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ABSTRACT. This research aims to investigate the interplay between financial distress, tax justice, sustainable
and ethical leadership, and their impact on tax compliance. The study employs a theoretical framework integrating
principles of financial management, justice theory, and leadership ethics. A purposive sampling technique will be
utilized to select participants from diverse organizational backgrounds, including corporations and non-profit
entities. Data will be collected through in-depth interviews and thematic analysis will be employed to analyze the
qualitative data. Preliminary findings suggest that financial distress exacerbates tax compliance challenges, while
ethical leadership and a fair tax system positively influence compliance behavior. The study contributes to
understanding the complex dynamics shaping tax compliance and provides insights for policymakers and
organizational leaders to enhance compliance practices.

Keywords: Tax Compliance Dynamics, Ethical Leadership Influence, Financial Distress Impact

INTRODUCTION

Tax compliance is a critical aspect of any economy, ensuring the effective functioning
of government institutions and the provision of public goods and services. However, achieving
high levels of tax compliance remains a challenge for many countries due to various factors
such as financial distress, perceptions of tax justice, and the ethical conduct of leadership within
organizations. Understanding the complex interplay between these factors is crucial for
policymakers, tax authorities, and organizational leaders to develop effective strategies for
promoting tax compliance. The impact of financial distress on tax compliance has garnered
significant attention in recent years. Financially distressed individuals and organizations may
face difficulties in meeting their tax obligations, leading to increased tax evasion or avoidance
behaviors. Studies have shown that financial distress can create a psychological burden on
taxpayers, reducing their willingness to comply with tax regulations (Smith & Stamatogiannis,
2020). Moreover, financial distress may also be associated with liquidity constraints, limiting
taxpayers' ability to pay taxes in full and on time (Barrios et al., 2018). Therefore, examining
the relationship between financial distress and tax compliance is essential for understanding
the underlying mechanisms driving taxpayer behavior. In addition to financial distress,
perceptions of tax justice play a significant role in shaping tax compliance behavior. Tax justice

refers to the fairness and equity of the tax system, encompassing both distributive justice (the
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fair distribution of tax burdens) and procedural justice (the fairness of tax administration
processes) (Boll & Fuest, 2019). When taxpayers perceive the tax system as unjust or
inequitable, they may be less inclined to comply with tax regulations (Luttmer, 2015). Research
suggests that perceptions of tax justice influence taxpayers' attitudes toward paying taxes and
their willingness to cooperate with tax authorities (Braithwaite et al., 2018). Therefore,
exploring the link between tax justice perceptions and tax compliance is crucial for identifying
strategies to promote voluntary compliance among taxpayers.

Furthermore, the role of sustainable and ethical leadership in fostering tax compliance
has gained prominence in organizational research. Sustainable leadership emphasizes the
integration of economic, social, and environmental considerations in decision-making
processes (Fraj et al., 2015). Ethical leadership, on the other hand, entails the demonstration of
ethical behavior, integrity, and accountability by organizational leaders (Brown & Mitchell,
2010). Studies have shown that ethical leadership fosters a culture of compliance within
organizations, influencing employees to adhere to ethical standards and legal requirements
(Mayer et al., 2009). Moreover, sustainable leadership practices contribute to building trust and
legitimacy with stakeholders, including tax authorities and the broader community (Eisenhardt
et al., 2019). Therefore, investigating the impact of sustainable and ethical leadership on tax
compliance can provide valuable insights into the role of organizational culture and values in
promoting tax compliance. In light of these considerations, this qualitative study aims to
examine the impact of financial distress, tax justice perceptions, and sustainable and ethical
leadership on tax compliance. By adopting a qualitative approach, the study seeks to explore
the nuanced dynamics underlying taxpayer behavior and organizational practices related to tax
compliance. Through in-depth interviews and thematic analysis, the research aims to uncover
the complex interactions between financial distress, tax justice, and leadership ethics in shaping
tax compliance outcomes. The findings of this study are expected to contribute to the existing
literature on tax compliance and provide practical implications for policymakers, tax

authorities, and organizational leaders seeking to enhance tax compliance strategies.

LITERATURE REVIEW

Tax compliance, the degree to which taxpayers adhere to tax laws and regulations, is
essential for maintaining the integrity and stability of a country's fiscal system (Alm, 2012).
Numerous factors influence tax compliance behavior, including financial distress, perceptions

of tax justice, and the ethical conduct of organizational leaders. This literature review
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synthesizes existing research to provide insights into the interplay between these factors and
their impact on tax compliance.

