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ACCOUNTING, CORPORATE GOVERNANCE & BUSINESS ETHICS | 
RESEARCH ARTICLE

Tax amnesty and taxpayers’ noncompliant 
behaviour: evidence from Indonesia
Siti Nuryanah1* and Gunawan Gunawan1

Abstract:  This study aims to analyse tax noncompliant activities by specifically 
examining the effect of tax amnesty on taxpayers’ compliant behaviour. Indonesia 
is taken as a case study since it is a populous country with a high dependency on 
tax revenue and a long history of tax reforms of more than 20 years. In this study, 
the 2008 tax amnesty is analysed since the policy targeted both individual and 
corporate taxpayers; hence it is argued to provide a more comprehensive analysis. 
The analysis is based on 5-year data before and after the 2008 tax amnesty (periods 
of 2003 to 2013). A trend analysis is conducted to show the compliance of both 
individual and corporate taxpayers in terms of the total number of taxpayers 
submitting annual tax returns and total income tax collected. In addition to the 
trend analysis, to examine the corporate taxpayers’ compliance, this study conducts 
a regression analysis with a moderating variable of foreign investors to examine 
corporate taxpayers’ compliance proxied by tax aggressiveness, before and after- 
tax amnesty. Manufacturing listed companies with a total of 783 observations are 
chosen as the sample. This study found that tax amnesty is effective in increasing 
the compliance of individual taxpayers only. The results show further that after-tax 
amnesty, corporate tax aggressiveness increased, and foreign investors are found 
to strengthen this condition.
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1. Introduction
Taxation is arguably the most important revenue source for many countries around the world, as it 
can constitute more than 50% of the total government revenue (Ortiz-Ospina & Roser, 2020). Tax 
revenues as a percentage of GDP i.e. Tax-to-GDP ratios across 80 countries range from 10.8% to 
45.9% (OECD, 2018). In most countries, this ratio has an increasing trend as in OECD countries, the 
average 2018 ratio slightly increased to 34.3% from 34.2% in 2017, while the ratio was 34% in 
2016 and 33.7% in 2015. In many Asian economies, the tax-to-GDP ratio changed from −1.4% to 
2.5% from 2017 to 2018 (OECD, 2020).

Despite this increasing trend in an emerging economy, Indonesia experienced a lower tax ratio 
to GDP than other developing economies. While Indonesia’s tax revenue is more than 82% of the 
total revenue budget, data from OECD (2020) shows that Indonesia’s tax-to-GDP ratio is only 
11.9%, while the neighbour countries are 12.5% (Malaysia), 13.2% (Singapore), 17.5% (Thailand) 
and 18.2% (Philippines). The fact that Indonesia is one of the most populous countries, but it 
experiences the lowest tax ratio to GDP in Southeast Asia, needs to be examined further, 
especially related to tax compliance, as it is confirmed to be a low tax compliance rate 
(Brondolo et al., 2008). Moreover, it is important to evaluate the efforts of the Indonesian 
government in collecting tax revenue and improving tax compliance through tax reform programs 
which have already taken place, as documented by Brondolo et al. (2008); from the strict tax 
reform such as tax amnesty programs in 1964, 1984, and the latest in 2016, to other types of 
reform such as small tax amnesty programs, i.e. the sunset policies in 2008, the changes in the 
tax rate, i.e. corporate tax rate in 2010, and yet another tax amnesty program called “a voluntary 
disclosure program” which has just about to begin in 2022. The tax amnesty program is argued to 
be a controversial revenue-raising tool of the government in combating tax evasion. As 
a politically popular way to generate government revenue, enacted in the previous years, this 
tax amnesty program is argued to have more political rather than economic aspects. Despite its 
effectiveness in generating immediate revenues for the governments, its long-term impact on tax 
compliance is questionable (Alm & Beck, 1993; Alm et al., 2009; Baer & Le Borgne, 2008; Saraçoğlu 
& Çaşkurlu, 2011).

