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ABSTRAK

Tujuan. Penelitian ini bertujuan untuk menguji pengaruh digitalisasi pajak, insentif pajak penghasilan final, dan sanksi pajak terhadap
kepatuhan pajak Usaha Mikro, Kecil, dan Menengah (UMKM) di Kabupaten Lamongan.

Material dan Metode. Subjek penelitian ini terdiri dari Usaha Mikro, Kecil, dan Menengah (UMKM) di Kabupaten Lamongan. Data primer
dikumpulkan dari 95 wajib pajak UMKM menggunakan kuesioner terstruktur yang disebar secara daring melalui Google Forms. Responden
penelitian adalah pemilik atau pengelola UMKM yang terdaftar sebagai wajib pajak dan secara aktif menjalankan usahanya. Teknik
pengambilan sampel yang diterapkan dalam penelitian ini adalah convenience sampling, dengan responden dipilih berdasarkan relevansinya
terhadap tujuan penelitian. Penelitian ini menggunakan pendekatan kuantitatif dengan metode survei. Data dianalisis menggunakan perangkat
lunak SPSS versi 25.0 melalui analisis regresi linier berganda.

Hasil. Temuan penelitian menunjukkan bahwa sanksi pajak berpengaruh positif terhadap kepatuhan pajak UMKM. Namun, digitalisasi pajak
dan insentif pajak penghasilan final tidak memberikan pengaruh yang signifikan terhadap tingkat kepatuhan. Secara simultan, ketiga variabel
tersebut secara kolektif memengaruhi kepatuhan pajak UMKM.

Kesimpulan. Penelitian ini menyimpulkan bahwa meskipun tidak semua instrumen kebijakan pajak memberikan pengaruh signifikan secara
individual, kerangka kebijakan pajak yang komprehensif dan dirancang dengan baik tetap esensial untuk memperkuat kepatuhan pajak di
kalangan UMKM.

Kata Kunci
Digitalisasi Perpajakan; Insentif Pajak Penghasilan; Sanksi Pajak.

ABSTRACT

Backgrounds. This study aims to examine the impact of tax digitalization, Final Tax Incentives, and tax penalties on the tax compliance of
small and medium enterprises (SMEs) in Lamongan Regency.

Methods. The research subjects consist of small and medium enterprises (SMEs) in Lamongan Regency. Primary data were collected from 95
SME taxpayers using a structured questionnaire distributed online via Google Forms. The respondents were SME owners or managers who are
registered as taxpayers and actively operate their businesses. The sampling technique applied in this study was convenience sampling, with
respondents selected based on their relevance to the research objectives. This study employs a quantitative approach using a survey method.
Data were analyzed using SPSS version 25.0 with multiple linear regression analysis.

Results. The findings indicate that tax penalties have a positive effect on SME tax compliance. However, tax digitalization and Final Tax
Incentives do not have a significant effect on compliance levels. Simultaneously, the three variables collectively influence SME tax compliance
Conclusions. The study concludes that although not all tax policy instruments individually have a significant impact, a comprehensive and
well-designed tax policy framework remains essential for strengthening tax compliance among SMEs.

Key Words
Tax Digitalization; Income tax incentives; tax sanctions.

I. INTRODUCTION

Micro, small, and medium enterprises (MSMEs) play a crucial role in supporting Indonesia's economy. Beyond their
significant contribution to the gross domestic product (GDP), these businesses also provide employment opportunities, foster
innovation, and drive economic growth, particularly at the local level. This sector also serves as the backbone in absorbing
the workforce domestically. Based on information from the Central Statistics Agency (BPS), MSMEs contribute around 60%
to the national GDP and are capable of absorbing up to 97% of the domestic workforce (Aprilia et al., 2025). Meanwhile, in
2023, tax revenue realisation in Indonesia reached Rp1,869.2 trillion, surpassing the target set in the 2023 State Budget
(APBN) with an achievement of 108.8%, even exceeding the target of Presidential Regulation 75/2023, which was 102.8%.
This achievement demonstrates the significant contribution of the taxation sector to state revenue, accounting for 80.32% of
the total national income of Rp2,637 trillion. In 2024, the realisation of tax revenue was recorded at Rp1,932.4 trillion or
approximately 97.2% of the APBN target set at Rp1,988.9 trillion. Although slightly below the target, this figure still reflects
a growth of 3.5% compared to the previous year's achievement.
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The role of MSMEs extends beyond macroeconomic impacts; they also play a vital role in enhancing community
welfare. This is evident in their contribution to job creation and reducing unemployment rates. With their flexible
organizational structures and high adaptability, MSMEs have demonstrated the ability to survive and even flourish during
times of economic crisis, such as during the 1997-1998 financial turmoil. Based on Government Regulation Number 23 of
2018, the final income tax rate imposed on MSME taxpayers which was initially 1% of monthly revenue was lowered to
0.5%. This adjustment was intended to reduce the financial burden on MSMEs, particularly those affected by the Covid-19
pandemic, which caused a notable decline in sales across multiple industries. To stimulate national economic recovery, the
government implemented further policy measures through Minister of Finance Regulation (PMK) Number 44 of 2020. A key
provision in PMK 44/2020 is that the final income tax obligation for eligible MSMEs was temporarily borne by the
government. This policy is expected to encourage greater tax compliance among MSMEs, ensuring that they consistently
meet their tax obligations in a sustainable manner.

