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Abstract

This study aims to determine the perception of taxpayers on tax evasion that is influenced by
internal factors and external factors of taxpayers. As the locus of control theory that a
person's actions are influenced by internal factors of the person himself and external factors
around the person. Tax evasion is known as a factor causing the non-achievement of state
revenue from taxes so far. The MSME was used as a respondent in this study because of its
large number in Indonesia and grow the country's economy.

The results found that ethics and understanding of taxation as internal factors have an
influence on tax evasion, as well as tax justice as an external factor also has an influence on
tax evasion. From a comparative analysis, internal factors have a stronger influence than
external factors. This result can be used by the Directorate General of Taxes in minimizing tax
evasion by fostering individual enthusiasm in complying with tax regulations.

Keywords: Tax Evasion, Religiosity, Ethics, Understanding Taxation, Information Technology,
Tax Audit, Tax Justice.

Introduction

Tax evasion is one of the causes of a country's tax revenue not being reached, including in
Indonesia. The "Panama Paper" case explains that there are still many companies in the world
that avoid tax by storing assets in Tax Heaven Countries (lhsanudin, 2016). Including the case
of the issuance of fictitious tax invoices in Indonesia which cost the country a lot (Utama,
2015). Actually the Directorate General of Taxes has done various things to reduce the
amount of tax evasion so that tax revenue is as targeted, but still the tax revenue target is not
reached and the level of tax evasion remains high. So this study was conducted to find out
what influenced tax evasion and how the government minimized it.

Many factors affect taxpayers to carry out tax evasion, internal factors of taxpayers and
external factors as explained by the locus of control theory. Showa & Utomo (2018) and
Surahman & Putra (2018) in their research found that one's religiosity has an impact on his
ethics not to carry out tax evasion, even though these results were not found in Basri (2015)
and Dharma et al. (2016). In addition to religiosity as an internal factor for taxpayers, several
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studies have found that ethics and understanding of taxation by individual taxpayers influence
tax evasion (Dewi & Merkusiwati, 2017; Putri et al., 2017; Dharma et al., 2016; Surahman &
Putra, 2018).

In the external factors of taxpayers, information technology (Ardyaksa & Kriswanto, 2014;
Permatasari & Laksito, 2013; Fitriyanti, et al., 2017; Utami & Helmi, 2016) can minimize tax
evasion more taxpayers feel easy to carry out taxation rights and obligations due to good
information technology, as well as the Directorate General of Taxes it is easier to supervise
taxpayers so that tax evasion acts are reduced, such as tax audits that make taxpayers afraid
to carry out tax evasion (Dewi & Merkusiwati, 2017). In addition. Taxpayers' perceptions of
justice in their country (Ismarita, et al., 2018; Dewi & Merkusiwati, 2017; Tobing, et al., 2015;
Paramita & Budiasih, 2016) also have an impact on tax evasion, when people feel that the
level of justice in the country is already high so people will voluntarily obey in paying taxes for
the country's development. However, different results were found in other studies where
justice was found to have a positive impact on tax evasion (Utami & Helmi, 2016; Ervana,
2019; Handayani & Cahyonowati, 2014) and other studies found that justice did not have an
impact on tax evasion (Friskianti & Handayani, 2014 ; Maghfiroh, 2016) as well as other results
that found that information technology has no influence on tax evasion (Friskianti &
Handayani, 2014; Ismarita, et al., 2018; Paramita & Budiasih, 2016).

Based on the background above and the research gap found in previous studies, this study try
to re- analyzing internal factors such as Religiosity, Ethics and Understanding of Taxation and
external factors of Taxpayers such as Information Technology, Tax Audit and Justice in its
effect on tax evasion is based on the perception of MSMEs in the Pasar Tanah Abang. In
addition to knowing what influences the taxpayer doing tax evasion, this study also wants to
find out which factors between internal and external taxpayers have more influence on tax
evasion, so that this research is unique in addition to the regression analysis as well as a
comparative analysis of internal factors and external factors on tax evasion.

