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ACCOUNTING, CORPORATE GOVERNANCE & BUSINESS ETHICS | 
RESEARCH ARTICLE

Determinants of tax attitude in small and 
medium enterprises: Evidence from Indonesia
Rosalita Rachma Agusti1* and Aulia Fuad Rahman2

Abstract:  This study investigates the extent to which tax literacy, power, and trust 
strengthen tax attitudes in Indonesian micro, small, and medium enterprises. To 
meet this objective, this study analyzes (1) the effect of tax literacy on trust and 
power, (2) the effect of trust and power on voluntary compliance and tax avoidance, 
and (3) the direct and indirect effects of tax literacy on voluntary compliance and 
tax avoidance through trust and authority. The findings indicate that tax literacy is 
very important in determining trust and power. Further, trust and tax authority are 
important to create a synergistic climate that encourages increased voluntary 
compliance. Despite evidence that trust in tax authorities is likely to reduce tax 
evasion, the power of tax authorities had no significance in determining tax evasion. 
In this case, power was present solely because of the tax obligations imposed 
through tax regulations rather than legitimacy. Additionally, this study found that 
trust in authority and the power of authority mediate the relationship between tax 
literacy and voluntary compliance. Hence, it demonstrates that voluntary compli-
ance depends on whether or not trust and power create legitimacy in the view of 
taxpayers. A stronger perception of trust and power can ultimately increase tax 
compliance. For SMEs, the role of tax literacy is crucial, as it helps SMEs understand 
the facilities provided by the government in the form of tax privileges or facilities. 
This research uncovered the importance of tax knowledge and its benefits for SMEs 
in terms of understanding their situation regarding tax. Further, SMEs would be 
better placed to understand the privileges provided by the government if tax 
administration principles were simplified.

Subjects: Business, Management and Accounting; Accounting; Entrepreneurship and Small 
Business Management; EntrepreneurialFinance; 

Keywords: Tax literacy; voluntary compliance; tax evasion; small business taxation; tax 
administration

1. Introduction
Tax attitude is an important issue in tax psychology research because it can indicate the behavior 
of taxpayers (Kirchler et al., 2008). Taxpayers’ attitudes may be positive or negative (Damayanti 
et al., 2020). A positive (negative) attitude indicates an individual’s positive (negative) evaluation of 
an object. Taxpayers whose attitude toward tax compliance is positive are more compliant than 
those whose attitude is negative. On the other hand, taxpayers who have a positive attitude 
toward tax evasion are less compliant than those with a negative attitude (Kirchler et al., 2008).
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Tax compliance research has evolved over time. The Slippery Slope Framework underlies modern 
tax compliance studies. The framework shows that trust in authorities (trust) and perceived power 
of authorities (power) are relevant dimensions in determining tax compliance (Kastlunger et al.,  
2013; Kirchler et al., 2008; Muehlbacher & Kirchler, 2010). The Slippery Slope Framework distin-
guishes an antagonistic climate from a synergistic climate, with both of these potentially creating 
maximum tax compliance (Iqbal & Sholihin, 2019; Kirchler et al., 2008). In an antagonistic climate, 
taxpayers and tax authorities work in opposite directions so that the social distance between the 
two parties becomes wide. In contrast, in a synergistic climate, both parties work cooperatively, 
narrowing their social distance (Kirchler et al., 2008).

The individual factors of taxpayers, including literacy and knowledge (Kirchler et al., 2008), 
determine trust and power. Better tax knowledge is associated with increased trust, while weak 
knowledge will lead to distrust because of a lack of awareness and understanding of tax law. On 
the other hand, a good understanding of efforts to enforce tax obligations and the effectiveness of 
these efforts will determine power.

Scholars have begun to research tax literacy. Tax literacy is seen as crucial to overcoming the tax 
system’s complexity to increase tax compliance (T. Brackin, 2014; Freudenberg et al., 2017; Nichita 
et al., 2019; Pham et al., 2021; Toni Brackin, 2007). The complexity and uncertainty of the tax 
system often mean taxpayers do not know what to pay in taxes (Musimenta & Ntim, 2020). 
However, knowledge about taxation is also needed in carrying out tax avoidance (Cechovsky,  
2018). Various studies that have been conducted have not shown solid empirical evidence regard-
ing the role of tax literacy in determining tax attitude. Tax literacy is considered to have the ability 
to determine trust and power (Kirchler et al., 2008), while trust and power have an influence on tax 
attitude (Batrancea et al., 2019; Hofmann et al., 2008; Inasius et al., 2020; Kogler et al., 2013; 
Muehlbacher et al., 2011).

