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ABSTRACT

There has been global economic fallout from the Pandemic COVID-19. Micro, Small
and Medium Enterprises (MSME) is one of the industries hit worst. Many MSMEs
have seen their profits decline or even disappear. Consequently, tax income dropped.
In order to raise tax revenue, the government has implemented a number of reforms,
one of which is a push for greater tax compliance among MSMEs. This study aims
to analyze the effect of providing tax incentives and understanding taxpayers on
MSME tax compliance during the COVID-19 pandemic. This study also examines risk
preferences as moderation. The population in this study is the MSMEs food sector in
the city of Pekanbaru, Indonesia. Samples were selected using convenience sampling.
A total of 397 MSME:s in the food sector participated in this study. During the months
of December 2021 and February 2022, data was gathered by distributing questionnaires
to taxpayers directly and also by using Google forms. Data analysis techniques used
SEM with Warp PLS. Tests show that tax incentives affect the compliance of MSME
taxpayers during the COVID 19. This study demonstrates that understanding MSME
tax rules can boost compliance. The high risk faced by taxpayers can reduce tax
compliance even though the government provides tax incentives. However, with
a high level of understanding, even though taxpayers have risks, they still carry out
their tax compliance. This study aids the government’s effort to give tax incentives and
outreach to better comprehend the needs of MSME taxpayers.
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CobAropeHMEe HAaNOroBOro 3aKOHOAaTeAbCTBA
MWKpPO-, MaAbIM U cpeAHUM 6usHecom B UHAOHE3UMU
B nepuoAa naHaemuu COVID-19:
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AHHOTANIWMSI

IManpemmnss COVID-19 mpuseia K IVI00IbHBIM 3KOHOMIMYECKVM ITOCIIEIICTBVIAM.
Mukpo-, masiele u cpegame rnpepnpusTis (MMCTI) - ogyu 113 Hamborlee IIocTpagas-
X CeKTOpoB sKoHoMMKN. Muorue nipennpvaTvist MMCIT cTonkHy mch co cHybKe-
HyieM IpuObUI U fAaxke yOobrTkamy. COOTBETCTBEHHO, CHUSWIIVICH HAJIOTOBBIe TIOCTY-
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IUIeHUs OT 3TOro cekTopa. [Ijisi yBenueHMsl HaJIOroseix HocryivieHmin or MMCIIT
HPaBUTEIILCTBO IIPOBETIO Psifl pedpopM, OffHA M3 KOTOPBIX HallpaBJleHa Ha Oojlee cTpo-
roe coOJIIOfIeHVe 3TM CEKTOPOM HaJIOrOBOTO 3aKOHOZATEIbCTBA. B TaHHOM mccrierio-
BaHUV aHAIM3MPYETCs BIIVsIHVE IIPeIoCTaB/IeHI s HAJIOTOBBIX JIBIOT MVKPO-, MaJIOMy
u cpenHeMy OmsHecy B VIHmonesun B nepumop, nangemuy COVID-19 n noxmMaHMs
YCJIOBUT HAJIOTOOOJIOXKEHNsI Ha COOJIIofIeH e 3TVM CeKTOPOM HaJIorOBOTO 3aKOHOa-
TesibeTBa. Takke paccMaTpuBaeTCsl PoiIb IPEIIIOUTEHMS PrICKa B BBIOOpe BapMaHTOB
roBezieHMs1. Beero B aTOM McctefoBanmy NpyHsUIM yuacTe 397 HaJIororulaTe/IbIIKOB
MMCITI nmieBort MpoMBIIUIeHHOCTH B T. IlekanOGapy, oToOpaHHBIE MeTOIOM YH00-
HOVI HeBEPOSITHOCTHOVI BEIOOPKML. [JaHHBIe cOOpaHBI IIyTeM IIPSIMOTL PACChUIKM aHKET
HaJIOTOIDIATe IBIIMKAM, a TaKKe ¢ McIobp3oBaHmeM dopM Google ¢ nekabpst 2021 . mo
despasib 2022 r. B kauecTBe METOIOB aHaJIM3a JaHHBIX MCIIOIb30Bach SEM ¢ Warp
PLS. ViccnenosaHvie HeMOHCTPUPYET, YTO HAJIOTOBBIE JIBIOTHI BIIVISIIOT Ha COOJIIOMIeHIe
HaJIOrOBOTO 3aKOHOIaTeIbcTBa Hastororwtatenbiimkamv MMCIT. Takke rccremoBamvie
ITOKa3bIBaeT, YTO ITOHVIMaHVEe MaJIbIM OVM3HECOM YCIIOBU HaJIOrOOOJIOXKEHMS MOXKET
TIOBBICUTB COOJIOIeHVIe TpeOOBaHNII HAJIOTOBOIO 3aKOHOIATE/ILCTBA. BBICOKMIT PUCK,
C KOTOPBIM CTJIKMBAIOTCSI HAJIOTOIUIATENIBIINKY, MOXKET CHU3WUTEH COOIIOfIeHIe HaJlo-
TOBBIX TpeOOBaHMII, [1aXKe eCIIV IIPaBUTEIbCTBO IIPEIOCTABIISIeT HAJIOTOBBIE JIBIOTHIL.
OnHaKo IIp BEICOKOM YPOBHE IIOHVMAHVIS YCIIOBVIVI HAJIOTOOOJIOXKEHTIST, XOTSI HaJIOro-
IUIaTeIIBINVKY Y HECYT PVICKVI, OHV BCe PABHO BBIITOJIHSIOT CBOVI HAJIOTOBBIE 00sI3aTelIb-
CTBa. DTO MccilefjoBaHMe CIIOCOOCTBYeT YCWIMSIM ITPaBUTEIILCTBA 110 IPeIOCTaB/IeH 0
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HaJIOTOBBIX JIBI'OT JJIA JIydIlero IIOHMMaHVIsL HOTpe6HOCTeT71 MaJIoro OvisHeca.

