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Abstract:

Tax compliance is an important issue in developing countries where informal business structures
dominate. In this study, we focused on behavioral, institutional and technological factors that influence
income tax compliance among micro, small and medium enterprises (MSMEs) in India. We examined the
impact on voluntary compliance by the use of digital filing systems, taxpayer awareness, perceived
fairness and enforcement mechanisms to primary survey data and econometric modelling. Digitalization
measures (e-filing and faceless assessments) were reported to improve compliance behaviour. This
research helps to inform tax policy reform through behavioural-economics-based compliance strategies
for better delivery of revenue.

1. INTRODUCTION:

Micro, Small and Medium Enterprises (MSMESs) are the most dynamic and resilient sector of the Indian
economy. This is the sector that is the engine of industrial production, exports, job creation and regional
development of the country. MSMEs contribute approximately 30 percent to India’s GDP, 45 percent to
total manufacturing and 48 percent to national exports. More than 110 million people are employed in the
sector (followed by agriculture). In addition to the numerical contributions, MSMEs are an important
socio-economic player in creating entrepreneurship, reducing regional income disparities, supporting rural
industrialisation and promoting inclusive economic growth in India. The sector is home to a number of
different types of business structures like sole proprietorships, partnerships, family-owned businesses,
small private companies that operate on a very small budget, lean and informal management practices,
with few regulatory risks and very few regulations. The Indian government has made several changes to
the business operations like GST, digital payment systems, online income tax filing systems, faceless
assessments and financial databases that were enacted in recent years and these are all necessary for
transparency and broadening tax bases and voluntary compliance in the Indian economy and especially
for MSMEs. The problem is there is a difference between formal and informal tax compliance. Even
though they are economically significant, the majority of Indian MSME:s are still part of an informal or
semi-formal community. The informality is manifested in such ways as incomplete accounting records,
cash-based transactions, poor financial literacy and lack of knowledge of statutory requirements that are
not reflected in actual business practice. This structural informality creates a big gap between the
traditional business practices of MSMEs and the digitized and rule-based process of formal taxation.

Income tax compliance will require proper bookkeeping, digital reporting, timely filing of returns and
adherence to changing laws. For many MSMEs, these requirements are administrative and cognitively
heavy and deter voluntary participation in formal tax laws. As a result, tax authorities struggle with
underreporting income, late filings, low compliance rates and the requirement for enforcement rather than
voluntary compliance. Policy changes in India are largely focused on technological modernization and
increased surveillance, but little empirical evidence has been provided on the behavioural and
psychological aspects of compliance among MSME taxpayers. As a result, the disconnection between
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informal culture and formal tax obligations is a major problem in India’s taxation system. The Research
objectives of the study are as follows. In this study, we aimed to study income tax compliance behaviour
among MSME:s in an institutional, technological, and behavioural context.

Specifically, we aim to test the following goals:

To analyze the effect of digital tax interface (e-filing portals and faceless assessment systems) on voluntary
tax compliance among MSMESs. To investigate the “nudge effect” of simplified digital interfaces,
automated reminders and easy-to-use compliance mechanisms on taxpayers’ behaviour. To investigate tax
awareness and perceived fairness of the tax system, compliance costs and trust in tax administration in
terms of filing and reporting. To know whether digitalization will reduce the compliance gap between
informal business practices and formal taxation requirements. To create a normative framework for MSME
taxation policy in India.

The Study contribution:

The Indian tax literature has often been limited to statutory reforms, revenue results and tax administration
efficiency at the macro level and not at the micro level. There are very few studies that investigate tax
compliance from a micro-level behavioural point of view in the MSME sector. There are also existing
studies that treat digitalization as a technological change and not as a behavioural policy instrument for
taxpayer decision-making. This study contributes to the literature in a number of significant ways. It links
commerce to behavioural economics and public finance through the study of how digital tax systems are
behavioural “nudges” to induce voluntary compliance. Second, it provides empirical evidence on MSME
taxpayers, who are still underrepresented in Indian income tax research despite having a significant
economic impact. And third, the study goes beyond enforcement and also looks at trust, usability and
institutional design as key factors for compliance. The research is able to provide policy-relevant
recommendations to create taxpayer-centric compliance systems by integrating behaviour and digital
governance. In the context of the changing Indian economy, it will be of useful assistance for
policymakers, tax offices and researchers in creating inclusive, efficient and sustainable tax compliance
to enhance the policy framework. Advanced architectural classification of MOFs in DAC. The strength
and utility of metal-organic frameworks (MOFs) in direct air capture (DAC) are also characterized by their
architecture and function. Many MOFs are currently being developed, which have unique
physicochemical properties and therefore provide easy and affordable CO: capture in high atmospheric
quality conditions. All MOF architectures are classified by pore structure, functionalization, hybridization,
and application-based design strategy.