Currently, no empirical research has identified the impact of tax literacy, trust, and power on 
voluntary tax compliance and tax evasion in micro, small, and medium enterprises (MSMEs), 
especially in the context of an emerging economy. MSMEs have contributed to the Indonesian 
economy by absorbing 96.92% of the workforce and accounted for an astonishing 60.51% of 
Indonesia’s total GDP in 2019. Although the role of SMEs in Indonesia’s economic development is 
highly significant, their contribution to total tax revenue is meager. Based on data from the 
Directorate General of Taxes in 2019, the ratio of MSME tax revenue to total tax revenue is 
0.36%. Therefore, there is a critical need to improve tax literacy in SMEs. This study seeks to fill 
this gap by determining the impact of tax literacy, trust, and power of tax authorities on voluntary 
tax compliance and tax evasion, and further investigates the mediating role of trust and power.

2. Literature review and hypotheses development

2.1. Relevance of Trust and Power with Tax Literacy
Tax literacy is a fundamental concept in the taxation literature and is closely related to financial 
literacy (T. Brackin, 2014; Cvrlje, 2015). From a resource-based theory perspective, financial 
literacy, which includes knowledge, skills, experience, and reputation, is a form of intangible 
asset that organizations must own to survive (Mutamimah et al., 2021). Financial literacy can be 
viewed through the lens of the consumer behavior model framework, which provides a more 
comprehensive perspective, focusing on information and knowledge, and is expected to encourage 
an individual’s behavioral change (T. Brackin, 2014).

According to Nichita et al. (2019), tax literacy is a taxpayer’s ability to understand their rights 
and obligation to utilize tax knowledge and expertise to determine appropriate reporting to bolster 
the effect this has on tax regulation compliance. It is also described as a person’s knowledge that 
enables effective management of tax matters (Puneet Bhushan, 2013). Tax literacy represents 
a higher understanding, and its effect on tax compliance has been proven (Freudenberg et al.,  
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2017; Nichita et al., 2019). Thus, tax literacy can counter the problematic aspects of the tax 
system, which is often criticized for being too complex and difficult to understand (Kirchler et al.,  
2008; Toni Brackin, 2007).

Taxpayer literacy is an individual aspect that determines trust and power (Kirchler et al.,  
2008). Trust can arise from a sufficient knowledge of regulatory frameworks and consequences; 
conversely, insufficient knowledge can trigger distrust. Increased taxpayer literacy is believed to 
increase trust in tax authorities since good knowledge can simplify complex tax systems. In 
addition, tax knowledge enhances the power (of tax authorities). Understanding efforts to enforce 
tax regulations through tax audits and their effectiveness also strengthens power (Kirchler et al.,  
2008). Based on these arguments, the relevant hypotheses as formulated (see Figure 1) in this 
study are: 

Hypothesis 1: Tax literacy has a positive influence on trust.

Hypothesis 2: Tax literacy has a positive influence on power.

2.2. Relevance of trust and power to tax attitude
The Slippery Slope Framework describes the role of the trust–power dyad as an interaction 
between government and society. These interactions move between synergistic and antagonistic 
climates (Kirchler et al., 2008; Muehlbacher & Kirchler, 2010). A synergistic climate is based on the 
notion that tax authorities provide services to the community and should, therefore, be aimed at 
diminishing the social distance between both. This encourages the emergence of voluntary com-
pliance. In a synergistic climate, taxes paid by the community contribute economic value to the 
state as a form of obligation. On the contrary, there is a vast social distance between tax 
authorities and taxpayers under an antagonistic climate because of different perceptions of tax 
authorities (Kirchler et al., 2008).

Trust and power have become the focus of current tax compliance research and have been 
shown to determine tax compliance behavior (Kastlunger et al., 2013; Kirchler et al., 2008). Trust 
and power are closely related to the psychology of taxpayers. Trust describes the opinion of 
individuals and social groups that tax authorities have a benevolent nature and work for the 
common good (Kirchler et al., 2008). Taxpayers who do not trust the government are dubious as to 
how the taxes collected by the government will be spent (Aktaş Güzel et al., 2019). The trust that 
taxpayers have in tax authorities is related to respect and commitment, and motivates voluntary 
tax compliance. Power is defined as the taxpayer’s perception of the potential of tax officials to 
detect illegal tax evasion by, among others, conducting tax audits and enforcing penalties for 
evaders. The power dimension relates to taxpayers’ knowledge and attitude (Kirchler et al., 2008). 
The power of authorities to protect cooperative citizens is considered more efficient than coercive 
and punitive power (Kastlunger et al., 2013). Kastlunger et al. (2013) distinguish power into 
coercive and legitimate, where coercive power is based on the expectation that authorities will 
punish non-compliance and legitimate power is related to the authority’s ability to ensure that 
taxpayers act cooperatively.

