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To make any taxation law successful, the rate of compliance should be as high as possible. The
government of India recently implemented the Goods and Services Tax in India in July 2017. Since
GST is a new taxation law in India, it has become critical to investigate the level of compliance
among GST taxpayers by reviewing the available literature on determinants of compliance behavior
around the globe. Therefore, the present study analyzed the variables affecting the compliance
behavior of GST taxpayers and synthesizes those into the Indian Goods and Services Tax system
to shape a conceptual model and use it as a tool for increasing the GST revenue by taxation
authorities in India. The result revealed that GST taxpayers’ compliance behavior is affected by a
variety of socio-psychological and institutional factors, in addition to economic factors, and their
behavior is moderated by the quality of GST services perceived by them. The government should
try to increase the taxpayer’s satisfaction and their knowledge regarding various aspects of GST
with economic and other socio-psychological factors to improve the GST collection in the country.
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1. Introduction

Tax revenue is a major source of funding for
government spending on public goods and services
around the world. The revenue from taxation builds
the government’s capability to meet basic needs,
provide security to its citizens, and foster economic
growth, but the ability of the government to generate
revenue from taxation is limited and depends on a
lot of factors. The filing of GST returns is based on
the concept of the Self-Assessment System (SAS),
which is widely adopted across the world. One of the
biggest concerns that have arisen with SAS is non-
compliance with GST laws by taxpayers, as the duties
for calculating and disclosing tax payment liabilities
are passed away from taxation authorities to
taxpayers under this system (Saad, 2014). Therefore,
the desire of taxpayers to comply with specific
tax laws is one of the vital factors for generating
higher tax revenues through voluntary taxation for
the government. The non-compliance behavior of
taxpayers is a universal phenomenon that presents a
challenge for both developed and developing nations
around the globe, as the higher the non-compliance
among taxpayers, the higher the burden on compliant
taxpayers to finance government expenditures,
or necessitates shrinking vital expenditures on
development programs, or a combination of both.
GST non-compliance is a worrying phenomenon,
especially in the era of economic crisis where need
increases, but the tax base shows declining trends.
Despite its social and economic importance and the
recent expansion of research on determinants of
compliance behavior, we still have limited knowledge
of this informal phenomenon (Alm, 2012). However,
the epic manifestation of personal and corporate tax
evasion has encouraged researchers to work on the
drivers of tax compliance in most countries. Tax non-
compliance is indeed an unavoidable fact and one of
the most important and highly debatable topics in
accounting, economics, and law literature (Kirchler
et al., 2008).

1.1 The Concept of GST Compliance

Across all tax compliance studies, no standard all-
inclusive definition of tax compliance has been
adopted. However, tax compliance in its simplest
form is usually referred to as the extent to which
the taxpayers abide by the rules and regulations of
the tax law of their respective countries (James &

Alley, 2002). The GST regime obliges the registered
business entities to file certain periodic returns (e.g.
GSTR-1, GSTR-2, GSTR-2A, GSTR-3B, etc.) for outward
and inward supplies of goods and services, as well
as details of input tax credits, claimed in India. The
failures of business entities to submit these GST
returns within the stipulated period, voluntarily
and non-voluntarily, over-claiming of the input tax
credit, declaration of fewer taxes, non-issuing of tax
invoices, and failure to comply with the rules of audit
laws can be viewed as GST non-compliance. Ling et al.
(2016) defined GST compliance as the willingness of
the GST payers to abide by the rules and regulations
regarding GST matters in their respective countries.
GST compliance is defined as the submission of
requisite GST returns on time and reporting of
correct tax liability following the regulations, tax
laws, and court decisions in effect in their respective
countries at the time of filing of GST return (Palil &
Mustapha, 2011).

1.2 GST Compliance a firing issue around
the Globe

GST is a trust-based taxation system in which
taxpayers are expected to self-assess their tax liability,
pay their due taxes, and file GST returns on time.
The filling of GST return under the self-assessment
system is based on the principle that citizens of
the country will cooperate with their government
by filling their GST returns honestly and accurately.
The goal of governments around the globe for the
transition to the self-assessment system (SAS) was to
increase voluntary tax compliance among taxpayers,
reduce the burden of assessing the tax returns on
tax authorities, and improve the efficiency of the
tax collection system. However, this transition has
raised an issue of non-compliance among taxpayers
around the globe as taxpayers have to self-assessed
their tax liabilities under this system (Saad, 2014).
Tax non-compliance is a major issue for governments
around the globe due to the unwavering search of
the government for revenue to meet the needs of
the public, wealth redistribution, and economic
development (Andreoni et al. 1998, lbrahim et al.,
2015, and Yew et al.,, 2015. The non-compliance
behavior of taxpayers reduces both the availability
of public services and revenue and also results
in biasness among honest taxpayers (Alm, 2012),
resulting in distortion of income distribution as firms
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and individuals may have different opportunities
for evasion of taxes (Hindriks et al., 1999). Attoh
and Awal (2013) have also pointed out that the
competence of a country to develop and provide
security and well-being to its citizens is determined
to a large extent by its ability to generate sufficient
revenue through taxes. As the revenue from taxation
facilitates the government's redistribution of wealth
and distribution of goods and services among its
citizens in an impartial way, pertinent approaches
for tax collection and compliance should be explored
(Youde & Lim, 2019).

