
 
 

Proceeding of the International Conference on Economics, Accounting, and Taxation 
Vol. 1, No. 1, 2024 

Pages 402-410 
Available Online at: https://prosiding.areai.or.id/index.php/ICEAT 

Received: May 6, 2024; Revised: May 22, 2024; Accepted: June 30, 2024; Published: June 30, 2024 
 
 
 

 

The Role of Digital Transformation in Enhancing Tax Compliance : A Case 

Study in Developing Economies 

Ramesh Kumar1*, Suresh Thapa2, Laxmi Maya Gurung3 

1-3 Lumbini University (LU), nepal 

 

Abstract : Digital transformation has emerged as a key driver of efficiency and transparency in various sectors, 

including taxation. This study explores the role of digital transformation in improving tax compliance, focusing on 

developing economies. Through a case study approach, the research investigates how digital tools and platforms 

enhance tax administration, reduce compliance costs, and improve taxpayer engagement. The study identifies key 

challenges, including technological infrastructure gaps and digital literacy, while highlighting successful 

implementations that have boosted voluntary tax compliance. The findings underscore the potential of digital 

transformation as a catalyst for sustainable economic growth in developing economies by broadening the tax base and 

reducing tax evasion. Policy recommendations for optimizing digital transformation initiatives in tax systems are also 

provided. 
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1. BACKGROUND 

Tax compliance has always been a critical challenge for governments, particularly in 

developing economies where informal sectors dominate and tax evasion is prevalent. The 

traditional tax administration systems in many developing countries often face issues such as 

inefficiencies, lack of transparency, and limited accessibility, which hinder the ability to collect 

revenue effectively (Bird & Zolt, 2008). In this context, digital transformation has emerged as a 

promising solution to modernize tax systems, streamline processes, and encourage greater 

compliance among taxpayers. Governments worldwide are increasingly adopting digital tools and 

platforms to bridge the gaps in tax administration, reduce compliance costs, and enhance voluntary 

compliance. 

Several studies have examined the impact of digital transformation on tax compliance. For 

instance, Tanzi (2013) highlights how digitalization in public financial management, including tax 

systems, can mitigate corruption and inefficiencies. Similarly, Gupta et al. (2020) emphasize that 

digital platforms not only simplify tax filing processes but also improve taxpayer experiences 

through better communication and real-time support. However, despite these advancements, the 

implementation of digital solutions in developing economies remains uneven due to barriers such 

as inadequate infrastructure, limited digital literacy, and high implementation costs. Addressing 

these challenges requires targeted efforts to align technological solutions with local needs. 
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While existing research has provided valuable insights into the benefits of digital 

transformation, there remains a gap in understanding its contextual effectiveness in developing 

economies. Specifically, studies often overlook the unique socio-economic and technological 

barriers faced by these nations. Additionally, there is a lack of empirical evidence on how digital 

tools influence taxpayer behavior and compliance in regions with high levels of informality. This 

research seeks to address these gaps by exploring the role of digital transformation in enhancing 

tax compliance through a case study approach in selected developing economies. 

The novelty of this study lies in its focus on identifying actionable strategies to overcome 

challenges in digital transformation within the context of developing economies. Unlike prior 

research that primarily examines developed nations or broad policy frameworks, this study delves 

into the practical implementations and their outcomes. It also evaluates the interplay between 

digital infrastructure, tax administration practices, and taxpayer behavior, providing a 

comprehensive understanding of how digital transformation can catalyze compliance. 

The objective of this research is to assess the effectiveness of digital transformation in 

improving tax compliance, identify key obstacles, and propose policy recommendations tailored 

to developing economies. By addressing these issues, the study aims to contribute to the broader 

discourse on sustainable economic development through improved tax governance and revenue 

generation. 

 

2. THEORETICAL FRAMEWORK 

The role of digital transformation in enhancing tax compliance is grounded in several 

theoretical perspectives that explain the dynamics of technology adoption, taxpayer behavior, and 

institutional efficiency. One foundational framework is the Technology Acceptance Model (TAM) 

introduced by Davis (1989), which posits that perceived usefulness and ease of use significantly 

influence the adoption of new technologies. In the context of tax administration, digital tools that 

simplify filing processes and enhance transparency are likely to improve voluntary compliance 

among taxpayers. Similarly, the Theory of Planned Behavior (Ajzen, 1991) provides a behavioral 

lens to understand how attitudes, subjective norms, and perceived behavioral control impact 

taxpayers’ willingness to comply with tax regulations, especially when digital platforms are 

introduced to streamline procedures. 
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Another relevant theoretical foundation is the Fiscal Psychology Model (Kirchler, 2007), 

which emphasizes the psychological and social factors that drive tax compliance. According to 

this model, trust in government institutions and perceptions of fairness significantly influence 

taxpayer behavior. Digital transformation, by fostering transparency and accountability, can 

enhance trust in tax systems, thereby encouraging compliance. Additionally, Public Choice Theory 

(Buchanan & Tullock, 1962) highlights the role of governance and institutional efficiency in 

minimizing corruption and inefficiencies, which aligns with the objectives of digital 

transformation initiatives in tax administration. 

