mucglobal.com/id/news/3117/di-bawah-target-per-31-maret-2023-rasio-kepatuhan-formal-pajak-ha
https://mucglobal.com/id/news/3117/di-bawah-target-per-31-maret-2023-rasio-kepatuhan-formal-pajak-ha
https://mucglobal.com/id/news/3117/di-bawah-target-per-31-maret-2023-rasio-kepatuhan-formal-pajak-ha


Journal of Tax Reform. 2024;10(1):100–121

102

eISSN 2414-9497

For example, tax avoidance or evasion 
practices occur in the real estate, housing, 
forestry, plantation, and mining sectors. 
The low role of the tax authorities where 
the local government delegates authority 
to sub-districts to collect taxes using the 
target system4 reported that the stagna-
tion also occurred because of local go- 
vernment policies to reduce taxes owed 
and not provide tax sanctions to tax- 
payers who evade taxes.

The low percentage of LBT revenues 
at the national level also occurs at the City 
and Regency levels. The average realiza-
tion of LBT revenues is only 2.9% of total 
local tax revenue. Of the 416 Regencies 
and 98 Cities in Indonesia, only Jakarta 
Province reaches 29%. Figure 1 depicts the 
position of LBT which only contributes 
1.23% to state revenue.

The research question: why does LBT 
make a small contribution to total state 
revenue, even though it has wider tax ob-
ject more taxpayers? Are there ways and 
methods to increase LBT revenues in the 
future?

The hypothesis is:
H1: The lack of LBT income is caused 

by the low tax compliance of taxpayers.
H2: If the potential for tax losses is 

high (measured from tax avoidance and 
tax evasion), then LBT revenues will de-
crease significantly.

4 https://www.cnnindonesia.com/ekono
mi/20230808073000-532-983215/pemprov-dki-
beri-keringanan-bayar-pbb-sampai-akhir-tahun

H3: If tax compliance increases and 
tax evasion decreases, then LBT revenues 
can be increased as expected.

This research aims to reveal the practice 
of tax avoidance and evasion on LBT tax 
objects, which causes LBT income to stag-
nate yearly, and find a solution by map-
ping actual conditions and forecasting the 
next ten years using a system dynamics 
model.

2. Literature Review
The Oslo Dialogue, a strategy launched 

in 2011, formulated an approach primarily 
to combat tax crimes, set standards, share 
best practices, and build capacity. The 
process is called the OECD5 Ten Global 
Principles, which relate to a number of 
practical tools, guidelines, training, and 
other capacity building supported by a le-
gal framework related to financial trans-
parency, strong institutions, and practical 
cooperation between tax administration 
and other law enforcement authorities. 
Tax theory calls this crime tax fraud, and 
tax fraud is related to tax corruption. Ac-
cording to Alm et al. [1], tax evasion is also 
considered a corrupt behavior. 

Fiorino & Galli [2] stated that corrup-
tion is considered to create inefficiency and 
is proven to reduce investment and eco-
nomic growth. Corruption tends to occur 
in countries with low economic growth. 

Basem & Saeh [3] warn of the diffi-
culty of limiting tax corruption that may 
be economically beneficial. According to 
him, tax fraud is an act of tax violation that 
is carried out intentionally with the inten-
tion of reducing the amount of tax that 
should be paid or deliberately providing 
incorrect information in the tax report to 
reduce the tax burden. 

Tax evasion which leads to crime, and 
tax aggressiveness are included in the un-
derstanding of tax fraud. Tax evasion is 
a tax violation by carrying out a tax evasion 
scheme by reducing the amount of tax that 
must be paid or not paying tax. All this is 
done through illegal means. Tax evasion, 
tax avoidance, tax aggressiveness, and tax 

5 https://legalinstruments.oecd.org/en/
instruments/OECD-Legal-0469

Non-oil and gas
income tax 

58%

Land & 
Buliding Tax 

1%

Oil and gas
income tax

4%

VAT and Sales
Tax on Luxury 

37%

Figure 1. Percentage of LBT Revenue 
compared to other Central Taxes

https://www.cnnindonesia.com/ekonomi/20230808073000-532-983215/pemprov-dki-beri-keringanan-bayar-pbb
https://www.cnnindonesia.com/ekonomi/20230808073000-532-983215/pemprov-dki-beri-keringanan-bayar-pbb
https://www.cnnindonesia.com/ekonomi/20230808073000-532-983215/pemprov-dki-beri-keringanan-bayar-pbb
https://legalinstruments.oecd.org/en/instruments/OECD-Legal-0469
https://legalinstruments.oecd.org/en/instruments/OECD-Legal-0469
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abuse cause quite large losses, which has 
an impact on the difficulty of calculating 
potential tax (loss tax potential). Loss tax 
potential occurs because an individual or 
company intentionally makes careless or 
deliberate inaccuracies by calculating any 
exaggeration that reduces the true impact 
of the tax payable.

Recently, scientific views highlighting 
the importance of carefully understanding 
the potential of taxes for the formation of 
budget revenues have grown rapidly. 

Vasileva [4] explained that poten-
tial taxes depend more on the country’s 
tax policy, applicable benefits, tax rates, 
tax base, and other indicators. Increasing 
central and regional economic strength 
through calculating tax potential can be 
determined by measuring the openness of 
access to taxable resources and further in-
centive and restrictive policies. 

Mayburov & Kireenko [5] and Bikoula 
et al. [6] assert that a significant amount of 
tax potential is wasted when the govern-
ment fails to control tax fraud. 

Maksimchuk et al. [7] present the role 
of tax potential in stimulating innovation 
in the digital sector and review the ad-
vantages, disadvantages, and benefits of 
the existing taxation system in the Rus-
sian Federation. The conclusion is that 
more current benefits are needed to stim-
ulate economic innovation without caus-
ing losses for the government due to tax 
avoidance aspects. They propose that tax 
benefits are a primary requirement for the 
growth of local tax potential in modern 
conditions and for stimulating innovation 
in the digital economy.

In the implementation of tax collec-
tion in regions in Indonesia, the minimal 
number of tax authorities results in less 
aggressive LBT tax collection. In contrast, 
regarding the property tax implementa-
tion in Singapore, the city government 
actively and aggressively employs it as 
an industrial policy and macroeconomic 
stabilization tool. There exists a close re-
lationship between property taxes, public 
housing, and mandatory savings schemes. 
This scheme has replaced the mortgage fi-
nancing market in Singapore. However, 
according to Asher & Nandy [8] what is 

interesting is the gap between the pro- 
perty tax treatment of public housing, 
which is lightly taxed, and the treatment 
of non-residential property, which is rela-
tively more heavily taxed.

Indonesia does not implement the 
concept of this mandatory savings scheme, 
and property tax is considered very af-
fordable. Even in Jakarta, three years ago, 
properties worth less than US$ 130,000 
were exempted. A study by Gstach [9] 
analyzes a variant of the classic idea of 
property taxation based on the owner’s 
self-assessment. To encourage market va- 
lue reporting, tax authorities announced 
the random purchase of some properties 
at the declared value under certain con-
ditions. Gstach discovered a tax game 
among these taxpayers where they all 
reported market values to tax authorities 
but did not purchase any property. In In-
donesia, it is different; for a long time, the 
tax office has used newspapers and online 
sites where sellers offer property prices.

In a study by Pandya & Tippett [10] it 
is highlighted that in Australia, high house 
prices by global standards are prompting 
calls for the reform of the country’s taxes. 
As per Freebairn [11], the call has raised 
concerns among policymakers that pro- 
perty tax reform might push home prices 
even higher. In Indonesia, since 1984, the 
government has yet to carry out tax re-
form. The government considers the con-
dition of tax revenues to be stable by re- 
lying on Income Tax and VAT. Meanwhile, 
real estate and housing sales experienced 
a decline during and after COVID-19. 

Concerning tax corruption, especially 
land and building tax, there are not many 
articles that reveal it. Perhaps the studies 
and perceptions found by researchers re-
garding tax evasion are considered dan-
gerous and very vulnerable to political 
elites. However, we suspect this happens 
because it is difficult to obtain corruption 
data on LBT objects. The solution is to 
take and count case by case from reports 
in newspapers and the field, creating 
guidelines for exploring and finding re-
lationships between corruption variables 
and then tracing them based on scientific 
analysis. 
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Quoted from a study conducted by 
Kurauone et al. [12] and Dowling [13], 
they revealed a relationship between de-
creasing tax revenues and corruption and 
tax evasion. Their study proposes con-
trolling tax corruption by controlling tax-
payers’ tax avoidance efforts. 

Pazhanisamy [14] conducted almost 
the same research. He offered the possi-
bility of Ronald Coase’s theory to control 
tax corruption and justified what inter-
ventions are needed to achieve the opti-
mal amount of corruption. Their study 
concludes that to achieve optimal results 
(with the spread of corruption in society) 
all perpetrators of corruption must be in-
ternalized by introducing legal business 
and understanding tax compliance.

Based on this literature, tax corrup-
tion is a tax crime that can reduce invest-
ment and hinder innovative economic 
growth in the digital economy, potentially 
wasting tax potential if not significantly 
controlled by the government. The go- 
vernment can employ various methods to 
minimize tax evasion, tax avoidance, and 
tax aggressiveness on Land and Building 
Tax by understanding several important 
variables. One such variable involves re-
viewing the ten OECD Global Principles. 
Additionally, the government could con-
sider a slight increase in tax deductions 
to encourage people to pay taxes, thereby 
reducing tax evasion.

3. Methodology

3.1. System Dynamics Simulation Model
This research method utilizes a quan-

titative approach supported by a dynam-
ic system simulation model, referencing 
a mixed methods approach. Staadt [15] 
and Shin & Jeong [16] state that the ap-
plication of a qualitative systems thin- 
king approach (soft systems methodology) 
in operational processes is facilitated by 
using Power-sim constructor software as 
a cognitive mapping tool, aimed at formu-
lating models with a quantitative systems 
thinking approach (system dynamics). 

The primary objective of dynamic sys-
tem analysis, according to Warren [17] and 
Şenaras [18], is to address three key ques-

tions: (why) LBT income is decreasing, 
(where) or at what position action must be 
taken to increase LBT income, and (how) 
to effect this change. The last question is 
more concerned with the policy to be im-
plemented. It can be said that a dynamic 
system is a method for describing how  
a system changes over time. 

In each model, the feedback structure 
is expected to incorporate several loops 
to meet the requirements of a compre-
hensive model. Models that have been 
tested multiple times will endure under 
various conditions, even in extreme sce-
narios (robust). 

Esteso et al. [19] add that the model 
should also have multiple points of con-
tact with the real world; repeated compar-
isons with the real world will enhance the 
model’s robustness. Referring to system 
dynamics, the tendency of LBT income to 
increase, decrease in certain periods, and 
then increase again, as depicted in Figu- 
re 1, carries a specific meaning referred to 
as behavior or dynamics. This behavior 
arises from various factors, and in system 
dynamics, the focus is on predicting the 
future value or quantity of the variable.

3.2 Stock and Flow Diagrams
Stock and Flow Diagram (SFD) is a de-

velopment of the Causal Loop Diagram 
(CLD). Zheng et al. [20] and Araya et al. [21] 
described a CLD is illustrated in a dia-
gram comprising two types of variables, 
including stock (level) and flow (rate), to 
produce dynamic system modeling. Stock 
(Level) and Flow (rate) are used to repre-
sent activity in a feedback loop and a more 
detailed explanation of the causal loop di-
agram. An SFD is very concerned about 
paying attention to the influence of time 
on the relationship between variables so 
each variable can show the accumulated 
results of the variable level and the varia-
ble, which is the rate of system activity for 
each period known as Rate. 

The stock variable (level) states the 
condition of the system for each Stock, 
which is an accumulation in the system, 
and the system level, which is better 
known as the state variable system. The 
stock variable is a policy structure de-
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scribing why and how a decision is made 
under the information available in the sys-
tem. Meanwhile, a Rate is a variable in the 
model that may influence the level.

3.3. Initial values and parameters
System dynamics modeling analysis 

helps generate relationships between pa-
rameters and components of air pollution 
reduction models. These relationships can 
be estimated and made into a scenario if 
the data is available in numerical form. 
Secondary data sources generally acquire 
Initial values and parameters. If secondary 
data is unavailable, this value can be esti-
mated by processing supporting or numer-
ical data on primary and secondary data. 

To establish the model of relationships 
between variables, initial values must be 
determined as constants, function tables, 

and indicator levels. For instance, the LBT 
tax revenue index can be calculated from 
rates and constants, eliminating the need 
for complex initial value calculations. 
Therefore, as highlighted by Hekimoglu 
& Barlas [22], determining parameter va- 
lues must take into account their effect on 
model sensitivity. In this case, changes 
in the structural model will appear more 
sensitive than the feedback model. 

Therefore, estimates in this study are 
only made at the level of accuracy required 
in this study. For modeling purposes, this 
study will consider trends toward long-
term changes, understanding the nature 
of system dynamics and alternative design 
policies. Therefore, behavioral and policy 
sensitivity will be prioritized. The initial 
values and parameters used in modeling 
are presented in the Table 1. 

Table 1. Initial values and model parameters (2022)

No. Indicators
Initial Value / 

Parameter 
(endogenous 

variable)
Unit Source

A. General Information
1. Number of LBT taxpayers 69,573,930 Unit S
2. Amount of LBT revenue 730,898,262 US$ S
3. Taxable Tax Objects (Selling Value of Non-Taxable Tax 

Objects) 3,785 US$ S

4. Forestry and Plantation Tax Operational Costs 5.4 % S
5. Mining, Cable network, Pipe, Toll Road Tax Operational 

Costs 6.3 Percent S

6. River, Sea, Cultivation, Storage Tax Operational Costs 6.3 Percent S
7. Normal rates 0.5 Percent S
8. Maximum Tax Object Sales Value Rate 40-100 Percent S
9. Assessment Value 20-40 Percent S
10. Average Tax Object Sales Value of Land 75,000 US$/meter E
11. Average Tax Object Sales Value of Buildings 100,000 US$/meter E
12. Average of National LBT growth ratio 12 Percent S
13. Average of Tax Compliance 70.6 Percent E
14. Average of Tax loss potential (Tax avoidance, Tax evasion) 14 Percent E
B. Plantation Land and Forestry
15. Area of Plantation and Forestry Objects 148,824,200 Hectare S
16. Amount of LBT revenue 122,606,044 US$ S
17. Ratio of Forestry and Plantation LBT Income Growth 0.23 Percent E
18. Ratio of Forestry and Plantation LBT Tax Compliance 0.34 Percent E
19. Ratio of Forestry and Plantation LBT Tax Avoidance 0.09 Percent E
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No. Indicators
Initial Value / 

Parameter 
(endogenous 

variable)
Unit Source

C. Mining
20. Area of Mining Objects (Oil, Gas, Coal, Minerals) 6,423,898
21. Total revenue of LBT Mining 730,898,262 US$ S
22. Ratio of Mining LBT Income Growth 0.20 Percent E
23. Ratio of Mining LBT Tax Compliance 0.11 Percent E
24. Ratio of Mining LBT Tax Avoidance 0.07 Percent E
D. River/aquatic, Marine/Sea, Cultivation, Storage
25. Area of Production Objects 191,112,434 Hectare S
26. Amount of LBT revenue 111,812,940 US$ S
27. Ratio of River, Sea, Cultivation, Storage LBT Income 

Growth 16 Percent E

28. Ratio of River, Sea, Cultivation, Storage LBT Tax 
Compliance 63 Percent E

29. Ratio of River, Sea, Cultivation, Storage LBT Tax 
Avoidance 6 Percent E

E. Cable Network, Pipeline, Toll Road
30. Length of Network of Cables, pipes, Toll Roads 5,812,545 km S
31. Amount of LBT revenue 730,898,262 US$ S
32. Ratio of Cable Networks, Pipes, Toll Roads LBT Income 

Growth 17 Percent E

33. Ratio of Cable Networks, Pipes, Toll Roads LBT Tax 
Compliance 70 Percent E

34. Ratio of Cable Networks, Pipes, Toll Roads LBT Tax 
Avoidance 7 Percent E

F. Rural 
35. Rural Area 1,892,555.47 Km2 S
36. Total LBT Revenue 3,593,890 US$ C
37. Ratio of Rural LBT Income Growth 15 Percent E
38. Ratio of Rural LBT Tax Compliance 68 Percent E
39. Ratio of Rural LBT Tax Avoidance 7 Percent E
G. Urban
40. Area of Cities/Urban 24,775.26 Km2 S
41. Total LBT Revenue 447,137,758 US$ C
42. Potential tax losses 29 Percent E
43. Ratio of Urban LBT Income Growth 14 Percent E
44. Ratio of Urban LBT Tax Compliance 67 Percent E
45. Ratio of Urban LBT Tax Avoidance 6 Percent E
H. Scenario: Increase tax compliance and Decrease tax evasion
46. Scenario 1 0 Percent Sc
47. Scenario 2 50 Percent Sc

Abbreviation: LBT = Land and Building Tax; S = Obtained from secondary data; E = Estimation 
based on qualitative information; C = Calculated in accounting; Sc= Scenario model

End of Table 1
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These values are mostly obtained 
from secondary data and should be 
sourced from reputable references. Some 
values may be estimated based on relia-
ble qualitative information (Schoenenber- 
ger et al. [23]).

3.4. Definitions and Variables

3.4.1. Taxpayer, tax subject, and object

An LBT taxpayer is an individual or 
company who can serve as a taxpayer, tax 
withholding, and collector who has the 
rights and obligations to perform taxation. 

A tax subject is an individual inher-
itance that has not been divided as a sin-
gle unit, company, or permanent estab-
lishment that can reside or be located in 
Indonesia or outside Indonesia. 

Meanwhile, the tax object is the source 
of taxable income. A tax rate is the basis for 
tax imposition determined on a tax object 
and becomes the taxpayer’s responsibility. 

In this discussion, tax relief is not 
used as a variable because it is regulated 
by law. For example, state land that is ex-
cluded from LBT imposition. This variable 
is called exogenous and is not the subject 
of this research, but it can be intervened in 
other research models.

3.4.2. Rates, procedures,  
and assessment systems 

The LBT rate is a percentage deter-
mined by the Government. The LBT tax 
rate is determined at 0.5% of the taxable 
sales value. 

The basis for calculating Taxable Sales 
Value is defined at a minimum of 20% and 
a maximum of 100% of the Tax Object Sales 
Value. The Minister of Finance determines 
the selling value of tax objects every three 
years except for certain regions, which are 
determined yearly following local deve- 
lopments, such as Jakarta Province. 

LBT may choose an implementable 
collection system, for example, a self-as-
sessment system, an official assessment 
system, and a withholding tax system. 
However, LBT in Indonesia adheres to the 
official assessment system. The Official As-
sessment System is calculated and deter-
mined by the Directorate General of Tax. 

Meanwhile, the Local Revenue Agen-
cy determines it at the city and regen-
cy government levels. Determining the 
amount of tax depends on the location 
and object, the owner or cultivator of the 
land based on land certificate data. 

The procedure for collecting this is 
that taxpayers must fill out the Object 
Notification Letter form. The tax autho- 
rities issue a Tax Assessment Letter that 
includes the land area, building area, and 
assessment value. The assessment value 
is set at 20% for subjects who own land 
valued below US$ 63,000 and 40% for 
land valued above US$ 63,000.

3.4.3. Potential tax and tax losses

Tax potentials are the amount of tax 
that the Government can collect from the 
community plus those that cannot be col-
lected for several reasons. 

Potential tax losses are the amount of 
tax lost due to tax reductions and exemp-
tions based on regulations, which are de-
termined at 2.5% (tax relief). Potential tax 
losses are also caused by tax avoidance 
and tax evasion, with the average per tax 
object by 14%.

3.4.4. Forestry sector 

The maximum limit for Taxable Tax 
Objects (Selling Value of Non-Taxable Tax 
Objects) at the City and Regency level is 
US$ 4,000. Tax Object Sales Value means 
the average price obtained from buying and 
selling transactions occurring naturally, 
and if there is no sale and purchase transac-
tion determined by comparing prices with 
similar objects or new acquisition value or 
replacement Tax Object Sales Value. In its 
calculations, this LBT in the Forestry sector 
is divided into two types, namely natural 
forests and plantation forests.

3.4.5. Mineral and coal mining sector

The amount of payable LBT by the 
mineral and coal mining sector is calcula- 
ted by multiplying the LBT rate with the 
Taxable Sales Value (TSV). 

The LBT rate is 0.5%. 
TSV is defined as 40% of the Tax  

Object Sales Value, which encompasses 
both land and buildings. The Tax Object 
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Sales Value for the land comprises the 
land’s surface, and the Tax Object Sales 
Value for the explored land body is deter-
mined based on production operations.

The amount of Tax Object Sales Value 
for the land surface is calculated from the 
multiplication result between the area of 
the land surface and the Tax Object Sales 
Value per M 2. 

The amount of Tax Object Sales Va- 
lue for the explored land body is calcu-
lated from the size of the Mining Permit 
area multiplied by the Tax Object Sales 
Value per M 2. 

The Tax Object Sales Value for the land 
body of production is calculated from the 
size of the Mining Permit Area multiplied 
by the Tax Object Sales Value per M 2. 

The Tax Object Sales Value per M 2 
is the conversion result of the land va- 
lue per M 2 into the classification of Tax 
Object Sales Value for land. According to 
Duke & Gao [24] the value of the land is 
obtained based on the assessment results 
conducted individually and in bulk.

4. Research Results

4.1. Initial model flowchart
In the analysis of system dynamics, the 

construction of a flowchart necessitates the 
identification of variables and indicators. 
Figure 2 serves as the initial step to depict 

the actual state of land and building tax 
revenue, influenced by tax compliance and 
the growth ratio of LBT revenue. 

The LBT tax revenue is denoted as 
Stock, while the LBT revenue growth ra-
tio is represented as a loop (+), and tax 
compliance is designated as loop (–) or the 
Balancing loop. Given the current low tax 
compliance, it is classified as a loop (–), 
acknowledging the difficulty in achieving 
a compliance digit of 1.0. 

The loop (+) representing the LBT 
revenue growth ratio is influenced by 
the assessment value, the LBT revenue 
growth ratio per tax object, the standard 
rate, and the TOSV rate. On the other  
hand, tax compliance is affected by 
the ratio of tax compliance, taxable tax  
objects, and potential tax losses. Notably, 
potential tax losses are observed to be in-
fluenced by tax avoidance, tax evasion, 
and tax relief.

4.2. Flowchart of the developed model
Figure 3 represents the development 

of a flowchart, which consists of eight seg-
ments designed to yield comprehensive 
and maximum calculation results. The 
first segment, referred to as flowchart 1, 
outlines the development of total LBT 
Income. It encompasses factors such as 
the number of taxpayers, tax object area, 
and rates. Stock-1 represents LBT Income,  
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Figure 2. LBT and taxpayer variable flowchart



Journal of Tax Reform. 2024;10(1):100–121

109

eISSN 2414-9497

generating two loops: Loop 1 for LBT  
Revenue Growth and Loop 2 influenced 
by tax relief, tax avoidance, and tax eva-
sion, which collectively contribute to tax 
loss potential.

In the flowchart (+), LBT’s revenue 
growth is depicted to increase at an aver-
age rate of 30.12% per year based on a five-
year average revenue. This assumption re-
mains below national media reports, citing 
a growth rate of 59.5% in 2022. On the other 
hand, the flowchart (–) elucidates a balance 
indicated by potential tax losses attributed 
to tax relief, tax avoidance, and tax evasion, 
assumed to be 20% of LBT income. 

The 20% figure is derived from cal-
culations using the taxpayer compliance 
level formula, incorporating tax relief, 
tax avoidance level, and tax evasion. For 
a more detailed prediction of LBT income 
over the next 5-10 years, additional flow-
charts for Tax Objects are essential. Multi-
ple flowcharts for Tax Objects are detailed 
in Figure 3. 

In flowchart 2, the Plantation and 
Forestry Tax Object is stated as Stock. 
Plantation Tax Objects comprise Cocoa, 
Tea, Sugarcane, Tobacco, Coffee, Rubber, 
and Coconut Land, which need to be cal-
culated to increase an LBT income. The 
flowchart generates two loops. Loop 1 is 
an LBT Income growth in the Plantation 
sector, calculated based on tax operational 
costs (TOC). Loop 2 is represented by Tax 
loss potential influenced by tax relief, tax 
avoidance, and tax evasion. The Forestry 
Tax flowchart comprises productive and 
non-productive forest land. The flowchart 
generates two loops. Loop 1 is an LBT 
Revenue growth in the Forestry sector, 
calculated based on TOC. Loop 2 is repre-
sented by tax loss potential influenced by 
tax relief, tax avoidance, and tax evasion.

The 3rd flowchart is called Mining LBT 
Stock. The analysis discussed Oil and Nat-
ural Gas, Geothermal Mining, Minerals 
and Natural Gas, Mining, and Coal. The 
flowchart generates two loops. Loop 1 is 
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an LBT Revenue growth in the Oil and 
Gas Mining, Geothermal Mining, Mine- 
ral, and Natural Gas sectors, calculated 
based on TOC. Loop 2 is represented by 
tax loss potential influenced by tax relief, 
tax avoidance, and tax evasion. 

The 4th flowchart is called an LBT 
Stock of Aquatic, Marine, Cultivation, 
and Storage. The flowchart generates two 
loops. Loop 1 is an LBT Revenue growth 
from the Aquatic, Marine, Cultivation, 
and Storage sectors, calculated based on 
TOC. Loop 2 is represented by Tax loss 
potential influenced by tax relief, tax 
avoidance, and tax evasion. 

The 5th flowchart is an LBT Stock of 
Toll Roads, Cable Networks, and Pipes. 
The flowchart generates two loops. Loop 1 
is an LBT Revenue growth from the Toll 
Roads, Cable Network, and Pipe sectors, 
calculated based on TOC. Loop 2 is repre-
sented by Tax loss potential influenced by 
tax relief, tax avoidance, and tax evasion. 

The 6th flowchart is Rural LBT Stock. 
The flowchart generates two loops. Loop 1 
is the growth of Rural LBT Income calcu-
lated based on TOC, and Loop 2 is repre-
sented by Tax loss potential, which is in-
fluenced by tax relief, tax avoidance, and 
tax evasion. 

The 7th flowchart is an Urban LBT 
Stock. The flowchart generates two loops. 
Loop 1 is an Urban LBT Income growth 
calculated based on TOC, and Loop 2 is 
represented by Tax loss potential, which 
is influenced by tax relief, tax avoidance, 
and tax evasion.

4.3. Behavior modeling and test models
The Historical Behavior Test Model 

aims to determine whether the model cor-
responds to the actual system’s historical 
behavior by comparing computer simula-
tion results with on-site empirical data. 

The validity criterion states that the 
developed model is deemed valid if the 
computer simulation results closely match 
and resemble empirical data. The impli-
cation is that a valid model serves as an 
effective experimental tool for analyzing 
government policies, particularly in pre-
dicting and analyzing income at the na-
tional, city, and regency levels. 

The conclusive result of the conformi- 
ty test indicates that the model’s behavior 
aligns well with historical behavior, ma- 
king it suitable for use as a foundation for 
long-term policy simulations. 

Collectively, these tests provide a ro-
bust assessment of the model’s reliability 
and its capability to simulate real-world 
scenarios, facilitating informed policy 
analysis and decision-making (Paine [25]). 

4.4. Conformity statistical test model
The root mean-square percent error 

(RMSPE) and Theil inequality statistics 
were employed to assess the confidence 
level of the model in accurately repre-
senting actual behavior. Since system dy-
namics modeling does not directly utilize 
historical data for model construction, 
adjustments were made to the model size 
to align with real conditions (goodness-of-
fit). Traditional significance tests used in 
econometric modeling were not deemed 
suitable for implementation in this context 
(Tezel et al. [26]). 

RMSPE calculates the root-mean-
square of the proportion of differences be-
tween simulated values and actual values 
(Narwane et al. [27]). On the other hand, 
Theil’s inequality statistics break down 
the mean-square error (MSE) into compo-
nents that measure the error parts caused 
by biased inequality proportion, variance 
proportion from inequality, and covari-
ance proportion from inequality. The ap-
plication of Theil statistics in model tes- 
ting considered various factors. In order 
to apply Theil statistics in model testing, 
the following items were considered:

The statistical tests involved analy- 
zing various errors and their characteris-
tics to evaluate the model’s confidence in 
replicating actual behavior. Here are the 
key points:

1. Big Um; US, Small UC. Indication: 
This points to an error attributed to bias, 
representing a systematic discrepancy be-
tween the model and reality or an error in 
determining parameter specifications.

2. Errors Caused by Inequality of  
Variance. 

a) big US and Small Um, correlated 
with UC: Implies that while the mean is 
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the same, the mean variance differs. This 
suggests that simulated and actual values 
exhibit different trends;

b) big US, Um = 0, and Small UC: Sug-
gests the presence of non-existent cycles in 
the simulated value.

3. Big UC, Um, Small US. Indication: 
Points to errors due to covariance inequa- 
lity. This occurs when the simulated and 
actual average values are the same but dif-
fer in phases, requiring error correction.

In order to enhance the model’s con-
fidence in reproducing system behavior 
resembling real situations, it is crucial to 
minimize errors and discrepancies in UC 
and US. Models with significant errors 
are considered unacceptable for produ- 
cing reliable results (Naumov & Oliva 
[28]; Schoenenberger & Tanase [29]).

Acceptable error variables in this 
model are summarized in Table 2.

Table 2 presents the root-mean-square 
error (RMSPE) of the tested indicators, in-
dicating systematic errors in comparing 
the model with reality. The significant US 
(Um and UC) values suggest the presence 
of cycles that may not be captured in the 
simulated data, highlighting the influence 
of various factors on each variable. Some 
undisclosed data, such as unreported LBT 
income, contribute to these discrepancies. 

The research findings reveal a de-
crease in LBT income by 0.0026 UC, Plan-
tation-Forestry Land by 0.0025, and Rural 
sector LBT by 0.0020 UC. These values 
exhibit a tendency for imperfect variance 
(US) and high correlation but differ in 
mean-variance. Consequently, simulated 
and actual values will consistently differ, 

influenced by factors like changes in the 
number of taxpayers, occurrences of tax 
avoidance and evasion, increased tax re-
lief, and potential tax havens based on fu-
ture laws. 

Despite errors, the statistical test re-
sults’ conformity value is considered 
good, staying within tolerance limits for 
analysis (not exceeding a value of 1.0). 
Given the values remain below the tole- 
rance limit, the analysis can proceed. The 
system dynamics performs two scenarios 
to assess the impact of low tax compliance 
and high potential tax loss. 

The observed differences between 
simulated and actual values can be attri- 
buted to various factors, such as a decline 
in the number of taxpayers, instances of 
tax evasion and avoidance, increased tax 
breaks, or the emergence of tax havens 
influenced by future legislation. Similar 
research by Lin & Hsieh [30] in Ethiopia 
found that farmers’ tax compliance was 
relatively low due to unfair treatment and 
a non-transparent administrative system. 
In conclusion, the goodness of fit of the 
statistical test results is deemed satisfac-
tory for determining the validity of the 
model in replicating historical behavior 
(Qudrat-Ullah & Seong [31]).

4.5. Pessimistic Scenario
This scenario simulates the conditions 

of LBT income from 2022–2032 without 
any intervention (0%).

Over the last five years, the average 
LBT income was US$ 730,898,262, with 
a total of 69,573,930 taxpayers. The natio- 
nal tax compliance ratio averaged 70.60%, 

Table 2. Statistical test results of model conformity

No. Variables RMSPE
Theil Inequality Statistics

Um Us Uc

1. Amount of LBT revenue 0.0228 0.0001 0.0032 0.0026

2. Plantation-Forestry Land 0.0220 0.0012 0.0031 0.0025

3. Mining Land 0.0119 0.0003 0.0009 0.0005

4. Water, Sea, Aquaculture, Storage 0.0148 0.0005 0.0014 0.0009

5. Cable Network, Pipeline, Toll Road 0.0081 0.0001 0.0004 0,0001

6. Rural Land 0.0021 0.0001 0.0025 0.0020

7. Urban Land 0.0127 0.0004 0.0001 0.0006
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while the city and district-level tax com-
pliance ratio averaged 45.20%. The aver-
age annual growth ratio for LBT stood at 
12%, accompanied by an average annual 
tax loss potential of 15% and an average 
annual tax compliance ratio of 71%. This 
simulation assumes a constant number 
of taxpayers and the area of taxable land, 
with no changes in government policy.

The results indicate that if the aver-
age tax compliance ratio remains at 71%, 
along with constant growth in the number 
of taxpayers, the projected increase in LBT 
income in the 10th year will only be 1.23%. 
This highlights that the contribution of 
LBT revenue remains relatively low com-
pared to the average annual state revenue 
(Figure 4).

This scenario underscores the signif-
icant impact of tax compliance levels on 
LBT income. If compliance is low, it will 
lead to a reduction in LBT revenue. There-
fore, the first hypothesis is validated by 
this simulation.

4.6. Optimistic Scenario
The optimistic scenario aims to create 

an information-based problem-solving 
model, as illustrated in Table 1, where all 
indicators contribute to the model. The 
goal is to develop a model that compre-
hensively describes predictions and an-
ticipates potential outcomes.

In this research, the endogenous va- 
riable is expected to intervene in the mo- 
del by reducing potential tax losses. The 
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indicators utilized include the level of tax 
avoidance and tax evasion. The calcula-
tion of potential tax losses involves these 
two indicators, with the tax loss potential 
variable representing them in the simula-
tion. It’s worth noting that obtaining and 
disclosing data on tax avoidance and tax 
evasion can be challenging. Furthermore, 
it is suggested that imposing tax penalties 
on tax evasion can contribute to increasing 
an LBT’s income (Zhang et al. [32]). 

Figure 5 outlines the optimistic sce-
nario model, capturing the dynamics of 
the various indicators and their interac-
tions in the simulation.

The optimistic scenario model con-
sists of two loops. LBT revenue serves as 
the Stock, loop 1 represents LBT revenue 

growth, and loop 2 is Tax Compliance, 
which includes Potential Tax Losses and 
Tax Compliance Ratio. The tax compliance 
ratio is currently set at 0.12 as the growth 
value, and loop 2 is considered the balan- 
cing or negative (-) loop. In this loop, the 
potential tax loss value is reduced by 0.50, 
and the tax compliance ratio is increased 
by 0.90. These values represent the aver-
age for Potential Tax Losses and the tax 
compliance ratio for various sectors, in-
cluding Plantation and Forestry, Mining, 
River-Sea-Oil Processing, Cable-Pipe-Toll 
Networks, and Rural and Urban Land.

This scenario aims to validate hy-
pothesis 2, asserting that a decrease in tax 
avoidance and tax evasion (represented by 
the potential tax loss variable) will result 
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in a significant increase in LBT income. 
Additionally, hypothesis 3, suggesting 
that an increase in tax compliance leads to 
a reduction in tax avoidance and tax eva-
sion, thereby increasing LBT income as 
anticipated, will also be examined.

The optimistic scenario, as depicted in 
Figure 5, represents the condition of LBT 
Revenue from 2022 to 2032. The simulation 
was conducted with no intervention (0%).

1. Current data (2022): The average 
income of an LBT in the last five years is 
US$ 730,898,262, the number of taxpayers 
is 69,573,930, the average tax compliance 
ratio at the national level is 70.60%, and 
at the Cities and Regencies amounted to 
45.20%.

2. The government issued policies to 
increase tax compliance and reduce poten-
tial tax losses by reducing tax avoidance 
and tax evasion by 50% from current data.

3. This scenario records LBT Income 
conditions in 2022–2032. The simulation 
was carried out with intervention to in-
crease and reduce tax compliance with 
potential tax losses by 50%.

4. The average LBT growth ratio per 
year is 22%, the average potential tax loss 
is 15% per year, and the average tax com-
pliance ratio is 90% per year (simulated 
increase).

The simulation results for the next ten 
years indicate a noteworthy increase in 
LBT income. When comparing the pessi-
mistic scenario to the optimistic scenario, 
a substantial difference in income emerg-
es, showing an increase of 163.68% in 2032 
(Table 3).

The conclusion drawn from the opti-
mistic scenario suggests that a reduction in 
tax avoidance and tax evasion (represented 
by the potential tax loss variable) leads to 
a significant increase in LBT income. Addi-
tionally, an increase in tax compliance has 
a substantial effect on LBT income. If the 
level of compliance rises, it will contribute 
to an increase in LBT income.

This simulation supports the validity 
of Hypothesis 2, which posits that redu- 
cing tax avoidance and tax evasion will lead 
to increased LBT income. Furthermore, 
Hypothesis 3 is also confirmed through 
this simulation, emphasizing the substan-
tial impact of increasing tax compliance on 
LBT income. The optimistic scenario vali-
dates the accuracy of Hypotheses 2 and 3.

5. Discussion

5.1. Current conditions 
and scenario determination

At the city and regency levels, cases 
of low tax compliance have been evi-
dent, particularly among plantation busi-
ness actors who evade tax payments. For  
example, in Rokan Hulu Regency, Riau 
Province, the level of tax compliance was 
low at 48.14% due to plantation and fo- 
restry management companies neglecting 
LBT payments. Despite their awareness 
of Law Number 6 of 2014 concerning Vil-
lages and Corporate Social Responsibility 
Law Number 40 of 2007, the local govern-
ment had issued verbal notices and posted 
leaflets in crowded places to call on tax-
payers. However, plantation employers 
consistently overlooked LBT payments.

Table 3. Results of LBT Calculation Simulation Using Pessimistic 
and Optimistic Scenarios
No. Tax Objects Pessimistic Scenario Optimistic Scenario  Increase (%)

1 Plantation and Forestry Land 221,648,970.65 479,024,863.78 0.46

2 Mining Land 928,905,936.26 1,480,907,309.86 0.63

3 Rivers Sea Cultivation Storage 342,957,430.62 417,433,396.91 0.82

4 Cable network Pipe Toll roads 63,786,315.40 125,683,223.06 0.51

5 Rural land 85,089,691.79 157,823,843.22 0.54

6 Urban land 170,510,692.28 306,500,837.61 0.56

Total LBT Revenue 1,812,899,037.00 2,967,373,474.44 163.68

Forecast Index Values 0.61
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A similar case occurred in Brebes City, 
Central Java Province, where only a few 
employers were willing to pay LBT de-
spite severe warnings. Verbal and written 
warnings were issued, and banners were 
displayed reading: This taxpayer has not 
paid the LBT. The Head of the Local Reve-
nue Service explained that the warning to 
display banners indicating non-payment 
of taxes is an effort to control tax non-com-
pliance.

Tax theory explains that cases of low 
tax compliance signify the taxpayer’s in-
clination toward tax avoidance or evasion. 
The solution, as suggested by O’Hare et al. 
[33] involves imposing strict sanctions or 
even closing the non-compliant company. 

A study by Carrillo et al. [34] has re-
vealed an important yet poorly under-
stood form of tax evasion arising from 
“ghost companies” – fake entities that 
issue fraudulent receipts, enabling their 
clients to claim fictitious tax deductions. 
This study provides a unique insight 
into this global phenomenon, utilizing 
transaction-level tax data from Ecuador. 
Ghost transactions are prevalent among 
large companies and those with high-in-
come owners, exhibiting suspicious pat-
terns. Other instances of tax fraud include 
claiming false tax deductions, classifying 
personal expenses as business expenses, 
employing fake Social Security numbers, 
and underreporting income. Lembut & 
Oktariani [35] and Kollruss [36] believe 
that tax abuse encompasses two concepts, 
including tax avoidance and tax evasion.