1.3 GST and Compliance Behavior in India

The Government of India has adopted the Goods and
Services Tax (GST) in India from July 2017 to intensify
the efficiency and transparency in the tax collection
system, as well as to serve as a significant source of
revenue to finance the socio-economic development
of the country. GST is a destination-based taxation
system in which tax is levied on value addition at
each stage of the manufacturing and distribution
process. By removing the cascading effect of taxation
in India, GST attempts to unify all indirect taxes
under one umbrella and contributes to the creation
of "One Nation, One Market, and One Taxation". The
introduction of GST has resulted in the elimination of
13 cesses and subsumption of 17 central and state
taxes, i.e., Octroi duty, Service Tax, Turnover tax,
Stamp duty, and State level Sales Tax, etc. in India.
Vasanthagopal (2011) found that the adoption of
GST in India would eliminate all the complexities in
the current taxation system and would be a great
leap in the Indian taxation system. However, the
implementation of GST has affected the compliance
behavior of taxpayers in India. According to the
Fifteenth Finance Commission (FFC), India’s overall
tax to GDP ratio is around 17.2%, which, according
to its computations, should be around 22.6%*. There
is a discrepancy of about 5.4%, out of which the GST
compliance gaps account for approximately 2.4%
of the GDP. With the adoption of the Goods and
Services Tax (GST), SBEs (Small Business Enterprises)
are required to update their accounting systems and
business processes, as well as be prepared to set up
the correct accounting and record-keeping systems,
train their employees and have the appropriate
software to facilitate successful documentation and
recording keeping for GST compliance (Chen & Taib,
2017, and Ramli et al., 2015). SBEs were required

to train their personnel to deal with the complexity
of this newly adopted taxation system at the initial
stage, which increased the compliance cost of
their taxes. In India, Small Business Enterprises
(SBEs) supply approximately 111 million jobs with a
contribution of 30% in Gross Value Added (GVA) in
all India's gross domestic product at current prices
during the year 2019-20% Despite its importance,
researches have revealed that GST non-compliance
is still prevalent among SBEs in India. Under the SAS
system of GST, it is presumed that taxpayers have the
necessary taxation knowledge to calculate their tax
liability, as a lack of knowledge will lead to incorrect
calculation of tax. But in some cases, SBEs were
found to be involved in tax non-compliance behavior
unintentionally due to their lack of knowledge
regarding the taxation system (McKerchar, 1995).
Therefore, the present study will try to focus on
exploring and determining the factors affecting the
compliance behavior of GST taxpayers by reviewing
the available literature in this context to improve the
tax base of the country and provide future guidance
and research gaps for further study.

2. Objectives and Methodology

The broad objective of the study is to examine
the impact of GST tax reforms on the compliance
behavior of GST taxpayers in the Indian economy,
which is classified into the following sub-objectives:

e Toprovide athorough examination of previous
research on tax compliance behavior and gain
a better understanding of the phenomenon;

e Tostudythevariousdeterminants determining
the compliance behavior of GST Taxpayers;

e To formalize a conceptual model with the
factors affecting the compliance level of GST
taxpayers; and

e To provide avenues for future research work
by finding literature gaps with some policy
implications.

Research Methodology:

GST non-compliance among taxpayers is a worrying
phenomenon, especially in the era of economic crisis
where the need increases, but the tax base shows
declining trends. It is a dynamic and multifaceted
phenomenon that is affected by numerous factors.
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Therefore, the present study explores the variables
affecting the compliance behavior of GST taxpayers
from the available literature and synthesizes those
into the Indian Goods and Services taxation system
to shape an ideal conceptual model in India. The
study has adopted the search parameter by including
the keywords i.e. Goods and Service Tax, tax
compliance, determinants of compliance behavior,
and self-assessment system, etc. by accessing the
research articles from various electronic databases
i.e. Emerald Insight, Taylor & Francis, Springer, Sage,
and Google scholar, etc. The study has collected a
total number of 179 research articles. Afterward,
the study has adopted the selection criteria for
short-listing the research articles for framing the
conceptual model. First of all, the study has excluded
33 research articles that are published in other
regional languages except English. Afterward, the
research articles (42) have been excluded from the
database whose only abstract is published or which
are not directly accessible through open access. Out
of these selected articles, the study has lastly selected
69 national and international research articles of
high quality which directly or indirectly contribute
significantly to the objective of the study. Finally, the
study has critically reviewed these selected research
articles and synthesizes those into the Indian GST
system to shape an ideal conceptual model that can
be used as a tool for increasing the GST revenue by
the taxation authorities in India.

3. Review of Literature

Many researchers have made significant contributions
to the literature on factors affecting the compliance
behavior of taxpayers around the globe. But typically,
moststudiesofthiscaliberhavefocusedonincometax,
leaving indirect tax compliance and non-compliance
virtually unexplored. However, this is quite a
surprising fact when seeing the critical importance of
indirect taxation in the tax administration system and
public budgets of the Indian economy. Therefore, it
becomes necessary to study the factors affecting the
compliance behavior of taxpayers. Thus, this paper
explores the literature in the context of determinants
of taxpayers' compliance behavior to gain an insight
into how these factors, such as Economic factors,
Socio-psychological factors, and Institutional factors
with GST service quality as a moderator affect the
compliance behavior of GST taxpayers in India.