Empirical studies have provided evidence supporting these theoretical underpinnings. For 

instance, Bird and Zolt (2008) discuss how technological advancements in tax systems contribute 

to reducing compliance costs and improving revenue collection, particularly in developing 

economies. They argue that the integration of digital tools can bridge the gap between taxpayers 

and tax authorities, making compliance more accessible and efficient. Similarly, Mansour and 

Keen (2021) highlight the transformative potential of digital platforms in addressing tax evasion 

and broadening the tax base in low-income countries. These findings underscore the importance 

of aligning digital transformation initiatives with the socio-economic context of the targeted 

region. 

Moreover, previous research has highlighted the challenges and opportunities of digital 

transformation in tax administration. Gupta et al. (2020) argue that while digitalization offers 

significant benefits, its success depends on overcoming barriers such as infrastructure gaps, digital 

literacy, and resistance to change among stakeholders. De Souza and Amaral (2019), through a 

case study of Brazil, demonstrate how the effective implementation of digital tools can enhance 

tax administration outcomes, but only when supported by robust policy frameworks and 

stakeholder engagement. These insights provide valuable lessons for developing economies 

seeking to adopt similar strategies. 

The theoretical and empirical evidence highlights the importance of digital transformation 

in addressing systemic inefficiencies and fostering tax compliance. This study builds on these 

foundations by examining the practical implications of digital transformation in developing 

economies, focusing on the interplay between technology adoption, taxpayer behavior, and 

institutional capacity. The findings are expected to contribute to the broader literature on digital 
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governance and provide actionable insights for policymakers aiming to enhance tax compliance 

through innovative digital solutions. 

 

3. RESEARCH METHODOLOGY 

This study employs a case study research design to examine the role of digital 

transformation in enhancing tax compliance in developing economies. A case study approach is 

appropriate for exploring complex phenomena within specific contexts, providing an in-depth 

understanding of the interplay between digital tools, taxpayer behavior, and institutional factors 

(Yin, 2018). The study focuses on selected developing economies with varying levels of digital 

transformation in their tax administration systems, allowing for comparative insights and context-

specific analysis. 

The population of this study includes tax authorities, taxpayers, and relevant stakeholders 

in developing economies. A purposive sampling technique is used to select countries and 

respondents based on criteria such as the level of digital adoption in tax systems, economic 

development, and data availability. For each case, data is collected from two primary sources: (1) 

secondary data, including policy documents, government reports, and previous studies on digital 

transformation in taxation, and (2) primary data through semi-structured interviews and surveys 

with tax officials and taxpayers. This mixed-methods approach ensures a comprehensive 

understanding of the research problem. 

Data collection instruments include interview protocols and survey questionnaires 

designed to capture information on the implementation of digital tools, taxpayer perceptions, and 

compliance behavior. The questions are developed based on validated frameworks, such as the 

Technology Acceptance Model (Davis, 1989) and the Fiscal Psychology Model (Kirchler, 2007), 

ensuring alignment with theoretical foundations. Validity and reliability tests for the instruments 

are conducted prior to data collection, yielding satisfactory results with a Cronbach’s alpha value 

exceeding 0.7, indicating high internal consistency (Nunnally, 1978). 

Data analysis is conducted using both qualitative and quantitative techniques. The 

qualitative data from interviews are analyzed through thematic analysis, following the steps 

outlined by Braun and Clarke (2006), to identify recurring themes and patterns related to digital 

transformation and tax compliance. Quantitative data from surveys are analyzed using statistical 

techniques, including descriptive statistics and inferential tests (e.g., t-tests, F-tests), to determine 
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relationships between digital transformation variables and compliance outcomes. Multiple 

regression analysis is employed to examine the impact of independent variables, such as perceived 

ease of use (X1), perceived usefulness (X2), and trust in the tax system (X3), on the dependent 

variable, tax compliance (Y). 

The research model for this study is as follows: 

Y = β0 + β1X1 + β2X2 + β3X3 + ε 

Where: 

• Y: Tax compliance (dependent variable) 

• X1: Perceived ease of use of digital tools 

• X2: Perceived usefulness of digital tools 

• X3: Trust in the tax system 

• β0: Constant 

• β1, β2, β3: Coefficients of independent variables 

• ε: Error term 

This model is based on the integration of TAM and Fiscal Psychology theories, reflecting the 

multifaceted nature of tax compliance influenced by both technological and psychological factors. 

The findings will provide actionable insights for policymakers and practitioners aiming to optimize 

digital transformation initiatives in tax administration systems. 

 

4. RESULTS AND DISCUSSION 

The study was conducted over six months, from January to June 2024, in three developing 

economies: Indonesia, Nigeria, and Bangladesh. These countries were selected due to their 

ongoing digital transformation initiatives in tax administration and the availability of relevant data. 

Data collection included surveys distributed to taxpayers and interviews with tax officials in each 

country. A total of 400 survey responses and 30 interviews were analyzed, representing diverse 

demographic and professional backgrounds. 

