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ABSTRACT  
 

 

A substantial body of research found that social norms can have a significant impact on human 

behavior. It could provide an explanation about why individuals behave as they do, and why two 

people may react quite differently to the same situation. In tax research, social norms have 

received considerable attention as determinants of tax compliance behavior. Thus, the purpose of 

this study is to explore in more detailed the influence of social norms in tax compliance. 

However, most studies have examined the impact of social norms on salaried taxpayers but little 

known the effects on sole proprietor. It is not clear whether the findings are valid for sole 

proprietor as they might have different views on tax non compliance. A survey of sole 

proprietors in Klang Valley would be expected to demonstrate how sole proprietors respond to 

their tax compliance behavior. The findings of this study is expected to provide insights to 

Malaysian tax policy makers and the IRBM in understanding the impact of social influences on 

compliance behavior.  
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ABSTRAK 

 

 

Banyak kajian mendapati bahawa norma sosial dapat memberi kesan yang signifikan terhadap 

tingkah laku individu. Ini dapat menjelaskan mengapa dua individu berbeza kelakuannya 

walaupun berhadapan dengan situasi yang sama. Dalam bidang percukaian, Teori Norma Sosial 

boleh menjelaskan mengapa ada segelintir sahaja pembayar cukai yang patuh dengan undang-

undang percukaian. Oleh itu, tujuan kajian ini adalah untuk menyelidik dengan lebih terperinci 

pengaruh norma sosial dalam pematuhan cukai. Walau bagaimanapun, kebanyakan kajian telah 

mengkaji kesan norma sosial kepada pembayar cukai individu yang mempunyai pendapatan 

penggajian tahunan. Hasil dapatan mungkin berbeza sekiranya teori ini diujui ke atas individu-

individu yang lain seperti pemilik tunggal. Ini adalah kerana mereka mungkin mempunyai 

pandangan yang berbeza mengenai ketidakpatuhan cukai. Satu kaji selidik pemilik tunggal di 

sekitar Lembah Klang untuk mengkaji bagaimana pemilik tunggal bertindak balas terhadap 

tingkah laku pematuhan cukai mereka. Penemuan kajian ini dijangka memberikan pandangan 
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kepada pembuat dasar cukai Malaysia dan LHDNM dalam memahami kesan pengaruh sosial 

terhadap tingkah laku pematuhan. 

 

Kata Kunci: Pematuhan Cukai, Teori Norma Sosial, Pemilik Tunggal.  

 

 

INTRODUCTION  
Taxation is an essential part of fiscal policy which can be used effectively by government for 

meeting its public expenditures. In many countries, taxation has been often used as a tool in 

promoting growth for the development of its nation. Fund collected from tax source has become 

a major contributor towards the development of the nation for the benefit of its people. Realizing 

the importance of tax as a main source for any country to sustain economic development, thus it 

is essential for all citizens of a country to pay their fair share of tax.  

 

However, in an ideal world it has never been easy to persuade all taxpayers to willingly pay their 

taxes and comply with all of their tax obligations (James & Alley, 2004). There are still people 

who will try to cheat and will do anything just to minimise their tax liabilities. Although a lot 

have been done by relevant tax authorities, the problem of non compliance still exists. Non 

compliance is not only depressing the country’s economic growth but the government could be 

running into debt problems if taxpayers evade their tax responsibilities (Nur-tegin, 2008). Thus, 

in the long run if the problem of non compliance is not checked it will have a negative impact on 

national development. 

 

Concern about the decline in voluntary tax compliance, it has led to numerous studies on the 

issue of level of compliance. To date, there is large and more comprehensive literature on tax 

compliance. Whether this research focuses on the level of tax compliance, issues as why people 

pay taxes, why they evade taxes, how tax evasion can be reduced, factors that might influence 

taxpayer’s behavior (see for example James, Murphy and Reinhart, 2005; Henderson and 

Kaplan, 2005; Torgler and Valev, 2010), the aim of the research is to enhance tax administration 

and help in minimizing the tax gap problem (Bardsley, 1994; Dubin 2007). In the Malaysian 

context, the issue on tax compliance has attracted much interest among researchers since the mid 

1990’s (Loo et al., 2010).  