3.1 Economic factors and GST Compliance

Tax compliance gained the attention of researchers
around the year the 1970s when the decision to
comply with the tax laws was viewed as a purely
economic decision at risk. Allingham and Sandmo
(1972) and Srinivasan (1973) also found in their
study that the decision to comply or not to comply
with tax laws is determined by calculating the cost-
benefit ratio by the tax assessee. The taxes evaded by
the taxpayer are viewed as income by the assessee,
and the probability to get caught and potential
punishment was considered as the typical cost. They
found that people will be prohibited from evading
taxes only when they comprehend that the rate
of detection and penalties are much greater than
the sum of money that they could save by evading
taxes. This section includes the literature on how
economic factors affect the compliance behavior of
GST taxpayers:

3.1.1 Compliance Cost

The taxation system of a country transfers resources
from the private sector to the public sector to meet
the needs of government spending and distribute
wealth for vertical and horizontal equity in the
country. The private sector bears not only the loss of
resources equal to the amount of taxes paid plus any
associated distortionary cost resulting from changes
in decision making and behavior as a result of this
resource transfer, but also the losses incurred in the
process of levying, collecting, and depositing taxes to
the government (Pope, 2002). The burden of these
hidden costs on the private sector is known as the
“Compliance Cost of Taxation”. Sapiei et al. (2014)
defined compliance as the cost incurred by taxpayers
for abiding by a country’s relevant tax laws to fulfill
their obligations. They found that the compliance
cost of taxation consists of three types of cost:
Internal costs (cost of time spent by the employees
of the company on tax administration work); External
costs (charges paid by the company to outside tax
professionals); and incidental costs (costs excluding
internal and external costs incurred to address tax
matters, i.e. cost of software, computers, etc.). The
taxpayers are now required to match invoices
between their inputs and outputs to be eligible for a
full claim of input tax credit under the GST law, which
further raises the compliance costs even higher
for small firms®. Nzioki and Peter (2014) found in
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their study that the compliance cost of taxation is
significantly and negatively related to the compliance
behavior of tax assesses. Rashid et al. (2018) have
also observed that the higher psychological and fiscal
compliance cost of GST results in building an extra
burden on SMEs and will result in reducing their GST
compliance behavior. Palil et al. (2013) observed
that the adoption of GST in Malaysia would result
in an increase of RM6 336 per annum on average in
external compliance costs for tax computation and
tax planning on MSMEs. They also observed that
most of the respondents in the survey dissipate that
the implementation of GST will also increase their
internal cost of GST compliance after some time. Ramli
et al. (2015) have also found in their research that
the implementation of GST would increase external
compliance costs for SMEs for tax computation, tax
planning, and tax appeal in Malaysia. Mahangila
(2017) has also observed that the compliance cost
of taxation has a substantial negative impact on the
taxpayer’s compliance behavior.

3.1.2 GST Rate

GST rate is one of the major factors influencing
the compliance behavior of GST taxpayers in India.
According to the Finance Ministry of the Indian
Government, the high rate of taxes in the pre-GST
era has acted as a disincentive to paying taxes in
India, but the lower tax rates under the GST regime
have helped taxpayers to increase their compliance
behavior®. The previous researches on tax research
compliance behavior have provided mixed and
unclear results. Previously, Allingham and Sandmo
(1972) used statistical modeling to identify a
relationship between actual income, penalties, tax
rates, investigations, and tax evasion. Regardless of
tax rates, they found that taxpayers may select to
declare alelectheir income or report less. According
to them, in determining tax evasion, tax rates
appeared to be irrelevant. Alm et al. (1995) have
found that that higher taxs lead to somewhat greater
tax compliance. Similarly, Yitzhaklt (1974) has found
that an increase in the tax rate increases the tax
compliance behavior of taxpayers. However, most
of the empirical studies conducted in this domain
have found that an increase in the tax rate negatively
affects the taxpayer’s compliance behavior. Park and
Hyun (2003) have found that the tax rate affects
the compliance behavior of taxpayers negatively,

as the higher tax rate increases the pressure on
taxpayers to under-report their tax liabilities. Ling et
al. (2016) have discovered a statistically significant
and moderately negative relationship between
price stability, GST adoption, and compliance. They
found that the willingness of consumers to accept
and comply with the newly adopted GST law goes
on diminishing if it causes a price rise in the country.
The increase in the GST rate forces consumers to
buy the products without GST invoicing to reduce
the cost of the product, which in turn impacts the
compliance behavior of the firms and the individual
GST taxpayers. Mas’ud et al. (2014) have also found
that the tax rate negatively affects the tax compliance
behavior of taxpayers. Gordon (1989) also
demonstrates that if people differ in their honesty,
increasing the tax rate will reduce the compliance
behavior even of the most honest taxpayers. Kirchler
et al. (2008) found that the impact of the tax rate on
compliance behavior depends on the trust between
the government and the taxpayers. When the level
of trust is low between them, a high tax rate may
be regarded as unfair treatment of the taxpayers;
when trust is high, the same level of tax rate may be
interpreted as a community contribution. In short,
the result demonstrates that tax rates have a mixed
impact on tax compliance, i.e., lowering the tax rates
does not always promote compliance (Kirchler et
al., 2008) and increasing tax rates does not always
decrease compliance behavior (Allingham & Sandmo,
1972).

