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 This study looks into how financial literacy and behavioral bias affect 

Indonesian individual taxpayers' decisions about tax compliance. A 

standardized questionnaire with a Likert scale (1–5) was used to gather 

quantitative data from 250 respondents. SPSS version 25 was used for 

the study, and the data's robustness was confirmed using validity, 

reliability, and traditional assumption tests. The results of multiple 

linear regression analysis showed that behavioral bias significantly and 

negatively affects tax compliance, suggesting that cognitive distortions 

including mental accounting, loss aversion, and overconfidence lower 

the likelihood of compliance. On the other hand, financial literacy has 

a favorable and noteworthy impact, indicating that those who are 

financially literate are more likely to comprehend their tax 

responsibilities and voluntarily comply. 43.2% of the variance in tax 

compliance decisions may be explained by the regression model. These 

results highlight how crucial it is to remove psychological obstacles 

and improve taxpayer education in order to increase voluntary 

compliance in Indonesia. 
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1. INTRODUCTION 

Tax compliance remains a critical 

issue in developing countries, including 

Indonesia, where the tax ratio is relatively low 

compared to other nations in the same 

economic bracket. The government heavily 

relies on tax revenue to fund national 

development, making voluntary tax 

compliance by individual taxpayers a 

cornerstone of fiscal sustainability. Despite 

various reforms and digital innovations 

implemented by the Indonesian Directorate 

General of Taxes (DGT), challenges in 

encouraging compliance persist. Traditional 

approaches have focused on deterrence, 

enforcement, and simplification of tax 

procedures. However, recent studies suggest 

that psychological and cognitive factors, 

including behavioral biases and financial 

literacy, also play a significant role in 

influencing taxpayer decisions [1]. Taxpayer 

knowledge and awareness significantly 

impact compliance, with increased 

understanding positively influencing 

voluntary tax behavior, indicating that 

educational initiatives could be instrumental 

in enhancing compliance [2], [3]. Moreover, 
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the modernization of tax administration 

systems—such as streamlined procedures and 

technological integration—has been shown to 

reduce complexity and improve the taxpayer 

experience, further encouraging compliance 

[2]. Nonetheless, issues such as complex 

regulations and low trust in tax authorities 

continue to hamper compliance efforts, 

suggesting a need for simplification and 

increased institutional transparency [4]. While 

sanctions and enforcement remain relevant, 

their effectiveness is significantly amplified 

when integrated with strategies to raise 

awareness and build taxpayer trust [3], [5]. 

Altogether, these findings underscore the 

necessity of a multifaceted approach that 

combines regulatory reform, technological 

innovation, education, and psychological 

insight to improve tax compliance in 

Indonesia. 

Behavioral economics offers valuable 

insights into how cognitive distortions—such 

as overconfidence, mental accounting, and 

loss aversion—can significantly affect 

financial decision-making, including tax 

compliance. Taxpayers do not always behave 

in a purely rational manner; rather, they are 

influenced by heuristics and behavioral biases 

that may lead to non-compliant behavior, 

either deliberately or unconsciously. 

Overconfidence can lead individuals to 

underestimate the risks associated with non-

compliance, such as penalties or audits, 

resulting in a higher likelihood of tax evasion 

[6], [7], while unrealistic optimism—another 

form of overconfidence—may cause 

taxpayers to believe they are less likely to be 

caught or penalized compared to others [8]. 

Mental accounting, in which individuals 

cognitively categorize and treat money 

differently depending on its source or 

intended use, may lead to irrational financial 

decisions, such as underreporting income or 

misallocating funds for tax payments [7]. In 

this context, taxpayers may rationalize non-

compliance by mentally segregating tax 

obligations from other financial 

responsibilities, thereby reducing the 

perceived importance of fulfilling those 

obligations [9]. Furthermore, loss aversion—

the tendency to prefer avoiding losses over 

acquiring equivalent gains—can drive 

individuals to view tax payments as a loss, 

prompting strategies aimed at minimizing 

this perceived loss [6], and may also lead to 

resistance against tax increases or policy 

changes, as individuals focus more on 

potential losses than on the collective benefits 

of compliance [10]. Altogether, these cognitive 

distortions highlight the importance of 

incorporating behavioral insights into the 

design of tax policy and taxpayer education to 

improve compliance outcomes. 

