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This dissertation studies the development of Indonesian income tax in the period
of 1984 to 2011 (the current state) from the perspective of tax revenue, equity,
and efficiency, with three focus areas. The first area is the Indonesian income
tax reforms. In this area, this dissertation points out three key features of
the Indonesian income tax reforms taken place during 1984 to 2011: tax rates
cutting, tax base broadening, and the shifting of tax system from the
comprehensive income tax system towards the schedular tax system. Then, from the
perspective of tax revenues, data shows that the Indonesian’ s income tax
revenues in nominal term have increased considerably, however its income tax
ratios remain low. This phenomenon indicates that even though the income tax
reforms did have positive effects on increasing the income tax revenues, they
were not the only factors for the steep increase of income tax revenues. This
dissertation shows that Indonesian’ s relatively high inflation rates and high
economic growth have considerably contributed to the steep increases of income
tax revenues. The second area is the development of Indonesian tax policies on
capital gains arising in the stock exchange. In this area, this dissertation
notes that in comparison with the 1984 capital gains tax policy, the 1995
capital gains tax policy (the current policy) had advantages in promoting
efficiency, however, it inflicted significant tax burden discrepancies between
the capital gains earners (the stock market) and the ordinary income earners
(the real sectors) and the gaps became wider along with the augmentation of the

stock market. In year 2011, at 6 percent return on equity, this dissertation




estimates that the ordinary income earners bore 30 times higher tax burden than
those who earn capital gains from the stock exchange. The third area is tax
return policies. In this area, this dissertation notes that the tax return
policy have swung from the equity perspective in 1984 to a more pragmatic policy
in 1995, and finally bounced back to the equity side in 2001. Furthermore, data
reveals that the 2001 tax return policy, which obliged employee type individual
taxpayers (EITs) to file tax returns, posted an obvious weakness from the
efficiency side; the significant increase of individual tax returns in the
period of 2001-2010 did not proportionately followed by the individual tax
revenues. Even more, in several years, a paradoxical situation existed in which
number of tax returns had negative relation with tax revenues. Finally, this
dissertation concludes that the income tax reforms and tax policy changes during
1983-2011 had positive impacts in increasing Indonesian income tax revenues,
however there were mix results concerning the equity and the efficiency of the
tax system. In some areas, such as capital gains tax in the stock exchange, the
Indonesian income tax system has shifted from the equity oriented system to a
more efficiency oriented system. However, in some other areas, such as tax
policy changes on tax return obligations have a contrary implication in which
the tax system moved from a more efficiency oriented system to a more equity

oriented system.
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