The phenomena of tax noncompliance, indeed, have gained the attention of tax authorities and 
researchers around the world over the decades. Fischer et al. (1992) identified three variables 
explaining direct tax compliance behaviour: noncompliance opportunity, tax system/structure, and 
attitudes and perceptions. Two indirect categories are related to demography and culture (added 
in the modification of the Fischer model). Research in tax noncompliance can be divided into two 
main areas (Borrego et al., 2013). They are firstly, the studies that attempt to explain tax 
noncompliance and the attitudes of taxpayers towards tax, and secondly, the studies which 
seek to quantify it using a proxy, for example, aggressive tax management (tax avoidance), illegal 
tax avoidance (tax evasion, tax fraud) and other mechanisms leading to tax noncompliance. 
Moreover, Borrego et al. (2013) stated that most studies are from developed countries, i.e. Anglo- 
Saxon countries, particularly the US. They also found that the literature lacks studies that examine 
involuntary tax noncompliance. This involuntary tax noncompliance is indeed necessary to be 
explored; as found by McKerchar (2002), in examining unintentional noncompliance of taxpayers, 
taxpayers experienced a high level of errors causing unfair overstatement of tax liability when they 
conducted voluntary compliance in the tax return. The study found unintentional noncompliance 
of taxpayers related to tax complexity. This complexity mostly relates to the ambiguity of tax laws 
and the voluminous of explanatory material required.
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This paper fills the gap in tax noncompliance literature by analysing the long-term impact of tax 
amnesty policy in a developing country, i.e. Indonesia, since it is a populous country with a high 
dependency on tax revenue and a long history of tax reforms. A 2008 Tax Amnesty Program is 
chosen to be analysed by this study instead of the current 2016 since the 2008 Tax Amnesty 
targeted both individual and corporate taxpayers; hence it is argued to be more comprehensive to 
analyse the impact of the policy. Moreover, studying both individual and corporate taxpayers is 
important for Indonesia since, as a populous country, it is an anomaly that currently, the biggest 
tax revenue is collected from corporate rather than individuals. Hence, a trend analysis of the 
compliance behaviours of both individual and corporate taxpayers is presented in this study. In 
addition to the trend analysis, a regression analysis is also conducted to examine the effect of the 
policy on compliance of the main contributor of tax revenue of Indonesia, i.e. corporate taxpayers. 
Tax aggressiveness is used as a proxy for tax noncompliance. This paper follows OECD (2018) and 
Borrego et al. (2013) which classify tax aggressiveness as one of the tax noncompliant behaviours 
of taxpayers, i.e. deliberate noncompliance. This paper provides a practical contribution to the 
policymakers regarding the necessity to maintain tax-compliant behaviour following the tax 
amnesty program.

The structure of the paper is as follows: after the introduction, previous literature is critically 
reviewed. Then, the third section presents the research method and data analysis. This is followed 
by section four which presents an analysis and discussion of the results. The last section presents 
the conclusion and implications of the study.

2. Literature review and hypotheses development

2.1. Tax compliance and theories of tax compliance
Tax compliance, as defined by OECD (2010), is a condition when a taxpayer cumulatively meets 
these four requirements: 1) registered for tax purposes; 2) filing tax returns on time (i.e. by the date 
stipulated in the law) or at all; 3) correctly reporting tax liabilities (including as withholding 
agents); 4) paying taxes on time (i.e. by the date stipulated in the law). Consequently, the conduct 
of not meeting one of the above four requirements can be defined as tax noncompliance. In 
addition to these definitions, OECD () identifies types of tax noncompliance which can be deliberate 
or not. One of the examples of intentional tax noncompliance is tax avoidance, including aggres-
sive tax planning (OECD, 2017).

In line with OECD, Borrego et al. (2013) stated that the definition of tax noncompliance, as 
documented by previous literature, is much broader as it covers all intentional schemes of failing 
to meet tax compliance criteria as well as all unintentional tax noncompliance, and whether it is 
conducted in legal or illegal ways. Therefore, non-compliant tax activities can vary and cover not 
only unintentional mistakes in fulfilling tax obligations but also intentional aggressive tax manage-
ment, tax avoidance, and illegal tax fraud.

Various factors can influence the tax compliance of taxpayers. According to Fischer et al. (1992) 
and other scholars (Devos, 2013; Marandu et al., 2015; Richardson & Sawyer, 2001), these causes 
can be categorised into direct and indirect factors. Direct factors include noncompliance opportu-
nity (i.e. income, level, income source, occupation), tax system/structure (i.e. complexity of tax 
system, probability of detection, penalties and tax rate), and attitudes and perceptions (i.e. fairness 
of tax systems, peer influence) while two indirect variables are related to demography and culture 
(added in the modification of Fischer model). Religiosity and national culture are also found to be 
important variables that decrease tax evasion (Sutrisno & Dularif, 2020).