KITFOYEBBIE CJIOBA

HaJIOTOBbI€ JIbI'OTHI, IIOHVIMAaHME HaJIOTOBOIrO 3aKOHOIaTes/IbCTBa, CO6J’IIOH€HVIE
TPEGOBaHVIVI HaJiororviaTeJIbInuKaMy, IpearovyreHne prcka

1. Introduction

The emergence of the COVID-19 pan-
demic that has spread throughout the
world has impacted every aspect of life.
Not surprisingly, the COVID-19 Outbreak
also had an impact in Indonesia. The
COVID-19 pandemic has had a signif-
icant impact on the Indonesian econo-
my. Among these impacts is weakening
investment and business continuity.

Micro, Small and Medium Enterprises
(MSMEs) are one of the businesses affec-
ted by the COVID-19 pandemic. Accord-
ing to data, as many as 30 million MSMEs
in Indonesia have gone bankrupt. It not
only has an impact on people’s income but
also has an impact on state tax revenues.
Revenue from the tax sector decreased
by 85% to 8.2% during the COVID-19
pandemic’.

It is impossible to avoid the drop in
tax revenue collection, but an effort is
needed to keep the decline from becoming
too sharp. In addition, it is necessary to
ensure the sustainability of sources of tax

! https://www.pajakku.com/read/
60504f8ac069d02167e9587b/ Diversifikasi-
Penerimaan-Pajak-di-Tengah-Krisis-Pandemi

revenue, namely business/economic ac-
tors, by maintaining supply and demand.
Under normal conditions, taxes play more
of a budget function, namely as the pri-
mary source of state revenue. Meanwhile,
during a pandemic, the tax function
can switch to a regulatory role, a stabili-
ty function, and an equity function [1].
The decline in tax revenues requires the
government to use various strategies.

Alm et al. [2] stated that during the
COVID-19 Pandemic, the government
needed to issue policies to help MSMEs.
One way to encourage tax compliance is
by offering tax incentives [3; 4]. According
to a study [5; 6] on the effect of tax incen-
tives on tax compliance, tax incentives
encourage tax compliance. Although tax
incentives are suspected of increasing tax
compliance, research [7] shows that tax-
payers do not voluntarily pay taxes, so
tax revenue from MSMEs still needs to be
satisfactory.

Further encouraging tax compliance
is the COVID-19 outbreak’s emphasis on
the importance of following the law. In-
creasing knowledge and correct under-
standing can improve tax compliance.


https://www.pajakku.com/read/60504f8ac069d02167e9587b/Diversifikasi-Penerimaan-Pajak-di-Tengah-Krisi
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Research [8-11] demonstrates that tax
compliance is impacted by tax knowledge.

