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Abstract 

The Malaysian government derives its income from three primary streams: taxes (categorized into direct and 

indirect taxes), non-tax revenues, borrowings, and the utilization of government assets. Strategies to enhance tax 

law compliance have focused on two fundamental approaches. This thesis aims to comprehend taxpayer behaviour 

to sustain a high level of voluntary tax compliance, with a specific focus on refining the research objective. The 

study employs specific objectives to provide direction and emphasis. The research sample consists of self-

employed individuals and sole proprietors in Malaysia. Empirical findings indicate a negative correlation between 

an individual's knowledge and their inclination to engage in tax compliance behaviour. Conversely, there is a 

positive correlation between tax regulation and the willingness to comply. Additionally, a positive association is 

observed between an individual's sense of social responsibility and their propensity for tax compliance. However, 

no statistically significant associations are identified between spirituality, personal gain, and the desire to comply 

with taxation, as indicated by the statistical investigation. 
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1. INTRODUCTION 

The Malaysian government generates revenue from three key sources: taxes, non-tax revenues, 

borrowings, and the use of government assets. Taxes are classified as direct or indirect. Income 

tax and other direct taxes are examples of direct taxes. Figure 1 depicts the Federal 

Government's budget for 2017 [1]. According to the budget, taxes are the country's major 

source of revenue, which includes income tax (43.1 percent), indirect tax (22.9 percent), and 

other direct taxes (3.2 percent). The picture emphasizes the significance of taxes, which account 

for 69.2 percent of overall government income [2]. As can be seen from where it will be 

funneled, this money is required for the purpose of maintaining and growing the country [3]. 

The Inland Revenue Board is in charge of direct taxes in Malaysia (IRB). Direct taxes 

contribute for between 40% and 50% of yearly government income. As a result, it is critical for 

the IRB to maintain a high level of tax compliance in order to guarantee consistent and 

substantial revenue collection [4]. Many studies have been conducted to determine the degree 

of compliance since it is in the best interests of both taxpayers and the government to know if 

the tax system is fair and effectively handled.   

When we look at the Malaysian Government budgets for 2014, 2015, and 2016, we can see 

that operational expenditures continue to rise year after year. The tendency continues if we look 

at the 2017 budget as well [5]. This spending is required to fund all government activities aimed 

at developing and prospering the country.  
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Figure 1: The 2017 Federal Government Budget 

Nation. As a result, it is critical that tax collection increases year after year in order for the 

government to maintain a balanced budget. Any failure in expected income collection would 

result in a budget deficit, which would be detrimental to the nation's long-term well-being. 

Excess tax collection, on the other hand, is very desired since it will create a government 

reserve and will be valuable in the future.  Figure 2 shows the breakdown of direct tax collection 

by component for 2015 and 2014 [6]. According to our observations, total tax collection from 

companies remains the highest component of all tax components (2015: RM71,098.14 million 

and 2014: RM69,948.08 million); individuals tax is the second highest component of collection 

(2015: RM28,276.97 million; 2014: RM26.654.91 million); and petroleum is the third highest 

component of collection (2015: RM28,276.97 million; 2014: RM26.654.91 million) (2015: 

RM11,636.88 million and 2014: RM26,971.47 million) [7]. 

 

Figure 2: Collection of Direct Taxes by Component 
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The Inland Revenue Board introduced monthly tax deduction (MTD) as a mechanism for 

scheduler deduction of income tax from an employee's monthly remuneration in accordance 

with the Schedule of Monthly Tax Deduction as provided for in the Income Tax (Deduction 

from Remuneration) Rules 1994 to increase the efficiency and effectiveness of tax collection 

(MTD Rules) [8]. This deduction is intended to alleviate the burden on workers of having to 

pay taxes in a single amount based on the computation of real taxes payable. The MTD Rules 

are outlined in Section 107(2) of the Income Tax Act of 1967 [9]. 