Financial literacy, defined as the 

ability to understand and effectively use 

various financial skills such as personal 

financial management, budgeting, and 

investing, plays a crucial role in enhancing 

taxpayers' awareness, responsibility, and 

ultimately their tax compliance. Individuals 

with higher financial literacy are better 

equipped to comprehend the implications of 

tax compliance, recognizing not only their 

legal obligations but also the broader benefits 

of contributing to national development. This 

understanding fosters more responsible 

financial behavior and increases the 

likelihood of fulfilling tax duties. Tax literacy, 

as a specific component of financial literacy, is 

particularly vital for helping individuals 

understand their tax obligations and the 

advantages they bring to public services and 

infrastructure [11], [12]. Studies have shown 

that improved tax literacy has a positive 

impact on compliance rates, as it cultivates 

greater awareness and acceptance of the tax 

system [13]. Moreover, government initiatives 

and structured educational programs 

significantly contribute to improving both 

financial and tax literacy, reinforcing effective 

personal financial management and 

encouraging voluntary tax compliance [14]. 

Ultimately, financially literate individuals are 

more likely to manage their income, 

spending, and taxes responsibly, leading to 

more consistent and informed compliance 

behavior [15].  

5 A Brief Study On Recent Trends in Financial 

Literacy 

Given the limited empirical evidence 

on how behavioral bias and financial literacy 

jointly influence tax compliance decisions in 
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Indonesia, this study seeks to fill the research 

gap by analyzing these factors through a 

quantitative lens. 

2. LITERATURE REVIEW 
2.1 Tax Compliance 

Tax compliance is influenced by 

economic, psychological, and social 

factors, making it more complex than 

what traditional economic models like 

those of Allingham and Sandmo can 

explain [16]. These models focus on 

rational choices based on audit risks and 

penalties but often fail to account for high 

voluntary compliance rates. In Indonesia, 

low compliance is driven by complex 

regulations, limited understanding, and 

weak enforcement. Recent studies 

emphasize the role of behavioral and 

socio-psychological factors such as tax 

morale, norms, perceptions of fairness, 

and trust in authorities [16]–[18]. 

Frameworks like the slippery slope model 

and theories such as the Theory of 

Planned Behavior show that internal 

motivations and financial awareness also 

significantly shape taxpayer behavior, 

particularly among those without 

professional tax support [19]. Thus, 

improving compliance requires 

integrating both economic and behavioral 

approaches. 

2.2 Behavioral Bias 

Behavioral biases significantly 

impact tax compliance by shaping how 

taxpayers perceive and respond to their 

tax obligations, often causing systematic 

deviations from rational decision-making 

and leading to non-compliance. Biases 

such as overconfidence, mental 

accounting, loss aversion, and anchoring 

influence financial behavior in ways that 

undermine voluntary compliance. 

Overconfidence bias causes taxpayers—

especially among small and medium 

enterprises—to overestimate their ability 

to evade taxes undetected, often due to a 

misjudgment of their understanding of 

tax regulations [20]. Mental accounting 

leads individuals to separate tax 

obligations from other financial 

responsibilities, resulting in inconsistent 

compliance as they prioritize other 

financial goals [21]. Loss aversion, 

wherein taxes are perceived as personal 

losses, motivates efforts to reduce or 

avoid payments, particularly on income 

sources perceived as deserved or earned 

[21]. Anchoring bias further distorts 

decision-making, as taxpayers rely on 

arbitrary reference points or past 

experiences when reporting income, 

leading to systematic errors [18]. 

Recognizing and addressing these 

behavioral patterns is essential for 

developing more effective and targeted 

tax compliance strategies. 