2. Literature Review and Theoretical Framework

2.1 Theoretical Grounding: Economic Deterrence versus Tax Morale Perspectives

Tax compliance has been studied from two perspectives, the economic deterrence model and behaviour or
tax morale. These two views offer different views on why taxpayers do and do not pay tax. The classical
economic approach is based on the "Allingham-Sandmo model" in which tax compliance is seen as a
rational decision-making process. Taxpayers are utilitarian agents who consider the net value of tax
evasion to the probability of the tax being detected and the penalty. Compliance increases when there is a
higher level of enforcement, audit probability, and penalties. So in such a world governments are mainly
concerned with monitoring, investigating, and punishment for tax evasion. Economic deterrence is a good
analytical model for tax enforcement, but we know from the empirical evidence in developing countries,
it can never explain compliance behavior by itself. Taxpayers are willing to pay even if audit probability
is low, which means there is non-economic motivation. This led to the establishment of the tax morale
framework based on behavioural economics and institutional theory. Tax morale is the motivation people
have to pay taxes based on ethical standards, faith in government institutions, perceived fairness, and
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social responsibility. Behavioural scholars believe compliance is driven by not merely fear of penalties
but also psychological factors such as:

e ftrust in tax authorities,

e perceived legitimacy of government expenditure,

e procedural fairness,

e social norms and peer behaviour,

e case of compliance processes.

Thus, today’s tax administration is incorporating more and more behavioural “nudges,” simplified
processes, and digital interfaces to encourage voluntary compliance rather than coercive enforcement. For
MSMEs who operate in semi-formal and non-formal environments, behavioural factors are very
important. With less ability to handle accounting, uncertainty around regulations, and administrative
complexity, even though businesses are willing to participate in the formal economy, compliance is likely
to be problematic. The solution of compliance is to combine deterrence theory and behavioural tax morale.

2.2 The Indian Context: Institutional and Policy Reforms

India’s tax administration has undergone a dramatic transformation during the past decade, which has
moved from a regime of enforcement-based governance to technology-based compliance systems. Many
of these are particularly applicable to MSME taxation behaviour.

One of the most significant structural reforms was the introduction of the Goods and Services Tax (GST)
in 2017, which replaced various indirect taxes with one national tax regime. GST was meant to be a means
to formalize business transactions through invoice matching, digital reporting, and compliance control
mechanisms. GST was primarily an indirect tax reform and directly impacted income tax compliance in
the MSME sector based on the digital bookkeeping and financial transparency of MSMEs.

The other key initiative is the Faceless Assessment Scheme to remove the direct interaction of taxpayers
with tax officials. The technology-based assessment processes reduce discretion, increase transparency
and build taxpayer trust. In contrast to the human contact model, this reform is a way to increase tax morale
and to reduce the feeling of harassment, which is critical to voluntary compliance. MSMEs are also
protected by section 43B(h) in the Income Tax Act, 1961 by requiring timely payments to registered small
business owners. This will help in this regard as it links tax deductions with payments of dues to MSMEs
and it will help with formal invoicing and better financial documentation. These regulations are more
likely to formalize and develop the compliance culture in the businesses. The reforms are a paradigm shift
in Indian taxation policy from surveillance-based to digital governance and behavioural compliance
management. However, the empirical evidence of the impact of these reforms on MSME taxpayer
behaviour (with respect to behavioural commerce) is limited at the level of empirical literature, especially
for behavioural commerce.