The issue of taxpayer compliance in Indonesia has been a persistent concern, prompting the government to
implement various strategies and initiatives to improve it. These efforts have included providing incentives, simplifying
administrative processes, and increasing tax education. One of the main reasons behind these measures is the low ratio of
truly compliant taxpayers compared to the total number of officially registered taxpayers. This gap suggests that many
business owners and individuals have not consistently fulfilled their tax obligations (Vio Narakusuma Ardayani & Jati, 2019).
Despite the vast number of MSMEs in Indonesia, the largest portion of tax revenue still comes from large taxpayers, who
make up less than 1% of the total taxpayer base. For many MSME owners, paying taxes is often perceived as a burden,
leading to avoidance behaviors. Given the significant role that MSMEs play in the economy, the Indonesian government must
give serious attention to this sector when designing tax policies.

Despite the growing body of literature on MSME tax compliance, several research gaps remain. First, prior studies
have predominantly examined tax incentives and digitalization as drivers of compliance, yet few have integrated tax sanctions
as a core variable within the same analytical framework for MSMEs (Aditya Wahyu Jatmika & Puspita, 2023; Nurul Latifah
et al., 2025; Suci et al., 2023; Wijanarko & Saraswati, 2024). Second, existing research has largely focused on urban settings
such as Palembang and Kediri, leaving semi-urban and rural contexts like Lamongan Regency underexplored. Third, while
some studies have applied either behavioral or deterrence perspectives, an integrated theoretical approach combining Tax
Compliance Behavior Theory and Deterrence Theory to explain MSME compliance remains limited. Fourth, the specific
policy instrument of Government Regulation No. 23/2018 on final income tax (0.5% rate) has not been extensively evaluated
in conjunction with digitalization and sanctions in the post-pandemic recovery period.

Addressing these gaps, this study offers two key novelties: (1) it simultaneously examines the effects of tax
digitalization, Final tax incentives under PP 23/2018, and tax sanctions on MSME tax compliance within a single integrated
model; and (2) it provides empirical evidence from Lamongan Regency, a semi-urban area that represents a distinct
institutional and socio-economic context compared to metropolitan regions. By doing so, this research contributes to both
academic discourse and policy design by identifying which policy instruments are most effective in strengthening tax
compliance among MSME:s in Indonesia's evolving digital and fiscal landscape.

II. MATERIAL DAN METODE

The Tax Compliance Behavior Theory states that taxpayers’ decisions to fulfill their tax responsibilities are shaped by
cognitive, attitudinal, and situational influences. Kirchler (2007), argues that compliance is affected not only by enforcement
actions and penalties but also by taxpayers’ perceptions of fairness, trust in authorities, and how easy the administrative
procedures are. For MSMEs, tax compliance is frequently associated with factors such as the perceived simplicity of the tax
system, ease of access to digital platforms, and the presence of supportive fiscal policies. Meanwhile, Deterrence Theory
suggests that individuals obey tax rules primarily due to the potential consequences of noncompliance, indicating that the
possibility of enforcement plays an important role in shaping compliance behavior. The greater the perceived likelihood of
being detected and the harsher the sanctions, the higher the tendency to comply. Consequently, tax penalties function as an
external motivator that discourages tax evasion. Combining both theoretical perspectives helps from a more holistic
understanding of MSME tax compliance in Lamongan Regency. Digitalization (as part of service improvement) encourages
compliance through convenience and trust; income tax incentives promote compliance through motivation and perceived
benefits; and sanctions reinforce compliance through deterrent effects. Together, these variables establish the conceptual
foundation for the research.

Digitalisation in taxation represents a transformation from traditional systems to modern, technology-based mechanisms
that improve administrative framework efficiency and transparency. According to (Mpofu, 2022), digital technology in
taxation enhances accuracy, reduces manipulation, and strengthens voluntary compliance. From the perspective of Tax
Compliance Behavior Theory, technological convenience and accessibility can enhance taxpayers’ willingness to comply.
Similarly, Alpha Hernando & Wahyudin (2020) highlight that the digitalisation of tax administration facilitates compliance
by simplifying reporting and payment processes. The Directorate General of Taxes (DJP) also introduced the Coretax system
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to integrate data and strengthen oversight (www.pajak.go.id). Therefore, tax digitalisation acts as both a service innovation
and a behavioural driver that improves compliance.

