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ABSTRACT

The study presented in this paper aimed to find out and obtain empirical evidence about the role
of administrative modernization of the tax collector entity in shaping tax morals to improve private
individual taxpayer compliance. Sampling in this study used the purposive sampling method, which
resulted in a sample of 244 respondents in the city of Madiun (Indonesia). Data analysis was con-
ducted by means of Structural Equation Modeling (SEM) with Partial Least Squares (PLS). The results
showed that morals were positively influential towards taxpayer compliance. Furthermore, high
morals positively influence the taxpayer’s compliance with the modernization of the tax collector
administration as moderation variables.
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EL PAPEL DE LA MODERNIZACION ADMINISTRATIVA EN LA FORMACION
DE LA MORAL FISCAL PARA AUMENTAR EL CUMPLIMIENTO DE LOS

CONTRIBUYENTES: ESTUDIO DE CASO EN MADIUN, INDONESIA
RESUMEN

El estudio que se presenta en este trabajo tiene como objetivo buscar y obtener pruebas empiricas
sobre el papel de la modernizacién administrativa de la entidad recaudadora de impuestos en la
formacidn de la moral fiscal para mejorar el cumplimiento de los contribuyentes particulares. En este
estudio se utilizé el método de muestreo intencional, que dio como resultado una muestra de 244
encuestados en la ciudad de Madiun (Indonesia). El anélisis de los datos se llev a cabo mediante un
modelo de ecuaciones estructurales (SEM) con minimos cuadrados parciales (PLS). Los resultados
mostraron que la moral influye positivamente en el cumplimiento de los contribuyentes. Ademas, la
moral alta influye positivamente en el cumplimiento del contribuyente con la modernizacién de la
administracién de los recaudadores de impuestos como variables de moderacién.
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0 PAPEL DA MODERNIZAGCAO ADMINISTRATIVA NA FORMAGAO DA MORAL FISCAL
PARA AUMENTAR O CUMPRIMENTO DA LEI DO CONTRIBUINTE: ESTUDO DE CASO EM
MADIUN, INDONESIA

RESUMO

O estudo apresentado neste documento visava descobrir e obter provas empiricas sobre o papel
da modernizagdo administrativa da entidade coletora de impostos na formagao da moral fiscal para
melhorar o cumprimento das obrigagdes fiscais dos contribuintes particulares. A amostragem neste
estudo utilizou 0 método de amostragem proposital, que resultou em uma amostra de 244 entrevis-
tados na cidade de Madiun (Indonésia). A anélise dos dados foi realizada por meio de Modelagem
da Equagdo Estrutural (SEM) com Quadrados Menos Parciais (PLS). Os resultados mostraram que a
moral era positivamente influente para o cumprimento das obrigagdes do contribuinte. Além disso,
a moral elevada influencia positivamente o cumprimento do contribuinte com a modernizagéo da
administragdo do coletor de impostos como varidveis de moderagéo.
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INTRODUCTION

Taxes are a major source of government financing and development. The dynamics of
tax changes constantly follow the development of Indonesia’s social and economic
life and society. Fundamental improvements and changes in all aspects of taxation
have been the reason for taxation reform, which is a refinement of taxation policy
and tax administration system. In order to support the increase in the tax revenues,
the Directorate General of Taxation always makes improvements both in the orga-
nizational structure, and in its services. According to the regulation of the Director
General of Taxation number PER-12 / PJ / 2013 concerning guidelines for structuring,
monitoring and evaluating the directorate general of taxation, it is explained that the
Directorate General of Taxes continues to make improvements and refinements, one
of them being the improvement of the organizational structure. The main objective
of this organizational arrangement is so that the functions mandated by the Taxation
Law can be carried out properly.

The Directorate General of Taxation (akin to Colombia’s Direccién de Impuestos
y Aduanas Nacionales - DIAN) is a bureauworking under the Ministry of Finance, in
charge of formulating and implementing technical standardization policies in the
field of taxation.

The phenomenon of decreasing tax revenue occurred in Indonesia.Tax revenue is
defined as the revenues collected from taxes on income and profits, social security
contributions, taxes levied on goods and services, payroll taxes, taxes on the ow-
nership and transfer of property, and other taxes."Total tax revenue, as a percentage
of Gross Domestic Product (GDP), indicates the share of a country’s output that is
collected by the government through taxes” (Organisation for Economic Cooperation
and Development — OECD, 2020).

