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Tax Administration Performance Management: Towards
an Integrated and Open System Approach

Muzainah Mansor and Mahamad Tayib

Abstract—This paper provides a way to undertake tax
administration performance management based on a
combination of an integrated approach and an open system
approach. A conceptual framework for the new approach to tax
administration performance management is developed. The
distinct feature of the framework is that it highlights the critical
process of transforming inputs into outputs/outcomes in a tax
administration by diagnosing the interrelation of the
components in the process, i.e. formal organisation, informal
organisation, task and people. These components contain both
institutional and behavioural factors which have significant
effect on tax administration performance and should be
managed in an integrated and open system approach. A set of
guidelines is also developed in this paper to enable application
of the performance management framework. A case study was
undertaken to test the applicability of the framework to tax
administration based on the guidelines developed. The case
study shows that the framework enable better management of
tax administration performance by providing valuable
feedback on the present state of a tax administration,
identifying possible reasons for underperformance and
highlighting ways in which a tax administration can improve its
performance.

Index Terms—Tax administration,
management, integrated, open system.
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I. INTRODUCTION

While the tax policy and tax laws create potential for
raising tax revenues, the actual amount of taxes flowing into
the government treasury, to a large extent, depends on the tax
administration [1]. Efficient and effective management affect
the overall performance of a tax administration [2]. An
approach that can be used to improve tax administration
efficiency and effectiveness is performance management.
Performance management involves improving strategic focus
and organisational efficiency and effectiveness through
continuously securing improvements in the performance of
individuals and teams [3]. Performance management is
viewed as a means of getting better results from an
organisation, teams and individuals within an agreed
framework of planned goals, objectives and standards.

However, there are limited studies on performance
management in the tax administration context [4]- [6]. None
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of these studies provide a comprehensive guide on how to
undertake performance management in tax administration.
Nevertheless, these studies highlight one issue that needs to
be addressed in tax administration performance management:
the importance of integrating performance management at
the strategic, operational, and individual levels.

Integrating performance management at the strategic,
operational, and individual levels is critical for an
organisation as different organisational levels compete for
the managers’ attention and organisational resources [7]. The
people at the different levels have the common aim of
increasing the performance of the organisation (or
department), but they differ in how to tackle this overall goal.
It is significant for an integrated approach to be adopted by an
organisation to promote efficient use of organisational
resources.

Practice in general shows that actual communication and
integration between performance management at the
strategic, operational and individual levels is limited [8]. This
is because strategic performance management efforts are led
by the executive team, operational performance by group
managers, and individual performance management by the
human resource department, mostly with limited interaction
between them. An integrated approach, linking all levels of
performance management together becomes a necessity for
both research and practice to facilitate the understanding and
usage of performance management systems.

The literature on organisational performance management
proposes that effective integration of the different levels of
performance management can be achieved through an open
system view of an organisation [8]. Open system theory
proposes that an organisation is an open system that
transforms inputs into outputs within the environment (both
internal and external) upon which it is dependent [9]. The
theory focuses on integrating all components of an
organisation and mapping the relationship between them for
the purpose of performance management.

II. INTEGRATED AND OPEN SYSTEM PERFORMANCE
MANAGEMENT

In this paper, an integrated and open system approach to
performance management is undertaken to develop a
performance management framework for a tax
administration (see Fig. 1). The framework illustrates how
various components in performance management are
interrelated with arrows connecting them and how they need
to be integrated at the different levels of performance
management, i.e. strategic, operational and individual levels.
The integrated approach, linking together all levels of
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performance management now underpins this holistic
performance management system. The integrated view to
performance management has the potential to assist a tax
administration to better understand and align the different
levels and create a complete, holistic picture of performance
that outlines the relationship between organisational and
individual performance and substantively expose efficient
and less than efficient aspects of a tax administration.

The framework also adopts an open system approach as it
includes external stakeholders in a tax administration
environment. A tax administration should involve the
external stakeholders in its performance management process
to undertake an open system approach to performance
management. External stakeholders’ requirements and
expectations define the environment and general constraints
that an organisation must recognise in its operations [11]. A
stakeholder focus for organisational strategic planning
activities aims to maximise stakeholder support for
organisational initiatives.

