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Abstract: This study explores the interplay between tax incentives, creative compliance, and innova-
tion in enhancing business resilience and sustainability among micro, small, and medium enterprises
(MSMEs) in Indonesia, addressing gaps in the existing literature regarding their interrelationships
during crises. A cross-sectional survey of 360 MSMEs was conducted, utilizing the Partial Least
Squares Structural Equation Modeling (PLS-SEM) approach to analyze complex relationships among
variables. The findings reveal that creative compliance, including tax planning and avoidance, does
not directly impact resilience or sustainability. While tax incentives did not significantly enhance
resilience during crises, they contributed to long-term sustainability. Innovation emerged as a critical
factor linking creative compliance to business success and fully mediating the effects of tax incentives
on resilience. This study emphasizes the necessity for MSMEs to prioritize innovation in their strate-
gies, particularly in conjunction with effective tax practices, and highlights the need for government
support through simplified regulatory frameworks to foster an innovative business environment.
Limitations include the challenges of incorporating control variables in SEM and the need for further
research into the long-term effects of these factors on sustainable performance.

Keywords: tax incentive; creative compliance; innovation; business resilience; sustainable perfor-
mance; MSMEs; contingency theory; entrepreneurial self-efficacy; institutional theory; Indonesia

1. Introduction

Micro, small, and medium enterprises (MSMEs) have formed around 90% of busi-
nesses worldwide, showcasing their ability to navigate economic and social intricacies
while attaining organizational objectives (Lutfi et al. 2022). Researchers have identified the
pivotal role of MSMEs in supporting the national economy and mitigating unemployment
levels with job opportunities (Wolff et al. 2015; Jansson et al. 2017; Pu et al. 2021; Sayal and
Banerjee 2022; Khan et al. 2023). In Indonesia, there are over 64 million MSMEs, constituting
about 57% of the gross domestic product and absorbing 97% of the total workforce (Ministry
of Cooperatives and SMEs 2019). Meanwhile, large companies only employ around 3% of
the workforce and contribute around 43% to Indonesia’s GDP. Apart from their important
role in generating economic prosperity, the presence of MSMEs has been identified as being
able to foster innovation and technological progress (Oakey 1991; Kobe 2012).

Nevertheless, compared to larger businesses, MSMEs are more susceptible to a range
of unforeseen circumstances, including the COVID-19 pandemic, mainly due to their
weaker financial reserves, fewer assets, more restricted access to resources, and more
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underdeveloped managerial skills (OECD 2020; Tambunan 2021). It was exacerbated by
the adoption of control measures such as lockdowns, quarantine, and social distancing to
limit the spread of the virus, which affected the production factors’ mobility and stopped
most MSMEs’ activities (Lonergan and Chalmers 2020). Consequently, the impact of this
crisis on the performance of MSMEs is far worse than that of the 2008 global financial
crisis (Fairlie et al. 2023). These adversities were soon compounded by the Ukraine–Russia
conflict, which caused global raw material prices to soar (Ben Hassen and Bilali 2022).
Despite the Indonesian economy seeing a rebound since the end of 2022, especially after
the reopening of the economy post-COVID-19 (World Bank 2022), several MSMEs continue
to face challenges in resuming their operations, placing them at risk of permanent closure.

Accordingly, innovation is needed to protect MSMEs from waves of bankruptcy.
Ebersberger and Kuckertz’s (2021) study demonstrates that MSMEs in Asia, Oceania,
North America, and Europe have successfully addressed these challenges via innovation.
Furthermore, Xie et al. (2022) prove that innovation is one of the crucial steps that MSMEs
need to take to remain viable and sustainable during the global outbreak. However,
frequently, companies carrying out innovative activities experience deadlocks (Niu et al.
2023). According to the 2021 Global Innovation Index (GII) statistics published by the World
Intellectual Property Organization, Indonesia’s innovation rating is very low, standing at
87th place. Furthermore, while examining the GII pillar, Indonesia’s performance remains
below the average. The Central Bureau of Statistics (2021) corroborates these statistics,
indicating that the innovation rate among enterprises in Indonesia stands at about 30%.
Specifically, 23.41% of companies innovated in products, while 23.90% focused on process
innovation. This low level of innovation is most likely due to funding constraints (e.g.,
Kelley 2009), which has been a major problem for MSMEs during the pandemic (Baldwin
and Mauro 2020; Cao and Leung 2020) and will probably continue to be felt in the future,
long after the pandemic ended (Gourinchas 2020; Khan 2022).