In the analysis of the pessimistic sce-
nario, a non-intervention policy is imple-
mented to assess potential tax losses and 
increase the tax compliance ratio. The 
model demonstrates an increase with 
a sloping average annual growth. This ob-
servation indicates that the contribution of 
LBT income remains unchanged, and state 
income is projected to reach only 1.23% by 
2032. However, if intervention is imple-
mented following an optimistic scenario, 
LBT income is expected to grow by 61% at 
the end of the simulation in 2032.

Furthermore, by developing the LBT 
tax system, conventional practices will 
begin to be abandoned. The conventional 

method, which only uses variables of land 
area, land ownership, and the number 
of taxpayers, still guided by the system 
adopted during the colonial period, must 
now pay attention to the variables of eco-
nomic conditions, city development, and 
developments in land prices. These vari-
ables are always increasing and are deter-
mining factors for the future. For example, 
land acquisition for the construction of toll 
roads, dams, railway lines, new cities, and 
the expansion of districts and provinces 
has increased land prices around develop-
ment areas (Vitriana [37]). 

Therefore, a more effective, efficient, 
and fair assessment system is needed. 
The issue arises because the increase in 
land prices differs from people’s ability 
to pay taxes in urban and rural areas, lea- 
ding to an increase in taxpayers’ tendency 
to engage in tax evasion (Gumus & Yala-
ma [38]). 

According to Hussain et al. [39] studies 
on drastic changes in land and taxation sys-
tems worldwide that are not commensu-
rate with people’s ability to pay taxes will 
result in a decrease in LBT income every 
year. On the other hand, geothermal, coal, 
oil, gas, palm oil, and other companies are 
suspected of committing tax evasion.

The optimistic scenario serves as the 
reference for this study to calculate predic-
tions of LBT acceptance in the future. There-
fore, to determine the average national LBT 
growth ratio variable, factors such as GDP 
per capita indicators, the number of tax-
payers, inflation rate, land area, building 
area, and population are considered. This 
composition will yield a value for the LBT 
income growth ratio per tax sector (Ave- 
rage National and Regional LBT Growth 
Ratio). According to Awasthi et al. [40], 
caution is necessary because property tax 
reform has proven to be more challenging 
than other taxes and takes time. 

In the optimistic scenario, interven-
tions were implemented to mitigate po-
tential tax losses and raise the tax com-
pliance ratio to 50%. By the end of the 
simulation in 2032, LBT income increased 
by 61% compared to the scenario where no 
government policies were implemented.  
Table 3 below illustrates the comparison.
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This paper discussion emphasizes that 
there will be strong government efforts to 
increase tax revenues by increasing tax 
compliance (Postali [41]). Tax effort is cal-
culated by comparing LGR with GRDP 
(Stoilova [42]). GRDP at current prices is 
used to determine the capacity of econo- 
mic resources, shifts, and economic struc-
ture of a region, as well as the added value 
of goods and services, which is calculated 
using applicable prices in the current pe-
riod. Taxation efforts can be calculated by 
finding the elasticity coefficient of LGR to 
GRDP by calculating the average growth 
during the 2018–2022 national budget. 

These calculations show that the LBT 
tax ratio at the local level is still at 1.2% 
and 1.8% at the national level. In order 
to increase the amount of LBT income, 
many factors must be undertaken. For 
example, the convenience of the adminis-
tration system by embracing government 
banks to provide good tax payment ser-
vices to villages and improve tax services 
at the head office. 

In the context of tax economics, Pea-
cock & Wiseman [43] conducted a survey 
of literature on government spending 
growth, offering suggestions for possible 
future developments. They argue that the 
growth of public spending must be ex-
plained by utility-maximizing behavior in-
fluenced by political and economic factors. 
Some governments relying on tax growth 
to cover spending face significant risks. 

Gounder et al. [44] supports the  
Fijian government’s position that heavy 
spending on taxes may negatively im- 
pact investment levels and skilled human 
resources, potentially leading to future 
tax increases. 

However, it is essential to remain vigi-
lant as, in the case of Indonesia, at least four 
issues must be addressed to increase LBT 
income, each with its own correlation.

1. Increase the role of Notaries Public 
in preventing tax evasion. Gaps in tax los- 
ses may occur in land sale and purchase 
transactions when taxpayers process le-
gal certificates with a notary public. Typi- 
cally, taxpayers engage in transactions 
through land brokers or privately, ob-
taining a blank purchase receipt as proof. 

The land seller provides a receipt with-
out specifying the price or land area, only 
a signature and duty stamp. When buyers 
submit legal certificates to a notary public, 
they tend to lower the selling price of land 
and buildings. Reducing the selling va- 
lue decreases the amount of tax payable. 
These cases occur at both national and lo-
cal levels, where determining the market 
price is challenging, making it difficult to 
establish the selling value of the tax object. 
These cases involve hidden transactions, 
happening frequently and proving chal-
lenging to disclose. The role of a notary 
public is crucial in understanding the con-
cept of land comparison, where the value 
of the land is compared with the equiva-
lent value of land in other areas based on 
land classification.

2. Tax avoidance in residential clusters. 
Cases of LBT tax arrears frequently oc-
cur in housing clusters, and this issue has 
been prevalent over the last five years. 
In luxury housing in Bekasi city alone, 
13,996 taxpayers have been in arrears in 
LBT payments since 2018. This example is 
illustrative of many other housing estates 
in every city and regency that continue 
to evade tax payments. Similar cases are 
found in research conducted by Bimonte 
& Stabile [45], which also explores the ne- 
gative impact of property taxes on hous-
ing supply and demand.

3. Tax evasion and avoidance by Com-
panies. Several cases indicate that corpo-
rations attempt to evade taxes and only 
settle them after undergoing a tax audit or 
receiving a Letter of Tax Underpayment 
Assessment. They often wait and lobby 
tax officers to obtain tax relief. Instances 
include coal companies in Kalimantan 
embezzling LBT, and approximately 65% 
of oil palm plantations operating illegal-
ly without usufructuary rights in Suma-
tra. In such cases, state losses amount to 
US$ 313.42 billion annually (Choiruzzad 
et al. [46]). Corporate taxpayers’ unethi-
cal behavior falls under the category of 
tax evasion (Lin et al. [47]). For instance, 
a large company in Tangerang Regency 
fell behind in tax payments, prompting 
the Corruption Eradication Commission 
to intervene to compel them to fulfill their 
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tax obligations. In Semarang, Central Java 
Province, the government issued a tax 
warning letter to a company, which went 
ignored. Eventually, in collaboration with 
the Prosecutor’s Office, the local govern-
ment compelled the company to settle 
LBT arrears totaling US$ 35 billion. 

4. Tax Corruption. In a study conduc- 
ted in Zimbabwe, Kurauone et al. [12] at-
tempted to distinguish tax avoidance from 
tax corruption. Tax corruption is linked to 
politics, while tax avoidance pertains to 
corruption originating from taxpayers or 
large companies. However, this concept re-
quires clarification as there are numerous 
instances where tax evasion occurs due to 
collusion between officials, companies, and 
political parties. Bani-Mustafa et al. [48], 
used institutional theory to investigate 
the impact of government efficiency on 
tax avoidance, considering the mediating 
role of ethics and the control of corruption 
through digitalization. (Yamen et al. [49]) 
revealed that most banks currently only 
comply with the formal aspects of finan-
cial inclusion regulations and turn a blind 
eye to corrupt investment money. This 
seems to be of little practical use in deve- 
loping countries due to the influential role 
of capitalists in shaping state policy and 
corrupting certain aspects of that policy to 
generate profits two to three times more 
than the State Revenue and Expenditure 
Budget. This phenomenon, once observed 
in the United States, is now increasing in 
developing countries (Tarzi [50]).

However, in cases in Indonesia, aside 
from tax corruption by companies, it is 
also carried out by officials on a small 
scale. There are numerous cases, and 
what happens seems to point to weak-
nesses in the administrative system that 
need clarification. 

Therefore, the government needs to 
enforce the law and is demanded to be 
more active in tax collection innovation. 
According to Lewis [51], this tax collection 
innovation must reduce the level of cor-
ruption and clientelism. Moreover, criti-
cism is warranted as, so far, the tax autho- 
rities have not been proactive in increa- 
sing LBT income. This can be observed 
from the suboptimal number of audits 

conducted by the Directorate General 
of Tax Data on licensing for palm oil 
plantations, forestry, mining, company 
business development reports, and land 
maps, which still require improvement  
(Faxon et al. [52]).

Additionally, the complexity of the 
LBT administration system for planta-
tions, forestry, and mining, along with 
weak information systems, contributes 
to decreased taxpayer compliance. The 
Directorate General of Tax and Local Re- 
venue Agencies must be more active in 
sending Tax Object Notification Letters at 
the beginning of the calendar year to plan-
tation license holders who are registered 
and unregistered as taxpayers. Further-
more, optimizing LBT income should be 
encouraged to be included in local plan-
ning agendas and targets to increase ori- 
ginal local income.

6. Conclusion
The final results of the dynamic sys-

tem simulation, predicting LBT income 
until 2032 (10 years), assume an average 
growth rate of 12% per annum and simu-
late without policy intervention to increase 
tax compliance and reduce potential tax 
losses (tax evasion and tax avoidance). 
The pessimistic scenario shows a mini-
mum income tendency for state income.

This simulation supports the first hy-
pothesis, indicating high tax evasion per 
tax object, averaging 14%, particularly at 
Plantation and Forestry objects. Mean-
while, Rivers, Sea, Cultivation, Storage, 
and Mining Land demonstrate that the 
second hypothesis has been proven.

In an optimistic scenario, if the Govern- 
ment intervenes with policies by increa- 
sing tax compliance and reducing potential 
tax loss by 50%, the contribution of each 
object changes, leading to an ideal, high-, 
and varied-income trend. The results show 
the maximum income change occurring in 
LBT with the objects of Rivers, Sea, Culti-
vation, Storage (0.82), Mining Land (0.63), 
Urban land (0.56), and Plantation and For-
estry (0.46). Thus, the third hypothesis is 
proven: increasing tax compliance and re-
ducing tax evasion significantly influences 
increasing LBT revenues.
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Various problems need clarification 
by the central and regional governments 
to increase LBT income. This involves re-
mapping, controlling, and calculating the 
amount of tax paid by taxpayers. Mini-
mizing control over illegal palm oil, mi- 
ning, and forestry companies, which have 
the potential to cause tax losses, is crucial. 
Therefore, the government needs to reform 
land maps by including legal clauses that 
determine complete cadastral boundaries. 
Imposing heavy sanctions on corrupt tax 
officials is necessary. Regional govern-
ments should carry out cross-sectoral co-
ordination to control taxpayers committing 

tax evasion, reduce tax corruption, increase 
taxpayer compliance, intensify tax sociali-
zation, and establish a tax police.

Contributions to tax theory and its 
implications in Indonesia, which still uses 
conventional variables (tax bargaining) 
in handling tax avoidance and tax eva-
sion, are kept to a minimum. In addition 
to minimizing tax avoidance and tax eva-
sion, this research recommends using the 
national LBT growth ratio variable, mea- 
sured by indicators such as GDP per ca- 
pita, number of taxpayers, inflation rate, 
land area, building area, and population, 
to increase LBT income.

References
1. Alm J., Martinez-Vazquez J., McClellan C. Corruption and firm tax evasion. Journal of 

Economic Behavior and Organization. 2016;124:146–163. https://doi.org/10.1016/j.jebo.2015.10.006 
2. Fiorino N., Galli E. Corruption and Growth: Evidence from Italian Regions. European Journal 

of Government and Economics. 2012;1(2):126–144. https://doi.org/10.17979/ejge.2012.1.2.4281 
3. Basem E., Saeh M. The Impact of Corruption on Some Aspects of the Economy. 

International Journal of Economics and Finance. 2013;5(8):1–8. https://doi.org/10.5539/ijef.v5n8p1 
4. Vasileva T. Tax Burden as an Indicator of Assessing the Impact of Taxation System on 

Region’s Economy. Advances in Social Science, Education and Humanities Research. 2020;392:411–414. 
https://doi.org/10.2991/assehr.k.200113.085 

5. Mayburov I.A., Kireenko A.P. Tax reforms and elections in modern Russia. Journal of Tax 
Reform. 2018;4(1):73–94. https://doi.org/10.15826/jtr.2018.4.1.046 

6. Bikoula S., Pondie T., Bate A. Rich for its creditors: is tax evasion in the natural resources sector 
helping to reduce Africa’s external debt? 2023. 33 p. https://doi.org/10.21203/rs.3.rs-3741578/v1 

7. Maksimchuk O., Maznitsa E., Chizho L. The role of tax potential in stimulating the 
effectiveness of innovation in the digital economy. E3S Web of Conferences. 2021;274:10003. 
https://doi.org/10.1051/e3sconf/202127410003 

8. Asher M., Nandy A. Property Tax in a City-State: The Case of Singapore. Policy and 
Society. 2003;22(2):50–75. https://doi.org/10.1016/S1449-4035(03)70019-8 

9. Gstach D. A property taxation mechanism with self-assessment. Metroeconomica. 
2009;60(3):400–408. https://doi.org/10.1111/j.1467-999X.2008.00351.x 

10. Pandya V., Tippett J. Land Tax, Justice, and the Unaffordability of Housing: Australian 
Experience. International Journal of Economics and Finance. 2017;9(10):86–94. https://doi.
org/10.5539/ijef.v9n10p86 

11. Freebairn J.W. Reforming State Taxes on Property. Tax and Transfer Policy Institute, 2020. 
Working Paper 6/2020. https://doi.org/10.2139/ssrn.3632676 

12. Kurauone O., Kong Y., Mago S., Sun H., Famba T., Muzamhindo S. Tax evasion, 
political/public corruption and increased taxation: evidence from Zimbabwe. Journal of 
Financial Crime. 2020;28(1):300–319. https://doi.org/10.1108/JFC-07-2020-0133 

13. Dowling G. The Curious Case of Corporate Tax Avoidance: Is it Socially Irresponsible? 
Journal of Business Ethics. 2013;124:173–184. https://doi.org/10.1007/s10551-013-1862-4 

14. Pazhanisamy R. Corruption in Tax and Taxing the Corruption. EconStor Preprints 193967, 
Leibniz Information Centre for Economics, 2019. 9 p. Available at: https://www.econstor.
eu/bitstream/10419/193967/3/Corruption-in-Tax-and-Taxing-the-Corruption.pdf (accessed: 
17.11.2023).

15. Staadt J. The Cultural Analysis of Soft Systems Methodology and the Configuration Model 
of Organizational Culture. SAGE Open. 2015;5(2):1–10. https://doi.org/10.1177/2158244015589787 

16. Shin H.S., Jeong A. Modeling the Relationship between Students’ Prior Knowledge, 
Causal Reasoning Processes, and Quality of Causal Maps. Computers & Education. 2021;163:104113. 
https://doi.org/10.1016/j.compedu.2020.104113 

https://doi.org/10.1016/j.jebo.2015.10.006
https://doi.org/10.17979/ejge.2012.1.2.4281
https://doi.org/10.5539/ijef.v5n8p1
https://doi.org/10.2991/assehr.k.200113.085
https://doi.org/10.15826/jtr.2018.4.1.046
https://doi.org/10.21203/rs.3.rs-3741578/v1
https://doi.org/10.1051/e3sconf/202127410003
https://doi.org/10.1016/S1449-4035(03)70019-8
https://doi.org/10.1111/j.1467-999X.2008.00351.x
https://doi.org/10.5539/ijef.v9n10p86
https://doi.org/10.5539/ijef.v9n10p86
https://doi.org/10.2139/ssrn.3632676
https://doi.org/10.1108/JFC-07-2020-0133
https://doi.org/10.1007/s10551-013-1862-4
https://www.econstor.eu/bitstream/10419/193967/3/Corruption-in-Tax-and-Taxing-the-Corruption.pdf
https://www.econstor.eu/bitstream/10419/193967/3/Corruption-in-Tax-and-Taxing-the-Corruption.pdf
https://doi.org/10.1177/2158244015589787
https://doi.org/10.1016/j.compedu.2020.104113


Journal of Tax Reform. 2024;10(1):100–121

119

eISSN 2414-9497

17. Warren K. Improving strategic management with the fundamental principles of system 
dynamics. System Dynamics Review. 2006;21(4):329–350. https://doi.org/10.1002/sdr.325 

18. Şenaras A.E. Structure and Behavior in System Dynamics: A Case Study in Logistic. 
Journal of Business Research-Turk. 2017;9(4):321–340. https://doi.org/10.20491/isarder.2017.334 

19. Esteso A., Alemany M., Ottati F., Ortiz A. System dynamics model for improving the 
robustness of a fresh agri-food supply chain to disruptions. Operational Research. 2023;23:28. 
https://doi.org/10.1007/s12351-023-00769-7 

20. Zheng M., Marsh J., Nickerson J., Kleinberg S. How causal information affects 
decisions. Cognitive Research: Principles and Implications. 2020;5:6. https://doi.org/10.1186/
s41235-020-0206-z 

21. Araya A., Dahalan J., Muhammad B. The Relationship Between Financial Patterns and 
Exogenous Variables: Empirical Evidence from Symmetric and Asymmetric ARDL. International 
Journal of Business Society. 2022;6(6):638–661. https://doi.org/10.30566/ijo-bs/2022.06.90 

22. Hekimoglu M., Barlas Y. Sensitivity analysis for models with multiple behavior modes: 
a method based on behavior pattern measures. System Dynamics Review. 2016;32(3-4):332–362. 
https://doi.org/10.1002/sdr.1568 

23. Schoenenberger L., Schmid A., Tanase R., Beck M., Schwaninger M. Structural Analysis 
of System Dynamics Models. Simulation Modelling Practice and Theory. 2021;110:102333.  
https://doi.org/10.1016/j.simpat.2021.102333 

24. Duke J., Gao T. Land Value Taxation: A Spatially Explicit Economic Experiment 
with Endogenous Institutions. Journal of Real Estate Finance and Economics. 2021;67:673–694.  
https://doi.org/10.1007/s11146-021-09875-9 

25. Paine J. Dynamic supply chains with endogenous dispositions. System Dynamics Review. 
2022;39(1):32–63. https://doi.org/10.1002/sdr.1725 

26. Tezel Ö., Tiryaki B., Özkul E., Kesemen O.A. New Goodness-of-Fit Test: Free Chi-
Square (FCS). Gazi University Journal of Science. 2021;34(3):879–897. https://doi.org/10.35378/
gujs.743444 

27. Narwane V.S., Raut R.D., Yadav V.S., Narkhede B.E., Priyadarshinee P. The role of 
big data for Supply Chain 4.0 in manufacturing organisations of developing countries. Journal 
of Enterprise Information Management. 2021;34(5):1452–1480. https://doi.org/10.1108/JEIM-11-
2020-0463 

28. Naumov S., Oliva R. Refinements to Eigenvalue Elasticity Analysis: Interpretation 
of parameter elasticities. System Dynamics Review. 2018;34(3):426–437. https://doi.org/10.1002/
sdr.1605 

29. Schoenenberger L., Tanase R. Controlling complex policy problems: A multimetho- 
dological approach using system dynamics and network controllability. Journal of Simulation. 
2018;12(2):162–170. https://doi.org/10.1080/17477778.2017.1387335 

30. Lin S.-H., Hsieh J.C. Is property taxation useful for the regulation of residential 
market? Reflections on Taiwanese experience. Journal of Housing and the Built Environment. 
2021;36;303–324. https://doi.org/10.1007/s10901-020-09756-2 

31. Qudrat-Ullah H., Seong B.S. How to do structural validity of a system dynamics type 
simulation model: The case of an energy policy model. Energy Policy. 2010;38(5):2216–2224. 
https://doi.org/10.1016/j.enpol.2009.12.009 

32. Zhang L., Zhao Q., Yu P., Li J., Yao D., Wang X., Wang L., Zhang L. Research on 
integrated simulation platform for urban traffic control connecting simulation and practice. 
Scientific Reports. 2022;12(1):4536. https://doi.org/10.1038/s41598-022-08481-w 

33. O’Hare B.A.M., Lopez M.J., Mazimbe B., Murray S., Spencer N., Torrie C., Hall S. 
Tax abuse – The potential for the Sustainable Development Goals. PLOS Global Public Health. 
2022;2(2):e0000119. https://doi.org/10.1371/journal.pgph.0000119 

34. Carrillo P., Donaldson D., Pomeranz D., Singhal M. Ghosting the Tax Authority: 
Fake Firms and Tax Fraud in Ecuador. American Economic Review: Insights. 2023;5(4):427–444.  
https://doi.org/10.1257/aeri.20220321 

35. Lembut P.I., Oktariani F. Real Earnings Management Sine Qua Non Book-Tax 
Differences in Tax Avoidance of Mining Sector Companies in Indonesia. Journal of Tax Reform. 
2023;9(3):430–450. https://doi.org/10.15826/jtr.2023.9.3.151 

36. Kollruss T. Optimized profit repatriation in multinational enterprises through cross-
border change of legal form and international tax management. Heliyon. 2023;9(6):e16713. 
https://doi.org/10.1016/j.heliyon.2023.e16713 

https://doi.org/10.1002/sdr.325
https://doi.org/10.20491/isarder.2017.334
https://doi.org/10.1007/s12351-023-00769-7
https://doi.org/10.1186/s41235-020-0206-z
https://doi.org/10.1186/s41235-020-0206-z
https://doi.org/10.30566/ijo-bs/2022.06.90
https://doi.org/10.1002/sdr.1568
https://doi.org/10.1016/j.simpat.2021.102333
https://doi.org/10.1007/s11146-021-09875-9
https://doi.org/10.1002/sdr.1725
https://doi.org/10.35378/gujs.743444
https://doi.org/10.35378/gujs.743444
https://doi.org/10.1108/JEIM-11-2020-0463
https://doi.org/10.1108/JEIM-11-2020-0463
https://doi.org/10.1002/sdr.1605
https://doi.org/10.1002/sdr.1605
https://doi.org/10.1080/17477778.2017.1387335
https://doi.org/10.1007/s10901-020-09756-2
https://doi.org/10.1016/j.enpol.2009.12.009
https://doi.org/10.1038/s41598-022-08481-w
https://doi.org/10.1371/journal.pgph.0000119
https://doi.org/10.1257/aeri.20220321
https://doi.org/10.15826/jtr.2023.9.3.151
https://doi.org/10.1016/j.heliyon.2023.e16713


Journal of Tax Reform. 2024;10(1):100–121

120

eISSN 2414-9497

37. Vitriana A. Increase in Land Value due to Spatial Transformation in the Northern 
Part of the Bandung – Cimahi Peri-urban Region. Journal of Regional and City Planning. 
2017;28(1):70–80. https://doi.org/10.5614/jrcp.2017.28.1.5 

38. Gumus E., Yalama G. Determinants of Tax Evasion Behavior: Empirical Evidence from 
Survey Data. International Business & Management. 2013;6(2):15–23. https://doi.org/10.3968/j.
ibm.1923842820130602.1085 

39. Hussain T., Maitlo S., Ul-Mustafa A.R., Mujahid H. Corruption, Governance, and 
Government Revenue. Journal of History and Social Sciences. 2022;13(2):122–133. https://doi.
org/10.46422/jhss.v13i2.228 

40. Awasthi R., Nagarajan M., Deininger K.W. Property taxation in India: Issues im-
pacting revenue performance and suggestions for reform. Land Use Policy. 2021;110:104539.  
https://doi.org/10.1016/j.landusepol.2020.104539 

41. Postali F.A.S. Tax effort and oil windfalls in the Brazilian municipalities. EconomiA. 
2015;16(3):395–405. https://doi.org/10.1016/j.econ.2015.08.001 

42. Stoilova D. The Impact of Tax Structure on Economic Growth: New Empirical Evidence 
from Central and Eastern Europe. Journal of Tax Reform. 2023;9(2):181–196. https://doi.
org/10.15826/jtr.2023.9.2.136 

43. Peacock A.T., Wiseman J. Approaches to the Analysis of Government Expenditure 
Growth. Public Finance Quarterly. 1979;7(1):3–23. https://doi.org/10.1177/109114217900700101 

44. Gounder N., Narayan P., Prasad A. An empirical investigation of the relationship 
between government revenue and expenditure: The case of the Fiji Islands. International Journal 
of Social Economics. 2007;34(3):147–158. https://doi.org/10.1108/03068290710726711 

45. Bimonte S., Stabile A. Local taxation and urban development. Testing for the side-effects 
of the Italian property tax. Ecological Economics. 2015;120:100–107. https://doi.org/10.1016/j.
ecolecon.2015.09.025 

46. Choiruzzad S.A.B. Tyson A., Varkkey H. The ambiguities of Indonesian Sustainable 
Palm Oil certification: internal incoherence, governance rescaling and state transformation. Asia 
Europe Journal. 2022;19(2):189–208. https://doi.org/10.1007/s10308-020-00593-0 

47. Lin Y., Wong Y., Wang K., Zhang Y., Dong R., Qu B., Zheng Q. TaxThemis: Interactive 
Mining and Exploration of Suspicious Tax Evasion Groups. IEEE Transactions on Visualization 
and Computer Graphics. 2021;27(2):849–859. https://doi.org/10.1109/tvcg.2020.3030370 

48. Bani-Mustafa A., Nimer K., Uyar A., Schneider F. Effect of Government Efficiency on 
Tax Evasion: The Mediating Role of Ethics and Control of Corruption. International Journal 
of Public Administration. 2024;47(2):90–105. https://doi.org/10.1080/01900692.2022.2086262 

49. Yamen A., Coskun A., Mersni H. Digitalization and tax evasion: the moderation effect 
of corruption. Ekonomska Istraživanja – Economic Research. 2023;36(2):214634. https://doi.org/10
.1080/1331677X.2022.2142634 

50. Tarzi S.M. Multinational Corporations and American Foreign Policy: Radical, 
Sovereignty-at-Bay, and State-Centric Approaches. International Studies. 1991;28(4):359–371. 
https://doi.org/10.1177/0020881791028004001 

51. Lewis B. Indonesia’s New Fiscal Decentralisation Law: A Critical Assessment. 
Bulletin of Indonesian Economic Studies. 2023;59(1):1–28. https://doi.org/10.1080/00074918.
2023.2180838 

52. Faxon H.O., Goldstein J.E., Fisher M.R., Hunt G. Territorializing spatial data: 
Controlling land through One Map projects in Indonesia and Myanmar. Political Geography. 
2022;98:102651. https://doi.org/10.1016/j.polgeo.2022.102651 

Information about the author
Azhari Aziz Samudra – Dr., Professor of Fiscal Administration and Policy, Department of 
Doctoral Program at Muhammadiyah University Jakarta (Jl. Cempaka Putih Tengah, Cempaka 
Putih, Jakarta Pusat, 10510, Indonesia); ORCID: https://orcid.org/0000-0003-1867-4145; e-mail: 
azhariazis.samudra@umj.ac.id

For citation
Samudra A.A. Property Tax in Indonesia: A Proposal for Increasing Land and Building 
Tax Revenue Using the System Dynamics Simulation Method. Journal of Tax Reform.  
2024;10(1):100–121. https://doi.org/10.15826/jtr.2024.10.1.159

https://doi.org/10.5614/jrcp.2017.28.1.5
https://doi.org/10.3968/j.ibm.1923842820130602.1085
https://doi.org/10.3968/j.ibm.1923842820130602.1085
https://doi.org/10.46422/jhss.v13i2.228
https://doi.org/10.46422/jhss.v13i2.228
https://doi.org/10.1016/j.landusepol.2020.104539
https://doi.org/10.1016/j.econ.2015.08.001
https://doi.org/10.15826/jtr.2023.9.2.136
https://doi.org/10.15826/jtr.2023.9.2.136
https://doi.org/10.1177/109114217900700101
https://doi.org/10.1108/03068290710726711
https://doi.org/10.1016/j.ecolecon.2015.09.025
https://doi.org/10.1016/j.ecolecon.2015.09.025
https://doi.org/10.1007/s10308-020-00593-0
https://doi.org/10.1109/tvcg.2020.3030370
https://doi.org/10.1080/01900692.2022.2086262
https://doi.org/10.1080/1331677X.2022.2142634
https://doi.org/10.1080/1331677X.2022.2142634
https://doi.org/10.1177/0020881791028004001
https://doi.org/10.1080/00074918.2023.2180838
https://doi.org/10.1080/00074918.2023.2180838
https://doi.org/10.1016/j.polgeo.2022.102651
https://orcid.org/0000-0003-1867-4145


Journal of Tax Reform. 2024;10(1):100–121

121

eISSN 2414-9497

Article info
Received December 1, 2023; Revised December 28, 2023; Accepted January 19, 2024

Информация об авторе
Азхари Азиз Самудра – доктор наук, профессор фискального администрирования и по-
литики, департамент докторантуры, Университет Мухаммадии в Джакарте (Jl. Cempaka 
Putih Tengah, Cempaka Putih, Jakarta Pusat, 10510, Indonesia); ORCID: https://orcid.
org/0000-0003-1867-4145; e-mail: azhariazis.samudra@umj.ac.id

Для цитирования
Samudra A.A. Property Tax in Indonesia: A Proposal for Increasing Land and Building 
Tax Revenue Using the System Dynamics Simulation Method. Journal of Tax Reform. 
2024;10(1):100–121. https://doi.org/10.15826/jtr.2024.10.1.159

Информация о статье
Дата поступления 1 декабря 2023 г.; дата поступления после рецензирования 28 дека-
бря 2023 г.; дата принятия к печати 19 января 2024 г.

https://orcid.org/0000-0003-1867-4145
https://orcid.org/0000-0003-1867-4145


Journal of Tax Reform. 2024;10(1):122–133

122

eISSN 2414-9497

© Samour A., Yilmaz I., 2024

Original Paper

https://doi.org/10.15826/jtr.2024.10.1.160

Do Capital Adequacy Ratios  
of the Banking System Affect the Taxation Performance:  

Novel Evidence from BRICS Nations
Ahmed Samour  , Ilker Yilmaz 
Dhofar University, Salalah, Sultanate of Oman
 asamour@du.edu.om

ABSTRACT
The empirical studies on the potential interconnection between tax and financial growth 
have gathered a great deal of attention from scholars and policymakers. However, the 
impact of regulatory capital on taxation performance has been ignored. In this context, 
the study aims to provide new discussion by assessing the linkage between capital 
adequacy and taxation revenues in the case of Brazil, Russia, India, China, and South 
Africa (BRICS) economies. We aim to find out the impact of capital adequacy ratios on 
the taxation performance of BRICS countries. We hypothesize that a stronger banking 
system is positively associated with higher taxation performance. A sound banking 
and financial system promotes economic development and growth, also resulting 
in the firms’ profitability and ultimately increasing the government’s tax revenues. 
Using the advanced quantile panel technique of the Methods of Moments Quantile 
Method (MM-QR), the study showed that capital adequacy positively influences 
taxation sustainability in the BRICS economies. Besides, the findings illustrated that 
economic growth positively increases taxation revenues in the BRICS economies. 
The study suggests that regulatory capital policies can positively influence financial 
stability by mitigating bank risk-taking incentives and offering a buffer against losses. 
Hence, an increase in capital adequacy will promote financial stability, which in turn 
leads to increased taxation revenues. However, higher capital adequacy may increase 
the franchise value of core banks’ activities, which in turn allows banks to attract new 
investments and funds that can be used for investment in risky market-based activities. 
Based on the empirical analysis, the study concludes that policymakers should focus 
more on capital regulation and sustainable taxation revenues.
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capital adequacy ratio, stronger banking system, taxation, economic development, 
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АННОТАЦИЯ
Эмпирические исследования потенциальной взаимосвязи между налогами 
и финансовым ростом привлекли большое внимание ученых и политиков. Тем 
не менее, влияние регулятивного капитала на эффективность налогообложения 
было проигнорировано. В этом контексте наше исследование призвано обеспе-
чить новую дискуссию путем оценки связи между достаточностью капитала бан-
ковской системы и налоговыми доходами в случае экономик Бразилии, России, 
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Индии, Китая и Южной Африки (БРИКС). Мы стремимся выяснить влияние 
нормативов достаточности капитала на налоговые показатели стран БРИКС. 
Мы предполагаем, что более сильная банковская система положительно связана 
с более высокими показателями налогообложения. Здоровая банковская и фи-
нансовая система способствует экономическому развитию и росту, что также 
приводит к прибыльности фирм и, в конечном счете, к увеличению налоговых 
поступлений в бюджет. Исследование с помощью передовой квантильной па-
нельной методики Methods of Moments Quantile Method (MM-QR) показало, что 
достаточность капитала положительно влияет на устойчивость налогообложе-
ния в экономиках стран БРИКС. Кроме того, полученные результаты показали, 
что экономический рост положительно влияет на налоговые поступления в эко-
номиках стран БРИКС. Исследование показывает, что регулятивная политика 
в отношении капитала может положительно влиять на финансовую стабиль-
ность, смягчая стимулы для принятия банками рисков и предлагая буфер на 
случай убытков. Следовательно, повышение достаточности капитала будет спо-
собствовать финансовой стабильности, что, в свою очередь, приведет к увели-
чению налоговых поступлений. Однако более высокая достаточность капитала 
может увеличить стоимость франшизы деятельности профильных банков, что, 
в свою очередь, позволяет банкам привлекать новые инвестиции и средства, ко-
торые могут быть использованы для инвестирования в рискованную рыночную 
деятельность. На основе эмпирического анализа в исследовании делается вывод 
о том, что директивным органам следует уделять больше внимания регулирова-
нию капитала для обеспечения устойчивых налоговых поступлений.

КЛЮЧЕВЫЕ СЛОВА
норматив достаточности капитала, сильная банковская система, налогообложе-
ние, экономическое развитие, БРИКС

1. Introduction
Tax is the most important source of 

income for many countries, and it is an 
important public finance policy tool for 
governments [1]. Tax is collected from 
individuals and corporations as a respon-
sibility, and it is used for the benefit of 
the whole society [2]. However, there has 
been a discrepancy between the increasing 
demand for governmental expenditures 
and the level of tax income collected, es-
pecially for developing countries [3] and it 
has been a challenge as well as a primary  
policy to increase tax to gross domestic 
product (GDP) ratio [4]. 

There have been significant differen- 
ces in tax income across the countries. The 
determinants of the taxation performance 
of governments are varied and can be cate- 
gorized in several ways, such as econo- 
mic and financial, social, and institutio- 
nal. Economic and financial factors might 
include public finance policies [5], GDP 
per capita [6], the level of export/import 
transactions and foreign direct investment 
(FDI) [7], the changes in macroeconomic 
conditions [8], the volatility of exchange 

rates [9], and the strength of financial sec-
tor [10]. Social and institutional factors are 
education level [11], the growth rate of the 
country’s population [12], political stabi- 
lity, freedom, and civil rights, and the ef-
ficiency of governmental mechanisms [7]. 

Among the financial factors, the 
strength of the financial sector, especially 
banks, play an important role in taxation 
performance. The financial sector per-
forms as the intermediary between the 
parties in need of funds and the parties 
with a surplus of funds and contributes to 
economic growth [13] by providing funds 
to real sector companies. Banks also have 
roles in facilitating tax collections and pro-
viding information about the transactions 
subject to taxation. 

Therefore, the banks’ strength and 
healthiness can have a pivotal role in tax 
performance. Capital adequacy ratios are 
among the most essential tools to measure 
the strength of banks. In this context, this 
concept is defined as a bank risk exposure 
indicator. Banks’ risks are re-categorized as 
different risks, including (market risk, cre- 
dit risk, interest and exchange rates risk). 
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The policy makers in the banking sec-
tors used the capital adequacy ratio as an 
effective adequate and security” measure 
for banks and libraries since they regard 
capital as a guardian or cushion to take 
away losses [14]. The prime purpose of 
these ratios is to reinforce the financial sta-
bility of the banking sector [15] and there-
fore, the position of an individual entity in 
and around the world is financial stability 
since the system improves the amount of 
risk involved in bank operations. 

One of the most critical discussions 
currently ongoing in financial sectors is 
the highly growing relationship between 
banking sector stability and the country 
financial development. 

We aim to find out the impact of capi-
tal adequacy ratios on the taxation perfor-
mance of BRICS countries. 

We hypothesize that a stronger banking 
system is positively associated with higher 
taxation performance. A sound banking 
and financial system promotes economic 
development and growth, also resulting 
in the firms’ profitability and ultimately 
increasing the government’s tax revenues. 

This is the first empirical study 
searching for the impact of capital ade-
quacy on the countries’ taxation perfor-
mance, and it has important contribu-
tions. The study uses BRICS countries 
as the sample. BRICS stands for the five 
emerging countries, Brazil, Russia, In-
dia, China, and South Africa. It is an 
informal group of countries with a total 
population of 3.2 billion as of 2021, 41% 
of the world population. All countries 
are also a member of G20, and their total 
GDP is approximately 33% of the global 
GDP. The main comparative advantage 
of BRICS countries is lower labor costs, 
demographics with a young population, 
and ample natural resources. They have 
been becoming a source of growth for 
trade, investments, and the international 
economy. They aim to work collectively 
on economic, social, and political issues. 

Besides, BRICS are the leading econo-
mies that highly implement Basel capital 
requirements. According to Basel III, hig- 
her capital adequacy rates reinforce finan-
cial stability by mitigating the probability 

of banks’ financial distress and reducing 
banks’ losses given default.

The article contributes to literature in 
several aspects. 

Firstly, it aims to ass the impact of eco-
nomic growth, and financial soundness on 
taxation performance. Unlike the previous 
studies, the article investigates the role of 
capital adequacy ratios in the linkage be-
tween economic, financial development 
and taxation performance. To the best of 
our knowledge, this is the first study that 
examines the impact of capital adequacy 
at the country level on the taxation perfor-
mance of the countries. 

Secondly, the article uses data from 
BRICS countries, the five leading emer- 
ging economies. The context of emerging 
economies is significantly different than 
that of developing countries in terms of 
economic and financial development, le-
gal system, investor protection, taxation 
system, etc. 

Thirdly, the article presents novel 
findings using the advanced technique of 
MMQR model. This approach captures 
the linkage among the selected variables 
through moment conditions. Therefore, 
the distributional and as well as hetero- 
geneous impacts are confirmed across 
quantiles. Besides, this technique reflects 
factual observations about the connection 
amid the focused variables that takes into 
account the fixed influences of distribu-
tion heterogeneity.

The remainder of the article is organized 
as follows: the next section provides a brief 
review of the related literature. Section 3 
presents the details of the data and meth-
odology. Section 4 and reports the results 
and discussion and the last section con-
cludes. 

2. Literature Review
Tax is a mandatory, non-repayable 

remittance the firms and people make to 
the local government for services inter-
mittently [16]. There are several factors 
affecting the countries’ tax revenue and 
the prior literature provided empirical 
evidence in different contexts. Gross do-
mestic product (GDP) growth is one of 
the most important determinants because 
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a higher GDP growth implies more capa- 
city for the governments to collect tax [17] 
and a broader tax base or taxable income 
at both individual and firm levels [4]. 

Empirical studies have presented the 
evidence about the effect of GDP growth 
on tax capacity in different contexts such 
as in OECD countries [18], in Middle East 
countries [19], and in Nigeria [20]. 

For instance, Adefolake & Omode-
ro [20] use the Vector Error Correction 
Model and evaluated the connection 
among tax revenue and economic growth 
in case of Nigeria. The author found a po- 
sitive significant linkage between tax reve-
nue and economic growth.

In addition to GDP, other macroeco-
nomic indicators and conditions affect tax 
revenues, including the unemployment 
rate [21], foreign direct investment [22], 
the reforms promulgated to ease inter-
national trade [23], a foreseeable macro-
economic environment [24], exchange 
rates [25], foreign trade and trade open-
ness of the country [26].