The connective framework in Figure 1 provides a holistic
framing of performance management, highlighting the issues
to be addressed when undertaking performance management.
However, application in practice is typically difficult and
probably not possible. Consequently, a guide on how a tax
administration can systematically apply this framework for
effective performance management is also provided in this

paper.

III. GUIDELINES FOR APPLYING THE FRAMEWORK

Basically, this paper developed the guidelines for the
framework based on the performance management cycle,
which involves: 1) developing organisational vision/goal
through established plan; 2) measuring whether performance
is in congruence with the plan; 3) taking corrective action
where performance is falling short of targets; and 4) starting
the cycle again with a new plan being drawn up. The
following sections explain the guidelines developed in this
paper.

A.  Vision/Goals

Develop a vision/goal for a tax administration. This is
because goal theory is the main theory underpinning
performance management [10]. This theory underpins the
emphasis in performance management on setting and
agreeing to goals and objectives against which performance
can be measured and managed.

B.  Plan and Evaluation of Plan

Establish an organisational plan to achieve the tax
administration’s goals. The most important type of
organisational plan is strategic plan as it covers
organisation-wide plan and deserves the most attention if an
organisation is to improve performance and achieve its
long-term goals and visions [12]. Another important phase in
performance management is to evaluate/measure whether
performance of a tax administration is in congruence with its
plan. Performance measures are required so that managers
can track whether or not the strategies they have chosen are
actually being implemented.
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C.  Performance Measurement and Performance
Standards

Evaluate/measure whether performance of a tax
administration is in congruence with its plan. In order to
measure performance of a tax administration, components in
its transformation process i.e., formal organisation, informal
organisation, task and people should be evaluated.

e Performance measurement for formal organisation
involves evaluating the strategic planning process of a tax
administration and how it relates to important aspects such
as vision/goals, involvement of stakeholders, strategic
management practices and allocation of resources,
performance management activities, and performance
measurement activities [13].

e Performance measurement for informal organisation
involves evaluating the culture of a tax administration.
According to [14], there are basically four types of
organisational culture i.e., hierarchical culture, rational
culture, group culture and developmental culture. Research
in organisational culture argues that certain cultures lead to
superior organisational performance [15].

¢ Performance measurement for people involves measuring

and subsequently actively managing employee

performance in order to improve organisational
performance. [16] asserted that efficient tax administration
requires qualified tax officials. In addition to possessing
the right skills to perform the assigned task, the
behavioural aspect of the employees also plays an
important role in determining organisational performance.

The literature suggests that employee motivation,

commitment, job satisfaction and work stress are important

factors that affect employee performance (see, for example,

[17], [18] and [19]).

Performance measurement for tax administration task is in

terms of inputs, process, outputs and outcomes [1]. There

is a need to diagnose the connection among inputs,
processes and outputs/outcomes related to task execution
in a tax administration to find out whether the appropriate
tax collection processes and capabilities are in place to
achieve the strategic goals and objectives in the strategic
plan. The diagnosis can be performed by comparing the
inputs, processes and outputs/outcomes related to task
execution with a set of performance standards or
benchmarks as proposed by [5] and [20].

D. Diagnosis for Corrective Action

The next phase in the performance management
framework is to take corrective action where performance is
falling short of targets. In this case, it is essential to use the
data from performance measurements on the components of
formal organisation, informal organisation, task and people
to diagnose the congruence among them. If these components
exist in states of relative balance and fit with each other, then
the different parts of an organisation can fit well together and
function effectively [21]. The findings from the diagnosis can
be used to better integrate performance management at the
strategic, operational and individual levels. This is because
the diagnosis can provide feedback on the reasons the
strategic plan is not fully accomplished by identifying the
aspects of the strategic level (strategic planning process and
culture), operational level (task), and individual level
(employees) that are possibly contributing to
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underperformance. Therefore, corrective action can be taken

if performance is falling short of targets.
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Fig. 1. An integrated and open system performance management framework for tax administration.

IV. COMMUNICATION

The final phase in the performance management
framework is to communicate the relevant information on tax
administration performance to the public, who represents the
external stakeholders. This can be done through the use of
proper channels to report the achievement of a tax
administration’s strategic plan to increase integrity and
public confidence, and encourage taxpayers’ voluntary
compliance. Then the performance management cycle can
start again with a new strategic plan being drawn up to
include new policies that can improve tax administration
performance.