However, Ayuba et al. [12] shows
that tax knowledge cannot increase tax
compliance. The inconsistency of the re-
sults of this study indicates that there is
a possibility that other variables influence
it. In this study, we propose risk prefer-
ence as a moderating variable. Risk pref-
erence is an opportunity for taxpayers to
consider and prioritize the various op-
tions available [13].

Alm & Torgler [14] conveyed that his
behavior toward the risks faced can in-
fluence a taxpayer’s decision. Therefore,
when taxpayers identify their attitude
towards risk, they will try to avoid prob-
lems by complying with regulations that
impact tax compliance.

Woulandari [15] finds taxpayers with
a high-risk level will affect tax compliance.
Kartika [16] states that tax compliance and
preferences have a strong relationship. If
the taxpayer has low compliance, he will
feel he has a high risk. Mei & Firman-
syah [17] found that risk preference can
strengthen the effect of tax understan-
ding on tax compliance. So is research of
Alabede et al. [18] proving risk preference
can moderate tax understanding with tax
compliance

This paper aims to analyze the effect
of tax incentives and tax knowledge on
MSME taxpayer compliance in Indone-
sia during the COVID-19 pandemic. This
study also examines risk preference as
moderation.

Research hypotheses:

H1: Tax incentives have a significant
effect on MSME taxpayer compliance.

H2: Understanding of Tax Regulations
Affects MSME Taxpayer Compliance.

H3: Risk preference moderates the Ef-
fect of tax incentives on taxpayer compli-
ance.

H4: Risk Preference Moderates the Ef-
fect of Understanding of Tax Regulations
on MSME Taxpayer Compliance.

In the next section, we will present
a literature review that explains the theory
used and the hypotheses we built. Next is
the research method describing the popu-
lation, sample, data collection techniques,

variables, and data analysis techniques.
The following section is the results and
discussion, then closes with conclusions
on the research results.

2. Literature review

2.1. Attribution Theory

Attribution is an assumption about
why someone behaves in a certain way.
According to [19], attribution bias is a per-
son’s tendency to explain everything, in-
cluding the intentions of other people’s
behavior. This theory refers to how a per-
son describes the causes of other peo-
ple’s behavior or himself, which will be
determined whether internal or external
will influence individual behavior [20].
Internal attributions are internal forces or
dispositions (psychological elements that
precede behavior) that change a person’s
behavior [21].

The attribution theory employed in
this study is significant as a supporting
theory because it clarifies how taxpayer
behavior is influenced by internal and
external attributions that alter one’s at-
titude, specifically the attitude toward
paying taxes. Internal attribution is indi-
cated by the understanding and risk pre-
ference felt by the taxpayer. Meanwhile,
external attribution is the regulation of
tax incentives issued by the government.
Internal and external attributions can af-
fect the behavior of MSME taxpayers in
paying their taxes.

2.2, Effect of Tax Incentives
on Taxpayer Compliance

Brauner & Stewart [22] investigate
the effectiveness of state tax incentives
through reducing the tax burden for vari-
ous projects. During the pandemic, several
new tax incentives have been introduced
to increase government revenue and im-
prove tax compliance. Tax incentives for
taxpayers who would be impacted by
COVID-19 are the first measure (Ministry
of Finance Decree No. 23/PMK.03/2020).

The existence of tax incentives is
an external attribution that encourages
someone to behave. The MSME tax re-
duction during the COVID-19 period,
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implemented by the government, is ex-
pected to increase MSME tax compliance.
According to Smith & Stalans [23] also
explained that a reduction in tax rates can
improve tax compliance.

H1: Tax incentives have a significant
effect on MSME taxpayer compliance.

2.3. Effect of understanding tax regulations
on taxpayer compliance

Robbins & Judge [24] explained that
the understanding of tax regulations can
affect tax compliance. Following attribu-
tion theory, understanding regulations
is an internal and external attribution.
Understanding tax regulations and their
external factors is an empirical percep-
tion of taxpayer behavior that influences
compliance [25].

Taxpayers who know tax regula-
tions and have extensive experience in
the field of taxation will follow the tax-
payer in a way that can appreciate what
is happening in the taxation system and
the results of tax returns [26; 27]. Un-
derstanding the government’s restric-
tions published during the COVID-19
outbreak can help taxpayers behave in
accordance with the rules. Supriyati &
Hapsari [9] on individual entrepreneur
taxpayers shows that ax understanding
increases tax compliance. Based on this
description, it is hypothesized:

H2: Understanding of Tax Regulations
Affects MSME Taxpayer Compliance.

