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ABSTRACT

Tax evasion poses significant challenges, prompting governments to adopt various
strategies to enhance taxpayer compliance. In China, this challenge is particularly
pronounced among small and medium-sized enterprises, which are critical to the
national economy yet frequently struggle to fulfil their tax obligations, resulting in
substantial compliance gaps. Historically, the Chinese government has relied heavily
on stringent regulatory measures and the exercise of governmental authority to deter
noncompliance. However, widespread concerns regarding the integrity of tax officials
have significantly diminished the effectiveness of these approaches. In recent years,
the widespread application of information technology in tax administration has
gradually transformed the regulatory landscape and subtly influenced taxpayer
behaviour. Against this backdrop, the present study examines the impact of
governmental power, the integrity of tax officials, and information technology on tax
compliance, as well as their roles in fostering taxpayer trust. Drawing on data
collected from a questionnaire survey of 407 small and medium-sized enterprises, the
analysis demonstrates that power, integrity, and IT each exert a significant effect on
tax compliance, with advanced information technology showing the most substantial
influence. This finding indicates that, compared to traditional supervisory methods
employed by tax authorities, the integration of information technology into tax
administration has begun to reshape the compliance environment, and may become
the most critical determinant of taxpayer behaviour in the future. Furthermore, the
mediating effects of power, integrity, and IT on taxpayer trust are also found to be
significant, underscoring the increasing importance of trust in the compliance process.
Among these factors, the integrity of tax officials emerges as the most influential
determinant of taxpayer trust. Overall, this study confirms the distinct effects of
information technology, governmental power, and the integrity of tax officials on tax
compliance in China. It not only highlights how improvements in regulatory
enforcement (power), institutional integrity (integrity), and technological tools
(information technology) can enhance compliance, but also offers a fresh perspective
on the role of taxpayer and tax authority relationships in addressing compliance
challenges. Ultimately, the study provides a strong theoretical foundation and
empirical support for efforts aimed at improving tax compliance, promoting tax equity,
and optimising the efficiency of tax administration.
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CHAPTER 1
INTRODUCTION

This chapter serves as the foundation for the study, introducing the background
and rationale behind the research. It begins by outlining the significance of tax
compliance in the broader economic and institutional context, particularly in the case
of China, where small and medium-sized enterprises (SMEs) play a critical role.
Given the challenges SMEs face in meeting tax obligations, the chapter highlights the
importance of addressing the tax compliance, particularly in light of the government's
push for digitalisation and modernization of tax systems.

Moreover, this chapter formulates the research questions and objectives that
guide the investigation, offering a comprehensive approach to understanding tax
compliance in the context of China’s evolving tax system. In addition, the chapter
further clarifies the scope of the investigation, defining the core concepts and setting
the stage for the theoretical framework and hypothesis development. By addressing
key gaps in the current literature and emphasizing the practical relevance of the study,
this chapter underscores the necessity of exploring these issues in order to improve tax

compliance among SMEs in China.

1.1 Background of the Study

Taxation, as a crucial component of economic sectors, constitutes the primary
source of national income and plays a pivotal role in the realm of finance (Al-
Maghrebi et al., 2022). Many essential services and public goods are funded through
revenue generated from taxes. Simultaneously, taxation is also vital for enabling
redistribution and reducing reliance on foreign aid and revenues from natural
resources (Okunogbe & Santoro, 2023). Thus, preserving tax stability is a budgetary
goal of every country, and increasing taxpayer compliance is an effective strategy to
achieve this stability. However, the widespread occurrence of tax evasion continues
across global jurisdictions (Alshira’h et al., 2020). Therefore, Tax compliance is
crucial to the health of any economy, particularly in ensuring that governments can
provide essential public services and maintain infrastructure (Al-Maghrebi et al.,

2022).
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