To overcome the obstacle of financial limitations that hinder the ability of MSMEs
to innovate and contribute to development objectives, policymakers globally are offering
financial assistance to MSMEs. This assistance includes facilitating access to new credit,
providing cash transfers, deferring payments, granting fiscal exemptions, and offering
wage subsidies (e.g., Dell’Ariccia et al. 2020; Garicano 2020). Indonesia, as one of the most
affected countries during the pandemic, is also taking similar proactive steps, which are
reflected in the National Economic Recovery (PEN) program in 2021 (Coordinating Ministry
for Economic Affairs of the Republic of Indonesia 2021). A notable allocation of IDR
162.4 trillion (about USD 10.4 billion) out of the total IDR 744.5 trillion budget for national
economic recovery has been earmarked specifically for the MSMEs. These funds have been
disbursed in the form of supplementary business capital for 12.71 million business units,
interest subsidies for 4.96 million business units, the deployment of guarantee funds, and
credit restructuring for numerous business entities. Additionally, the government has not
only reduced the tax rate from 1% to 0.5% but also waived taxes for businesses with a
turnover of less than IDR 500 million. These financial aid and government policies have
proven beneficial for MSME innovation in Indonesia during the pandemic (Najib et al.
2021). In addition, in the Indonesian context, the positive relationship between government
support and MSME innovation is not only proven in crises but also in normal situations
(Najib and Kiminami 2011), such as the period after the pandemic.

Apart from relying on support and cooperation with external parties (i.e., the gov-
ernment) as mentioned above, any company, including MSMEs experiencing financial
constraints, usually adopts alternative strategies to increase internally generated funds,
such as, for example, tax planning (Edwards et al. 2016; Seidu et al. 2023) and tax avoidance
(Elbannan and Farooq 2020; Falavigna and Ippoliti 2023). It should be remembered that
tax planning and avoidance do not always mean that the company is carrying out inap-
propriate actions, and many provisions in tax regulations allow and encourage companies
to reduce their tax burden (Dyreng et al. 2008). On this matter, companies comply with
the “letter of the law” with the aim of lowering certain levels of taxable income below
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those intended by the legislators (Gribnau 2015). This behavior has been labeled “creative
compliance” (McBarnet and Whelan 1999). Furthermore, the increase in internal cash flow
resulting from such behavior has been shown to be a major source of financing innovation
activities among MSMEs (Himmelberg and Petersen 1994).

Building upon the points mentioned above, we come up with the following propo-
sition: financial assistance and government policies provided to MSMEs and alternative
strategies to increase internal funding sources through tax planning and tax avoidance are
able to promote innovation among MSMEs. As previously mentioned, this innovation is
the key to the success of MSMEs in surviving the waves of the outbreak. Furthermore,
the resilience of MSMEs will enable them to maintain their sustainability in the long run
by implementing effective strategies to withstand any future shocks (Beech et al. 2020;
Agarwal et al. 2023). Most importantly, as Winnard et al. (2014) stated, managing both
resilience and sustainability is crucial to reducing vulnerabilities and maintaining high-
quality performance, which ultimately leads MSMEs to flourish rather than just survive.