Tax revenue can be reflected in the tax ratio. The former “is a gauge of a nation’s
tax revenue relative to the size of its economy as measured by Gross Domestic
Product (GDP)” (Kagan, 2020).Thus, “tax ratio is calculated using the formula for tax
revenue divided by Gross Domestic Product (GDP)” (OECD, 2020).Table 1 shows that
tax ratio in Indonesia tends to be low compared to some countries in Southeast Asia.

Table 1.Comparison of tax ratio between Indonesia and other Countries in Southeast Asia

Years
2012 2013 2014 2015 2016 2017
Indonesia 11,4% 113% 108% 107% 103% 99%
Malaysia 156% 153% 148% 143% 138% 13,1%

Country
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Years
Country 2012 2013 2014 2015 2016 2017
Thailand  154% 173% 159% 163% 154% 148%
Singapore 139% 135% 139% 13,6% 13,7% 148%
Vietham  19,0% 191% N N N N

“Unavailable data.

Source: World Bank Group, https://data.worldbank.org/indicator/GC.TAX.TOTL.GD.ZS?

Is the low tax ratio in Indonesia, and its declining trend from 2012 to 2017, a
manifestation of the lack of tax compliance, the latter being the level in which a tax-
payer meets or fails to meet the prevailing taxation regulations in his or her country?
(Pertiwi, 2017). According to Sutedi (2013, p. 227), there are two kinds of obedience:

* Formal obedience: The taxpayer fulfills duty formally pursuant to taxation law.

* Materials obedience: The taxpayer, according to substantial/ truth, fulfills all
taxation rules, that is, appropriate contents and taxation law soul.

In addition, the low tax revenue was allegedly due to various tax scandal cases
involving unscrupulous individuals (taxpayers, and tax authorities). For several years
there have been tax scandals such as fake tax invoices, tax corruption cases, tax
mafia, and tax evasion,among others.Examples of tax cases that occur in Indonesia
are tax evasion by PT. Asian Agri Group in 2014. The former Asian Agri manager
was found guilty of continually submitting false or incomplete tax return (Indonesia:
Surat Pemberitahuan) and information ones (Hukumonline.com, 2014). According
to Mardiasmo (2019, p. 40), tax return (Indonesia: Surat Pemberitahuan) is a docu-
mentation used by the taxpayer to report the calculation or payment of taxes, tax
objects or non-tax objects, or assets and liabilities, according to the provisions of
taxation laws.

Another example is tax evasion by Google:That companytakes advantage of
a tax strategy called “double Irish, Dutch Sandwich”, which allows itto avoid US
income taxes or to withholdtaxes on profits that are implemented in Europe (CNBC
Indonesia, 2019). A series of scandals raise twoquestions:How wasthe tax moral of
citizens, andhow was administrative modernization shape tax moral' to improve
taxpayer compliance.

' Tax morale can be defined as the intrinsic motivation to obey and pay taxes so as to contribute voluntarily to
the provision of public goods (Torgler and Schneider, 2004, in Cahyonowati, 2011).

224 Semestre Econdmico, 23 (55) « julio-diciembre de 2020 « pp. 221-238 « ISSN (en linea): 2248-4345



The Role of Administrative Modernization in Shaping Tax Moral to Increase Taxpayer Compliance: Case Study in Madiun, Indonesia

According to Cahyonowati (2011), taxmorale is a key determinant that can explain
why people are honest or fraudulent in tax matters. It can be concluded that the
taxmoral is a determinant of one’s attitude to fulfilltax rights and obligations. In
connection with the efforts to increase government tax compliance in particular, the
Directorate General of Taxation seeks to issue policies for optimizing tax revenues
by investing in modernization of tax administration. The Directorate performs a
system update called "e-system” whose utilization is expected to facilitate taxpayers
to carry out their tax obligations (especially to pay and report taxes).

The modernization of the tax administration suppressed the original taxation
system —Official Assessment System— to prioritize the Self-Assessment System
(Pandiangan, 2014, p. 8). The formerwas a tax-voting system that authorizes the
Government (Fiskus) to determine the tax amount owed by the taxpayer; while the
latter authorizes taxpayers to determine the amount of tax owed (Mardiasmo, 2016,
p. 9). According to Widodo et al. (2010, p. 2), on the Self-Assessment System the
taxpayer is given the trust to calculate, take into account, deposit, and report and
account for the amount of tax owed. Modernization of Indonesian tax administration
can be a deterrent factor or, on the contrary, it can create bad tax morale, which in
turn will affect tax compliance. According to Feld and Bruno (2002),taxpayers’ tax
morale is supported, or even raised, when the tax officials treat them with respect.
In contrast, when the tax officials consider taxpayers purely as ‘subjects’ who must
be forced to pay their dues, the taxpayers tend to respond by actively trying to
avoid taxation.