Extant literature documented the re-
lationship between financial sector deve- 
lopment and economic growth in different 
contexts and presented empirical evidence 
at global level [27], in meta-analysis of 
several studies [28], or country level such 
as in European countries [29], and in Pa-
kistan [30], for instance. The studies used 
several measures of financial develop-
ment in different contexts, in single-coun-
try cases or multi-country cases, and dif-
ferent periods, by considering the effects 
of some events such as global crises. 

However, there are some common in-
dicators used in most of the studies such 
as the ratio of liquid liabilities to gross do-
mestic product (GDP), which shows the 
size of financial institutions relative to the 
country’s economy; the ratio of commer-
cial banks’ assets to GDP; the ratio of the 
market capitalization of listed companies 
to GDP, among others [31]. 

The size, development, and stability 
of the banking sector have a crucial role 
in the overall financial development of 
a country due to the capital mobilization 
function performed by the banking sec-
tor. Higher levels of capital improve the 

stability and soundness of the banking 
sector because capital plays a buffer role 
against financial crises and financial dis-
tress and reduces the potential bankrupt-
cy costs [32], and leads to reductions in 
volatility [33], and systematic risk [34]. 

Therefore, it can be inferred that the 
capital levels of banks and the regulations 
of capital requirements are supposed to 
have a significant impact on economic 
growth via direct and indirect effects. In 
this context, the regulatory capital re-
quirements have important implications, 
by protecting and improving the banking 
sector stability and by forcing the banks to 
implement a more effective screening in 
their lending decisions. Capital adequacy 
ratio (CAR) is one of the most important 
regulations for banks and has been adop- 
ted in more than 100 countries aimed to 
ensure and maintain stability in the ban- 
king sector. CAR which has been pro-
posed by the Bank for International Settle-
ments (BIS) has developed over time in re-
sponse to financial crises, however, there 
exists a trade-off in setting the ratios. 

Stricter ratios might improve the ca-
pability of banks in their operations, but 
on the other hand, might hinder the abili-
ty to have the maximum benefit from the 
potential loans, as a result, harming the 
performance. However, there is a con-
sensus that capital requirements have 
a significant and value-adding impact on 
the banking sectors and overall macroeco-
nomic stability. 

An important concept in the context of 
financial sector development and econom-
ic growth is financial inclusion which can 
be defined as the availability and equality 
of opportunities to access financial ser-
vices [35]. The regulatory authorities in 
a country have important responsibilities 
to promote the financial inclusion of indi-
viduals and businesses because the regu-
lations like capital adequacy ratios affect 
all parties directly or indirectly. 

Anarfo et al. [36] conducted a study to 
examine the effect of financial regulation 
on financial inclusion by using financial 
stability as the moderating variable for the 
sample of Sub-Saharan African countries. 
Their results showed that tightening the 
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regulations and increasing capital adequa-
cy requirements affects financial inclusion 
negatively because of the reduction in 
banks’ capacity in extending financial re-
sources to the parties in need. They also 
concluded that the interaction between 
financial regulations and financial stabi- 
lity has a positive impact on financial 
inclusion. 

Credit facilities and extension mecha-
nisms are crucial for economic growth and 
development. Individuals and businesses 
should be able to access sources of finance, 
however, mismanagement of credit mech-
anisms may cause problems, resulting in 
the failure of businesses and threatening 
the stability of the financial system. The 
regulations and the regulatory capital of 
banks can play an important role. 

Stewart et al. [37] investigated the 
impact of regulatory capital on econo- 
mic growth by considering the role of cre- 
dit extension by using a large sample of 
124 countries for a long period from 1998 
to 2015, they analyzed the interdepen- 
dencies among regulatory capital, credit 
extension, and economic (GDP) growth. 
They found that regulatory capital pre-
vents unstable credit extension, which in 
turn affects GDP growth positively. They 
concluded that regulatory capital pro-
motes funding stability and contributes to 
the sustainability of economic growth. 

In this study, we hypothesize that 
there is a significant relationship between 
economic growth and the taxation perfor-
mance of a country, and economic growth 
is driven by financial sector development, 
among other factors. We also hypothesize 
that capital adequacy ratios play a cru-
cial role in the soundness and stability 
of banks. Along with the other players in 
the financial sector, banks assume a lea- 
ding role in meeting the financing needs 
of non-financial sector companies. There-

fore, the study aims to determine whether 
capital adequacy ratios significantly im-
pact taxation performance via the hypo- 
thesized channel. 

3. Methodology
The study aims to assess the impact 

of capital adequacy ratios, and economic 
growth on the taxation revenues in the 
case of BRICS states. The tested model of 
the current paper is structured as follows:

( , ),it it itTR f CA GDP=  (1)
where TRit stands the taxation revenues 
of the BRICS nations over the focused 
period, CAit stands the capital adequacy 
ratios, GDPit stands for economic growth. 

The data covers the period from 2002 
to 2019. The description and data sources 
are presented in Table 1.

It is crucial to affirm that employed 
data and models are stationary and free 
of cross-sectional dependence to reinforce 
that the findings of the tested model are 
correct. Therefore, before conducting the 
link amid CA, GDP, and TR, the study per-
formed a cross-sectional dependence (CD) 
statistical assessment. 

Besides, the study performed an aug-
mented cross-sectional IPS (CIPS) statisti-
cal test suggested by Pesaran [39] to assess 
cross-sectional dependence in the exami- 
ned model and to get reliable findings. 

In the next step, the work performed 
Pedroni co-integration technique to assess 
the long-run counteraction amid the se-
lected variables. This technique relies on 
error-correction and considers cross-sec-
tional dependence with robust critical as-
sessment values by bootstrapping co-inte-
gration. 

Besides, this technique is suitable 
when for small datasets and produces 
more reliable outcomes compared with 
classical co-integration assessments. This 

Table 1 Description and sources of data
Variables Description Source 

TRit Annual taxation as a share of GDP (OECD)

CAit Bank Regulatory Capital to Risk-Weighted Assets Federal Reserve Economic Data

GDPit GDP (constant 2015 US$) 



Journal of Tax Reform. 2024;10(1):122–133

127

eISSN 2414-9497

assessment is based on four different test 
statistics. With this technique, H0 stands 
the absence of co-integration level amid 
the selected variables, while H1 proves the 
existence of co-integration.

After assessing the cross-sectio- 
nal dependency, and integration issues, 
the study employed a novel technique, 
namely the Method of Moment Quan-
tile-Regression (MM-QR) as introduced 
by Machado & Silva [38]. Unlike classi-
cal techniques, this approach captures 
the linkage among the selected variables 
through moment conditions. 

Therefore, the distributional and as 
well as heterogeneous impacts are con-
firmed across quantiles. Besides, this tech-
nique reflects factual observations about 
the connection amid the focused variables 
that takes into account the fixed influences 
of distribution heterogeneity. This assess-
ment is important to capture the effects of 
the independent selected X variable on the 
Y dependent selected variables in diffe- 
rent quantile domains.

The MM-QR technique is a suitable 
statistical approach to assess the impacts 
of heterogeneity at different quantiles. 
The conditional quantile model in terms 
of modified location and scale parameter 
estimations is structured as follows:

( ) ,it it it i it itY X′= α + β+ ϕ + ∂ γ μ      (2)
where 0} 1i itPδ + ∂ γ > =  . The “I” is reflect-
ed by ( , )i i′α δ , i = 1 … n, and ∂ represents 
“K-vector” employed components of itX′  

that could be observed in various formats 
with specified l structures as follows:

( ), 1, ..., ,I I itX I k′∂ = ∂ =  (3)

itX′  means independently disposed of 
for any stabilized “I” and independent 
via time (t). μit means disposed of through 
time (t) and are orthogonal to “ itX′”. There-
fore, equation number (2) is formulated by 
the equation stated below:

( | )
( ( )) ( ).

y it

it iq it it

Q X
X q

τ =

′ ′= α +ϕ τ + β+ ∂ γ τ    
(4)

The independent estimated variables 
are implied by , which estimated in log of 
CAit, GDPit. 

Xit means the quantile distribu-
tion of Yit (the natural log of TRit),  
“ ( ) ( )it it it iX q′ α τ = α +ϕ τ ” stands the scalar 
estimated coefficient. The “τ” is implied 
through q(τ), which is structured by con-
sidering the optimization issue. 

min ( ( ) ),q it i it
i t

R qτ− ρ − ϕ + ∂ γ∑∑
 
(5)

where ( ) ( 1) { 0} { 0}A AI A AI Aτρ = τ − ≤ + τ >  
stands the check estimated function.

To acquire robustness of the captured 
parameters, the current study initially 
utilized three techniques related to long-
run interconnection analysis, namely, 
Fixed-Effect OLS (FE-OLS), Dynamic OLS 
(D-OLS) as developed by Pedroni [40], 
Fully Modified OLS (FM-OLS) techniques 
developed by Pedroni [40] (Figure 1). 

CD  test
CIPS  test
IPS test

Pedroni

DOLS model 
FMOLS model
EF-OLS model
MM-QR model

Heterogeneity
+ Co-integration

CSD
and Stationary 

Panel Long Run 
Estimation

Figure 1. Methodology structure of the current study
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4. Empirical Results 
The present section presents the empi- 

rical outcomes under cross-sectional depen- 
dence (CD) and unit root, co-integration, 
and estimating assessments. The outcomes 
of (CD) assessment displayed in Table 2 
illustrate that the H0 of cross-sectional in-
dependence for each variable valid. This 
indicates that the BRICS economies are as-
sociated through various channels such as 
the similarity of economies policies across. 

Besides, the outcomes of CIPS and IPS 
assessments displayed in Tables 3 and 4 

which illustrated that (GDPit, CAit, TRit are 
statically integrated at I(1) level. Pedro-
ni [40] assessment results are presented in 
Table 3, illustrating that employed panel 
data is statistically cointegrated.

We employed the MM-QR assess-
ments after affirming that the focused 
panel variables are cointegrated. Be-
sides the study employed FMOLS, 
FE-OLS, and DOLS, approaches to af-
firm the findings of MM-QR. The fin- 
dings of the used model are presented  
in Tables 4 and 5.

Table2. Results of the CD and CIPS unit root tests

Variables CD test p-value
CIPS test IPS

I(0) I(1) I(0) I(1)

TRit 18.44a 0.00 –2.01 –5.440a –0.43 –5.55a

GDPit 12.83a 0.00 –1.46 –6.340a –2.18 –6.60a

CAit 14.25a 0.00 –1.76 –5.435a –1.77 –5.66a

Note: a stands 1% level of significance.

Table 3. Results of Pedroni assessment 

Test Statistic Prob
Panel v 1.505005 0.4032
Panel rho –4.953261a 0.0000
Panel PP –5.504870a 0.0000
Panel ADF –1.008256 0.2043
Panel ADF –3.339718b 0.0004
Group PP –6.905059a 0.0000
Group ADF –1.541226 0.0616

Note: a, b, c means significance level at 1%, 5%, and 10 % levels, respectively.

Table 4. Panel quantile estimations (MMQR) results

Variables
Quantiles

0.10 0.20 0.30 0.40 0.50 0.60 0.70 0.80 0.90

GDPit 0.016a 0.046a 0.061a 0.084a 0.100a 0.115a 0.142a 0.260a 0.306

CAit 0.359a 0.323a 0.304a 0.2767a 0.256b 0.238c 0.205c 0.0611 0.004
Note: a, b, c means significance level at 1%, 5%, and 10 % levels, respectively.

Table 5. Results of panel estimation for BRICS nations

Variables
FM-OLS D-OLS FE-OLS

Coef t-stats Coef t-stats Coef t-stats

CAit 0.268a 4.036 0.184c 1.729 0.105a 3.691

GDPit 0.058a 3.363 0.046b 2.107 0.077a 4.451
Note: a, b, c means significance level at 1%, 5%, and 10 % levels, respectively.
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The MM-QR outcomes showed that 
economic growth positively promotes ta- 
xation revenues in BRICS countries. For 
all captured quantiles, the outcomes show 
an upsurge effect of economic growth 
on taxation from 0.135 in quantile 10th to 
0.306 in 90th quantile. The findings from 
FMOLS, DOLS, and EF-OLFS as presen- 
ted in Table 4, displayed that economic 
growth significantly affects taxation reve-
nues. The outcomes from FMOLS, DOLS, 
and EF-OLFS show that a 1% increase in 
capital adequacy in the tested economies 
led to increase the tax revenues by 0.268%, 
0.184%, and 0.105% from FMOLS, DOLS, 
and EF-OLFS tests, respectively.

In addition, the findings from MM-QR 
showed that capital adequacy positively 
affects taxation revenues in BRICS coun-
tries. For all captured quantiles, the out-
comes show capital adequacy has positive 
and significant impact on taxation. These 
findings affirmed the findings of MM-QR, 
which implied that economic growth sig-
nificantly affects taxation revenues. Be-
sides, the conclusions of the mentioned 
test showed that a one percent increase 
in capital adequacy ratios led to a rise in 
taxation revenues by 0.058%, 0.046%, and 
0.077% from FMOLS, DOLS, and EF-OLFS 
tests, respectively. These findings affirmed 
the findings of MM-QR.

Finally, the heterogeneous causali-
ty assessment approach, as advanced by 
Dumitrescu & Hurlin [41] is applied to ex-
plain the causality association among cap-
ital adequacy, economic growth, and tax 
revenues. The findings of this assessment, 
as displayed in Table 6, showed a unidi-
rectional causal association between GDP 
and taxation revenues. These findings af-
firmed that economic growth has a power-
ful influence on taxation performance. 

5. Discussion
Most empirical studies focused on ca- 

pital regulation’s direct and indirect effects 
on the financial performance and financial 
market. However, the impact of capital 
regulations on taxation has been ignored. 
The present study aims to present a novel 
discussion on the link between capital ade-
quacy and economic growth and taxation 
revenues in the case of BRICS economies. 

The study uses a novel technique, 
namely the Method of Moment Quan-
tile-Regression (MM-QR) as introduced 
by Machado & Silva [38]. In addition, the 
study uses, Fixed-Effect OLS (FE-OLS), Dy-
namic OLS (D-OLS) by Pedroni [40], Ful-
ly Modified OLS (FM-OLS) techniques to  
affirm the findings of MM-QR approach. 

The outcomes of MM-QR approach 
show that economic growth positively pro-
motes taxation revenues in BRICS coun-
tries for all captured quantiles. The out-
comes from FMOLS, DOLS, and EF-OLFS 
approve these findings, and affirm that 
economic growth positively promotes ta- 
xation revenues in the tested countries. 

The heterogeneous causality assess-
ment findings show that there is a causal 
link among economic growth, and tax re- 
venues. These findings a approve that eco-
nomic growth has a powerful influence on 
taxation performance. These findings are in 
line with Adefolake & Omodero [20], who 
found a positive significant linkage be-
tween tax revenue and economic growth. 

On other hand, MM-QR, FMOLS, 
DOLS, and EF-OLFS approach showed 
that capital adequacy positively affects 
taxation revenues in BRICS countries. 
These findings are in line with Stewart 
et al. [37] investigated the impact of regu-
latory capital on economic growth by con-
sidering the role of credit extension. 

Table 6. The results of Granger heterogeneous 
Null hypotheses Z-bar P-Value

GDPit does not homogenously cause TRit 1.977c 0.048

GDPit does not homogenously cause GDPit 0.621 0.530

CLit does not homogenously cause TRit 0.041 0.960

GDPit does not homogenously cause CLit 1.170c 0.293
Note: c stands the significance level at 1%.
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However, the banking sectors in BRICS 
nations play an essential role in sustainable 
development. In this context, the primary 
concern of regulatory authorities is to pro-
mote the Banks’ depositors’ safety by using 
minimum capital adequacy to encourage 
the banking sector’s efficiency. 

One of the notable achievements of 
regulatory authorities was the capital ad-
equacy standards that the Basel Commit-
tee had proposed. However, the primary 
purpose of capital Adequacy is to create 
a  secured business environment to pro-
mote the quality of banking supervision 
that contributes to improving the banking 
sector’s performance. 

BRICS are the leading economies 
that highly implement Basel capital re-
quirements. According to Basel III, higher 
capital adequacy rates reinforce financial 
stability by mitigating the probability of 
banks’ financial distress and reducing 
banks’ losses given default. Hence, an in-
crease in capital adequacy will promote 
financial stability, which in turn leads to 
increased taxation revenues. 

In this context, the study suggests that 
BRICS policymakers must design a regu- 
latory framework to encourage invest-
ment, economic growth, and taxation. The 
main limitations of this work that we have 
focused on the BRICS nations. Therefore, 
future studies can focus on other regions.

6. Conclusion 
Under Basel III the banking sectors 

face stricter capital requirements meaning 
that the ratio of equity to risk-weighted 
assets must rise to 8–12%. Some emerging 
economies such as BRICS nations, impose 
even stricter capital regulations to boost 
banks’ resilience to future financial and 
economic downturns. 

Currently, there is a debate about 
whether such an increase in capital re-
quirements benefits the economy. The 
present study is the first that assessed the 
impact of capital adequacy and econom-
ic growth on taxation revenues. In this 
context, the study aims to determine the 
impact of capital adequacy, and economic 
growth on taxation revenues in the case of 
BRICS countries.

In addition, the study uses an ad-
vanced quantile panel technique, name-
ly the Methods of Moments Quantile  
Method (MM-QR), to assess the link 
among the selected variables. Unlike 
classical techniques, this approach cap-
tures the linkage among the selected va- 
riables through moment conditions. Us-
ing the advanced quantile panel tech-
nique, the empirical findings showed 
that a 1% increase in economic growth 
promotes the taxation revenues across all 
captured quantiles (1st to 9th). 

Similarly, the outcomes from MM-QR 
showed that an once percent increase in 
capital adequacy positively impacted one 
taxation revenues across all captured quan-
tiles (1st to 9th). The work affirms the fin- 
dings by checking the robustness through 
the FMOLS, DOLS, and EF-OLS. The fin- 
dings of these tests confirmed the results 
of the MM-QR technique. However, the 
conclusions affirmed that capital adequa-
cy and economic growth promote taxation 
sustainability in the BRICS economies.

The study suggests that capital re- 
gulation may affect taxation revenues 
through the financial stability channel 
by mitigating the probability of banks’ 
financial distress and reducing banks’ 
losses given default. Hence, an increase 
in capital adequacy will promote financial 
stability, which in turn leads to increased 
taxation revenues. However, higher ca- 
pital adequacy may increase the franchise 
value of core banks’ activities, which in 
turn allows banks to attract new invest-
ments and funds that can be used for in-
vestment in risky market-based activities. 
Based on the empirical analysis, the study 
concludes that policymakers should focus 
more on capital regulation and sustaina-
ble taxation revenues. 

The present work aims to determine 
the impact of capital adequacy, and eco-
nomic growth on taxation revenues in the 
case of BRICS countries. However, the 
current paper has some limitations such as 
the study only focused on BRICS nations. 
Therefore, future studies can focus on oth-
er regions. The finding of this study may 
be debatable on various grounds as the 
selected variables do consider other va- 
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riables such as interest rate, financial de-
velopment, and foreign direct investment. 
Future empirical research can be done to 
incorporate the mentioned issues. In ad-
dition, the present work used MMQR tes- 
ting models to capture the linkage among 

the studied variables. Hence, the future 
studies can employ other advanced ap-
proaches (linear and nonlinear) models. 
Future empirical research may improve 
the models by including new variables for 
corporate governance. 
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ABSTRACT
The Indian government has recently transformed its indirect taxation system with 
the adoption of Goods and Service Tax (GST) in India. However, this taxation reform 
has a direct impact on the compliance behavior of the taxpayer as explicated by low 
GST revenue of the country. Since GST is a new taxation law in India, it become 
pertinent to explore the compliance behavior of GST taxpayers to proffer valuable 
suggestions and feedback to the concerned authorities for devising appropriate 
policies and strategies to comprehend and control the non-compliance behavior of 
the GST taxpayers. Therefore, the present study analyzed the compliance behavior 
of GST taxpayers by synthesizing the theory of planned behavior by collecting the 
data from 503 GST taxpayers using snowball random sampling with the application 
of exploratory and confirmatory factor analysis. The collected data was analyzed 
using exploratory and confirmatory factor analysis to confirm the theory of planned 
behavior to comprehend the compliance behavior of the GST taxpayers. The findings 
of the study assert that the theory of planned behavior explain the 60.1% variance of 
the total compliance behavior of the GST taxpayers. Moreover, the findings posit that 
the attitude, subjective norms and perceived behavioral control have a positive impact 
on the compliance behavior of the GST taxpayers. The proposed instrumental scale 
may be applied in future research studies to comprehend the compliance behavior 
of GST taxpayers at national and international level and therefore, this study may 
have major implications for the government, academicians and policy makers for 
improving the compliance behavior of the GST taxpayers.

KEYWORDS
confirmatory factor analysis, exploratory factor analysis, GST taxpayers, India, theory 
of planned behavior
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АННОТАЦИЯ
Индийское правительство трансформировало свою систему косвенного нало-
гообложения, приняв налог на товары и услуги (GST). Эта налоговая реформа 
оказывает непосредственное влияние на поведение налогоплательщика, что объ-
ясняется низкими доходами от налога на товары и услуги в стране. Поскольку 
налог на товары и услуги является новым законом о налогообложении в Индии, 
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стало актуальным изучить поведение плательщиков налога на товары и услуги, 
чтобы предложить обоснованные рекомендации органам власти для разработки 
соответствующих политик и стратегий улучшения контроля за несоблюдением 
требований плательщиками налога на товары и услуги. В данном исследовании 
было проанализировано комплаенс-поведение налогоплательщиков GST путем 
синтеза теории запланированного поведения. Был осуществлен сбор данных 
от 503 налогоплательщиков GST с использованием «снежного кома» случайной 
выборки с применением факторного анализа. Собранные данные были проана-
лизированы посредством исследовательского и конфирматорного факторного 
анализа для понимания комплаенс-поведения налогоплательщиков GST. Ре-
зультаты исследования подтверждают, что теория запланированного поведения 
объясняет дисперсию в 60,1% общего поведения налогоплательщиков GST. Полу-
ченные результаты свидетельствуют, что отношение, субъективные нормы и вос-
принимаемый поведенческий контроль оказывают положительное влияние на 
поведение плательщиков налога на товары и услуги. Предлагаемая инструмен-
тальная шкала может быть применена в будущих исследованиях для понимания 
поведения налогоплательщиков по соблюдению требований налога на товары 
и услуги на национальном и международном уровнях. Данное исследование мо-
жет иметь серьезные последствия для правительства, ученых и политиков в плане 
улучшения понимания поведения плательщиков налога на товары и услуги.

КЛЮЧЕВЫЕ СЛОВА 
подтверждающий факторный анализ, исследовательский факторный анализ, 
плательщики налога на товары и услуги, Индия, теория запланированного 
поведения

1. Introduction
The taxation system of a country is 

an integral part of overall economic de-
velopment of a country and is respon-
sible to make significant contribution in 
the achievement of desired social and 
economic goals. The taxation policy of 
a country is design not only to achieve fis-
cal objectives but also to attain socio-eco-
nomic objectives. This system is use by the 
governments around the world to spur 
their economic activities; encourage in-
vestment in sustainable projects; regulate 
the consumers spending on goods and 
services and to control the horizontal and 
vertical equity in their economies (Malka-
wi & Haloush [1]). 

Indubitably, the revenue from taxa-
tion enables the government to offer public 
goods and services that uphold and sus-
tain the economic system (Yew et al. [2]). 
It helps the government in attaining the 
sustainable revenue growth for their econ-
omies by parking adequate funding re-
sources for social programs and infrastruc-
ture investment (Ibrahim et al. [3]). 

However, the capability of the govern- 
ment to generate revenue is confined by 
numerous factors. The non-compliance be-
havior of the taxpayers is one of the major 

factors attributed to this phenomenon uni-
versally (Thaha et al. [4]). However, there is 
not any universally accepted definition of 
tax non-compliance but usually it is defined 
as the failure of taxpayer in fulfilling their 
taxation liabilities timely and accurately 
voluntarily or involuntarily (Hayat et al. 
[5]; Kirchler [6]). 

It is a universal issue that raise a con-
cern for both developed and develop-
ing economies as the higher the rate of 
non-compliance in a country, the higher 
the burden will be on compliant taxpayers 
to finance the government expenditures 
or necessitates shrinking vital expendi-
tures on development programs (Thaha 
et al. [4]). Therefore, the governments are 
enforcing taxation reforms in their taxation 
system to make their taxation system more 
efficient, transparent, and robust to tackle 
this universal issue (Yadav & Sankar [7]). 

In this direction, the government of 
India has also introduced the Goods and 
Service Tax (GST) in Indian economy from 
July, 2017. However, this taxation reform 
has a direct impact on the compliance  
behavior of the GST taxpayers as they are 
required to update their accounting sys-
tems and business processes, as well as be 
prepared to set up the correct accounting 
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and record-keeping systems, train their 
employees and have the appropriate soft-
ware to facilitate successful documentation 
and recording keeping for GST compliance 
(Chen & Taib [8] and Ramli et al. [9]).

Garg et al. [10] propound that GST 
taxation system inherited a complex and 
convoluted supply chain system for le- 
vying and collection of taxes from the tax-
payers which increase the probability of 
tax evasion and tax avoidance by the GST 
taxpayers. Tax evasion and tax avoidance 
are the key leading factors contributing 
to non-compliance behavior of GST tax-
payers. Tax evasion is defined as reducing 
tax liability of oneself by under-reporting 
their income deliberately. Conversely, tax 
avoidance involves reducing the tax ob-
ligations legally by taking the undue ad-
vantage of existing loopholes in a taxation 
system.

The indirect taxes constitute nearly 
13% of the GDP of the country in India, 
which illustrates a prominent role of indi-
rect taxation system in the Indian econo-
my (Singhal et al. [11]). Thus, the GST ta- 
xation system occupy a prominent role in 
the own tax revenue of the Indian states 
and central government which make it 
essential to examine the determinants of 
compliance behavior of GST taxpayers in 
India (Garg et al. [12]).

Garg et al. [13] have also posited that 
the GST implementation has adversely 
affected the revenue efficiency of the In-
dian states. Similarly, Mukherjee [14] has 
also instituted that the GST adoption has 
condense the taxation capacity of the In-
dian states. 

Dey [15] have also explored that the In-
dian states may suffer serious consequen- 
ces in the near future with the abolishment 
of GST compensation to the Indian states. 

Garg et al. [16] have propounded that 
GST implementation has a negative impact 
on the Indian economy. Similarly, Basava-
nagouda & Panduranga [17] have also con-
tended that the technical and complex GST 
system in India make it difficult for the GST 
taxpayers to comprehend and comply with 
the provisions of the GST law in India. 

Thus, the non-compliance behavior of 
GST taxpayers occupies a prominent role 

in the central problems of Indian economy 
especially where need for revenue increa- 
ses, but the tax base show declining trends.

The Theory of Planned Behavior (TPB) 
is one of the prominent theories in varieties 
of disciplines to comprehend and anticipate 
the human behavior (Ajzen & Driver [18]). 
However, there is hardly any study which 
has applied this theory to understand the 
complex phenomenon of non-compliance 
behavior of GST taxpayers in India. There-
fore, the present study endeavors to exa- 
mine the determinants of GST evasion and 
fraud behavior of GST taxpayers in India 
with the application of TPB theory.

The purpose of the article is to study the 
determinants of compliance behavior of 
GST taxpayers in India with the applica-
tion of theory of planned behavior.

The study has formulated the follo- 
wing conceptual hypothesis of the study:

H1: The attitude behavior of the GST 
taxpayers has a positive impact on the 
compliance behavior of the GST taxpayers.

H2: The peer group or subjective 
norms have a positive impact on the com-
pliance behavior of the GST taxpayers.

H3: The perceive behavior control 
have a positive impact on the GST tax- 
payer’s compliance behavior.

The rest of the study proceeds as follow: 
section 2 describes the past literature with 
the development of conceptual model for 
the current study. Section 3 describes the 
research methodology adopted for the cur-
rent study. Section 4 elaborates the results 
of the study by comparing it with past li- 
terature. Section 5 provides avenues for 
future research in this domain by putting 
a light on conclusive section of the study.

2. Literature Review
The non-compliance behavior of tax-

payers is a dynamic and multifaceted 
phenomenon that is affected by numerous 
factors. This has gained the prime attention 
of the researchers during the 1970s with 
the introduction of economic deterrence 
theory by Allingham & Sandmo [19]. This  
theory propound that the compliance deci-
sion of a taxpayer is purely based on eco-
nomic factors i.e. analysis of cost-benefit 
ratio by the respective taxpayer. The proba- 
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bility of being caught and penalized is as-
sumed as their expected cost and the taxes 
hoarded by the taxpayers by evasion of ta- 
xes are viewed as their respective income. 

However, this theory restricted its pe-
riphery only to economic factors and tries 
to examine this complex phenomenon 
by depending only on economic factors. 
Therefore, with time a number of academi-
cians take a controversial posture and cri- 
ticize this economic model for ignoring nu-
merous aspects and factors i.e. behavioral, 
social and cultural aspect (Alm et al. [20]). 
The critics emphasize that this model over-
simplifies the decision-making process of 
taxpayers and does not adequately account 
for various psychological, social, and in-
stitutional factors that influence tax comp- 
liance behavior of the taxpayers. 

Moving on in this direction ahead, 
several theories were evolved by numer-
ous academicians to comprehend this am-
biguous and complex phenomenon with 
more clarity and preciously.

Fishbein & Ajzen [21] propounded the 
Theory of Reasoned Action (TRA) which 
claims that the intention of an individual 
is a function of their attitude towards their 
behavior and subjective norms.

Ajzen [22] propounded the Theory of 
Planned Behavior (TPB) theory as an exten-
sion of the TRA theory, which contends that 
subjective norms, attitude behavior, and 
perceived behavioral control are the prima-
ry factors influencing the intentions of the 
people to involve in a particular behavior, 
which ultimately has an impact on beha- 
vioral performance. With time, the TPB the-
ory has emerge as one of the most widely 
used socio-psychological theory in a varie-
ty of disciplines i.e. IT, psychology, leisure, 
and even health to understand and predict 
human behavior. However, it is quite sur-
prising fact that there is hardly any study in 
GST domain which have applied TPB the-
ory for understanding the complex pheno- 
menon of compliance behavior of taxpayer.

2.1. Theory of Planned Behavior
TPB theory is an extension of TRA 

theory which is applied a variety of do-
mains to predict the intention of an indi-
vidual of indulging himself / herself in 

a particular action. This theory contends 
that subjective norms, attitude behavior, 
and perceived behavioral control are the 
primary factors influencing the intentions 
of the people to involve in a particular be-
havior, which ultimately has an impact on 
behavioral performance.

2.1.1. GST Taxpayer’s Attitude  
and Their Compliance Behavior

Attitude is usually described as 
a viewpoint or perception of an individu-
al towards a particular or specific behavior 
in progress. The attitude of taxpayers has 
a positive impact on their compliance de-
cision. The individuals who have positive 
attitude towards taxation system will have 
a belief that tax payment will have numer-
ous benefits not only confined to him / her 
but also for the society as a whole. They 
will have a perception that the taxes paid 
by them will be properly managed by their 
respective governments and will be revert-
ed to them in the form of infrastructure, 
education, health care and other public ser-
vices that are usually organized by the gov-
ernments to benefit all the people in a par-
ticular community (Putra & Osman [23]).

Conversely, an individual with neg-
ative attitude will hypothesize that tax 
payment will have negligible benefits and 
will try to evade taxes by tax avoidance 
and tax frauds. A number of research have 
propounded a positive impact of attitude 
on their compliance behavior. 

Witte & Woodbury [24] also observed 
a positive impact of attitude of taxpayer 
on their compliance behavior. Similarly, 
Kirchler et al. [25] also propounded a fa-
vorable impact of taxpayers on their com-
pliance behavior. A similar finding was 
also instituted by Alleyne & Harris [26] 
and Owusu et al. [27]).

2.1.2. Subjective Norms and Compliance 
Behavior of GST Taxpayers

Subjective norms are usually described 
as the perspective of individuals near 
to the taxpayers which may affect their 
compliance decision. It usually includes 
the peer groups i.e. relatives, friends, col-
leagues, role models and employees etc. 
which have a direct or indirect impact on  
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the compliance behavior of an indivi- 
dual’s compliance decision. It is convin-
cible by the available literature that the 
tax morale of a human being depends on 
the compliance behavior of others in the 
society. 

Kirchler et al. [25] also instituted that 
the taxpayers are found to be more in-
clined to engage in non-compliance prac-
tices if they perceive non-compliance prac-
tices as universal in their referent group. 

Palil [28] also affirm the notion that 
the compliance behavior of a taxpayer has 
a direct impact from the behavior and atti-
tude of other persons in their social group.

Lefebvre et al. [29] contends that 
when the taxpayers perceive high level 
of compliance behavior in their referent 
group, it does guarantee an improved 
version of compliance behavior explica- 
ting that it is not necessitate that a good 
illustration of compliance should always 
have any disciplinary effect on their com-
pliance behavior. On the contrary, if the 
taxpayers perceive the existence of high 
non-compliance practices in their peer 
group, it will surely decrease their com-
pliance behavior (Figure 1).

Nurwanah et al. [30] found a favora-
ble impact of subjective norms on the 
compliance behavior of the taxpayers. 
Bobek et al. [31] also affirm the notion 
and posit that subjective norms have a fa-
vorable impact on the taxpayer’s compli-
ance behavior. Saad [32] also contended a 
positive and significant impact of subjec-
tive norms on the compliance behavior of 
taxpayers. 

Maulana & Andrianingsih [33] have 
also explored a favorable impact of sub-
jective norms on the compliance behavior 
of the taxpayers. 

Wallschutzky [34] also posit that the 
probability of non-compliance behavior of 
taxpayers goes on increasing with the num-
ber of non-compliant peer group members; 
they have in their particular referent group.

2.1.3. Perceive Behavioral Control

Perceived Behavioral Control (PBC) is 
a crucial concept in the Theory of Planned 
Behavior (TPB), proposed by Ajzen [22]. It 
refers to an individual’s perception of the 
ease or difficulty in executing a particular 
behavior. PBC encompasses internal and 
external factors influencing one’s ability to 
accomplish an action. 

Ajzen [22] suggests that individuals 
assess their control beliefs by considering 
factors such as resources, skills, and obsta-
cles related to the behavior. High perceived 
control increases the likelihood of intention 
formation and action implementation. 
For instance, someone perceiving ease in 
accessing healthy food options is more 
likely to adopt a healthy eating behavior. 
PBC interacts with attitudes and subjective 
norms within TPB, influencing behavioral 
intentions. However, it acknowledges that 
perceived control might not always gua- 
rantee behavior due to external constraints 
or unforeseen circumstances. 

Smart [35] and Alleyne & Harris [26] 
reported a positive impact of PBC on tax-
payer’s compliance intention. However, 
Dey [36] instituted an indirect impact of 
PBC on the taxpayer’s compliance behavior 
with the interaction of subjective norms. 

Maulana & Andrianingsih [33] pro-
pounded a positive but insignificant im-
pact of PBC on the compliance behavior 
of the taxpayers. However, it is worth 
mentioning here that there are very limi- 
ted number of studies that have explored 

Behavioral Belief

Normative Belief

Control Belief

Attitude

Subjective Norms

Perceived Behavioral Control

Intention
Tax 

Compliance 
Behavior

Figure 1. Theory of Planned Behavior 
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the compliance behavior of taxpayers with 
the application of TPB theory, therefore, 
the impact of PBC on the taxpayer’s com-
pliance behavior is still ambiguous and 
unclear.

Thus, the above literature review has 
well documented that the compliance 
behavior of GST taxpayer is a worrying 
phenomenon for the Indian economy. Ho- 
wever, there is hardly any study which 
has focused on understanding this com-
plex phenomenon with the application of 
TPB theory. The government loses nearly 
5 trillion rupees in revenue from indirect 
taxes each year due to GST non-comp- 
liance among GST taxpayers. 

Moreover, the available literature has 
versed well with a number of studies con-
ducted on compliance behavior of taxpay-
ers for corporate and income taxpayer lea- 
ving the GST compliance behavior of GST 
taxpayers virtually unexplored. Therefore, 
this study tries to explore the determinants 
of compliance behavior of GST taxpayers 
with the application of theory of planned 
behavior in India.

3. Research Objective and Methodology
The main objective of the study is to 

explore the determinants of compliance 
behavior of GST taxpayers with the ap-
plication of TPB theory in India. For this 
purpose, the study has developed the in-
strumental scale by critically analyzing 
the extensive literature in this context. As 

majority of the study in this domain has 
confined its periphery to income tax and 
corporate taxpayers, therefore, it become 
necessitate to validate the developed in-
strumental scale with the help of experts 
working in this particular domain. 

Therefore, the proposed instrumental 
scale is validated with the help of 77 GST 
experts and academicians regularly wor- 
king in this phenomenon by conducting 
a semi structured interview. The majority 
of the GST experts agree on the proposed 
instrumental scale with the deletion of one 
research item. 

Thereafter the finalization of the in-
strumental scale by the GST experts, the 
study has collected the data from 152 GST 
taxpayers for the pilot survey and final 
refinement of the developed instrumen-
tal scale. The final proposed instrumental 
scale (after affirms the validity and relia-
bility) is used to collect the data from the 
GST taxpayers. 

The final data was collected from 577 
GST taxpayers using snowball random 
sampling with the help of the GST experts. 
However, the final analysis integrated 
only 503 questionnaires as 74 question-
naires have to be excluded due to illegible, 
duplicate and incomplete responses from 
the respondents. 

Figure 2 explicate the research meth-
odology adopted for the development 
of the instrumental scale for the current 
study.

Through examination of available literature for framing conceptual model

Selection of GST experts for qualitative interview

Expert’s census for selected items at step I

Preliminary survey for final refinement of instrumental scale

EFA and CFA analysis of items selected in IV step

Figure 2. Development of Instrumental Scale
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The final collected data was analyzed 
using Exploratory Factor Analysis (EFA) 
and Confirmatory Factor Analysis (CFA) 
to validate the theory of planned behav-
ior for understanding the complex phe-
nomenon of compliance behavior of GST 
taxpayers. These are the most advance 
statistical tool to develop and validate the 
instrumental scale in social science with 
the application of any theory.

4. Results
The compliance behavior of GST tax-

payers is a multifaceted phenomenon 
which is affected by numerous factors. 
However, there is hardly any study which 
has applied the Theory of Planned Behavior 
(TPB) to comprehend the compliance be-
havior of GST taxpayers around the globe. 
Therefore, it becomes imperative to deve- 
lop a comprehensive instrumentals scale by 
applying TPB theory for comprehending 
the complex and multifaceted phenomenon 
of compliance behavior of GST taxpayers. 

The initial step for the development 
of comprehensive instrumental scale is 
to classify the information from mul-
tiple variables into fewer components  
using EFA analysis. Typically, EFA is the 
preliminary step in the development of 
comprehensive scale to facilitate the es-

tablishment of a theoretical construct’s di-
mensions. For the application of EFA, the 
study should have a sample of minimum 
five responses against each research item 
of the instrumental scale. 

Field [37] and Hair et al. [38] pro-
pounded a sample in the ratio of 1:10 for 
each research item of the instrumental scale 
for ensuring the applicability of the factor 
analysis on the research items, whereas 
Comrey & Lee [39] instituted a minimum 
sample of 300 respondents for the same. 