2.4. The role of risk preference
in moderating the Effect of tax incentives
on taxpayer compliance

Tax incentives, according to Ridwan &
Nawir [11] are measures used by the go-
vernment to entice people and business-
es to spend money or save money by lo-
wering the taxes they are required to pay.
The government offers tax incentives to
support national economic recovery and
respond to reduced business productivity
during the COVID-19 pandemic.

One of a person’s traits that affects how
they act is their affinity for taking risks. As-
war et al. [28] expresses the concept of risk
preference. There are three scopes: avoi-
ding risk, neutral in facing risk, and looking

for threats. Research reveals that the be-
havior of taxpayers in facing risk cannot be
underestimated in tax compliance. Based
on [28] when the government has offered
ease by lowering the tax rate, taxpayers
can suffer tax penalties for failing to com-
ply with their duties. The amount of threat
faced by taxpayers can affect the decision
of MSME taxpayers to implement their
tax compliance. Based on the description
above, the hypothesis proposed is:

H3: Risk preference moderates the
Effect of tax incentives on taxpayer com-
pliance.

2.5. The role of risk preference
in moderating the influence of tax
understanding on taxpayer compliance

A taxpayer’s behavior toward the dan-
gers he faces can affect his decision. Seve-
ral theories on decision-makers, including
tax compliance theories like rationality
theory and prospect theory, include risk
preference as a component. The perspec-
tive theory is the basis used to prioritize
tax compliance affected by risk.

Alabede et al. [29] uses perspective
theory to evaluate the impact of risk prefe-
rence on individual taxpayer compliance
and finds that it has a beneficial effect.
Alm & Torgler [14] revealed that the be-
havior of taxpayers in the face of risk does
not mean that the taxpayer will not fulfill
their tax obligations. The risk preferences
faced by MSME taxpayers, such as health
risks and bankruptcy risks, cause taxpay-
ers to increase their taxpayer understan-
ding. The existence of risks faced by tax-
payers allows taxpayers to understand
better tax regulations that enable tax-
payers to be more obedient in paying taxes.
If the risk preference level of the taxpayer
is high, it can be said that it influences the
taxpayer’s understanding of regulations.
Taxpayers who tend to be brave in facing
existing risks are taxpayers with a high-
risk preference. The higher the level of risk
preference, The greater it is, the more im-
pact it will have on taxpayer compliance
and understanding of tax laws [30]:

H4: Risk Preference Moderates the Ef-
fect of Understanding of Tax Regulations
on MSME Taxpayer Compliance.
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3. Research Methodology

The population used in this study is
MSME taxpayers in Indonesia. This re-
search is devoted to the MSME food sec-
tor in Pekanbaru City. According to data,
the number of MSMEs in Pekanbaru City
is 4,645 (source: Office of cooperatives
and MSMEs). The sampling technique
used is convenience sampling. To calcu-
late sample adequacy, 397 SMEs were
selected for the sample size using the
Slovin formula.

Data collection was carried out
by sending questionnaires directly to

MSMEs. Respondents in this study were
MSME owners or managers.

3.1. Variable Measurement

Operational definitions and variable
measurements can be seen in Table 1.

3.2. Characteristics of Respondents

A total of 400 questionnaires were dis-
tributed to food SMEs in Pekanbaru City.
A total of 397 questionnaires can be pro-
cessed (Table 2).

The characteristics of the participating
respondents can be seen in Table 3.

Table 1

Variable Measurement

Research variable

Indicator Scale

Taxpayer
compliance (TC)

1. Compliance in registering with the tax office.
2. Compliance in reporting notice of tax payable on time.

Ordinal

3. Compliance in calculating and paying taxes correctly.
4. Observance of paying back taxes.

Adopted from [31]

Tax incentives
(TT)
directly.

1. Tax incentives lighten the tax burden.
2. Tax incentives educate the real benefits of taxes that are felt

Ordinal

3. Tax incentives reduce costs and increase people’s purchasing

power.

4. Tax incentives increase tax compliance.

Adopted from [32]

Tax Understanding
(TU)

1. Understanding of tax ID number.
2. Understanding of tax regulations.

Ordinal

3. Taxpayers allocate funds to pay taxes.
4. Taxpayers seek information and ways of paying taxes.
5. Taxpayers realize that education is needed to know things

and their tax obligations.