Examining incompliant behaviours of taxpayers, based on the Prospect Theory of Kahneman and 
Tversky (2013), taxpayers can be considered risk-takers or risk-averse in the condition of 
a condition whether prepaid taxes are greater or lesser than the actual tax liability. Hence, if the 
tax authorities deliberately set the advance payments slightly above the taxpayer’s actual tax 
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liability, there will be a specific condition that the taxpayer will gain from filing a return; therefore, 
noncompliance can be avoided (Elffers & Hessing, 1997).

2.2. Tax amnesty, tax compliance, and tax aggressiveness
To improve tax compliance and increase tax revenue, governments around the world often adopt 
such various additional tax policy schemes as tax amnesty and other tax reform programs. The tax 
amnesty program, for example, is a program that provides opportunities for individuals and 
companies to report and pay taxes that have not been paid before, without the imposition of 
part or all the administrative and criminal sanctions as imposed on the discovery of normal tax 
avoidance practices (Alm & Beck, 1993). By definition, it is “a limited time offer by the government 
to a specified group of taxpayers to pay a defined amount, in exchange for forgiveness of a tax 
liability (including interest and penalties), relating to previous tax period (s), as well as freedom 
from legal prosecution” (Baer & Le Borgne, 2008). While this kind of program is often used by 
governments around the world, both developed and developing countries, to generate an immedi-
ate, short-run increase in compliance as well as tax revenue, the impact of the tax amnesty 
program often does not run as smoothly as expected. The long-term impact of this program 
also needs to be questioned as it is argued that tax amnesty has the possibility of reducing 
compliance in the future (Alm & Beck, 1993; Alm et al., 2009; Baer & Le Borgne, 2008; Saraçoğlu 
& Çaşkurlu, 2011). Heinemann and Kocher (2013), conducting a laboratory experiment, found that 
tax evasion increases after-tax reform while, in the case of reform from a proportionate to 
a progressive system, tax compliance decreases compared to a switch in the reverse direction.

Alm and Beck (1993) and Baer and Le Borgne (2008) argued tax amnesty is successful if it is 
followed by some procedures such as greater enforcement efforts and improvement in taxpayer 
services. It increases tax compliance if it can get more individual taxpayers to file tax returns on 
the tax rolls. On the other hand, it may have a deteriorating effect since it can be seen as an unfair 
tax break for tax cheats. There will also be an expectation that tax amnesty is repeated in the 
future so that it may delay individuals from participating in the current tax amnesty. The fre-
quently exercised tax amnesty may indicate the pervasive and easy conditions of noncompliance.

Despite the pros and cons of tax amnesty, at least 37 countries around the world, including south- 
east Asia countries such as Indonesia, Malaysia, and Thailand are recorded conducting the policy 
(Baer & Le Borgne, 2008; Hermansyah, 2016; Huda & Hernoko, 2017). Argentina, which conducted 
several times of tax amnesty, is argued to have been successful in its last tax amnesty in 2017 
compared to other countries in collecting the tax revenue (Aseng, 2017; Higgins 2017; Stauffer2017, 
January 3). Other countries that recorded successful tax amnesties are, for example, India in 1997 
($2.5 billion), Ireland in 1988 ($700 million), Italy in 2002 on capital repatriation amnesty, and the 
United States as the gross revenue collected from the 78 amnesties during the period 1980–2004 
totalled $6.6 billion (Baer & Le Borgne, 2008). Brazil’s second-round tax amnesty in 2017, on the other 
hand, is argued to be unsuccessful in terms of tax collection compared to its first-round (Reuters, 
2017). Specific to the Indonesian case, tax amnesty programs have been conducted several times; for 
example, in 1964 and in 1984, which unfortunately showed low participation of taxpayers. Then in 
2008, a lighter tax amnesty program called the Sunset Policy was also conducted with the benefit of 
elimination of interest sanctions on unpaid or underpaid taxes applied to individual taxpayers (for 
both of who had and had not Taxpayer Identification Number-Tax ID Number) and corporate 
taxpayers (who had Tax ID Number; Indonesia, 2007, 2008). This 2008 policy is argued to be 
successful as it exceeded the revenue target in the last ten years of that period (Tambunan, 2015). 
Following the 2008 program, Reinventing Policy in 2015 was launched and was conducted in 2016 
with its main objective to repatriate the capital and assets deposited by taxpayers abroad to avoid 
taxes applied in Indonesia.