The interaction between trust and power is illustrated in the Slippery Slope Framework. 
Voluntary compliance can occur when trust in authority is high (Kirchler et al., 2008) and when 
people can accept the power shown by the authority (Kastlunger et al., 2013). Taxpayers are 
assumed to have the intention to withhold tax contributions that would be paid if the trust held is 
low. Tax compliance can be enforced when taxpayers have low trust, but authorities have sub-
stantial power to audit effectively and provide sanctions for wrong behavior. If trust and power are 
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low, taxpayers will tend to violate the law and evade taxes (Kirchler & Wahl, 2010). Therefore, the 
research hypotheses are: 

Hypothesis 3: Trust has a positive influence on voluntary compliance.

Hypothesis 4: Power has a positive influence on voluntary compliance.

Hypothesis 5: Trust has a negative influence on tax evasion.

Hypothesis 6: Power has a negative influence on tax evasion.

2.3. Relevance of tax literacy to tax attitude
Research on tax behavior reveals that the tendency of individuals to obey and cooperate with the 
government and tax authorities, in particular, is determined by economic and psychological aspects. 
The relevant economic aspects as determinants of tax compliance are tax rate, probability of audits, 
fines, and income (Alm et al., 2012; Hofmann et al., 2008). Nonetheless, the results of research on the 
economic aspect as a determinant of tax compliance show mixed evidence, indicated by psycholo-
gical variables that moderate the inconsistent findings (Hofmann et al., 2008). In the absence of 
a consensus regarding economic determinants of tax behavior, the psychological perspective pro-
vides an alternative. The psychological determinants of tax compliance noted in the literature include 
tax literacy, taxpayers’ knowledge of tax law, attitudes toward the government, and taxation 
together with norms and justices (Alm et al., 2012; Hofmann et al., 2008; Nichita et al., 2019).

Various perspectives underlie the arguments and perspectives of researchers in considering 
what influences people to pay taxes. The notion that compliance is a decision taken by individuals 
under risk was a breakthrough in the study of tax compliance. The underlying idea is that 
taxpayers can declare their taxes honestly or choose a riskier option to engage in tax fraud 
(Alm, 2019; Alm et al., 2012). The economics-of-crime perspectives in the general economic theory 
of criminal behavior underscore the deterrent effect of government punishment if criminal acts are 
discovered, such as tax evasion (Allingham & Sandmo, 1972; Alm, 2019). This framework considers 
individuals as rational beings who are outcome-oriented, selfish, egoistic, and maximize personal 
gain, whose compliance is based on enforcement (Alm, 2019; Alm et al., 2012).

The behavior of taxpayers is divided into compliant and non-compliant. Tax compliance refers to 
the extent to which taxpayers comply with tax regulations. In contrast, tax non-compliance refers 
to the failure of taxpayers to fulfill their tax obligations, either intentionally or unintentionally 
(Randlane, 2016). Specifically, tax compliance is grouped into voluntary and enforced tax com-
pliance (Kirchler et al., 2008; Muehlbacher & Kirchler, 2010; Randlane, 2016). Voluntary compliance 
means taxpayers voluntarily fulfill their obligations exclusive of tax authorities’ involvement, while 
enforced tax compliance means that tax compliance is achieved through the intervention of tax 
authorities. While non-compliant behavior is often associated with tax evasion and tax avoidance, 
the latter takes advantage of loopholes in the current legal boundaries (Muehlbacher & Kirchler,  
2010), whereas tax evasion is considered illegal behavior. Tax non-compliance can be influenced 
by direct factors (non-compliance opportunity, tax system/structure, and attitude and perception) 
or indirect factors (demography and culture; Nuryanah et al., 2022).

Tax literacy motivates tax compliance actions, especially voluntary compliance (Kirchler et al.,  
2008; Nichita et al., 2019). The decision to comply with or avoid taxes is not only related to 
economic factors, it also arises from the taxpayer’s perception of the tax system (Fatas et al.,  
2021). The complexity of the taxation system can be overcome by increasing tax literacy (Toni 
Brackin, 2007), with improved knowledge also providing insight into the importance of taxes as 
a source of state revenue. In addition, good literacy will provide an understanding of tax law, 
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reducing the tendency to undertake tax evasion actions (Cechovsky, 2018). Based on these 
thoughts, the relevant hypotheses are: 

Hypothesis 7. Tax literacy has a positive influence on voluntary compliance.

Hypothesis 8. Tax literacy has a negative influence on tax evasion.