 

However, most of the studies have focused on individual taxpayers (see for example Palil and 

Mustapha, 2011; Madi et.al. 2010; Mat Bahari & Lai, 2009; Lo and Ho, 2005; Kasipillai and 

Abdul-Jabbar, 2006; and Kasipillai et.al., 2003) but little is said about tax compliance on 

business taxpayers especially for sole proprietor and partnership. Evidence, demonstrates that tax 

evasion is apparently the highest among small businesses taxpayers (Groenland and Veldhoven, 

1983). They tend to pay the least amount of income tax than they really owe. They are also 

responsible for almost half of the tax gap. This scenario is unfair to compliant taxpayers because 

the burden of funding nations’ commitment falls more on taxpayers who willingly and accurately 

pay their taxes.  

 

Key reasons for such non compliance are well known. Since cash transactions are commonplace 

in the small business context and much of it in small amounts, it could create more opportunities 

to evade taxes without being detected by revenue agencies even in an intensive audit (Joulfaian 
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& Rider, 1998; Nur-tegin, 2008). Besides, unlike some wage and salaries earners, sole 

proprietors’ income is not subject to withholding and there is no legislated requirement for a sole 

proprietor to report to the relevant authorities (Ahmad & Braithwaite, 2005). For that reason, 

sole proprietor has the freedom to make decisions about their tax-related matter as they believed 

that nobody is reviewing their business transactions. 

 

Given the foregoing background, it is reasonable to assume that small business may not fully 

comply with business taxation requirements. Thus, there is a need for more research and 

empirical work in this area that focus on sole proprietors’ taxpaying behaviour. Knowledge on 

taxpayer behaviour can help revenue authorities to develop effective strategies in improving sole 

proprietor taxpayer compliance, thereby enhancing overall revenue collections.  

 

The remainder of this article is set out in five parts. Following the introduction, a review of the 

compliance literature is presented in section two. Next section provides a brief explanation of the 

research methodology to describe how this study will be conducted. Conclusions, areas for 

further research are discussed in section four. 

 

 

THEORETICAL FRAMEWORK 
 

Tax Compliance 

There are several interpretations of tax compliance available, but one of the earlier definitions of 

tax compliance, which is widely cited in the literature (see for example (Saad 2009; Mckerchar 

& Evans, 2009; Morse et al., 2009; Sour, 2003); was provided by Roth, Scholz & Witte (1989). 

They proposed that tax compliance will take place when “all required tax returns are at the 

proper time and reporting tax liability accurately in accordance with the Internal Revenue Code, 

regulations and applicable court decisions applicable at the time the return is filed”. They 

claimed that in order to comply with the tax law, taxpayers must declare the correct amount of 

income, file their tax returns and subsequently pay the correct amount of tax by the due date. 

This definition seems to provide a clear guidelines of tax compliance behavior as it covered 

reporting and filing responsibilities based on the applicable tax laws. As such, the definition 

provided by Roth et.al. (1989) is adopted in this study. 

 

Determinants of Tax Compliance 

There is a vast body of literature on tax compliance have been investigated to identify and 

explain the factors that might influence tax compliance behaviour (Richardson and Sawyer, 

2001). The study on tax compliance can be traced back to the work of Allingham and Sandmo 

(1972), who used a deterrence theory framework to explain their behavior. According to the 

deterrence view, The theory assume that taxpayers are making the cost-benefits analysis and will 

comply if the benefit exceeds the cost of compliance. Meaning that, they will carefully assess 

opportunities and risks, and disobey the law when the anticipated fine and probability of being 

caught are small in relation to the profits to be made through non-compliance.  
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Nevertheless, the majority of experimental literature have shown inconsistencies relative to the 

theoretical assumptions of the model. According to Allingham and Sandmo, when the probability 

of detection is low, it should lead to low in tax compliance. While this may be true in an 

idealized world, in practice it does not seem to be the case. Despite the extremely low tax audits 

in most countries, tax compliance level has been high (Andreoni, Erard, & Feinstein,1998; 

Torgler, 2005). In Australia, for example, although the probability of receiving an audit from the 

Australian Taxation Office (ATO) is low but they appear to be the three highest ranking to tax 

compliance (Riahi-Belkaoui, 2004). Similarly, in the United States, people still comply with their 

obligations and pay their taxes even the percentage of individual income tax returns that were 

actually audited by the Internal Revenue Service (IRS) is quite small (less than 1% of the 130 

million individual returns filed) (Alm & Torgler, 2011).  