V.

Fieldwork was undertaken to test the applicability of the
framework to tax administration based on the guidelines
developed. A case study on the Royal Malaysian Customs
(RMC) was undertaken, utilising both qualitative and
quantitative data collection methods. A significant finding
from the case study is that the framework for performance
management provided a reliable approach for integrating the
different levels of performance management. It demonstrated
that the components in the transformation process of a tax
administration are interrelated, and contributed to the overall
performance of a tax administration. The weaknesses in the
strategic planning process (strategic level) of RMC resulted
in the tax administration tasks (operational level) being

SUMMARY OF RESULTS
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performed in less efficient manner, and the existence of work
stress and job dissatisfaction among the tax employees
(individual level). The following sections described the
results from the case study.

A.

It was found that there are five weaknesses in the strategic
planning process at RMC, based on the results of face-to face
interviews with the tax officials involved in the strategic
planning of RMC.

1) Lack of Involvement from both the Internal and
External Stakeholders

The interviews revealed two issues regarding
stakeholders’ involvement that are inapplicable to RMC.
First, RMC did not involve the taxpayers (as the external
stakeholders) in the development of its strategic plan. This
should not be the case as stakeholders’ involvement enables
managers to ensure that the strategic and operational
direction of an organisation addresses stakeholder
perceptions and needs. Consultative meetings between the
tax authority and the taxpayer representatives (through
taxpayers’ associations) can provide opportunities for both
parties to air grievances, share views, seek clarification and
make suggestions to resolve issues involving both parties.
This should be the place where the views of the taxpayers are
taken into consideration for the purpose of developing the
strategic goals and objectives of a tax administration. Due to
the lack of involvement from the external stakeholders, the
taxpayers in particular could not voice out their opinion with

Strategic Level
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regards to the quality of services provided by RMC. This
practice is inconsistent with the international norms.
According to [22], around two-thirds of the 43 revenue
bodies in OECD and non-OECD countries reviewed in its
study regularly survey taxpayers and other stakeholders to
gauge their views and perceptions of service delivery and the
overall tax administration performance. This problem can be
resolved if RMC provides a medium for the taxpayers to
communicate their dissatisfaction and involves the taxpayers
in the development of its strategic plan.

Second, lower level employees of RMC are not involved in
the department’s strategic planning process. However, the
employees were directed by the management to report on
their activities concerning the achievement of the strategic
plan without really understanding the rationale or importance
of doing so. This resulted in lack of commitment from the
lower level employees to formally report on their activities
related to or the achievement of the strategic plan to the
management of RMC. The reason for the lack of commitment
for such activities was the limited understanding of
management expectations on the part of the operational level,
as well as insufficient information regarding the operational
constraints in implementing the strategic initiatives.

2) No Reporting to the External Stakeholders

It was revealed that there was no reporting on a regular
basis made to the external stakeholders (taxpayers) on
performance measurement activities and the achievement of
the strategic plan of RMC. The practice of preparing annual
performance reports is almost universal, i.e. 42 out of 43
revenue bodies surveyed by the [22]. The Canada Revenue
Agency (CRA) and the United States Internal Revenue
Service (IRS), for example, publish an Annual Performance
Report and Accountability Report. For both CRA and IRS,
agency plans and key elements of program activity are
subject to external scrutiny. In a study by [23], it was
revealed that, for most of the government departments in
Malaysia, performance-related documents are only available
upon request. A person interested in the performance of a
government department actually has to contact the
department for a copy of the required information. This is
also the case for RMC. The annual reports and other
performance-related documents could only be obtained upon
request and are mostly restricted by confidentiality issues. In
this case, RMC did not address the external stakeholders’
expectation for external reporting on the benefits and
outcomes of a tax administration.