2.4. Relevance of trust and power to tax literacy and tax attitude
Research on attitude is important in studying tax behavior because attitude can indicate behavior. 
Attitude reflects positive and negative self-evaluation of certain objects. Thus, the assumption is 
that individual actions are driven by attitudes (Kirchler et al., 2008). Tax attitudes and compliance 
behavior are closely related to interactions with tax administrators (Kastlunger et al., 2013; Rashid 
et al., 2021a). Several studies have attempted to identify variables that shape taxpayer attitudes, 
including benefit fraud (Moro-Egido & Solano-García, 2020), threat of punishment (Mohdali et al.,  
2014), religiosity (Khalil & Sidani, 2020), perceived uncertainty and self-interest (Umit & Schaffer,  
2020), and political ideology (Lozza et al., 2013). However, knowledge and literacy are implicitly 
mentioned as factors that can increase trust and power and shape tax compliance, especially 
voluntary compliance (Kirchler et al., 2008).

Based on the Slippery Slope Framework, trust and power have a role in determining tax 
compliance and non-compliance. Voluntary tax compliance is related to willingness to pay taxes 
as a form of citizen compliance. The Slippery Slope Framework explains that encouraging trust can 
increase voluntary compliance (Gangl et al., 2015; Kastlunger et al., 2013; Lozza et al., 2013). In 
addition, the voluntary cooperation of taxpayers can be determined by legitimate power based on 
legitimacy, knowledge, ability, and identification with those in power (Kastlunger et al., 2013). Tax 
authorities and taxpayers are the two dominant players in tax evasion (Nurkholis et al., 2020), 
defined as engagement in activities classified as unlawful. Increased trust will reduce the tendency 
toward tax evasion. Meanwhile, the authorities’ power plays a role in combating law violations to 
reduce tax evasion (Kastlunger et al., 2013). According to Kirchler et al. (2008), both trust and 
power are determined by the literacy level of the taxpayers. Based on this logic, the hypotheses 
formulated to test the mediating role of trust and power in this study are: 

Hypothesis 9. Trust mediates the influence of tax literacy on voluntary compliance.

Hypothesis 10. Power mediates the influence of tax literacy on voluntary compliance.

Hypothesis 11. Trust mediates the influence of tax literacy on tax evasion.

Hypothesis 12. Power mediates the influence of tax literacy on tax evasion.

3. Research method
This study is explanatory in nature and aims to test relevant hypotheses in the context of tax 
behavior. Tax literacy (Resmi et al., 2021) is employed as an exogenous variable in this study. 
Further, tax attitudes represented by voluntary compliance and tax evasion (Kirchler & Wahl, 2010) 
were employed as endogenous variables. In addition, the intervening variables utilized are per-
ceived trust in authorities and perceived power of authorities (Kirchler et al., 2008).

This study employs established scales from previous studies. The tax literacy construct, derived 
from Resmi et al.’s (2019, 2021) research, consists of nine items. Further, a three-item scale of 
trust (in authorities) and power (of authorities; Kirchler et al., 2008) was utilized. Finally, a 10-item 
voluntary compliance scale and a nine-item tax evasion scale were derived from Kirchler and Wahl 
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(2010). All scales were measured with a five-point Likert-type scale that aims to determine an 
individual’s degree of agreement with a given statement in the survey instruments.

In terms of sampling technique, this study employed a sampling frame for MSMEs in East Java, 
Indonesia, with a total n = 9,782,262 as the population. In determining the appropriate sample 
size, this study uses Slovin’s approach via an online sample size calculator, which determines the 
minimum sample size at a 95% confidence level. This approach shows that the minimum sample 
size representing appropriate statistical power is n = 385 (https://qualtrics.com). In addition, 
MSMEs were assigned as the unit of analysis since the owner/manager is a representative of 
a business unit or an organization.

Online and offline survey questionnaires were distributed as a means of data collection. This 
study obtained a total sample of n = 561, surpassing the minimum threshold (n = 385) to achieve 
adequate statistical power.

In terms of the analytical approach, this study utilized three statistical approaches: confirmatory 
factor analysis, descriptive statistical analysis, and inferential statistical analysis. Descriptive sta-
tistical analysis was conducted to determine the respondents’ demographic profile (frequency and 
percentage). Further, inferential statistical analysis was performed to test the relationship between 
the hypothesized variables via PLS-SEM as an inferential statistical analysis tool. In addition, this 
study tested validity and reliability assumptions. The validity test of the research instrument was 
carried out by assessing the Average Variance Extracted (AVE), with the provisions of construct 
validity being met if the AVE value was more than 0.50 (Hair et al., 2019, p. 687). The reliability test 
was carried out using Cronbach’s alpha, with a good reliability provision of more than 0.80 (Bougie 
& Sekaran, 2020, p. 271). In general, statistical “rules of thumb” suggested by prominent authors 
(Hair et al., 2019, p. 687; Bougie & Sekaran, 2020, p. 271) were employed to ensure that no 
statistical assumptions were violated.