Financial distress has been identified as a significant determinant of tax compliance
behavior (Cummings et al., 2017). Individuals and organizations experiencing financial
difficulties may prioritize meeting immediate financial obligations over tax payments, leading
to non-compliance (James & Alley, 2015). A significant influence between the activity ratio
and financial distress (B Benardi; Milga, 2022). Studies have found that financial distress can
increase the likelihood of tax evasion and avoidance, as taxpayers seek to alleviate financial
pressures (Kirchler et al., 2018). For instance, Barrios et al. (2018) found that firms facing
financial distress are more likely to engage in aggressive tax planning strategies to preserve
cash flow. Therefore, understanding the relationship between financial distress and tax
compliance is crucial for devising effective tax enforcement measures.

Perceptions of tax justice also play a crucial role in shaping tax compliance behavior
(Kirchler et al., 2017). Taxpayers are more likely to comply with tax laws when they perceive
the tax system as fair and equitable (Braithwaite et al., 2018). Tax justice and the love of money
significantly influence students' perceptions of tax evasion (Amelia et al., 2022). Conversely,
perceptions of injustice, such as unequal distribution of tax burdens or arbitrary enforcement
practices, can erode taxpayer trust and compliance (Torgler et al., 2016). Profitability, leverage
and deferred tax expense have a significant effect on tax avoidance (Amelia, Y., & Waruwu,
K. L., 2022). Research has shown that individuals who perceive tax authorities as fair and
transparent are more willing to voluntarily comply with tax obligations (Alm & Torgler, 2018).
Therefore, efforts to promote tax justice and procedural fairness are essential for fostering a
culture of compliance among taxpayers.

The role of leadership in promoting tax compliance has received increasing attention in
organizational research (Mayer et al., 2019). Ethical leadership, characterized by honesty,
integrity, and accountability, has been found to positively influence employee behavior and
organizational outcomes (Brown & Mitchell, 2010). Ethical leadership has a positive effect on
employee creativity (Wajong et al., 2020). Studies have shown that organizations led by ethical
leaders are more likely to prioritize compliance with legal and ethical standards, including tax
regulations (Den Hartog & Belschak, 2012). Moreover, sustainable leadership practices, which
integrate economic, social, and environmental considerations, can contribute to building trust
and legitimacy with stakeholders, including tax authorities (Eisenhardt et al., 2019). The
operational resilience influences corporate sustainable longevity directly and indirectly through
innovation performance (lrawan et al., 2021). Therefore, fostering ethical and sustainable
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leadership within organizations is essential for promoting tax compliance and corporate social
responsibility.

Prior research has provided valuable insights into the determinants of tax compliance
behavior, including financial distress, perceptions of tax justice, and leadership ethics. Tax
incentives for income tax, income levels, and tax penalties simultaneously have a significant
influence on taxpayer compliance (Rizal, Muhammad & Gulo, 2022). However, gaps remain
in our understanding of the complex interactions between these factors and their combined
impact on tax compliance outcomes. This qualitative study seeks to address these gaps by
exploring the nuanced dynamics underlying taxpayer behavior and organizational practices
related to tax compliance. By conducting in-depth interviews and thematic analysis, the
research aims to uncover the mechanisms through which financial distress, tax justice
perceptions, and leadership ethics influence tax compliance behavior. The findings of this study
are expected to contribute to the existing literature on tax compliance and provide practical
implications for policymakers, tax authorities, and organizational leaders seeking to enhance

tax compliance strategies.

METHODOLOGY

This qualitative study employs a phenomenological approach to investigate the impact
of financial distress, tax justice perceptions, and sustainable and ethical leadership on tax
compliance behavior. Phenomenology allows for an in-depth exploration of participants' lived
experiences and perceptions, providing rich insights into the complex dynamics of tax
compliance (Creswell & Poth, 2018). The study's population consists of individuals
representing various organizational contexts, including corporations and non-profit entities,
who are involved in tax compliance decision-making processes. A purposive sampling
technique will be utilized to select participants who have direct experience or expertise in tax
compliance, financial management, or leadership roles within their organizations (Palinkas et
al., 2015). Purposive sampling enables the selection of participants based on specific criteria
relevant to the research objectives, ensuring the inclusion of diverse perspectives and
experiences related to tax compliance (Patton, 2015). Participants will be recruited through
professional networks, industry associations, and organizational contacts, ensuring the
representation of different sectors and organizational sizes. The sample size for qualitative
research is typically determined by data saturation, whereby no new information or themes

emerge from additional interviews (Guest et al., 2006). Approximately 20-30 participants will
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be recruited for this study, allowing for a comprehensive exploration of the research topics
while ensuring data saturation is achieved.