In regards to total reform programs, Indonesian studies reveal different findings; for example, 
Tjen and Abbas (2010) argued that Indonesia Sunset Policy was not effective since the increasing 
number of individual taxpayers in the Sunset Policy comprised of employees who were not the tax 
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authority’s main target since the employees have their tax obligations withheld and paid by their 
employers, regardless of whether they have a Tax ID Number. On the other hand, Winastyo (2010) 
and Mahestyanti et al. (2018) argued that the Sunset Policy succeeded in achieving its targets in 
the short term, specifically in raising awareness of paying taxes and increasing the understanding 
of taxpayers regarding applicable tax regulations, hence increasing taxpayers’ compliance. 
Sayidah and Assagaf (2019) found that the purpose of tax amnesty is mostly for a short-term 
goal which is to increase tax revenue in the budget state.

Regarding the unsuccessful tax amnesty program, at least two factors that are related to social 
psychology can explain the problem. Firstly, tax amnesty is believed to be a form of unfair 
treatment by the state, that is as a form of special treatment to tax evaders, and secondly, tax 
amnesty is conducted not only once but several times (Alm & Beck, 1993; Alm et al., 2009; Baer & 
Le Borgne, 2008; Saraçoğlu & Çaşkurlu, 2011). Then, regarding low compliance of taxpayers and 
the emergence of tax avoidance practices, Baer and Le Borgne (2008) argued that tax noncom-
pliance is due to fundamental problems consisting of weak tax administration and weak law 
enforcement in the country, as well as insufficient tax regulations and policies to overcome the 
compliance problem. Another condition that makes successful tax amnesty is economic liberal-
isation and/or technological progress (Bose & Jetter, 2010, 2012).

2.3. Hypotheses of the study to examine the corporate taxpayers’ compliant behaviour
Having discussed the pros and cons of tax amnesty and some findings related to the amnesty in 
the short-term and long-term, this study evaluates the Indonesian tax amnesty using a trend 
analysis and regression analysis. A trend analysis is carried out to depict the compliance beha-
viours of taxpayers before and after-tax amnesty in terms of the total number of taxpayers 
submitted annual tax returns and total income tax collected. To evaluate whether tax amnesty 
relates to tax compliance, a regression analysis is further conducted.

In the regression analysis, corporate tax aggressiveness is used as a proxy of tax noncom-
pliance as it is identified as one of the deliberate tax noncompliance activities (Borrego et al., 2013; 
OECD,), hence corporate tax aggressiveness before and after-tax amnesty is tested. As discussed 
previously, while tax amnesty is expected to increase tax compliance in the future (Baer & Le 
Borgne, 2008), the findings show differently (Ahmed, 2020; Alm & Beck, 1993; Alm et al., 2009; 
Baer & Le Borgne, 2008; Saraçoğlu & Çaşkurlu, 2011). Therefore, the proposed Hypothesis 1 (H1) to 
examine the effect of tax amnesty is as follows. 

H1: Tax amnesty affects corporate tax aggressiveness.

Regarding other tax non-compliant factors, many factors are found associated with tax 
noncompliance, for example, industry (Hanlon & Slemrod, 2009), size of companies, leverage, 
financial performance (ROA), and external auditor (Kourdoumpalou & Karagiorgos, 2012; Putri, 
2015). Firm age is also found to be negatively associated with tax noncompliance characteristics 
(Wahlund, 1992; Wärneryd & Walerud, 1982; Wearing & Headey, 1997). Company size is found to 
be various that some studies found a negative association (Khuong, 2020; Nor et al., 2010; Tedds, 
2010), while other studies found it has no effect on tax compliance (Hani & Lubis, 2016). In 
addition to these existing factors mostly found in the literature, this study examines the effect 
of foreign investors on tax aggressiveness. This study argues that this factor is important as one of 
the controlling mechanisms in a company. Many previous studies found significant positive rela-
tionships between foreign investors and corporate tax avoidance (Alkurdi & Mardini, 2020; 
Andrialdi et al., 2019; Pratama, 2020; Salihu et al., 2015; Shi et al., 2020). Different from the 
previous study, this study examines the effect of foreign investors as a moderating variable; 
hence Hypothesis 2 (H2) is proposed as follows: 
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H2: Foreign investors strengthen corporate tax aggressiveness.