The sample size for the current study 
is 577 for 15 research items (in the ratio of 
38:1) for measuring three constructs name-
ly attitude behavior, subjective norms and 
perceived behavioral control. Similarly, to 
ensure the sampling adequacy, the study 
has applied the KMO and Bartlett’s test of 
sphericity as illustrated in Table 1 with the 
following alternate hypothesis H1: Corre-
lation matrix is significant.

Table 1. Measurement of Sampling 
Adequacy
KMO Measure 0.843
Bartlett’s Test of sphericity 
(Approx. Chi Square

2631.918

DF 105
P-Value 0.000*

Notes: *sig. at 1%

Table 2. Result of Exploratory Factor Analysis
Latent 

Construct Item Code Standardized 
Factor Loading Eigen-value % 

Variance 
% 

Cumulative 
Cronbach 

Alpha

Subjective 
Norms

SN08 0.804

3.010 20.063 20.063 0.833
SN09 0.784
SN06 0.778
SN07 0.765
SN10 0.729

Attitude 
Behavior

AB01 0.816

3.008 20.055 40.118 0.833
AB02 0.787
AB04 0.777
AB03 0.764
AB05 0.722

Perceived 
Behavioral 
Control

PBC14 0.829

3.003 20.019 60.137 0.830
PBC12 0.778
PBC13 0.773
PBC15 0.745
PBC11 0.732

Notes: The factor was extracted using principal components analysis with varimax Kaiser normalization 
rotation. a Rotation converged in six iterations.



Journal of Tax Reform. 2024;10(1):134–148

141

eISSN 2414-9497

The computed value of KMO measure 
(χ2 = 0.843 with p-value 0.00) explicates 
that the sample size of the current study 
is highly suitable for the application of 
factor analysis technique. Moreover, the 
statistical value for Bartlett’s test of spheri- 
city (χ2 = 0.843, DF 105, with p-value 0.00) 
illustrates that the correlation matrix is 
highly significant as indicated by signifi-
cant p-value.

After affirming the suitability of the 
research data for factor analysis tech-
nique, the study has applied the EFA and 
CFA statistical tool as presented in Table 2 
and Figure 3 respectively. 

The result of the factor analysis af-
firms three factors explaining 60.137% of 
total research variable variance. The first 
factor was labeled subjective norms with 
eigenvalue of 3.010 explaining 20.063% of 
the research variable variance. Subjective 
norms refer to the perceived social expec-

tations or pressures that an individual tax-
payer perceives from their surrounding 
environment regarding certain behaviors 
or actions. These norms are based on an 
individual’s beliefs about what other peo-
ple in their referent group think that they 
should or should not do in a particular si- 
tuation. They encompass the influence of 
social factors i.e. family, friends, culture, 
and society, on an individual’s attitudes 
and behaviors.

Subjective norms play a significant 
role in shaping an individual’s decisions 
and actions, as people often consider the 
opinions and expectations of others when 
making choices. In the past, a number of 
studies affirm the notion that the compli-
ance behavior of taxpayers has a direct 
impact from what other people (i.e. rela-
tive, friends, colleagues, employees) per-
ceive about the non-compliance behavior 
of the taxpayer and whether they approve 

SN08

SN09

SN06

SN07

SN10

e1

e2

e3

e4

e5

Subjective
Norms

0.75

0.71
0.73
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0.65

AB01

AB02

AB04

AB03

AB05

e6

e7

e8

e9

e10

Attitude
Behavior

0.78

0.73
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PBD14

PBD12
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PBD15

PBD11

e11

e12

e13

e14

e15
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Behavioral

Control

0.80
0.71
0.72
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0.63

0.17

0.08
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Figure 3. Measurement Model
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or disapprove this type of behavior of the 
taxpayers. 

Wallschutzky [34] have instituted that 
subjective norms have a direct impact on 
the compliance behavior of the taxpayers. 
Kirchler et al. [25] and Palil [28] also ex-
plored that the subjective norms have a fa-
vorable impact on the compliance behavior 
of the taxpayers. 

Bobek et al. [31] and Lefebvre et al. 
[29] also affirm this notion and conclude 
that compliance behavior of the taxpayers 
is affected by the referent groups to which 
the taxpayers belong. 

Saad [32] explicate that the peer group 
of the taxpayers have a direct impact on 
their decision of whether to comply or not 
with the tax norms of the country. Owusu 
et al. [27] have also instituted that the 
compliance decision of the taxpayers has 
a direct impact from the subjective norms 
of the referent group of the taxpayers. 

Similarly, the findings of the factor 
analysis explicates that the subjective 
norms of the referent group are a major 
predictor of the compliance behavior of 
GST taxpayers. In the TPB framework, 
the attitude component refers to an in-
dividual’s evaluation or perception of 
a particular behavior. It involves one’s 
overall assessment of whether the beha- 
vior is favorable or unfavorable, positive, 
or negative. 

This component reflects the personal 
belief about the potential outcomes or con-
sequences of engaging in that particular 
behavior. Attitude in this theory encom-
passes an individual’s feelings, emotions, 
and thoughts toward the behavior, influ-
encing their willingness or motivation to 
perform or avoid the behavior based on 
these assessments (Figure 3).

The results of the factor analysis af-
firm the attitude behavior of the taxpayers 
as the 2nd most import factor in explaining 
the compliance behavior of GST taxpayers 
with a research variance and eigenvalue 
of 20.055 and 3.008 respectively. The atti-
tude of the taxpayers toward the payment 
of taxes has a direct impact on their deci-
sion whether to comply or not to comply 
with the rules and regulations of the tax 
laws of their respective countries. 

Witte & Woodbury [24] and Kirchler 
et al. [25] have also affirmed this notion 
and conclude that the attitude of the tax-
payers has a significant impact on the 
compliance behavior the taxpayers. Al-
leyne & Harris [26]; Putra & Osman [23] 
and Owusu et al. [27] has also posited that 
the attitude of the taxpayers towards tax-
ation system has important inferences on 
the intention of the taxpayers to comply 
with the tax law. 

Onu [40] have instituted that the fa-
vorable attitude of the taxpayers toward 
the taxation system does not assure that 
the particular taxpayer will adhere to the 
rules and regulation with hundred cent 
accuracy. 

Thus, the results affirm the notion 
that the attitude of the GST taxpayers to-
ward the GST taxation system of the coun-
try has a direct impact on their intention 
whether to comply or not to comply with 
the GST law of the country. Moreover, the 
Perceived Behavioral Control (PBC) in the 
TPB theory relates to an individual percep-
tion of easiness or difficulty in performing 
a certain behavior. It reflects the person’s 
belief in their capability to successfully 
execute the behavior, considering both 
internal and external factors that may fa-
cilitate or hinder its accomplishment. This 
component considers elements like skills, 
resources, opportunities, and external cir-
cumstances that could impact one’s ability 
to engage in the behavior. 

Essentially, perceived behavioral con-
trol examines the extent to which an indi-
vidual feels in control of performing the 
behavior, influencing their intentions and 
actual behavioral execution. The theory 
of reason action was extended by Fishbe-
in & Ajzen [21] by incorporating PBC to 
explain the non-volitional behavior. Ho- 
wever, a number of studies conducted by 
Bobek [36]; Dey et al. [41]; Hamid [42], Ba-
ni-Khaleed et al. [43] and Owusu et al. [27] 
do not found any significant impact of PBC 
on compliance decision of the taxpayers. 

But Bobek [36] have propounded that 
the PBC in TPB framework intermingle 
with subjective norms to decide the com-
pliance decision of the taxpayers. Similar-
ly, Alleyne & Harris [26] also instituted 
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that the PBC has an impact on the compli-
ance behavior of the taxpayers. 

Moreover, Figure 3 illustrates the 
measurement model of the study for de-
veloping the instrumental scale for meas-
uring the compliance behavior of the GST 
taxpayers with the help of the theory of 
planned behavior. The internal consisten-
cy of the model has been evaluated on the 
basis of Cronbach’s alpha as presented in  
Table 3. As a standardized rule, the value of 
Cronbach alpha should be higher than 0.7, 
whereas the value above 0.8 is considered 
as good and a value of Cronbach alpha is 
considered as a symbol of exceptional in-
ternal consistency (Garg et al. [44]). 

In our analysis, the value of Cronbach 
alpha ranges from 0.830 to 0.833 as dis-
played in Table 3 illustrating that the in-
strumental scale has high level of internal 
consistency. Moreover, the value of AVE 
as explicated in table III is greater than 0.5 
ensuring the discriminant validity of the 
measurement model. Similarly, the va- 
lue of Composite Reliability (CR) for all 
the three constructs of TPB framework is 
greater than 0.7 explicating the high relia-
bility of the instrumental scale as presen- 
ted in table III. The Convergent Validity 

(CV) of the measurement model stipulates 
the convergence between the research 
items included in the study. CV is usually 
assessed with the help of the standardized 
factor loading of the measurement mo- 
del where the factor loading of above 0.5 is 
usually indicate that the constructs of the 
measurement model are highly substan-
tial and demonstrative of their construct. 

The value of the factor loading for the 
measurement model of the study ranges 
from 0.722 to 0.829 as illustrated in Table 3 
ensuring the convergent validity of the 
measurement model of the study. Similar-
ly, the Discriminant Validity (DV) of the 
measurement model is generally assessed 
with the help of the AVE where the value 
of AVE should be greater than the value 
of MSV which ensure that each and every 
construct of the measurement model is 
independent and distinct from other con-
structs of the measurement model. 

The value of AVE is greater than the 
value of MSV as explicated in table III 
ensuring the discriminant validity of the 
measurement model of the study. More-
over, the square root of AVE is greater 
than the correlation values of the con-
struct (Table 4). 

Table 3. Assessment of Discriminant Validity

Factor Name Attitude Subjective 
Norms

Perceived 
Behavioral 

Control
CR AVE MSV MaxR(H)

Attitude 0.708 – – 0.834 0.501 0.027 0.837
Subjective Norms 0.076 0.708 – 0.833 0.501 0.006 0.839
Perceived Behavioral Control 0.166* 0.025 0.709 0.834 0.502 0.027 0.843
Notes: The values in off diagonal represent the correlation between construct and diagonal value (in bold 
and italic) exhibits the square root of AVE obtained from observed variables.
*Significant at 1%.

Table 4. Results of goodness of fit indices
Statistical Measures Model Fit Indices Threshold Limit Model Interpretation

χ2 90.335 – –
DF 87 – –
χ2 / DF 1.038 Between 1 to 3 Excellent
CFI 0.998 > 0.95 Excellent
GFI 0.977 > 0.90 Excellent
SRMR 0.029 < 0.08 Excellent
NFI 0.966 > 0.90 Excellent
TLI 0.998 > 0.90 Excellent
RMSEA 0.009 < 0.06 Excellent
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Moreover, the study has used the uni-
versally used goodness of fit indices as 
presented in Table 4 for checking the fit-
ness of the measurement model. The com-
puted statistics for all goodness of fit indi-
ces is within the threshold limit depicting 
that the measurement model is highly fit 
for measuring the determinants of compli-
ance behavior of GST taxpayers with the 
application of TPB theory.

5. Discussion
The above discussion has explicated 

that GST compliance behavior is a wor- 
rying phenomenon for all countries across 
the globe. The governments around the 
worldwide are adopting different kind of 
taxation system to put a check on the tax 
evasion and tax fraud practices adopted 
by the taxpayers. 

However, it is a bitter truth that all the 
taxpayers of a country can never be 100% 
compliant in their tax obligations, but it 
is also true that the compliance behavior 
of taxpayers may be improved by under-
standing the phenomenon of why taxpayer 
evade taxes. This may be the first study to 
explore the compliance behavior GST tax-
payers especially with the application of 
theory of planned behavior. 

The findings of the study as discussed 
above affirm that the compliance behavior 
of GST taxpayers is a multifaceted phe-
nomenon which is affected by a number 
of factors. The results assert that the the-
ory of planned behavior explain 60.137% 
of the compliance behavior of the GST 
taxpayers. The findings of the study il-
lustrates that the compliance behavior of 
taxpayers is affected by the attitude of the 
GST taxpayers towards the GST taxation 
system of the country resulting in accep- 
tance of first hypothesis of the study. 

A number of studies conducted by Pu-
tra & Osman [23]; Witte & Woodbury [24]; 
Kirchler et al. [25] and Owusu et al. [27] 
also affirmed this notion and concludes 
that the attitude of taxpayers has a favora-
ble impact on the compliance behavior of 
the taxpayers. 

Similarly, the results affirm that the 
GST taxpayers are social human being 
who lives in society and their compliance 

behavior is directly or indirectly influence 
by the behavior of their peer or referent 
group resulting in acceptance of H2. 

The results are in line to past studies 
conducted by Kirchler et al. [25]; Owu- 
su et al. [27]; Palil [28]; Lefebvre et al. [29] 
and Bobek et al. [31]. 

Moreover, the hypothesis H3 is also 
accepted which explicates that PBC also 
play a significant role in influencing the 
compliance behavior of taxpayers. 

Thus, the findings of the study assert 
in acceptance of all three-hypothesis for-
mulated for achieving the objective of the 
study and conclude that the compliance 
behavior of GST taxpayers is positive-
ly impacted by the attitude, subjective 
norms and perceived behavioral control 
prevailing in the GST taxation system of 
the country. 

The findings of the study may be used 
to comprehend the compliance behavior 
of GST taxpayers at nation and interna-
tional levels with the application of theory 
of planned behavior and the findings of 
the study may be generalized. 

However, to comprehend the compli-
ance behavior of the taxpayers with more 
consistency and high predictive power, 
the theory of planned behavior may be ex-
tended by adding some other constructs. 

Therefore, a future study may be 
conducted in this domain by extending 
the theory of planned behavior for com-
prehending the compliance behavior of 
the GST taxpayers and to generalize the 
findings of the study. However, the fin- 
dings of the study are based on the GST 
taxpayers of the Indian country only and 
therefore the findings of the study may 
be used for conducting further research 
in this domain accordingly.

6. Conclusion
This study endeavors to explore the 

determinants of compliance behavior of 
GST taxpayers in India with the applica-
tion of theory of planned behavior. The re-
sults of the study inferred that the attitude 
of the GST taxpayers, subjective norms 
and perceived behavioral control are the 
major predicator of compliance behavior 
of GST taxpayers in India explaining over 
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60% of research variable variance. Simi-
larly, the results of the CFA analysis also 
affirm the factor extracted from explorato-
ry factor analysis with the application of 
theory of planned behavior. 

The finding of the study exhibits 
that the compliance behavior of GST tax- 
payers is positively impacted by the at-
titude of the GST taxpayers towards the 
GST taxation system, subjective norms 
and perceives behavioral control. The 
foremost important factor is subjective 
norm explaining a 20.063% of the total 
research variable variance in determining 
the compliance behavior of GST taxpayer. 

The government should try to build 
up a common perception in the society 
that the payment of taxes to the govern-
ment helps in transformation and deve- 
lopment of the nation to create a common 
environment of trust and accountability 
among the taxpayers that the guardian of 
the country is utilizing the resources of the 
country in a honest and best fit manner. 
This common believe of the public will 
also help in boosting the overall compli-
ance behavior of the GST taxpayers as 
subjective norms also have a favorable 
impact on the compliance behavior of 
taxpayers as explicated by the result of 
the study. The government should try to 
build a belief among the GST taxpayers 
that their involvement in non-compliance 
practices may disapprove them from their 
peer or social group. 

Similarly, the 2nd most important fac-
tor is attitude of GST taxpayers towards 
the GST system of the country in theory of 
planned behavior. Therefore, the govern-
ment should take necessary measures to 
transform the positive attitude of the GST 
taxpayers towards the GST tax payments. 
The government should organize various 

seminars and programs from time to time 
to change the attitude of the taxpayers 
and to comprehend them the importance 
of payment of taxes by them in the deve- 
lopment of the Indian economy. Similarly, 
the perceived behavioral control also has 
an impact on the compliance behavior of 
the GST taxpayers. 

Therefore, the government should 
take corrective measures to remove the 
existing loopholes in the existing GST 
system to control the raising GST frauds 
in the country. Moreover, the sanc-
tions of the GST law should be applied 
through the prism of justice and partial-
ly to a more serious category of offenses 
rather than simply categorizing them as 
misdemeanors. For this, the government 
may formulate a special committee and 
fast track tribunals for taking final deci-
sions timely to create a sense of positive 
attitude among the taxpayers that their 
involvement in the GST fraud may result 
in strict punishment and heavy fines. 

The organization of seminars and 
programs by the government against the 
GST frauds may help in building a sense 
of believe among the public that their as-
sociation in the GST fraud may disapprove 
them from their social or referent group. As 
GST has a major share in own tax revenue 
of the Indian states, therefore, it become ne-
cessitate to formulate appropriate policies 
and strategies to combat the non-comp- 
liance behavior of the taxpayers to improve 
the taxation revenue of the country. 

This study has major implications 
for the government and policy makers in 
comprehending the compliance behavior 
of GST taxpayers in India for devising ap-
propriate policies and strategies to control 
the prevailing GST frauds in the existing 
GST system of the country.
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CEO Characteristics and Tax Aggressiveness  
in Indonesian Family Firms:  

The Upper Echelons Theory Perspective
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ABSTRACT
Tax aggressiveness is an effort that companies can undertake to save on tax payments. 
One of the factors driving why tax aggressiveness is pursued is the presence of CEO. 
This study emphasizes the characteristics of CEO. Therefore, this study aims to 
analyze the effect of CEO characteristics on tax aggressiveness based on the upper 
echelon’s theory perspective. CEO characteristics are divided into CEO tenure, 
educational background, and gender. CEO tenure in this study is proxied by how 
long someone has held the position of CEO, while educational background and 
gender are proxied using dummy variables. The choice of profitability is because 
profit is used as the main basis in tax calculation. The sampling technique used was 
purposive sampling, with an observation period of 2019–2022 in the seventy family 
firms listed on the Indonesia Stock Exchange (IDX). The data used is panel data and 
analyzed employing the EViews program. The model estimation tests feasible to 
use was the fixed effect model (FEM). The regression results show that CEO tenure, 
educational background, and gender partially and simultaneously affected tax 
aggressiveness. The study results generally indicate that family-owned companies 
tend to utilize more tax aggressiveness. At the same time, the level of education of the 
general director has a negative effect on tax aggressiveness, i.e. the higher the level 
of education, the less tax aggressiveness. The gender asymmetry is that women as 
family business leaders demonstrate greater tax aggressiveness than male leaders. 
Therefore, the benefit of this research from the government’s perspective is to 
formulate policies to reduce efforts of tax aggressiveness, especially for companies 
predominantly owned by families.

KEYWORDS
CEO tenure, CEO educational background, CEO gender, tax aggressiveness, family 
firms
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Характеристики генерального директора  
и налоговая агрессивность в индонезийских семейных фирмах: 

применение теории высших эшелонов
Рахмавати Мейта Октавиани1  , Абдул Рохман2 , Зулайха Зулайха2 
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АННОТАЦИЯ
Налоговая агрессивность – это усилия, которые компании могут предпринять, 
чтобы сэкономить на налоговых платежах. Одним из факторов, обуславлива-
ющих налоговую агрессивность, является наличие генерального директора. 
В данном исследовании особое внимание уделяется характеристикам генераль-

https://doi.org/10.15826/jtr.2024.10.1.162
https://orcid.org/0000-0002-6770-1464
https://orcid.org/0000-0002-3941-3780
https://orcid.org/0000-0001-5947-5893
https://orcid.org/0000-0002-6770-1464
https://orcid.org/0000-0002-3941-3780
https://orcid.org/0000-0001-5947-5893


Journal of Tax Reform. 2024;10(1):149–161

150

eISSN 2414-9497

ного директора. Исследование направлено на анализ влияния характеристик 
генерального директора на налоговую агрессивность с точки зрения теории 
верхнего эшелона. Характеристики генерального директора подразделяются 
на срок пребывания в должности, образование и пол. Срок пребывания в долж-
ности генерального директора в этом исследовании определяется тем, как долго 
кто-то занимал должность генерального директора, в то время как образование 
и пол определяются с помощью фиктивных переменных. В дополнение к этим 
трем измерениям, в исследовании также использовалась рентабельность в каче-
стве контрольной переменной. Выбор рентабельности обусловлен тем, что при-
быль используется в качестве основного показателя при расчете налога. Нами 
использовалась целенаправленная выборка с периодом наблюдения 2019–2022 
гг. в 70 семейных фирмах, котирующихся на Индонезийской фондовой бир-
же (IDX). Используемые данные являются панельными данными и анализи-
руются с помощью программы EViews. В качестве критерия оценки модели 
использовать модель с фиксированным эффектом (МКЭ). Результаты регрес-
сионного анализа показывают, что срок пребывания в должности генерального 
директора, образование и пол частично и одновременно влияли на налоговую 
агрессивность. Результаты исследования в целом свидетельствуют о том, что 
семейные компании, как правило, используют более агрессивную налоговую 
политику. При этом уровень образования генерального директора отрицатель-
но сказывается на налоговой агрессивности, т.е. чем выше уровень образования 
тем меньше налоговая агрессивность. Гендерная асимметрия состоит в том, что 
женщины в качестве руководителей семейного бизнеса демонстрируют боль-
шую налоговую агрессивность, чем мужчины-руководители. Таким образом, 
польза от этого исследования с точки зрения правительства заключается в том, 
чтобы сформулировать политику по снижению агрессивности налогообложе-
ния, особенно для компаний, преимущественно принадлежащих семьям.

КЛЮЧЕВЫЕ СЛОВА
срок пребывания в должности генерального директора, образование генераль-
ного директора, пол генерального директора, налоговая агрессивность, семей-
ные фирмы

1. Introduction
Tax aggressiveness is one of the efforts 

made to minimize the tax burden owed by 
the company. Frank et al. [1] identify tax 
aggressiveness as taxable income mani- 
pulation. It is conducted through tax plan-
ning, both tax avoidance and tax evasion. 
Tax aggressiveness needs to be considered 
because company policies can directly im-
pact people’s welfare [2]. 

On the other hand, based on the Fa- 
mily Business Survey conducted by PWC 
in 2021, it was proven that 72% of busi-
nesses in Indonesia were family busines- 
ses. PCW also revealed that the sector 
with the highest distribution (50%) was 
manufacturing. The role of the family in 
business and management was 87%, and 
47% of CEOs were the family members 
of the company owner; it could also be 
known that the third generation led 33% 
of firms. The components of the director’s 
board were more dominant from the fa- 

mily, as indicated by 52%, where the rest 
were people from outside the family. 

Martinez & Ramalho [3], Steijvers 
& Niskanen [4] and Chen et al. [5] men-
tioned that family firms have a lower ef-
fective tax rate than non-family firms. In 
addition, they also have a positive correla-
tion with book-tax differences. It signifies 
that family firms are more aggressive in 
tax aggressiveness [6].

The criteria determining that a busi-
ness is a family business include the per-
centage of ownership, voting control, 
power over the direction of strategy deter-
mination, hereditary family involvement, 
and active family members in manage-
ment [7].

 This tax aggressiveness research 
looks from the perspective of the CEO’s 
role. Why the CEO? In this regard, the 
CEO as the holder of strategic control has 
a vital role in tax aggressiveness [8; 9]. 
Managerial style and characteristics also 
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influence managers in creating company 
value. Therefore, the CEO characteristics 
play a role in creating company value [10]. 

In family firms, CEOs who tend to be 
bolder in tax aggressiveness are influenced 
by demographic characteristics. Tenure 
is one of the factors in this CEO demo-
graphic. In this case, the upper echelons 
theory states that CEO tenure is a charac-
teristic that will influence the CEO in deci-
sion-making as a company outcome. 

Cheng & Zheng [11] found a positive 
relationship between tenure and CEO’s 
risk-taking character. Risk-taking will af-
fect the courage to make decisions, inclu- 
ding in the tax sector. 

Goldman et al. [12] stated that CEO 
tenure had a positive effect on tax plan-
ning, where the longer a person serves as 
CEO, the higher the level of tax aggres-
siveness. Their research results differ from 
Aliani [13], who asserted that CEO tenure 
did not affect tax planning. 

Besides tenure, another demographic 
characteristic influencing tax aggressive-
ness is educational background. In gene- 
ral, education is the foremost criterion in 
placing a person in a position. The higher 
the level of available positions, the higher 
the educational level required. The CEO’s 
educational background had a positive 
effect on CEO recruitment; the higher the 
educational level of the CEO, the high-
er the probability of being recruited [14]. 
Aliani [13] and Farag & Mallin [15] proved 
a positive relationship between CEO’s 
higher education and corporate risk-ta- 
king. The CEO’s educational background 
also affected his company’s tax planning, 
especially if the CEO had a tax education 
background.

Another demographic characteristic 
that deserves to be analyzed whether this 
factor influences the CEOs’ tax aggres-
siveness in family firms is gender. Aliani 
& Zarai [16], Charness & Gneezy [17], and 
Ho et al. [18] explained that CEO gender 
plays a role in risky financial decision 
making, and male CEOs tend to be more 
daring in tax aggressiveness. CEO gender 
and conservatism in accounting are mu- 
tually associated, and this relationship be-
comes more substantial when companies 

experience disputes and high risk in deci-
sion making. Based on the phenomenon of 
family firms and the research gap above, 
this study aims to prove whether the de-
mographic characteristics of CEOs affect 
tax aggressiveness. 

This paper aims to analyze the effect 
demographic CEO on tax aggressiveness 
in Indonesian family firms based on the 
upper echelon’s theory perspective.

Research hypotheses:
H1: CEO tenure has a significant effect 

on tax aggressiveness.
H2: Educational background of CEO 

has a significant effect on tax aggressi- 
veness.

H3: CEO gender has a significant ef-
fect on tax aggressiveness.

In the next section, we will present 
a literature review that explains the theory 
used and the hypotheses we built. Next is 
the research method describing the popu-
lation, sample, data collection techniques, 
variables, and data analysis techniques. 
The following section is the results and 
discussion, then closes with conclusions 
on the research results.

2. Literature Review

2.1. Upper Echelons Theory
Hambrick & Mason [10] put forward 

the upper echelons theory, explaining 
a company’s outcome. Organizational 
outcomes and organizational strategies 
reflect the self-values of individuals who 
have power in the organization. Upper 
echelons theory presents a model related 
to how the role of top-level management 
characteristics creates organizational out-
comes. The main emphasis in this theory 
is managerial characteristics. Managerial 
characteristics are indicators inherent in 
a manager. The top-level management 
characteristics are divided into two: psy-
chological and observable. Psychological 
consists of basic cognitive properties and 
values. 

Dyreng et al. [8] showed that observa-
ble characteristics comprise age, tenure in 
the organization, functional background, 
education, socioeconomic origin, and fi-
nancial position. These psychological and 



Journal of Tax Reform. 2024;10(1):149–161

152

eISSN 2414-9497

observable demographic characteristics 
will be input for a CEO in making policies 
for the company so that the policy is an 
outcome of the CEO’s demographic cha- 
racteristics.

Charness & Gneezy [17] showed that 
tax aggressiveness is a manifestation of 
tax management, which basically tries to 
minimize the tax burden, both legally and 
illegally. 

Ho et al. [18] showed that tax aggres-
siveness reflects the company’s aggres-
siveness in minimizing the tax burden. 
Tax minimization can be done through the 
tax planning process. 

Tax planning according to Oktavia- 
ni et al. [19] is one of the stages in mini- 
mizing the tax burden as a form of tax ag-
gressiveness. Tax planning is a series of 
plans in managing the recording of com-
pany transactions, the end of which is the 
financial statements. 

The accounting arrangements at the 
tax planning stage are legal manipula-
tions without violating the applicable tax 
rules [1]. 

The relationship between CEO demo-
graphic characteristics and tax aggressive-
ness from the perspective of upper eche-
lons theory is reflected in Figure 1.

2.2. The Effect of CEO Tenure  
on Tax Aggressiveness

Aliani [13] showed that tenure is also 
one of the factors that influence the cha- 
racter of a CEO himself. Tenure is the pe-
riod for how long the person has served 
as CEO. As time goes by, one’s life expe- 
rience, both in terms of profession and 

other aspects of life, will undoubtedly 
increase; the same goes for a CEO. The 
longer a person serves as a CEO, the more 
experienced he will be in carrying out the 
duties of a CEO, both in management and 
other aspects of the company, that is his 
responsibility. Thus, the longer a person 
serves as CEO, the more courageous he 
will be in making financial decisions.

Wicaksono & Oktaviani [20] showed 
that CEO tenure can be seen from how 
long a person occupies a position as CEO 
in the company he leads. The longer a per-
son serves as CEO, the more courageous 
he will be in making financial decisions. 
It happens because as a person serves as 
CEO, the experience in decision-making 
and risk will also increase. The compa-
ny’s financial decisions include the form 
of company outcomes. The company’s 
outcome reflects the top-level manage-
ment characteristics. The higher the CEO 
tenure, the higher the level of CEO tax ag-
gressiveness.

H1: CEO tenure has a significant effect on 
tax aggressiveness.

2.3. The Effect of CEO Educational 
Background on Tax Aggressiveness
Aliani [13] showed that educational 

background is needed to occupy a pro-
fessional position. The higher the position 
available at a management level, the hig- 
her the educational background required.  
Educational background, which is a spe-
cialization of competence, is obtained 
through education. Positions in manage-
ment require these competencies, especial-
ly for top-level management such as CEOs.

CEO’s demographic 
characteristics

CEO Tenure

CEO Educational

CEO Gender

Performance

Tax aggressiveness

Figure 1. Framework of the relationship between CEO demographic characteristics 
and tax aggressiveness
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Bhagat et al. [14] showed that edu-
cation is a human effort to grow and de-
velop innate physical and spiritual poten-
tials, following the values in society and 
culture. The influence of educational back-
ground on a person is the driving force for 
development, while the main driver is the 
potential in the form of talents and expe-
riences hidden in the person. To achieve 
this, there needs to be a learning process 
that will provide understanding, views, 
and adjustments. 

Farag & Mallin [15] showed that edu-
cational background is one of the observa-
ble demographic characteristics as referred 
to in the upper echelon’s theory. Moreo-
ver, educational background is one of the 
essential factors for someone to occupy 
a position in the company. The competence 
of a CEO also comes from his educational 
background. The higher a person’s educa-
tional background, the greater the chance 
to occupy a CEO position. The higher the 
educational background of a CEO, the 
higher the corporate risk-taking will be. 
The CEO’s tax aggressiveness decision is 
included in corporate risk-taking. 

H2: Educational background of CEO has 
a significant effect on tax aggressiveness.

2.4. The Effect of CEO Gender 
on Tax Aggressiveness

Faccio et al. [21] showed that gender is 
an essential thing that is easy to observe. 
Gender brings a big difference in a person, 
which distinguishes between men and 
women. The character of risk-taking or 
risk-averse influences decision-making to 
carry out tax aggressiveness. 

Aliani [13] showed that the risk-ta- 
king and risk-averse characters can be 
caused by differences in the fundamen-
tal qualities of individuals, namely agen-
tic quality, and communal quality. Thus, 
men and women have different criteria in 
taking risks related to tax aggressiveness 
according to their characteristics.

Abele & Wojciszke [22] affirm that 
the two fundamental qualities are agentic 
and communal in social cognition. Agen-
tic quality includes qualities in achieving 
tasks and goals, competence, and asser-
tiveness, such as aggressive, ambitious, 

dominant, confident, and strong. Mean-
while, communal quality refers to main-
taining relationships and social functions, 
such as helping, being friendly, sympa-
thetic, sensitive, gentle, and maintaining 
ethics. These differences in nature affect 
the CEO’s leadership style in management 
and risk-taking. 

Ho et al. [18] and Aliani & Zarai [16] 
stated that companies led by female CEOs 
are more conservative in financial repor- 
ting and more opposed to fraud. Wom-
en are more ethical and risk averse. Male 
CEOs will be more risk-takers than wo- 
men. It supports the idea that male CEOs 
will be more risk-takers in tax aggressive-
ness than female CEOs. 

H3: CEO gender has a significant effect 
on tax aggressiveness.

3. Data and Methods

3.1. Research Methodology
The population of this study was 

family firms listed on the Indonesia Stock 
Exchange (IDX) for the 2019–2022 period.  
A company is included in the family firm 
category if the founder or acquirer owns 
25% or more of the company rights through  
investment, at least one representative of 
a family member is involved in the com-
pany management, and the majority of 
“votes” are in the hands of the founder or 
acquirer (or spouse, parent, child, or heir). 

The research sample was taken us-
ing the purposive sampling method. In 
purposive sampling, selecting a group of 
subjects is based on specific criteria with 
previously known population characteris-
tics. The following criteria determined the 
sample in this study:

1. Companies listed on the IDX during 
the 2019–2022 period.

2. Companies that met the criteria as 
family firms according to [13].

3. Companies that experienced profit 
during the 2019–2022 period.

4. Companies that published annual 
reports and financial reports for the pe-
riod 2019–2022.

5. Companies that had complete infor-
mation on CEO educational background, 
CEO tenure, and CEO gender.



Journal of Tax Reform. 2024;10(1):149–161

154

eISSN 2414-9497

6. Companies that had a Cash Effec-
tive Tax Rate value of less than one.

The dependent variable in this study 
was tax aggressiveness. Tax aggressive-
ness is the level of aggressiveness to-
wards taxes through the efforts made to 
minimize the company’s tax burden. The 
proxy used for this research was the Cash 
Effective Tax Rate. The Cash Effective Tax 
Rate formula (1) is as follows:

.Tax payment i periodCETR
Profit before tax

=

This study used independent varia-
bles consisting of CEO tenure, CEO edu- 
cational background, and CEO gender. 
The independent variable data were ob-
tained from the annual reports of the fami-
ly firms published in the CEO or president 
director section. 

The first independent variable was 
CEO tenure. CEO tenure is the CEO’s 
term of office. CEO tenure was measured 
by how long someone has served as CEO 
(number of years). The measurement of 
CEO tenure has also been carried out in 
previous studies [8]. 

Furthermore, educational back-
ground describes what education has ta- 
ken until someone finally occupies a CEO 
or during his tenure as CEO. Education-
al background in this study was gauged 
using Dummy. CEO with an educational 
background of master’s degree majoring 
in finance, accounting, and tax was sym-
bolized by a value of 1. Meanwhile, for 
educational backgrounds other than that, 
it was represented by a value of 0 [13].

Another independent variable was 
gender. Gender is the most essential 
thing that distinguishes one person from 
another, divided into men and wom-
en. Proxy against gender used Dummy. 
This study developed the logic that male 
CEOs tend to be risk-takers compared to 
female CEOs. Thus, male CEOs would be 
assigned a score of 1, while female CEOs 
would be assigned a score of 0 [16; 23]. 

Meanwhile, the control variable is 
a variable that has been shown to have 
a relationship with the dependent varia-
ble based on previous studies carried out. 
The control variable used in this study 
was profitability. Profitability is the com-
pany’s ability to generate profits [2; 24]. 
In this study, the measure of profitability 
used was Return on Assets (ROA).

3.2. Sampling of enterprises
Based on Table 1, secondary data were 

collected utilizing documentation tech-
niques by downloading annual reports 
and annual financial reports through the 
website www.idx.co.id. Determination of 
the sample used the purposive sampling 
method as described in the previous sec-
tion. Based on the purposive sampling 
results, it was found that 533 companies 
were listed on the Indonesia Stock Ex-
change (IDX). Twenty-eight companies 
were delisted from the IDX during the pe-
riod 2019 to 2022.

In addition, 392 companies did not 
meet the criteria for family firms as used by 
Price Waterhouse Cooper in its survey to 
reveal family firms in Indonesia. The com-

Table 1. Purposive Sampling Results
Criteria Total

Companies listed on the IDX in 2019 533

Companies delisted from the IDX during the period 2019 to 2022 28

Companies that did not meet the criteria for family firms as used by PWC [25] in its survey 392

Companies that suffered losses 39

Companies that did not have sufficient background information on their CEO 1

Companies that did not publish annual financial statements in a specific period 1

Companies that had a CETR value of more than one (CETR > 1) 2

Final Sample 70
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panies that suffered losses were 39 compa-
nies. One company did not have sufficient 
information about its CEO background. 
One company did not publish its annual 
financial statements for a specific period. 
Lastly, two companies had more than one 
Cash Effective Tax Ratio > 1. Thus, the final 
sample for this study was 70 companies.

4. Results

4.1. Results of Descriptive Statistical 
Analysis

Descriptive statistics include the in-
terpretation of the mean, minimum, maxi-
mum, and standard deviation. Descriptive 
statistics can be seen in Table 2. The stand-
ard deviation for each variable is lower 
than the mean value. This result shows the 
data is quite good.

4.2. Estimation Model Test 
The first model estimation test is 

conducted through the Chow Test. The 
Chow Test aims to determine whether the  
suitable estimation model for panel data 

is the Common Effect Model or Fixed  
Effect Model. 

Table 3 displays the cross-section chi-
square values, indicating a probability 
value of 0.0000, which is less than 0.05. 
Therefore, the estimation model used is 
the Fixed Effect Model. 

After determining the suitable estima-
tion model in the first stage, the second 
stage Fixed Effect Model with the Haus-
man Test is crucial to decide whether to 
stick with the Fixed Effect Model or switch 
to the Random Effect Model. 

Table 4 shows a probability value 
of 0.0005, indicating that the random 
cross-section is less than 0.05. Therefore, 
the estimation model used to analyze the 
panel data in this study is the Fixed Effect 
Model.

The results of the model estimation 
can be seen from the coefficient of deter-
mination, reflected in the R-squared va- 
lue. Based on the R-squared value and 
the F-statistical value in Table 5, it can be  
stated that independent variables such as 

Table 2. Descriptive Statistical Analysis

Y_TAX 
AGGRESSIVENESS

X2_
EDUCATIONAL_ 
BACKGROUND

X1_TENURE X3_GENDER X4_ROA

Mean 0.22535 0.392857 10.67143 0.93214 0.06430
Median 0.23995 0.00000 8.00000 1.00000 0.04874
Maximum 0.81462 1.00000 48.00000 1.00000 0.45558
Minimum 0.00000 0.00000 1.00000 0.00000 0.00053
Std. Dev. 0.12720 0.48926 9.93848 0.25195 0.05685

Table 3. Chow Test
Redundant Fixed Effects Tests
Equation: Untitled
Test cross-section fixed effects

Effects Test Statistic d.f. Prob.
Cross-section F 12.210457 (69,206) 0.0000
Cross-section Chi-square 455.632855 69 0.0000

Tabel 4. Hausman Test
Correlated Random Effects – Hausman Test
Equation: Untitled
Test cross-section random effects

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.
Cross-section random 22.062268 5 0.0005
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CEO tenure, CEO educational background, 
and CEO gender, and control variable pro- 
fitability simultaneously affected the de-
pendent variable tax aggressiveness with 
an effect of 82.1%. Therefore, it is known 
that independent variables outside this 
study gave 17.9% of the influence.

4.3. Hypothesis Test Results 
The results of the panel data regres-

sion analysis conclude that the best esti-
mation method for this study is the Fixed 
Effect Model. Hypothesis testing in this 
study is conducted based on Table 5, with 
details as follows:

Н1: The Effect of CEO Tenure on Tax Ag-
gressiveness. 

Based on the regression results in 
Table 5, the t-statistical probability of the 
independent variable CEO tenure was 
0.0306, less than 0.05 (0.0306 < 0.05). The 
regression results showed that CEO tenu- 
re had a significant effect on tax aggres-
siveness. Thus, hypothesis Н1 was accep- 
ted, and it is stated that the CEO tenure 

variable has been proven to influence tax 
aggressiveness. In addition, the regression 
coefficient for the CEO tenure variable 
was 0.006896, meaning that the regression 
coefficient was positive. 

Н2: The Effect of CEO Educational Back-
ground on Tax Aggressiveness.