 

2. PROBLEM STATEMENT  

This paper identifies the major worry and heart of the Malaysian Inland Revenue Board on how 

to enhance compliance as the essential concerns of the success of reaching national revenue 

targets. Furthermore, it is the job of every tax administrator to assist taxpayers in complying 

willingly, simply, and cheerfully [10]. As a result, this thesis addressed the critical problem of 

encouraging taxpayer compliance. There has been little study on the role of individual 

differences in compliance or equitable experiments. Outlines how individual variations 

influence a person's impression of equality. This theory categorises an individual's perspective 

of what is and is not equitable and predicts an individual's response to equity. The Internal 

Revenue Service (IRS) intends to promote compliance via means other than punishment [11]. 

The IRS intends to create interventions to promote taxpayer compliance as part of its 

"Compliance 2000" initiative [12]. These interventions should be planned with this in mind:   

All taxpayers will not respond to their intervention efforts in the same way. This disparity in 

response might be attributed to a taxpayer's perspective of what is fair or equitable [13]. 

A detailed analysis was undertaken to discover the breakdown of monthly tax deductions in 

order to narrow the emphasis for this thesis (MTD). Table 1 displays the monthly tax deduction 

(MTD) split for 2014 and 2015. 

 

3. LITERATURE REVIEW 

Tax compliance is a critical aspect of a nation's fiscal policy, influencing economic stability 

and development. Understanding the factors that determine tax compliance behavior is 

essential for designing effective tax policies and fostering a culture of compliance among 

different taxpayer segments [14]. This literature review explores existing research on the 

determinants of tax compliance behavior, with a specific focus on self-employed individuals 

and sole proprietors in the context of Malaysia [15]. 

1. Conceptual Framework of Tax Compliance: 

1.1. Economic Factors: Economic factors play a significant role in shaping tax compliance 

behavior. Past research has emphasized the impact of tax rates, income levels, and 

economic stability on individuals' willingness to comply with tax obligations. For self-

employed individuals and sole proprietors, whose incomes may vary, understanding how 

economic factors influence compliance is crucial [16]. 
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1.2. Social Norms and Perceptions: Social norms and perceptions of fairness are key 

determinants of tax compliance. The literature suggests that individuals are more likely to 

comply with tax obligations when they perceive the tax system as fair and when there is a 

prevailing social norm of compliance [17]. Examining how self-employed individuals and 

sole proprietors perceive the fairness of the tax system in Malaysia is vital for policy 

formulation. 

2. Psychological Factors: 

2.1. Tax Knowledge and Awareness: Research indicates that individuals with a better 

understanding of the tax system are more likely to comply. For self-employed individuals 

and sole proprietors, who may have distinct tax obligations and responsibilities, assessing 

the level of tax knowledge and awareness becomes crucial in understanding compliance 

behavior [18]. 

2.2. Attitudes Toward Taxation: Attitudes toward taxation, including perceived benefits of tax 

payment and trust in government institutions, significantly influence compliance behavior. 

Investigating the attitudes of self-employed individuals and sole proprietors towards 

taxation in Malaysia provides insights into the psychological factors shaping tax 

compliance [19]. 

3. Institutional Factors: 

3.1.  Tax Policy and Administration: The design and implementation of tax policies, as well as 

the efficiency of tax administration, impact compliance behavior. Research suggests that 

complex and burdensome tax systems may lead to non-compliance. Analyzing how the tax 

policies and administration in Malaysia affect self-employed individuals and sole 

proprietors is crucial for enhancing compliance [20]. 

3.2.  Enforcement and Deterrence: The literature underscores the role of enforcement measures 

and deterrence in promoting tax compliance. Understanding how enforcement strategies 

and penalties influence compliance behavior among self-employed individuals and sole 

proprietors in Malaysia is pivotal for designing effective compliance mechanisms [21]. 

This literature review provides a comprehensive overview of existing research on the 

determinants of tax compliance behavior, focusing specifically on self-employed individuals 

and sole proprietors in Malaysia [22]. By synthesizing insights from economic, psychological, 

and institutional perspectives, this review lays the groundwork for the empirical investigation 

to be conducted in the subsequent sections of this research paper. 

 

4. RESEARCH METHODOLOGY 

A literature analysis was conducted in the preceding chapter to investigate the factors that 

impacted tax compliance behaviour among self-employed individuals and sole owners in 

Malaysia.  