3) No Intensive Evaluation and Timely Feedback on the
Achievement of the Strategic Plan

The evaluation of the strategic management practices of
RMC showed that there was no evaluation or timely feedback
to improve the results/achievements of the strategic plan after
the report was submitted to the management. This situation is
contradictory to the emphasis of the performance
management cycle, where the reports on results should be
interpreted to obtain information and identify areas for
improvement [22]. Consequently, appropriate changes could
not be made to the management structures and delivery
mechanisms concerning the strategic plan of RMC. Also, the
relevant benchmarks and/or data collection strategies could
not be revised accordingly. [24] stated that strategic
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management requires continual monitoring of the ‘fit’
between the organisation and its environment and tracking
external trends and forces that are likely to affect the
governmental jurisdiction or agency. [24] added that
successful strategic management requires the development
and dissemination of innovations and encourages the flow of
useful feedback from managers and employees regarding the
viability and effectiveness of the strategies.

RMC also did not target programs for more intensive
evaluation based on the achievement of the goals and
objectives of the strategic plan that it had developed. The
department did not benchmark performance measurements
against other jurisdictions or countries to determine the
effectiveness of its strategic initiatives. The practice of
benchmarking performance results should be encouraged as
it is difficult to assess the performance of a tax administration
without comparing it to some performance standards.
According to [22], countries continue to struggle with the
issues of target level and numbers. There are problems with
setting targets too low and/or too high. Setting targets too low
means that tax administrations are not challenged to improve
performance. Setting them too high creates unrealistic
expectations and situations in which the tax administrations
will fail. It takes time to get the right level and to get the
comparative data to realise that targets are set at too high or
too low a level. In this case, benchmarking with international
benchmarks is an appropriate tool for evaluating the
performance of a tax administration. Benchmarking is used
by some to refer to goals and outcome measures which are
linked to a strategic plan or vision [25]. In the case of RMC,
no comparison was made between its performance and any
form of benchmarks or performance standards.

The lack of evaluation and timely feedback on the
achievement of the strategic goals and objectives of RMC
can affect its performance. This is because prompt feedback
on the performance of a tax administration can help to
improve the execution of its tasks, hence producing better
outputs.

4) Insufficient Allocation of Resources in the Strategic
Planning Process

Basically, the annual budget prepared by the Director of
RMC supported its strategic goals and objectives, the capital
budget reflected these goals, and the strategic plan had a
strong influence on the budget requests submitted by the
department heads. The performance data tied to the strategic
goals and objectives also played an important role in
determining the allocation of resources at RMC. The
existence of these elements for strategic planning process is
in accordance with what was proposed by [26]. However, the
result of the interviews revealed that there was no new budget
granted to RMC specifically for the purpose of achieving the
strategic goals or objectives which have not been
accomplished by the department. On the contrary, in a study
by [25], it was found that almost 84 percent of the municipal
governments in the United States reported that new money in
particular was targeted to achieving strategic goals and
objectives of the departments. Their finding indicates the
importance of allocating sufficient resources for the purpose
of achieving strategic goals and objectives of public sector
organisations, which should also be the case for RMC.
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Insufficient resources can affect operational and individual
performance, hence affecting the achievement of the strategic
goals and objectives of RMC.
5) Employees’ Salary was not based on Contributions to
Advancing the Strategic Plan
At RMC, the annual salary adjustments for the employees
were not based on their contributions to advancing the
strategic plan of the department. This resulted in employee
unwillingness to be concerned with the accomplishment of
the strategic plan of the department, as they perceived that
‘business’ will be as usual and it had no direct effect on their
individual promotion, even if they did not contribute to
achieving the strategic plan. A study by [26] on the municipal
governments in the United States also revealed that only 30
percent of the municipals adjusted annual salary for the
employees based on the contributions towards the strategic
plan. On the other hand, management theory and empirical
researches concluded that a strong performance incentive
increases motivation and performance of employees [27].
The appraisal system for employees should be in line with the
organisation’s budget and organisational plans and allow
employee performance and contributions to be more closely
measured against organisational objectives [28]. Tying
employees’ performance to the achievement of the
organisation’s strategic plan is an important factor to increase
motivation and performance of employees.