Tax incentives serve as policy instruments to promote compliance through motivational and fairness-based approaches.
According to Aryawan et al. (2022), incentives reduce the tax burden to stimulate participation and investment. Indahsari &
Fitriandi (2021) further defines them as fiscal facilities intended to improve compliance. Government Regulation No. 23 of
2018 grants MSMEs a 0.5% final income tax rate to ease their burden. Based on Tax Compliance Behavior Theory, when
taxpayers perceive the tax system as fair and beneficial, they are more likely to comply voluntarily. Research by Kumaratih
& Ispriyarso (2020) supports this view, showing that fiscal incentives improve MSME compliance, provided that taxpayers
understand the regulation.

HI: Tax digitalisation has a positive and significant effect on MSME tax compliance.
H2: Final Tax Incentives have a positive and significant effect on MSME tax compliance.

Tax sanctions represent a key element of Deterrence Theory, functioning as a mechanism to ensure compliance through fear
of punishment. Mardiasmo (2018) defines sanctions as enforcement tools to guarantee obedience to tax laws Budiastuti &
Safitri (2023) and Wijaya (2020) emphasise that awareness of sanctions positively affects taxpayers’ willingness to comply.
From the deterrence perspective, sanctions act as external motivators when penalties are certain and consistent, non-
compliance decreases significantly (Slemrod, 2018). Therefore, effective implementation of sanctions not only punishes
violations but also reinforces behavioural discipline among MSME taxpayers.

H3: Tax sanctions have a positive and significant effect on MSME tax compliance.

H4: Tax digitalisation, Final Tax Incentives, and tax sanctions simultaneously have a significant effect on MSME tax
compliance.

Conceptual Framework

E Tax digitalization E
! (X1) . HI
i Final Tax i H2 MSME tax
! Incentives (X2) T 3y ——» compliance ()
i Tax sanctions (X3) i i
| ! H4 ;
> Parsial

----------------- Simultan
This study employs a quantitative design with « cuiiciwuonas upproach to examine the relationships between

tax digitalization, final tax incentives, and tax sanctions on MSME tax compliance. This approach enables the statistical
assessment of both the strength and direction of relationships among variables, providing an empirical basis for explaining
tax compliance behavior. The respondents consisted of 95 MSME actors registered as taxpayers. The sample was obtained
using a convenience sampling technique, primarily due to the absence of a centralized and updated registry of registered
MSME taxpayers in Lamongan Regency, combined with geographical dispersion and practical constraints in respondent
accessibility. While non-probability sampling limits statistical generalization, it remains methodologically justified in
behavioral and exploratory tax compliance research when the primary objective is to examine theoretical relationships
among constructs rather than to produce population-level parameter estimates (Hair et al., 2022; Sekaran & Bougie, 2016).
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Consequently, the findings should be interpreted within the specific socio-economic and institutional context of
Lamongan Regency and are not intended to be generalized to MSME populations in metropolitan areas or other regional
settings.

Although the sample size is relatively modest, 95 observations satisfy the minimum requirements for multiple
linear regression analysis. Methodological literature suggests that the minimum sample size should be at least 5-10 times
the number of predictor variables (Hair et al., 2022). With three independent variables included in this study, the number
of respondents exceeds this threshold, indicating that the analysis retains sufficient statistical power to detect relationships
among variables. Data were collected through a structured online questionnaire distributed via Google Forms. The
research instrument was developed by operationalizing theoretical constructs from the Tax Compliance Behavior Theory
Kirchler (2007) and Deterrence Theory. Specifically, tax digitalization indicators (platform accessibility, reporting ease,
transaction security) were adapted from Anggraeni (2025). Final income tax incentive indicators (policy awareness,
perceived financial relief, compliance motivation) were derived from Kumaratih & Ispriyarso (2020). Tax sanctions
indicators (understanding of penalty mechanisms, perceived enforcement effectiveness, behavioral deterrence) were
operationalized based on Mardiasmo (2013). MSME tax compliance was measured using multidimensional indicators
covering filing timeliness, payment accuracy, regulatory awareness, and voluntary fulfillment, adapted from Kirchler
(2007). All items were rated on a five-point Likert scale (1 = Strongly Disagree to 5 = Strongly Agree), a format selected
to provide clear ordinal differentiation while minimizing cognitive load for MSME respondents, consistent with standard
practices in survey-based behavioral research Sekaran & Bougie (2016). Prior to hypothesis testing, the research
instrument was evaluated through validity and reliability tests to ensure measurement accuracy and internal consistency.
Multiple linear regression was employed as the analytical technique since the study simultaneously examines several
predictor variables affecting one dependent variable. The t-test was used to assess the partial effect of each independent
variable, while the F-test evaluated their simultaneous effect. The regression model was further validated through classical
assumption tests, including normality, multicollinearity, and heteroscedasticity tests, to ensure that the data met statistical
requirements and that the resulting estimates were unbiased and reliable.