 



  
  
 
 

 

484 | V 1 9 . I 0 3  

The following questions were investigated in this research study:  

1. What is the link between self-employment and self-compliance behaviour among sole 

owners and self-employed individuals?  

2. What is the connection between social responsibility and self-compliance behaviour among 

self-employed people and sole proprietors?  

3. What is the link between personal economic gain and self-compliance behaviour among 

self-employed and sole proprietors?  

4. What is the link between perceived norms and self-compliance behaviour among self-

employed and sole proprietors?  

5. What is the link between self-employment and self-compliance behaviour among sole 

proprietors and self-employed individuals?  

Following the establishment of the foundation, this chapter discusses in detail the research 

methodology used for this research study, including study design, sampling, sampling frame, 

sampling methods, sampling procedures, sampling size, procedure for selecting respondents, 

research instruments, research procedures, and ethical considerations [23].  

The approach used in this study was carefully devised to be appropriate for the topic under 

investigation.  

To collect relevant data, this study used a combination of qualitative and quantitative research 

approaches. The research study was separated into two sections by the researcher. The 

qualitative technique was employed in the first step to create non-numerical data, while the 

quantitative methodology was utilised in the second stage to generate information that could 

be translated into statistical figures [24-26]. Both techniques worked together to give solid 

results.  

The respondents for the focus group interview sessions in phase one of the research project, 

the qualitative research, were chosen using the non-probability convenient sampling approach. 

The purpose of the focus group interview sessions required that all non-probability suitable 

samples possess similar qualities in order to reduce bias among them [27-30]. To improve 

precision, convenience sampling was used. Convenience sampling is employed when easily 

accessible respondents who meet the set of criteria willingly decided to participate or were 

chosen for participation by the interviewer and/or academic authorities. In order to fit the 

criterion, it was purposefully not random.  

A focus group is a small group with a minimum of six and a maximum of ten participants. The 

researcher guided the groups through an open conversation in order to create a rich topic in 

which everyone could contribute equally [31-34]. The purpose was to elicit as many thoughts 

and suggestions as possible from the various groups of individuals in attendance. The 

researcher encouraged spontaneous and unscripted talks. More than one focus group required 

to be interviewed in order to acquire reliable findings on a subject of discussion. There were 

five interview sessions for the focus groups [35-37]. When the researcher continued hearing 
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the same responses from the subjects, she had reached saturation. A sample size of eight per 

session was employed to control the efficacy of the focus group interview sessions. This size 

increased the likelihood of reaching the saturation threshold. Because convenience sampling 

was utilised, it was also critical to confirm the validity and reliability of the results. 

 

5. FINDINGS AND ANALYSIS  

The findings are divided into two groups based on the procedures required to construct the 

valid model. The first part depicts the instrument's reliability and validity evaluation. Second, 

the findings of the study hypothesis testing are presented.  

There is a total of 505 samples were collected for a period of 4 months. The demography data 

is presented to understand the trend and distribution of the data in this research.  

Table 1: Gender 

  Frequency Percent Valid Percent Cumulative Percent 

 Male  267 52.9 52.9 52.9 

Valid Female  238 47.1 47.1 100.0 

 Total  505 100.0 100.0  

From the data analysis, there is a total of 267 (52.9%) of male and 238 (47.1%) of female 

involve in this research. There is no missing data and drop out from this research.  

 

Figure 3: Gender Distribution of the Sample 

The pie chart shows the balance distribution of male and female in the research. This data is 

similar to the number of tax payer in Inland Revenue board of Malaysia.  
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Table 2:  Age 

    Frequency Percent Valid Percent Cumulative Percent 

  Below 25  22 4.4 4.4 4.4 

  26-35  89 17.6 17.6 22.0 

  36-45  115 22.8 22.8 44.8 

Valid  46-55  179 35.4 35.4 80.2 

  56-65  78 15.4 15.4 95.6 

  Above 65  22 4.4 4.4 100.0 

  Total  505 100.0 100.0  

From the data analysis, there is a total of 22 (4.4%) of sample below 25 year old; 89 (17.6%) 

of sample between 26 to 35 year old. There is a total of 115 (22.8%) of sample between 36 – 

45 year old. In addition, there is a total of 179 (35.4%); 78 (15.4%) and 22 (4.4%) who are 

respectively fall under the group of 46 – 55, 56-65 and those above 65 year old. There is no 

missing data and drop out from this research.  