3.1.3 GST Audit

A GST audit is a process of examination of returns,
records, and details maintained by the assessee to
assess, verify and ensure the accuracy of turnover
reported, taxes paid, refund and Input Tax Credit
(ITC) claimed and weigh up other such compliance
as required under the GST laws. According to the
economic model of tax compliance behavior of
taxpayers, the taxpayers try to magnify the outcome
of compliance decisions by evaluating the benefit
of successful evasion with the probability of being
caught and punished. The decision of the taxpayers
to be compliant depends on the audit probabilities
and fines (Kircher et al., 2008). Palil and Mustapha
(2011) found in their study that the rate and the
thoroughness of audit positively affect the tax
compliance behavior of taxpayers. Allingham and
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Sandmo (1972) also concluded in their study that an
increase in the detection rate would always result in
the declaration of a larger income. Snow and Warren
(2005) observed that any rise in the uncertainty of
being audited; increases tax compliance among
acuity-averse taxpayers. However, increasing the
uncertainty or ambiguity of being audited cannot
be used as an effective tool for tax compliance as
tax authorities never categorize or screen taxpayers
based on their preference for ambiguity. Park and
Hyun (2003) also found that the penalty and audit
rate are important deterrents to tax compliance
behavior. However, some studies have found a weak
effect of tax audits on tax compliance. Modugu and
Anyabuba (2014) found in their study by analyzing
the extensive literature on tax audits and compliance
behavior that tax audits are yet to make any
substantial impact on the compliance behavior of
taxpayers. Similarly, Beron et al. (1988) also found
in their study that the audit probability positively
stimulates the tax compliance behavior of taxpayers,
although the effect was not found to be large and
significant for all groups under the study.

3.1.4 Penalties, Enforcement and Compliance
behavior

The tax penalty is a punitive measure that is imposed
by the tax law for the execution of an act that is
litigated, or for failing to take necessary action such
as failing to file timely returns or tile incorrect or
undervalued returns (Oladipupo &Obazee, 2016).
Park and Hyun (2003) found in their study that the
penalty rate is an important deterrent to the tax
compliance behavior of taxpayers in comparison to
tax audits. Blackwell (2007) also observed strong
evidence that an increase in the rate of penalties
increases the compliance behavior of taxpayers.
Kamil (2015) found that the tax compliance behavior
of individuals can be improved with the effective
application of tax penalties. However, some studies
found an insignificant impact of penalties on tax
compliance behavior. Oladipupo and Obazee (2016)
found that penalties have a positive but insignificant
impact on the tax compliance behavior of taxpayers.
Mohdali et al. (2014) also found that the threat
of punishment negatively affects the compliance
behavior of taxpayers. They found that taxpayers
start to avoid taxes when they are threatened with
punishment. Swistak (2015) has also found that tax

penalties are helpful in increasing tax compliance,
but only up to a specified level. The imposing of
tax penalties can give reliable results only when it
is applied as a complement to other drivers of tax
compliance. A system that is too punitive is a hurdle
to business formalization and a deterrent to tax
compliance. In a country, tax penalties should be
designed to motivate taxpayers, not to repress them
or raise additional revenue for the government, as
voluntary tax compliance has a stronger impact on
tax compliance in comparison to tax compliance
by enforcement. Therefore, a system of too many
penalties and tax enforcement should be avoided
and its use should be preferred with a combination
of other deterrents to tax compliance.

3.2 Socio-Psychological factors

The economic deterrent model of tax compliance
behavior assumes that the decision of a rational
taxpayer to be compliant with the tax laws merely
depends on the economic calculation of the cost and
benefit arising from the evasion of taxes. According
to this approach, it is sufficient to investigate all
taxpayers more frequently and to impose more
stringent penalties to limit tax evasion practices.
However, this approach seems to be very reassuring
in its simplest form, as no tax administration system
has enough resources to frequently scrutinize all
the taxpayers, and it may also be possible that
rational taxpayers include it in their calculations and
still continue to evade taxes. This notion assumes
that the taxpayers are fully individualistic and
immoral and their willingness to conform to the tax
laws is not affected by any social norms or by any
social interaction. The pure economic cost-benefit
explanation of tax compliance behavior has been
criticized for excluding social and psychological
determinants over time by a lot of researchers. With
the passage of time and the expansion of research
into this phenomenon, it has been shown that tax
compliance cannot be entirely explained by the risk
of deterrence and economic factors (Lefebvre, 2014).
Some critics take a controversial position and claim
that non-economic factors, i.e. social, psychological,
and political factors, have better explanatory power
for determinants of tax compliance behavior.
Therefore, the tax compliance behavior of a taxpayer
does not merely depend on economic factors, but
it also depends on other social and psychological
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factors. This section includes the literature on
socio-psychological factors affecting the compliance
behavior of GST taxpayers.

3.2.1 Peer Groups

Peer groups are highly influential in shaping an
individual’s values, preferences as well as behaviors.
The peer or referent group is normally defined
as associates of the taxpayer, i.e., their relatives,
friends, colleagues, and co-workers. It is convincible
by the available literature that the tax morale of a
human being depends on the compliance behavior
of others in society. Kirchler et al. (2008) found in
their study that if taxpayers find that non-compliance
practices are pervasive and widely accepted in their
social reference groups, they are also motivated to
indulge in such tax evasion practices. Lefebvre et
al. (2014) also found an asymmetric outcome of
social information on the tax compliance behavior
of taxpayers in their study. They found that
when taxpayers obtain information regarding the
prevalence of low tax evasion practices among their
peer group members, tax compliance is not found
to be increasing among them, which indicates that
a good example of compliance does not have any
disciplinary impact on the compliance behavior of
taxpayers. Onthe other hand, when taxpayers receive
information about the highest level of tax evasion
practices among their peers, their tax compliance
behavior is found to be diminishing. Palil (2010) has
also found that the tax compliance behavior of an
individual is strongly affected by the behavior and
attitude of the reference group members, i.e., their
colleagues, friends, spouses, and family members
who surround the taxpayers. Wallschutzky (1984)
has also found in their study that the more non-
compliant taxpayers known to the respondent, the
greater the probability of evading the taxes by the
respondent. Alkhatib et al. (2019) found a negative
but significant impact of peer influence on the tax
compliance behavior of Palestinian SMEs. Alm (1991)
also found that tax compliance is highly affected by
the taxpayer’s commitment to the social norms of
compliance, that citizens who believe that others
cheat are more likely to deceive themselves, and
that personal perceptions about how they are
treated relative to others influence compliance.
Levi (1988) defines taxpayers as strategic players
who will corporate only if they expect others to do