B.  Operational Level

An investigation on the tax administration tasks performed
at RMC was conducted through document studies. The
investigation involved analysing 48 items related to: 1)
enforcement; 2) tax payments and collections; 3) automated
systems; 4) planning and coordinating; 5) sanctions and
penalty system; 6) organisation, institutional credibility and
public confidence; and 7) tax personnel management. The
findings identified key problems in task performance of
RMC, which were below the international benchmarks. From
the findings, 14 out of 48 items that showed a divergence
from the international benchmarks are related to enforcement
(1 item), payment and collection (4 items), information
system (2 items), tax personnel management (4 items),
sanction and penalty (1 item), organisation, institutional
credibility and public confidence (2 items).

Specifically, the aspects of tax administration which were
less efficient as compared to the international benchmarks
are:

1. Existence of a large variety of laws

2. Incomplete and not up-to-date taxpayer registry

3. High percentage of stop-filers as compared to
registered and active taxpayers

4. Low share of fines collected

5. Manual audit selection

6. Moderate taxpayer service quality

7. Too low administrative cost as compared to total tax
revenue

8. Unavailability of tax payment via the internet or
electronic filing

9. Large number of taxpayers per tax administrators
10. Small number of tax administrators performing core
operational functions
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11. Small number of tax auditors as compared to tax

administrators

12. Low percentage of tax administrators with university

degrees

13.  Moderate professionalism of the tax administrators

14. Low tax administrators’ salary as compared to

GDP per capita

Basically, the above items can be classified into two main

issues, i.e. tax collection process (items 1 to 6) and
capabilities (items 7 to 14). According to [29], many existing
measurement frameworks do not address the issue of
processes and capabilities in achieving organisational
strategies. Once the strategies have been identified and the
right performance measures established, it is assumed that
everything will be fine. However, studies suggest that some
90 percent of managers fail to implement and deliver their
organisation’s strategies, and the key reason for strategic
failure is that an organisation’s processes and capabilities are
not aligned with its strategies [29]. In this case, measurement
plays a crucial role by allowing managers to track whether or
not the right processes and capabilities are in place and to
communicate which processes and capabilities matter to
achieve an organisation’s strategies.

C.  Individual Level

An investigation at the individual level was performed
through a questionnaire survey on the tax employees of RMC.
It was discovered that behavioural factors of the individuals
are important to be considered in a tax administration
performance management. The result of the study shows that
the tax employees claimed that their source of job stress came
from the uncertainty on the evaluation for a raise or
promotion. The job stress is significantly correlated with
their perceived job dissatisfaction, which indicated that they
are dissatisfied with the department’s concern for employees’
welfare and the system for recognising and rewarding
performance. It was also revealed that tax employees’ work
stress and job dissatisfaction concerning performance
evaluation and rewards significantly correlated with the
department’s hierarchical culture.

The result also discloses that the failure of RMC to include
lower level employees in its strategic planning process
contributed to the employees’ stress and dissatisfaction
regarding the department’s system and process for evaluating
their performance.

In summary, the behavioural aspects of a tax
administration should be given proper attention in order to
improve its performance. Integrating the analysis of the
behavioural factors that affect individual performance with
the strategic and operational planning and processes can play
a significant role in achieving better tax administration
performance.

VI. CONCLUSION

Performance management has great potential for
improving tax administration efficiency and effectiveness.
Performance management is a continual process which
contains activities of developing an organisational goal
through an established plan, implementing the plan,
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measuring whether performance is in congruence with the
plan, and reviewing the achievement of the plan.

This paper has developed a framework for undertaking an
integrated and open system approach to tax administration
performance management. Guidelines on how to apply the
framework are provided to assist the systematic development,
assessment, and evaluation of performance management
activities within a tax administration. The framework was
tested using a case study on RMC.

The findings from the case study supported the claim that
the framework can provide valuable information on the
interaction of the different organisational levels, hence
indicating a way for a tax administration to integrate and
improve the different performance management levels. The
framework is a reliable mechanism to evaluate the current
state of a tax administration and plan for the development of
resources, tasks and procedures, services, people, outputs and
outcomes to improve tax administration efficiency.

The case study shows that the framework enable better
management of tax administration performance by providing
valuable feedback on the present state of a tax administration,
identifying possible reasons for underperformance and
highlighting ways in which a tax administration can improve
its performance. In conclusion, the result from the case study
has proven the applicability of the framework for analysing
and improving performance management in a tax
administration.
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