3. Research methodology

3.1. Population and sample
For the trend analysis, data of individual and corporate taxpayers from 2003 to 2013 is collected. 
The data is collected from the Indonesia Directorate of Tax Potency and Compliance. Specific to 
the regression analysis, data of manufacturing companies listed on the Indonesia Stock Exchange 
(IDX) is collected. The manufacturing industry is chosen due to its large number in IDX so that it 
more represents IDX listed companies. Moreover, the manufacturing industry applies a normal 
general tax regulation, while other sectors such as bank and financial institutions, real estate, and 
construction, apply specific tax rules/final income tax regulations. All companies’ data used in this 
study are secondary data obtained from either the Thomson-Reuters database or from financial 
statements of related companies.

The 2004–2013 periods were chosen to cover the conditions before and after the implementa-
tion of the 2008 Sunset Policy. Ideally, a span of 5 years was selected as a long-term range; 
however, according to Martani et al. (2011), there are abnormal permanent differences caused by 
foreign exchange gains in 2003. Therefore, this study observed it during the period of 2004 until 
2013, where 2004–2007 represented the period before Sunset Policy, 2008 represented the Sunset 
Policy period, and 2009–2013 represented the period after the Sunset Policy. Meanwhile, the 
2008 period was eliminated to avoid bias since it was a transition period where the Sunset 
Policy was held. The study is limited to 2013 to exclude the effect of another tax amnesty program 
held in Indonesia in 2015–2016. At least 138 manufacturing companies had been on IDX from 
2004 to 2013. Using a balanced panel data analysis, only 87 out of 138 companies passed the 
sample selection criteria, and hence for a nine-year research period, a total of 783 observations 
were used in this study.

3.2. Operationalisation of variables
In conducting the trend analysis, following the definition of OECD (2010), tax compliance is 
measured by the total number of registered taxpayers and submissions of tax returns. While 
previous research (Alm & Beck, 1993; Alm et al., 2009) conducted a time series to examine 
whether there is a change in the trend of monthly tax revenue, in the long run, this study will be 
carried out with a descriptive analysis due to some limitations of existing data.

To examine the hypotheses, the level of compliance is measured using the company’s tax 
aggressiveness (Borrego et al., 2013; OECD). The higher the company’s tax aggressiveness, the 
lower the company’s tax compliance. Foreign investors are measured by the percentage of foreign 
ownership reported in financial statements.

The implementation of the 2008 Sunset Policy was accompanied by a reduction in applicable 
tax rates. Thus, to prevent bias in the results of the study, this study chose to use the Book Tax 
Difference (BTD) variable, instead of Effective Tax Rate (ETR), as a variable operationalising the 
level of corporate tax aggressiveness (TaxAgg). This study uses two types of BTD: Total BTD and 
Permanent BTD, to get comprehensive results. According to Manzon and Plesko (2002), this 
study will use the measurement of Total BTD (TBTD) in accordance with its definition, namely 
the total difference between income before tax based on accounting and estimated fiscal 
taxable income. Meanwhile, the measurement of Permanent BTD (PBTD) is based on the 
permanent difference only. The results of the measurements are then normalised with the 
total assets of the company at the beginning of the year. Model 1 is proposed as follows to 
examine whether the 2008 Sunset Policy affects tax aggressiveness. Following previous studies 
(Surbakti, 2012; Yuan et al., 2012), some controlling variables are used in the model. The 
models for testing the hypotheses are as follows.
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Model 1:  

TaxAggit ¼ αþ β1PostTAt þ β2PP&Eit þ β3ROAit þ β4LEVit þ β5SIZEit þ εit 

Model 2: 

TaxAggit ¼ αþ β1PostTAt þ β2Foreignit þ β3PostTAxForeignit þ β4PP&Eit þ β5ROAit þ β6LEVit

þ β7SIZEit þ εit 

where:

TaxAgg = Tax avoidance (TBTD, PBTD);

PostTA = Dummy variable stating the period before (0) and after (1) the Sunset Policy;

Foreign = Proportion of foreign investor ownership in companies;

PostTA x Foreign = Interaction variable between PostTA and Foreign;

PP&E = Net fixed assets normalised with total assets at the beginning of the year;

ROA = Return on company assets;

LEV = The ratio between long-term debt and total company assets;

SIZE = Natural logarithm of total company assets.

4. Results and discussions

4.1. Trend analysis of tax compliance before and after-tax amnesty
The following data illustrates the condition of the tax base, tax compliance (specifically in collect-
ing tax returns), and income tax revenue of Indonesia from 2003 to 2013. One way to measure the 
tax base is using data on the number of taxpayers. The more taxpayers, the more income should 
be taxed. Table 1 and Figure 1 show that the significant increment only occurred in the number of 
individual taxpayers while the number of corporate taxpayers tends to be constant.