4. Results and discussion

4.1. Descriptive statistics: SMEs’ demography
In total, 561 questionnaires could be used for data analysis. The statistical analyses describing the 
respondents’ demographics are shown in Table 1. The data indicate that SMEs in East Java 

Figure 1. Conceptual 
framework.
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comprised 545 micro-enterprises (82.35%), 12 small enterprises (2.14%), and four medium enter-
prises (0.71%). Of the total sample, 318 were male (56.68%) and 243 were female (43.32%). 
Respondents with a high school education numbered 389 (69.34%), while 139 respondents had 
a diploma/bachelor degree (24.78%), 23 respondents had completed junior high school education 
(4.1%), seven were elementary school graduates (1.25%), and three had completed 
a postgraduate program (0.53%). Of the total, 250 had been in business 5–9 years (44.56), 163 
had been in business for 1–4 years (29.06%), 97 had been in business for more than 10 years 
(17.29%), and 51 had been in business for less than 1 year (9.09%). Most of the respondents (462 
or 82.35%) were registered as taxpayers, while 99 (17.65%) were not.

4.2. Construct measurement
Before conducting inferential analysis, reliability tests were performed to determine the consis-
tency of the measurement items. Reliability testing was done by observing the value of Cronbach’s 
alpha. In general, reliability is considered weak if Cronbach’s alpha is less than 0.60; reliability with 
a value of 0.70 is acceptable, and a value of more than 0.80 indicates good reliability (Bougie & 
Sekaran, 2020, p. 271). Table 2 shows the value of Cronbach’s alpha and AVE for each variable. 
Each variable has a Cronbach’s alpha value of more than 0.80, which means it has good reliability. 
Thus, in this study, all variables meet the criteria for reliability testing.

4.3. Hypothesis testing
In this study, 12 hypotheses were tested using a statistical approach. PLS-SEM was used to 
determine the model-fit and path coefficients in determining each variable relationship in the 
model. Based on the test results of the model, the coefficient of determination (R2) is 0.644 for 

Table 1. Respondent’s demographic characteristics (n = 561)
Demographic Frequency Percentage

Gender

Male 318 56.68%

Female 243 43.32%

Education

Elementary 7 1.25%

Junior High School 23 4.1%

Senior High School 389 69.34%

Bachelor 139 24.78%

Master 3 0.53%

Business Age

< 1 year 51 9.09%

1–4 years 163 29.06%

5–9 years 250 44.56%

> 10 years 97 17.29%

Business Scale

Micro 545 97.15%

Small 12 2.14%

Medium 4 0.71%

Tax registration

Registered 462 82.35%

Not Registered 99 17.65%
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trust and 0.656 for power. These results indicate tax literacy’s ability to explain trust and power as 
mediating variables used in the study.