Based on the regression results in 
Table 5, the educational background 
proved significant, with a t-statistic test 
result of 0.0036. The hypothesis Н2 states 
that the CEO’s educational background is 
thought to affect tax aggressiveness. The 
hypothesis Н2 was accepted based on the 
educational background t-statistic test re-
sults of 0.0036, which was less than 0.005 
(0.0036 < 0.005). 

Н3: The Effect of CEO Gender on Tax Ag-
gressiveness.

The gender variable was proxied  
using a dummy variable, where male 
CEOs were assigned a value of one, 
whereas female CEOs were assigned zero. 
Based on the regression results in Table 5, 
the independent variable CEO gender had 

Table 5. FEM Test Results
Dependent Variable: Y__CETR_
Method: Panel Least Squares
Date: 12/26/2023 Time: 16:13
Sample: 2019 2022
Periods included: 4
Cross-sections included: 70
Total panel (balanced) observations: 280

Variable Coefficient Std. Error t-Statistic Prob.
C 0.403047 0.072419 5.565489 0.0000
X2__EDUCATIONAL_BACK GROUND_ –0.182144 0.061896 –2.942725 0.0036
X1__TENURE_ 0.006896 0.003168 2.176800 0.0306
X3__GENDER_ –0.159184 0.054412 –2.925556 0.0038
X4__ROA_ –0.487555 0.137132 –3.555367 0.0005

Effects Specification
Cross-section fixed (dummy variables)

Root MSE 0.053628 R-squared 0.821617
Mean dependent var 0.225350 Adjusted R-squared 0.758404
S.D. dependent var 0.127201 S.E. of regression 0.062522
Akaike info criterion –2.484935 Sum squared resid 0.805257
Schwarz criterion –1.524312 Log likelihood 421.8909
Hannan-Quinn criter. –2.099628 F-statistic 12.99755
Durbin-Watson stat 1.844002 Prob(F-statistic) 0.000000
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At the beginning of the CEO’s tenure, the 
level of tax aggressiveness is higher be-
cause of the efforts to show the CEO’s best 
performance through the high profits ob-
tained by the company by doing tax plan-
ning. Higher company profits will attract 
investors to invest in the company. The 
longer the tenure of the CEO, the higher 
the ETR, which indicates a reduced CEO 
tax aggressiveness. It contradicts the re-
sults of this study.

5.2. The Effect of CEO Educational 
Background on Tax Aggressiveness
Education is one of the factors con-

sidered for companies when recruiting 
employees [29]. Previously, the company 
would analyze the level of specific educa-
tional background required by a position 
currently needed by the company. When 
the recruitment process is carried out, the 
company then considers whether the ap-
plicant’s educational background match-
es the criteria that the company has ana-
lyzed to fill the position. The educational 
background of the CEO has a positive 
effect on CEO recruitment. The higher 
the educational level of the prospective 
CEO, the higher the probability of being 
recruited [14].

The results of this study validate 
that the CEO educational background 
of a family firm affected the level of tax 
aggressiveness. Upper Echelons Theory 
reinforces this statement by [10], which 
states that the demographic characteris-
tics of a top-level management influence 
the policies he makes for the company. 
Educational background is the character 
of a person who becomes a “ticket” for 
someone to occupy a position in the com-
pany, especially the CEO.

The results of the negative regression 
coefficient from educational background, 
i.e., –0.181992, would reduce the value of 
the dependent variable, namely tax ag-
gressiveness. This result is consistent with 
Aliani & Zarai [16] and Astutik & Venusi-
ta [24] that educational background had 
a negative effect on tax aggressiveness. 
The regression coefficient results from the 
educational background of a CEO who 
had an accounting, tax, and finance back-

a t-statistic test result of 0.0038. It denotes 
that the CEO gender variable was signifi-
cant to tax aggressiveness. An interesting 
finding in this study is the regression coef-
ficient result of the gender variable, which 
was 0.159184.

5. Discussion

5.1. The Effect of CEO Tenure 
on Tax Aggressiveness

CEO tenure is the CEO’s term of 
office, which is how long someone has 
served as CEO, expressed in years. This 
study used a sample of family firms listed 
on the IDX. Therefore, CEO tenure in this 
study measured the year someone has 
served as CEO of a family firm. 

Previous research has also carried 
out the year proxy used for CEO tenu- 
re [13; 24]. The upper echelons theory pro-
posed by Hambrick & Mason [10] explains 
that the policies in a company are decided 
by top-level management. In making po- 
licies, a manager will be influenced by the 
demographic characteristics that exist in 
him, one of which is tenure. Making tax 
policies takes courage to take risks be-
cause tax violations can be subject to cri- 
minal sanctions. The longer a person 
serves as CEO, the more courageous he 
will be in making financial decisions [11].

The results of this study align with 
previous research [12; 13; 25], which also 
verifies that as the term of office increa- 
ses, the CEO will dare to take risks in tax 
planning. Chen & Zheng [11] asserted 
that CEO tenure had a positive effect on 
risk-taking; as the CEO’s tenure increases, 
the risk-taking CEO will increase in ma- 
king a decision. Increased risk-taking will 
make a CEO more courageous in making 
decisions, including in taxes. The longer 
a person serves as CEO, the more experi-
enced he will be in making decisions [26]. 
There are many problems faced and 
must be decided so that the CEO can be 
more confident in making decisions and 
risk-taking with the experience he has.

The results of this study differ from 
Finkelstein & Hambrick [27], Duan et al. 
[23] and Bhagat et al. [28] that the newly 
elected CEO will attract public attention. 
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ground actually reduced the level of tax 
aggressiveness. 

Their tax knowledge is, as described 
by Aliani [13], as follows. Educational 
background was measured by a dummy 
variable that gave the CEO a value of one 
for a master’s degree graduate majoring 
in accounting, tax, and finance. CEOs 
who are experts in taxation will adopt 
a tax information system into three com-
ponents: tax oversight, tax warnings, and 
fiscal failures. The most important thing 
is the last component, namely fiscal fai- 
lure. CEOs who have a tax educational 
background will know things related to 
fiscal reconciliation to reduce the level of 
tax aggressiveness of a CEO.

5.3. The Effect of CEO Gender 
on Tax Aggressiveness

Gender is the essential thing that dis-
tinguishes humans into men and women. 
Aliani & Zarai [16], Wicaksono & Okta- 
viani [20], and Abele&Wojciszke [22] 
state two fundamental qualities in social 
cognition. Agentic quality is described 
by tendencies to be dominant, confident, 
aggressive, ambitious, and assertive. 
Second, communal quality is described 
as a person who is gentle, friendly, and 
maintains ethics. Communal quality is 
associated with women. 

Moreover, these two fundamental 
traits make a difference in the leader-
ship style of management and risk-ta- 
king [30–32]. The difference between the 
two fundamental human qualities makes 
the third hypothesis that CEO gender in-
fluences tax aggressiveness. It is because 
tax aggressiveness is the level of aggres-
siveness of the CEO in manipulating the 
company’s tax burden. Meanwhile, com-
pany CEOs also vary by gender, both male 
and female. The fundamental quality of 
agentic quality and communal quality will 
affect their risk preferences. 

According to Ho et al. [18] and Ho-
seini et al. [33] companies led by female 
CEOs are more conservative in financial 
reporting and opposed to fraud. These 
results imply that male CEOs are more 
risk-takers so that they are thought to 
have higher tax aggressiveness. There-

fore, the gender variable in this study was 
measured by a dummy variable, which 
assigned a value of one to male CEOs. 

Therefore, the hypothesis Н3 was ac-
cepted since the CEO gender variable was 
proven to affect tax aggressiveness. It is 
supported by the Upper Echelons Theo-
ry proposed by Hambrick & Mason [10], 
which states that demographic character-
istics are divided into psychological and 
observable characteristics. In this case, the 
CEO’s gender is both. Gender is some-
thing that other people can easily see in 
us. Meanwhile, according to Eagly et al. 
[30], gender brings differences in the fun-
damental qualities in human psychologi-
cal traits, namely agentic and communal.

Thus, with the regression coefficient 
results, it is stated that male CEOs would 
reduce the level of tax aggressiveness. Un-
doubtedly, it is the opposite of [17; 34], 
which asserted that female CEOs tended 
to be risk-averse and men tended to be 
risk-takers in leading the company. Previ-
ous studies might help answer the above 
findings [15; 30; 35], proving that female 
CEOs had a significant positive impact 
on total risk and company-specific risk. 
Based on human capital and resource de-
pendence theories, the presence of female 
CEOs will present different perspectives 
and professional experiences so that they 
may prefer to make riskier decisions.

6. Conclusion
Based on the results, the conclusions 

of this study are as follows: (1) Hypothe-
sis Н1 was accepted by proving that CEO 
tenure affected tax aggressiveness; (2) Hy-
pothesis Н2 was accepted by verifying that 
the CEO’s educational background affect-
ed tax aggressiveness; (3) Hypothesis Н3 
was accepted with CEO gender proven to 
influence tax aggressiveness.

However, the limitations that can be 
explained in this study are that the deter-
mination of the research sample, namely 
family firms, was only based on the com-
pany’s annual report, so there may be other  
sources that can show that a company 
is a family firm, which may reveal more 
family firms listed on the IDX and increase 
the number of research samples. In addi-



Journal of Tax Reform. 2024;10(1):149–161

159

eISSN 2414-9497

tion, there are many other proxies used 
to measure tax aggressiveness so that by 
combining proxies other than CETR, it is 
possible to prove the insignificant rela-
tionship of variables to tax aggressiveness.

Based on the conclusions described 
above, the implications that can be made 
in this study are as follows. The cur-
rent government has accommodated 
the CEOs’ demographic characteristics 
of family firms, as evidenced by the re-
search sample. Even though the average 
CEO had a risk-taker nature, sanctions 
and applicable laws and regulations 
could reduce the level of tax aggressive-
ness of CEOs in family firms. 

The government needs to improve tax 
education for company leaders because it 
has been proven that educational back-
ground variables will reduce the level of 
CEO tax aggressiveness. Thus, the more 
education CEOs receive, it is possible to 
increase CEO awareness of tax benefits 
and tax sanctions, thereby increasing state 
revenue through taxes. 

Lastly, there are still other factors 
that need to be analyzed and tested for 
their relationship to tax aggressiveness 
because based on the coefficient of deter-
mination results, there were still 17.8% of 
variables outside this study that affected 
tax aggressiveness.

References
1. Frank M., Lynch L., Rego S. Tax Reporting Aggressiveness and its Relation Aggressive 

Financial Reporting. Accounting Review. 2009;84(2):1–47. https://doi.org/10.2139/ssrn.647604
2. Richardson R., Lanis R. Determinants of the variability in corporate effective tax rates and 

tax reform: Evidence from Australia. Journal of Accounting and Public Policy. 2007;26(6):689–704. 
https://doi.org/10.1016/j.jaccpubpol.2007.10.003

3. Martinez A., Ramalho G. Family Firms and Tax Aggressiveness in Brazil. International 
Business Research. 2014;7(3):129–136. https://doi.org/10.5539/ibr.v7n3p129

4. Steijvers T., Niskanen M. Tax aggressiveness in private family firms: An agency 
perspective. Journal of Family Business Strategy. 2014;5(4):347–357. https://doi.org/10.1016/j.
jfbs.2014.06.001

5. Chen S., Chen X., Chneg Q., Shevlin T. Are family firms more tax aggressive than 
non-family firms? Journal of Financial Economics. 2010;95(1):41–61. https://doi.org/10.1016/j.
jfineco.2009.02.003

6. Sánchez-Marín G., Navarro M.J., Clavel J. The influence of family involvement on tax 
aggressiveness of family firms. Journal of Family Business Management. 2016;6(2):143–168. 
https://doi.org/10.1108/JFBM-03-2015-0017

7. Flamini G., Vola P., Songini L., Gnan L. The Determinants of Tax Aggressiveness in 
Family Firms: An Investigation of Italian Private Family Firms. Sustainability. 2021;13(14):7654. 
https://doi.org/10.3390/su13147654

8. Dyreng S. D., Ha M., Maydew E.L. The Effects of Executives on Corporate Tax Avoidance. 
Accounting Review. 2010;85(4);1163–1189. https://doi.org/10.2308/accr.2010.85.4.1163

9. Lanis R., Richardson G. The effect of board of director composition on corporate tax 
aggressiveness. Journal of Accounting and Public Policy. 2011;30(1):50–70. https://doi.org/10.1016/j.
jaccpubpol.2010.09.003

10. Hambrick D.C., Mason P.A. Upper Echelons: The Organization as a Reflection of Its Top 
Managers. Academy of Management Review. 1984;9(2):193–206. https://doi.org/10.2307/258434

11. Chen D., Zheng Y. CEO Tenure and Risk-Taking. Global Business and Finance Review. 
2014;19(1):1–27. https://doi.org/10.2139/ssrn.2038064

12. Goldman N.C., Power K., Wiliiam B.M. How Does CEO Tenure Affect Corporate 
Income Tax Planning and Financial Reporting Decision? 2017. 41 p. https://doi.org/10.2139/
ssrn.2969662

13. Aliani K. CEO characteristics and corporate tax planning evidence from US companies. 
International Journal of Managerial and Financial Accounting. 2014;6(1):49–59. https://doi.
org/10.1504/IJMFA.2014.060508

14. Bhagat S., Bolton B., Subramanian A. CEO Education, CEO Turnover, and Firm Perfor-
mance. 2010. 46 p. https://doi.org/10.2139/ssrn.1670219 

15. Farag H., Mallin C. The influence of CEO demographic characteristics on corporate 
risk-taking: evidence from Chinese IPOs. European Journal of Finance. 2016;24(16):1528–1551. 
https://doi.org/10.1080/1351847X.2016.1151454 

https://doi.org/10.2139/ssrn.647604
https://doi.org/10.1016/j.jaccpubpol.2007.10.003
https://doi.org/10.5539/ibr.v7n3p129
https://doi.org/10.1016/j.jfbs.2014.06.001
https://doi.org/10.1016/j.jfbs.2014.06.001
https://doi.org/10.1016/j.jfineco.2009.02.003
https://doi.org/10.1016/j.jfineco.2009.02.003
https://doi.org/10.1108/JFBM-03-2015-0017
https://doi.org/10.3390/su13147654
https://doi.org/10.2308/accr.2010.85.4.1163
https://doi.org/10.1016/j.jaccpubpol.2010.09.003
https://doi.org/10.1016/j.jaccpubpol.2010.09.003
https://doi.org/10.2307/258434
https://doi.org/10.2139/ssrn.2038064
https://doi.org/10.2139/ssrn.2969662
https://doi.org/10.2139/ssrn.2969662
https://doi.org/10.1504/IJMFA.2014.060508
https://doi.org/10.1504/IJMFA.2014.060508
https://doi.org/10.2139/ssrn.1670219
https://doi.org/10.1080/1351847X.2016.1151454


Journal of Tax Reform. 2024;10(1):149–161

160

eISSN 2414-9497

16. Khaoula A., Zarai M.A. Demographic Diversity in the Board and Corporate Tax 
Planning in American Firms. Business Management and Strategy. 2012;3(1):72–86. https://doi.
org/10.5296/bms.v3i1.1851

17. Charness G., Gneezy U. Strong Evidence for Gender Differences in Risk Taking. 
Journal of Economic Behavior and Organization. 2012;83(1):50–58. https://doi.org/10.1016/j.
jebo.2011.06.007

18. Ho S.S.M., Li A.Y., Tam K., Zhang F. CEO Gender, Ethical Leadership, and Accoun- 
ting Conservatism. Journal of Business Ethics. 2015;127(2):351–370. https://doi.org/10.1007/
s10551-013-2044-0

19. Oktaviani R.M., Wulandari S., Sunarto S. Multinational Corporate Tax Avoidance in 
Indonesia. International Journal of Professional Business Review. 2023;8(2):e01549. https://doi.
org/10.26668/businessreview/2023.v8i2.1549

20. Wicaksono K., Oktaviani R.M. Effect of CEO Characteristics Toward Tax Aggressive-
ness: Overview of Indonesia Family Firms. Jurnal Ekonomi. 2021;26(2):189–205. https://doi.
org/10.24912/je.v26i2.745

21. Faccio M., Marchica M.-T., Mura R. CEO gender, corporate risk-taking, and the 
efficiency of capital allocation. Journal of Corporate Finance. 2016;39:193–209. https://doi.
org/10.1016/j.jcorpfin.2016.02.008

22. Abele A., Wojciszke B. Communal and Agentic Content in Social Cognition. A Dual 
Perspective Model. Advances in Experimental Social Psychology. 2014;50:195–255. https://doi.
org/10.1016/B978-0-12-800284-1.00004-7

23. Duan T., Ding R., Hou W., Zhang J.Z. The burden of attention: CEO publicity and 
tax avoidance. Journal of Business Research. 2018;87:90–101. https://doi.org/10.1016/j.
jbusres.2018.02.010

24. Astutik D., Venusita L. The Influence of CEO’s Demographic Characteristics on Tax 
Aggressiveness in Family Firm. Jurnal Akuntansi Dan Keuangan. 2020;22(1):1–9. https://doi.
org/10.9744/jak.22.1.1-9

25. Winedar M., Harymawan I. CEO Skills in Preventing Tax Avoidance Activities and 
Reducing the Risk of Stock Price Crashes in Indonesia. Journal of Tax Reform. 2023;9(3):451–470. 
https://doi.org/10.15826/jtr.2023.9.3.152

26. Nguyen P., Rahman N., Zhao R. CEO characteristics and firm valuation: a quantile 
regression analysis. Journal of Management & Governance. 2018;22(1):133–151. https://doi.
org/10.1007/s10997-017-9383-7

27. Finkelstein S., Hambrick D.C. Top-Management-Team Tenure and Organizational 
Outcomes: The Moderating Role of Managerial Discretion. Administrative Science Quarterly. 
1990;35(3):484–503. https://doi.org/10.2307/2393314

28. Nguyen H.L., Fan P. CEO Education and Firm Performance: Evidence from Corporate 
Universities. Administrative Sciences. 2022;12(4):145. https://doi.org/10.3390/admsci12040145

29. Saidu S. CEO characteristics and firm performance: focus on origin, education and 
ownership. Journal of Global Entrepreneurship Research. 2019;9(1):29. https://doi.org/10.1186/
s40497-019-0153-7

30. Eagly A.H., Johannesen-Schmidt M.C. The leadership styles of women and men. 
Journal of Social Issues. 2001;57(4):781–797. https://doi.org/10.1111/0022-4537.00241

31. Jbir S., Neifar S., Makni Fourati Y. CEO compensation, CEO attributes and tax ag-
gressiveness: evidence from French firms listed on the CAC 40. Journal of Financial Crime. 
2021;28(4):1141–1160. https://doi.org/10.1108/JFC-10-2020-0202

32. Zirgulis A., Huettinger M., Misiunas D. No woman, no aggressive tax planning? 
A study on CEO gender and effective tax rates in the Lithuanian retail sector. Review of Behavio-
ral Finance. 2022;14(3):394–409. https://doi.org/10.1108/RBF-09-2020-0232

33. Hoseini M., Safari Gerayli M., Valiyan H. Demographic characteristics of the board of 
directors’ structure and tax avoidance: Evidence from Tehran Stock Exchange. International 
Journal of Social Economics. 2018;46(2):199–212. https://doi.org/10.1108/IJSE-11-2017-0507

34. Lanis R., Richardson G., Taylor G. Board of Director Gender and Corporate Tax 
Aggressiveness: An Empirical Analysis. Journal of Business Ethics. 2017;144(3):577–596. https://
doi.org/10.1007/s10551-015-2815-x

35. Carmen Díaz-Fernández M., Rosario González-Rodríguez M., Pawlak M. Top manage-
ment demographic characteristics and company performance. Industrial Management & Data 
Systems. 2014;114(3):365–386. https://doi.org/10.1108/IMDS-04-2013-0210

https://doi.org/10.5296/bms.v3i1.1851
https://doi.org/10.5296/bms.v3i1.1851
https://doi.org/10.1016/j.jebo.2011.06.007
https://doi.org/10.1016/j.jebo.2011.06.007
https://doi.org/10.1007/s10551-013-2044-0
https://doi.org/10.1007/s10551-013-2044-0
https://doi.org/10.26668/businessreview/2023.v8i2.1549
https://doi.org/10.26668/businessreview/2023.v8i2.1549
https://doi.org/10.24912/je.v26i2.745
https://doi.org/10.24912/je.v26i2.745
https://doi.org/10.1016/j.jcorpfin.2016.02.008
https://doi.org/10.1016/j.jcorpfin.2016.02.008
https://doi.org/10.1016/B978-0-12-800284-1.00004-7
https://doi.org/10.1016/B978-0-12-800284-1.00004-7
https://doi.org/10.1016/j.jbusres.2018.02.010
https://doi.org/10.1016/j.jbusres.2018.02.010
https://doi.org/10.9744/jak.22.1.1-9
https://doi.org/10.9744/jak.22.1.1-9
https://doi.org/10.15826/jtr.2023.9.3.152
https://doi.org/10.1007/s10997-017-9383-7
https://doi.org/10.1007/s10997-017-9383-7
https://doi.org/10.2307/2393314
https://doi.org/10.3390/admsci12040145
https://doi.org/10.1186/s40497-019-0153-7
https://doi.org/10.1186/s40497-019-0153-7
https://doi.org/10.1111/0022-4537.00241
https://doi.org/10.1108/JFC-10-2020-0202
https://doi.org/10.1108/RBF-09-2020-0232
https://doi.org/10.1108/IJSE-11-2017-0507
https://doi.org/10.1007/s10551-015-2815-x
https://doi.org/10.1007/s10551-015-2815-x
https://doi.org/10.1108/IMDS-04-2013-0210


Journal of Tax Reform. 2024;10(1):149–161

161

eISSN 2414-9497

Information about the authors
Rachmawati Meita Oktaviani – SE, M.Si, Ak, Lecture, Faculty of Economic and Business, Universitas 
Stikubank (Jalan Kendeng V Bendan Ngisor, Semarang 50233, Jawa Tengah, Indonesia); ORCID: 
https://orcid.org/0000-0002-6770-1464; e-mail: meitarachma@edu.unisbank.ac.id
Abdul Rohman – Professor Dr, SE, M.Si, Ak, Lecture, Faculty of Economic and Business, 
Universitas Diponegoro (Jalan Erlangga Tengah 17, Semarang, 50241, Jawa Tengah, Indonesia); 
ORCID: https://orcid.org/0000-0002-3941-3780; e-mail: abdulrohman@lecturer.undip.ac.id
Zulaikha Zulaikha – Dr, SE, M.Si, Ak, Lecture, Faculty of Economic and Business, Universitas 
Diponegoro (Jalan Erlangga Tengah 17, Semarang, 50241, Jawa Tengah, Indonesia); ORCID: 
https://orcid.org/0000-0001-5947-5893; e-mail: zulaikha2505@gmail.com

For citation
Oktaviani R.M., Rohman A., Zulaikha Z. CEO Characteristics and Tax Aggressiveness in 
Indonesian Family Firms: The Upper Echelons Theory Perspective. Journal of Tax Reform. 
2024;10(1):149–161. https://doi.org/10.15826/jtr.2024.10.1.162

Article info
Received December 28, 2023; Revised January 28, 2024; Accepted February 4, 2024

Информация об авторах
Рахмавати Мейта Октавиани – SE, M.Si, Ak, лектор, факультет экономики и бизнеса, Уни-
верситет Скитубанк, г. Семаранг, Индонезия (Jalan Kendeng V Bendan Ngisor, Semarang 
50233, Jawa Tengah, Indonesia); ORCID: https://orcid.org/0000-0002-6770-1464; e-mail: 
meitarachma@edu.unisbank.ac.id
Абдул Рохман – SE, M.Si, Ak, доктор наук, профессор, факультет экономики и бизнеса, 
Университет Дипонегоро, г. Семаранг, Индонезия (Jalan Erlangga Tengah 17, Semarang, 
50241, Jawa Tengah, Indonesia); ORCID: https://orcid.org/0000-0002-3941-3780; e-mail: 
abdulrohman@lecturer.undip.ac.id
Зулайха Зулайха – SE, M.Si, Ak, доктор наук, лектор, факультет экономики и бизнеса, 
Университет Дипонегоро, г. Семаранг, Индонезия (Jalan Erlangga Tengah 17, Semarang, 
50241, Jawa Tengah, Indonesia); ORCID: https://orcid.org/0000-0001-5947-5893; e-mail: 
zulaikha2505@gmail.com

Для цитирования
Oktaviani R.M., Rohman A., Zulaikha Z. CEO Characteristics and Tax Aggressiveness in 
Indonesian Family Firms: The Upper Echelons Theory Perspective. Journal of Tax Reform. 
2024;10(1):149–161. https://doi.org/10.15826/jtr.2024.10.1.162

Информация о статье
Дата поступления 28 декабря 2023 г.; дата поступления после рецензирования 28 января 
2024 г.; дата принятия к печати 4 февраля 2024 г.

https://orcid.org/0000-0002-6770-1464
mailto:meitarachma@edu.unisbank.ac.id
https://orcid.org/0000-0002-3941-3780
https://orcid.org/0000-0001-5947-5893
https://orcid.org/0000-0002-6770-1464
https://orcid.org/0000-0002-3941-3780
https://orcid.org/0000-0001-5947-5893


162© Erasashanti A.P., Cahaya Y.F., Yuniarti R.,  
    Rifaldi M., Prasetyo J.H., 2024

Original Paper
https://doi.org/10.15826/jtr.2024.10.1.163

The Role of Taxpayer Awareness in Enhancing Vehicle Tax 
Compliance in Indonesia: An Attribution Theory Approach

Annathasia P. Erasashanti1  , Yohanes Ferry Cahaya1 , Rizki Yuniarti1 , 
Muhammad Rifaldi1 , Johan Hendri Prasetyo2 

1 Perbanas Institute, Jakarta, Indonesia
2 Universitas Nusa Mandiri, Jakarta, Indonesia
 erasashanti@perbanas.id 

ABSTRACT
This study explores the dynamics of taxpayer compliance with motor vehicle taxes, 
shedding light on the intricacies of transport taxation. Focusing on the mediating 
role of taxpayer awareness, the research employs a quantitative approach with Likert 
scale measurements. Primary data is gathered from 300 respondents in Bekasi Regen-
cy, Indonesia, out of a population of 1,789,548 taxpayers, using accidental sampling.  
SEM-PLS analysis reveals that adherence to tax rules, system updates, understanding 
tax intricacies, higher incomes, and taxpayer awareness contribute significantly to en-
hanced tax compliance within the context of motor vehicle taxation. Notably, the study 
finds that public education about taxes does not significantly impact compliance in 
this specific domain. The factors influencing taxpayer awareness encompass tax rules, 
system upgrades, tax knowledge, public education, and income levels. While tax- 
payer awareness is linked to system upgrades, tax knowledge, public education, in-
come levels, and compliance, it doesn’t connect with tax rules and compliance in the 
realm of motor vehicle taxation. The research implications provide valuable guidance 
specifically tailored to policymakers and tax authorities dealing with transport taxa-
tion. Emphasizing the significance of tax penalties, system modernization, and tailored 
taxpayer awareness programs can foster improved compliance in the motor vehicle 
taxation domain. Policymakers are urged to reassess the efficacy of tax socialization  
initiatives in the context of transport taxation, exploring alternative approaches for pub-
lic tax education in this specific domain. Understanding the nuanced interplay among 
tax rules, system upgrades, tax knowledge, public education, income levels, taxpayer 
awareness, and compliance in the realm of motor vehicle taxation can inform targeted 
interventions for an overall enhancement of tax adherence in this specialized area. 
KEYWORDS
taxpayer awareness, tax socialization, tax knowledge, tax system modernization, tax 
sanctions
JEL H21, H23, H71
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АННОТАЦИЯ
В статье исследуется динамика соблюдения законодательства плательщика-
ми налогов на транспортные средства, что проливает свет на тонкости нало-
гообложения транспорта в Индонезии. Фокусируясь на посреднической роли 
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осведомленности налогоплательщиков, в исследовании используется коли-
чественный подход с измерениями по шкале Лайкерта. Первичные данные 
были получены от 300 респондентов в округе Бекаси, Индонезия, из населения 
в 1 789 548 налогоплательщиков, с использованием случайной выборки. Ана-
лиз SEM-PLS показывает, что соблюдение налоговых правил, их обновление, 
понимание налоговых сложностей, более высокие доходы и осведомленность 
налогоплательщиков в значительной степени способствуют улучшению соблю-
дения законодательства в области налогообложения транспортных средств. Ис-
следование показало, что просвещение общественности о налогах не оказывает 
существенного влияния на соблюдение требований в этой конкретной области. 
Факторы, влияющие на осведомленность налогоплательщиков, включают на-
логовые правила, модернизацию системы, налоговые знания, общественное 
образование и уровень доходов. В то время как осведомленность налогопла-
тельщиков связана с модернизацией системы, налоговыми знаниями, обще-
ственным образованием, уровнем доходов и соблюдением требований, она не 
связана с налоговыми правилами и соблюдением требований в области нало-
гообложения транспортных средств. Результаты исследования представляют 
собой значимое руководство, специально разработанное для политиков и на-
логовых органов, занимающихся вопросами налогообложения транспорта. 
Подчеркивание важности налоговых штрафов, модернизация системы и спе-
циализированные программы повышения осведомленности налогоплательщи-
ков могут способствовать улучшению соблюдения требований в области на-
логообложения транспортных средств. Директивным органам рекомендуется 
пересмотреть эффективность инициатив по налоговой социализации в контек-
сте налогообложения транспорта, изучив альтернативные подходы к государ-
ственному налоговому просвещению в этой конкретной области. Понимание 
нюансов взаимодействия между налоговыми правилами, модернизацией си-
стемы, налоговыми знаниями, общественным образованием, уровнем доходов, 
осведомленностью налогоплательщиков и соблюдением требований в области 
налогообложения автотранспортных средств может послужить основой для це-
ленаправленных мероприятий по общему повышению соблюдения налогового 
законодательства в области налогообложения транспортных средств. 

КЛЮЧЕВЫЕ СЛОВА
осведомленность налогоплательщиков, налоговая социализация, налоговые 
знания, модернизация налоговой системы, налоговые санкции

1. Introduction
Taxes play a vital role in generating 

revenue for countries, and Indonesia is 
no exception, as they form the backbone 
of governance and represent the prima-
ry national income source1. The payment 
of taxes is a manifestation of both civic 
duty and the responsibility of taxpayers 
to fulfill their tax obligations, contribu- 
ting directly and collectively to national 
financing for activities such as national 
development. 

One specific type of tax collection is 
the Motor Vehicle Tax (PKB), a regional 
tax that supports provincial development. 

1 https://bppk.kemenkeu.go.id/content/
b e r i t a / b a l a i - d i k l a t - k e u a n g a n - m a l a n g -
pengelo laan-sumber-pener imaan-pa jak-
sebagai-sumber-pendanaan-utama-dalam-
pembangunan-2019-11-05-8774fd68/

Therefore, local governments need to fo-
cus on addressing challenges in the col-
lection of motor vehicle taxes to optimize 
regional revenue.

As reported by the Governor of West 
Java, the West Java Regional Revenue 
Agency (Bapenda Jabar) exceeded its rev-
enue target, reaching IDR 32.7 trillion2. 
This total includes IDR 22.9 trillion in Re-
gional Original Income (PAD), with the 
most significant contribution coming from 
Regional Taxes, totaling IDR 21.1 trillion. 
Additionally, the Head of the West Java 
Regional Revenue Agency noted that the 
Vehicle Tax Amnesty program was uti-

2  h t t p s : / / b a p e n d a . j a b a r p r o v .
go.id/2022/12/27/gubernur- jawa-barat-
apres ias i -bapenda- jabar -yang-berhas i l -
realisasikan-pendapatan-rp32-triliun/

https://bppk.kemenkeu.go.id/content/berita/balai-diklat-keuangan-malang-pengelolaan-sumber-penerimaa
https://bppk.kemenkeu.go.id/content/berita/balai-diklat-keuangan-malang-pengelolaan-sumber-penerimaa
https://bppk.kemenkeu.go.id/content/berita/balai-diklat-keuangan-malang-pengelolaan-sumber-penerimaa
https://bppk.kemenkeu.go.id/content/berita/balai-diklat-keuangan-malang-pengelolaan-sumber-penerimaa
https://bppk.kemenkeu.go.id/content/berita/balai-diklat-keuangan-malang-pengelolaan-sumber-penerimaa
https://bapenda.jabarprov.go.id/2022/12/27/gubernur-jawa-barat-apresiasi-bapenda-jabar-yang-berhasil
https://bapenda.jabarprov.go.id/2022/12/27/gubernur-jawa-barat-apresiasi-bapenda-jabar-yang-berhasil
https://bapenda.jabarprov.go.id/2022/12/27/gubernur-jawa-barat-apresiasi-bapenda-jabar-yang-berhasil
https://bapenda.jabarprov.go.id/2022/12/27/gubernur-jawa-barat-apresiasi-bapenda-jabar-yang-berhasil
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lized by 2.276 million taxpayers in 20223. 
indicating that a significant number of 
taxpayers are still not compliant with their 
tax obligations.

Based on the data from the author’s 
observational study, the number of mo-
torized vehicles in West Java Province has 
increased. However, the regional income 
has experienced a decline. This is note-
worthy as the regional income from motor 
vehicle taxes is a crucial component in the 
area’s development. Numerous similar 
studies have been conducted, but most 
of them focused on examining only a few 
variables (Table 1). 

In contrast, this research considers 
several variables that may influence tax-
payer compliance, such as tax penalties, 
system modernization, tax knowledge, tax 
socialization, and taxpayer awareness as 
a moderating variable. Previous research 
outcomes also indicate that taxpayer com-
pliance in Indonesia is far from ideal and 
requires improvement. 

Therefore, this study is of great im-
portance as it conducts a more in-depth 
investigation, highlighting that tax 
non-compliance is a serious and complex 
issue. Taxpayer awareness is an inherent 
human trait, and it is from this perspec-
tive that the researcher is motivated to 
conduct further research on the taxpayer 
compliance variable.

3  h t t p s : / / b a p e n d a . j a b a r p r o v .
go.id/2022/09/28/2-juta-lebih-wajib-pajak-
manfaatkan-program-pemut ihan-pa jak-
kendaraan-bermotor-2022/

Beside that, research examining factors 
influencing taxpayer compliance frequent-
ly utilizes tax sanctions as an independent 
variable, yielding varied outcomes. Kui- 
lim et al. [1] found that tax sanctions have  
nothing to do with taxpayer compliance, 
others assert a noteworthy impact [2].

Moreover, the mediation of taxpayer 
awareness in the influence of tax sociali-
zation on compliance may not be present, 
as the direct effect of tax socialization ap-
pears more robust [3]. 

This study builds upon prior research 
by Karnowati & Handayani [4], expanding 
the range of independent variables to en-
compass tax sanctions, tax system moder- 
nization, tax knowledge, tax socialization, 
and income level, with taxpayer awareness 
serving as the intervening variable. 

The study employs the attribution 
theory to elucidate the behavioral link 
between taxpayer compliance and their 
inclination to fulfill tax obligations, un-
derscoring that compliance hinges on the 
intentions and willingness of taxpayers. 
The attribution theory delves into internal 
factors (taxpayer awareness, tax know- 
ledge, income level) and external attribu-
tions (tax sanctions and the moderniza-
tion of the tax system).

This study aims to investigate the mul-
tifaceted factors influencing taxpayer 
compliance with motor vehicle taxes in  
Indonesia, focusing specifically on the me-
diating role of taxpayer awareness. 

Main hypothesis of the study: The pro-
posed relationships and mediations sug-
gest that various factors, including tax 

Table 1. Regional Revenue of Bekasi Regency Originating  
from Motor Vehicle Tax (PKB)

Year Number 
of Vehicles / Units

Regional Revenue of Bekasi Regency from Vehicle Tax (PKB)
Target Actual Percentage (Target / Actual)

2016 1,314,542 568,756,000,000 588,758,559,450 103.5%
2017 1,446,049 598,381,000,000 638,389,874,025 106.7%
2018 1,516,084 724,159,000,000 759,245,999,870 104.8%
2019 1,552,045 833,220,000,000 834,154,907,950 100.1%
2020 1,604,539 862,845,000,000 862,786,222,525 100.0%
2021 1,753,587 988,623,000,000 987,464,234,837 99.9%
2022 1,789,548 1,097,684,000,000 1,079,551,256,450 98.3%

https://bapenda.jabarprov.go.id/2022/09/28/2-juta-lebih-wajib-pajak-manfaatkan-program-pemutihan-paj
https://bapenda.jabarprov.go.id/2022/09/28/2-juta-lebih-wajib-pajak-manfaatkan-program-pemutihan-paj
https://bapenda.jabarprov.go.id/2022/09/28/2-juta-lebih-wajib-pajak-manfaatkan-program-pemutihan-paj
https://bapenda.jabarprov.go.id/2022/09/28/2-juta-lebih-wajib-pajak-manfaatkan-program-pemutihan-paj
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penalties, tax system modernization, 
knowledge of taxation, tax socialization, 
income level, and taxpayer awareness, 
collectively influence taxpayer compli-
ance in the context of motor vehicle taxa-
tion in Indonesia.

2. Literature Review
Heider [5] showed that attribution 

theory serves as a framework for under-
standing individual behavior, determi- 
ning the causes of behavior through in-
ternal and external factors. In this study, 
external factors include tax penalties, sys-
tem modernization, and tax socialization, 
while internal factors comprise tax know- 
ledge, income levels, taxpayer complian- 
ce, and taxpayer awareness.

2.1. Tax Sanctions (TSc)
Allingham & Sandmo [6] showed that 

sanctions are punitive measures against 
individuals violating regulations. In tax-
ation, they guarantee adherence to tax 
laws. Tax sanctions, categorized as admin-
istrative and criminal, impact taxpayer 
compliance. Hefty penalties, such as fines 
and imprisonment, deter violations. 

Congda [7] indicates a positive rela-
tionship between tax penalties, taxpayer 
compliance, and awareness, emphasizing 
their preventive and control roles. 

Referring to the research conducted 
by Rizkiani [8], tax penalties can be con-
sidered a preventive measure taken by the 
government to prevent taxpayers from vio- 
lating tax regulations. Tax penalties can 
take the form of administrative sanctions 
or criminal penalties, where administra-
tive sanctions include fines, tax rate in-
creases, and so on [8]. Meanwhile, crim-
inal penalties can involve imprisonment. 
Therefore, with the existence of these tax 
penalties, it is expected that taxpayers will 
adhere more closely to tax compliance. 

Furthermore, tax penalties have 
a positive impact on taxpayer compliance, 
indicating that the higher the penalties im-
posed by the government, the higher the 
level of taxpayer compliance [7]. This oc-
curs because taxpayers become deterred 
by the penalties imposed by the govern-
ment, preventing them from repeating 

violations in the future [7]. On the other 
hand, the tax penalties imposed by the 
government also serve as a control to pre-
vent taxpayers from violating tax norms. 
Stringent penalties for violations commit-
ted by taxpayers have a deterrent effect, 
preventing taxpayers from committing 
tax offenses.

Moreover, the research [6] also states 
that tax penalties have a positive impact 
on taxpayer awareness, meaning that 
heavier penalties lead to an increase in 
taxpayer awareness.

2.2. Modernization of Taxation System 
(MTS)

Tax system modernization aims to op-
timize revenue by creating a transparent 
and accountable system (Andri & San-
dra [9]). 

Mudjiyanti et al. [10] showed that 
modernization of the taxation system has 
a positive impact on taxpayer compliance, 
which is facilitated by technological ad-
vances. Furthermore, Mudjiyanti et al. [10] 
states that modernization encourages 
awareness and facilitates tax obligations so 
that it has an impact on regional income. 