III. RESULT
Table 1. Characteristics of Respondents
Demographics Frequency Percentage
Gender
Male 51 53.7%
Female 44 46.3%
Age
<20 years 15 15.8%
21-30 years 17 17.9%
31-40 years 25 26.3%
41-50 years 21 22.1%
> 50 years 17 17.9%
Years in Bussiness

<1 years 21 22.1%
1-3 years 10 10.5%
4-6 years 19 20.0%
7-10 years 24 25.3%
> 10 years 21 22.1%

Revenue
<50,000,000 23 24.2%
50,000,000 - 100,000,000 37 38.9%
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100,000,000 — 500,000,000 19 20.0%
500,000,000 - 1,000,000,000 11 11.6%
>1,000,000,000 5 5.3%

Total 95 100.0%

Source: Author's compilation based on SPSS 25.0 output (2026)

The demographic data shows that the respondents in this study consist of 51 males (53.7%) and 44 females (46.3%), with
nearly equal proportions between the two genders. In terms of age, the majority of the respondents are in the 31-40 years
range (26.3%), followed by those in the 41-50 years range (22.1%). Respondents who are younger than 20 years (15.8%) and
those older than 50 years (17.9%) make up smaller proportions. Regarding years in business, the majority of respondents
have been operating for 7 to 10 years (25.3%), with 21 respondents (22.1%) having businesses that have been running for
less than | year, and the same number for those in business for more than 10 years. In terms of revenue, most businesses
report earnings between 50 million to 100 million (38.9%), while 23 respondents (24.2%) have revenues under 50 million,
and 19 respondents (20.0%) report revenues between 100 million to 500 million. Only 5 respondents (5.3%) report revenues
greater than 1 billion, indicating that businesses with very high revenue are relatively few. Overall, this data reflects a
population of businesses that are mostly well-established, with varying revenue levels, with the majority in a growth and
stabilization phase.

Table 2. List of Statements

Variable

Indicator

questionnaire items

Tax Digitalization
(Anggraeni, 2025)

Final Tax Incentives
(Kumaratih &
Ispriyarso, 2020)

Tax Sanctions
(Mardiasmo, 2018)

MSME Tax
Compliance
(Kirchler, 2007)

Platform Accessibility
Administrative Simplicity

Digital Literacy
Behavioral Adoption

Perceived Security

Policy Awareness

Perceived Financial Relief

Business Performance
Impact
Regulatory Understanding

Compliance Motivation

Knowledge of Penalty
Mechanisms

Perceived Enforcement
Effectiveness

Personal Experience

Behavioral Deterrence

Psychological Deterrence

Filing Timeliness

Payment Punctuality

Perceived Fairness

How easy do you find accessing tax information through digital
platforms provided by the government?

Do you feel that using the digital tax system makes the tax
reporting process easier?

Do you know how to report taxes digitally?

How often do you use digital platforms to fulfill your tax
obligations?

Do you feel safer in conducting tax transactions through digital
systems compared to conventional systems?

Are you aware of the final tax incentives provided by the
government?

How much influence do final tax incentives have on your decision
to comply with tax obligations?

Do you feel that the final tax incentives help improve your
business performance?

To what extent do you understand the provisions regarding final
taxes for MSMEs?

Do final tax incentives affect your decision to file taxes on time?

To what extent do you understand the sanctions imposed if taxes
are not paid on time?

Do you feel that the sanctions imposed by the government are
effective in encouraging tax compliance among MSMEs?

Have you ever received a tax sanction?

To what extent do tax sanctions affect your decision to meet tax
obligations?

Do you feel concerned or worried about the potential tax
sanctions that might be imposed on your business

How often do you file taxes according to the schedule set by the
government?
Do you always pay your taxes on time?

Do you feel that the taxes you pay are proportional to the benefits
your business receives?
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Regulatory Awareness To what extent do you keep up with changes in tax regulations
issued by the government?
Voluntary Compliance Do you feel that compliance with tax obligations benefits the
Motivation sustainability of your business?
Table 3. Validity Test
Indicator Sig. (2-tailed) Valid Yes(V) /No (X
X1.01 <0.001 \
X1.02 <0.001 \
X1.03 <0.001 \
X1.04 <0.001 \
X1.05 <0.001 \
X2.01 <0.001 \
X2.02 <0.001 \
X2.03 <0.001 \
X2.04 <0.001 \
X2.05 <0.001 \
X3.01 <0.001 \
X3.02 <0.001 \
X3.03 <0.001 \
X3.04 <0.001 \
X3.05 <0.001 \
Y.01 <0.001 \
Y.02 <0.001 \
Y.03 <0.001 \
Y.04 <0.001 \
Y.05 <0.001 v

Source: Author's compilation based on SPSS 25.0 output (2026)

The validity test was carried out to determine whether each questionnaire item accurately represents the construct
it aims to measure. In this study, instrument validity was evaluated by comparing the correlation value of each item with
the critical value in the r-table. An item is considered valid when its calculated correlation coefficient is higher than the
corresponding critical value.With 95 respondents, the degree of freedom for this test was 93 (df =n — 2), producing a critical
r value of 0.168. The findings indicate that every item exceeded this benchmark, with correlation values starting from 0.202
and above. Based on these results, the entire instrument can be deemed valid and appropriate for further analysis.