Literature Review

Locus of Control Theory

The concept of locus of control was first put forward by Rotter (1966), a social learning
theorist. Locus of control is one of the personality variables (personility), which is defined as
an individual's belief in the ability to control one's own destiny (Kreitner and Kinicki, 2005).
Robbins and Judge (2007) define locus of control as the degree to which individuals believe
that they are determinants of their own destiny. Internals are individuals who believe that
they are in control of whatever is happening to them, while externals are individuals who
believe that whatever happens to them is controlled by outside forces such as luck and
opportunity.

Based on the explanation above it can be concluded that individuals who have confidence
that the fate or events in their lives are under their control, said that these individuals have
an internal locus of control. While individuals who have the belief that the environment is the
one who has control over the fate or events that occur in their lives is said to have an external
locus of control.

In connection with the act of tax evasion, taxpayers who have an internal locus of control can
control themselves with what they have such as the level of religiousity, as well as ethics and
understanding of taxation. How strong the influence of external parties on taxation, taxpayers
who have an internal locus of control remain strong in their own establishment so that results
in decisions taken whether to do or avoid tax evasion. While taxpayers who have an external
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locus of control do not have confidence in themselves. External factors about taxation such
as information technology, tax audit and tax justice that exist in the country where he belongs
have a major role in his actions in carrying out or avoiding tax evasion activities.

Conceptual Framework and Hypothesis Development

Religiosity is the level of depth of understanding one's religion. Taxpayers who have a high
level of religious understanding certainly understand that obeying state rules as long as they
do not conflict with religious rules is mandatory, so that evasion is wrong. But not a few
religious adherents are of the opinion that tax is an arbitrary action from the government and
does not exist in the teachings of religion so they prefer to leave it. In line with the research
of Shova & Utomo (2018) and Surahman & Putra (2018) who found that the religiosity of
taxpayers had an influence on tax evasion.

H1. Religiosity has an effect on tax evasion

Ethics is something that a person has in distinguishing right from wrong so that it encourages
him to ecause it is against the applicable provisions, thus encouraging it to avoid tax evasion.
But with the tax case so far, taxpayers also think that paying taxes will only help tax crime
cases getting bigger so that tax evasion can be considered right. In line with Zirman's research
(2015) which found that ethics of taxpayers has an influence on tax evasion.

H2. Ethics affect tax evasion

Taxpayers who have a good understanding of taxation rights and obligations are aware of the
do's and don'ts of taxation obligations so as to help them comply with taxes (Sarpingah, et al.,
2017) and avoid tax evasion because of the consequences attached to these actions. Although
it cannot be denied that the more clever a person is, it will encourage him to look for
loopholes to enrich themselves, one of them by means of tax evasion. In line with Dharma, et
al. (2016) and Surahman & Putra (2018) who in their research found that understanding
taxation had an effect on tax evasion.
H3. Understanding taxation affects tax evasion

Taxation services in the form of information technology issued by regulators in helping
taxpayers to carry out their taxation rights and obligations, on the other hand the supervision
of the tax authorities can be improved and easier. With strong information technology,
taxpayers do not dare to carry out tax evasion because information has been integrated
thereby reducing tax evasion (Ardyaksa & Kiswanto, 2014; Permatasari & Laksito, 2013;
Fitriyanti, et al., 2017). But the more sophisticated information technology, it could be used
for ways that are not good by taxpayers such as tax evasion.
H4. Information Technology has an effect on tax evasion

By its compelling nature, taxes are a burden for all people and according to the provisions in
force that the inspection process will be carried out for certain taxpayers who are suspected
of carrying out tax evasion actions that could harm the country. The tax audit procedure is a
frightening specter for some taxpayers so as to successfully minimize tax evasion (Dewi &
Merkusiwati, 2017).