 

Because of these shortcomings, the economic deterrence approach fails to predict or explain 

actual levels of compliance (Frey, 2003). Alm (1999) argued that there may be other factors that 

not captured approximately by the theory. Instead of relying on economic analysis, it is better to 

explore other approaches or option in better explaining tax compliance (James, Murphy and 

Reinhart, 2005). Social psychological variables like social norms, fairness, equity, moral and 

ethical concerns are important in understanding taxpayers’ compliance behavior (Lumumba et.al. 

2010). Doussy and Abrie (2006) also highlighted that when one tries to predict tax compliance 

behavior, a taxpayer’s inherent character, beliefs and norms should be taken into account. As a 

result, many researchers begun to focus on psychological approach to provide a better solution to 

the puzzle of tax compliance. 

 

Social Norms Theory 

A substantial body of research found that social norms can have a significant impact on human 

behaviour. It could provide an explanation about why individuals behave as they do, and why 

two people may react quite differently to the same situation. Cialdini and Trost (1998) define a 

social norm as “rules and standards that are understood by members of a group, and that guide 

and/or constrain social behaviour without the force of law”. They identify four categories of 

influences encompassed in this definition namely injunctive norms, subjective norms, personal 

norms and descriptive norms. However, for the purpose of this study, we focus on outside social 

influences rather than an individual's personal beliefs. These two norms are subjective norms and 

descriptive norms. 

 

Ajzen (1991) describes subjective norms as social pressure that an individual feel from others 

whether he or she should perform that particular behaviour. These people can be regarded as 

most important people in his or her life that include friends or a peer group, family, spouse, close 

friends and so on. The theory predicts that the more an individual perceives that people around 

them think he or she should engage in the behavior, the more likely the person intends to do so 

(Randall 1989).  

 

In relation to taxation, there is evidence that subjective norms do impact on taxpaying behaviour. 

For instance, a comparative study conducted by Bobek, Roberts, & Sweeney (2007), conclude 

that subjective norms and personal norms have a significant impact on taxpaying behaviour. 

Similarly, Bobek & Hatfield (2003), also found a significant and positive effect of subjective 

norms on taxpaying behavioural intention. Saad (2009) revealed that subjective norm plays an 
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important role in shaping one’s intention to comply with tax laws. Overall, these findings seem 

to suggest that referent groups are important source of information and were found to be most 

influential on taxpayer compliance behaviour. People will perform a behaviour if he or she 

believes that their significant others wanted them to perform the behaviour; either to comply or 

not to comply with tax obligations. As such, a positive relationship can be expected between 

these two variables whereby people will perform a behaviour if he or she believes that their 

significant others wanted them to perform the behaviour (either to comply or not to comply with 

tax obligations). In this study, the construct of subjective norms will include family, friends and 

co-workers as a reference group. 

 

Descriptive norms, on the other hand, are standards that develop out of observation of how 

people actually behave in given situations, regardless whether the behaviour is morally correct or 

not (Forward, 2009). It can be described as what most people do in any given situation rather 

than what should (should not) be done (Bobek et al., 2007; Rivis & Sheeran, 2003).  

 

Research in fields unrelated to tax compliance has demonstrated that descriptive norms able to 

improve the predictive and exploratory power of TPB. A meta-analysis of 16 studies examining 

the relationship between descriptive norm and intention, Rivis & Sheeran (2003) found that 

descriptive norm contributed additional 5 per cent to the variance in intention after the TPB 

components had been taken into account. Similar finding was also reported in Moan & Rise, 

(2011) who found that the descriptive norms explained 2% to the prediction of intention not to 

drink and drive, after controlling for the variables already included in the TPB.  

  

Based on the above discussion, the following hypotheses were proposed to enhance an 

understanding of tax compliance behaviour: 

 H1: There will be a positive relationship between subjective norms and their tax compliance    

            behaviour. 

 

H2: There will be a positive relationship between descriptive norms and their tax compliance  

            behaviour. 

 

 

RESEARCH METHODOLOGY  
The data collection will be a survey questionnaire as the main data-gathering instrument for this 

study. The questionnaire was divided into four sections namely Section A, Section B, and 

Section C. The questionnaires used in this study are carefully developed based on the review 

from the established theories and past studies. 