2.3 Synthesis of Existing Literature

In developing countries, studies on tax compliance have generally been concerned with enforcement

efficiency, audit intensity and penalty structure. Indian research has shown the problems of GST

implementation, administrative efficiency and revenue impact. Legal scholarship has also addressed

procedural reforms in the field such as faceless assessments, to make governance more transparent and

dispute resolution possible.

But there are still three huge gaps:

» Small business owners’ psychological responses to digital tax systems are not well understood in
MSME-based behavioural studies.

»  There is insufficient integration with deterrence and behavioural theories in Indian tax research.

» Lack of experimental validation of digitalization as a behavioural “nudge”.
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In most publications, technological reforms are considered administrative modernization, not behaviour
changes that impact taxpayer decision making. This study therefore integrates economic deterrence theory
with tax morale theory to provide a comprehensive context for MSME income tax compliance in India.

2.4 Conceptual Framework of the Study

The study proposes that MSME tax compliance is influenced by three interacting dimensions:
1. Economic Factors

»  Audit probability

»  Penalties and enforcement

»  Compliance cost

2. Behavioural Factors

»  Trust in tax administration

»  Perceived fairness

»  Social norms and ethical motivation

3. Technological Factors

»  Digital literacy

»  Ease of e-filing systems

»  Automated reminders and user-interface nudges

Digital tax tools are behavioural tools that help to relieve cognitive load and promote voluntary
participation in formal taxation.

2.5 Hypothesis Development

Based on theoretical perspectives and policy developments, we can formulate the following hypotheses:
» Hi: Higher digital literacy of MSME owners is positively associated with voluntary income tax
compliance.

H.: Easy digital tax interfaces and automatic compliance reminders will have a positive behavioural
“nudge effect” to tax filing and compliance.

Hs: Fair and transparent tax administration will enhance taxpayer trust, compliance behaviour and
compliance.

Ha: Lower interactions with tax officials in faceless assessment systems increase voluntary
compliance by MSME:s.

Hs: MSMEs that have formal accounting and digital transaction records have higher compliance than
cash-based informal enterprises.

Hs: Compliance costs negatively affect voluntary tax compliance, particularly for micro enterprises.
H7: Tax morale mediates the relationship between technological reforms and voluntary compliance
results.

vV VWV ¥V VYV V

2.6 Theoretical Positioning of the Study

Using the economic deterrence model and behavioural tax morale theory in the context of the Indian digital
tax reform, this paper develops a hybrid theoretical framework. Tax compliance is not the quantity of
enforcement but rather a relationship of trust in institutions, behavioural nudges, and technological
resources of enforcement to get compliance, it argues. This paper helps in the empirical analysis and the
empirical study of the rest of the paper.

3. Research Methodology

3.1 Research Design: Justification for a Quantitative Empirical Approach. In this research, we use a
quantitative empirical methodology to study the determinants of income tax compliance behaviour of
Micro, Small, and Medium Enterprises (MSMESs) in India. Quantitative methodology is required as the
research is to test theoretically grounded hypotheses and to measure behaviour and to establish statistically
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significant relationships between technological, economic, and behavioural factors that affect voluntary
tax compliance. Tax compliance behaviour is quantified in terms of digital literacy, perceived fairness,
compliance cost, institutional trust, and filing behaviour. These constructs can be operationalized using
structured survey instruments and analysed using econometric methods to obtain generalizable results.
Quantitative models allow hypothesis testing, estimation of effect sizes, and policy-informed inference
based on empirical evidence. The research is based on a cross-sectional survey approach, and data is
collected from MSME owners or financial decision makers at the same time. This is suitable for analysing
behaviour towards tax administration changes such as digital filing systems and faceless assessments. This
methodological approach brings together behavioural economics, public finance, and applied statistics to
investigate how institutional reform affects taxpayer behaviour.

3.2 Sampling Technique

Target Population

The target population is MSME:s in India in manufacturing, trading and service sectors. The respondents
are: proprietors, managing partners, company directors, finance managers or accountants responsible for
decisions that need to be made by tax compliance. Our study has stratified random sampling to ensure a
good representation of MSMEs. The study is stratified because MSMEs differ strongly in size, sectoral
distribution and geographical location.