This study, therefore, is intended to examine whether government financial assistance
in the form of tax incentives, tax planning, and tax avoidance strategies can increase
the resilience and sustainability of MSMEs by stimulating innovation. Using primary
data from 360 MSMEs in Indonesia, we found that creative compliance, including tax
planning and avoidance, does not directly enhance resilience or sustainability. While
tax incentives did not significantly boost resilience during crises, they support long-term
sustainability. Innovation plays a crucial role, significantly influencing both resilience
and sustainability, and mediates the relationship between tax-related factors and our
endogenous variables. Our analysis reveals a U-shaped relationship between innovation
and sustainability, indicating that initial high costs of innovation may reduce performance
but eventually enhance sustainability. We also confirm that innovation is not exogenous,
reinforcing its central role in our model.

The results of this study contribute to the literature in several important ways. First, it
integrates two concepts that are usually studied as separate issues (Winnard et al. 2014),
but basically, both are needed to achieve a flourishing business, namely resilience and
sustainability. Second, theoretically, this study highlights the importance for organizations
to develop alternative financial plans, which are essential to ensure the availability of
critical resources during an emerging crisis. This insight is in line with the contingency
theory popularized by Fiedler (1964), where organizational decisions are not one-size-fits-
all—they must be tailored to the specific circumstances at hand. In this regard, companies
can implement creative compliance that reflects entrepreneurial self-efficacy and utilize
tax incentives that are in line with institutional theory to promote innovation and thereby
the resilience and sustainability of MSMEs. Although there is much evidence regarding
the importance of entrepreneurial strategies for the flourishing of MSMEs (e.g., Schmitt
et al. 2018; Khanam and Sakib 2020; Khan et al. 2021; Pulka et al. 2021; González-López
et al. 2021; Kisubi et al. 2022; Ibidunni et al. 2024), little research has investigated whether
managerial strategies from the tax aspect, such as creative compliance, are an integral part
of the resilience and sustainability of MSMEs in a country. Lastly, it is expected that the
findings of this study can help MSMEs in Indonesia outline their strategic roadmap towards
achieving sustainable development goals. Moreover, these outcomes can serve as valuable
insights for MSMEs in other regions, as well as guide policymakers in implementing
effective policies for these business units.

The subsequent sections of this work are structured as follows. Section 2 offers a
concise yet comprehensive overview of the literature dealing with the conceptualization
of resilience and sustainability of business and explores how they might be integrated
into decisions to lead to flourishing rather than surviving businesses. Additionally, this
section details the conceptual frameworks for the explanatory variables under investigation,
including tax planning, tax avoidance, tax incentives, and innovation. Section 3 outlines
the theoretical background and several hypotheses that serve as the backdrop for empirical
testing in this current study. Moving forward, Section 4 meticulously details the data
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utilized in the estimation process, the development of the questionnaire, and the data
analysis methods designed to produce rigorous empirical results. Section 5 dissects the
empirical findings. Section 6 presents an in-depth discussion. Section 7 concludes the
findings and presents cogent theoretical and policy implications, drawing the curtains on
this comprehensive academic endeavor.

2. Literature Review: A Conceptual Definition

In this section, we define the variables conceptually by referring to both the theoretical
and empirical literature, which is very useful in building a common understanding of
the terms and constructs under investigation and crucial to ensuring the consistency and
validity of the research (Wacker 2004). By delineating these definitions, we can precisely
frame our hypotheses, select appropriate methodologies, and compare our findings with
previous studies. This clarity not only enhances the credibility of the research but also
facilitates the replication of studies and contributes to the cumulative knowledge in the
field. Without well-defined concepts, the interpretations of results may be invalid, leading
to potential ambiguities and undermining the overall integrity of the research (Konlechner
and Ambrosini 2019).