2.3 Financial Literacy 

Financial literacy is crucial for 

enabling individuals to make informed 

financial decisions, including those 

related to tax compliance, yet in 

Indonesia, low financial literacy levels 

have been consistently linked to poor 

financial behavior and widespread tax 

non-compliance. Financial literacy 

encompasses a combination of 

knowledge, skills, attitudes, and 

behaviors that support financial well-

being and economic resilience—

competencies essential for understanding 

tax responsibilities and navigating 

complex tax systems [22], [23]. It 

empowers individuals to make sound 

decisions on saving, investing, and 

managing debt, which are foundational 

for responsible tax behavior [22], while 

also helping them grasp the consequences 

of evasion and the societal benefits of 

paying taxes [24]. To address these gaps, 

financial education campaigns have been 

launched to improve public 

understanding of financial and tax 

systems, with some evidence from India 

suggesting such initiatives can enhance 

economic protection and reduce poverty 

[23]. However, challenges persist, 

including disparities in literacy levels 

across demographics—shaped by gender, 

age, and education—as well as the 

influence of cognitive biases and limited 

digital financial skills, all of which can 
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obstruct effective financial decision-

making [22]. Moreover, some studies 

indicate that current education efforts 

have had only a modest impact on actual 

financial behaviors, pointing to the need 

for more targeted and adaptive strategies 

[24]. 

2.4 Theoretical Framework 

This research is guided by 

Behavioral Economics Theory, which 

integrates psychological and economic 

perspectives to explain why individuals 

often engage in irrational financial 

behaviors, highlighting how cognitive 

limitations and emotional influences can 

lead to suboptimal decisions, including in 

tax compliance. Complementing this, 

Human Capital Theory emphasizes the 

role of education and knowledge as 

investments that enhance individuals' 

decision-making abilities, suggesting that 

higher financial literacy can lead to better 

economic outcomes, such as improved tax 

compliance. Drawing from these 

theoretical foundations and supporting 

literature, the following hypotheses are 

proposed. 

H1: Behavioral bias significantly 

influences the tax compliance decisions of 

individual taxpayers. 

H2: Financial literacy significantly 

influences the tax compliance decisions of 

individual taxpayers. 

 

3. RESEARCH METHODS 

This study adopts a quantitative 

research approach with an explanatory design 

to examine the causal relationship between 

behavioral bias and financial literacy 

(independent variables) and tax compliance 

decisions (dependent variable). The 

quantitative method is suitable for identifying 

patterns, assessing statistical relationships, 

and determining the significance of variables 

through numerical data and structured 

analysis. The target population includes 

individual taxpayers in Indonesia from both 

formal and informal economic sectors. A 

purposive sampling technique was used to 

select 250 respondents based on the following 

criteria: Indonesian citizens aged 21 years and 

above, registered as individual taxpayers 

(NPWP holders), actively filing income tax 

returns in the last two years, and willing to 

complete a survey. The sample size was 

chosen to ensure statistical power for 

regression analysis and to accommodate 

potential non-responses. 

Data were collected using a 

structured questionnaire distributed both 

online and offline, divided into four sections: 

demographic information, behavioral bias 

indicators, financial literacy indicators, and 

tax compliance decision indicators. Responses 

were measured using a 5-point Likert scale 

ranging from 1 (strongly disagree) to 5 

(strongly agree). A pilot test involving 30 

respondents was conducted to validate the 

questionnaire’s clarity and reliability, 

followed by necessary revisions. The variables 

measured include Behavioral Bias (X₁) with 

indicators such as overconfidence, loss 

aversion, mental accounting, and anchoring; 

Financial Literacy (X₂), encompassing 

knowledge of tax obligations, understanding 

financial terms, and personal finance 

management; and Tax Compliance Decision 

(Y), reflecting willingness and behavior in 

fulfilling tax obligations. Each construct was 

assessed for internal consistency using 

Cronbach’s Alpha. 

SPSS version 25 was used to analyze 

the gathered data. Descriptive analysis to 

profile respondent characteristics, validity 

and reliability testing with Pearson 

correlation and Cronbach's Alpha, and 

traditional assumption tests like 

heteroscedasticity (scatterplot), 

multicollinearity (VIF), and normality 

(Kolmogorov-Smirnov) were all part of the 

analysis process. Using the model Y = α + β₁X₁ 

+ β₂X₂ + ε, where Y is the tax compliance 

decision, X₁ is behavioral bias, X₂ is financial 

literacy, α is the constant, β₁ and β₂ are 

regression coefficients, and ε is the error term, 

multiple linear regression was used to test the 

simultaneous and partial effects of behavioral 

bias and financial literacy on tax compliance. 