Tables 2 and 3, and Figures 2 and 3, depict the conditions related to taxpayers’ compliance, 
especially in terms of submitting their tax returns. In this case, the result shows that the individual 
taxpayers’ compliance in submitting their tax returns increased sharply in 2009, and it lasted for at 
least five years. On the other hand, corporate taxpayers showed a different trend. The compliance 
of corporate taxpayers is more stable, despite the very slight increase. It returned to its original 
condition after the Sunset Policy period ended. Furthermore, despite the effectiveness of increasing 
the number of tax returns submitted, the number of taxpayers who do not lodge their tax returns 
is also increasing yearly for both categories of taxpayers.

Tables 2 and 3, and Figures 2 and 3 above also show the estimated numbers for the periods of 
2011–2013. This is due to, in 2011, the Directorate General of Tax (DGT) of Indonesia held 
a National Tax Census for the first time. Through this program, DGT classifies and recalculates 
taxpayers who are required to submit their tax return based on the new criteria. As a result, the 
number of taxpayers who are required to submit the annual tax return decreased, which leads to 
an increase in the compliance ratio calculated. This can lead to a higher risk of misinterpretation 
than the data before the census (the classification and the calculation are based on the previous 
criteria before the census). Therefore, for this study’s objective, the estimation of compliance ratios 
for 2011–2013 is depicted in the tables to show the estimation figure if the classification and 
calculation were based on the previous criteria before the census. The estimated numbers shown 
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in Table 2 and Figure 2 confirm the compliance ratio based on the actual data. After the Sunset 
Policy, the compliance ratios returned to the ratios before the tax amnesty program, showing 
a decreasing trend. Table 3 and Figure 3 confirm further that the total number of taxpayers who 
did not submit their tax return increased after the Sunset Policy.

Finally, Figures 4 to 6 illustrate the accumulated impact of changes in the tax base and 
compliance, which should impact long-term revenue from income tax. The increase in the number 
of individual taxpayers and their compliance in submitting their tax returns positively impact the 
income tax revenue in the long run (Figure 4). On the other hand, the number of corporate 
taxpayers tends to be stable, and their compliance in submitting their tax returns also tends to 
return to their original condition. These indicate that income tax revenue is only earned in the 
short term and tends not to impact long-term revenue (Figures 5 and 6). However, in total, since 
the income tax originating from corporate taxpayers is far greater than the income tax originating 
from individual taxpayers, then the positive impact on income from individual taxpayers tends to 
be overshadowed. Thus, the increase in income tax revenue seems to be only earned in the short 
term, i.e.1–5 years, not in the long term, i.e. more than five years.

Based on the above results, it can be concluded that the 2008 Sunset Policy has succeeded in 
achieving its specific goal to increase tax participation from individual taxpayers and increase income 
tax revenue in the long run from individual taxpayers. This is characterised by the increase in the number 
of individual taxpayers (Tax Base), the increase in tax compliance of individual taxpayers in the period, 
and the increase in income tax revenue from individual taxpayers. Thus, this study complements the 
results of research by Winastyo (2010) and Anggraeni and Kiswara (2011) and shows that Sunset Policy, 
for the target of individual taxpayers, achieves its goals in the short term and long term.

4.2. The effect of tax amnesty on corporate tax aggressiveness
To analyse the effect of tax amnesty on corporate tax aggressiveness, this study conducted three 
tests, i.e., the F-Restricted test, Lagrange Multiplier (LM) test, and Hausman test. The three tests 
showed that the Fixed Effect (FE) research model is the most appropriate method for the study. 
This FE method is more suitable as this study focuses more on the impact of variables that change 
over time, rather than on the type/fixed characteristics of each sample, i.e. firm characteristics.

Tables 4 and 5 below depict the results of multiple regressions of the two models used in 
examining the effect of tax reforms on corporate tax aggressiveness. Generalised Least Square 
(GLS) is used for the study’s Fixed-Effect (FE) model. Table 4 shows Post TA variable has a positive 
coefficient that indicates an increase in tax aggressiveness after the Sunset Policy. Table 5 shows 
a positive coefficient of interaction variables between Post TA and Foreign, suggests that foreign 
ownership increases the level of tax aggressiveness that occurs after the Sunset Policy (the 
coefficient of PostTA in Model 1 is 0.0087 while adding Foreign to PostTA in Model 2 resulted in 
an increase in the coefficient to 0.0242).