Adopted from [33]

1. Financial risk.

2. Health risks.

3. Social risk.

4. Job risk.

5. Safety risk.
Adopted from [34]

Risk preference
(RP)

Ordinal

Table 2

Questionnaire description

Information

Amount Percentage

1 Questionnaires distributed

2 Responded questionnaire

3 Questionnaires that cannot be processed 3

4 Questionnaires that can be processed

400
397

100
99.25
0.75

397 99.25

Source: Processed data, 2022

10
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4. Results

4.1. Results of Descriptive Statistical
Analysis

Descriptive statistics include the in-
terpretation of the mean, minimum, maxi-
mum, and standard deviation. The aim is to
analyze data based on the respondents’ re-
sponses to the statements of each variable.
Descriptive statistics can be seen in Table 4.

The standard deviation for each var-
iable is lower than the mean value. This
result shows the data is quite good.

4.2, Outer Model test results

4.2.1. Validity test

This test uses convergent validity and
discriminant validity. The loading factor
and AVE values indicate whether or not
an indicator is valid. A construct indicator
that is said to be valid is if the value of the
loading factor and AVE (Average Vari-
ance Extracted) > 0.50 [35].

The cross-loading value and correla-
tion value of the structure’s indices with
other variables both show discriminant
validity [36]. The results can be seen in
Table 5.

As can be seen from table 5 above,
every construct indicator has a loading
value larger than 0.5 and an AVE value
greater than 0.5. Each indicator’s factor
loading value is higher than that of other
indicators” factors. It means that all con-
struct indicators have fulfilled the discri-
minant validity requirements.

4.2.2. Reliability Test

Aggregate reliability uses Cronbach’s
Alpha, and synthesis reliability uses com-
posite reliability. The questionnaire has
good Cronbach alpha and composite relia-
bility if it has a value greater than 0.7 [35].
The results of the reliability test can be
seen in Table 6. Each construct shows
a value greater than 0.7, which means
that reliability is good.

Table 3
Characteristics of Respondents
Information ‘ Description Amount Presentation
Gender Number of Respondents: 397 100%
Man 230 58%
Woman 167 42%
Age Number of Respondents: 397 100%
< 30 years 155 39%
- 30-40 years 99 25%
- 41-50 years 79 20%
>50 years 64 16%
Educational background Number of Respondents: 397 100%
Senior High School 92 23%
Diploma 84 21%
Bachelor 189 48%
> Bachelor 32 8%
Source: Processed Data (2022)
Table 4

Descriptive Statistical Analysis

Variable N Min Max Means std. deviation
Tax Incentives 397 3 5 4,100 0.600
Tax Understanding 397 3 5 4,140 0.650
Risk Preference 397 3 5 4,100 0.600
Taxpayer Compliance 397 8 5 4,114 0.625

Source: Primary data analysis, 2022

11
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Table 5
Combined Loading and Cross Loading
| Indicator | TC TI TU RP AVE
KWP1 0896 0.059 0.047 -0.02 0.748
. KWP2 0.782 -0.400 0.409 0.045
Taxpayer Compliance
KWP3 0.900 0.081 -0.180 -0.230
KWP5 0.678 -0.070 0.013 0.424
IP2 -0.050 0.669 -0.390 -0.10 0.715
. IP3 -0.120 0.782 0.117 0.033
Tax Incentives
IP4 -0.150 0.860 -0.180 -0.30
IP5 -0.230 0.743 0.102 0.669
PPP1 0.076 0.199 0.856 -0.050 0.799
PPP2 -0.360 -0.120 0.792 0.280
Tax Understanding PPP3 0.235 -0.330 0.774 0.152
PPP4 0.211 0.281 0.831 0.005
PPP5 -0.190 -0.070 0.735 -0.410
PR2 0.816 0.009 -0.320 0.865 0.762
PR3 -0.680 0.015 0.047 0.565
PR4 0.653 0.178 -0.560 0.800
PR5 0.059 -0.130 0.231 0.886
PR6 -0.050 -0.160 0.599 0.797
Risk Preference PR7 -0.750 -0.040 -0.140 0.743
PR8 0.315 -0.190 0.141 0.863
PR9 -0.570 -0.080 0.138 0.700
PR10 0.395 -0.010 0.138 0.832
PR11 0.181 -0.060 -0.280 0.797
PR12 -0.080 0.102 -0.430 0.770
Table 6
Reliability Test Results
Cronbach Alpha Composite Reliability
Taxpayer Compliance (TC) 0.777 0.854
Tax Incentives (TI) 0.747 0.834
Tax Understanding (TU) 0.857 0898
Risk Preference (RP) 0.927 0941
Source: WarpPLS 7.0 processed data
Table 7
Output Results of Fit Indices Models
Index P-Values Criteria Explanation
R Square 0.66
APCs 0.264 P =0.002 P <0.05 Received
ARS 0.66 P <0.001 P <0.05 Received
AVIV 2,568 Acceptable If <=5 Received
Ideally <=3.3
AFVIF 3,752 Acceptable If <=5 Received
Ideally <=3.3
Tenenhaus GoF 0.756 Small >=0.1 Received
Medium >= 0.25
Large >=0.36