Table 4. Reliability Test

Variable Cronbach’s alpha
Tax Digitalization 0.736
Final Tax Incentives 0.791
Tax Sanctions 0.767
MSME Tax Compliance 0.783

Source: Author's compilation based on SPSS 25.0 output (2026)

Reliability analysis was performed to evaluate whether respondents provide consistent responses across items that
represent each variable dimension. The reliability coefficient was measured using Cronbach’s Alpha, which reflects the
degree of internal consistency among indicators within the instrument. A construct is deemed reliable when its Cronbach’s
Alpha value surpasses the minimum threshold of 0.6. The results show that the variables in this study obtained alpha values
of 0.736, 0.791, 0.767, and 0.783, indicating that all variables possess adequate internal consistency. Therefore, the
measurement instrument can be considered dependable and appropriate for further statistical analysis.

Classic Assumption Test

26
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Normality Test Sig. Value (Monte Carlo) Explanation
Unstandardized Residual 0.104 Normal
Source: Author's compilation based on SPSS 25.0 output (2026)

The normality test was conducted to evaluate whether the residuals generated from the regression model align
with a normal distribution. In this study, the Kolmogorov Smirnov test combined with the Monte Carlo simulation technique
was applied as the basis of assessment. The decision criterion refers to the significance value, where data are deemed to meet
the normality assumption when the probability value exceeds 0.05 (Ghozali, 2018). The analysis produced a significance
value of 0.104, which is above the established cutoff point, indicating that the residuals do not deviate from normal
distribution patterns. The Monte Carlo procedure reinforces this conclusion by generating simulated distributions through
repeated random sampling, thereby providing a more robust estimation of normality.

Table 6. Multicollinearity Test

Variable Tolerance VIF Interpretation
Tax Digitalization 0.538 1.859 No indications were found.
Final Tax Incentives 0.456 2.191 No indications were found.
Tax Sanctions 0.545 1.834 No indications were found.

Source: Author's compilation based on SPSS 25.0 output (2026)

The multicollinearity test results show that each independent variable has a VIF score well below 10
accompanied by tolerance values exceeding 0.1. These values indicate that the model satisfies the multicollinearity
assumption, meaning the predictors do not exhibit strong intercorrelations that could distort the regression estimates.
Consequently, all independent variables can be incorporated into the regression analysis without concerns regarding
multicollinearity.

Table 7. Heteroscedasticity Test

Variable Beta t Sig
Tax Digitalization 0.120 0.842 0.402
Final Tax Incentives 0.103 0.665 0.508
Tax Sanctions 0.044 0.308 0.759

Source: Author's compilation based on SPSS 25.0 output (2026)

The heteroscedasticity test was conducted to determine whether the residuals in the regression model exhibit
consistent variance across observations. A constant residual variance indicates homoscedasticity, whereas variations in
residual spread suggest the presence of heteroscedasticity (Ghozali, 2018). This research applied the Glejser test as the
diagnostic method to identify potential variance irregularities. The model is considered free from heteroscedasticity when the
significance values obtained for each predictor exceed the 0.05 threshold, indicating that the residual variance is stable and
does not bias the regression estimates. According to the test results presented in the table, all variables have significance
values above 0.05, indicating that this regression model does not exhibit heteroscedasticity issues. As a result, the model is
deemed valid and suitable for further analysis. Moreover, since no signs of abnormal residual variance were detected, the
model is considered to have stability in its error term, which further strengthens the validity of the regression coefficient
estimates.

Table 8. Heteroscedasticity Test

Model R-Square Adjusted R Square Std. Error of the Estimate
1 0.508 0.492 1.927
Source: Author's compilation based on SPSS 25.0 output (2026)

Table 8 presents the model summary for the multiple linear regression analysis. The R Square value of 0.508 (or 50.8%)
indicates a moderate-to-strong model strength. This means that the combined variance of the independent variables tax
digitalization, final tax incentives, and tax sanctions is able to explain 50.8% of the variation in MSME tax compliance in
Lamongan Regency. The remaining 49.2% is attributed to other factors not examined in this study, such as tax morale,
procedural fairness, institutional trust, or socio-cultural norms specific to the local MSME ecosystem.