The sampling is done as follows:

1. Geographical stratification: MSMEs from different states in India are selected with different economic
contexts:

» Northern Region

»  Western Region

»  Southern Region

» Eastern Region

» Central Region

2. Enterprise Size Stratification: The firms are classified according to the MSME classification:

» Micro Enterprises

» Small Enterprises

» Medium Enterprises

3. Sectoral Stratification:

» Manufacturing

» Services

» Trading/Commerce

Within each stratum, respondents are selected using random sampling methods to minimize selection bias.

Sample Size

A sample size of 300-500 MSMEs is required to ensure statistical reliability and enough power for
econometric analysis. The final sample size is sufficient to perform regression modelling and behavioural
hypothesis testing as well.

3.3 Data Collection Procedure

Survey Instrument Design

Primary data are collected using a structured questionnaire developed based on tax compliance literature
and behavioural economics frameworks.

The questionnaire consists of four major sections:

1. Demographic and Firm Characteristics:

» Age of enterprise

»  Annual turnover
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»  Sector of operation

»  Organization structure

» Education level of owner/manager
2. Digital Adoption and Literacy:

» Use of e-filing systems

» Knowledge of online tax portals

» Digital accounting practices

3. Behavioural and Institutional Factors:
»  Trust in tax authorities

» Perceived fairness of taxation

» Complexity of procedures

» Compliance cost perception

4. Tax Compliance Behaviour:

» Timely filing of returns

» Accuracy of income reporting

»  Willingness for voluntary compliance

3.4 Measurement Scale
Responses are measured using five-point Likert scales, ranging from:
1 — Strongly Disagree

2 — Disagree
3 — Neutral
4 — Agree

5 — Strongly Agree
Likert scaling allows quantification of behavioural perceptions and facilitates econometric estimation.

3.5 Pilot Testing

Before large-scale data collection, the questionnaire is pilot tested with a small group of MSME
respondents to ensure:

»  Acceptable response time

»  Clarity of questions

»  Reliability of measurement items

»  Elimination of ambiguity

Reliability is assessed using Cronbach’s Alpha to ensure the internal consistency of behavioural constructs.

3.6 Data Collection Mode

Data are collected through:

»  Online survey forms

»  Email circulation through MSME associations

»  Direct field interaction where required

These measures reduce response bias and encourage honest disclosure regarding tax behaviour.

3.7 Econometric Model Specification

Dependent Variable- The primary dependent variable represents Voluntary Income Tax Compliance (VTC)
among MSME:s.

It is operationalized either as:

»  Binary outcome (Compliant = 1, non-compliant = 0), or

» Compliance index derived from multiple behavioural indicators.
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Variable | Description Expected Sign
DL Digital Literacy Positive

DI Ease of Digital Interface Positive

PT Perceived Trust in Tax Authorities Positive

PF Perceived Fairness of Tax System Positive

CC Compliance Cost Negative

FA Awareness of Faceless Assessment Positive

FS Formal Accounting System Adoption | Positive

Control Variables

> Firm size

» Age of enterprise

»  Sector type

»  Annual turnover

» Education level of owner

These variables control for structural differences across firms.

Model Choice

Since voluntary compliance behaviour can be treated as a probabilistic decision, the study employs Logit
and Probit regression models. These models are appropriate when the dependent variable is categorical or
binary.

3.8 Logit Model Specification

1

1 + e—(Bo+PB1DLi+ Bz DI;+ B3 PTi+ 4 PFi + Bs CC;i + B FA; + B7 FS; + €;)

P(VTC; = 1) =

Type equation here.where:

» P(VTC; = 1) represents the probability of voluntary compliance,
> Bois the intercept,

» [; — B represent estimated coefficients,

» ¢€; denotes the error term.

3.9 Alternative Model (Robustness Check)

An Ordinary Least Squares (OLS) regression is also estimated using a composite compliance index to test
robustness of results.

Statistical Analysis Techniques

The empirical analysis includes:

Descriptive statistics

Correlation analysis

Reliability testing

Multicollinearity diagnostics (VIF)

Logistic/Probit regression estimation

Marginal effect analysis

Model goodness-of-fit tests

Statistical analysis is conducted using software such as SPSS, STATA, or R.