the same. They found that the compliance of each
taxpayer is contingent on the compliance of other
taxpayers in society. Wartick and Rupert (2010)
also studied the influence of peers on tax reporting
decisions by examining whether observing a peer's
likelihood of reporting income would influence a
taxpayer's reporting decision. They found that peer
reporting does not have any direct influence on tax
compliance behavior, but it has a significant effect on
the likelihood measure. They found that a participant
who had viewed the decision of a non-compliant
peer was less likely to report their income accurately
compared to those who had viewed the decision of
a compliant peer.

3.2.2 Tax Fairness and Equity

Tax fairness consists of two dimensions: one
entails equity of exchange: the benefit received
by the taxpayer for the taxes paid; and the second
dimension involves the equity of burden on the
taxpayers in comparison to other individuals. In
other words, equity may be defined as treating
equal people in similar circumstances in an equal
manner. Wallschutzky (1984) also found that the
exchange relationship was the most important
hypothesis in explaining the reason for the non-
compliance behavior of taxpayers. The study showed
that taxpayers realize that the burden of taxes falls
disproportionately on salary and low-income earners,
as high-income earners evade taxes with the help
of tax specialists. The unfairness of the tax system
may be reflected in the perception of taxpayers that
they are overpaying taxes in respect to the value of
services rendered by the government in exchange
for taxes paid or in respect to what other taxpayers
pay (Chau & Leung, 2009). Alkhabit et al. (2019)
have also found a positive relationship between the
compliance behavior of taxpayers and tax fairness.
The result showed that taxpayers perceive the tax
system as fair and, therefore, they are motivated
to pay taxes honestly and accurately. Mukhlis et al.
(2015) also found that tax fairness has a positive
impact on the tax knowledge of taxpayers regarding
the taxation system, and their compliance level
improves with anincrease in perceived fairness in the
taxation system. However, Gilligan and Richardson
(2005) discovered that there is no universal cross-
cultural relationship between various aspects of tax
fairness and taxpayers’ compliance behavior.
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3.2.3 Tax Morale

Taxmorale canbedefinedastheintrinsicmotivationto
pay taxes that stems from a moral obligation or belief
that paying taxes contributes to society. It is based
on the tax attitude of citizens and their perception
of being citizens of their internal acceptance of their
tax duty and their acceptance of state sovereignty.
The attitude of taxpayers towards paying taxes is
determined by their individual perceptions and self-
motivation, which can be expressed by the term
"tax morale" (Jayawardane, 2015). Since the work
of Sandmo and Allingham (1972), a lot of research
has been conducted on the determinants of tax
compliance behavior, and tax morale has gained
major attention among researchers studying this
phenomenon. The main reason for the failure of the
economic model is the neglect of the tax morale of
the taxpayers as a determinant of tax compliance
behavior in their model (Kirchler et al., 2010). The tax
morale provides insight into why people pay taxes
despite low penalties and fines around the globe.
Tax morality is influenced by a variety of factors that
interact to determine whether people are willing
or unwilling to contribute to their country's tax
revenue. Alasfour et al. (2016) have also found in
their study that the improvement in tax morale of
taxpayers along with improvements in other factors
(i.e. reduction in the tax rate, decreasing level of
corruption, improving the perception of fairness
and equity, etc.) positively increase the compliance
behavior of taxpayers.

3.2.4 GST Tax Knowledge

Tax knowledge is described as a taxpayer's ability to
understand tax laws and accurately calculate their
tax liability. Previous have shown that tax knowledge
plays a vital role in affecting the taxpayer’s
compliance behavior. Saad (2014) found in their
study that taxpayers have inadequate knowledge
of the technical aspects of the taxation system and
therefore, they perceive the taxation system as
complex. They found that tax knowledge and tax
complexity contribute significantly to determining
the compliance behavior of taxpayers in the voluntary
compliance system of taxation. Similarly, a lack of tax
knowledge may lead to non-compliance behavior
by taxpayers, either intentionally or unintentionally.
Mckerchar, (1995) found in their study that small
business taxpayers are not even aware of the shortfall

in their knowledge, resulting in their unintentional
non-compliance behavior. Many studies have found
that taxpayers with more fiscal awareness had
higher tax ethics scores than those with less fiscal
understanding. In their studies, Oladipupo and
Obazee (2016), Kirchler et al. (2010), Chau and Ling
(2009) hand ve found that an increase in the level of
tax knowledge further leads to an increase in the tax
compliance behavior of a taxpayer. The knowledge
regarding taxation policies can also help taxpayers
to understand the perceived power of the taxation
authorities. However, a study conducted by Harris
and Donald (1989) found that tax knowledge has a
direct effect on an individual’s perception of fairness
but does not have any direct effect on the compliance
behavior of taxpayers. Similarly, a study conducted
by Loo et al. 2010b, has shown that an increase in
tax knowledge of taxpayers helps them to access
information and discovers new ways of tax evasion
and tax avoidance. Similarly, Fauziati et al. (2016)
have found in their research that tax knowledge has
no direct impact on taxpayers’ compliance behavior.
Thus, the researches on tax knowledge as a factor
influencing tax compliance has yielded inconclusive
and varied results.