 

Figure 4 

The bar chart shows the balance distribution of age of sample in the research. This data is 

similar pattern with the age distribution according to tax payer in Inland Revenue board of 

Malaysia.  

Table 3: Marital Status 

  Frequency Percent Valid Percent Cumulative Percent 

  SIngle  101 20.0 20.0 20.0 

  Married  349 69.1 69.1 89.1 

Valid  Divorce d  55 10.9 10.9 100.0 

  Total  505 100.0 100.0  
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The table shows the marital status of the respondent. There is a total of 101 (20.0%) of sample 

single. The mode of the data fall under the category of married group where there is a total of 

349 (69.1%) of sample. There is a total of 55 (10.9%) of sample divorced. There is no missing 

data and drop out from this research.  

 

Figure 5 

The bar chart shows the marital status of sample in the research. This data is similar pattern 

with the age distribution according to marital status in Inland Revenue board of Malaysia.  

Table 4: Location State 

  Frequency Percent Valid Percent Cumulative Percent 

  Johor  100 19.8 19.8 19.8 

  Pahang  99 19.6 19.6 39.4 

Valid Perak  118 23.4 23.4 62.8 

Sabah 87 17.2 17.2 80.0 

  Selangor  101 20.0 20.0 100.0 

  Total  505 100.0 100.0  

From the data analysis, there is a total of 100 (19.8%) of sample from Johore; 99 (19.6%) of 

sample from the state of Pahang. There is a total of 118 (23.4%) of sample from the state of 

Perak. In addition, there is a total of 87 (17.2%) and 101 (20.0%) respectively from Sabah and 

Selangor. There is no missing data and drop out from this research.  
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Figure 6 

The bar chart shows the balance distribution of sample according to state in the research. This 

data is similar pattern with the number of samples according to tax payer in Inland Revenue 

board of Malaysia.  

Table 5: Tax Computation and Tax filing 

 Frequency Percent Valid Percent Cumulative Percent 

 Yes  458 90.7 90.7 90.7 

Valid No  47 9.3 9.3 100.0 

 Total  505 100.0 100.0  

From the data analysis, there is a total of 458 (90.7%) of sample fill in their own tax returns 

and 47 (9.3%) of sample does not file in their own tax returns. There is no missing data and 

drop out from this research.  

 

Figure 7 
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The pie chart shows the method of tax computation of tax among partnership business owner 

in the research. This data is similar to the number of tax payer in Inland Revenue board of 

Malaysia.  

Table 6: Reliability Tests for the Initial Study Factors: Cronbach's Alpha (α), Average 

Variance Extracted (AVE), Means (μ), Variances (s2), and Standard Deviations (SD) 

 

 

 

 



  
  
 
 

 

490 | V 1 9 . I 0 3  

Table 7: Reliability Tests for the Initial Study Factors: Cronbach's Alpha (α), Average 

Variance Extracted (AVE), Means (μ), Variances (s2), and Standard Deviations (SD) 

 

Construction of Model for Research Questions  

One of the primary goals of this study is to develop a valid and reliable model to address 

research questions about the variables that influence voluntary and intention to comply with 

tax laws. As a result, the goodness-of-fit indexes for Initial Measurement Model are utilised to 

assess the model constructions in this study.  

The computed coefficients and their importance in the structural model are shown in Table 8. 

Each dependent construct's coefficients of determination (R2) were also shown. Because all of 

the R2 values were more than.10, it was reasonable and instructive to investigate the 

importance of the routes connected with these variables (Ahn, Ryu, & Han, 2007).  

Table 9 shows the estimated coefficients of the causal links between components that verified 

the expected effects; perceived ease of use had substantial affects on knowledge (=.323, p.05), 

regulation (=.308, p.05), and social responsibility (=.547, p.001). Personal benefit of usage, on 

the other hand, had no significant influence on intention (=.012) or spiritual (= -.028).   
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Table 8: (a) Model Summary 

Mode l R R Square Adjusted R Square Std. Error of the Estimate 

1 .786a .618 .554 .56799 

a. Predictors: (Constant), PersonalGain, Knowledge, SocialRespon, Regu, spiritual  

Table 8: (b) ANOVAa 

Model  Sum of Squares df Mean Square F Sig. 