H5. Tax audits affect tax evasion
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Some taxpayers voluntarily comply with all applicable tax provisions, some are still carrying
out tax evasion actions because justice is deemed inappropriate so that it creates public
distrust of the government and ultimately does not comply with applicable regulations
(Tarmidi, 2019; Utami & Helmi, 2016; Ervana, 2019; Handayani & Cahyonowati, 2014). Some
people think that when the level of tax justice is high, taxpayers will avoid tax evasion because
all are aware of the functions and benefits of taxation (Nickerson et al., 2009; Ismarita, et al.,
2018; Dewi & Merkusiwati, 2017; Tobing, et al., 2015; Paramita & Budiasih, 2016; Sariani, et
al., 2016; Kurniawarti & Toly, 2014).
Hé6. Tax justice affects tax evasion

Methodology

Population and Sample

The population of this research is MSME’s in the Pasar Tanah Abang. The unit of analysis is
MSME’s of the Block F Pasar Tanah Abang who have Tax ID Number, while the sample is taken
by convenience sampling method where from 1,155 MSME’s in Pasar Tanah Abang, only a
few traders have the time and are willing to fill out the questionnaire. In accordance with the
Slovin formula that from a population of 1,155 populations, a sample of this study is 103
people.

Operational Variable

Developing tax provisions article 38 and article 39 of Law Number 28 Year 2007 concerning
General Provisions and Tax Procedures and limitation of the analysis unit at the SMEs in Pasar
Tanah Abang that already have a TIN, tax evasion variables as dependent in this study are
measured using dimensions and indicators embezzlement on tax payments and
embezzlement on tax reporting.

As an independent variable, the measurement of each variable adopts the measurement of
variables that have been used in subsequent studies. Adopts Rosianti (2014) with a few
modifications, the religiosity in this study was measured using the dimensions of trust and
obedience. While ethical variables are measured using the dimensions of honesty and right
and wrong as used by Tarmidi & Waluyo (2014).

Adopts Rosianti (2014) with a few modifications, the understanding of taxation in this study
was measured using the dimensions of knowledge and understanding. While information
technology services are measured using the ease and usability dimensions that have been
used by Ardyaksa (2014) and Paramitha & Budiasih (2016).

The tax audit in this study was measured using the dimensions of the tax audit procedure and
the tax audit process adopted from the Ardyaksa study (2014). While tax justice is measured
using the taxation dimensions and tax contributions that have been used by Paramita &
Budiasih (2016).

Hypothesis Testing Method

Structure Equation Model (SEM) approach used in this study and smart PLS version 3 software
used for analyzing the data. Outer loading amount and AVE are used for validity analysis while
Composite reliability and Cronbach's alpha are used for reliability analysis. Amount of adjusted
r-square and amount of inner and other endogenous variables on exogenous variables and
also moderation variables used for hypothesis analysis.
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Result
Characteristics Respondent
Tabel 1. Characteristics Respondent

Age 21-30yo | 31-40yo | 41-50yo | >50yo
Amount 40 31 0 4
% 0.533 0.413 0.000 0.053
Gender Male Female
Amount 69 34
% 0.611 0.301

In table 1 it can be explained that the majority of respondents are male with ages between 21-
30 years old. This age is a productive age and should be more technological updates than old
age so that it might affect the answers of the questionnaire in this study.

Descriptive Analysis

Tabel 2. Descriptive Analysis

Variable Min Max Mean Std. Dev.

Y. Tax Evasion 1 4 2.1044 0.8436
X1. Religiousity 1 4 3.5049 0.6673
X2. Ethics 1 4 3.1869 0.6290
X3. Understanding 1 4 3.1981 0.5326
X4. Information

Technology 1 4 2.9393 0.6608
X5. Tax Audit 1 4 3.1481 0.6316
X6. Tax Justice 1 4 2.9515 0.7333

On the table 2 can be seen that all answers from respondents for each variable is good, with a
range score of 1 to 4 explaining that respondent answers vary and with an average of 2
indicates that respondents disagree with statements for each variable, while on average 3
indicates that the respondent agrees with the statement contained in the questionnaire. All
standard deviation values are smaller than the average value, this indicates that all data is good.
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Table 3. Goodfit Analysis