This research is in line with Turambi 
et al. [11] who found a positive impact of 
tax modernization on taxpayer awareness.

In the context of motor vehicle taxes, 
the modernization of the tax system rep-
resents an initiative to establish a trans-
parent and accountable tax system by 
harnessing contemporary knowledge 
and technological advancements. Where 
according to Mudjiyanti et al. [10] dan 
Patriandari et al. [12], this comprehen-
sive approach aims to stimulate taxpay-
er adherence to their tax responsibilities, 
thereby influencing local revenue gene- 
rated from motor vehicle taxes. 

The modernization of the tax system 
can be associated with attribution theory, 
as it facilitates taxpayers in meeting their 
tax obligations, consequently impacting 
taxpayer compliance. The notion of moder- 
nizing the tax system involves a transfor-
mation in the mindset and conduct of tax 
officials and organizational values, with 
the objective of shaping the Directorate 
General of Taxes into a professional insti-
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tution with a positive public image [9]. This 
enhancement is anticipated to bolster pub-
lic trust, productivity, and the integrity of 
tax officials, ultimately promoting volun-
tary taxpayer compliance [9].

Mudjiyanti et al. [10] state that tax 
system modernization is a step towards 
creating transparent and accountable tax 
administration services by leveraging the 
latest technological advancements. The 
modernization of the tax system is designed 
to facilitate taxpayers in fulfilling their tax 
obligations. They also mention that tax sys-
tem modernization has a positive impact 
on the level of taxpayer compliance. This is 
due to the fact that many taxpayers, con-
strained by work or other commitments, 
can be assisted by this modernized system, 
allowing them to fulfill their tax obligations 
anywhere and anytime. 

2.3. Tax Knowledge (TKn)
Tax knowledge encompasses infor-

mation about tax laws, aiding voluntary 
compliance [13]. Leontyeva & Maybu-
rov [14] shows a positive relationship be-
tween tax knowledge and awareness.

Tax knowledge is intricately connec- 
ted to attribution theory, signifying an 
internal factor within the taxpayer that 
shapes behavior in meeting tax respon-
sibilities. By comprehending taxation, 
taxpayers acquire insights for tax-rela- 
ted actions and strategies, facilitating tax 
planning and decision-making in fulfilling 
tax obligations consciously and voluntari-
ly, devoid of external coercion [4].

Through his research on motor vehicle 
taxes, Congda states that tax knowledge is 
one of the efforts to mature an individu-
al or group by providing information or 
teaching about taxation [7]. This ensures 
that taxpayers understand the basic con-
cepts of taxation, impacting their volun-
tary decisions to fulfill their tax obliga-
tions based on these concepts. 

Petra et al. [15] further found that 
tax knowledge can influence taxpayers 
in fulfilling their tax obligations. When 
someone understands what needs to be 
done, they willingly undertake the tasks, 
and this applies to tax compliance. When 
taxpayers comprehend the basic concepts 

of taxation, they are voluntarily and con-
sciously fulfill their tax obligations, there-
by enhancing tax compliance. 

Fulfilling tax obligations should be 
done conscientiously based on prevailing 
regulations. Understanding tax informa-
tion makes taxpayers aware of the im-
portance of meeting their tax obligations, 
indirectly fostering a sense of responsi-
bility for tax payment. This aligns with 
study [14], indicating a positive relation-
ship between tax knowledge and taxpayer 
awareness.

2.4. Taxation Socialization (TSo)
Taxation socialization educates tax-

payers to enhance compliance motivation. 
It positively impacts compliance, empha-
sizing the government’s role in informing 
taxpayers [16]. 

According Ariani et al. [17], efficient 
socialization considers various aspects, 
fostering taxpayer awareness of motor ve-
hincle tax obligations.

In alignment with attribution theory, 
socialization of motor vehicle taxation is 
an external factor influencing taxpayers 
to take specific actions. The government 
utilizes taxation socialization to convey in-
formation and offer guidance to taxpayers 
on all aspects related to taxation [9]. 

According to Karnowati & Han-
dayani [4], tax socialization is the activity 
of providing information about tax re- 
gulations, enabling the general public to 
understand what should be done to ful-
fill their tax obligations. When taxpayers 
comprehend tax regulations, they won’t 
feel confused about meeting their tax obli-
gations, leading them to willingly comply. 

Wulanningrat & Rachmawati [16] 
states in their research that tax sociali-
zation has a positive impact on the com-
pliance of motor vehicle taxpayers. This 
illustrates the government’s efforts to 
inform taxpayers about the benefits re-
ceived when fulfilling their obligations 
and the sanctions incurred when violated. 
As a result, taxpayers willingly fulfill their 
obligations, contributing to an increased 
level of tax compliance. Additionally, tax 
socialization is a government initiative to 
provide information and guidance to all 



Journal of Tax Reform. 2024;10(1):162–180

167

eISSN 2414-9497

taxpayers, conducted through both direct 
and indirect socialization methods [18]. 
Thus, tax socialization can cultivate  
taxpayer awareness of the importance of 
paying taxes [16].

2.5. Income Level (InL)
Puspanita & Machfuzhoh [19] 

showed that when correlated with at-
tribution theory, the income level is an 
internal factor within the taxpayer that 
drives compliance with tax obligations. 
The additional economic gains obtained 
by the taxpayer, both domestically and 
internationally, can be fully utilized to 
fulfill various aspects of their life, inclu- 
ding adhering to tax obligations.

According Wijiyanti et al. [20], the le- 
vel of income, obtained through work, 
influences compliance, where high in-
come is correlated with voluntary tax pay-
ments [20]. Financial conditions positively 
relate to awareness and compliance [21]. 

Wijiyanti et al. [20] also found a pos-
itive influence of income levels on tax-
payer compliance. This is because if tax-
payers have a high income, they won’t 
face difficulties in taking actions, leading 
them to voluntarily pay their taxes. 

Puspanita & Machfuzhoh [19] states 
that the income level represents any addi-
tional economic earnings acquired by the 
taxpayer, both domestically and interna-
tionally, which can then be fully utilized 
by the taxpayer. It can be assumed that 
this income can be used for their living  
expenses, and if taxpayers have higher 
earnings, they are more likely to comply 
with their tax obligations. 

Risna & Priono [21] reveals a positive 
relationship between taxpayers’ income 
levels and their awareness, as having good 
financial conditions prompts taxpayers to 
conscientiously fulfill their tax obligations.

2.6. Taxpayer Awareness (TpA)
Taxpayer awareness involves under-

standing and voluntarily fulfilling tax ob-
ligations. Awareness positively influences 
compliance, mediating the impact of pen-
alties, knowledge, and socialization [22]. 
Government-led socialization succeeds 
when taxpayers have inherent awareness.

Through taxpayer awareness of the 
role of taxation in financing a region or 
country, taxpayer compliance with tax ob-
ligations is consciously established, devoid 
of coercion from any party [8]. This is close-
ly linked to the internal factor of attribution 
theory, where human behavior influen- 
ces actions toward an object based on the 
knowledge, beliefs, and reasoning of motor 
vehicle taxpayers in accordance with the 
provisions, functions and understanding 
of their tax obligations in accordance with 
applicable laws and regulations.

Additionally, taxpayer awareness 
can mediate the influence of tax know- 
ledge [21] and tax socialization [22] on tax-
payer compliance. This proves that when 
taxpayers have knowledge, including the 
fundamentals of taxation, tax rates, tax 
functions, etc., they naturally develop 
awareness to fulfill their tax obligations. 
Moreover, government-led socialization 
efforts will be effective only if taxpayers 
have an inherent awareness of the impor-
tance of tax payment. This demonstrates 
that tax socialization will succeed when 
taxpayers have self-awareness.

2.7. Taxpayer Compliance (TpC)
Kuilim et al. [1] and McKee et al. [23] 

defines that taxpayer compliance reflects 
awareness and willingness to fulfill tax 
payments immediately. It involves eco-
nomic, psychological, legal, and financial 
perspectives. 

Manrejo & Yulaeli [24] showed that 
compliance contributes to increased tax 
revenue. Furthermore, Markonah & Man-
rejo [25] adds that there are several factors 
that can influence an individual’s tax com-
pliance, and these factors are related to the 
cost of compliance, laws / regulations on 
taxes, and law enforcement / implementa-
tion of existing tax regulations. 

Broadly speaking, taxpayer complian- 
ce can be categorized into two types: for-
mal compliance and material compliance. 
Formal compliance is related to meeting 
tax obligations based on the law, while 
material compliance involves compliance 
in fulfilling material aspects of tax obliga-
tions. Through compliance, taxpayers will 
voluntarily, obediently, and responsibly 
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fulfill their tax obligations and use their 
tax rights more wisely [4; 7], thereby con-
tributing to increased tax revenue for the 
country [24; 25].

2.8. Conceptual Framework 
and Hypotheses

These hypotheses form the basis for 
testing the relationships and mediation ef-
fects within the conceptual framework. The 
proposed relationships and mediations 
suggest that various factors, including 
tax penalties, tax system modernization, 
knowledge of taxation, tax socialization, 
income level, and taxpayer awareness, col-
lectively influence taxpayer compliance in 
the context of motor vehicle taxation in In-
donesia (Figure 1).

Research hypotheses:
H1: Applying tax sanctions encoura- 

ges taxpayers to comply.
H2: Improving the tax system posi-

tively impacts taxpayer compliance.
H3: Having a good understanding of 

taxation promotes taxpayer compliance.
H4: Tax socialization contributes posi-

tively to taxpayer compliance.
H5: Higher income levels contribute 

positively to taxpayer compliance.
H6: Taxpayer awareness plays a po- 

sitive role in promoting taxpayer comp- 
liance.

H7: Tax sanctions contribute positive-
ly to taxpayer awareness.

H8: Enhancing the tax system has 
a positive impact on taxpayer awareness.

H9: Understanding taxation positive-
ly influences taxpayer awareness.

H10: Tax socialization has a positive 
impact on taxpayer awareness.

H11: Higher income levels contribute 
positively to taxpayer awareness.

H12: Taxpayer awareness serves as 
a mediator for the positive impact of tax 
sanctions on taxpayer compliance.

H13: Taxpayer awareness acts as 
a mediator for the positive impact of the 
improved tax system on taxpayer compli-
ance.

H14: Taxpayer awareness serves as 
a mediator for the positive impact of under-
standing taxation on taxpayer compliance.

H15: Taxpayer awareness acts as 
a mediator for the positive impact of tax 
socialization on taxpayer compliance.

H16: Taxpayer awareness serves as 
a mediator for the positive impact of in-
come level on taxpayer compliance.

3. Methods
This study employs a quantitative 

method with a causal approach, aiming to 
quantify research variables (Karunia et al. 
[26], Cahaya et al. [27]), representing nu-
merical data that is subsequently analyzed 
mathematically (quantitatively) to derive 
conclusions about the interrelationships 
among variables (Karunia et al. [28]). 

Tax Sanctions (X1)

Modernization
of the Tax System (X2)

Knowledge
of Taxation (X3)

Tax Socialization (X4)

Income Level (X5)

Taxpayer Awareness 
(Z)

Taxpayer Compliance 
(Y)

H7 H12

H8

H9

H10

H11

H13

H14

H15

H16

H6
H1

H2

H3

H4

H5

Figure 1. Conceptual Framework
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This study employs an attribution theo- 
ry approach to explain the connection of 
behavior [5] related to taxpayer compli-
ance based on internal and external factors 
influencing it, such as tax penalties, moder- 
nization of the tax system, individuals’ 
knowledge of taxes, tax socialization, and 
individuals’ income levels as taxpayers.

The unit of analysis for this research is 
all motor vehicle taxpayers at the Samsat 
Office of Bekasi Regency, with a total po- 
pulation of 1,789,548 taxpayers. 

In this study, nonprobability sam-
pling is used, with accidental sampling 
techniques where the researcher meets 
taxpayers who are considered to meet the 
criteria as respondents (Cahaya et al. [29], 
Khan et al. [30]). 

Based on the Isaac & Michael table 
with a total population (N) = ∞ and a 5% 
error rate [30], the sample size for this 
study is determined to be 349. However, 
the researcher rounds the result from the 
Isaac & Michael table to 300 respondents 
(Hair et al. [31]).

This study utilizes quantitative data 
[30; 32], and the primary data sources are 
derived from real-world situations, collec- 
ted through the distribution of question-
naires (employing a Likert scale ranging 
from 1 to 5) related to the research varia-
bles. The collected data is then analyzed  
using the SEM-PLS analysis technique, 
with the support of SmartPLS tools, to  
examine the research hypotheses (Table 2).

According Khan et al. [30] and Sarstedt 
et al. [32], in the data analysis employing 
SEM-PLS, the testing procedure involves 
scrutinizing both the outer (measurement) 
model and inner (structural) model.

Idrus et al. [33] convey the outer mo- 
del measurement is an analytical tech-
nique used to assess the validity and re-
liability of data, while the inner model, 
commonly known as the structural model, 
is evaluated based on the percentage of 
explained variance [34]. 

Convergent validity, discriminant va-
lidity, and composite reliability are utilized 
to assess the outer model in this study, 
while statistical tests (hypothesis testing), 
R-Square, Q-Square, and F-Square tests are 
applied for assessing the inner model [34].

4. Result
In evaluating convergent validity in 

the outer model, it was determined that all 
35 research indicators had outer loading 
values > 0.70, indicating that all question-
naire items are deemed satisfactory and 
suitable for subsequent testing [34]. Based 
on the results of discriminant validity tes- 
ting, it can be inferred that the relation-
ship value of a construct is greater than 
the relationship with other constructs. 

Consequently, it can be concluded 
that the data used in this study exhibits 
good discriminant validity, allowing the 
data to proceed to further analysis [34]. 
Lastly, relying on the results of reliabili-
ty and validity testing, it can be observed 
that each variable has AVE values and 
composite reliability values > 0.6, signi-
fying that the variables utilized in this 
study have good validity and high relia-
bility levels [34].

In examining the inner model, for 
addressing the previously formulated 
hypotheses, the analysis involves scruti-
nizing the test results through t-statistics 
and p-values (Table 3).

The outcomes of the statistical tests 
presented in Table 3 lead to the following 
conclusions:

1. Tax penalties significantly influence 
taxpayer compliance, as indicated by a sta-
tistical test value of 3.471, surpassing 1.96, 
and a p-value of 0.001, less than 0.05. The 
positive original sample value underscores 
this impact.

2. The positive impact of updating 
the tax system on taxpayer compliance 
is evident from a statistical test value of 
3.303, exceeding 1.96, and a p-value of 
0.001, below 0.05. The positive original 
sample value affirms this influence.

3. Knowledge about taxes positively 
and significantly affects taxpayer comp- 
liance, supported by a statistical test value 
of 3.312, surpassing 1.96, and a p-value of 
0.001, less than 0.05. The positive original 
sample value reinforces this impact.

4. Tax socialization does not seem to 
affect taxpayer compliance, as the statisti-
cal test value is 0.310, below 1.96, and the 
p-value is 0.757, exceeding 0.05.
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Table 2. Questionnaire Items in the Study
Items Questionnaire list

Taxpayer Compliance (Y)
Y.1 I am aware of the prevailing tax regulations.
Y.2 I fulfill the administrative requirements for taxation.
Y.3 I pay vehicle taxes on time.
Y.4 I have not faced penalties for motor vehicle taxes.
Y.5 I have never breached motor vehicle tax regulations.

Tax Sanctions (X1)
X1.1 Penalties for violating tax regulations administratively are quite lenient.
X1.2 Criminal penalties for violating tax regulations are relatively severe.
X1.3 Tax sanctions apply to all taxpayers regardless of their status.
X1.4 Sanctions payment is made when the taxpayer pays the motor vehicle tax.
X1.5 Sanctions payment corresponds to the type of violation.

Modernization of the Tax System (X2)
X2.1 Paying vehicle taxes is more effective using the Samsat drive-thru.
X2.2 The procedure for paying vehicle taxes is easier using the Samsat drive-thru.
X2.3 The e-Samsat program facilitates convenient payment of PKB from home.
X2.4 The e-Samsat program serves as an option for me with limited time.
X2.5 Paying vehicle taxes is more time efficient as I don’t need to visit the Samsat office.

Knowledge of Taxation (X3)
X3.1 I recognize the tax’s role in funding regional development.
X3.2 I understand the procedures for paying taxes at the Samsat office.
X3.3 I comprehend the procedures for tax payment through e-Samsat.
X3.4 I am capable of settling taxes at the Samsat office.
X3.5 I can pay taxes through ATMs, Internet Banking, etc.

Tax Socialization (X4)
X4.1 Samsat Bekasi Regency officials conduct tax education.
X4.2 Samsat officials hold seminars on motor vehicle taxes.
X4.3 I receive information on motor vehicle taxes through social media.
X4.4 I receive information on motor vehicle taxes through billboards.
X4.5 I receive information on motor vehicle taxes through the radio.

Income Level (X5)
X5.1 I dutifully pay taxes even with a low income.
X5.2 The size of the tax is not a reason for me not to pay taxes.
X5.3 I am able to pay the amount of tax imposed.
X5.4 Tax rates are imposed according to the type of vehicle owned.
X5.5 My income can meet basic needs and fulfill obligations.

Taxpayer Awareness (Z)
Z.1 Paying motor vehicle taxes is my contribution to regional development.
Z.2 I fulfill the applicable administrative requirements.
Z.3 I am conscious that motor vehicle taxes contribute to regional revenue.
Z.4 I consistently allocate funds for motor vehicle tax payments.
Z.5 I ensure timely payment of motor vehicle taxes.
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5. Income levels have a positive and 
significant impact on taxpayer comp- 
liance, evident from a statistical test value 
of 2.761, surpassing 1.96, and a p-value of 
0.006, less than 0.05. The positive original 
sample value supports this influence.

6. Taxpayer awareness significantly 
and positively influences taxpayer com-
pliance, with a statistical test value of 
3.170, exceeding 1.96, and a p-value of 
0.002, less than 0.05. The positive original 
sample value strengthens this impact.

7. Tax penalties positively and sig-
nificantly impact taxpayer awareness, 
demonstrated by a statistical test value 
of 2.534, surpassing 1.96, and a p-value of 
0.011, less than 0.05. The positive original 
sample value confirms this impact.

8. Modernizing the tax system posi-
tively and significantly impacts taxpayer 
awareness, with a statistical test value of 
3.454, surpassing 1.96, and a p-value of 
0.001, less than 0.05. The positive original 
sample value reinforces this impact.

9. Knowledge about taxes positive-
ly and significantly influences taxpayer 
awareness, supported by a statistical test 

value of 2.689, surpassing 1.96, and a p-va- 
lue of 0.007, less than 0.05. The positive ori- 
ginal sample value strengthens this impact.

10. Tax socialization significantly and 
positively influences taxpayer aware-
ness, evident from a statistical test value 
of 3.680, surpassing 1.96, and a p-value of 
0.000, less than 0.05. The positive original 
sample value confirms this impact.

11. Income levels have a positive and 
significant impact on taxpayer awareness, 
with a statistical test value of 3.847, sur-
passing 1.96, and a p-value of 0.000, less 
than 0.05. The positive original sample 
value supports this influence.

12. Taxpayer awareness does not 
seem to mediate the influence of tax pen-
alties on taxpayer compliance, as the sta-
tistical test value is 1.816, below 1.96, and 
the p-value is 0.069, exceeding 0.05.

13. Taxpayer awareness mediates the 
impact of the modernization of the tax sys-
tem on taxpayer compliance, evidenced 
by a statistical test value of 2.162, surpas- 
sing 1.96, and a p-value of 0.031, less than 
0.05. The positive original sample value 
supports this mediation.

Table 3. Statistical test results

Variable relationships Original 
Sample

Sample 
Mean

Standard 
Deviation T Statistics P Values

Direct Effect
TSc  TpC 0.198 0.198 0.057 3.471 0.001
MTS  TpC 0.202 0.203 0.061 3.303 0.001
TKn  TpC 0.191 0.194 0.058 3.312 0.001
TSo  TpC 0.018 0.019 0.059 0.310 0.757
InL  TpC 0.174 0.172 0.063 2.761 0.006
TpA  TpC 0.190 0.188 0.060 3.170 0.002
TSc  TpA 0.152 0.152 0.060 2.534 0.011
MTS  TpA 0.212 0.209 0.061 3.454 0.001
TKn  TpA 0.162 0.164 0.060 2.689 0.007
TSo  TpA 0.222 0.223 0.060 3.680 0.000
InL  TpA 0.219 0.218 0.057 3.847 0.000

Indirect Effect
TSc  TpA  TpC 0.029 0.029 0.016 1.816 0.069
MTS  TpA  TpC 0.040 0.040 0.019 2.162 0.031
TKn  TpA  TpC 0.031 0.030 0.014 2.153 0.031
TSo  TpA  TpC 0.042 0.042 0.018 2.352 0.019
InL  TpA  TpC 0.042 0.040 0.016 2.582 0.010



Journal of Tax Reform. 2024;10(1):162–180

172

eISSN 2414-9497

14. Taxpayer awareness mediates the 
influence of tax knowledge on taxpay-
er compliance, supported by a statistical 
test value of 2.153, surpassing 1.96, and 
a p-value of 0.031, less than 0.05. The posi-
tive original sample value strengthens this 
mediation.

15. Taxpayer awareness mediates the 
influence of tax socialization on taxpayer 
compliance, as indicated by a statistical 
test value of 2.352, surpassing 1.96, and 
a p-value of 0.019, less than 0.05. The po- 
sitive original sample value supports this 
mediation.

16. Taxpayer awareness mediates the 
influence of income level on taxpayer 
compliance, substantiated by a statistical 
test value of 2.582, surpassing 1.96, and 
a p-value of 0.010, less than 0.05. The po- 
sitive original sample value confirms this 
mediation.

Based on the outcomes of the 
R-Square examination, it can be deduced 
that the Adjusted R2 measure for the tax-
payer compliance factor stands at 0.859 or 
85.90%, and the Adjusted R2 measure for 
the taxpayer awareness factor is 0.849 or 
84.90%. Hence, it can be inferred that the 
R-Square test findings indicate a favorable 
model fit, as they surpass the threshold of 
0.67 (Table 4).

Upon performing the Q-Square 
computation using the formula 

2 2
1 21 [(1 ) (1 )]R R− − × − , the result yields 

0.979 or 97.9%. This implies that 97.9% of 
taxpayer compliance can be elucidated 
by factors such as tax penalties, tax sys-
tem modernization, tax knowledge, tax 
socialization, and income level, while the 
remaining 2.1% is attributed to other un-
examined elements (Table 5).

Lastly, examining the F-Square test 
results reveals that taxpayer awareness, 
system modernization, and tax penalties 
are classified as high, indicating F-Square 
values exceeding 0.35. Tax knowledge 
and income level, concerning taxpayer  
compliance, fall within the moderate 
range, featuring F-Square values between 
0.15 and 0.35. Conversely, tax socializa-
tion exerts an insignificant impact on 
taxpayer compliance, with an F-Square 
value below 0.02.

5. Discussion
Based on the outcomes of the initial 

hypothesis Н1 testing, it is evident that tax 
penalties exert a positive and significant 
influence on taxpayer compliance, align-
ing with prior studies [11]. 

This discovery indicates that heigh- 
tened government-imposed tax penalties 
result in increased compliance among 
motor vehicle taxpayers in Bekasi Re-
gency. The prospect of facing substantial 
penalties motivates taxpayers to adhere 
to tax obligations, preventing elevated 
payments. Furthermore, high tax penal- 

Table 4. R-Square model test results
Dependent Variables R Square R Square Adjusted

Taxpayer Compliance (TpC) 0.861 0.859
Taxpayer Awareness (TpA) 0.852 0.849

Table 5. F-Square model test results
Variables TpC TpA MTS TKn TSc TSo InL

TpC
TpA 0.386
MTS 0.376 0.400
TKn 0.334 0.227
TSc 0.374 0.210
TSo 0.000 0.458
InL 0.296 0.458
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ties act as a deterrent against repeated 
violations. Additionally, responses from 
the questionnaire suggest that universally 
applied tax penalties, irrespective of an in-
dividual’s social status, lead to prompt tax 
obligation fulfillment, thereby enhancing 
overall taxpayer compliance. 

In conclusion, elevated govern-
ment-imposed tax penalties discourage 
taxpayers from violating tax regulations, 
ultimately contributing to increased com-
pliance among motor vehicle taxpayers.

Moving on to the results of the second 
hypothesis Н2 testing, they also reveal that 
the modernization of the tax system posi-
tively and significantly impacts taxpayer 
compliance, in line with earlier research 
by Mudjiyanti et al. [10] and Patriandari 
et al. [12]. This suggests that higher levels 
of tax system modernization correspond 
to increased compliance among taxpayers. 

The objective of modernizing the tax 
system is to ease taxpayers in fulfilling 
their tax obligations, making compliance 
more accessible. Responses from the ques-
tionnaire indicate that government com-
mitment to providing convenience, such 
as drive-thru services, contributes to time-
ly tax payments. 

The implementation of tax system 
modernization through the West Java 
Samsat Mobile (Sambara) application, 
enabling taxpayers to pay motor vehicle 
taxes from home through internet ban- 
king or ATMs, further aids the govern-
ment in achieving accountable and trans-
parent governance (Karunia et al. [35]), 
while facilitating taxpayers in meeting 
their tax obligations [36].

As for the results of the third hypo- 
thesis Н3 testing, they also demonstrate 
that tax knowledge positively and sig-
nificantly impacts taxpayer compliance, 
aligning with earlier research [13; 22]. 
This implies that taxpayers with a good 
understanding of the fundamentals and 
functions of taxation are more likely to 
comply with their tax obligations. 

According to [22], taxpayer complian- 
ce occurs when taxpayers possess good 
knowledge of general regulations, tax 
functions, and applicable tax systems. Fol-
lowing attribution theory, tax knowledge 

is an internal factor influencing an indi-
vidual’s behavior. 

Therefore, taxpayers with good tax 
knowledge are more likely to promptly 
fulfill their tax obligations. Furthermore, 
responses from the questionnaire sug-
gest that taxpayers with knowledge of tax 
payment procedures at the Samsat office 
find it easier to fulfill their tax obligations, 
leading to timely payments.

Regarding the results of the fourth 
hypothesis Н4 testing, it is established 
that tax socialization does not influence 
taxpayer compliance. This finding aligns 
with prior research by Jayusman et al. [37], 
which suggests that government sociali-
zation activities do not impact the compli-
ance of motor vehicle taxpayers. 

The research findings indicate that 
varying levels of tax socialization will not 
affect the compliance of motor vehicle tax-
payers in Bekasi Regency. This is further 
supported by the questionnaire distribu-
tion results, where counseling efforts by 
Samsat officers in Bekasi Regency are per-
ceived as low. 

Therefore, tax socialization becomes 
less effective and lacks influence on the 
compliance of motor vehicle taxpayers in 
Bekasi Regency, even though taxpayers 
have correctly completed tax adminis-
trative requirements. To provide infor-
mation, understanding, and guidance to 
taxpayers regarding tax regulations and 
functions, the role of the government and 
all responsible units is crucial.

Based on the findings from the fifth 
hypothesis Н5 testing, it is established that 
income levels exert a positive and signifi-
cant impact on taxpayer compliance. This 
result aligns with prior research [10], in-
dicating that individuals’ income, derived 
from their employment, influences their 
ability to fulfill tax obligations. 

This observation is also relevant to at-
tribution theory, where income levels are 
considered an internal factor, attributing 
an individual’s behavior to their inter-
nal characteristics. Thus, the fulfillment 
of tax obligations is intertwined with in-
dividuals’ spending capacity; higher in-
come corresponds to increased taxpayer 
compliance, and vice versa. Respondent 
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responses from the questionnaire support 
this, revealing that taxpayers with higher 
income levels contribute to compliance 
with timely tax payments.

Moving on to the outcomes of the 
sixth hypothesis Н6 testing, it is deter-
mined that taxpayers have a positive and 
significant effect on taxpayer compliance. 
This aligns with earlier research [8; 38], in-
dicating that heightened taxpayer aware-
ness correlates with increased compliance. 

According to Kuilim et al. [1], taxpay-
er awareness is characterized by knowing, 
complying with, and fulfilling tax obliga-
tions in accordance with laws and regula-
tions, driven by a desire and determina-
tion to meet these obligations. This aligns 
with attribution theory, categorizing it as 
an internal factor, where individuals act 
based on their internal motivations. 

This finding is supported by re-
spondent answers from the question-
naire, demonstrating that taxpayers are 
aware that paying taxes is their contribu-
tion to regional development, motivating 
them to make timely payments of motor 
vehicle taxes.

Regarding the seventh hypothesis Н7 
testing, it is established that tax penalties 
have a positive and significant effect on 
taxpayer awareness. This aligns with the 
research by Idrus et al. [33] that suggests 
taxpayer awareness is shaped as govern-
ment sanctions for violations increase. 
The findings indicate that higher govern-
ment-imposed sanctions lead taxpayers to 
realize the significant consequences of vio- 
lating tax regulations and the impact on 
the taxes they pay, acting as a deterrent. 

Respondent answers from the ques-
tionnaire support this, with the majority 
stating that uniformly applying tax penal- 
ties without considering an individual’s 
social status creates awareness among tax-
payers, motivating them to contribute to 
regional development by paying taxes. 

This underscores the deterrent ef-
fect of severe sanctions, preventing tax- 
payers from engaging in tax violations, 
and emphasizes that violating tax regula-
tions leads to larger tax payments, high-
lighting the positive impact of tax penal-
ties on taxpayer awareness.

Based on the findings of the eighth 
hypothesis Н8 testing, it is determined 
that the modernization of the tax system 
has a positive and significant effect on 
taxpayer awareness. This result aligns 
with previous research by Turambi et al. 
[11], suggesting that an easier system for 
taxpayers to fulfill their tax obligations 
increases their awareness of tax respon-
sibilities. The findings also indicate that 
modernizing the tax system facilitates tax-
payers, leading to heightened awareness 
of taxation and increased compliance with 
tax obligations. 

This aligns with the theory proposed 
by Mudjiyanti et al. [10], stating that 
modernizing the system through the use 
of the latest technology enhances trans-
parency and accountability in the tax sys-
tem. The impact of modernization results 
in taxpayers being aware of their tax ob-
ligations, contributing to increased com-
pliance. Respondent answers from the 
questionnaire support this, evaluating 
that the use of drive-thru Samsat facilities 
facilitates taxpayers in meeting their tax 
obligations and contributes to self-aware-
ness for participating in regional deve- 
lopment.

Based on the outcomes of the ninth 
hypothesis Н9 testing, it is evident that 
tax knowledge plays a positive and signi- 
ficant role in shaping taxpayer awareness. 
This result is consistent with previous 
research by Ratnawati et al. [14], empha-
sizing that individuals with a deep under-
standing of tax matters consciously fulfill 
their tax obligations. The findings suggest 
that increased knowledge of tax payment 
procedures correlates with heightened 
awareness. 

This is corroborated by responses from 
the questionnaire, where taxpayers well-
versed in the tax procedures at the Samsat 
office exhibit an increased awareness of tax 
payment. Thus, individuals equipped with 
a comprehensive understanding of the sim-
plicity and significance of taxation, along 
with knowledge of all facets of tax-related 
matters, consciously acknowledge the im-
portance of meeting tax obligations as their 
contribution to national, regional develop-
ment, and the economy.
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Moving on to the tenth hypothesis 
Н10 testing, it is established that tax so-
cialization exerts a positive and significant 
influence on taxpayer awareness. This 
finding aligns with prior research [16; 22], 
indicating that increased use of informa-
tion media for socialization in public spac-
es enhances taxpayer awareness. 

Tax socialization involves dissemi-
nating information about tax regulations, 
enabling the general public to compre-
hend the actions required for fulfilling 
tax obligations [4]. When taxpayers have 
a clear understanding of tax regulations, 
confusion is minimized in meeting tax ob-
ligations, leading to voluntary compliance. 
Government-led socialization enhances 
taxpayers’ insight, making them aware of 
the importance of fulfilling tax obligations. 

This is further supported by respon- 
dent answers from the questionnaire, 
where the majority asserts that providing 
information in public spaces using the 
latest information technology will ele-
vate taxpayer awareness, contributing to 
regional development.

Regarding the eleventh hypothesis 
Н11 testing, it is evident that income levels 
have a positive and significant impact on 
taxpayer awareness. The findings suggest 
that higher income received by taxpayers 
enhances their welfare, fostering aware-
ness and the ability to pay taxes. With this 
income, taxpayers can allocate resources 
to meet their economic needs or engage 
in other activities, fostering awareness of 
fulfilling tax obligations. This finding is 
reinforced by respondent answers from 
the questionnaire, where taxpayers with 
high income and the capacity to pay taxes 
are conscious of paying taxes to contribute 
to regional development.

Based on the twelfth hypothesis Н12 
testing, it is determined that taxpayer 
awareness does not mediate the influence 
of tax penalties on taxpayer compliance. 
This aligns with previous research [14]. 
It indicates that sanctions and awareness 
alone are insufficient to boost taxpayer 
compliance, as taxpayer awareness can-
not mediate sanctions on taxpayer comp- 
liance. Sanctions, imposed externally by 
the government as punishment for tax-

payer violations, and taxpayer awareness, 
representing an individual’s willingness 
to fulfill tax obligations voluntarily, are 
distinct factors. 

In reality, taxpayers often have in-
terests beyond fulfilling tax obligations, 
complying only to meet administrative 
requirements outside the tax context. This 
finding is supported by respondent an-
swers from the questionnaire, leading to 
the conclusion that there is no relationship 
between the three variables. Low comp- 
liance with administrative requirements 
by taxpayers and high sanctions imposed 
by the government do not impact tax- 
payer compliance in meeting tax adminis-
trative requirements.

Regarding the thirteenth hypothesis 
Н13 testing, it is evident that taxpayer 
awareness mediates the influence of the 
modernization of the tax system on tax-
payer compliance. This aligns with previ-
ous research by Turambi et al. [11]. It im-
plies that an easier system for taxpayers to 
fulfill their tax obligations through mod-
ernization, coupled with high awareness 
among taxpayers, results in high taxpayer 
compliance. 

The modernization of the tax system 
is expected to enhance taxpayer comp- 
liance, supported by the internal factor 
of taxpayer awareness. This research 
demonstrates that taxpayer awareness 
can mediate the impact of modernization 
on taxpayer compliance, as evidenced 
by respondent answers from the ques-
tionnaire. The ease of fulfilling tax obli-
gations through the drive-thru Samsat 
system, along with taxpayer awareness 
that tax payment is a contribution to re-
gional development, leads taxpayers to 
pay their taxes on time.

Based on the fourteenth hypothesis 
Н14 testing, it is established that taxpayer 
awareness mediates the influence of tax 
knowledge on taxpayer compliance. This 
aligns with previous research [39]. The 
research indicates that taxpayers with 
good tax knowledge and high awareness 
contribute to increased taxpayer comp- 
liance. This occurs when taxpayers pos-
sess knowledge of the basics of taxation, 
functions of taxation, and tax penalties,  
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leading to an awareness of complying 
with tax obligations. Additionally, based 
on respondent answers from the ques-
tionnaire, the majority also express that 
understanding tax procedures and aware-
ness of tax payment will lead taxpayers to 
pay their taxes on time and contribute to 
development.

Based on the outcomes of the fifteenth 
hypothesis Н15 testing, it is established 
that taxpayer awareness serves as a me-
diating factor in the impact of tax sociali- 
zation on taxpayer compliance. This dis-
covery aligns with earlier research [22; 44].  
The findings indicate that elevated go- 
vernment-led socialization, coupled with 
heightened awareness, leads to increased 
taxpayer compliance. 

This underscores that government ef-
forts to impart understanding of taxation 
to taxpayers are not fully effective without 
the individuals’ intrinsic awareness to vo- 
luntarily fulfill tax obligations. This is sub-
stantiated by tax socialization endeavors, 
which manifest as government activities 
providing information and assistance to 
taxpayers regarding applicable tax rules. 
Taxpayers become cognizant of their 
rights and obligations, fostering an inhe- 
rent awareness of fulfilling tax obligations. 

Additionally, conclusions drawn 
from respondent answers in the question-
naire suggest that government socializa-
tion efforts through billboards in public  
areas, combined with taxpayer awareness 
of paying taxes to contribute to regional 
development, will impact timely tax pay-
ments.

In relation to the sixteenth hypothe-
sis Н16 testing, it is evident that taxpayer 
awareness plays a mediating role in the 
influence of income level on taxpayer com-
pliance. This finding is in line with prior 
research [21]. The findings suggest that 
higher levels of taxpayer awareness and 
income lead to increased taxpayer compli-
ance. Income level itself is a pivotal factor 
for taxpayers because they utilize the mo- 
ney earned through work or services to 
meet their tax obligations. 

However, regardless of the amount 
of taxpayer income, compliance cannot be 
achieved without an awareness of the sig-

nificance of fulfilling tax obligations. This 
is corroborated by respondent answers 
from the questionnaire, where taxpayers, 
equipped with the ability to pay their taxes 
and coupled with awareness that paying 
taxes is a part of regional development, ful-
fill their tax obligations on time.

6. Conclusion
Based on the outcomes of the con-

ducted research and subsequent data 
analysis, it is evident that tax penalties, 
system modernization, tax knowledge, in-
come level, and taxpayer awareness play 
crucial roles in enhancing taxpayer com-
pliance. However, tax socialization does 
not demonstrate a significant impact on 
taxpayer compliance. These factors col-
lectively underscore the importance of 
targeted interventions in tax policy and 
administration.

In practical terms, the study proposes  
several recommendations for relevant  
authorities:

1. Provide detailed and comprehen-
sive information to taxpayers regarding 
the requirements for fulfilling their tax 
obligations.

2. Maintain high levels of tax penalties 
imposed by the government for tax viola-
tions to deter potential violators and pre-
vent future non-compliance.

3. Enhance the e-Samsat system for 
fully online operation to increase taxpayer 
engagement with the system.

4. Conduct socialization efforts to in-
form taxpayers about available payment 
methods, maximizing the utilization of 
existing facilities.

5. Intensify socialization efforts to  
educate taxpayers about tax regulations, 
fostering increased compliance.

6. Adjust tax rates based on taxpayers’ 
abilities, ensuring that the tax burden is 
manageable for all taxpayers.

7. Conduct socialization campaigns 
encouraging taxpayers to pay their taxes 
on time to avoid late payment penalties.

The theoretical significance of this re-
search lies in its contribution to the under-
standing of factors influencing taxpayer 
compliance, providing a foundation for 
future studies in the realm of tax admi- 
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nistration. On a practical level, the recom-
mendations offer actionable insights for 
policymakers and tax authorities, guiding 
the development of effective strategies to 
enhance compliance.