Various efforts continue to be done by the Government through the Directorate
General of Taxation in maximizing tax revenues in Indonesia through the Self-
Assessment System. Those reforms, as mentioned by Rahayu and Ita (2009, pp.
120-121), include e-Registration, taxpayer’s account, e-payment, e-SPT, e-filling, and
e-counseling. The system updates show that the Directorate General of Taxation
seeks to continuously optimize the potential of taxes so that the realization of tax
revenues can be achieved. System updates also support the role of the Directorate
General of Taxation in providing excellent service to taxpayers. Services that provide
a variety of convenience and practicality to taxpayers in conducting tax obligations
will try to encourage the creation of taxation compliance.

Cahyonowati (2011) has conducted research on tax morale and tax compliance,
and built a theoretical model of the factors that affect the level of tax moral.One
study by Cahyonowati (2011) has concluded that the level of tax moralein Indonesia
has not grown from the intrinsic motivation of the individual, but rather from the
compulsion of the tax magnitude —an external factor—. Another study by Feld and
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Bruno (2002) analyzed data for Swiss cantons and five different years from the period
1970 to 1995: These authors established a systematic relationship between external
intervention (how the tax officials deal with taxpayers) and intrinsic motivation
(individuals’ tax morale).

We want to re-examine tax compliance, but with some differences. This research
is different from previous ones, which aimed to review the modernization of admi-
nistration (especially the use of e-system), and its influence on tax compliance. In
our study, the modernization of administration as a moderation variable can form
a moral tax to improve tax compliance. Thus, the goal of our research was to know
the role of administrative modernization in shaping tax moral on compliance with
taxpayers. Our study was conducted on individual taxpayers who are registered
at the tax service office in the Madiun City, Indonesia. Madiun has great potential
because there are individual taxpayers with various professional characteristics.

1. LIBRARY OVERVIEW

1.1 Tax Compliance

Taxpayer compliance is the fulfillment of tax obligations carried out by the taxpayer
in the framework of contributing to the development of the state that is expected to
be voluntary. Taxpayer compliance is an important aspect considering the validity of
the Self-Assessment System, which grants full authority to the taxpayer to calculate,
pay and report its tax obligations (Tiraada, 2013, p. 1002). Widodo et al.(2010, p.
284) stated that taxpayer’s compliance is a state where the taxpayer satisfies all tax
obligations, and carries out his/hertax rights.

According to Sutedi (2013, p. 227), there are two kinds of obedience, namely
formal obedience, and material adherence. The former is a state where taxpayers
fulfill formal taxation obligations in accordance with formal provisions in tax laws;
while the latter is a condition where the taxpayer is substantive, and, in fact, fulfills
all provisions of taxation material, namely according to the content and soul of
taxation law. So, it can be concluded that taxpayer compliance is an activity process
(fulfillment of tax obligations and obtaining taxation rights by taxpayers), as stipulated
in the Taxation Law.

Examination is required to see the taxpayer’s compliance. Inspection is a series of
activities to collect and process data, information, or evidence conducted objectively
and professionally, based on a standard examination to test compliance with tax
obligations, or to other purposes in order to implement the provisions of taxation
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legislation (Sumarsan, 2013, p. 93). This tax assessment aims to test the compliance
of tax obligations to provide legal capacity, fairness, and guidance to the taxpayer,
and to implement the provisions of taxation legislation (Mardiasmo, 2016, pp. 53-54).
In Indonesia, implementation of tax audit is governed by regulation of the Minister of
Finance No. 123/PMK. 03/2006, conducted by means of field and office inspection.

If the obligation or right of taxation that has been determined is not fulfilled as
a form of tax compliance, violations will lead to administrative sanctions. Purwono
(2010, p. 68) mentions that sanctions are a real guardrail for the implementation of a
rule that matters rights and obligations. The administrative sanctions imposed on the
exposure violators include the administrative fines, interest, or tax increases owed.
The administrative sanction applies to the violations of taxation administration,
which does not lead to tax crimes.