. Composite
Variable AVE Reliability
TE 0.660 0.885
RE 0.778 0.933
ET 0.652 0.788
UN 0.600 0.854
IT 0.723 0.912
AU 0.567 0.835
JU 0.594 0.724

Note: TE= Tax Evasion, RE= Religiousity, ET= Ethics,
UN= Understanding, IT= Information Technology, AU=
Tax Audit, JU= Tax Justice

Based on the table 3 can be seen that AVE amount of each variable is more than 0.05 and
Composite Reliability amount of each variable is more than 0.7, that mean data is valid and
reliable (Ghozali & Latan, 2015)

Hypothesis Test
Table 4. Hypotehesis Test

All Internal Factors External Factors
Origin Origi Origi
Variabl Sa?rlml t- - Sgranlp - Sgra:wlp t- t
e tabl t-Stat | tabl tabl
e Stat o le o le Stat o
Estim Estim Estim
ate ate ate
-10.25 | 1.29 - 1.29
RE 0.047 | 9 0| 0,122 0,684 0
-11.59 | 1.29 -11,635| 1.29
ET 0.306 | 6* 0| 0,293 | * 0
1.67 | 1.66
UN 0.361 | 5** 0 0,379
-10.67 | 1.29
IT 0.130 | 2 0
-10.35 | 1.29
AU 0.070 | 3 0
1.33 | 1.29
JU 0.223 | 2* 0
Observ
ation 103 103 103
R-
Square 0.202 0.155 0.082
*** Significant at the 1% level, ** Significant at 5% level, * Significant at
10% level
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Note: TE= Tax Evasion, RE= Religiousity, ET= Ethics, UN= Understanding, IT=
Information Technology, AU= Tax Audit, JU= Tax Justice

In table 4 it can be seen that the ethical variables, understanding of taxation and tax justice
have a significant effect so that hypothesis 2, hypothesis 3 and hypothesis 6 are accepted
while others are not. These results explain that ethics have a negative effect on tax evasion
so when a taxpayer has good ethics, tax evasion actions will not be done because it violates
the principle that the action is wrong. These results are in line with research by Showa &
Utomo (2018) and Surahman & Putra (2018).

The variable understanding of taxation has a positive influence on tax evasion, meaning that
when the taxpayer has expertise in understanding the procedures and provisions of taxation,
it will actually encourage him to carry out tax evasion. In the tax justice variable found a
positive effect on tax evasion, these results indicate that respondents have not felt fairness
in the functions and benefits of tax so far so that thinking that the action of tax evasion is not
a problem to do. The results of this study are in line with research by Utami & Helmi (2016),
Ervana (2019), Handayani & Cahyonowati (2014).

In a comparative test it can be seen that internal factors such as religiosity, ethics and
understanding have a stronger influence on taxpayers for tax evasion actions carried out or
not compared to external factors such as information technology, tax audit and justice. It can
be explained that taxpayers in Indonesia are taxpayers with internal locus of control because
they are more able to control themselves than from external influences such as the
government in terms of tax evasion actions.

Conclusion
This study found the following results:

a. Internal factors in this study are known to have a significant effect on tax evasion such as
ethics and taxation understanding, but religiosity is not.

b. External factors in this study are known to have a significant effect on tax evasion such as
Tax Justice, even though Information Technology and Tax Examination are not.

c. From comparative analysis, it is known that internal factors affect taxpayers more in tax
evasion than external factors. This result explains that taxpayers in Indonesia especially
traders in Pasar Tanah Abang have more internal locus of control than external locus of
control in terms of tax evasion.

Implication and Suggestion

The results of this study can be used as a reference by the government in minimizing tax evasion
actions so that tax revenue continues to increase. Internal factors for taxpayers are more
influential for Indonesian taxpayers in tax evasion actions than external factors, so the
government can make special plans for taxpayers to increase tax compliance voluntarily and
minimize voluntary tax evasion actions. The results of the study can also be input for further
research on taxes in Indonesia in order to analyze the personal factors of taxpayers.
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