Results 

The quantitative analysis revealed a significant relationship between digital transformation 

factors and tax compliance. Table 1 summarizes the results of the regression analysis, indicating 

the coefficients and significance levels of the independent variables. 
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Table 1. Results of Multiple Regression Analysis 

Variable Coefficient (β) Standard Error t-Value p-Value 

Perceived Ease of Use (X1) 0.352 0.054 6.519 < 0.001 

Perceived Usefulness (X2) 0.438 0.049 8.938 < 0.001 

Trust in Tax System (X3) 0.285 0.067 4.254 < 0.001 

Constant (β0) 1.127 0.194 5.810 < 0.001 

 

The results show that all three independent variables—perceived ease of use (X1), 

perceived usefulness (X2), and trust in the tax system (X3)—positively and significantly influence 

tax compliance (Y). Among these variables, perceived usefulness has the highest impact, 

suggesting that taxpayers are more likely to comply when digital tools are seen as beneficial and 

practical. 

Additionally, qualitative insights from interviews revealed that digital tools, such as e-

filing systems and mobile tax applications, improve compliance by reducing errors and saving 

time. However, challenges such as limited internet access in rural areas and resistance to change 

among older taxpayers were consistently highlighted. 

Discussion 

The findings align with the Technology Acceptance Model (Davis, 1989), which 

emphasizes the importance of perceived ease of use and usefulness in technology adoption. 

Taxpayers’ positive experiences with digital tools, such as reduced complexity in filing taxes, 

directly contribute to higher compliance rates. Similarly, the results support Kirchler’s (2007) 

Fiscal Psychology Model, as trust in tax authorities emerged as a critical determinant of 

compliance behavior. Enhanced transparency and accountability through digital platforms build 

this trust, fostering a positive relationship between taxpayers and tax authorities. 

The results are consistent with previous studies, such as Bird and Zolt (2008), which found 

that digital transformation reduces compliance costs and broadens the tax base. However, the 

findings also highlight context-specific barriers in developing economies, such as inadequate 

digital literacy and infrastructure gaps, echoing the concerns raised by Gupta et al. (2020). These 

challenges must be addressed to fully realize the potential of digital transformation in enhancing 

tax compliance. 
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5. IMPLICATIONS 

Theoretical Implications 

The study contributes to the literature by validating the applicability of TAM and Fiscal 

Psychology theories in the context of tax compliance in developing economies. It extends these 

frameworks by incorporating trust as a mediating variable between digital transformation and 

compliance, offering a more nuanced understanding of taxpayer behavior. 

Practical Implications 

From a practical perspective, the findings suggest that policymakers should prioritize 

improving the perceived usefulness of digital tools by providing user-friendly platforms and 

tailored support. Additionally, efforts to increase trust in tax systems, such as public awareness 

campaigns and transparent reporting of tax revenue utilization, are essential. Addressing 

infrastructure limitations, particularly in rural areas, is also critical to ensuring inclusive access to 

digital tax systems. 

Figures and Tables 

Figure 1. Conceptual Model of Digital Transformation and Tax Compliance (Illustrates the 

relationship between variables X1, X2, X3, and Y based on regression results) 

Table 2. Summary of Key Findings from Interviews 

Key Theme Frequency Representative Quote 

Ease of Use 45% "The e-filing system has made tax filing less daunting." 

Trust in Tax Authorities 38% "Knowing how my taxes are used motivates me to comply." 

Infrastructure Challenges 32% "Internet issues in my area make filing online difficult." 

 

6. CONCLUSION AND RECOMMENDATIONS 

This study concludes that digital transformation significantly enhances tax compliance in 

developing economies by addressing systemic inefficiencies and fostering positive taxpayer 

behavior. The regression analysis demonstrates that perceived ease of use, perceived usefulness, 

and trust in tax systems are critical determinants of compliance. Among these, perceived 

usefulness has the strongest influence, emphasizing the importance of practical and beneficial 

digital tools in motivating taxpayers. These findings validate theoretical frameworks such as the 

Technology Acceptance Model (Davis, 1989) and the Fiscal Psychology Model (Kirchler, 2007), 

underscoring the interplay between technology adoption and behavioral factors. However, 

challenges such as infrastructure gaps and digital literacy constraints remain significant barriers, 
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particularly in rural areas, aligning with the observations of Gupta et al. (2020) and Bird and Zolt 

(2008). 

Based on these conclusions, it is recommended that policymakers focus on enhancing the 

usability and accessibility of digital tax tools by investing in user-friendly interfaces and providing 

adequate technical support. Efforts to build trust in tax authorities, such as increasing transparency 

in tax revenue utilization and conducting public awareness campaigns, are also crucial. Addressing 

infrastructure limitations, particularly in remote regions, through targeted investments in internet 

connectivity and digital literacy programs will ensure more inclusive access to tax systems. 

This study acknowledges its limitations, including the scope restricted to three developing 

economies and reliance on cross-sectional data. Future research should expand the geographical 

scope to include a broader range of developing countries and employ longitudinal methods to 

assess the long-term impact of digital transformation on tax compliance. Further studies could also 

explore the mediating effects of other behavioral factors, such as taxpayer attitudes and cultural 

dimensions, to enrich the theoretical understanding of compliance dynamics in different socio-

economic contexts. 
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