1.2 Tax Compliance Theory

Various research projects on taxpayer compliance have been widely undertaken
and continue to evolve using various approaches to theory, variables, and research
methods (Torgler, 2002). The development of research on tax compliance started from
research by Allingham and Sandmo (1972),who applied the theory of Criminological
Economics (Economics of Crime). Those authors only included variables that are
considered deterrence effect, with their analysis using expected utility theory. Further
research by Kahneman and Tversky (1979) is not as important as expected utility
theory. These authors argue that theory’s expected utility used as an analysis on
Allingham and Sandmo (1972) has uncertainty. The intended uncertainty is not to be
aware of the potential results of the amount of taxable income hidden taxpayers are
influenced by substantial probabilities will be the taxpayer. Kahneman and Tversky
(1979) developed a prospect theory as an alternative to the first theory.

Andreoni et al. (1998) are pioneers in developing research on tax compliance by
exploring psychological, moral, and social factors. Tax compliance in experimental
research by Alm and McKee (1998) includes psychological, moral, and social elements
by classifying taxpayer behavior through an internal (moral behavior) approach and
a government decision. The internal approach consists of a functional factor that
is personal (moral consideration), and a taxpayer motivation posture (taxpayer’s
mental attitude to the tax authorities and prevailing taxation systems). An external
approach relates to the taxpayer’s attitude to the government’s decision on taxation
rules and systems.
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Kirchler et al. (2008), who developed a model with Slippery Slope Theory, explai-
ned that the psychological-social and deterrence factor has a positive effect on tax
compliance. However, the difference from previous research on the same topic is
that psychological social factors are influential in voluntary tax compliance, while
deterrence factors (such as tax fines, checks and investigations) affect the imposed
tax compliance.

1.3 Modernization of Taxation Administration

The application of this modern taxation administration is a positive indication of the
Indonesian Government to manage taxes effectively and efficiently in a joint effort
with the taxpayer society (Purwono, 2010, p. 18)Widodo et al. (2010, p. 3) explained
that the modernization that began to occur in 2002 covered the reform of taxation
regulations and service systems, the improvement on human resources’ quality,
and the organisation’s restructuring. The modernization of administration as a form
of improvement of the Ministry of Taxation has been implemented to support the
creation of tax compliance.

According to the Finance Department of the Republic of Indonesia (2007, p.
16) improvement of business process is also carried out through information and
communication technologies(ICTs), with the opening of four e-system facilities:
E-registration (System registration, change Data of WP fund or confirmation or
revocation of confirmation of PKP through online direct connected system with
DJP), E-filing (delivery of SPT online via internet and real time), E-payment (the
State acceptance module where the tax payment system conducted online), and
E-Counseling (a tax service provided to the taxpayer for online consultation). All
these facilities include an e-system application, which is used to support the smooth
administration through Internet technology (Pandiangan, 2014). The application is
provided to facilitate taxpayers in carrying out their tax obligations without being
constrained for 24 hours a day and 7 days a week, including holidays. On our analysis,
assessment on the modernization of tax administration is limited to the form of
Business Process improvement, and the utilization of the aforementioned ICTs.

1.4 Tax moral

In the field of taxation, the moral aspect is very important in improving the taxpayer’s
compliance because paying tax is not separated from the condition of the taxpayer
behavior itself. Individuals who prioritize their orientation to universal values, such
as honesty and fairness, will certainly be more obedient than individuals who are
less concerned with honesty and justice (Rakhmat, 2007, p. 93).
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According to Ajzen (2002, p. 4),"Moral obligation is defined as the moral derived
from each individual who is likely to have no one else”. Wanzel (2004) concluded in
his research that the taxpayers moral, ethics, and social norms are very influential
in their conduct. This author also concluded that taxpayers will behave honestly and
adhere to the rules that have been given, so that they have an impact on taxpayer
compliance in their tax fulfillment.

1.5 Hypothesis

1.5.1Tax Moral Effect on Taxpayer Compliance

Attribution theory explains the process of how the causes and motives of a person’s
behavior are determined. This theory refers to the way in which a person explains
the cause of the behavior of another person, or himself, to be determined whether
from internal (such as nature, character, attitude, etc.) or external factors, such as
pressure situations or certain circumstances that influence individuals’ behavior
(Heider, 1958). Attribution theory is closely related to taxpayer compliance with taxes
because it concerns someone’s behavior. Compliance with taxpayers in accordance
with the attribution theory is influenced by internal and external factors, such as
services, regulations, and ease of paying taxes. The variables in this study that
included internal factors that could influence taxpayer compliance were moral levels.