 

Section A and Section B were designed to measure the behavioural dimension of respondents 

that consisted of two tax case scenarios. Following the two scenarios, a few statements were 

developed to capture the elements of the Social Norm Theory namely intention, subjective norms 

and descriptive norms. The measurement items were adopted from a study of Bobek, Hageman, 

and Kelliher (2013) draw on Cialdini and Trost’s (1998) taxonomy of social norms. Section C 

contained questions on the respondents’ profile such as age, gender, education and experience. 
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As this study required the participation of human respondents, a covering letter explaining the 

important details of the study, including its aim and purpose will be attached together with 

research questionnaires for each respondent. Their responses to all questions will remain strictly 

confidential and will be analyzed only after being combined with data from all respondents. The 

respondents also are made aware that the objective of this study is to have their views on 

personal tax matters, not to disclose information pertaining to their income or tax liabilities. The 

respondents were also advised that they could withdraw at any time from the study even during 

the process and they were not forced to participate in the study. By explaining these important 

details, the respondents have a clear picture of the phenomena being investigated and should be 

able to understand the importance of their role in completion of the study. 

 

In order to ensure a higher response rate, the researcher would personally administer the 

questionnaires to ensure that all questions are returned and answered. Being present on the field, 

would enhance the confidence level of the respondents in giving their respond to the questions. 

In some cases, there are certain people reluctant to respond to anonymous surveys and they want 

to know the background of the researcher and purpose of the research. 

 

Research Population and Sample 

Sole proprietors are often mentioned to under reporting their income due its inherent nature of 

the business. Since the business transactions are normally in cash basis, they have greater 

opportunities to evade paying taxes.  Gordon (2010) also opined that firms can evade paying 

taxes by selling their products for cash basis instead of credit term. They can simply keep records 

of their income to avoid from being audited by tax officers, thus resulting in under payment of 

taxes. The tax authorities also tend to audit sole proprietors as compared to other groups of 

taxpayer, but it does not necessarily mean that, this group has committed an offence. This to 

ensure that the taxpayers reported the correct amount of income and paid the right amount of tax. 

 

Therefore the current study will focus on sole proprietors to have a detailed understanding of 

their tax behaviour and compliance. As at 31 December 2016 (the latest annual report of SSM 

that made available for the public), there were 6,375,051businesses registered under the 

Registration of Businesses Act 1956 (ROBA 1956). It was reported that the services sector 

recorded the highest number of establishments operating their businesses in Malaysia for 2016. It 

comprises Transport and Storage, Accommodation, Food and Beverages, Information and 

Communication, Financial Services, Business Services, Education, Health and Social Work, 

Arts, Entertainment and Recreation as well as Other services sub sectors; The Food and 

Beverages sector, had the highest number of establishment in which more than 50 per cent of 

total business in Malaysia are dominated by this sector. 

 

There are three categories of services under this sector namely (a) food services (b) event 

services and (c) beverage services. However, food services had the highest number of 

establishment which accounted for 81.4 per cent. Thus, the current study will focus on food 

services which encompasses broadly by four industries. The four industries are, restaurants and 

restaurants cum night club, cafeterias/canteen, fast food restaurants and food stalls. Food stall 

was the top contributor to the number of establishments accounting for 58 per cent, followed by 

restaurants and restaurants cum night club (37.3 per cent), cafeterias/ canteen (3.3 per cent) and 

fast food restaurants accounted for 1.4 per cent.  
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Based on the above discussion, the current study is confined to sole proprietors that operating the 

business under food stall category. Therefore, the sample covered will consist of sole proprietor 

who operating their business along the North South Highway under the controlled of PLUS 

Expressway Berhad. These sole proprietor are called as stall operator and they are bound with 

the rules and regulations of PLUS Expressway Berhad. Their name lists will be obtained through 

contacted person in the targeted organization. The sample population for this study consist of 

Rest and Service Areas (R&R) that provide traveller a stop point while having a long distance 

journey. There are 24 Rest and Service Area on the PLUS Expressways.  

 

 

CONCLUSION 
The main objective of this study was to examine several factors that could potentially influence 

an individual’s compliance behavior in Malaysia. This study involves a limited number of small 

business owners who operating their business along the PLUS Expressways. As discussed 

before, considerable amounts of research on taxpayer compliance provide evidence that sole 

proprietorships have more opportunity to avoid or evade paying taxes by manipulating the 

business income and expenses. However, little is known about their attitudes on tax compliance 

although they have been recognized as one of the major contributors to the tax gap. Therefore, 

here is a need to better understand the determinants that may influence their beliefs towards 

compliance behavior. Thus in response to this issue, a number of variables that are supported in 

prior literature were included in the research model. While acknowledging that there are various 

factors that might influence compliance, this study focused solely on specific factors within the 

framework of the Social Norm Theory. 
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