Table 2. Reliability and validity test
Variable Item Mean Standard 

Deviation
Cronbach’s 

alpha
Average 
Variance 
Extracted 

(AVE)
TL1.1 0.127 0.003 - -

TL1.2 0.080 0.009 - -

TL1.3 0.124 0.004 - -

TL1.4 0.142 0.003 - -

TL1.5 0.140 0.003 - -

TL1.6 0.139 0.003 - -

Tax Literacy TL1.7 0.137 0.004 - -

TL1.8 0.141 0.003 - -

TL1.9 0.135 0.003 - -

0.130 0.950 0.719
T1.1 0.356 0.005 - -

Trust T1.2 0.356 0.004 - -

T1.3 0.345 0.003 - -

0.352 0.941 0.895
P1.1 0.373 0.006 - -

Power P1.2 0.369 0.005 - -

P1.3 0.340 0.007 - -

0.361 0.913 0.853
VC1.1 0.111 0.002 - -

VC1.2 0.113 0.002 - -

VC1.3 0.117 0.002 - -

VC1.4 0.121 0.002 - -

VC1.5 0.114 0.002 - -

Voluntary 
Compliance

VC1.6 0.111 0.003 - -

VC1.7 0.110 0.003 - -

VC1.8 0.114 0.002 - -

VC1.9 0.113 0.002 - -

VC1.10 0.112 0.002 - -

0.114 0.967 0.774
TE1.1 0.136 0.005 - -

TE1.2 0.131 0.005 - -

TE1.3 0.121 0.005 - -

Tax Evasion TE1.4 0.155 0.005 - -

TE1.5 0.149 0.004 - -

TE1.6 0.163 0.005 - -

TE1.7 0.148 0.005 - -

TE1.8 0.142 0.004 - -

0.143 0.956 0.763
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4.4. Tax literacy, trust, and power
Table 3 shows the statistical results of the hypotheses testing to examine the effect of tax literacy 
on trust and power. Tax literacy was proven to be statistically significant on trust (p < 0.01) and 
power (p < 0.01). Tax literacy positively affects trust (0.803) as well as power (0.810). Therefore, 
hypothesis 1 and hypothesis 2 are accepted. This means that the higher the perceived tax literacy, 
the higher the perceived trust in authorities. Likewise, the increase in perceived tax literacy affects 
the perceived power of tax authorities. This is consistent with the view that literacy determines 
perceptions of trust and power (Kirchler et al., 2008). The better individuals’ literacy about taxes, 
the better their ability to understand complex tax systems (Toni Brackin, 2007). Therefore, trust in 
tax authorities will also increase. Further, good tax literacy enables individuals to perceive the 
effectiveness of tax law enforcement carried out by the authorities. Taxpayers will understand the 
ability of tax authorities to audit and detect tax fraud as a representation of power. Thus, the more 
literate individuals are, the higher their perception of the power of authorities (Kirchler et al., 2008).

4.5. Trust, power, and voluntary compliance
The results of the analysis examining the influence of trust and power toward voluntary compli-
ance are shown in Table 3. Trust is statistically proven to significantly affect voluntary tax 
compliance (p < 0.01). Likewise, power is proven to significantly influence voluntary compliance 
(p < 0.01). Voluntary compliance is positively influenced by trust and power (0.254 for trust) and 
(0.216 for power). Therefore, hypothesis 3 and hypothesis 4 are accepted. These results show that 
the higher the perceived trust in tax authorities, the higher taxpayers’ voluntary compliance. In 
addition, evidence supports the argument that an increase in the perceived power of tax autho-
rities will improve perceived voluntary compliance. These results are consistent with the predic-
tions of the Slippery Slope Framework (Kirchler et al., 2008), which argues that the interaction of 
perceived trust in authorities and the perceived power of authorities forms voluntary compliance. 
Perceived trust in authorities is related to respect for the government. Tax compliance is carried 
out as a voluntary obligation if the individual has high trust. On the other hand, an increase in the 
perceived power of tax authorities causes perceived voluntary compliance to increase. Individual 
perceptions of the authority’s ability to implement tax regulations effectively encourage compli-
ance. High compliance can occur under two conditions: strong trust in authorities (Kirchler et al.,  
2008) or strong power of authorities, especially legitimate power (Kastlunger et al., 2013). 

Table 3. Statistical effect and hypotheses test
Variable Direct 

Effect()
Indirect 
Effect

Sign Conclusion

TL T 0.803 - 0.000 H1 Accepted

TL P 0.810 - 0.000 H2 Accepted

T VC 0.254 - 0.000 H3 Accepted

P VC 0.216 - 0.000 H4 Accepted

T TE −0.253 - 0.000 H5 Accepted

P TE −0.059 - 0.385 H6 Not Accepted

TL VC 0.491 - 0.000 H7 Accepted

TL TE −0.349 - 0.000 H8 Accepted

TL T VC - 0.204 0.000 H9 Accepted

TL P VC - 0.175 0.000 H10 Accepted

TL T TE - −0.203 0.000 H11 Accepted

TL P TE - −0.048 0.392 H12 Not Accepted

N = 561

R2 = 0.644 (Trust); 0.656 (Power); 0.802 (Voluntary Compliance); 0.386 (Tax Evasion)
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Therefore, the results of this study are consistent with the Slippery Slope Framework and support 
previous research (Benk, 2012; Muehlbacher et al., 2011).

4.6. Trust, power, and tax evasion
The results of the statistical analysis for hypothesis 5 and hypothesis 6 are shown in Table 3, which 
shows that the effect of trust and power on tax evasion is not entirely in accordance with the 
predictions. Trust is statistically proven to have a significant negative effect on tax evasion 
(p < 0.01); however, power was not proven to significantly affect tax evasion (p > 0.01). Trust 
and power have a negative relationship with tax evasion, with each effect of −0.253 (trust) and 
−0.059 (power). Therefore, based on the analysis results, hypothesis 5 is accepted, but hypothesis 6 
is not. Trust is described as an individual’s respect and positive feelings toward tax authorities. On 
the other hand, tax evasion is a form of non-compliance that arises from law violations and 
disobedience (Kirchler & Wahl, 2010). Therefore, the higher the trust in tax authorities, the lower 
the perceived tax evasion.