However, it is crucial to acknowledge 
certain limitations. The research scope is 
specific to motor vehicle taxes in Indone-

sia, and the findings may not be univer-
sally applicable. Additionally, external 
factors influencing taxpayer behavior, 
which were not extensively explored, may 
contribute to variations in compliance le- 
vels. These limitations emphasize the need 
for caution when generalizing the results 
beyond the study’s context.
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ABSTRACT
Domestic revenue mobilisation has become a topical issue in developing countries, 
and their capacity to regulate multinational enterprises (MNE) transactions to mini-
mise Base Erosion and Profit Shifting (BEPS) remains a formidable task. Faced with 
legislative deficiencies, implementation incapacities, and being at the nascent stages 
of adopting transfer pricing (TP) regulation, developing countries have remained at 
the mercy of MNEs’ BEPS practices. The complexity and intricacies of intragroup 
transactions have an impact on profit allocation, thus affecting the distribution of 
taxing rights across countries where these MNEs operate. This study explores the 
regulatory policies toward international transfer pricing in the context of developing 
nations and the associated challenges. The paper proffers possible solutions to im-
prove TP regulation and implementation. Specifically, the paper centres its attention 
on Zimbabwe, one of the developing nations that have implemented transfer pricing 
legislation in recent years. Mitigating the impact of BEPS through efforts, such as 
regulating and managing TP would avail potential substantial finance to shift deve- 
loping countries from aid dependence to self-sustenance, yet these efforts face a lot 
of hurdles. Research that contributes to knowledge development in the area, evalu-
ates the hurdles faced and contributes to policy and implementation improvements 
becomes vital. This study found that Zimbabwe is faced with challenges such as lack 
of legislative clarity, lack of comparability data, shortage of resources, lack of capacity 
and dysfunctional double taxation agreements in dealing with transfer pricing. The 
study recommends Zimbabwe should improve legislation, create TP databases, im-
prove revenue authorities’ capacity, and increase stakeholder awareness of TP.
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transfer pricing, multinational enterprises, base erosion, profit shifting, Zimbabwe 
Revenue Authority (ZIMRA)
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Мобилизация внутренних налоговых доходов стала актуальной проблемой 
в развивающихся странах, а их способность регулировать операции транснацио-
нальных корпораций с целью минимизации размывания налогооблагаемой базы 
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1. Introduction
Domestic revenue mobilisation has 

become a topical issue in developing 
countries [1], with one of the focal and 
fundamental issues under discussion 
being tax revenues generated from the 
taxation of activities by multinational en-
terprises (MNEs). Core to this debate are 
the challenges emerging due to transfer 
pricing (TP) [2–4].

TP is generally defined as the pricing 
and transfer of goods and services that are 
sold between autonomous divisions of 
a company or group of companies. Not-
withstanding this definition, contempo-
rary literature in economics, accounting, 
taxation, and law has paid renewed focus 
on transfer pricing as a tool employed 
by MNEs to reduce their global tax obli-
gations by shifting profits from high tax 
jurisdictions to low tax jurisdictions (tax 
havens) [3]. 

TP has been described as an avenue 
used for the purpose of tax planning, 
tax avoidance and tax evasion (abusing 
taxing rights), with the main objectives 
being minimisation of tax obligations or 
outright escape from tax. MNEs often 
manipulate TP to their benefit, but at the 
same time depriving and siphoning coun-
tries of millions and at times billions. 

TP is described as the greatest profit- 
shifting problem in international taxation 
in developing countries [5; 6]. As posited 
by Sebele-Mpofu et al. [3], the United Na-
tions Conference on Trade and Develop-
ment (UNCTAD) Report in 2020 explains 
that Africa is losing approximately $89 bil-
lion (estimated to equal the aggregate total 
annual receipts of development aid and 
foreign direct investment inflows) through 
illicit financial flows (IFFs) because of il-
legal activities, abusive transfer pricing, 
corruption, trade mispricing and mis-in-

и вывода прибыли из-под налогообложения (BEPS) остается сложной задачей. 
Столкнувшись с недостатками законодательства, находящегося на начальном 
этапе принятия регулирования трансфертного ценообразования, развивающие-
ся страны полностью остаются в рамках применения практики BEPS. Сложность 
и запутанность внутригрупповых сделок сказывается на распределении прибы-
ли, тем самым влияя на распределение налоговых прав между странами, где ра-
ботают эти транснациональные корпорации. В статье исследуется регуляторная 
политика в отношении международного трансфертного ценообразования в кон-
тексте развивающихся стран и связанных с этим проблем. В статье предложены 
возможные решения по совершенствованию регулирования и реализации транс-
фертного ценообразования. Основное внимание уделяется Зимбабве. Это одна 
из развивающихся стран, которые в последние годы внедрили законодательство 
о трансфертном ценообразовании. Смягчение воздействия BEPS с помощью та-
ких мер, как регулирование и управление трансфертным ценообразованием, 
позволило бы использовать потенциал существенного финансирования развива-
ющихся стран для перехода от помощи к самообеспечению. Однако эти усилия 
сталкиваются со многими препятствиями. Жизненно важными становятся ис-
следования, способствующие развитию знаний в этой области, оценке стоящих 
перед ними препятствий и способствующих совершенствованию политики и ее 
реализации. Наше исследование показало, что Зимбабве сталкивается с такими 
проблемами, как отсутствие законодательной ясности, отсутствие сопоставимых 
данных, нехватка ресурсов и сохранение дисфункциональных соглашений об 
избежании двойного налогообложения в области трансфертного ценообразова-
ния. В исследовании обосновываются рекомендация Зимбабве усовершенство-
вать законодательство, создать базы данных по трансфертному ценообразова-
нию, расширить возможности налоговых органов и повысить осведомленность 
заинтересованных сторон о трансфертном ценообразовании.

КЛЮЧЕВЫЕ СЛОВА
трансфертное ценообразование, транснациональные корпорации, размывание 
налогооблагаемой базы, вывод прибыли из-под налогообложения, налоговое 
управление Зимбабве (ZIMRA)
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voicing, tax avoidance and evasion among 
other ways. Sebele-Mpofu et al. [3] further 
emphasise the need to address the diffe- 
rent dimensions in which the TP scourge 
presents itself as it arguably contributes 
to IFFs that deprive African nations and 
their people of their significant domestic 
revenue, weaken transparency and ac-
countability and reducing trust in African 
institutions. 

TP is not illicit but the deliberate 
mispricing of transactions (over or un-
der-pricing) and manipulation to shift 
profits or minimise tax obligations is abu-
sive and unethical tax avoidance [7–9]. 
Abusive TP remains one of the pressing 
issues facing revenue authorities, policy-
makers, and tax practitioners worldwide. 
Of the estimated US$89 billion in annual 
IFFs, transfer pricing is argued to account 
for around US$55 billion [3].

Tax-driven transfer pricing moves 
taxing rights from countries in which tax 
rates are perceived to be high to those 
countries with lower tax rates, yet in most 
developing countries retaining of taxation 
rights of MNEs’ incomes are essential for 
revenue generation as more than 60% of 
the national revenues are generated from 
taxation in most of these developing coun-
tries [10].

Tax revenue mobilisation in develo- 
ping countries is important for economic 
development, poverty alleviation, infra-
structural development, social security, 
and fulfilment of citizens’ expectations with 
regard to improving health, education, and 
the general standards of living [11]. 

MNEs positively contribute to deve- 
loping economies through foreign direct 
investment (FDI), infrastructural invest-
ment and development, employment cre-
ation, innovation and novel technologies 
(which are essential in the dynamic and 
ever-changing globalised business world) 
and contribute to the welfare of citizens 
through their various corporate social re-
sponsibility efforts. 

However, their negative impact on 
revenue mobilisation through tax avoi- 
dance and evasion, abuse of tax treaties 
and abusive TP arrangements have gen-
erated a lot of scrutiny and outcry [7; 9]. 

Highlighting the costly nature of tax reve-
nue losses due to TP in Africa, Sebele-Mpo-
fu et al. [3] approximates the losses to tax 
havens at $9.6 billion (roughly 2.5% of total 
tax revenues) in 2014. It is also problematic 
for revenue authorities to maintain a ba- 
lance between their revenue generation  
objectives and enforce their legitimate ta- 
xing rights with the need to still provide 
a considerably fair, stable, predictable, and 
conducive investment environment [7]. 

With too much aggressiveness in 
tax policy, the same strategy at reducing 
Base Erosion and Profit Shifting (BEPS) 
and improving domestic revenue mobi-
lisation, can result in exposing MNEs to 
double taxation and overly burdensome 
tax obligations. 

De Mooij & Liu [12] acknowledge 
these mixed ramifications and unresolved 
puzzles that exist within the current tax 
avoidance literature and hence called for 
further research in this area. 

Rathke et al. [13] also found differen- 
ces in the strength levels of some transfer 
pricing rules compared to others. There-
fore, this study contributes to the theo-
retical debate on how transfer pricing 
regulation affects taxation and BEPS in 
developing countries. The study also de-
velops a conceptual framework to unpack 
the challenges and possible solutions to 
TP manipulation in developing countries.

It is against this background that this 
paper focuses on exploring the legisla-
tive regime associated with international 
TP in developing countries as well as the 
challenges faced in implementation, par-
ticularly anchoring on Zimbabwe, one 
of the African nations that adopted the 
OECD TP guidelines and enacted TP re- 
gulation in 2016. 

The paper has three main objectives, the 
first being, to investigate the challenges of 
transfer pricing in a developing context 
by focusing on Zimbabwe. Secondly, the 
paper endeavours to explore the sugges- 
ted solutions and efforts made by deve- 
loping countries from both literature and 
empirical research towards mitigating 
these challenges. Thirdly, the paper aims 
to make possible suggestions on how to 
improve TP regulation, implementation 
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and manage these challenges to make TP 
regulations more effective. 

Since the adoption of TP regulation 
is still in its early development stages in 
developing countries, with some having 
adopted the regulation (Zimbabwe, South 
Africa, Kenya, Tanzania among others) 
and some yet to, research that contributes 
to knowledge development in the area, 
evaluates the hurdles faced and contri- 
butes to policy and implementation im-
provements is vital.

Research hypotheses: MNEs are more 
likely to engage in TP manipulation in 
developing countries due to challenges 
associated with weak tax administration 
issues in these countries.

Article structure: This article is made 
up of six sections. The first section gave an 
introduction to the paper while the second 
section of the paper reviews related litera-
ture to put into perspective the problem of 
TP manipulation in developing countries. 
The third section of the paper describes 
the research methodology adopted for col-
lecting and analysing data for the paper. 
The fourth section presents the findings of 
the paper while the fifth section provides 
a brief discussion of the findings. The sixth 
section concludes the paper and makes 
recommendations on how to mitigate TP 
manipulation by MNEs in developing 
countries.

2. Literature Review
Tax-motivated TP has been a topical 

discussion in both developed and deve- 
loping countries, due to the increase in 
MNEs activities and the existence of tax 
havens. Developing countries especially 
in the African continent suffer the most 
from TP abuse [14; 15]. 

Approximately 60% of trade trans-
actions flowing in and out of Africa are 
mispriced by more than 11% on average, 
amounting to an estimated capital flight 
portion of around 7% of African trade [16]. 

Developing countries have sought to 
deal with TP to reduce income shifting 
and capital flight [9]. 

The application of the arm’s length 
principle in pricing has been advoca- 
ted for as an important measure to tackle 

the challenge. The OECD, UN and other 
various country-by-country guidelines 
have been crafted suggesting several TP 
methods that can be used to determine the 
arm’s length principle [8; 17].

Zimbabwe adopted TP legislation in 
2016. Zimbabwe has been working on le- 
gislative reforms for transfer pricing pur-
poses in a bid to protect its tax base. For 
many years, the country has had the arm’s 
length principle (ALP), but in the form of 
general anti-avoidance measures. In 2012 
it started being actively involved in trans-
fer pricing training of the revenue agents, 
and in 2014 the anti-avoidance measures 
were revised but lacked clarity on the ap-
plication of the ALP. The year 2016 came 
with specific transfer pricing rules (sec-
tion 98B as read with the 35th schedule of 
the Income Tax Act 1996 (Chapter 23:06) 
which adopted the ALP as prescribed 
by the Organisation for Economic Co- 
operation and Development (OECD) and 
placed a demand on taxpayers to prepare 
contemporaneous documentation. 

Nonetheless, the rules still lacked 
sufficient guidance leading to additional 
amendments to the Income Tax Act (Statu-
tory Instrument 109) in 2019 [7]. The recent 
amendments are an attempt to address the 
weaknesses of the specific transfer pricing 
rules and provide guidance on the docu-
mentation requirements, preparation, and 
submission deadlines as well as penalties 
for non-compliance. Zimbabwe also intro-
duced a TP return specifically dedicated 
to TP transactions.

2.1. Challenges of Transfer pricing 
regulation and management 

in developing countries
Mitigating the impact of illicit finan-

cial flows through efforts, such as regula- 
ting and managing TP would avail poten-
tial substantial finance to fund education, 
health, productivity, and infrastructural 
needs of developing countries, yet these 
efforts face a lot of hurdles [4; 7]. 

McNair et al. [18], while studying de-
veloping countries that included Mozam-
bique and Sierra Leone summarise these 
constraints as the skills and informational 
gaps, the absence of effective transfer pri- 
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cing legislation, weak capacities to imple-
ment, evaluate, monitor TP legislations, or 
even take appropriate legal action where 
legislation abuse has been noted. 

Indeed, most developing countries 
have no adequate TP regulations or where 
it exists, it is inadequate and weakly de-
veloped or there is no expertise to clearly 
articulate it and MNEs often exploit these 
capacity weaknesses and underdeve- 
loped to their advantage, robbing deve- 
loping countries of taxing rights and the 
much-needed tax revenues. Sebele-Mpo-
fu et al. [7] reiterate these challenges in 
Zimbabwe. 

Beer & Loeprick [19] group them into 
lack of watertight TP regulation (policy, 
documentation, and legislative clarity), 
inadequate knowledge of TP regulation 
amongst different stakeholders (such as 
taxpayers, tax administrators, tax court 
officials and tax consultants), absence of 
comprehensive databases and weak im-
plementation capacities (experience and 
expertise, financial resources, unsound 
staffing policy, and the absence of specific 
TP implementation, administration and 
monitoring team). 

Wealth et al. [20] affirms the lack of 
sufficient and appropriate regulation and 
administrative TP guidelines, scarcity of 
information and poor capacity as major 
obstacles to effective regulation of TP and 
productively taxing MNEs, exposing de-
veloping countries to more aggressive and 
exploitative TP arrangements. 

Mpofu & Wealth [21] allude to the 
challenges of applying the arm’s length 
principle as one of the major obstacles to 
enforcing TP rules in developing coun-
tries and thus enabling profit shifting by 
MNEs [22]. 

Acknowledging the need to pay close 
attention to the obstacles to effective regu-
lation of MNE transfer pricing activities in 
Tanzania, Luhende [23], tables the various 
issues as likely problems. The issues in-
clude lack of awareness of TP regulations 
by taxpayers, absence of comparable data, 
companies and transactions, uncertainty 
around the TP documentation to be filed 
with the Tanzanian Revenue Authority 
(TRA), difficulties in carrying out TP au-

dits and inadequate capacity at TRA to 
effectively administer TP policy and re- 
gulation. 

Barrogard et al. [24] through desktop 
research and a survey of seven develop-
ing countries that are German Develop-
ment partners (Cameroon, Gambia, Bur-
kina Faso, Democratic Republic of Congo, 
Uganda, Honduras, and Liberia) allude 
to the lack of comparable information to 
use for TP, lack of prioritisation of BEPS 
mitigation measures, lack of awareness, 
expertise, and capacity inadequacies. 

It is evident from the discussion that 
despite the urgent need to regulate TP ar-
rangements in developing countries due 
to the globalised nature of transactions as 
well as the importance of minimising re- 
venue leakages and illicit flows, it remains 
a formidable task. It is also clear that these 
developing countries share similarities in 
these challenges to a greater extent, but 
there are also challenges that are unique 
to each national context [7; 21], hence the 
need to contextualise the investigation of 
the complexities as well as to tailor make 
possible solutions to developing countries 
and to country-by-country settings. The 
different challenges are categorised in 
terms of similarities and discussed com-
prehensively below.

2.1.1. Challenges and Subjectivity 
of the arm’s length principle

The arm’s length principle advoca- 
ted for in the TP regulations is somewhat 
subjective. Several challenges and dis-
advantages of the arm’s length principle 
make it difficult for TP regulations to be 
effective. These have been tabled by va- 
rious researchers such as Oguttu [6], Lu-
hende [23], Cooper et al. [25], Wier [26] 
and Silberztein [27]. Key among the hur-
dles is the heavy dependence on the avai- 
lability of comparable data, which may be 
unavailable or not readily accessible [6; 7]. 

Oguttu [6] also stresses how it is more 
vexing for African states to apply the com-
parability analysis which is the basis for 
the arm’s length principle that is believed 
to curb TP manipulations. The principle 
also puts immense documentation pro-
vision responsibilities on the revenue 
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authorities and taxpayer, heightening ad-
ministrative and compliance burdens im-
posed on these respectively. 

It can also create confusion and un-
certainty on how certain transactions are 
treated for both taxpayers and administra-
tors where comparability data is not there 
or readily available [23; 25]. 

Where data on comparable informa-
tion is not in existence and an uncontrolled 
price exists that must be adjusted to make 
it more comparable, the process may be 
subjective and complex if not arbitrary. 
In some instances, the arm’s length price 
does not cater for limited packaging costs, 
reduced marketing and distribution costs, 
economies of scale and networks profits 
and other advantages enjoyed by member 
companies within a group [23; 28]. 

Most developing countries have no 
minimum conditions in place such as tax 
treaties and double taxation agreements 
to curb and minimise the likely double 
taxation implications that might emanate 
from the enforcement of the arm’s length 
principle [21]. 

In addition to the above challenge, the 
application of the principle has significant 
implications for capacity building in the 
form of skills, technical expertise and tech-
nological needs for governments and their 
tax administrators.

2.1.2. Tax Administration Capacity

Inadequate and weak capacity, toget- 
her with lack of expertise have been allu- 
ded to as the constraints to effective tax ad-
ministration in developing countries [29] 
as well as to effecting implementation of 
the national TP rules [30] or OECD and 
UN TP guidelines in developing countries 
and African countries [9]. The application 
of the OECD and UN transfer guidelines 
is still in its infancy in most developing 
implying that there is limited experience 
and very few specialists, who are general-
ly not yet fully equipped. 

In some developing countries such as 
Tanzania [23] and Zimbabwe [3; 7], even 
though revenue authorities (such as TRA 
and ZIMRA respectively), tax consultants, 
accounting and taxpayers have embarked 
on various activities towards capacitation, 

these are not enough. It continues to be 
challenging for TP laws to be adminis-
tered competently and professionally. 

The gravity of this challenge is ex-
pressed by Cooper et al. [25], stating that 
“a lack of administrative capacity can 
lead to a disregard for the legislation, or 
alternatively may result in “innovative” 
and poorly targeted enforcement. The 
former may result in further erosion of 
the tax base, because of opportunistic in-
vestor behaviour or simply tax avoidance 
or a bias towards risk aversion in coun-
tries with stronger administrative capac-
ity.” Contrary to the situation in develo- 
ping country revenue authorities, MNEs 
and their tax advisory departments hire 
professional, highly qualified, and expe-
rienced individuals who are conversant 
with TP issues. With financial resources 
at their disposal, they give them oppor-
tunities for continuous professional de-
velopment (CPD), thus putting them in 
a more privileged position to arrange the 
TP activities of MNEs in a complex man-
ner and even in defending their TP and 
tax decisions in a court of law. 

These professionals are no match for 
revenue officers, who are sometimes inex-
perienced and not well trained [23]. Even 
where capacity building is progressively 
on the right track and revenue authorities 
having trained specialists, it is hampered 
by high staff turnover. It is often difficult 
to retain them due to poor remuneration 
and they leave for more lucrative and 
higher-paying jobs in accounting firms, 
the private sector and ironically these 
MNEs [7]. 

Beebeejan [31] points to a general con-
currence that the shortage of resources ex-
acerbates the capacity constraints to effec-
tive TP regulation. 

Mashiri et al. [8] splits these capacity 
constraints into financial constraints, lack 
of experience and expertise, lack of sound 
staffing policy and lack of specific transfer 
pricing teams. Despite the separation of 
these constraints, they are interrelated in 
the way they impact TP regulation, imple-
mentation, and taxation of the activities. 
For example, financial resources shortages 
and lack of expertise as discussed above. 
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Lack of sound staffing policy and lack of 
specific TP administration teams impacts 
negatively on the development of appro-
priate experience and expertise. 

2.1.3. Inadequate, absent, or weakly 
developed TP Regulations

Barrogard et al. [24] adduce that BEPS 
is not prioritised in most developing coun-
tries where there are knowledge gaps, 
administration gaps and at times commit-
ment of the nation at the policy design lev-
el, implementation of the tax policy and its 
communication to revenue administrators 
is disconnected and disorganised. 

Most developing nations have inade-
quate, or no TP regulations and enforce-
ments as acknowledged by Blumenthal & 
Ratombo [32]. 

With respect to African countries, 
Shongwe [28], states that “African coun-
tries have traditionally either not updated 
their laws or have narrow definitions in 
their laws that allow MNEs to structure 
transactions either with aggressive trans-
fer pricing mechanisms or through exces-
sive debt structuring to shift profits to low 
tax jurisdictions”. 

Affirming this challenge, the UNCTAD 
Secretary-General asseverates that nearly 
half of Sub-Saharan African nations lack 

adequately crafted TP policies, rules, regu-
lations as well as administrative capacity in 
their jurisprudence. Sebele-Mpofu et al. [7] 
adduces that there is a scarcity of TP guide-
lines tailored to the contexts and needs of 
developing countries. These shortcomings 
leave these developing countries exposed 
and with little capacity to stand up against 
MNEs even in these countries’ own courts, 
let alone international courts. 

Wealth et al. [33] observes that even 
where TP regulations are in place, the 
complexity of the tax systems opens many 
arbitrage opportunities that lead to pro- 
fit shifting between different tax jurisdic-
tions, with varying tax laws. Contrary to 
availing a level playing, this ends up dis-
advantaging developing countries, while 
favouring developed ones. 

Reiterating this concern, Shongwe [28] 
posits that “In African countries, prima-
ry rules on TP lack clarity and risk being 
ineffective in addressing complex trans-
fer pricing arrangements”, thus opening 
room for abusive tax planning and mak-
ing the investment climate less favourable. 

A snapshot of the level of development 
of TP legislation in a few selected African 
countries is shown in Table 1 as adapted 
from Shongwe [28] and buttressed with in-
formation from Mashiri et al. [8]. 

Table 1. Level of Development of TP legislation in selected African countries

Country TP implementation Regulations 
or guidelines

Comprehensive 
documentation 
requirements 
and penalties

Yearly disclosure 
of related party 

transaction 
requirements

Botswana TP rules currently being developed No No
Cameroon 2012 Finance Law Yes Yes, upon request
Malawi Section 41 of the Income Tax Act 

(ITA)
Yes, No clear-cut 
penalties for TP

No, upon request

Zambia Section 97A if the ITA Yes, no TP-specific 
penalties

No, Upon request

South Africa Well-developed TP laws Yes Yes
Tanzania Anti-avoidance Section 33 of the 

ITA
No, Penalty powers 
discretionary

Yes

Kenya Section 470 of the ITA Yes Yes, but not widespread
Lesotho No specific TP rules, Arms’ Length 

prices referred to in ITA
No No

Zimbabwe TP introduced in 2016 in the ITA Yes Yes
Uganda ITA Yes No, on request
Source: [28]
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2.1.4. Complexity of MNEs transactions 
and lack of cooperation by MNEs

Various researchers [3; 9] highlight 
that developing and emerging economies 
are faced with challenges such as lack of 
capacity and expertise, weak negotiating 
power and corruption in effectively mo- 
nitoring and regulating TP arrangements 
and even in administering taxes on MNEs 
income generating activities, the comple- 
xity of the MNEs transaction compounds 
these constraints.

The complexity of these transactions 
that are intra-group or between subsidia- 
ries of a group or subsidiaries and parent 
company have an impact on the profit al-
location, thus affecting the distribution of 
taxing rights across countries where these 
MNEs operate. TP transactions have in-
creasingly become very complex due to the 
growth in globalisation, the rise in the so-
phisticated financial sector and cross-bor-
der mergers [16].

The intricacy of transactions has 
led to intractable battles over the taxing 
rights and ease of profit shifting from 
developing countries that have weak or 
no capacity to either keep an eye on the 
TP activities or challenge such activities. 
MNEs have abundant financial and tech-
nical resources to engage in complex glo- 
bal transactions and procedures or to hire 
highly qualified experts to conceal such 
transactions through creative accounting 
and special purpose vehicles [7].

Due to a lack of adequate expertise, 
developing countries may find it challen- 
ging if not impossible to trace, track and 
tap these into the tax base. The lack of ex-
pertise and transaction intricacy are also 
a stumbling block to effective auditing of 
these transactions or even raising a strong 
case that can be successfully argued in 
a court of law [21].

As outlined by the Sebele-Mpofu et al. 
[3], MNEs are often not willing or “eco-
nomical” when it comes to information 
sharing when asked by tax administrators 
and auditors. At times they provide volu-
minous information to confuse tax admi- 
nistrators and auditors. This makes dis-
pute resolution and liability assessment 
a formidable task. The ineffectiveness 

of DTAs in ensuring access to informa-
tion and sharing compounds the lack of  
cooperation challenges. Information 
might take long to be provided or it might 
be incomplete when provided.

2.1.5. Information Asymmetry

The information asymmetry privile- 
ges developed countries at the expense of 
developing countries, as the developed 
countries often infringe on the rights of 
developing countries with less infor-
mation. The availability of resources, 
both financial and technical (tax experts, 
knowledgeable revenue officers and legal 
experts on TP) in developed countries give 
the already politically domineering deve- 
loped countries an upper hand in getting 
TP information from MNEs [18].

On the other hand, the lack of resour- 
ces and weak political standing of deve- 
loping countries stifles their negotiation 
and enforcement capabilities and capaci-
ties, leading to failure to get relevant in-
formation [16].

Taxation and TP regulation depend 
on information. This information power 
imbalance gives more power and leverage 
to both taxpayers, revenue officers and 
legal and tax experts in developed coun-
tries, allowing them to be more aggressive 
in their tax planning and TP decisions to 
the detriment of the less powerful deve- 
loping countries’ taxpayers, revenue ad-
ministrators and the courts [15; 18]. 

Cooper et al. [25] acknowledge the 
difficulties in adopting the arm’s length 
principle for both developed and develo- 
ping countries. They face similar chal-
lenges of informational constraints; the 
differences lie in the capacity to handle 
them. The researchers state that “adminis-
trators in more developed economies may 
face the same challenges of incomplete or 
asymmetric information, but often have 
a more refined set of policy and adminis-
trative tools to address these challenges”.

There is also a general lack of know- 
ledge or awareness on TP issues in many de-
veloping countries [23]. The tax knowledge 
gap is one challenge that makes tax admi- 
nistration a difficult task and tax comp- 
liance problematic in developing countries. 
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Citizens are either unaware of certain 
tax policy issues or in case where they are, 
they don’t have adequate knowledge on 
how to compute the taxes, or procedures 
to follow to submit returns and settle the 
tax liability [34].

This lack of awareness is even grea- 
ter for TP, which is in the early adoption 
stages or inception in most developing 
countries [28]. For example, in some de-
veloping countries like Zimbabwe, Kenya 
and Tanzania, notwithstanding the deve- 
lopment and dissemination of information 
on the application of the TP guidelines 
and the required documentation, most 
taxpayers are still unaware of these or do 
not fully comprehend the regulations and 
documentation requirements. This com-
promises compliance [7; 8]. 

The lack of sufficient knowledge is not 
only affecting taxpayers but tax officers as 
well as tax consultants [16]. In addition to 
the lack of databases, even where they are 
available, tax officers have no adequate 
knowledge to conduct the relevant eco-
nomic analysis based on these databases 
and even customise the information to na-
tional context becomes a complex exercise. 

This compromises TP implementa-
tion, audits, monitoring, and dispute reso- 
lution [3]. Generally, all stakeholders are 
trying to grasp the regulations, conside- 
ring the concept is still in its early sta- 
ges. Tax authorities are trying to provide  
adequate documentation, consultation, 
and fall-back in case of disagreements.

2.1.6. Political obstacles and power 
imbalances between developed 

and developing economies

The unfair distribution of power be-
tween developed and developing coun-
tries is substantial, especially in relation 
to information [16; 18]. Tax administration 
in developed countries is more sophisti-
cated, developed and equipped with fi-
nancial resources, technical skills, and ex-
pertise, coupled with a political muscle to 
deal with TP issues as compared to those 
in developing countries. These evident 
disparities in the ability to handle TP as-
pects have seen developing and emerging 
economies on the receiving end of unfair, 

aggressive, and exploitative TP activi-
ties and decisions. This results in a grea- 
ter share of profits being allocated to the 
more assertive, capacitated and politically 
forceful developed economies, hence re-
sulting in BEPS. This is often done for fear 
of antagonising and stirring tax disputes 
with these aggressive nations. 

Kabala & Ndulo [16] point to the lack 
of political will to deal with TP issues and 
the absence of a unified and consistent re-
gional focus on tax avoidance and evasion 
curbing as other problems that hinder the 
effective application of TP. 

There is no political will to address 
the issues of TP and BEPS in most deve- 
loping countries, perhaps due to a lack 
of understanding of the issues and their  
impact [1; 24]. 

There is also no uniform and consis- 
tent approach to curbing tax evasion and 
avoidance even through regional organisa-
tions such as the Economic Community of 
West African States (ECOWAS), Southern 
African Development Community and Af-
rican Tax Administration Forum (ATAF), 
among many such bodies [16]. 

Sebele-Mpofu et al. [7] acknowledges 
the need for a combined effort conside- 
ring the globalised nature of the business 
world and the tremendous growth in 
international trade and cross-border 
transactions. 

Kabala & Ndulo [16] portend out that 
ATAF is making commendable efforts to 
empower member states on different as-
pects on taxation including TP and pro-
viding a platform for expertise and know- 
ledge sharing, discussions on challenges 
of tax administration and BEPS and map-
ping of solutions. 

Kabalo & Ndulo [16] further explain 
the argument by discussing how HMRC 
assisted South Africa by seconding a spe-
cialist to South Africa Revenue Services 
SARS, who in turn after being capacitated 
made available their experts to ATAF to 
assist member countries in crafting their 
TP legislation, build capacity and capabi- 
lity in these African countries too. 

There is indeed a great need to do more 
in TP regulation development, provide 
experts to assist member countries with 
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advice on dispute resolutions, knowledge 
sharing on TP and databases, direction on 
risk analysis as well as general tax admi- 
nistration.

2.1.7. Ineffective TP dispute resolution 
mechanisms

Kabala & Ndulo [16] advance that 
most developing countries in general and 
African nations, in particular, have no 
appropriate legislation and regulation on 
TP matters and most have adopted the 
OECD transfer pricing guidelines, with-
out building legal capacities and institu-
tions for their effective implementation. 
The judicial systems and tax courts are 
ill-equipped to constructively handle the 
cases and revenue authorities are techni-
cal weak to defend their cases. 

This leads to some promising cases  
being dismissed on grounds of merit [7; 20]. 
This is affirmed by Sebele-Mpofu et al. [30] 
who submit that many developing coun-
tries lack strong and robust legal systems 
as well as dispute resolution frameworks. 
These ineffective judicial systems and fra- 
gile legislative structures lead to protracted 
TP cases or revenue authorities losing most 
cases and loss of taxpayer confidence if dis-
putes take forever to resolve.

2.1.8. Lack of comparable companies, 
databases, and transactions

The lack of identifiable comparable 
prices is a fundamental hurdle confron- 
ting developing countries [16; 32]. 

It is often problematic for develo- 
ping countries’ revenue officers, tax- 
payers, and TP auditors to find comparable 
data, items, and transactions to allow for 
comparability assessment and determina-
tion of costs and prices of goods based on 
the arm’s length principle [21; 32]. 

It could be due to the fact there are 
relatively few companies operating in 
some sectors. Even more challenging is 
establishing an internal comparable un-
controlled price (CUP) because, in some 
instances, intra-group transactions are 
unique to the parent and its subsidiaries. 
Compounding the comparability analysis 
pitfall is the lack of national databases that 
can be used for comparability purposes in 

most developing countries, Tanzania in-
cluded [23] and Zimbabwe [8]. 

In short, where the internal CUP is 
non-existent, there are no comparable 
transactions and prices in the open market 
and there is no comparable national data-
base, the taxpayer is left with no option 
but to adopt a margin and justify it. This 
already brings an element of subjectivity 
and leaves room for abuse as transfers can 
still be made to related enterprises in low-
tax jurisdictions. These enterprises can act 
as merely re-invoicing entities, thus ena-
bling BEPS. Due to information asymme-
try and confidentiality issues, it is difficult 
for tax authorities to check whether the 
transferred items are sold at arms’ length 
in the tax haven. The lack of comparability 
databases impacts negatively also on the 
successful conduct of TP audits [28; 32]. 

Revenue authorities in developing 
countries find it difficult to audit effec-
tively without adequate comparative in-
formation or benchmarks. Comparability 
data is normally from European and Asian 
markets and these markets’ fundamentals 
differ from those of African markets [16]. 

The other formidable aspect of lack of 
comparability data has to do with intangi-
bles, the difficulties in their measurement 
and valuation leave room for abuse and 
exploitation, as it is practically hard to 
trace pricing issues [16; 28; 32]. Efforts are 
being made in some developing countries 
such as Tanzania, Kenya, and Zimbabwe 
among others (refer to Table 1) to create 
an enabling environment by availing ap-
propriate policy documentation, working 
facilities and making TP databases acces-
sible (at times even through subscribing 
to some of the established databases) in 
order to fully operationalise TP guidelines 
in line with international ones such as the 
OECD and UN transfer pricing guidelines. 

The other problem emanating from 
the lack of databases in developing coun-
tries is that in most cases databases on TP 
assessments have information relating to 
developed countries making comparability 
challenging or even customisation [32; 33]. 

There have been worthwhile attempts 
to address the challenge, but these have 
been slow and gradual, as these efforts are 
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also hampered by financial constraints. 
The cost constraints and challenges of ac-
cessing comparability data impede both 
successful regulation of TP and compli-
ance to these regulations by revenue au-
thorities and taxpayers respectively.

2.2. Suggested solutions  
and efforts made so far towards mitigating 

the challenges of TP
It is indisputable that MNEs are a vital 

fountain of economic growth, investment, 
global innovation, and government reve-
nue, but on the other hand, they undesir-
ably employ avenues to exploit variations 
in national tax laws and systems across 
countries of operation through strategies 
such as mis-invoicing, mispricing, and 
TP. The aggressive tax planning decisions 
often applied by these MNEs weaken tax 
bases and the fairness of tax systems, es-
pecially for developing nations [25]. 

TP is considered a “financing for de-
velopment issue” because failure to collect 
adequate revenues hampers the country’s 
ability to gather enough financial resources 

to finance public expenditure [34]. Having 
discussed that regulating MNEs activi-
ties through TP is a formidable task with 
various challenges it is imperative to find 
solutions to mitigate these challenges and 
protect tax bases from transfer mispricing. 

Sebele Mpofu et al. [30] make three 
vital suggestions to policymakers in order 
to alleviate the challenges of TP. These are: 
(a) the need to target taxpayers and transac-
tions that are likely to pose the greatest risk 
to TP and revenue mobilisation; (b) trans-
fer pricing documentation and disclosure 
requirements to be commensurate with the 
needs and capacity of revenue administra-
tion and should not be so significantly dif-
ferent from the needs of trading partners in 
order not to cause undue compliance and 
administrative burdens; (c) capacitation 
and equipping of tax administration to effi-
ciently, effectively, uniformly and produc-
tively address TP aspects. 

Table 2 presents a summary of a few 
selected previous studies on the challen- 
ges and possible solutions to TP in deve- 
loping countries.

Table 2. Summary of selected studies on the challenges and possible solutions to TP

Researcher(s) Countries 
of focus Methodology Challenges Suggested solutions

Mashiri  
et al. [8]

General 
perspective

Theoretical 
review (deduc-
tive theorising)

Information asymmetry 
and frail TP audits

Capacitate tax 
authorities and regulate 
tax practitioners

Shongwe [28] African 
countries

Review of 
literature 
(policy brief)

Weak legislation, poor 
administration capacity 
and lack of access to 
information

Improve and modernise 
TP regulations and 
Regulation through 
customisation of ATAF 
arm’s length guidelines, 
TP guidance and Audit 
process suggestions

Barrogard  
et al. [24]

Cameroon, 
Burkina 
Faso, DRC, 
Gambia, 
Honduras, 
Liberia and 
Uganda

Desk study 
and Survey 
study

Lack of BEPS prioritisation 
or strategic link in policy 
crafting, communication, 
and administrative imple-
mentation. Lack of data for 
comparability, awareness, 
capacity, and resources

Build capacity in terms 
of legislation, expertise, 
technical resources, 
information technology 
and creating databases

Blumenthal 
& Ratombo 
[32]

South 
Africa

Qualitative, 
interpretive 
literature 
review

Resources and capacity 
constraints, limited access to 
and availability of compa-
rable data. Strong reliance 
on use of alternative dispute 
resolution, no Advanced 
Pricing Agreement to en-
courage compliance, limited 
guidance on the handling of 
double tax agreements

South Africa’s TP regu-
lation is ahead of other 
developing countries 
but there is a need to 
continuously improve 
the dispute resolution 
mechanism, develop TP 
skills and expertise and 
investigate TP mispri- 
cing
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2.3. Conceptual framework
From the literature reviewed it was 

evident that the challenges of TP impacted 
the effectiveness of the TP as well as how 
revenue authorities used TP to regulate 
the activities of MNEs to reduce BEPS and 
tax revenue leakages. It became evident 
that the suggested solutions could be the 
moderating variables to help mitigate the 
impact of these challenges on the effec-
tiveness of TP (Dependent variable). 

This relationship is schematically 
displayed in Figure 1. The presentation 
is such that the first point on the challen- 
ges corresponds with the possible solution 
under the suggested solutions.

3. Research Methodology
In addition to using the conceptual 

framework displayed in Figure 1 above, 
the methodology was guided by Creswell 
& Clark [35].

This study adopted an interpretivism 
research paradigm as it is suitable for re-
search that seeks to have in-depth know- 
ledge of a phenomenon. Epistemological-
ly, the study sought to understand and 
give meanings through interpretations at-
tached to the views and actions of study 
participants. The fundamental principle is 
contextualisation, interpretation, and de-
rived meanings within the study context 
(in this case TP within developing while 
specifically focusing on Zimbabwe). 

This study employed an exploratory 
design as this design is ideal for resear- 
ching or investigating under-researched 
areas or subjects that are in their nascent 
stages of development and implementa-

tion. Employing interviews with various 
informants allowed the researchers to get 
rich and insightful information on the TP 
regulatory regime in Zimbabwe, while the 
review of literature gave detailed insights 
into the situation in other developing 
countries. 

This study adopted a qualitative re-
search approach. The approach takes into 
consideration a variety of approaches and 
multiple truths within what is termed the 
interpretive, naturalistic or constructivist 
world view [36]. 

The research approach has to do with 
discovery (exploring) and giving a de-
scriptive analysis, hence interviews were 
employed for data gathering to allow for 
in-depth data gathering. 

The study targeted MNEs’ tax con-
sultants, Ministry of Finance Officials and 
Zimbabwe Revenue Authority (ZIMRA) 
officers. Qualitative studies are known 
for small samples [37] and these can be 
identified through purposive sampling 
and snowballing [35; 38] as was the case 
in this study. 

Samples of between 3 and 10 were 
used and these stakeholders were sam-
pled because of their intense knowledge 
of TP. In some cases, these experts referred 
the researchers to those they considered 
the best in the area, thus snowballing, this 
was most common with MNEs’ Tax con-
sultants, ZIMRA officers and Ministry of 
Finance Officials. 