Source: Processed data using WarpPLS 7.0

12
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4.3. Inner Model Test Results

The results of the inner model test are
divided into 2, namely: fit and quality in-
dices models and hypothesis testing. The
results of testing the fit model can be seen
in Table 7.

Based on the findings in Table 7, it is
clear that the factors of tax incentives, tax
law comprehension, and moderation of risk
preferences can all have a 66% impact on
the proportion of taxpayer compliance. The
study did not look at the remaining 34%.

The fit model indicated by the APC
value has an index value of 0.264 with
a p-value of P = 0.002. In addition, ARS
has an index of 0.66 and a p-value of
0.001 at the same time. Because APC
has a p-value of less than 0.001, it has
satisfied the criteria. The p-value for
ARS is also similar, being p-value 0.001.
The AVIF value, which should be 5 and
ideally 3.3, has been satisfied because it
is 2,568 based on these facts [37].

4.4. Hypothesis test

Hypothesis testing using Warp Pls 7.0
can be seen in Figure 1 and Table 8.

Hypothesis 1 states that Tax Incen-
tives affect Taxpayer Compliance. The
test results show the p-value TI — TC 0.01
which is smaller than 0.05. Thus hypoth-
esis 1 is accepted with a path coefficient
of 0.22.

Hypothesis 2 states that understand-
ing tax regulations affects taxpayer com-
pliance. The test results show that the
p-value TU — TC < 0.001 is smaller than
0.05, and the path coefficient is 0.69. Thus
hypothesis 2 is accepted.

Hypothesis 3 states that Tax Incen-
tives affect Taxpayer Compliance mode-
rated by Risk Preference. The interac-
tion test of Tax Incentives with Risk Pre-
ference results shows that the p-value
RP*TU — TC < 0.001 is smaller than 0.05,
and the path coefficient is -0.2. Thus hy-
pothesis 3 is accepted.

Figure 1. Structural Equation Model

Table 8
Hypothesis Test Results
Hypothesis Research hypothesis | Path Coefficient | P-values Information
H1 TI— TC 0.22 0.01 Accepted
H2 TU - TC 0.69 <0.001 Accepted
H3 RP*TI — TC -0.25 <0.001 Accepted
H4 RP*TU — TC 0.34 <0.001 Accepted
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Hypothesis 4 states that Understan-
ding Regulations influences Taxpayer
Compliance moderated by Risk Prefer-
ence. The results of testing the interac-
tion of understanding regulations with
risk preferences show that the p-value
RP*TU — TC < 0.001 is less than 0.05, and
the path coefficient is 0.34. Thus hypothe-
sis 4 is accepted.

5. Discussion

5.1. Effect of Tax Incentives
on Taxpayer Compliance

It is known that tax incentives affect
taxpayer compliance based on the de-
scription of the research findings above.
This hypothesis is accepted because it
follows attribution theory, that a person’s
behavior is determined by internal and
external attributions [20].

An external factor that affected MSME
taxpayers’ tax-paying behavior during the
COVID-19 pandemic was the existence
of tax incentive regulations. The findings
demonstrated that stronger tax incentives
boosted MSME tax compliance during the
COVID-19 epidemic.

Government policy to reduce tax
rates during the COVID-19 period by is-
suing regulations in the form of Ministry
of Finance Decree no. 23/PMK.03/2020
provides convenience for MSME taxpay-
ers who encounter economic difficulties
during the Covid-19 period. MSMEs can
easily continue to fulfill their tax obliga-
tions thanks to this tax reduction. The
study’s findings are consistent with pre-
vious research [5; 6; 23].