3.3 Institutional Factors

Institutional factors are the traditional standards
established by the government and taxation
authorities of a country to motivate the taxpayers
to pay taxes honestly and also to ensure prompt
payment of tax liability to ensure the compliant
behavior of the taxpayers. Along with economic and
socio-psychological factors, institutional factors play
an important role in determining the tax compliance
behavior of taxpayers. In a country, the taxpayers
will be willing to pay taxes honestly and accurately
only if the edifice of the institutional framework is
well-founded. Due to the weak network of taxation
institutions, the mobilization of tax levels is very
low and unsatisfactory in developing countries.
Therefore, this section involves the institutional
factors derived from the available literature, which
are as below:

3.3.1 Probability of Detection

The probability of detection plays an important
role in determining the tax compliance behavior of
an individual. The probability of detection refers
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to the likelihood that the tax authorities will catch
an individual’s tax non-compliance practices. It is a
situation of uncertainty faced by taxpayers when
deciding whether to be involved in non-compliant
tax practices or not. Sanusi et al. (2017) have also
found that the probability of being audited positively
influences GST compliance behavior among
businesses in Malaysia. Allingham and Sandmo
(1972) also found in their study that an increase
in the detection rate would always result in the
declaration of larger income by the taxpayers. They
found that the taxpayer evaluates the outcome of
non-compliant practices by comparing the taxes
to be saved by evasion of taxes with the penalties
to be imposed in case of detection of evasion. The
taxes evaded by the taxpayer are viewed as income
by the assessee and the probability of getting caught
and potential punishment are viewed as the typical
cost. They found that people will be prohibited from
evading taxes only when they comprehend that the
rate of detection and penalties are much greater
than the sum of money that they could save by
evading taxes. Alm (1991) observed that an increase
in the probability of detection would increase the tax
compliance behavior of taxpayers. The result of his
study showed that people pay taxes due to their fear
of detection and penalties. Snow and Warren (2005)
have also found that the increase in the uncertainty
of being audited increases tax compliance among
ambiguity-averse taxpayers.

3.3.2 Complexity of taxation system

GST complexity can manifestitselfinavariety of forms,
including difficulties in tax computations, complexity
in filling out GST returns, compliance complexity,
and complexity in confirming with the relevant GST
laws. According to a World Bank report, GST is one of
the world's most complex taxation systems, with the
world's second-highest tax rate among 115 countries
with a similar indirect taxation system®. The GST
structure in India has five tax slabs of 0%, 5%, 12%,
18%, and 28% which makes it a complex taxation
system for the taxpayers. Furthermore, certain sales
are exempted, and exports are zero-rated, allowing
exporters to claim a refund for taxes paid on input.
The gold is taxed separately at 3%, with precious
stones at 0.5% and excluding some products from the
preview of the GST regime, i.e., petroleum, real estate
stamp duties, and electricity duties, which are taxed

at state-specific rates. Saad (2014) has also found
in their study that the complexity of the taxation
system negatively affects the compliance behavior
of taxpayers. The structure of the taxation system
reduces the willingness of the taxpayers to comply if
they perceive the taxation system as too bureaucratic
or if the taxation system involves several taxes and
a higher tax burden on the taxpayers (Batrancea et
al., 2013). Krause (2000) demonstrates in their study
that the requirement for onerous documentation,
ignorance, and uncertainty prevent some taxpayers
from taking advantage of rebates and deductions
for which they are eligible. On the other hand, these
ambiguous provisions provide opportunities to avoid
taxes for other taxpayers. Kirchler et al. (2006) have
also found in their study that taxpayers see the
complexity and ambiguity of the taxation system as a
major reason for their failure to file returns and avoid
taxes. They found that the existence of a taxation
system that ordinary taxpayers cannot understand
due to its ambiguity and complexity allows taxpayers
who can afford it to take advantage of the expertise
of experts to avoid taxes, reducing the chances of
achieving voluntary compliance among taxpayers.
However, Nasution et al. (2020) conducted a study
by collecting the data from 900 registered individual
income taxpayers from 5 major cities in South
Sumatra. They found that tax complexity has no direct
impact on the compliance behavior of taxpayers or
their trust in tax authorities.