2.1. Business Sustainability

Ecology, regarded as the foremost scientific framework for comprehending sustainabil-
ity, emphasizes a growing awareness of human activities’ environmental impacts (Quental
et al. 2011). It underscores the imperative to manage natural resources in a manner that
fulfills current societal needs without compromising those of future generations. This
approach seeks to address negative externalities—the adverse effects on parties not directly
involved in economic transactions (Pearce 2002). The implementation of this concept in the
business world has experienced a notable rise (Klettner et al. 2014). Numerous enterprises
are presently embracing environmentally sustainable strategies, including the reduction of
carbon emissions, the utilization of eco-friendly products, and active involvement with lo-
cal communities (Menozzi et al. 2015; Buffa et al. 2018). In addition, an increasing customer
desire for goods that exhibit both environmental consciousness and social accountability
has resulted in the heightened significance of companies that promote sustainability (Liu
et al. 2018; Wu et al. 2021). Also, a meticulous analysis of the functions fulfilled by govern-
ments and regulatory bodies underscores the significance of sustainability as a paramount
policy objective, suggesting that it will continue to be the prevailing trend in the business
environment (Bryant et al. 2018; Peñarroya-Farell et al. 2023).

The sustainable performance of a business reflects its accomplishments across eco-
nomic, environmental, and social dimensions (Khan et al. 2023). This level of performance
results from the collective efforts put forth by employees, relationship networks, and a
steadfast dedication to socially responsible practices (Spillan and Parnell 2006). Social
performance encompasses actions that contribute to the betterment of society, while envi-
ronmental performance involves initiatives aimed at reducing emissions and pollution to
enhance the environment (Testa et al. 2015). On the other hand, economic performance
pertains to the growth in sales and profits (Le 2022). Our research focuses on sustainable
performance in a broader sense, extending beyond just green or financial metrics. It aligns
with sustainability goals, encompassing the triple bottom line, which encompasses environ-
mental, societal, and economic aspects. For MSMEs, this approach may involve assessing
profit growth, resource efficiency, and both environmental and social performance (Le 2022;
Khan et al. 2023).

Numerous empirical studies suggest that those indicators, especially profit growth
and resource efficiency, are well-suited essential components of sustainability for MSMEs.
For instance, Soytas et al. (2019) recognize a reciprocal relationship between sustainability
and financial performance. On the one hand, sustainability efforts can enhance a company’s
reputation, drawing in customers and investors who prioritize environmental and social
responsibility, which in turn boosts revenue and investment potential. Conversely, firms
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with higher financial returns possess greater resources and motivation to invest in sustain-
ability initiatives. Chatzistamoulou and Tyllianakis (2022) explore how European SMEs’
dedication to resource efficiency can drive a shift towards sustainability. They demon-
strate that such commitment, facilitated through the adoption of innovative technologies,
collaborative efforts, and business consulting, will support these enterprises in making a
successful transition to more sustainable practices. Meanwhile, as noted earlier, social and
environmental performance is fundamentally intertwined with the process of sustainability
transformation (Belu 2009).

In conclusion, the literature highlights that sustainable performance encompasses
economic, environmental, and social dimensions, where a balanced approach to profit
growth, resource efficiency, and social responsibility is essential. Empirical studies further
corroborate that sustainability efforts positively influence financial performance and that
resource efficiency and innovation are pivotal for MSMEs transitioning to sustainable
practices. Collectively, these insights affirm that a comprehensive approach to sustainability,
integrating ecological, economic, and social considerations, is not only a key driver of
business success but also a necessary strategy for long-term viability and responsibility.

2.2. Business Resilience

Resilience is defined as the capacity of both individuals and organizations to endure,
adapt, and progress in the face of challenges, changes, or disruptions (Barasa et al. 2018).
The roots of resilience lie in ecology, where it originally described the interaction between
human activities and natural systems (Limnios et al. 2014). Conceptually, it reflects the
ability of complex systems to restore equilibrium following disturbances (Bhamra et al.
2011). Resilience is indispensable for systems and their components to navigate turbulent
external environments, encompassing events of varying impact (Wright et al. 2012). In
the current era of globalization and rapid technological advancements, business worlds
encounter diverse risks (Lahiri et al. 2008), including economic downturns, climate insta-
bility, and swift regulatory transformations. Resilience within the context of businesses
refers to the capability of a company to endure, adjust, and advance amidst such situations
(Ismail et al. 2011). Another critical facet is their capability to swiftly recover from a neg-
ative exogenous shock, including the COVID-19 pandemic, which suddenly hit ongoing
business operations.