  Regression  15.626 5 3.125 9.687 .000b 

 1  Residual  9.678 30 .323   

  Total  25.305 35    

a. Dependent Variable: Intention  

b. Predictors: (Constant), PersonalGain, Knowledge, SocialRespon, Regu, spiritual  

Table 9: Coefficientsa 

Model 
Unstandardized Coefficients Standardized Coefficients 

t Sig. 
B Std. Error Beta 

 (Constant)  2.433 .787  3.091 .004 

 Knowledge  -.323 .142 -.288 -2.268 .031 

 Regu  .308 .117 .368 2.630 .013 

1 SocialRespo n  .547 .156 .592 3.507 .001 

 spiritual  .028 .148 .033 .189 .851 

 PersonalGain  .012 .128 .012 .095 .925 

a. Dependent Variable: Intention  

Table 10: Goodness-of-Fit Indexes for Initial Measurement Model 

 χ2 df χ2/df CFI NFI TLI RMSEA 

1887.226 474 3.981 .878 .845 .856 .075 

Given that the measurement model test was utilised to compute the AVE values and offer a 

mechanism for determining discriminant validity, the AVE values were also analysed. For each 

construct, the AVE values varied from.45 to.70. The AVE value for trust was.45 out of the seven 

constructions, suggesting that it was below the desired level.  

0.50 level (Fornell & Larcker, 1981). Table 10 displays the results of the first measurement 

model test.  Based on the analysis, the model provided in this paper is as follows:  

Compliance intention = 2.433 -.323 (Knowledge) +.308 (Regulation) +.547 (Social 

Responsibility). The model is summarised in the figure 8 to answer the research questions  



  
  
 
 

 

492 | V 1 9 . I 0 3  

 

Figure 8: Structural Model Analysis Results 

 

6. DISCUSSION 

Question 1: What is the link between knowledge and intention in respect to tax compliance 

behaviour?  

According to the statistical research, there is a negative association between a person's 

knowledge and also the purpose to engage in tax compliance behaviour According to the OECD 

(2016) on behavioural insights, illogical compliance behaviour occurs when individuals begin 

to develop and become technical experts in their profession, and they may search for 

opportunities to hand the case. Furthermore, the more information a person has, the more 

methods he may discover to not comply, especially if he believes he can get away with it. For 

example, understanding how to maintain correct records. There have been instances when it 

was discovered during an audit or inquiry that taxpayers retain two sets of documents. One is 

the true record for his own use, while the other is a fictitious one with lesser earnings in order 

to pay less tax. Another example is auditing and Investigations often resulted in higher tax due 

to fraudulent and unallowable expenses declared by the taxpayer. This demonstrates that his 

degree of understanding is good enough that he prepared some ways to pay less tax.  

On the other hand, since this study is being undertaken by an IRBM employee and surveys are 

being completed at the office, respondents may have been attempting to project a positive 

picture of themselves as taxpayers. They may wish to demonstrate good behaviour by 
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complying even if they are unfamiliar with the tax regulations. According to Kirchler (2007), 

taxpayers continue to assess the cost-benefit analysis of their behaviour even when they have 

adequate information to manage and begin to demonstrate their abnormality on the compliance. 

Later study by Kirchler, E., Kogler, C., and Muehlbacher, S. (2014) verified the behaviour by 

experiment tests that reveal a significant association between knowledge and compliance.  

Question 2: What is the link between regulation and intention in respect to tax compliance 

behaviour?  

According to the statistical research, there is a favourable association between tax regulation 

and desire to comply. The level of compliance has been shown to be positively connected to 

the kind of legislation in place. For example, a straightforward tax regulation (rather than a 

difficult one) would be simpler for taxpayers to grasp and hence promote compliance. Findings 

from audits and investigations of taxpayers who did not comply with specific elements of the 

tax law demonstrate that it was due to a lack of understanding or misinterpretation of the laws. 