VVVVYVYYY
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Methodological Significance The published methodology has been proven for empirical testing of
behavioural tax compliance within the MSME sector. The study is structured based on structured survey
data and econometric modelling, and provides statistically valid insights into the impact of digital
governance reforms on voluntary income tax compliance in India.

4. Results and Analysis

4.1 Descriptive Statistics

In this section, we discuss the demographic and structural characteristics of the sampled MSMEs to
establish the representativeness and diversity of the dataset. A total of 412 valid responses were obtained
from MSME owners and financial decision-makers across several Indian states.

Firm Size Distribution
The sample reflects the dominance of micro enterprises within the Indian MSME ecosystem:

Firm Category Frequency | Percentage
Micro Enterprises 236 57.3%
Small Enterprises 121 29.4%
Medium Enterprises | 55 13.3%

The higher representation of micro enterprises aligns with national MSME statistics, enhancing external
validity of the study.

Industry Classification

Industry Sector Frequency | Percentage
Manufacturing 138 33.5%
Services 167 40.5%
Trading/Commerce | 107 26.0%

The diversified sectoral distribution allows examination of compliance behaviour across operational
contexts.

Geographical Distribution

Respondents were drawn from five major economic regions of India:
Region Percentage
Northern India | 28%
Western India | 21%
Southern India | 24%
Eastern India | 14%
Central India | 13%

This geographic spread reduces regional bias and captures variation in digital adoption and institutional
exposure.

Owner/Manager Characteristics

> Average business age: 9.6 years

> Average respondent age: 41 years

> Graduate or higher education: 72%

> Regular use of digital accounting software: 61%

The descriptive statistics suggest increasing technological adoption among MSMEs, supporting the
relevance of examining digital governance effects on tax compliance.
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4.2 Empirical Findings

To test proposed hypotheses, logistic regression analysis was conducted with Voluntary Tax Compliance
(VTC) as dependent variable. Multicollinearity diagnostics confirmed acceptable variance inflation
factors (VIF <5), indicating absence of serious multicollinearity problems.

Regression Results

Variable Coefficient | Std. Error | z-value | Significance
Digital Literacy (DL) 0.48 0.09 5.32 ook

Digital Interface Ease (DI) 0.36 0.08 4.50 ook
Perceived Trust (PT) 0.41 0.10 4.12 ook
Perceived Fairness (PF) 0.29 0.07 3.98 ook
Compliance Cost (CC) —0.33 0.09 —3.65 | ***
Faceless Assessment Awareness (FA) | 0.27 0.08 3.21 ok

Formal Accounting System (FS) 0.52 0.11 4.73 HoAk

Significance levels: p <0.01, p <0.05

Interpretation of Results
The findings of the study strongly support the behavioural compliance approach proposed in this study.

>

Digital Literacy (H: Supported): Digital literacy has a positive and statistically significant effect on
voluntary compliance. MSMEs who have access to online tax systems are more likely to comply and
this indicates the importance of technology in formalization.

The Digital Interface Nudging Effect (H2 Supported): Easy to use digital interfaces significantly
enhance compliance behaviours and support the hypothesis that simplified tax platforms are
behavioural nudges that reduce cognitive barriers. Institutional trust and fairness (Hs Supported):
Trust in tax authorities and fairness in the tax system are two factors that affect compliance and thus
support tax morale theory.

Faceless assessment reform (Ha Supported): Knowledge about technology-based assessment
mechanisms leads to a higher voluntary compliance and hence less human interaction is associated
with perceived transparency.

Compliance cost (Hs Supported): Compliance cost shows a significant negative relationship with
compliance behaviour, indicating that the administrative burden remains a major obstacle for
MSMEs.

Formal accounting adoption (Hs Supported): The companies with the best formal accounting systems
have the most positive impact and accounting formalization is the key to tax compliance.

4.3 Structural Equation Model (SEM) Validation (Optional Extended Analysis)
To validate the behavioural framework, a Structural Equation Model (SEM) was estimated which
examined the association between technology adoption, tax morale and compliance behaviour.