3.3.3 Public governance quality

Public governance quality is one of the major
determinants of the compliance behavior of GST
taxpayers. Governance quality is an aspect of a
general issue for the citizens of a country because it
is based on the benefits that they accrue from the
governance. The World Bank (2006) defines public
governance quality as the process through which the
leadership of a country is selected, evaluated, and
replaced, as well as how the government efficiently
and effectively governs the country's resources in a
perceivably fair and equitable manner for the benefit
of all its citizens. Levi (1988) studied the relationship
between governance and taxpayers. He asserted
that the tax compliance of the taxpayer is affected
by the vertical contract. According to the concept
of the vertical contract, the decision of taxpayers to
comply or not with the tax law depends on whether
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the benefits provided by the government in the form
of political goods are sufficient in comparison to the
taxes they pay to the government. Levi (1988) as cited
in Lassen (2003) further found that if the taxpayers
believe that the rate of transformation from tax to
political goods is low, then the taxpayers will believe
that the government has breached their contractual
obligation and, as a result, their compliance level
will be diminished. Lassen (2003) discovered in
their study that the political goods mix (benefits
provided by the government to its citizens) are
important determinants of taxpayers' tax compliance
behavior. If the political goods mix delivered by the
government mismatches the citizen’s expectations,
taxpayers may perceive it as a breach of vertical
contract by the government, resulting in their lower
compliance behavior. Alasfour et al. (2016) also found
that efficient government tax revenue expenditure
has a positive impact on the compliance behavior
of taxpayers. They found that the spending of the
government's tax revenue wisely and efficiently on
worthy projects and on such avenues from which
taxpayers receive benefits increases the tax morale
and compliance behavior of the taxpayers. Similarly,
Alm et al. 1993 provide more insight on governance
quality and taxpayer's compliance behavior. They
found that when taxpayers are pleased with the
guantity and quality of political goods funded by the
taxes paid by them, their tax compliance levels may
rise. Alabede et al. (2011) have also found a strong
positive relationship between public governance
quality and the tax compliance behavior of taxpayers.

4. GST Service Quality as a moderator
of determinants of GST compliance
behavior

The empirical studies discussed above have
provided inconsistent relationships between the
dependent variable (GST compliance behavior)
and the independent variables (GST determinants).
Therefore, the relationship between the dependent
and independent variables may be moderated by
some variables when the relationship between the
dependent and independent variables is weak and
inconsistent (Abadede et al, 2011). The available
literature has suggested tax service quality as a
major determinant of tax compliance behavior of
taxpayers. Therefore, the moderating role of tax

service quality in determining the relationship
between dependent and independent variables
is equally important. Tax service quality is usually
defined as the difference between what taxpayers
expect from taxation authorities and their
perceptions of the services that have been provided
by the taxation authorities to them. Susuawu et al.
(2020) defined tax service quality concerning the
service quality model developed by Parasuraman et
al. 1988, with five major indicators of service quality:
reliability, tangibility, assurance, responsiveness,
and empathy. They defined reliability as the ability
of taxation authorities to provide excellent service
to taxpayers consistently and accurately. Tangibility
is defined as the physical image of the services
provided by tax authorities to taxpayers. Assurance
involves the taxpayer’s trust and confidence in the
taxation authorities to deal honestly with them.
When tax authorities prioritize taxpayers' needs
and empathize with them, the quality of empathy
is activated. The speed with which tax authorities
respond to taxpayers’ inquiries and needs is referred
to as responsiveness. Tax service quality is a critical
issue for tax offices just like any other public
sector organization as taxation authorities provide
numerous types of services to taxpayers. Jackson
and Milliron (1986) highlighted the importance of
service quality in taxation around five decades ago, in
the context of tax compliance behavior of taxpayers.
They discovered that how the taxpayers are treated
during the period of providing tax services has a
significant impact on their compliance behavior.
Alabede et al. (2011) have also studied the impact
of tax service quality on the compliance behavior of
taxpayers in Nigeria with the financial condition and
risk preference as a moderating variable. They found
that the perceived service quality is positively and
significantly correlated with the compliance behavior
of the taxpayers. Hidayat et al. (2014) have also found
responsiveness as one of the major indicators of tax
service quality. Al-Ttaffi and Abdul-Jabbar (2016)
also analyzed the impact of tax service quality on
the tax compliance behavior of taxpayers in Yemeni.
They found that the perceived tax service quality
has a positive impact on the compliance behavior of
taxpayers.
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5. Conceptual Framework of the Study

Tax non-compliance is a dynamic and multifaceted
aspect. The result from the finding of the study will
help to develop a conceptual model on determinants
of GST compliance behavior of taxpayers in India
as shown in figure 1. This conceptual model will
help the policymakers and the taxation authorities
in formulating suitable policies for improving
the collection of GST revenue by improving the
compliance level of GST taxpayers in India. In
addition, this model will enable to improve the
voluntary tax compliance among GST taxpayers by
incorporating economic factors (Compliance cost,
GST audits, GST rate, penalties, and enforcement,
etc.); socio & psychological factors (peer groups,
tax fairness, and equity, GST knowledge, and tax
morale, etc.) and Institutional factors (probability
of detection, the complexity of taxation system,
and public governance quality, etc) with GST service
quality as a moderating variable. This will also enable
us to synthesize the available literature on tax
compliance to help the researchers to identify the
future research gap and consider promising future
directions for further study. The validity of the model
can be validated through empirical testing.