R2 was used to assess the model's explanatory 

power, t-tests for individual predictors, and F-

tests for the entire model. 
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4. RESULTS AND DISCUSSION 
4.1 Descriptive Statistics 

Descriptive statistics provide an 

overview of the respondents’ 

demographic characteristics and the 

distribution of responses for each 

research variable. This section helps 

establish a general profile of the 

participants and offers initial insights into 

their behavioral tendencies related to tax 

compliance. A total of 250 individual 

taxpayers in Indonesia took part in the 

study. Based on the demographic data, 

54% of respondents were male and 46% 

female. The largest age group was 26–35 

years (41.2%), followed by 36–45 years 

(23.2%). In terms of education, most 

respondents held a diploma or bachelor's 

degree (69.2%), while 16.8% had a 

postgraduate degree. Regarding 

occupation, 43.2% were private sector 

employees, 28.0% were entrepreneurs, 

and 20.8% were civil servants. The most 

common income range was IDR 5–10 

million per month (44.8%), indicating a 

relatively stable financial base among 

participants. These demographics suggest 

that the sample primarily consists of 

educated and economically active 

individuals. 

Descriptive statistics for each 

research variable—behavioral bias, 

financial literacy, and tax compliance 

decision—were analyzed using SPSS 

version 25. Measures such as mean, 

standard deviation, minimum, and 

maximum scores were calculated to 

understand the central tendency and 

dispersion of each variable. This statistical 

summary provides a foundational 

understanding of respondents’ 

behavioral patterns, levels of financial 

literacy, and their tendencies regarding 

tax compliance. These initial descriptive 

results are crucial before conducting 

further inferential analysis to test the 

research hypotheses. 

Table 1. Descriptive Statistic 

Variable 
Number 

of Items 
Mean 

Standard 

Deviation 
Minimum Maximum 

Behavioral Bias (X₁) 5 3.28 0.56 2.00 4.80 

Financial Literacy (X₂) 5 3.85 0.62 2.20 5.00 

Tax Compliance Decision (Y) 5 4.01 0.49 2.60 5.00 

The descriptive statistics reveal 

that behavioral bias among respondents 

has a moderate presence, with a mean 

score of 3.28 and a standard deviation of 

0.56, indicating moderate variability in 

cognitive tendencies such as 

overconfidence or loss aversion. In 

contrast, financial literacy scores are 

relatively high, with a mean of 3.85 and a 

standard deviation of 0.62, suggesting 

that most taxpayers possess a good 

understanding of financial principles and 

tax-related knowledge. Tax compliance 

decision scores are even higher, with a 

mean of 4.01 and a relatively low standard 

deviation of 0.49, indicating consistent 

and generally compliant behavior among 

respondents. Overall, these findings 

suggest that while financial awareness 

and tax compliance are strong among 

individual taxpayers in Indonesia, the 

moderate presence of behavioral biases 

may still influence their decision-making 

processes—setting the foundation for 

further inferential analysis in the 

subsequent sections. 

4.2 Validity and Reliability Testing 

To ensure the accuracy and 

consistency of the measurement 

instruments used in this study, both 

validity and reliability tests were 

conducted using SPSS version 25. Validity 

testing was carried out to determine 

whether each questionnaire item 

accurately measured the intended 

construct. The Pearson product-moment 

correlation was employed to assess 

construct validity for each indicator 
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within the variables. According to the 

criteria, an item is considered valid if its 

correlation coefficient (r) with the total 

construct score exceeds 0.30 and is 

significant at p < 0.05. The results of the 

validity test confirmed that all items met 

these thresholds, indicating that the 

questionnaire items were valid and 

suitable for further analysis. 

Table 2. Validity Testing 

Variable Indicator Pearson Correlation (r) Sig. (2-tailed) Validity 

Behavioral Bias (X₁) 

BB1 0.627 0.000 Valid 

BB2 0.591 0.000 Valid 

BB3 0.684 0.000 Valid 

BB4 0.652 0.000 Valid 

BB5 0.604 0.000 Valid 

Financial Literacy (X₂) 

FL1 0.713 0.000 Valid 

FL2 0.744 0.000 Valid 

FL3 0.687 0.000 Valid 

FL4 0.702 0.000 Valid 

FL5 0.671 0.000 Valid 

Tax Compliance Decision (Y) 