4.7. Tax literacy, voluntary compliance, and tax evasion
Table 3 shows the analysis results examining the effect of tax literacy on voluntary compli-
ance and tax evasion. Tax literacy is proven to have a significant effect on voluntary com-
pliance (p < 0.01). In addition, tax literacy also has a significant effect on tax evasion 
(p > 0.01). Tax literacy positively affects voluntary compliance (0.491), while the effect of 
tax literacy on tax evasion is negative (−0.349). Therefore, hypothesis 7 and hypothesis 8 are 
accepted.

The results show that the higher the perceived tax literacy, the higher the voluntary compliance. 
On the other hand, an increase in perceived tax literacy will reduce perceived tax evasion. Tax 
literacy shows not only knowledge but also understanding of the tax system and law. The 
complexity of the tax system can be parsed and overcome by tax literacy (Toni Brackin, 2007). 
Therefore, the more literate an individual is, the greater his or her ability to understand the role 
and contribution of taxes as a source of state revenue and as a form of voluntary civic responsi-
bility (Kirchler et al., 2008).

The results of this study also demonstrate the role of tax literacy in reducing tax evasion. Tax 
literacy will provide individual insights about tax law and the possibility of examination as well as 
sanctions and fines that can be imposed for violations of the law. Therefore, the better the 
individual understands the risk of non-compliance, the less perceived tax evasion there will be.

4.8. Mediating role of trust and power
Table 3 shows the mediating effect of trust and power. The results of the analysis show that 
the coefficient of the direct influence of tax literacy on voluntary compliance (0.491) has 
decreased compared with the indirect effect of tax literacy on voluntary compliance through 
trust (0.204) and power (0.175). Thus, the data show that trust and power mediate the effect 
of tax literacy on voluntary tax compliance. Therefore, hypothesis 9 and hypothesis 10 are 
supported. Further, a mediating role of trust and power on the relationship between tax 
literacy and tax evasion is not fully supported by the data. Trust is proven to mediate the 
relationship between tax literacy and tax evasion, but power is not statistically significant in 
mediating the effect of tax literacy on tax evasion. Therefore, based on Table 3, hypothesis 11 
is accepted, but hypothesis 12 is not.

The results of the analysis show that tax literacy can increase trust and power. Thus, trust and 
power lead to higher voluntary compliance. Therefore, trust and power are proven to be mediators 
between tax literacy and voluntary compliance. These results are in accordance with the explana-
tion of Kirchler et al. (2008) about how literacy skills encourage the role of trust and power, which 
then determine the voluntary compliance of individuals. In addition, trust is proven to negatively 
mediate tax literacy and tax evasion. These results indicate that the existence of trust can 
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encourage the influence of tax literacy in reducing tax evasion. Meanwhile, the role of power in 
mediating tax literacy and tax evasion is not proven.

4.9. Inner and outer model
Figure 2 describes the overall model tested in this study. The explained variance (R2) in the 
equation with the endogenous voluntary compliance variable is 0.802. Meanwhile, R2 in the 
equation with tax evasion as an endogenous variable is 0.386. These values indicate that tax 
literacy explains voluntary compliance better than tax evasion.

5. Additional analysis
This study formulated and statistically analyzed hypotheses on the relationships between tax 
literacy, trust, power, voluntary tax compliance, and tax evasion. In addition, it performed addi-
tional analysis to determine differences in tax attitudes in the form of voluntary tax compliance 
and tax evasion based on business scale and status as taxpayers.

5.1. ANOVA test based on business scale
This study examined the effect of business scale on the perception of business actors regarding 
attitude toward tax compliance. A different test aimed to assess the differences in perceptions of 
business actors regarding voluntary compliance and tax evasion in MSMEs. The results of the 
analysis are shown in Table 4. Additional test results show a significance level of more than 0.05 
for voluntary compliance (0.125) and tax evasion (0.179), proving that the business scale of 
respondents did not influence tax attitude. MSMEs have the same perception of voluntary com-
pliance and tax evasion.

Figure 2. Structural model 
output.

Table 4. ANOVA test
Factor: Business Scale ANOVA
Voluntary Compliance 0.125

Tax Evasion 0.179
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5.2. Independent t-test based on tax registered and tax non-registered
The next test sought to analyze the effect of registration as a taxpayer on the perception of 
business actors regarding tax attitude, as represented by both voluntary tax compliance and tax 
evasion. A different test aims to assess the difference in perceptions of business actors regarding 
voluntary compliance and tax evasion in businesses that have been registered and have not been 
registered as taxpayers. The results of the analysis are shown in Table 5.

Additional test results show a significance level of more than 0.05 for voluntary compliance 
(0.115) and tax evasion (0.570). This proves that tax attitude (voluntary tax compliance and tax 
evasion) is not significantly different between respondents who have been registered as taxpayers 
and those have not. MSMEs registered or not registered as taxpayers have the same perception of 
voluntary compliance and tax evasion.