Moral is very important in improving taxpayer’s compliance because payingtaxes
is not separated from the condition of the taxpayer behavior itself. This is due to the
fact that paying taxes is an activity or deed that must be implemented by someone
according to the appropriate applicable regulations. Individuals who prioritize their
orientation to universal values, such as honesty and fairness, should, in theory, be
more obedient than individuals who are less concerned with them. Wanzel conclu-
ded in his research that the moral, ethics, and social norms of taxpayers were very
influential in their behavior (Wanzel in Dicka, 2016, p. 19). A concrete hypothesis
stems from this description:

e Tax Moral of individual taxpayers positively influence their levels of tax com-
pliance.

1.5.2Tax Moral effect on Compliance Taxpayerswith Administrative Modernizationas a Moderation
Variable

Moral is important in tax compliance because itis an attitude that arises in itself
whencarrying out rights and obligations. According to Torgler (2007), tax morale asan
intrinsic motivation to comply with and pay taxes, so as to voluntarily contribute
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to the provision of public goods and the morals of taxes themselves, is a key to
voluntary compliance.

The fact thata person carries out his/her obligation as a rule meansgood morals.
Forming good morals needs support from external taxpayers, one of which is servi-
ces, such as the example of administrative modernization. According to Forest and
Sheffrin (2010), taxpayer’s compliance can be influenced by several factors, namely
the condition of the taxation administration system of a country, services given to
the taxpayer, law enforcement taxation, tax check, and tariff applicable taxes. In
addition, the simplicity of the taxation system is also important.

In the research conducted by Rahayu and Ita (2009), the modernization of taxation
administration system positively and significantly affects taxpayer’s compliance.
These authors tried to test the administration as a variable of moderation between
the moral and taxpayer compliance, so the hypothesis of theirresearch is as follows.

¢ Administration modernization positively moderates the relationship between
tax moral and compliance.

2. RESEARCH METHODOLOGY

2.1 Type of Research

This research is a quantitative study using primary data from a survey. The data source
in this study was obtained from a questionnaire that was distributed to individual
taxpayers in the city of Madiun, Indonesia, in 2019.

2.2 Data Sources and Data Collection Techniques

The data collection technique of this research was purposive sampling, a non-random
sampling technique where the researcher determines the sampling by determining
specific characteristics in accordance with the research objectives. There are three
criteria for the research sample, including: first, a person who has a Taxpayer Identifi-
cation Number. Second, individual taxpayers are married. Third, individual taxpayers
have paid at least three times. A questionnaire was used for collecting the data.

Ourresearch relied on a basic scale of measurements, using five-scale sequences
with the criteria: fully agree = 5; agree = 4; neutral = 3; disagree = 2; strongly
disagree (STS) = 1. Pilot/pre-testing was conducted before applying the questionnaire
to prospective respondents.
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2.3 Operational definitions and variable measurements

This research contains three variables: An independent one(tax moral), a dependent
one (taxpayer compliance), and one moderator variable (modernization of adminis-
trative system).

2.3.1  Modernization of administrative systems

Sarunan (2015) explained that the modernization of the taxation administration is
aimed atimprovingthe organizational structure and technology utilization in relation
to the implementation of the tax administration process. Effectiveness and efficiency
of the implementation of the administrative modernization has created a taxpayer’s
compliance so that, at the end of the research, it can be concluded that the effecti-
veness and efficiency of modernization of tax administration is tax compliance. For
example, at this time, in Indonesia, taxpayers can fill a tax return (SPT) online by
using the e-filling facility. This variable was measured by means ofseveral indicators,
as it has been done in Zuhair (2018). Researchers coded the questionnaire statement
indicator from the administrative system modernization variable to make it easier
to read the results of the SmartPLS test. The following is the indicator code for the
questionnaire statement: MSA27, MSA28, MSA29, MSA30 and MSA3I.

2.3.2 Taxpayer compliance

The taxpayer’s compliance means his/her adherence to the teaching in taxation.
Tax compliance is obedience, submission, obedience, and compliancewith tax
regulations. The measurement of the taxpayer compliance variable was adopted
in the research of Najla Ulfah Salsabila (2018) with indicators of the timeliness of
paying taxes, the timeliness of submitting the SPT, and correct charging of the SPT
form. Researchers coded the questionnaire statement indicator from the taxpayer
compliance variable to make it easier to read the results of the SmartPLS test. The
following is the indicator code for the questionnaire statement: KWP1, KWP2, KWP3,
KWP4, KWP4, KWP5, KWP6, and KWP7.