Figure 1. Increment in the 
Number of Individual Taxpayers 
and Corporate Taxpayers for 
Periods 2003–2013.

Source: Data processed by 
authors, based on data from 
the Directorate of Tax Potency 
and Compliance (2018)
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Based on the results, the Sunset Policy has been found to be ineffective in increasing the 
compliance of corporate taxpayers of listed manufacturing companies in Indonesia. This is sup-
ported by the empirical results indicating that the Policy tends to increase the tax aggressiveness 
of corporate taxpayers, especially for foreign-owned companies.

Compared to previous studies (Desai, 2003; Manzon & Plesko, 2002), it is likely that the increase 
resulted from the perceptions of corporate taxpayers of the Sunset Policy and the following tax 
reform in Indonesia. Since the Sunset Policy was focused more on individual taxpayers, as 
indicated in Sunset Policy socialisations(DGT, 2008), this program could also be viewed as 
a reduction of government focus on corporate taxpayers. Thus, this encourages corporate tax-
payers to increase their tax aggressiveness, as argued by previous studies that tax amnesty can 
only run effectively if there is a perception of an increase in tax enforcement in the future (Alm & 
Beck, 1993; Kara, 2014; Uchitelle, 1989). Moreover, the corporate tax rate that has declined from 
28% to 25%, which was announced in 2008 but effective in 2010. The increasing tax rate is also 
predicted to affect corporate tax aggressiveness.

Table 3. Number of Taxpayers Not Submitting Tax Returns for Periods 2003–2013*
Year Not Submitting Tax Returns (Real 

Data)
Not Submitting Tax Returns 

(Estimated)

Individual 
Taxpayers

Corporate 
Taxpayers

Individual 
Taxpayers

Corporate 
Taxpayers

2003 1,412 551 1,412 551

2004 1,667 622 1,667 622

2005 1,930 675 1,930 675

2006 1,987 814 1,987 814

2007 3,419 825 3,419 825

2008 3,770 814 3,770 814

2009 4,866 1,034 4,866 1,034

2010 7,292 1,070 7,292 1,070

2011 7,697 479 9,641 1,180

2012 6,319 549 10,489 1,320

2013 6,934 617 13,202 1,537

*Data in thousands 
Source: Data processed by authors, based on data from the Directorate of Tax Potency and Compliance (2018) 

Figure 2. Compliance ratio for 
periods 2003–2013.

Source: Data processed by 
authors, based on data from 
the Directorate of Tax Potency 
and Compliance (2018)
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Figure 3. Number of taxpayers 
not submitting tax returns for 
periods 2003–2013.

Source: Data processed by 
authors, based on data from 
the Directorate of Tax Potency 
and Compliance (2018)

Figure 4. Total Indonesian Tax 
Revenue for All Categories of 
Taxpayers for Periods 2003– 
2013—All Taxpayers.

Source: Data processed by 
authors, based on data from 
the Directorate of Tax Potency 
and Compliance (2018)

Figure 5. Total Indonesian Tax 
Revenue for All Categories of 
Taxpayers for Periods 2003– 
2013—Individual Taxpayers.

Source: Data processed by 
authors, based on data from 
the Directorate of Tax Potency 
and Compliance (2018)
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Figure 6. Total Indonesian Tax 
Revenue for All Categories of 
Taxpayers for Periods 2003– 
2013—Corporate Taxpayers.

Source: Data processed by 
authors, based on data from 
the Directorate of Tax Potency 
and Compliance (2018)

Table 4. Model 1 regression test results
TaxAggit ¼ αþ β1PostTAt þ β2PP&Eit þ β3ROAit þ β4LEVit þ β5SIZEit þ εit

Variable Hypothesis TBTD PBTD
PostTA 
PP&E 
ROA 
LEV 
SIZE

± 
+ 
- 
+ 
+

0.0087 (0.0010)*** 
0.0085 (0.1300) 

- 0.0175 (0.1320) 
- 0.0110 (0.1390) 

- 0.0113 (0.0000) ***

0.0110 (0.0000) *** 
- 0.0059 (0.2300) 
- 0.0083 (0.3080) 
- 0.0127 (0.1180) 

- 0.0157 (0.0000) ***

N = 783 N = 783

Adj R2 = 0.0238 Adj R2 = 0.0324

Prob > F = 0.0000 Prob > F = 0.0004

where: 
TaxAgg = The level of aggressiveness of corporate tax avoidance; TBTD = Total Book Tax Difference; 
PBTD = Permanent Book Tax Difference; PostTA = Dummy variable which is 0 for the period before Sunset Policy 
and 1 for the period after Sunset Policy; PP&E = Plant, Property and Equipment; ROA = Return on Assets; 
LEV = Leverage; SIZE = Company Size, natural logarithm of Total Assets. 
*** Significant at α = 1% 