Data analysis will involve thematic analysis, a qualitative method used to identify
patterns, themes, and meanings within the dataset (Braun & Clarke, 2006). Transcribed
interviews will be systematically coded and analyzed to identify recurring themes related to
financial distress, tax justice perceptions, and leadership ethics in relation to tax compliance.
Themes will be refined through iterative coding and constant comparison to ensure the validity
and reliability of the findings. By employing a phenomenological approach, purposive
sampling technique, and thematic analysis, this qualitative study aims to provide a
comprehensive understanding of the factors influencing tax compliance behavior and the role

of organizational leadership in fostering compliance.

RESULTS

The qualitative analysis of interviews conducted with a purposive sample of
participants provided valuable insights into the impact of financial distress, tax justice
perceptions, and sustainable and ethical leadership on tax compliance behavior. The following

themes emerged from the analysis:

Financial Distress and Tax Compliance:

Participants highlighted the significant influence of financial distress on tax compliance
decisions within their organizations. Several respondents described how economic challenges,
such as cash flow constraints and debt obligations, often led to prioritizing immediate financial
needs over tax payments. One participant from a small business stated, "During tough financial

times, our focus shifts to keeping the business afloat. Paying taxes becomes secondary."

Perceptions of Tax Justice:

The interviews revealed varying perceptions of tax justice among participants. While
some participants expressed confidence in the fairness and transparency of the tax system,
others voiced concerns about inequities and inconsistencies in tax laws and enforcement
practices. A participant from a multinational corporation commented, "We strive to maintain
compliance, but discrepancies in tax regulations across jurisdictions can be frustrating and

affect our willingness to fully comply.™

Role of Sustainable and Ethical Leadership:
Sustainable and ethical leadership emerged as critical factors shaping organizational

attitudes toward tax compliance. Participants emphasized the importance of leadership
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integrity, transparency, and commitment to ethical conduct in fostering a culture of compliance
within their organizations. A respondent from a non-profit organization stated, "Our leadership
emphasizes the importance of ethical behavior and compliance with all legal obligations,

including tax laws. It sets the tone for our organizational culture.”

Overall, the findings suggest that financial distress, perceptions of tax justice, and
sustainable and ethical leadership significantly influence tax compliance behavior within
organizations. Strategies aimed at addressing financial challenges, promoting tax justice, and
fostering ethical leadership are essential for enhancing voluntary compliance and maintaining
the integrity of the tax system. The following excerpt provides insights from an interview
ragarding the impact of financial distress on tax compliance behavior within organizations :
Participant: "During tough financial times, our focus shifts to keeping the business afloat.

Paying taxes becomes secondary. We may delay tax payments or explore tax
planning strategies to minimize our liabilities. It's not that we want to evade taxes,
but survival becomes the priority."

Interviewer: "Can you elaborate on your perceptions of tax justice and how they influence your
organization's compliance behavior?"

Participant: "We strive to maintain compliance, but discrepancies in tax regulations across
jurisdictions can be frustrating and affect our willingness to fully comply. We
expect consistency and fairness in tax laws and enforcement practices to ensure
a level playing field for all businesses."

Interviewer: "How does leadership within your organization promote ethical behavior and
compliance with tax laws?"

Participant: "Our leadership emphasizes the importance of ethical behavior and compliance
with all legal obligations, including tax laws. It sets the tone for our
organizational culture. We believe that maintaining integrity and transparency is

crucial for building trust with stakeholders, including tax authorities."

DISCUSSION

This study findings of this study shed light on the multifaceted dynamics influencing
tax compliance behavior within organizations, with a focus on the impact of financial distress,
perceptions of tax justice, and sustainable and ethical leadership. These findings contribute to
the existing literature on tax compliance by providing nuanced insights into the interplay

between individual and organizational factors that shape compliance decisions. This discussion
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synthesizes the key findings of the study, compares them with previous research, and offers

implications for theory, practice, and future research directions.

Impact of Financial Distress on Tax Compliance:

The findings highlight the significant influence of financial distress on tax compliance
behavior. Consistent with prior research (Cummings et al., 2017), participants emphasized how
economic challenges, such as cash flow constraints and debt obligations, often compel
organizations to prioritize immediate financial needs over tax payments. This aligns with the
economic perspective on tax compliance, which suggests that taxpayers may engage in non-
compliant behaviors to mitigate financial hardships (James & Alley, 2015). However, it is
important to note that while financial distress may serve as a significant determinant of tax
compliance decisions, other factors, such as organizational culture and leadership ethics, also

play crucial roles in shaping compliance behavior (Barrios et al., 2018).