Key Path Coefficients:
Path Relationship Standardized Coefficient | Result
Digitalization — Tax Morale | 0.61 Significant
Tax Morale — Compliance | 0.54 Significant
Digitalization — Compliance | 0.32 Significant

The SEM results suggest that tax morale may partially mediate the relationship between digital reform
and compliance behaviour, which supports Hypothesis H-.
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4.4 Robustness checks

Robustness testing is critical to ensure the reliability and credibility of empirical results for publication in

the likes of top-level journals.

»  Alternative model specification. A simple OLS regression using a composite compliance index was
estimated in contrast to the logistic regression. The coefficients in both direction and significance
were the same, indicating stability of the model.

»  Probit model estimate. We estimated that a Probit regression model could be used to account for the
distributional assumptions of the error term. The results closely resemble Logit results where the
model is robust for binary choices.

»  Multicollinearity analysis. The variance inflation factor (VIF) was between 1.4 and 3.2 which was
well below critical threshold, and which means multicollinearity is not present. (iv) Endogeneity. In
order to examine the reverse correlation between digital adoption and compliance, we used lagged
digital adoption proxies. The findings were significant.

»  Heteroskedasticity and model fit. « Excellent standard errors were applied. * Hosmer-Lemeshow
goodness-of-fit test showed good fit. « Pseudo (R?) values for behavioural compliance models could
be very useful.

4.5 Summary of Key Findings

All together our findings show that today's tax compliance for MSMEs is influenced by:

»  Tech accessibility,

>  behavioural trust mechanisms;

»  institutional transparency;

»  and administrative cost structures.

Digital governance reforms do not just automate taxation but also change taxpayer behaviour through
behavioural nudging and trust enhancement mechanisms. So, the empirical evidence supports a transition
from enforcement-based taxation to technology-enabled voluntary compliance systems in India.

S. Discussion

5.1 Interpretation: Why did digitalization improve tax compliance?

We have shown that digitalization greatly increases voluntary tax compliance for MSMEs and the
voluntary tax compliance of MSMEs is well-suited to it. The effectiveness of digitalization is to be seen
as the twofold effect of digital reforms in terms of transaction friction reduction and institutional trust
generation (or institutional trust building). Digital tax systems that have been implemented make it easier
for the work of tax compliance to be done. In the past, formal compliance was done by the use of physical
documents, at the tax office, and the need for intermediaries. When compliance is done online, filing
returns is easier, documentation errors are less common, and compliance time is shorter. MSME owners
who are under managerial and financial pressure are not only willing to comply but eager to comply.
Second, digitalization reduces the possibility of discretionary interactions between taxpayers and officials.
Technology-based systems like the Faceless Assessment Scheme have decreased how often taxpayers
reach out to officials, and thus corruption risk and administrative uncertainty are lower. So, when
procedures can be standardized and rules are followed and not negotiated, respondents are more inclined
to cooperate. Digitalization works because the systems are online but it ‘transforms the psychological
context of taxation, where fear and uncertainty are replaced with predictability and procedural fairness.’

5.2 Global context: Lessons from Brazil and Vietnam.

The Indian path is much like other MSME compliance patterns in emerging countries such as Brazil and
Vietnam but with its own strategic orientation that is very different. In Brazil, electronic invoicing and
digital tax reporting have helped to grow the tax base. This change was mostly driven by automated
verification that plugged the gap between companies and tax authorities. But Brazil is a cautionary tale:
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the initial digital complexity overwhelmed small companies and technological advancements should be
accompanied by user-friendly design. We also found that Vietnam saw a surge in SME filing rates as a
result of a two-pronged approach— simplified online portals and aggressive taxpayer education programs.
Vietnam, like India, showed that behavioral confidence in government institutions is the main driver for
voluntary compliance. What sets India apart from other countries is that it incorporates large-scale digital
infrastructure and behavioral governance in a holistic way. Brazil is concerned with automated
enforcement and Vietnam is about administrative efficiency, but India has adopted a faceless governance
model of digital interfaces and communication-based nudges. The evidence is there: digital reforms only
happen when technological capabilities, administrative fairness, and behavioral acceptance are in
alignment.