Multiple Linear Regression Test

Table 9. Simultaneous Test ( {)
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Source Sum of Squares df Mean Square F Sig.
Regression 349.31 3 116.44 31.35 0.000
Error 338.00 91 3.71
Total 697.31 94

The obtained F value of 31.35 with a significance level of 0.000 demonstrates that the regression model is
statistically significant in explaining the dependent variable. Since the significance value is below the critical threshold of a
= 0.05, the model can be considered appropriate for analysing the influence of the independent variables on the dependent
variable. This result suggests that, collectively, Tax Digitalisation (X1), Final Tax Incentives (X2), and Tax Sanctions (X3)
significantly affect the tax compliance of MSMEs in Lamongan Regency. In other words, these three variables collectively
contribute to variations in MSME tax compliance. These findings indicate that the government should prioritise these aspects
in efforts to enhance tax compliance among MSME taxpayers.

Table 9. Partial Test (t)

Variable Beta t Sig
Tax Digitalization 0.100 0.990 0.325
Final Tax Incentives 0.170 1.570 0.119
Tax Sanctions 0.520 5.240 0.000

Source: Author's compilation based on SPSS 25.0 output (2026)

The digitalisation of taxation is found to have no significant effect on MSME tax compliance in Lamongan
Regency, as the significance value exceeds 0.05. This indicates that improvements in digital tax systems do not necessarily
lead to higher compliance. A contributing factor may be the relatively low digital literacy among MSME actors, which limits
their ability to fully utilize digital tax platforms. Indonesia’s Digital Literacy Index in 2022 was 3.54 out of 5, categorised as
moderately low. Similarly, Final Tax Incentives (X2) do not show a significant influence on compliance, despite having a
positive regression coefficient (f = 0.170).

This implies that lower tax rates alone have not effectively motivated MSME taxpayers in Lamongan to comply.
While incentives theoretically encourage compliance, their practical influence remains weak. This aligns with the fiscal
compliance perspective Madugba et al. (2024) and Hutadjulu & Larasati (2022) and the Fischer Model, which states that
compliance is shaped by factors such as perceptions of fairness, tax morale, and education not merely tax rates. In contrast,
tax sanctions (X3) show a significant positive effect, supported by a significance value of 0.000. This suggests that stricter
and consistently enforced sanctions effectively increase compliance. Psychological pressure, including deterrence and fear
of penalties, contributes to the tendency of MSMEs to fulfil their tax obligations.

Simultaneous Effect

The simultaneous significance of tax digitalization, final income tax incentives, and tax sanctions confirms that MSME
tax compliance in Lamongan Regency is not driven by isolated policy levers, but by their systemic integration. This finding
aligns with an integrated theoretical lens: digitalization and incentives foster voluntary compliance by reducing procedural
friction and enhancing perceived fiscal fairness Kirchler (2007), while sanctions establish a credible enforcement boundary
that ensures baseline adherence through deterrence (Slemrod, 2018). In Lamongan’s semi-urban MSME ecosystem, where
informal business practices and moderate digital literacy prevail, no single instrument operates optimally in isolation. Digital
platforms streamline reporting but require administrative simplicity to be adopted; fiscal incentives reduce financial burdens
but lack motivational salience without clear communication; sanctions ensure compliance but risk fostering anxiety if applied
punitively. When deployed synergistically, however, these instruments create a complementary behavioral architecture:
technology lowers entry barriers, incentives enhance perceived equity, and sanctions establish normative accountability. This
interaction explains why the model collectively explains a substantial portion of compliance variance, even when individual
effects appear limited.

From a policy standpoint, these results underscore the necessity of synchronized, rather than siloed, compliance
interventions. The Directorate General of Taxes should prioritize integrated rollout strategies: deploying user-optimized
digital tools alongside sector-specific incentive communication, while implementing tiered, education-integrated sanction
enforcement. Local governments can further amplify this synergy by embedding tax compliance support into existing MSME
development programs, such as licensing facilitation, cooperative partnerships, and village-level outreach. Ultimately,
sustained compliance in regency-level contexts depends not on the presence of any single policy instrument, but on the
strategic alignment of convenience, motivation, and enforcement within a cohesive institutional ecosystem.

The Impact of Tax Digitalization on MSME Tax Compliance in Lamongan Regency
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This study found that tax digitalization exhibited a positive but statistically insignificant effect on MSME tax
compliance in Lamongan Regency. While digital platforms theoretically streamline reporting procedures, the absence of a
significant relationship suggests that mere technological availability does not automatically translate into behavioral change
among MSME taxpayers. A critical empirical insight from our data helps explain this finding: among all indicators of tax
digitalization, the item measuring Administrative Simplicity "Do you feel that using the digital tax system makes the tax
reporting process easier? received the lowest mean score. This indicates that, despite having access to digital tax services,
MSME actors in Lamongan do not perceive these systems as genuinely simplifying their compliance tasks.