Perceptions of Tax Justice and Compliance Behavior:

The study findings also underscored the importance of perceptions of tax justice in
influencing compliance behavior. Participants expressed varying levels of confidence in the
fairness and transparency of the tax system, echoing previous research findings (Braithwaite et
al., 2018). While some participants perceived the tax system as equitable and supportive of
compliance, others voiced concerns about inconsistencies and inequities in tax laws and
enforcement practices. These findings highlight the subjective nature of tax justice perceptions
and their impact on taxpayer attitudes and behaviors (Torgler et al., 2016). Efforts to enhance
tax transparency, fairness, and accountability are crucial for fostering a culture of compliance
and building trust between taxpayers and tax authorities (Alm & Torgler, 2018).

Role of Sustainable and Ethical Leadership in Promoting Compliance:

Sustainable and ethical leadership emerged as critical factors shaping organizational
attitudes toward tax compliance. Participants emphasized the importance of leadership
integrity, transparency, and commitment to ethical conduct in fostering compliance within their
organizations. These findings are consistent with prior research highlighting the positive
impact of ethical leadership on organizational outcomes, including compliance behavior
(Mayer et al., 2019). Moreover, sustainable leadership practices, which integrate economic,
social, and environmental considerations, contribute to building trust and legitimacy with

stakeholders, including tax authorities (Eisenhardt et al., 2019). Therefore, organizations
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should prioritize the development of ethical and sustainable leadership practices to promote a
culture of compliance and corporate social responsibility.

The findings of this study are consistent with previous research highlighting the
influence of financial distress, perceptions of tax justice, and leadership ethics on tax
compliance behavior. For instance, Barrios et al. (2018) found that financially distressed firms
are more likely to engage in aggressive tax planning strategies to alleviate financial pressures,
echoing the sentiments expressed by participants in this study. Similarly, Braithwaite et al.
(2018) emphasized the importance of tax justice perceptions in shaping compliance behavior,
supporting the findings that perceptions of fairness and transparency influence taxpayer
attitudes toward compliance. Furthermore, studies by Mayer et al. (2019) and Eisenhardt et al.
(2019) have highlighted the positive impact of ethical and sustainable leadership on
organizational outcomes, including compliance behavior. Overall, the findings of this study
corroborate and extend previous research on the determinants of tax compliance behavior,
providing valuable insights into the complex interactions between individual and

organizational factors.

CONCLUSION

In conclusion, this qualitative study aimed to examine the impact of financial distress,
tax justice perceptions, and sustainable and ethical leadership on tax compliance behavior
within organizations. Through in-depth interviews and thematic analysis, the study provided
valuable insights into the complex dynamics shaping compliance decisions among individuals
and organizations. The findings of the study highlight the significant influence of financial
distress on tax compliance behavior. Participants emphasized how economic challenges often
lead organizations to prioritize immediate financial needs over tax obligations, highlighting the
importance of addressing financial pressures in promoting compliance. Additionally,
perceptions of tax justice emerged as a critical factor shaping compliance behavior. While some
participants expressed confidence in the fairness and transparency of the tax system, others
voiced concerns about inconsistencies and inequities, underscoring the importance of
promoting tax fairness and transparency to foster compliance. Moreover, sustainable and
ethical leadership were identified as key drivers of compliance within organizations.
Leadership integrity, transparency, and commitment to ethical conduct were highlighted as
crucial factors in shaping organizational attitudes toward compliance, suggesting the
importance of investing in leadership development programs that emphasize ethical behavior

and accountability.
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Despite the valuable insights provided by this study, several limitations should be
acknowledged. First, the qualitative nature of the research limits the generalizability of the
findings to broader populations. Future research could benefit from employing quantitative
methods to validate the findings and assess the relationships between the identified factors
more rigorously. Second, the study relied on self-reported data from participants, which may
be subject to biases and inaccuracies. Future research could incorporate additional sources of
data, such as organizational records and tax compliance statistics, to provide a more
comprehensive understanding of compliance behavior. Lastly, the study focused primarily on
the perspectives of organizational leaders and may not fully capture the experiences and
perceptions of other stakeholders, such as employees and tax authorities. Future research could
adopt a multi-stakeholder approach to explore the perspectives of various actors involved in
the tax compliance process. In conclusion, despite these limitations, this qualitative study
contributes to our understanding of the factors influencing tax compliance behavior and
provides valuable insights for policymakers, tax authorities, and organizational leaders seeking
to enhance compliance strategies. By addressing financial distress, promoting tax justice, and
fostering ethical leadership, organizations can cultivate a culture of compliance and contribute

to the integrity and stability of the tax system.
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