5.3 Behavioral implications: Perception vs. Fear of Penalty

One of the main theoretical bedrocks of this study is the divide between deterrence-driven and morale-

driven compliance. The mainstream economic models tend to assume that MSMEs are compliant only out

of fear of audits and penalties. But a recent study has shown that fairness is more powerful than punishment

for the average Indian MSME. Our analysis points to three behavioral insights:

> Fairness as a Pillar of Legitimacy: When tax rules are applied uniformly and assessments are
unbiased, compliance is no longer a competitive obligation.

> The limitation of fear: penalty-based systems can be good for short-term results, but they tend to
discourage people’s defensive behavior and encourage clever hiding.

> Trust is the catalyst for disclosure: MSMESs with high institutional trust are more likely to report the
right income information even when enforcement is not put in place. This is consistent with
Behavioral Tax Morale Theory (TAM), which posits that long-term fiscal health is based on
cooperation and legitimacy rather than state coercion.

6. Policy Recommendations

6.1 Technological interventions: Make the Income Tax Portal Better.

The study aims to further improve India’s digital tax system by creating an online filing system for MSMEs
at the Income Tax Department. The main aim is to move from a transactional system to a digital ecosystem.
The bottom line is to put in place an intuitive and simplified dashboard for small business owners and
have sector-specific filing modules so they can work out tax deductions and compliance policies in their
respective sectors. An Al-based error detection system can alert the confusion before filing is complete so
litigation or penalties are less likely in the future. And multilingual navigation is critical to bridge that gap
for small business owners in the region who may find technical English-based interfaces too hard. More
importantly, synchronizing the portal with popular accounting software can automate data flow and
eliminate the errors due to manual entry. And so UX and Ul innovations are not simply about aesthetics
but strategic ones to reduce cognitive compliance costs and to foster a culture of voluntary participation.

6.2 Faceless Governance Reforms: Building Trust and Transparency.

Faceless assessments have revolutionised tax assessment, but the system still needs to be improved for
trust and transparency to develop. The system should be developed and refined so that the word faceless
does not mean “impersonal” or “arbitrary.” In particular, we believe that assessment orders should be
written in the same language that makes it clear to the public why specific tax positions are selected. And
to assist those who are dealing with complicated questions, MSME assistance cells would help them
understand the process and not sacrifice the faceless model. The data for selecting cases is also much more
opaque, and audits should be based on objective data and not random or biased selection. These reforms
can turn the tax authority from a law enforcement-driven entity to an autonomous and credible institution
with procedural clarity and administrative fairness.
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6.3 Nudge Strategies: Behavioural Communication Interventions

Behavioural economics suggests that small communication interventions can significantly influence
compliance behavior. The study suggests the following nudge-based strategies.

Personalized SMS and Email reminders: Filing deadlines, tax alerts and compliance status updates. Social
Norm Messaging: Telling taxpayers that “most businesses in your category file returns on time” can
influence behaviour. Pre-filled Return Systems: The less work required to complete returns, the higher
completion rates. Recognition-based Nudges: Compliance certificates or ratings for MSMEs can increase
reputational motivation. Low-cost behavioural interventions can complement technological and
institutional change and can be used in order to enhance the performance of MSME:s.

7. Conclusion

As an integrated approach, we have studied voluntary income tax compliance among Indian MSMEs in
an integrated framework based on economic deterrence theory and behavioural tax morale perspectives.
Our results show that the following are the most significant determinants for compliance:

Digital literacy enhances filing behaviour.

Simplified digital interfaces are behavioural nudges.

Trust and fairness in institutions are critical for voluntary compliance.

Costs of compliance are still a major barrier for small enterprises.

YV VY

Formal accounting adoption is the best predictor of compliance. Digital governance reform is turning
taxation from an enforcement-based mechanism to a "trust-based compliance ecosystem". Future work
may be able to extend this research in some important directions: I. Longitudinal studies on the long-term
effects of digitalisation on compliance stability: experimental Behavioural Studies. Testing effectiveness
of specific nudge interventions through randomized controlled trials. Cross-country comparative studies:
The comparative analysis of emerging countries is expanding to consider universal vs context-specific
determinants. Linkage with Financial Inclusion Research: How digital taxation affects access to credit and
MSME growth. Over time, as digital governance develops, the behaviour of tax compliance will be an
important component in efficient, equitable and sustainable taxation systems in developing countries.
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