6. Conclusions and limitations
The research aimed to analyze the relationship between perceptions of tax literacy, perceived 
power, and perceived trust toward voluntary compliance and tax evasion based on the Slippery 
Slope Framework, which underpinned the research model development and underscored the 
determinants of voluntary tax compliance based on the role of perceived trust and power 
(Batrancea et al., 2019; Kirchler et al., 2008; Kogler et al., 2013).

This study revealed several findings. First, the analysis results show the important role of tax literacy in 
positively influencing trust in and the power of authorities. Second, the hypothesis testing proves that 
trust in authorities and the power of tax authorities significantly improve voluntary tax compliance. Third, 
the results of statistical tests show that trust significantly negatively affects tax evasion, but that power 
does not. Fourth, the evidence shows that tax literacy significantly affects voluntary compliance (posi-
tively) and tax evasion (negatively). Further, evidence supports that trust and power have a role in 
mediating the indirect effect of tax literacy on voluntary compliance. However, only trust was proven 
to mediate the indirect effect of tax literacy on tax evasion, while power did not mediate this relationship.

The study results provide empirical evidence of the alleged role of literacy in determining trust and 
power, as stated by Kirchler et al. (2008). As one of the individual factors that determine perceived trust 
and power, tax literacy is proven to have the ability to increase trust and power. Literacy provides a good 
understanding for the public about tax regulations and can minimize the tax system’s complexity (Toni 
Brackin, 2007). Therefore, good tax literacy can encourage trust from the public in the government and 
increase the perceived power of the tax authorities.

The perception of MSMEs regarding trust in the government have been proven to increase tax 
compliance, especially voluntary tax compliance. Further, high public trust can reduce tax evasion. The 
research findings prove that taxpayers will be more voluntarily obedient if the tax authorities treat 
taxpayers well and have the power to enforce tax regulations for the community. Cooperative actions 
between tax authorities and taxpayers will create a synergistic climate with narrow social distance 
between the two. A synergistic climate that encourages the emergence of trust will reduce the tendency 
to violate the law in the form of tax evasion.

When there is an increase in taxpayers’ perceptions of the power possessed by tax authorities, the next 
set of statistical tests prove that this can elevate voluntary compliance. Voluntary compliance can be 
created if there is a climate of synergy between taxpayers and tax authorities. Legitimate power can form 

Table 5. Independent t-test results
Factor: Tax Registration Sig. 2 tailed
Voluntary Compliance 0.115

Tax Evasion 0.570

Agusti & Rahman, Cogent Business & Management (2023), 10: 2160585                                                                                                                           
https://doi.org/10.1080/23311975.2022.2160585

Page 12 of 15



trust in the government, thus encouraging voluntary tax compliance (Kastlunger et al., 2013). Therefore, 
people who view authorities as having legitimacy in terms of their power to enforce tax regulations will 
increase voluntary compliance. In this study, the role of trust and power is underlined by examining their 
ability to mediate the effect of tax literacy on voluntary compliance and tax evasion. The research 
findings show that trust mediates the effect of tax literacy on voluntary tax compliance. In addition, 
trust plays an important role in mediating the indirect effect of tax literacy on tax evasion. Power can 
mediate the indirect effect of tax literacy on voluntary tax compliance. However, power mediating the 
effect of tax literacy on tax avoidance is not supported by the evidence. These results provide a more 
straightforward explanation that literacy helps the community better understand the government’s 
efforts in building a tax climate and strengthens evidence on the role of trust in shaping tax attitudes.

Based on the results of this study, to increase the voluntary compliance of SMEs, the government 
should not limit its focus to solely exercising its authority and power. Rather, it should continuously 
increase its trust by providing and enhancing the level of tax literacy and knowledge to raise SMEs’ 
awareness of taxation issues. SMEs must prioritize their tax awareness to obtain substantial benefits and 
privileges from the government. By opening up the views on taxation, SMEs have the possibility to obtain 
financial access or external capital funding from other financial sources (i.e., access to capital or credit).

Despite these results, this research has some limitations. There are several aspects of the study that 
could be improved. First, the role of perceived power in determining perceived tax evasion and mediating 
the indirect effect of tax literacy on tax evasion is not yet clear. In addition to the measures used in this 
study, other indicators (Rashid et al., 2021b) may be useful in providing a more holistic view to explain 
power. Second, the sample of this study is limited to MSMEs in East Java, Indonesia. This study has not 
explored the perceptions of other groups of taxpayers, such as individual taxpayers. In addition, most of 
the respondents in this study are micro-scale business actors. Thus, it would be beneficial to determine 
other respondents’ perceptions of tax attitudes such as corporate taxpayers.
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