Table 5. Model 2 regression test results
TaxAggit ¼ αþ β1PostTAt þ β2Foreignit þ β3PostTAxForeignit þ β4PP&Eit þ β5ROAit þ β6LEVit þ β7SIZEit þ εit

Variable Hypothesis TBTD PBTD
PostTA 
Foreign 
PostTAxForeign 
PP&E 
ROA 
LEV 
SIZE

± 
±  

+ 
- 
+ 
+

0.0019 (0.5520) 
- 0.0062 (0.3110) 

0.0242 (0.0000) *** 
0.0078 (0.1500) 

- 0.0212 (0.0880)* 
- 0.0116 (0.1230) 

- 0.0136 (0.0000)***

0.0054 (0.1130) 
- 0.0046 (0.2380) 
0.0197 (0.0050)** 
- 0.0065 (0.2080) 
- 0.0115 (0.2450) 
- 0.0133 (0.1060) 

- 0.0176 (0.0000) ***

N = 783 N = 783

Adj R2 = 0.0410 Adj R2 = 0.0427

Prob > F = 0.0000 Prob > F = 0.0000

where: 
TaxAgg = The level of aggressiveness of corporate tax avoidance; TBTD = Total Book Tax Difference; 
PBTD = Permanent Book Tax Difference; PostTA = Dummy variable which is 0 for the period before Sunset Policy 
and 1 for the period after Sunset Policy; Foreign = Proportion of foreign investor ownership in companies; 
PostTAxForeign = interaction variable between PostTA and Foreign; PP&E = Plant, Property and Equipment; 
ROA = Return on Assets; LEV = Leverage; SIZE = Company Size, natural logarithm of Total Assets. 
***Significant at α = 1%; ** Significant at α = 5%; * Significant at α = 10% 
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In contrast to foreign investors, in the Indonesian case, when there is a change in tax regula-
tions, foreign ownership tends to make companies more reactive to the dynamics of the govern-
ment’s policy. Since the foreign investors have a comparative advantage through the scale of their 
international networking to avoid taxes (Alkurdi & Mardini, 2020; Andrialdi et al., 2019; Pratama, 
2020; Salihu et al., 2015; Shi et al., 2020), investors also have a higher inclination to conduct tax 
avoidance practices.

5. Conclusion, implications, and suggestions for future studies
The objective of this study is to examine the effectiveness of tax reforms on tax compliance. 
Indonesia is chosen as the case study due to its specific tax reform program. Taking the 2008 
Sunset policy as one of the tax reforms, the results of this study indicate that the Sunset Policy 
was only effective in achieving its specific objective of increasing the tax participation of 
individual taxpayers. This study suggests that while there is an increase in the number of 
new individual taxpayers, the increase in compliance of individual taxpayers, as well as the 
increase in income tax revenue derived from individual taxpayers, in the long run, the policy is 
not effective upon corporate taxpayers. A detailed analysis of corporate aggressiveness con-
firms the ineffectiveness of the Sunset Policy on the behaviour of corporate taxpayers since 
there was an increasing trend in corporate tax aggressiveness in the post-Sunset Policy period. 
The results of the study also show an indication of the influence of foreign ownership in 
determining changes in the level of corporate tax aggressiveness in terms of responding to 
policies issued by the government. Overall, the study results bring implications to the academic 
literature by providing a more comprehensive analysis in investigating the effectiveness of tax 
reform on tax compliance. The study also brings practical contributions to the tax authority by 
providing evidence to evaluate the long-run effect of tax amnesty and the necessity to main-
tain the tax compliant behaviour following the tax amnesty program. This study limits its 
definition of tax noncompliance to tax aggressiveness (OECD, 2017, p. 2018) and does not 
perceive tax aggressiveness as one of the financial crimes or one of the methods of money 
laundering (Achim & Borlea, 2020). Therefore, this study can be extended by, for example, 
conducting a more detailed analysis such as content analysis of the Tax Assessment Letter 
issued by the tax authority, which shows the compliance of taxpayers’ self-assessment tax 
activities. Moreover, a further investigation can be conducted to examine whether tax aggres-
siveness is related to or perceived as one of the financial crimes.
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