As a result, the easier it is for taxpayers to grasp the tax requirements, the more likely they are 

to comply.  

The provision for penalties to penalise non-compliant behaviour is another feature of regulation 

that leads to increased compliance behaviour. Although previous research has shown that fines 

alone do not ensure an increase in compliant behaviour, they are nonetheless an important 

motivator of compliance among taxpayers if enforcement is visible and felt by the public. What 

is the link between social responsibility and the inclination to engage in tax compliance 

behaviour?  

According to the statistical research, there is a positive association between a person's social 

responsibility and the inclination to engage in tax compliance behaviour. There are various 

instances of how the Inland Revenue Board promotes social responsibility as a crucial factor 

in encouraging tax compliance.  

For example, through public campaigns performed by the IRB via the mainstream media and 

social media platforms, the public is constantly reminded of how they have contributed to the 

nation's progress and wealth by paying taxes. Taglines such as "You are the country's hero 

(Andalah wira negara)," "Thank you for your contributions (Terima kasih atas sumbangan 

anda)," and "Your contribution helps the nation thrive (Sumbangan anda memakmurkan 

Negara)" made taxpayers proud of their part in national progress and prosperity. In tax 

awareness and education initiatives, IRB often explains to the public how tax revenue is utilised 

to fund different economic and social development objectives.  

Question 4: What is the link between spirituality and the aim to comply with tax laws?  

According to the statistical investigation, there is no association between spirituality and tax 

compliance behaviour.  

Economic behaviour shows how individuals respond based on the advantage acquired. This 

idea backs up the study results that there is no association between spirituality and tax 

compliance behaviour. Taxpayers, particularly in terms of tax compliance behaviour, would 
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consider all other variables before conforming to the behaviour. As a result, spiritual elements 

may be the least important aspect in developing the intuition to engage in tax compliance 

behaviour.  

The study question aims to discover the link between spirituality and tax compliance behaviour. 

The results of the statistical study demonstrate that there is no association between the two. 

This indicates that taxpayers obey the law not because of their religious beliefs or principles. 

Similarly, a person's spiritual beliefs or ideals do not determine whether or not he is in 

compliance with tax law.  

This is shown by the fact that audits and investigations are conducted on taxpayers without 

regard for their religious or cultural background, and noncompliance is discovered regardless 

of spiritual views. In addition, the IRB has never focused its tax education and awareness, as 

well as its tax enforcement actions, on any specific religious or spiritual views.  

Question 5 in the research: What is the link between personal gain and intention to comply with 

the tax laws?  

According to the statistical research, there is no association between personal gain and the 

desire to comply with taxation. According to nudge theory, economic theory and psychology 

theory both have a direct impact on human behaviour. People in economic theory usually 

ponder about the future and are always optimistic about it. However, not every behaviour can 

be justified by the concept of normalcy. As a consequence, the nudge hypothesis supports the 

findings that there is no link between personal benefit and the desire to engage in tax 

compliance behaviour. According to the study's findings, there is no link between personal 

profits and tax compliance behaviour. This seems to contradict the reality that most individuals 

would want to pay the least amount of tax possible, or even avoid it entirely if feasible, which 

would imply retaining the money for themselves. As a result, we would anticipate that personal 

profits will be related to tax compliance behaviour. The fact that the findings do not imply this 

is most likely owing to the fact that respondents are aware they are being surveyed by the 

researcher, who is IRB personnel, and the questionnaire is administered on IRB grounds. 

Respondent must have been extremely careful and hesitant to confess that the reason for 

noncompliance is for personal benefit in such circumstances. Respondents are likely to be more 

prepared to blame noncompliance on other problems, such as price or even unclear and 

complex rules. 

 

7. CONCLUSION 

Any tax authority's goal is to collect as much money as possible by maintaining a high level of 

compliance. In Malaysia, it has been shown that compliance among self-employed persons 

who manage their own businesses has to be enhanced. Factors impacting compliance behaviour 

among this set of Malaysian taxpayers were found as a result of this study. From this point, the 

IRBM may be more focused in developing efforts to promote compliance among this group of 

taxpayers. Because the areas of relevance are understood, resources may be mobilized to 

improve production. 
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