TC1 0.736 0.000 Valid 

TC2 0.709 0.000 Valid 

TC3 0.753 0.000 Valid 

TC4 0.732 0.000 Valid 

TC5 0.781 0.000 Valid 

All indicator items in this study 

have correlation coefficients above 0.30 

and are significant at the 0.01 level, 

indicating strong construct validity and 

confirming that the questionnaire items 

are valid for further analysis. In addition 

to validity, reliability testing was 

conducted to assess the internal 

consistency of items within each variable 

using Cronbach’s Alpha. A construct is 

considered reliable if its Cronbach’s 

Alpha value is equal to or greater than 

0.70. The results show that Behavioral 

Bias (X₁) has an alpha of 0.771, Financial 

Literacy (X₂) 0.811, and Tax Compliance 

Decision (Y) 0.798, all exceeding the 

reliability threshold. These results 

confirm that the measurement 

instruments used in this study are both 

valid and reliable, making them suitable 

for subsequent statistical analyses. 

4.3 Classical Assumption Testing 

Before conducting multiple 

linear regression analysis, it is essential to 

ensure that the classical assumptions of 

linear regression are met. These 

assumptions include normality, 

multicollinearity, and homoscedasticity. 

The analysis was conducted using SPSS 

version 25. 

a. Normality Test 

 Using the Kolmogorov-

Smirnov (K-S) test as the evaluation 

tool, the normality test was carried 

out to determine whether the 

regression model's residuals are 

normally distributed. H₀ (null 

hypothesis), which asserts that the 

data is normally distributed, and H₁ 

(alternative hypothesis), which 

asserts that the data is not, are the 

test's hypotheses. The decision rule 

states that the data can be regarded as 

regularly distributed if the 

significance value (p-value) is higher 

than 0.05. The test findings indicate a 

Sig. (2-tailed) value of 0.200 and a 

Kolmogorov-Smirnov Z value of 

0.067. The normality assumption for 

the regression analysis is satisfied 

since the significance value is greater 

than 0.05, indicating that the residuals 

are regularly distributed. 

b. Multicollinearity Test 

 A situation known as 

multicollinearity occurs when 
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independent variables have a high 

degree of correlation, which may 

skew the estimation of regression 

coefficients and lower the model's 

dependability. This study employed 

the Variance Inflation Factor (VIF) 

and Tolerance values to identify 

multicollinearity, with the 

requirements that VIF be less than 10 

and Tolerance be larger than 0.10. 

According to the test findings, the VIF 

values for Financial Literacy (X₂) and 

Behavioral Bias (X₁) are 1.143 and 

0.875, respectively. It is possible to 

conclude that there is no 

multicollinearity between the 

independent variables and that the 

regression model is free from 

multicollinearity problems because 

all VIF values are significantly below 

10 and all tolerance values are more 

than 0.10. 

c. Heteroscedasticity Test 

 Heteroscedasticity refers to a 

condition in which the variance of 

residuals varies across levels of the 

independent variables, potentially 

violating one of the key assumptions 

of regression analysis. To detect 

heteroscedasticity in this study, a 

scatterplot of standardized residuals 

versus predicted values was 

analyzed. The scatterplot revealed 

that the residuals are randomly and 

evenly scattered around the 

horizontal axis, with no visible 

patterns or funnel-shaped 

distributions. This observation 

suggests that the variance of the 

residuals is constant across all levels 

of the predictors, indicating that the 

regression model does not suffer from 

heteroscedasticity and thus meets this 

assumption. 

4.4 Multiple Linear Regression Analysis 

The results of a multiple linear 

regression analysis that looked at how 

financial literacy (X₂) and behavioral bias 

(X₁) affected individual taxpayers' 

decisions about tax compliance (Y) in 

Indonesia are shown in this section. SPSS 

version 25 was used for the analysis. The 

formula for the regression model is Y = α 

+ β₁X₁ + β₂X₂ + ε, where ŵ is the error term, 

α is the constant, β₁ and β₂ are the 

regression coefficients, X₁ is behavioral 

bias, and X₂ is financial literacy. The 

purpose of this model is to assess how the 

independent variables affect the 

dependent variable separately and in 

combination. 

