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This study aimss

perception of justice, and trust in public authorities. Our results also show that tax morality has the greatest magnitude in this 
association, which indicates its role as the main driver of tax compliance. We also found a significant positive association 
between tax knowledge and tax compliance, confirming the notion that taxpayers’ intrinsic motivation should be equipped with 
adequate tax knowledge. Our results suggest that in improving SMEs’ tax compliance, regulators need to consider strengthening 
the intrinsic motivation as well as enhancing the tax knowledge that promotes a greater understanding of tax obligations. 

 

 

Key words



 
 





 
 



 
 



 
 
eJournal of Tax Research  Tax compliance: a study of Indonesian SMEs  

173 
 

 

between tax knowledge and the level of tax compliance (Wadesango et al., 2018). 
Research by Adam and Webly (2012) concluded that tax knowledge is an important 
element in a system of voluntary tax compliance. The findings have also been supported 
by the research of Loo (2016) and Loo, McKerchar and Hansford (2014) which stated 
that taxation knowledge is the most influential factor in the process of determining 
taxpayer compliance behaviour in a self-assessment system. 

Prior studies on small businesses have also suggested that SMEs have limited taxation 
knowledge. McKerchar (1995) found that small businesses in Australia did not realise 
the gap in their taxation knowledge, causing accidental delinquency. Based on prior 
studies, intrinsic motivation to pay taxes should be complemented by adequate taxation 
knowledge. Therefore, our fourth hypothesis is: 

H4   : Taxpayer’s tax knowledge has a positive association with SMEs’ tax 
compliance. 

2.5 Control variables 

Similar to research regarding SMEs conducted by Huong and Cuong (2019), we control 
for firm size and firm age. Both variables represent the difference in firm efficiency and 
their access to funding (Farinha & Félix, 2015).  
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Table 2 shows the descriptive statistics of the knowledge variable. Of all the questions 
given to the respondents, on average, 89.73% of the questions were answered correctly. 
Hence, the majority of our respondents have satisfactory taxation knowledge. 

4.2 Regression analysis 

Figure 1 (see Appendix 2) shows the diagram for the Structural Equation model and 
Table 3 explains the regression results of our analytical model. 

 

Table 3: Regression Analysis of Research Model 

Variable Coefficient t P>|t| Hypothesis 
MORALITY .4963645 7.84 0.000 Hypothesis 1 
JUSTICE .1789232 2.00 0.045 Hypothesis 2 
TRUST .1548217 1.84 0.065 Hypothesis 3 
KNOWLEDGE .1973953 3.17 0.002 Hypothesis 4 
AGE -.0311265 -0.49 0.621 Control Variable 
SIZE -.0338778 -0.53 0.598 Control Variable 

 

4.2.1 The association between tax morality and SME taxpayers’ compliance 

The regression results in Table 3 show a positive association between Tax Morality and 
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knowledge, with general tax knowledge relating to fiscal awareness, procedural tax 
knowledge to understanding tax compliance procedures and legal tax knowledge to 
understanding tax regulations. Future studies might seek to disaggregate the knowledge 
variables and test which type of knowledge will be associated with tax compliance. 
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Perception of Justice 
 

No. Statement 1 
(SD) 

2 
(D) 

3 
(N) 

4 
(A) 

5 
(SA) 

1 The current system of income tax is fair to all 
taxpayers 

     

2 Income tax expense has been fairly distributed 
among all taxpayers 

     

3 The facilities you receive from the government 
is proportionate to the taxes you have paid 

     

4 It is fair for people with high income to pay 
proportionally more in taxes than those with 
lower income 

     

5 Tax rates are fair if it is applied to every person 
regardless of their income 

     

6 It is fair to apply a lower tax rate to SME 
taxpayers 

     

7 The government giving different facilities to 
SMEs and non-SMEs is not fair 

     

8 Lowering the tax rate for all types of businesses 
during a pandemic is fair 

     

9 Bearing employees’ taxes during a pandemic 
regardless of income is fair 

     

 
Trust in Public Authority 
 

No. Statement 1 
(SD) 

2 
(D) 

3 
(N) 

4 
(A) 

5 
(SA) 

1 Currently the law is well enforced by the 
government  

     

2 Politicians and representatives are executing 
their function and authority well  

     

3 The government has allocated tax income well 
in the form of facilities for the people 

     

4 The Directorate General of Taxation has been 
performing tax collection duties well 

     

5 In general, the Directorate General of Taxation 
already possess good integrity 

     

6 The Directorate General of Taxation has 
performed socializations or tax education well

����
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11 Account representatives have provided 
adequate aid in helping MSMEs benefit from 
tax facilities during the COVID-19 pandemic 

     

12 Government aid is crucial to economic recovery 
post-COVID-19 

     

13 Public donation is crucial to economic recovery 
post-COVID-19 

     

 
 
Tax Knowledge 
 
V = True; X = False 

No. Statement V 
(True) 

X 
(False) 

1 Taxes are the largest source of national income in Indonesia   
2 All taxpayers with income must register and obtain Tax ID 

number 
  

3 Taxpayers can register for Tax ID number   
4 The Directorate General of Taxation can perform 

inspections on taxpayers to test their tax compliance 
  

5 Taxpayers can file for deferment or installments on their 
tax payments in certain conditions 

  

6 Tax sanctions are applied to those who do not fulfil their 
tax obligations  

  

7 Applicable tax sanctions include fines and imprisonment   
8  
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Please answer the following questions if your business is a Partnership/Cooperative 
No. Statement V 

(True) 
X 

(False) 
15 SMEs can use Final PPh rate of 0.5% for a maximum of 4 

years 
  

16 SME taxpayers must record all their revenues for tax 
reporting purposes (Periodic Tax Returns) 

  

 
 
 
Please answer the following questions if your business is a Corporation (limited liability company)  

No. Statement V 
(True) 

X 
(False) 

15 SMEs can use Final PPh rate of 0.5% for a maximum of 3 
years  

  

16 SME taxpayers must record all their revenues for tax 
reporting purposes (Periodic Tax Returns) 

  

17 SME taxpayers must fill data regarding assets, debt, and 