This finding can be interpreted through Kirchler (2007) Tax Compliance Behavior Theory, which posits that
voluntary compliance is driven not only by system accessibility but fundamentally by taxpayers' perception of procedural
fairness and cognitive ease. When MSMEs view digital reporting as complex, time-consuming, or unintuitive, the anticipated
convenience of digitalization is negated, and the technology becomes a procedural hurdle rather than an enabler. In the
Lamongan context, where respondent demographics show a substantial proportion of MSME owners aged 41-50 years
(22.1%) and >50 years (17.9%) operating in traditional sectors. the cognitive load imposed by non-intuitive digital interfaces
may disproportionately discourage adoption. The low score on administrative simplicity thus reflects a usability gap: the
digital infrastructure exists, but its design does not align with the digital literacy levels, workflow patterns, or technological
readiness of local MSMEs. This interpretation aligns with Anggraeni (2025), who identified low digital literacy and uneven
infrastructure as key barriers to digital tax adoption in non-metropolitan Indonesia. However, our study extends this insight
by pinpointing perceived administrative complexity not just access or literacyas the specific bottleneck. Unlike studies
conducted in metropolitan settings where digitalization significantly boosts compliance (Mbise & Baseka, 2023), the semi-
urban MSME ecosystem in Lamongan requires more than platform deployment; it demands context-sensitive design. The
insignificant statistical effect, therefore, should not be read as evidence that digitalization is unimportant, but rather that its
current implementation fails to address the experiential dimension of tax compliance for this population.

From a policy perspective, these findings carry actionable implications. First, the Directorate General of Taxes
(DJP) should prioritize user experience (UX) optimization for MSME-focused digital services, such as simplifying
navigation, providing Bahasa Indonesia/daerah language options, and integrating step-by-step visual guides tailored to low-
literacy users. Second, KPP Pratama Lamongan could establish a hybrid support model that combines digital platforms with
localized, face-to-face assistance., digital tax clinics at sub-district levels or partnerships with local business associations to
provide hands-on onboarding. Third, future digitalization initiatives should incorporate participatory design principles,
involving MSME actors in the testing and refinement of new features to ensure alignment with real-world usage patterns.
Without addressing the perceived complexity of administrative processes, investments in digital infrastructure risk yielding
diminishing returns in compliance outcomes.

The Impact of Final Tax Incentives on MSME Tax Compliance in Lamongan Regency

This study found that final tax incentives exhibited a positive but statistically insignificant effect on MSME tax
compliance in Lamongan Regency. While the 0.5% final PPh rate under PP 23/2018 is designed to alleviate fiscal pressure,
empirical data from this study reveals a critical behavioral disconnect: the indicator measuring Compliance Motivation "Do
final tax incentives affect your decision to file taxes on time?” recorded the lowest mean score among all incentive-related
items. This finding suggests that fiscal relief alone does not automatically translate into timely compliance behavior when
the incentive is not perceived as a salient motivator for action.

This result can be critically interpreted through Kirchler (2007) Tax Compliance Behavior Theory, which posits that
voluntary compliance is driven by perceived fairness, trust in authorities, and motivational alignment not merely by economic
calculus. In Lamongan's context, where a substantial proportion of MSMEs operate with annual turnovers below IDR 500
million and rely on informal cash-flow management, the marginal benefit of a 0.5% tax rate may be psychologically
overshadowed by immediate operational priorities (inventory, wages, supplier payments). When tax incentives are decoupled
from tangible, short-term business gains, they risk being perceived as abstract policy instruments rather than actionable
motivators. Furthermore, the post-pandemic regulatory flux including temporary exemptions under PMK 44/2020 may have
fostered uncertainty rather than sustained compliance motivation, leading MSME actors to adopt a "wait-and-see" approach
toward filing deadlines.

Unlike studies conducted in metropolitan areas where PPh incentives significantly boost compliance due to higher
financial literacy and proactive KPP outreach (Kumaratih & Ispriyarso, 2020), Lamongan's semi-urban MSME ecosystem
exhibits a distinct behavioral pattern. Local business actors often prioritize relational trust and peer norms over formal
regulatory cues, and policy information is frequently filtered through informal networks rather than official DJP channels.
This aligns with (Budiastuti & Safitri, 2023), who note that incentive effectiveness is heavily mediated by information
accessibility. However, our study extends this by demonstrating that weak motivational salience not just low awareness
neutralizes the intended behavioral effect of PPh exemptions. When MSMEs do not perceive a direct, timely link between
incentive receipt and compliance action, the policy's psychological leverage diminishes.