According to Adobor and McMullen (2018), business resilience surrounds the funda-
mental processes that foster and utilize organizational adaptive capacity. These processes
include readiness, which involves ensuring that businesses are adequately equipped to
minimize the likelihood and impact of disruptive events (Ponomarov and Holcomb 2009).
Ivanov and Sokolov (2012) argued that in the event of widespread disruptions, managers
need to adopt a proactive approach by preparing for the incident and minimizing suscep-
tibility to such disturbances. Organizations that invest significantly in preparedness are
better equipped to develop alternative strategies, thereby enhancing their resilience and
reducing vulnerabilities (Pettit et al. 2013). Additionally, businesses must have effective
response and recovery mechanisms to mitigate the effects of disruptions and rebound from
adverse circumstances (Christopher and Peck 2004; Burnard and Bhamra 2011; Hufschmidt
2011). Without developing these capabilities, businesses remain susceptible to significant
impacts on their revenues and costs (Ponomarov and Holcomb 2009). In line with the two
fundamental phases of managing a crisis suggested by Mitroff et al. (1988), preparedness
falls under the proactive category, involving efforts to anticipate and identify potential
crises before they emerge. On the other hand, response and recovery are considered reactive
measures aimed at mitigating the consequences and managing the aftermath of a crisis.
It is important to recognize that readiness, response, and recovery within the business
organization are interconnected, as effective preparedness can accelerate both response
and recovery (Knemeyer et al. 2009; Grötsch et al. 2013). Therefore, adopting the dimen-
sions of business resilience, encompassing readiness, response, and recovery, is crucial for
conducting empirical analysis, both those using quantitative and qualitative approaches.
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In line with that notion, Chowdhury and Quaddus (2016) conducted a study on the
supply chain resilience within Bangladesh’s apparel sector. Their research, based on survey
data from 272 firms, demonstrated that the dimensions of supply chain resilience—such
as readiness, response, and recovery—exhibit both reliability and validity. Additionally,
their findings highlighted that factors such as supply chain orientation, learning and de-
velopment, and the culture of supply chain risk management have a significant impact on
enhancing supply chain resilience. In the same industry, Oxborrow and Brindley (2012)
investigated the challenges faced by SMEs in maintaining supply chain resilience amid fluc-
tuating economic conditions caused by recessionary ripples and structural transformations.
By employing a longitudinal-focused interview, they revealed that the apparel supply chain
has adapted to market fluctuations by either engaging directly with retailers or relocating
production to international facilities as a strategy to address market uncertainties. Shifting
the focus to other sectors but still within the realm of small enterprises, Hadjielias et al.
(2022) investigated the psychological resilience of individual owner–managers during the
global COVID-19 crisis. Their study, which included interviews with 35 small business
owner-managers conducted between April and December 2020, found that preparedness
serves as a crucial protective factor enabling these managers to navigate and potentially
excel despite the pandemic’s challenges. Lastly, Rodrigues et al. (2021) conducted a descrip-
tive analysis of 254 SMEs in Portugal and found that 28.35% of these companies required up
to three months to recover from pandemic-induced losses. It suggests a focus on directing
their efforts toward recovery amidst ongoing uncertainty, consistent with the principles of
organizational resilience.

In summary, resilience—originating from ecological concepts—is crucial for organi-
zations, including MSMEs, to navigate and thrive amidst disruptions. It involves three
key dimensions: readiness, response, and recovery. As MSMEs face increasing risks from
economic shifts and environmental changes, effective preparedness and adaptable response
mechanisms become vital. Empirical research highlights that these business sectors with
strong resilience practices, such as proactive planning and efficient recovery strategies, can
better manage disruptions and recover from challenges like the COVID-19 pandemic. Thus,
integrating resilience strategies is essential for MSMEs to maintain operational stability and
ensure long-term success in a volatile environment.