{Figure 1: is about here}

6. Discussion and Conclusion

The revenue from taxation is an important source of
financing for government spending on public goods
and services around the globe. But the ability of
the government to generate revenue from taxation
is limited and affected by a lot of factors. GST
non-compliance is one of the major and complex
factors affecting the GST revenue collection of the
government. According to the FFC of India, the
country is losing nearly 5 trillion in revenue a year
due to the non-compliance behavior of taxpayers in
the indirect taxation

system, indicating that taxpayers are not paying their
fair share of taxes, which is around 40% of the GST
revenue collection target of the government for the
year 2019-20 and equivalent to 2.4% of the GDP of
the country®. By reviewing the available literature,
it was found that GST non-compliance is a dynamic
and multifaceted phenomenon that is affected
by numerous factors, including but not limited to

coercion activities adopted by the government.
Firstly, the findings of the study confirm that the
compliance behavior of GST taxpayers is influenced
by a variety of socio-psychological and institutional
factors, in addition to economic factors, as explained
by Allingham and Sandmo in 1972. The results
showed that the country's GST collection can be
improved only up to a certain limit by using coercion
factors such as penalties, fines, GST audit, and
enforcement, as overreliance on coercion factors
can increase GST revenue only in the short run, but
not in the long run, because a system with too many
penalties and enforcement creates many barriers
to business formalization. Therefore, coercion
factors should be used to motivate taxpayers to
pay taxes rather than repress them. Secondly, the
study revealed that taxpayers are social beings and
their decision to comply with the tax law is directly
influenced by the decisions of others in society. The
study found that the compliance behavior of GST
taxpayers is positively affected and moderated by the
GST service quality perceived by them in comparison
to their tax payments. In reality, there is a need for
a multi-pronged policy approach that emphasizes
enforcement, but one that also enhances cooperative
social norms. Further, the study showed that the
GST compliance decision is positively and directly
influenced by the taxpayers' knowledge of GST law,
the complexity of the current taxation system, the
GST rate, and corruption in the government. The
government should try to increase the taxpayer’s
knowledge regarding various aspects of GST, i.e.
filling out GST returns, claiming the input tax credit,
and the benefits of paying taxes on time by arranging
various seminars and programs to create awareness
and increase compliance behavior of GST taxpayers.
In addition, the government should try to rationalize
the complexity of the taxation system, simplify the
procedure of filing GST returns, use enforcement
and penalties as an effective tool, and risk-based GST
audit to reduce the non-compliance behavior of the
taxpayers.

7. Research Gaps and Future direction

In spite of the studies discussed above, the research
on GST compliance is still in its infancy. Generally, the
majority of the studies in this domain have covered
direct taxation and ignored indirect tax compliance
behavior, despite the huge contribution of indirect
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taxation to government revenue around the globe.
The revenue of the Government of India from
taxation stood at 10% of GDP, of which nearly 4.4%
came from indirect taxes. The government of India
loses nearly 5 trillion rupees in revenue from indirect
taxes each year due to GST non-compliance among
GST taxpayers. Despite the vulnerable contribution
of GST (an indirect tax) to the Indian economy, very
few and limited studies have covered the problem of
GST compliance behavior in India.

Based on available literature on tax compliance,
it was found that most of the studies conducted
by researchers on tax compliance are conducted
in developed economies, i.e. the USA, Canada,
Australia, etc. In this caliber, only a few limited studies
have been conducted in developing economies.
The previous studies have attempted to explain the
determinants of tax compliance behavior, however,
it remains unclear how these studies contribute
to developing economies, as local authorities in
developing countries have less power and public
trust due to social, political, and economic stability in
comparison to developed economies. Because of the
shortcomings in the institutional framework as well
as the lack of expertise and resources to monitor tax
complexities, developing countries are found to be
more prone to tax no-compliance issues. Therefore,
thereis a vast scarcity of literature on GST compliance
behavior in developing countries like India.

On reviewing the available literature on tax
compliance, it was found that most of the factors
taken under previous studies provide contradictory
results. Most tax compliance studies have
incorporated some determinants of tax compliance
behavior, but there are very few studies that have
taken all variables in combined form. There is a
need to study the interrelationship between various
determinants of GST compliance behavior as it
directly influences the compliance behavior of GST
taxpayers. There is very limited literature available in
GST compliance determinants that have worked out
or developed a conceptual model taking into account
all the determinants of GST compliance behavior.
There is a need to conduct an empirical study to
validate the validity of the model. There is also a
need to conduct a study by taking into consideration
corporate sectors, as the majority of the studies
focus on individual and MSMEs compliance behavior.

8. Theoretical and
Implications of the Study

Managerial

The paper proposes a model for understanding the
GST compliance behavior of GST taxpayers in India.
The GST taxpayers especially individuals and MSMEs
face a lot of constraints under the GST regime as
they are not backed up by the financial and human
resources owned by big corporations. It has been
noted that no empirical study has been conducted
to examine the determinants of GST compliance
behavior of taxpayers in India as it is a newly adopted
phenomenon in India. The model is an extension
of the Fischer model (which is based on social and
psychological theories) and the deterrence theory
by incorporating economic, socio-psychological,
and institutional factors with GST service quality as
a moderating variable in the model. Theoretically,
the extension of the model from the available
literature on direct taxation and GST will enrich
the literature on GST compliance with a better
understanding of the compliance behavior of GST
taxpayers. Furthermore, the proposal is a single
comprehensive model that incorporates economic,
socio-psychological, and institutional factors with tax
service quality as a moderating variable for studying
the compliance behavior of GST and income tax
taxpayers. The proposed model will serve as a guide
for the government in formulating socioeconomic
and political policies for the development of the
country and will increase the GST revenue of
the country. This study is invaluable for a variety
of stakeholders, including taxation authorities,
policymakers, taxpayers, and the government, as
a starting point for decision-making to enhance
tax reforms in aspects of instituting better revenue
performance, as well as to add to the existing body
of knowledge on determinants of GST compliance
behavior of taxpayers. By establishing the theoretical
relationship between the factors affecting the GST
compliance behavior of taxpayers, the present study
builds up a road map for validating the validity of the
model and conducting an empirical study.
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