According to the model 

summary, there is a moderate to strong 

positive link between financial literacy, 

tax compliance decisions, and behavioral 

bias, with the multiple correlation 

coefficient (R) standing at 0.657. With a 

coefficient of determination (R2) of 0.432, 

the two independent variables in the 

model account for 43.2% of the variance in 

tax compliance decisions. The model's 

explanatory power is further supported 

by the modified R2 value of 0.427, which 

takes into consideration the number of 

predictors utilized. Other factors not 

included in this study account for the 

remaining 56.8% of the variation in tax 

compliance behavior.

Table 3. F-Test 

Model Sum of Squares Df Mean Square F Sig. 

Regression 26.098 2 13.049 94.080 0.000 

Residual 34.255 247 0.139   

Total 60.353 249    

The F-value of 94.080 with a 

significance level of 0.000, which is less 

than 0.05, indicates that the regression 

model is statistically significant. This 

result confirms that the independent 

variables—Behavioral Bias and Financial 

Literacy—simultaneously have a 

significant influence on Tax Compliance 

Decisions among individual taxpayers. 
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Table 4. t-Test 

Variable 
Unstandardized 

B 

Std. 

Error 

Standardized 

Beta 
T Sig. 

(Constant) 1.512 0.217 — 6.970 0.000 

Behavioral Bias (X₁) -0.263 0.078 -0.241 -3.372 0.001 

Financial Literacy (X₂) 0.451 0.070 0.534 6.443 0.000 

The interpretation of the 

regression coefficients reveals that the 

constant value (α = 1.512) indicates the 

baseline score for tax compliance 

decisions when both behavioral bias and 

financial literacy are zero. The coefficient 

for Behavioral Bias (β₁ = -0.263) shows a 

negative and significant effect on tax 

compliance decisions (p = 0.001 < 0.05), 

suggesting that higher levels of 

behavioral bias decrease the likelihood of 

tax compliance. Conversely, the 

coefficient for Financial Literacy (β₂ = 

0.451) demonstrates a positive and 

significant effect (p = 0.000 < 0.05), 

indicating that individuals with greater 

financial literacy are more inclined to 

fulfill their tax obligations. 

4.5 Discussion 

a. Behavioral Bias and Tax Compliance 

The analysis demonstrates 

that behavioral bias has a negative 

and significant effect on tax 

compliance decisions, thereby 

confirming Hypothesis 1 (H₁). This 

aligns with behavioral economics 

theory, which posits that individuals 

often deviate from rational decision-

making due to cognitive distortions. 

In this study, behavioral bias 

encompassed indicators such as 

overconfidence, loss aversion, mental 

accounting, and anchoring—each of 

which can impair objective judgment 

in fulfilling tax obligations. 

Overconfident taxpayers may 

underestimate the risk of penalties or 

overrate their understanding of tax 

laws, leading to non-compliance. 

Similarly, loss-averse individuals 

may view taxes as a personal loss and 

try to avoid payment, even 

unethically. Mental accounting can 

cause taxpayers to isolate tax funds 

from other financial priorities, while 

anchoring leads them to rely on 

irrelevant benchmarks in estimating 

tax dues. These findings are 

consistent with prior studies by 

Torgler (2007) and Kirchler et al. 

(2008), which highlight how 

behavioral distortions shape 

perceptions and decisions around 

taxation. To mitigate these effects, 

targeted interventions such as 

simplified messaging, framing 

strategies, and behavioral nudges are 

recommended to reduce non-

compliance arising from 

psychological factors. 

Further supporting evidence 

highlights specific dimensions of 

these biases. Mental accounting often 

leads individuals to separate tax 

money from other financial 

responsibilities, causing inconsistent 

compliance, especially with earned 

income, which is more likely to be 

evaded when tax rates are high [21], 

[25]Loss aversion contributes to 

evasion behaviors by framing tax as a 

loss, although awareness of this bias 

can sometimes reduce such 

tendencies [21]. The interaction 

between loss aversion and risk 

aversion also influences decisions, 

where higher tax rates increase 

evasion, but stronger audit penalties 

can counteract it. Anchoring bias 

affects filing behavior, especially 

when taxpayers expect refunds or 

fear owing additional taxes, leading 

to aggressive declarations based on 

arbitrary reference points [26]. 