2.3. Flourishing Business: Linking Sustainability and Resilience

While sustainability and resilience are often examined as two separate and indepen-
dent topics (Derissen et al. 2011), recent discussions highlight their interconnected nature
and mutual reinforcement (Redman 2014; Marchese et al. 2018; Balugani et al. 2020; Weber
2023). This linkage might be attributed to the fact that both concepts are deeply rooted in
ecological principles, emphasizing the critical importance of maintaining the functionality
and adaptability of dynamic systems (Xu et al. 2015; Marchese et al. 2018). In business
contexts, this interrelation becomes particularly salient. Fiksel (2003) argues that resilient
businesses inherently possess characteristics that enhance sustainability. As noted by Saad
et al. (2021), this perspective posits that businesses that demonstrate high resilience—
through effective response and adaptation to challenges—are better positioned to achieve
sustainable outcomes. In practical terms, they are likely to produce higher-quality outputs,
optimize resource utilization, and uphold the principles of the triple bottom line: economic,
social, and environmental performance (Aguiñaga et al. 2018). For instance, Pettit et al.
(2010) suggest that with a resilient supply chain, a company can adapt to disruptions and
continue delivering value, thereby reducing waste and supporting sustainable practices.
In addition, resilient businesses that effectively manage environmental and social stresses
are more capable of sustaining their performance growth over time (Fiksel and Bakshi
2023). Eventually, businesses that can integrate resilience into their operational and strate-
gic frameworks are better equipped to anticipate and mitigate potential risks, thereby
enhancing their sustainability performance.
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Conversely, sustainable businesses adopt a long-term outlook that holistically inte-
grates environmental, social, and economic dimensions, positioning them to better with-
stand sudden adverse external shocks due to their intrinsic capacity to absorb and adapt
to disruptions (Elkington and Rowlands 1999; Schaltegger et al. 2013). This capacity is
grounded in their robust systems and practices designed to mitigate the impacts of un-
expected challenges and foster resilience (Trabucco and De Giovanni 2021). For example,
firms that prioritize sustainable resource management and corporate social responsibility
are generally better equipped to endure environmental or economic crises, as their opera-
tions are inherently designed to be adaptable and resource-efficient (Ortiz-de-Mandojana
and Bansal 2016). Furthermore, the adoption of sustainable practices contributes to the
development of strong stakeholder relationships (Chen and Miller 2011) and enhances risk
management capabilities (Nobanee et al. 2021). Simeone (2015), in his analysis, emphasized
that risk management capabilities bolster an organization’s resilience by providing a sup-
portive network and effective strategies for managing and mitigating risks. Liu and Yin
(2020) note that sustainable businesses often benefit from improved reputational capital
and stakeholder trust, which are critical during times of crisis and recovery. Simeone (2015),
in his analysis, emphasized that risk management capabilities bolster an organization’s
resilience by providing a supportive network and effective strategies for managing and
mitigating risks. Accordingly, a strong commitment to sustainability not only secures long-
term operational success but also enhances resilience, enabling organizations to effectively
manage and rebound from unexpected challenges.

At this point, we can argue that if sustainability represents the overarching objective of
a business, then resilience signifies the capability to remain aligned with and adjust to the
evolving challenges encountered while pursuing this goal. Consequently, as suggested by
Winnard et al. (2014), for businesses to truly flourish, they must embody both high levels
of resilience and sustainability. This dual focus is particularly crucial in an uncertain and
rapidly changing environment, where it serves as the most effective strategy in minimizing
vulnerability and ensuring sustained high-quality performance over time. On the one hand,
sustainability ensures that a business operates in a manner that is resource-efficient, socially
responsible, and economically viable, creating a strong foundation for long-term success.
On the other hand, without resilience, even the most sustainable practices can falter in
the face of unexpected disruptions, such as economic crises, natural disasters, or shifts
in market dynamics. Organizations with insufficient resilience and sustainability are at a
significant disadvantage. Their inflexible structures and inadequate adaptation mechanisms
make them highly susceptible to failure in the face of adversity. Such businesses are likely to
experience operational disruptions, diminished performance, and, ultimately, an inability
to compete effectively. In addition, businesses that possess only one of these attributes—
whether resilience or sustainability—may continue to operate, but they do so with a
persistent risk of instability.