From a policy perspective, these findings necessitate a recalibration of incentive delivery mechanisms. First, DJP and
KPP Pratama Lamongan should shift from generic socialization to behavioral nudges that explicitly connect incentive benefits
to timely filing for example, sending SMS/WhatsApp reminders that state: "Your 0.5% PPh Final rate applies only if you file
by [date]; late filing may result in loss of incentive eligibility." Second, integrating real-time incentive calculators into widely
used platforms (DJP Online, local UMKM applications, or WhatsApp-based business tools) could help MSME:s visualize the
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concrete financial benefit of on-time compliance, thereby strengthening motivational salience. Third, regional governments
could complement national PPh incentives with non-fiscal recognition mechanisms such as "Compliant MSME" certificates,
priority access to local procurement programs, or public acknowledgment in community forums to enhance the social and
reputational value of timely filing. Ultimately, final tax incentives will only drive meaningful compliance in Lamongan when
they are embedded within a localized ecosystem of clear behavioral cues, tangible short-term rewards, and trust-based
institutional communication.

The Impact of Tax Sanctions on MSME Tax Compliance in Lamongan Regency

Tax sanctions emerged as the only statistically significant predictor of MSME tax compliance in Lamongan Regency.
Crucially, the indicator measuring Psychological Deterrence "Do you feel concerned or worried about the potential tax
sanctions that might be imposed on your business?" recorded the highest mean score among all sanction-related items. This
finding reveals that compliance is driven less by rational calculation of penalty severity and more by the anticipatory anxiety
regarding potential enforcement, underscoring the psychological salience of sanction threat in this context.

Interpreted through Deterrence Theory (Slemrod, 2018), this result highlights that perceived certainty of detection not
merely penalty magnitude shapes compliance behavior. In Lamongan's semi-urban MSME ecosystem, where informal
business practices and moderate regulatory literacy prevail, the visibility of enforcement actions (late-filing notifications,
NPWP status alerts) generates a normative pressure that outweighs abstract fiscal incentives. Unlike metropolitan settings
where compliance is often automated, Lamongan's MSMEs respond pragmatically to tangible regulatory signals: when
sanctions are perceived as credible and consistently enforced, they create a behavioral shift toward rule adherence.
However, reliance on psychological deterrence carries a critical caveat. While effective in the short term, compliance
motivated primarily by anxiety may reflect coerced adherence rather than voluntary commitment, potentially eroding long-
term tax morale and institutional trust. In Lamongan, where business decisions are influenced by peer networks and local
community norms, sanctions perceived as arbitrary or disproportionate could inadvertently reinforce informal economic
practices or trigger resistance among micro-enterprises with limited accounting capacity.

From a policy perspective, these findings necessitate a proportional, communication-rich enforcement strategy. First,
KPP Pratama Lamongan should implement a tiered sanction framework that combines clear, graduated penalties with
mandatory educational remediation for first-time or minor violators, transforming punitive measures into compliance-
learning opportunities. Second, leveraging local institutional trust through partnerships with UMKM cooperatives, village
heads, and trade associations can enhance the perceived legitimacy and fairness of enforcement. Third, transparent, pre-
emptive communication of sanction triggers and compliance deadlines via localized channels (WhatsApp broadcasts, sub-
district tax clinics) can reduce compliance anxiety while maintaining deterrence credibility. Ultimately, tax sanctions will
sustainably strengthen MSME compliance in Lamongan only when embedded within an ecosystem of procedural fairness,
taxpayer education, and trust-based institutional engagement.

IV. CONCLUSION

Based on the empirical analysis, tax sanctions emerge as the only individually significant predictor of MSME tax
compliance in Lamongan Regency, primarily driven by psychological deterrence and the perceived certainty of enforcement.
In contrast, tax digitalization and final tax incentives exhibit positive but statistically insignificant effects, constrained
respectively by low perceived administrative simplicity and weak compliance motivation among respondents. These findings
indicate that in semi-urban MSME ecosystems, tangible enforcement signals and normative pressure outweigh abstract fiscal
benefits or technological convenience. Nevertheless, the simultaneous significance of all three variables confirms that a
complementary, multi-instrument policy framework remains essential for sustained compliance.

From a policy perspective, these results necessitate a strategic recalibration of existing instruments. Digital tax
platforms should prioritize user experience (UX) optimization, localized language interfaces, and hybrid support models
(sub-district tax clinics) to bridge the usability gap for low-digital-literacy MSME:s. final tax incentives must be reinforced
with behavioral nudges, such as deadline-linked reminders, real-time benefit calculators, and non-fiscal recognition
mechanisms, to enhance their motivational salience. Meanwhile, sanction enforcement should transition toward a tiered,
education-integrated approach that maintains deterrence credibility while fostering voluntary compliance and institutional
trust.

Given the use of convenience sampling, the findings are context-bound to Lamongan’s socio-economic landscape
and should not be broadly generalized. Future research should employ probability-based sampling across diverse regional
settings and integrate behavioral constructs such as tax morale, procedural fairness, and digital trust to further elucidate the
drivers of MSME tax compliance in Indonesia’s evolving fiscal ecosystem.
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