2.3.3Tax Moral

Moral is the individual norm possessed by a person in carrying out his/her exposure.
Ethics, principles of life, and feelings of guilt are later attributed to the fulfillment
of tax obligations, in this case, for the taxpayer’s compliance of the private person.
The variable measurement of moral was adopted from Nabilla (2018). This variable
uses indicators of violating existing ethics, feelings of guilt if the taxpayer does not
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fulfill their obligations, and life principles regarding taxes. Researchers coded the
questionnaire statement indicator from the moral variable to make the results of the
SmartPLS test easier to read. The following is the indicator code for the questionnaire
statement: MRL8, MRL9, MRL10, MRLI11, MRLI2, MRLI3, MRLI14, MRLI15, MRLI6,
MRLI7, MRLI8, MRLI19, MRL20, MRL21, MRL22, MRL23, MRL24, MRL25, and MRL26.

2.4 Data Analysis Techniques

In this study, the data analysis was conducted by using Partial Least Square (PLS)
approach. PLS is a component-based Structural Equation Modeling (SEM) equation
model. According to Ghozali (2006), PLS is an alternative approach that shifts from
a covariance-based SEM approach to a variance-based one.

According to Ghozali (2006), the goal of PLS is to help researchers for the purpose
of predictions. The formalized model defines the latent variable as a linear aggregate
of its indicator. The weight estimation for making the latent variable score component
is obtained based on how the inner model and the outer model are specified. The
result is the residual variance of the dependent variable.

Evaluation of the outer model was done to assess the validity and reliability of
the model. Validity measured with an exploratory average variance (AVE) should be
more than 0.5. Furthermore, Reliabilities measured with Cronbach’s Alpha should
be greater than 0.6.

By evaluating the inner model, it can be seen whether the value of R-square, used
to describe the influence of a specific exogenous latent variable to the endogenous
latent variable, has a substantive effect. R-square values of 0.75, 0.50 and 0.25 can
lead to conclude that the model is strong, moderate, and weak, respectively.

Standardized Root Mean Square Residual (SRMR) is used to measure the extent
to which the model proposed by the researcher is truly fit or not. This is to measure
the difference between the observed correlation matrix and the correlation matrix
implied in the model. In other words, the SRMR reflects the average magnitude of
the difference: The lower SRMR, the better. By convention, the model is appropriate
if the SRMR is less than 0.08 (Hu & Bentler, in Garson, 2016, p. 68).

3. RESULTS AND DISCUSSION

The following is a description of sample characteristics and the results of the analysis
using questionnaire data using SmartPLS tool.
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3.1 Respondent details

Table 2 summarizes the details of the respondents by gender and education level.
Males count as much as 172 and females 72. Education level that many respondents
education Sl as much as 100 and at least so respondents in the level of education
S3 as much as 6.

Table 2. Respondent Details’

Education

Gender Total
SMP SMA Sl S2  S3
Male 20 47 70 30 5 172
Women 4 27 30 10 1 72
Total 24 74 100 40 6 244

"SMP= Junior High School; SMA= Senior High School; S1= Bachelor's degree; S2= Master’s degree; S3= PhD.
Source: Ubaidillah and Amah (2019).

3.2 Questionnaire Data Results

The outer model is a stage to determine the validity and reliability. In order to
determine the validity of what wasmeasured, an outer loading and AVE were used.
The requirement to qualify for validity had to be above 0,50. The results of the
outer loading are 11 indicators that do not meet the criteria because the below
0.50 are KWP2, KWP4, MRL9, MRL17, MRL18, MRLI19, MRL20, MRL21, MRL25,
MRL26, and MSA?29.

Table 3. AVE and Cronbach’s Alpha

AVE Cronbach’s Alpha
Kwp 0,629919 0,870342
MRL 0,56121 0,868262
MSA 0,800961 0,918075

Source: Data Processing result SmartPLS 2 (2019)

The validity measurements in table 3 are AVE results, indicating that the test
results of all the construction already meet the criteria (> 0.50);while the reliability
measurement using Cronbach’s Alpha in table 3 indicates that the results of the
Cronbach’s Alpha test already meet the criteria (>0.7). The results of the validity
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test and reliability have indicated that the research questionnaire data is both valid
and reliable.