2.4. Innovation

It is widely acknowledged that for organizations to achieve success and ensure their
survival, embracing innovation is essential (Heunks 1998). Innovation enables companies
to stand out from their competitors by swiftly adapting to shifts in the market and new
trends (Ireland and Webb 2007). This forward-thinking strategy not only allows businesses
to seize emerging opportunities but also enhances their brand image and operational
efficiency, thereby significantly bolstering their competitive advantage (Anning-Dorson
and Nyamekye 2020). Conversely, firms that neglect innovation face considerable risks,
including potential bankruptcy, as demonstrated by the case of Nokia (Abetti 2000; Doz
and Kosonen 2010). Given its critical role, it is unsurprising that innovation has currently
become one of the most prominent topics in discussions about economic advancement and
prosperity (Nasierowski and Arcelus 2012; García-Sánchez et al. 2020).

The etymological roots of innovation come from the Latin word innovare, which means
to make a modification or something completely new (Clapham 2003). Most definitions
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of innovation in the literature focus on similar concepts but offer different perspectives.
For instance, according to Schumpeter (1934), innovation refers to the introduction of new
products or processes that create new markets or significantly improve existing ones. Tidd
and Bessant (2018) provide a slightly broader definition, including changes in processes or
systems that enhance efficiency and effectiveness within organizations. A more expansive
definition includes not only organizational changes but also social impacts. For example,
Rogers (2004) defines innovation as an idea, practice, or object perceived as new by an
individual or other unit of adoption, which influences both the organization and the broader
environment by altering practices, behaviors, or social norms. The most comprehensive
definition is offered by the OECD (2005), which encompasses the successful implementation
of new or significantly improved products, processes, marketing methods, or organizational
methods in business practices, workplace organization, or external relations, with potential
impacts on various aspects of society and the economy. Despite the variations in these
definitions, they all emphasize the key elements of change and renewal involving people,
processes, and products aimed at improving situations (Kamaruddeen et al. 2010).

Building on the definitions provided, Wang and Ahmed (2004) formulated a com-
prehensive framework for understanding corporate innovation, which encompasses five
key dimensions: product innovation, market innovation, process innovation, behavioral
innovation, and strategic innovation. Product innovation involves creating new or sig-
nificantly improved goods or services to meet consumer preferences and capture new
market segments (Henard and Szymanski 2001; Danneels and Kleinschmidtb 2001). Market
innovation focuses on strategies for entering new markets or targeting different customer
demographics, which can include launching cutting-edge technology products or updating
marketing strategies for existing products (Kjellberg et al. 2015). Process innovation aims
to improve production or delivery methods to enhance efficiency and reduce costs (Jin et al.
2019; Goni and Van Looy 2022). Behavioral innovation entails changes in organizational
culture, employee behaviors, or managerial practices to foster creativity and improve per-
formance (Naranjo-Valencia et al. 2017; Tian et al. 2018). Strategic innovation refers to the
development of new strategies or business models that significantly alter an organization’s
direction or competitive stance (Markides 1997; Varadarajan 2018). Several studies on small
businesses also explore these dimensions to understand how they drive innovation. For
instance, Ramirez-Portilla et al. (2017) investigated how varying levels of openness in open
innovation practices and models impact innovation and various aspects of performance
within small and medium-sized supercar manufacturers across Europe. Similarly, Kurni-
awati et al. (2022) devised a sustainability-focused open innovation model tailored to SMEs
involved in the production of traditional Indonesian textiles.