5.2. Effect of Understanding Tax
Regulations on Taxpayer Compliance

Based on the explanation of the re-
search results, it is known that under-
standing tax regulations affects MSME
taxpayer compliance. The study results
show that with the increasing knowledge
of MSME taxpayers on rules, the tax-
payers will respect their tax payments and
increase taxpayer compliance.

The results of this study also sup-
port the attribution theory. The internal
and external conditions of the taxpayer

14

strongly influence taxpayer compliance.
It includes his understanding of tax
regulations as an internal factor and
his experience in understanding other
people’s behavior as an external factor,
so his knowledge of tax regulations in-
fluences taxpayer compliance with tax
regulations. This research is in line with
research [8-10] which proves that tax un-
derstanding affects tax compliance.

5.3. Role of Risk Preference
in Moderating the Effect of Tax Incentives
on Taxpayer Compliance

The results show that risk preference
can moderate the Effect of tax incentives
on tax compliance. The path coefficient
shows a negative value which means high
risk, even though there are incentives pro-
vided by the government that will reduce
the level of tax compliance.

Avoiding danger is one of the charac-
teristics of a person who can influence his
behavior [38]. RequiredMSME taxes face
a choice when taxpayers face risks during
the COVID-19 pandemic. The existence of
tax incentives causes taxpayers to choose
to avoid hazards rather than expose them-
selves to risks. Taxpayers can be influenced
by their risk-averse behavior, which helps
ease the burden on taxpayers to report tax-
es on time and improve tax compliance.
For MSME taxpayers, tax incentives are
beneficial and can increase taxpayer com-
pliance with the risks they face.

At low risk, the existence of tax in-
centives will increase tax compliance.
However, if the dangers faced by MSME
taxpayers are high, even though the gov-
ernment provides tax incentives, it re-
mains a consideration for taxpayers to
carry out their tax obligations [28].

5.4. The Role of Risk Preference
in Moderating the Effect of Tax
Understanding on Taxpayer Compliance

The study results show thatrisk prefer-
ence moderates tax understanding toward
tax compliance. The high-risk taxpayers
face them to increase their knowledge of
regulations. For example, the low risk of
late paying taxes can be caused by the tax-
payer’s lack of understanding of tax regu-
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lations. During the COVID-19 period, the
government issued various regulations to
help MSMEs. These regulations make it
easier for MSMEs to reduce the risks faced
by MSMEs. The new regulation requires
MSME taxpayers to increase their under-
standing to fulfill their tax obligations.

Research conducted [39] used pro-
spectus theory to test the Effect of risk
preference on tax payer compliance, and
the study results showed that risk prefe-
rence had a positive effect on tax payer
compliance. A study [26] indicates the
taxpayer’s risk management behavior
does not mean that the taxpayer will not
fulfill his tax obligations. These findings
are supported by research [40], which
explains that risk preference can change
the relationship between tax literacy and
compliance.

6. Conclusion

Based on this research, several con-
clusions were drawn that tax incentives
and understanding of taxation affected
MSME taxpayer compliance during the
COVID-19 pandemic.

Tax incentives provided by the govern-
ment could increase MSME taxpayer com-
pliance. Taxpayers’ knowledge of regu-
lations can also improve tax compliance.
This study also found that the level of risk

preference affects tax compliance diffe-
rently. The existence of risk preferences
can increase the understanding of tax-
payers so that it has an impact on their
tax compliance. However, a high-risk
choice will reduce tax compliance even if
the government provides tax incentives.
Tax compliance depends on the high or
low-risk preferences of MSME taxpayers
during the COVID-19 pandemic.

This research has limitations, namely,
not being able to cover a wider area. This
research was only conducted on SMEs in
the food sector. This study also found that
the R square was worth 66%, which means
that there is still another variable of 34%
that has yet to be studied in this study.
Therefore, this study suggests that further
research, in addition to expanding the re-
search area, can also conduct research on
various MSME sectors. Other studies are
also advised to test different variables that
have not been studied in this study.

This research has contributed to the
theory, especially the theory of attribu-
tion. The influence of tax incentives, tax
understanding, and risk preferences on
tax compliance proves the existence of
internal and external attributions that
influence the behavior of taxpayers in
paying their taxes. This research can also
be used as a comparison with research
studies before the COVID-19 era.
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