The inner model was evaluated using R-square (R?) for the dependent construct,
the T-Test, and a significant part of the structural path parameter coefficient. R? can
be used to assess whether the influence of the independent latent variable has a
substantive effect against the dependent latent one.

The PLS test results show that the R-Square value of 0.723528 is included in
the strong category, because a value higher than0.50 indicates that the dependent
variable has a substantive effect. Based on the results of calculating SmartPLS, it
can be seen to what extent this research model is truly fit or not, which can be seen
from the estimated SRMR model, as presented in the table below.

Table 4. Model Fit

Saturated Model Estimated Model
SRMR 0.077 0.077
d_ULS 1.312 1.312
dG 2.943 2.943
Chi-square 743.763 743.763
NFI 0.797 0.797

Source: Data Processing result SmartPLS (2019).

Based on the SmartPLS calculation results, the SRMR results for the reflective
research model were 0.077 Because they were below 0.8, the research model is inclu-
ded in the good fit category. Hypothesis testing in this study using Path Coefficients
(Mean, STDEV, T-Values) is presented by the following test Path Coefficients results.

Table 5. Path coefficients (Mean, STDEV, T-Values)

Original Sample Standard Deviation ~ Standard Error T Statistics
Sample ©)  Mean (M) (STDEV) (STERR)  (|O/STERR|)

MRL -> KWP 1.35597 1.32246 0.35473 0.35473 2.822537
MRL * MSA -> KWP 1.02265 0.97306 0.74875 0.74875 3.365803
MSA -> KWP 0.77736 0.74129 0.58462 0.58462 3.329697

Source: Data Processing result SmartPLS 2 (2019).
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In table 5, it can be seen that moral (MRL) positively affects the tax compliance
(KWP), with the T-Statistics value of 2.822537 (above 1.96), and Original Sample of
1.35597 showing positive numbers. Path Coefficients test results show that moral
(MRL) positively affects the tax compliance (KWP) with the modernization of admi-
nistration (MSA), as variable moderation due to the T-Statistics amounts to 6.796691
(above 1.96)andoriginal sample amounts to 0.74285,both showing positive numbers.

3.3 Discussion

The first hypotheses test results show that moral positively affects taxpayer compliance
for the case of Madiun, Indonesia. Tax compliance is inherent in the moral value of
taxes, for morals are the attitude and stance of this individual more touching on the
part of an individual’s sense of duty. It can be seen as a moral obligation to pay taxes,
i. e. confidence to contribute to society by paying taxes. When people have good
morals, they obey the established tax laws.In this sense, building good morals for
future generations must involveapplying character education in schools. According
to Santrock, the latter is an education with a personal approach, directly aimed at
students; its function is to instill moral values, and also to provide lessons to students
about moral knowledge so that theydo not take actions against the prevailing norms.

The second hypothesis test result indicates that moral positively affects the
taxpayer’s compliance with the modernization of the administration as a moderation
variable. Positive influence suggests that the emergence of good moral is enhanced
by the administrative modernization of the collecting agency. If the modernization of
tax administration is implemented properly, personal taxpayers will be more obedient
in reporting their taxes because, with the modernization of tax administration,
namely with a good organizational structure, the use of information technology,
the improvement of resources and the implementation of good governance, it shall
be easier for taxpayers to report their taxes. The higher the modernization of the
administration is, a good moral will arise and a sense of responsibility to the taxpayer
will be carried out.

4. CONCLUSION

From the discussion above, it can be concluded from this study that morale has
a positive effect on tax compliance, with modernization as a moderating variable.

Evaluation of the research conducted should consider the limitations that may
affect the results of the study. The limitation in this study was the difficulty of
controlling the full answer given by the taxpayer.
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[t is expected that this research can contribute to improve scholars’ understan-
ding of the role of administrative modernization in shaping tax moral to increase
taxpayer compliance. The results of this research are also expected to result in a
discussion that can be further developed and tested again on other research pro-
jects. In addition, this study is expected to be able to contribute to the government
so that tax administration is easier to access (and in addition to the government,
community leaders provide knowledge and understanding of taxpayers).Subsequent
studies are expected to expand the research object to more than one city, and add
independent variables. Furthermore, the next method of study should bea mixture
one, i. e. a method that combines quantitative and qualitative analysis.
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