Behavioral interventions—such as 

installment framing, reminder 
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messages, and default payment 

options—have proven effective in 

reshaping taxpayer perceptions and 

encouraging compliance [27]. These 

insights emphasize the need for 

policy approaches that go beyond 

legal enforcement and address the 

underlying behavioral tendencies 

affecting tax behavior. 

b. Financial Literacy and Tax 

Compliance 

In contrast to behavioral bias, 

financial literacy demonstrates a 

strong, positive, and significant effect 

on tax compliance, thereby 

confirming Hypothesis 2 (H₂). This 

finding supports the notion that 

financial literacy equips individuals 

with the ability to understand tax 

responsibilities, calculate obligations 

accurately, and recognize the societal 

benefits of contributing through 

taxes. Respondents with higher levels 

of financial literacy were more likely 

to comply with tax regulations, 

indicating that beyond technical 

knowledge—such as understanding 

tax rates, deductions, and filing 

deadlines—financial literacy also 

cultivates a stronger sense of personal 

accountability and awareness of 

financial risks. These findings are 

consistent with the works of Lusardi 

& Mitchell (2011) and the OECD 

(2013), which emphasized the critical 

role of financial knowledge in 

fostering responsible financial 

behavior, including adherence to tax 

laws. In the Indonesian context, 

where tax regulations are often 

perceived as complex and public trust 

in the tax system is still evolving, 

financial literacy emerges as a vital 

tool for reducing misunderstanding, 

misinformation, and unintentional 

non-compliance. Therefore, 

embedding personal tax education 

into school curricula, community 

programs, and national awareness 

campaigns is a highly strategic move. 

Empirical studies further 

reinforce the influence of financial 

awareness and understanding on tax 

compliance. For example, research on 

employees of PT Surveyor Indonesia 

revealed that both tax awareness and 

tax knowledge significantly and 

positively affect taxpayer compliance, 

both individually and collectively 

[28]. Similarly, Fitri & Annisa (2023) 

found that taxpayer awareness, 

comprehension of tax regulations, 

and the existence of tax sanctions 

contribute to higher levels of 

compliance, suggesting that informed 

taxpayers are more likely to act in 

accordance with their obligations. 

Additional research highlights the 

role of education as a foundational 

driver of tax compliance, where 

higher educational attainment and 

deeper understanding of taxation 

correlate with improved compliance 

behavior [29]. A study at the Jakarta 

Penjaringan tax office supports this 

view, demonstrating that knowledge, 

service quality, and awareness all 

positively influence compliance 

behavior [30]. These findings 

emphasize that strengthening 

financial and tax literacy through 

structured education and accessible 

information channels can 

significantly improve tax compliance 

outcomes in Indonesia. 

c. Theoretical Contribution 

 This study contributes to the 

growing body of research in 

behavioral public finance by 

providing empirical evidence from 

Indonesia—a developing country 

context—where such studies are still 

relatively limited. By combining 

behavioral and financial literacy 

perspectives, it reinforces the 

importance of a multidisciplinary 

approach to understanding and 

improving tax compliance behavior. 
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5. CONCLUSION  

This study provides empirical 

evidence that both behavioral bias and 

financial literacy significantly influence tax 

compliance decisions among individual 

taxpayers in Indonesia. Behavioral bias 

negatively affects compliance, as cognitive 

distortions—such as overconfidence, mental 

accounting, and loss aversion—can lead 

individuals to misjudge risks or rationalize 

non-compliance. In contrast, financial literacy 

has a positive impact by equipping 

individuals with the knowledge and skills to 

understand tax procedures and the 

importance of fulfilling obligations accurately 

and on time. The regression analysis confirms 

that these two variables together explain 

43.2% of the variation in tax compliance 

behavior. These findings underscore the 

importance of a dual approach in improving 

tax compliance: implementing behavioral 

interventions to mitigate cognitive biases and 

expanding financial literacy programs with a 

focus on taxation. For policymakers and tax 

authorities, the results suggest that efforts to 

enhance compliance should not rely solely on 

enforcement or system modernization, but 

also incorporate psychological and 

educational strategies. Future research is 

encouraged to explore other influencing 

factors such as digital literacy, perceived 

fairness, and trust in government to gain a 

more comprehensive understanding of 

taxpayer behavior in the Indonesian context.
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