Wealth et al. [33] argues that the out-
comes of TP are a result of rational deci-
sions taken by the various economic actors 
influenced by different understanding and 

Challenges of TP
• Legislative challenges
• Administrative challenges 
(for example, lack of 
comparable information or 
prices, capacity constraints, 
tax knowledge gap)
• Lack of political will and 
cooperation

Suggested Solutions
• Improve legislation
• Administrative improvements 
(Building databases for 
comparability purposes, capacity 
building, seminars, and training to 
disseminate tax information on TP
• National, regional, and 
international cooperation on TP

Effectiveness 
of TP

in regulating 
MNEs 

(Reducing 
BEPS and tax 

revenue 
leakages)

Independent variable Moderating variables  Dependent 
Variable

Figure 1. Conceptual framework
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interpretations of the legislation. These dif-
ferent interpretations could possibly reflect 
the roles played by these stakeholders, po- 
licymakers, regulators, taxpayers, and tax 
administrators (implementers of policy).

This research combined document 
examination and analysis (court cases, TP 
guidelines including OECD guidelines and 
UN standards on TP, TP legislation in Zim-
babwe, budget statements, media briefs 
and previous studies on TP in developing 
countries) and in-depth interviews. 

In-depth interviews were conducted 
with the different stakeholders (10 ZIMRA 
officers, 10 MNEs’ Tax Consultants and 3 
Ministry of Finance Officials). In-depth 
interviews were chosen because they are 
more suitable for exploratory research as 
they enable one to dig more for and seek 
clarification and at the same time tap on 
non-verbal cues [35].

Considering that TP was an under-re-
searched area it was important to gain 
a  deeper understanding of the TP legis-
lation and its constraints to effective en-
forcement from the various stakeholders 
that have experience on the subject matter. 
Interviews were initially conducted with 
two respondents one tax officer and one 
MNEs tax consultant to test for clarity and 
appropriateness of questions in addres- 
sing the research objectives and eliciting 
adequate information. Revision and eli- 
mination of questions were done accord-
ingly, where necessary. 

The qualitative research permitted 
multiple crystallisations of the TP phe-
nomenon which was essential for its 
exploration and investigation into the 
challenges and suggested solutions. For 
example, ZIMRA officers as the enforcers 
of TP legislation shared their knowledge 
on TP and the challenges that they faced in 
administering them as well as what they 
thought could be ideal solutions or ways 
to improve the status quo. The depart-
ment consisted of 22 team members at the 
time of research. For both domestic and 
International TP, the focus was on those 
dealing with international issues. Ministry 
of Finance officials were pivotal as the po- 
licymakers who craft the TP policy. Last-
ly, the MNEs’ tax consultants were key to 

the study as the pivotal participants as the 
taxpayers or the ones to be regulated. 

The documents reviewed included 
the Zimbabwe Income Tax Act and TP 
legislation, International TP Guidelines 
(OECD and UN) as well as the Natio- 
nal Budgets statements as well as cases. 
This was because tax law in Zimbabwe 
is drawn from legislation, Acts of Parlia-
ment, pronouncements in the budgets and 
legal precedence or decided court cases. 

Further to addressing the credibility 
and trustworthiness of the results through 
pre-testing of interview guides, the re-
searchers took notes during interviews 
and tape-recorded them where informed 
consent was granted. Participant feedback 
was also employed. Data was analysed em-
ploying both deductive and inductive ap-
proaches in content analysis for both the in-
terview scripts and examined documents. 

The researchers used a Computer 
Aided Qualitative Data Analysis Software 
known as ATLAS.ti. Data presentation and 
analysis followed the guidance of Braun & 
Clarke [39], who advocated for matching 
themes derived from the data with study 
objectives. Data presentation was largely 
narrative in nature with a few numerical 
expressions. Data presentation was also 
aided by using quotations for elaborative, 
clarification and evidence purposes.

The interviewed stakeholders were 
given identification codes and individual 
numbers for analysis purposes and from 
here onwards they were described using 
the code names, MOF (Ministry of Finance 
Officials), ZIMRA (Zimbabwe Revenue 
Authority Officers) and TC (MNEs Tax 
Consultants). An example of the coding is 
TC1, for tax consultant 1.

4. Results
As highlighted earlier, the study re-

sults were presented in a thematic man-
ner as guided by the themes that emerged 
from data analysis and the research objec-
tives. Before delving into the challenges of 
TP in Zimbabwe, it was important to have 
an appreciation of the TP legislation in 
Zimbabwe and how it relates to interna-
tional best practices such as the OECD and 
UN transfer pricing guidelines. 
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The analysis presents itself under three 
themes. Theme 1 focuses on the applica-
bility of the international guidelines on TP 
to the Zimbabwean context (4.1), Theme 2 
centres on the challenges of TP in Zim-
babwe (4.2) and theme 3 was built on the 
suggested solutions to TP in developing 
countries and Zimbabwe in particular (4.3).

4.1. Application of International TP 
guidelines (OECD and UN guidelines) 

to the Zimbabwe setting
It was evident from document analysis 

that Zimbabwe sought to follow the OECD 
and UN guidelines as a basis for their TP 
legislation and it became necessary to eva- 
luate their applicability and appropriate-
ness to Zimbabwe. This was because also 
from literature review it was evident that 
researchers found these guidelines lac- 
king in some important dimensions as 
they relate to developing countries [6; 30] 
and African countries [28; 33]. 

During the interviews, it was evident 
that ATAF was considered an important 
player in providing guidelines on TP in 
Africa, especially to member countries 
such as Zimbabwe. This was consistent 
with literature from Shongwe [28] that 
ATAF provides guidance to African mem-
ber states on TP in order to help them fully 
comprehend international guidelines. 

The interview results were grouped 
in terms of those that found either the 
OECD, UN or ATAF guidelines applicable 
to Zimbabwe from their understanding 
and assessment. This was done using yes 
and no as representing what was deduced 
from the discussion. The results are pre-
sented graphically as shown in Figure 2.

From Figure 2, it was evident that 
there was a consensus among stakehol- 
ders that the OECD guidelines were the 
commonly applied guidelines with all the 
MOF officials and TCs concurring. The 
majority of ZIMRA officers (70%) also 
shared similar sentiments. The UN guide-
lines were found to be less applied as com-
pared to the OECD, with 67% of the MOF 
officials acknowledging their application 
and only 40% and 29% of the ZIMRA of-
ficers and TCs agreeing to them being ap-
plicable. ATAF guidance was found to be 
ineffective and only 10% of ZIMRA poin- 
ted to the contrary. 

It is not surprising because the bulk 
of the studies referred to the OECD 
guidelines as the widely adopted guide-
lines by both developed and developing 
countries. 

The interviewees indicated that even 
mandatory to adopt the OECD guide-
lines, they felt persuaded to adopt these 
as they are frequently updated to re-
spond to the changing risk environment 
and tax evasion and avoidance strategies. 
This was highlighted by ZIMRA6 who 
made it clear that even though the au-
thority was not tied to any specific body 
they preferred the OECD. 

The ZIMRA officers and TCs pointed 
out that Zimbabwe’s TP legislation dif-
fered from the OECD in that the country 
applied TP legislation also to domestic 
transactions in local companies (this was 
not explored further because the focus of 
the study was on MNEs and international 
transactions). This was found to be bur-
densome especially to small and medium 
enterprises in the country [20]. 
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Even though interviewees concurred 
to a greater extent on the adoption of the 
OECD guidelines, they were quick to 
point out that these are not without prob-
lems. They were described as voluminous, 
confusing, and difficult to comprehend, 
with TCs calling on ZIMRA to simplify 
them. ZIMRA officials on the other hand 
acknowledged that these were not wholly 
suitable for Zimbabwe as they are more 
applicable to developed countries (OECD 
countries and European counties). 

ZIMRA4 affirmed the concern as 
follows: “As a country, we adopted the 
OECD regulations without any amend-
ments. We have the advantage of ap-
plying guidelines that are acceptable 
internationally, but administering them 
in our environment is very challenging, 
especially applying the recommended 
transfer pricing methods for testing for 
adherence to the arm’s length principle. 
The shortage of comparable information 
and the prevailing economic conditions 
in the county making it difficult to apply 
transfer pricing rules and even to audit 
productively”. 

Barrogard et al. [24] when studying 
TP in developing, including African coun-
tries like Cameroon, Tanzania and Bur-
kina Faso arrived at an alike conclusion 
arguing that contextualising was key. The 
researchers emphasised the need to select 
those minimum standards and actions 
that addressed the TP challenges in each 
country as the economic environment set-
tings differ. The other issue making the 
use of the OECD guidelines problematic 
was identified as the lack of comparable 
databases for transactions. This led to the 
use of foreign databases which were often 
difficult to use or not entirely comparable, 
hence bringing in subjectivity and inaccu-
racies. This was also shared by Mpofu & 
Wealth [21].

There was a general feeling especially 
among ZIMRA officials, that despite the 
current ineffectiveness of ATAF in crea- 
ting TP guidelines for African countries, 
it was the ideal body to guide the African 
continent on the matter. This thought has 
been shared by the Kabala & Ndulo [16] 
suggesting that ATAF can have a register 

to document the needs of African coun-
tries in relation to TP and seek assistance 
from the OECD, World Bank, and IMF in 
a more focused way. 

Kabala & Ndulo [16] express that 
there is need to assess the appropriateness 
of the OECD guidelines for developing 
countries and Africa and formulate TP 
guidelines that are more focused on ad-
dressing challenges that are unique to the 
African continent. The researchers further 
explain that ATAF can be the right orga- 
nisation to spearhead the project. 

There was a general acceptance 
among interviewees (TCs and ZIMRA of-
ficers) that notwithstanding the adoption 
of the OECD guidelines in Zimbabwe, 
there was an irrefutable need to keep eva- 
luating them for applicability, relevance 
and effectiveness and taking corrective 
measures where necessary.

4.2. Challenges of TP in Zimbabwe
The major objective of TP is to prevent 

or reduce BEPS by equipping revenue au-
thorities with appropriate legal and ad-
ministrative measures to do so. However, 
it remains problematic how the efforts to 
protect the tax base can be balanced with 
the need to maintain a favourable invest-
ment climate to foster international trade 
and continue to be a destination of choice 
for FDI [25]. 

Theme 2 dealt with the challenges 
of TP in Zimbabwe. After a detailed dis-
cussion of the challenges under literature 
review (Section 2), it was important to 
empirically explore these challenges in 
the Zimbabwean context. Zimbabwe pre-
sents a developing country context but is 
unique in terms of the economic, legal, 
and political settings. Literature tabled 
various challenges such as the shortage 
of resources, weak capacity, non-avai- 
lability of comparable databases, weak 
legal systems, complex legislation, and 
complexity of MNEs transactions among 
others [30; 31]. 

This study categorised the challen- 
ges into two broad groups: Challenges 
relating to TP legislation (4.2.1) and those 
relating to implementation capacity con-
straints (4.2.2).
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4.2.1. Challenges Relating to TP Legislation
This study, through a deductive co- 

ding data analysis approach, categorised 
the challenges into three broad groups: 
Lack of comparability databases, unclear 
documentation requirements and unclear 
TP legislation as presented in Figure 3. 

The MOF officials indicated that they 
were not the best target participants on 
the challenges as they liaise more with 
ZIMRA on the implementation issues as 
the administrators of tax policy, so it was 
best to get information on the challenges 
from ZIMRA officials and tax consultants. 
For this reason, results presented relate to 
ZIMRA and TCs.

Different reasons appeared topical 
and ranking top as fundamental con-
straints, as viewed from the perspectives 
of the different stakeholder groups (in-
terviewees). For example, for TCs (100%) 
the major stumbling block to effectively 
implementing TP regulations is the lack of 
clarity in legislation, yet only 30% of ZIM-
RA officials acknowledged it as a hurdle. 
For ZIMRA officers, the biggest challenge 
was the lack of comparability databases 
(90% in agreement) and 71% of TC were in 
acknowledgement. 

These have all been alluded to in li- 
terature as challenges to TP by different 
researchers such as Kabala & Ndulo [16], 
Sebele-Mpofu et al. [7] and Oguttu [6]. The 
only difference, in this case, is the signi- 
ficance attached to them by interviewee 
groups thus, reflecting the multiple views 
of participants’ experiences, occupational 
challenges, and their different orientations 
as the taxpayers (TCs) and the regulator 
(ZIMRA). 

This resonates well with the interpre-
tivism literature that argues the world is 
subjective and must be viewed from the 
perspective of those who experience the 
subject matter [35; 36] and McKerchar [40] 
who argues that challenges and solutions 
in the tax discipline will depend on the 
perspective of the stakeholder studied. 

The differing opinions are reflective of 
the subjective views of the phenomenon 
built from interactions and relationships 
between MNEs, TCs and ZIMRA. As for 
the inadequacy or unclear documentation, 
the majority from both groups were of 
the view that indeed documentation was 
lacking (71% of TCs and 60% of ZIMRA 
officers). TC1 explained that the lack of 
legislative clarity was frustrating to MNEs 
and other taxpayers.

Unclear TP legislation. The lack of leg-
islative clarity was highlighted in several 
developing countries [18; 24] and in Af-
rican countries [7; 16]. Given this back-
ground and the fact that it was pointed 
out by interviewees. It was necessary to 
further unpack it in the Zimbabwean con-
text. TCs and ZIMRA officials acknow- 
ledged that Zimbabwe still needed to do 
a lot in simplifying and clarifying the TP 
regulations. 

TC3 expressed that: “In my view, the 
TP rules have not been a game changer; we 
just took the bare bones of TP very shal-
low in terms of content and not aligned 
to the Zimbabwean setting. I don’t think 
it has impacted on FDI; however, it is an 
important aspect of FDI”. 

ZIMRA officers also shared concern 
on the lack of legislative clarity, with ZIM-
RA8 asseverating that: “There is an outcry 
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on the legislation being difficult to com-
prehend and I don’t know how foreign in-
vestors will take it and I don’t think trans-
fer pricing is really a hindrance to foreign 
investment, the issue of language must be 
simplified. Some taxpayers were saying, 
whose standard are you using and what 
standard of transfer pricing are you using 
to say this is a comparable transaction?”. 

This suggests the need to make the 
adopted OECD guidelines more aligned 
to the Zimbabwean situation and to edu-
cate taxpayers more on TP regulation.

Legislation clarity or lack of it was 
further explored under the following sub-
themes: Existence of clear deadlines and 
penalties, the use of APAs, Effectiveness 
of the Fiscal Appeal Court and consisten-
cy in the application of TP legislation. The 
results are presented in Table 3.

Inconsistency in the application of TP 
legislation and the inexistence of effective 
deadlines for submission of TP documenta-
tion. Only 20% of ZIMRA officials poin- 
ted to the existence of effective deadlines, 
with the majority clearly stating that they 
did not have a clear deadline on when 
the TP documentation should be lodged 
with ZIMRA. All the TCs argued that the 
deadlines were non-existent. 

This is contrary to the suggestions by 
researchers such as Lohse & Riedel [41], 
Nguyen et al [42] and Luhende [23], who 
emphasise the need to have clear docu-
mentation requirements and deadlines 
for submission to enhance TP as a tool to 
reduce profit shifting, aggressive tax plan-
ning and tax evasion. 

The TCs indicated that their clients 
kept the TP documentation as part of the 
risk management and tax planning strate-

gies to minimise the tax exposure in case 
ZIMRA comes for TP audits.

Unavailability of an Effective penalty 
system. Despite the emphasis by Lohse & 
Riedel [41] on the criticalness of having 
specific and clear penalties for TP abuse, 
it is clear in Table 1 that most African 
countries fall short of this legislative need. 
Zimbabwe is no exemption. Zimbabwe 
is experiencing a similar problem as 90% 
of the ZIMRA officers acknowledged the 
weakness and all the TCs agreed. 

ZIMRA officers indicated that they 
applied general penalties as outlined in 
Section 46 of the ITA, Chapter 23:06. The 
lack of penalties makes tax administration 
ineffective. This problem of penalties was 
alluded to by Lohse & Riedel [43] and by 
Shongwe [28] in most African countries. 

The discretionary nature of penalties 
in most African countries leads to the 
abuse of power, exploitation of taxpayers 
and corruption as indicated by Kabala & 
Ndulo [16]. The statutory Instrument 109 
of 2019 has sought to make improvements 
in these areas [7].

Ineffective use of APAs. The APAs were 
argued to be ineffective in Zimbabwe. 
The majority of ZIMRA officers pointed 
out that they have never used or invoked 
APAs at any point in time since the intro-
duction of TP in 2016. TCs argued that 
APAs were non-existent in Zimbabwe. 

TC3 expressed that: “maybe we can 
talk about DTAs in Zimbabwe, otherwise 
APAs are not there. The DTAs are also in-
effective and provide not much guidance 
or information in dispute resolutions”.

Ineffectual Fiscal Court of Appeal. ZIM-
RA officers indicated that in the absence 
of specific deadlines and penalties for TP 

Table 3. Legislative measures and the perceptions on their effectiveness

Measure ZIMRA (% of those 
acknowledging 

TCs (% of those 
acknowledging)

Inconsistency in application of TP legislation 86 90

Ineffective use / non-availability of APAs 90 100

Inexistence of effective deadlines 80 100

Non-availability of an effective penalty system 90 86

Ineffectual Fiscal Court of Appeal 100 86
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and the use of general penalties covered 
in Section 46 of the ITA, the implication 
was that even in dispute resolution; the 
general procedures for assessing income 
tax disputes were applied. This led to in-
terviewees admitting that the fiscal court 
was ineffective. 

The TCs acknowledged that dealing 
with this court was frustrating because 
many of their cases were still pending re- 
solution. The TCs suggested that the inef-
fectiveness could be linked to three things: 
the court being understaffed, lack of clear 
and effective legislation and lack of legal 
expertise to handle the complex TP cases. 

TC1 was of the view that the one 
judge who dealt with tax cases be it the 
income tax, capital gains or Value Ad- 
ded Tax (VAT) cases was swamped by too 
much work. The lack of clear legislation 
and expertise compounded the difficulties 
in effective dispute resolution. 

Sebele-Mpofu et al. [7] highlighted 
this while studying the effectiveness of TP 
audits and dispute resolution in Zimba-
bwe. This ineffectiveness in the legal sys-
tem leads to ZIMRA losing cases and robs 
it of a chance to self-assess its legislative 
and administrative capacity and having 
a legal precedence foundation to improve 
on. It is also prejudicing taxpayers, bur-
dening them with uncertainty and leading 
to them losing trust in tax administration. 
Trust in government and its institutions, is 
an important determinant of the willing-
ness of taxpayers to pay their tax obliga-
tions [11].

Lack of Comparability Databases. The 
challenge of lack of comparable databa- 
ses was found to be weighing heavily on 
the effectiveness of TP legislation in Zim-
babwe as evidenced by the study results 
in Figure 3. The problem cuts across most 
developing countries [6; 24; 30] and Afri-
can countries [7; 16]. 

The ZIMRA officers explained that 
they rely on international TP databases 
such as “One source” and “KT Mine” for 
comparability information. TCs highlight-
ed that though using foreign databases 
was permissible by law, it did not provide 
accurate results. This reliance on other fo- 
reign databases was not without challen- 

ges, the officers indicated that it was expen-
sive and took too much time and effort. 

Referring to ZIMRA TC1 pointed 
out that: “Unfortunately, they don’t have 
many comparables from Zimbabwe or Af-
rica, they are basically getting comparables 
from around the world, but we all know 
that the economic situations are different 
because we can’t say that Zimbabwe is on 
the same scale as Europe. Foreign data-
bases mainly give comparables which are 
not in Africa. Remember in Africa transfer 
pricing is still work in progress, so the da-
tabases do not have comparables from Af-
rica, but we still use them for comparabi- 
lity and that’s why we use the median and 
advise our clients to charge a price that is 
closer to the median”. 

The poor economic situation in Zim-
babwe heightens the problem as more 
and more companies close or move out of 
Zimbabwe, leaving only a few companies 
or even one company in certain lines of 
business. It thus becomes an arduous task 
to find comparable data or even query the 
TP used by the taxpayer leading to the 
ability of ZIMRA to curb BEPS through 
TP being curtailed.

4.2.2. Implementation Capacity Constraints

Implementation capacity constraints 
have been alluded to in most tax literature 
on the challenges of tax administration 
in developing countries [10] and with re-
spect to TP [23; 30]. 

As shown in Figure 4, it was clear that 
indeed ZIMRA was incapacitated in va- 
rious aspects to deal with TP effectively. 
Five broad issues on capacity became the 
centre of discussion during the interviews: 
inadequate experience, scarcity of finan-
cial resources, lack of expertise, unsound 
staffing policy and the lack of a specific 
team dedicated to TP. 

From Figure 4, that TCs and ZIMRA 
officers were of the view that indeed there 
were capacity limitations at ZIMRA.

Inadequate experience and Lack of exper-
tise. Most of the TCs pointed out the lack 
of sufficient experience (86%) and exper-
tise (71%) as some of the major limitations 
facing ZIMRA in dealing with TP. ZIMRA 
officers shared the same views with 50% 
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and 30% acknowledging the issues respec-
tively. The differences in the emphasis on 
the matters reflect the perspectives of the 
taxpayer and regulator and are expectedly 
varied. 

ZIMRA believes they are not far off 
when it comes to experience and expertise 
as they undergo some learning and training 
yet TCs argue that ZIMRA still has a long 
way to go in addressing the two areas. On 
the contrary, TC2 argued: “ZIMRA is inca-
pacitated; it doesn’t have the right person-
nel to challenge the pricing by MNEs and 
even to get a proper understanding of these 
rules. I have said this before”. 

The TCs argue that they are more 
knowledgeable than ZIMRA officers on 
TP issues, indicating this is mostly the rea-
son why ZIMRA loses TP cases in courts 
as they (TCs) exploit the loopholes in TP 
legislation. 

One wonders whether this does not 
create a conflict of interest for the TCs. 
When faced with a conflict of interest, 
whose interest do they serve those of 
ZIMRA or those of MNEs? The possibil-
ity of a conflict-of-interest overexposing 
or sharing of information arising due to 
consulting tax consultants, other tax au-
thorities, the private sector and developed 
countries [7]. It is necessary to strike a ba- 
lance between consultation and conflict 
of interest. 

On the weaknesses in expertise, TC6 
was concerned especially with the inade-
quacy in scrutinising the activities of the 
mining sector yet it is the most vulnera-
ble area to BEPS. He explained that: “In 

tackling this problem, it is not enough to 
have accountants and economists at ZIM-
RA dealing with TP, there is a need for 
lawyers and geologists who have a better 
understanding in some respects that the 
tax officers lack. And to minimise overre-
liance on outsourced skills”. 

The challenge was further emphasised 
by TC8, saying that: “ZIMRA doesn’t have 
the capacity to establish or scrutinize mi- 
ning transactions to see whether the losses 
are genuine which is a limitation as mining 
operations require a lot of expertise and 
most of ZIMRA staff are just accountants 
who don’t know the geophysical know- 
ledge, the geological movements and how 
the mining operations take place”. 

The mispricing and mis-invoicing 
risk in the mining sector was emphasised, 
with respect to Zimbabwe by Kwaramba 
et al. [44].

Scarcity of financial resources. The 
scarcity of financial resources has been 
lamented as the biggest stumbling block 
to effective capacitation of ZIMRA by in-
terviewees (ZIMRA 3, 7 and 10) in this 
study and the majority of TCs (86%) and 
researchers such as Sebele-Mpofu and 
Mususa (29) and Wealth et al (20). 

This is reiterated by ZIMRA 3, stating 
that: “The issue of resources where we 
are saying these are cross border trans-
actions and for us to be able to really in-
terrogate and probe them, we also now 
need to send officers maybe to other tax 
jurisdictions. That means resources and 
honestly resources are what we don’t 
have as a country”. 

100

80

60

40

20

0

Re
sp

on
de

nt
s

w
ho

 s
ai

d 
ye

s,
 %

Implementation Capacity Challenges

Lack of specific
team deicated

to TP

Unsound
Staffing
Policy

Lak
of expertise

Scarcity
of financial
resources

Inadequate
experience

ZIMRA TC

Figure 4. TP implementation Capacity Challenges



Journal of Tax Reform. 2024;10(1):181–207

200

eISSN 2414-9497

In developing countries, financial con-
straints have been pointed out by several 
scholars [44]. The lack of adequate finan-
cial resources compounds the other chal-
lenges. For example, improving experi-
ence and expertise requires investment in 
the continuous development of employ-
ees through training, secondment to other 
revenue authorities in the region or in de-
veloped countries so that understudy sys-
tems and learn or even hiring experts from 
experienced revenue authorities such as 
SARS or those in the OECD countries. 

In addition, due to the lack of financial 
resources developing countries and Zim-
babwe included, failed to retain qualified 
and experienced personnel [8; 23]. 

This was emphasised by TC2: “In 
as much as ZIMRA does training pro-
grammes the challenge is in ZIMRA there 
is high staff turnover, I for one received 
training from Australia and I left ZIM-
RA due to poor salaries. Apart from trai- 
ning, they need to have practical exposure 
to countries that have started this thing 
a long time ago for example South Africa. 
In my experience at ZIMRA, I was lucky 
to get exposure. I was based at Sunning-
hill Megawatt building with South Afri-
can Revenue Services, where we would 
carry out joint audits. Theory is easy for 
anyone even if you were to write an exam 
you would pass but practical implemen-
tation requires exposure and experience. 
They also transfer staff very often; you 
find that someone who specialized in 
transfer pricing but is transferred to do 
customs work”.

The issue was emphasised by Ogut-
tu [9], who stressed that developing coun-
tries’ tax authorities need to address the loss 
of staff quickly and urgently, through com-
petitive and market-related remuneration 
of their staff. The problem is compounded 
by the misuse of funds by government offi-
cials as pointed out TCs 2 and 3. This poor 
governance quality was highlighted by 
Sebele-Mpofu [10] as responsible for poor 
tax morale in Zimbabwe. 

Unsound staffing policy and lack of spe-
cific team dedicated to TP. ZIMRA officers in 
their totality acknowledged that staffing 
that matches the person’s expertise and 

experience with the job or department 
needs was lacking. They suggested that 
policies on the ground were not condu-
cive especially, the constant transfers and 
increased staff turnover. The challenge 
was also affirmed by TCs and was also re-
ferred to in literature by Mashiri et al. [8]. 

Interviewees from both the stake-
holder groups (ZIMRA and TCs) indi-
cated that ZIMRA was poorly staffed, 
and that most of the staff members were 
trainees who often grapple with complex 
TP transactions and issues and even with 
other tax administration issues in gene- 
ral. There was dissatisfaction also with 
the lack of a dedicated department to 
deal with TP issues. 

Further to this ZIMRA officers and 
TCs highlighted that the centralisation 
of dealing with TP issues in Harare was 
rather unfair and ill-advised. They recom- 
mended a need for decentralisation and 
for having TP experts and auditors in all 
the ZIMRA regional offices to speed up 
resolution of TP issues and for conve- 
nience to taxpayers (TCs 2, 4, 5 and 6).

4.3. Suggested Solutions 
to the challenges of TP

To build on the recommendations 
made from the study, interviewees were 
asked to make suggestions on the possible 
solution to alleviate the challenges they 
pointed out in the discussions. These were 
grouped into improving clarity in legis-
lation, creation of databases capacitation 
and improving national, regional, and in-
ternational cooperation issues of TP and 
tax administration in general. The results 
are presented in Table 4.

Table 4. Solutions Suggested 
by Interviewees to the Challenges  
of TP, %

Suggested Solutions TCs ZIMRA

Improving legislative 
clarity

100 90

Creation of databases 71 100

Improving cooperation 
on national, regional and 
international level on TP

86 90

Capacitation 100 100
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As presented in Table 4 interviewees 
emphasised the need to improve TP legis-
lation as they alluded to the lack of clarity 
in legislation as well as the difficulties in 
comprehending and consistently applying  
the TP regulation. There was a general 
concurrence with almost all interviewees 
agreeing to this important fact (100% of 
TCs and 90% of ZIMRA officers). 

The need for capacity building at ZIM-
RA was unanimous. Participants agreed 
that a lot needs to be improved in rela-
tion to capacity and the most topical areas 
were training and development, expertise 
development and exposure, remuneration 
and retention of employees and above all 
provision of adequate financial resources 
to make the capacitation efforts a success. 

The creation of databases was also em-
phasised, along with the improvements in 
cooperation on a national, regional, and 
international scale. The creation of data-
bases is important and requires regional 
or continental cooperation. For example, 
the creation of an African TP dataset for 
African countries as suggested by [16; 30].

While Kabala & Ndulo [16] avow that 
“African countries should participate in 
the global rulemaking so that African voic-
es, interests and experiences are reflected 
in emerging global rules”, Sebele-Mpofu 
et al. [30] posit the efforts towards impro- 
ving TP legislation enforcement need to be 
considered from the legislative, adminis-
trative, and political perspectives. 

The others suggestion from various 
participants were the need for political 
will and commitment, reduced political 
interference in tax administration, im-
provement and capacitation of the fiscal 
court, taxpayer education and awareness 
programmes and the need for stakeholder 
consultation on TP matters.

5. Discussion 
This paper sought to explore the legis-

lative regime associated with international 
TP as well as the challenges faced in im-
plementation, particularly in Zimbabwe. 
It emerged that while Zimbabwe has made 
significant strides, putting in place some 
TP regulatory measures, it remains chal-
lenged in a number of ways ranging from 

legislative capacities and implementation 
capacities as MNEs continue manipulating 
the existing systems. The existing legisla-
tion is marred by a lack of clarity and in-
consistencies in the application. 

Wealth et al [20] buttressed this by 
emphasizing the burdensome of the laws 
to local companies hence giving a compe- 
titive advantage to MNEs. ZIMRA is also 
limited in its capacity to enforce these laws 
by the lack of comparability databases, 
non-availability of APAs, non-availability 
of an effective penalty system, inadequate 
experience, scarcity of financial resources, 
lack of expertise, unsound staffing policy 
and an ineffective Fiscal Court of Appeal. 
This limited capacity poses a high transfer 
pricing risk to the nation through the ex-
ploitative behaviour of MNEs [33].

The literature and primary findings 
show that these challenges are not with-
out remedy. Zimbabwe is recommended 
to improve the clarity of its legislation by 
also adopting what other tax jurisdictions 
have done. 

Shongwe [28] also highlights the need 
to modernise legislation and train audi-
tors who are dedicated to TP since MNEs’ 
transactions are intricate and complex. 
The Zimbabwean Government is also ex-
pected to capacitate its revenue agent by 
equipping it with all the resources that it 
requires to fulfil its mandate. 

While creating local databases that 
will assist with comparability analysis, 
compared to ALP, Oguttu [16] suggests 
possible alternative methods that could 
substitute the glorified ALP. These me- 
thods may be worth exploring in Zimba-
bwe to ensure a custom-made system that 
addresses Zimbabwe’s special needs. Im-
proving cooperation on a national, region-
al, and international level on TP is also 
emphasized to abate this long-standing 
problem of TP abuse. 

The paper established that Zimbabwe 
was facing challenges of TP manipulation 
by MNEs operating in the country due 
to several challenges. While some of the 
challenges were directly linked to weak 
tax administration institutions, some of 
them were indirectly linked but were 
more inclined to the governance and po-
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litical environments in the country. From 
the paper, it was evident that economic 
incentives in the form of lower tax rates, 
tax incentives, tax exemptions and certain 
allowable deductions create opportunities 
for MNEs to manipulate TP, resulting in 
base erosion and profit shifting. This re-
duces the taxable income of MNEs, thus 
leading to revenue losses for the country. 
Weak TP regulations coupled with lack of 
resources make it challenging for develo- 
ping countries like Zimbabwe to enforce 
TP legislation effectively. The lack of clear 
documentation compounds the problem. 

It was also clear that there is lack of 
capacity and expertise within tax authori-
ties to effectively identify and address TP 
manipulation. The capacity and technical 
expertise inadequacies affects TP legis-
lation administration and enforcements, 
audits and investigation. Therefore, the 
need for investments in digital infrastruc-
ture and digital transformation of tax ad-
ministration can contribute significantly 
to strengthening tax administration and 
reducing the vulnerability of developing 
countries and Zimbabwe in particular to 
TP manipulation by MNEs.

The study makes several recommen-
dations.

Firstly, there is need for improvements 
in TP legislation and the use of DTAs and 
APAs. Borrowing from reviewed litera-
ture and echoed by study participants, 
this study recommends a continuous 
evaluation of the OECD and UN guide-
lines for adequacy, relevance, and reason-
ableness in a developing country context 
and for policymakers to strive to custom-
ise these to their national settings. ATAF 
should continue to work towards the crea-
tion of TP regulations by Africa for Africa. 
The creation of databases is another mat-
ter that must be addressed with urgency 
and requires partnership, communication, 
respect, and cooperation among nations. 
This can be done through regional bod-
ies such as ATAF, ECOWAS and SADC 
among others or international organisa-
tions such as the IMF and World Bank. 
The use of APAs and DTAs is encouraged 
especially as a way of minimising dis-
putes or putting in measures for dispute 

resolution, but care must be exercised as 
previously, these have been exploited by 
powerful developing countries to the dis-
advantage of developing countries. It is, 
therefore, imperative that these countries 
should only enter into those agreements 
when capacity building has been done to 
support them especially, the APAs. As for 
the DTAs developing countries and espe-
cially African nations should investigate 
these, appraise their impacts on revenue 
mobilisation, otherwise “the impact of the 
DTAs might challenge the legitimacy of 
tax regimes, legal institutions and demo-
cratic processes” [16]. 

Secondly, Capacitation of ZIMRA in 
terms of technological resources, technical 
skills, and human resources. The need of 
capacity building in developing country 
revenue authorities, including ZIMRA 
cannot be overemphasised because parti- 
cipants lamented the weak capacities of 
the revenue authority.

Thirdly, increased cooperation is key 
to improving the effectiveness of TP le- 
gislation in developing countries. TP is 
a global phenomenon and not a country 
problem, so no country can do it alone. 
Hence information sharing and exchange 
are important pillars to cooperation. Re-
sources can also be shared on a regional, 
continental, or international basis through 
bodies such the UN and OECD to foster 
effective cooperation. Fourthly, the study 
recommends continuous research on TP. 
Research is an important tool to improv-
ing policy, thus there is need for conti- 
nued research and research collaborations 
on the issues of TP on developing and Af-
rican countries to learn, implement and 
improve TP. Revenue authorities, tax con-
sultants, the judiciary, other professionals, 
and academics should all contribute to 
this research because the issue of IFFs can-
not be ignored. 

Lastly, the paper recommends the 
need for increased stakeholder education, 
awareness, and engagement on TP issues. 
Stakeholder engagement and taxpayer 
education and awareness programmes 
should be undertaken to communicate TP 
policy in order to have a stakeholder buy 
in the policy.
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6. Conclusions
As outlined in the introductory sec-

tion, the paper had three main objectives. 
These were to investigate the challenges 
enabling TP manipulation in a developing 
country context, to explore the possible 
solutions to address the problem of TP ma-
nipulation in developing countries and to 
come up with recommendations towards 
reducing the vulnerability of developing 
countries to TP manipulation by MNEs. 
To attain these objectives, the paper dis-
cussed the challenges that emanated from 
the research, and these encompass the 
complexity of MNEs’ transactions, weak 
and fragile tax administration systems, 
capacity constraints, weak legislation and 
limited financial resources. 

On the second objective, the solutions 
identified include enhancement of legisla-
tive clarity, creation of arm’s length price 
databases, increased national and inter-
national cooperation as well as capacity 
building for revenue authorities in deve- 
loping countries. 

Concerning the third objective recom-
mendations for alleviating the vulnerabi- 
lity of developing countries to TP abuse 
by MNEs, the study proposed the har-
nessing of digital technologies in tax ad-
ministration, stakeholder consultation, 
strengthening of legislation, capacitation 
of tax authorities and revisiting the eco-
nomic incentives awarded to MNEs. 

The study concludes that TP is an im-
portant concept in BEPS and accordingly 
governments should seek to understand 
the challenges of TP and work towards 
reducing their impact on developing 
economies. 

The study identified several challen- 
ges from literature review and empirical 
research, and these include lack of databa- 
ses, lack of legislative clarity, weak judicial 
and court systems that are not in tandem 
with the efforts of the tax authorities in TP 
dispute resolutions, lack of adequate TP 
knowledge among various stakeholders as 
well as weak capacities. This could be pos-
sibly linked to the fact that TP regulation, 
adoption and application are still in their 
infancy in Zimbabwe. There is room for 
improvement in the future. 

The empirical evidence extends some 
of the views shared by other researchers 
as discerned from the literature review 
and summarised in the conceptual frame-
work. The findings from the study could 
be grouped in line with the conceptual 
framework. For example, the legislative 
challenges could cover the level of adop-
tion of TP legislation, the lack of clarity 
in the legislation, inadequate documenta-
tion as well as unclear policy on penalties. 
These challenges also affect the adminis-
tration and enforcement part of TP regu-
lation especially when it comes to monito- 
ring, audit, and dispute resolution. 

On the other hand, the administrative 
challenges encompass the difficulties in 
applying the arm’s length principle due to 
the lack of comparable information and the 
unavailability of databases. These admin-
istrative challenges are further compoun- 
ded by power imbalances between deve- 
loped and developing countries as well as 
the lack of political will and commitment 
to enforcing TP legislation among deve- 
loping countries. The capacity constraints 
challenges include the lack of financial re-
sources, human capital, and technical ex-
pertise to effectively implement, monitor, 
audit and penalise accordingly. Therefore, 
efforts to improve TP should focus on ad-
dressing these seemingly deficient areas. 

This study contributes to policyma- 
king and to the theoretical body of know- 
ledge on TP. For example, due to the dif-
ferences in the economic, legal, and poli- 
tical environments in countries, contradic-
tions and complexities surrounding the 
TP concept can stimulate further research 
that can change the TP narrative and regu- 
lation. Policymakers can also be influen- 
ced into building effective and robust TP 
frameworks and effectual fiscal courts and 
ultimately reduce BEPS and its negative 
impacts. 

The conceptual framework is also 
a contribution to knowledge on the TP de-
bate and can also be used as a guiding tool 
for policymakers on the focal variables 
that need focusing on in addressing the TP 
legislation enforcement challenges. 

The study had the following limita-
tions. 
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Firstly, the qualitative nature of the 
study and the fact that the study adopts 
interviews as the data collection method 
means the study suffers from data reliabi- 
lity weaknesses as well as the lack of gen-
eralizability of findings. This weakness 
could be addressed by future researchers 
by adopting interdisciplinary methods 
such as the pragmatic approach which 
allows for combining both the qualitative 
and quantitative approaches through the 
mixed method research design. 

Secondly, the exploratory setting of 
the study as well as the use of purposive 
sampling which is viewed as both po- 
werful and subjective at the same time 
are both notable limitations. Thirdly, due 
to the sensitivity of tax issues, hypocri-
sy, and the management of impressions 
(opinions) by the different stakeholder 
groups cannot be overruled as well as 
their influence on information subjecti- 
vity. In their subjectivity, the opinions of 
these different interviewees were pivotal 

to this research, in giving an insight into 
TP in developing countries and Zimba-
bwe as well as laying a foundation for 
future research.

Considering the findings and recom-
mendations of the study, further research 
is recommended in the following areas: 
(1) TP for intangibles since it was pointed 
out as one of the problematic areas for TP 
regulation and the most abused as well 
as management fees; (2) research to ad-
vance TP rules in Zimbabwe with a spe-
cial focus on the vulnerable mining sec-
tor. Commodity pricing in the extractive 
industry is an important area for research 
in African countries as the greater part of 
BEPS happens in this industry; (3) African 
countries need to do more research on the 
creation of the African TP and databases; 
(4) on the opportunities and challenges 
of the recently introduced digital service 
taxes in mobilising revenue from digital 
MNEs and reducing tax avoidance and 
evasion in developing countries.
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