Accordingly, we identify five important dimensions of the concept of innovation—
product innovation, market innovation, process innovation, behavioral innovation, and
strategic innovation. Each of these dimensions plays a crucial role in driving the success of
organizations at all levels, with particular significance for MSMEs. Embracing innovation
in this business segment is not merely a strategic choice but a necessity for survival and
growth. These enterprises often operate with limited resources and face intense competition,
making it essential to continuously adapt and evolve. Product and process innovations
can help MSMEs improve their offerings and operational efficiencies, while market and
strategic innovations enable them to explore new opportunities and adapt to changing
market conditions. Furthermore, behavioral innovation fosters a culture of creativity and
agility, empowering MSMEs to respond effectively to challenges and capitalize on emerging
trends. Thus, for MSMEs, innovation is integral in maintaining competitiveness and driving
economic advancement.

2.5. Creative Compliance

The formulation of laws is influenced by the lobbying efforts of diverse community
groups and by contemporary social practices. In the meantime, understanding and com-
plying with laws is a subjective endeavor that includes numerous social inferences (i.e.,
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a person’s social class, ethnicity, or ostensibly defiant/apologetic attitude). Tax laws are
not an exception, as key players can influence them in their area of expertise (Mulligan
and Oats 2016), and their implementation can be impacted by numerous social practices
(Gracia and Oats 2012). An intriguing issue of the implementation of tax law as a social
practice is the situation in which individuals or businesses appear to comply with tax law
but with the intention of disregarding its underlying principles. This behavior is referred
to as “creative compliance” (McBarnet and Whelan 1999), which stands between the two
extremes of tax compliance decisions: compliance and non-compliance.

Conceptually, creative compliance includes tax planning and tax avoidance (Sikka
and Willmott 2013). This concept is still under-investigated in the tax compliance literature.
One of the barriers may be the fact that there is no clear definition of tax planning and tax
avoidance (McBarnet 2004; Picciotto 2007; Christians 2014). However, in Inland Revenue
Commissioners vs. Brebner, [1967] 1 All E.R. 779, Lord Upjohn enunciated the basic
premise of most appropriate tax planning: “no commercial man in his senses is going to
carry out commercial transactions except on the footing of paying the smallest amount of
tax involved”. In this matter, individuals or businesses seek to regulate financial activities
and transactions in such a way that, in accordance with legal restrictions, the amount of
tax they must pay can be minimized (Hoffman 1961; Woellner et al. 1997). To achieve this
purpose, taxpayers typically take advantage of available deductions, credits, exemptions,
and tax incentives provided by tax laws (Fallan et al. 1995). Therefore, it is reasonable
that tax planning is considered a legitimate activity—encouraged by tax authorities—as it
allows taxpayers to use the tax code to their advantage while remaining in compliance with
the law (Murphy 2004). Nevertheless, several companies appear to design tax planning
activities more aggressively by exploiting loopholes or making profitable interpretations of
ambiguities in tax laws (Rego 2003). This aggressive tax planning is better known as tax
avoidance (Cachia 2017). Although this type of tax planning is still considered legal, it can
be a controversial topic, as many analysts argue that it is not in line with the spirit of the
law. Therefore, it can be assumed that tax avoidance contains elements of tax planning and
tax evasion and, therefore, lies between these practices (Alm 2012).

In some cases, tax avoidance is often seen as creative business innovation and a sign of
entrepreneurship rather than as an act of fraud (European Commission 2017); for example,
by diverting funds to other places with more favorable tax systems, even though it involves
monetary transactions that do not make commercial sense (McLaren 2008). The Spotless
case reported in the Australian High Court decision in 1996 is an example of such a tax
avoidance scheme. The company deposited funds into a bank in the Cook Islands. A
reasonable person would find it strange that an Australian company would deposit funds
in an Australian bank with a branch in a remote South Pacific country unless they were
aware that the Cook Islands were considered a “tax haven” at the time. In other cases,
tax avoidance can also be equated with fraud. For example, inserted entities are used to
disguise transactions to gain unintended benefits from tax relief provisions (Freedman 2005).
It means that there is a binary distinction regarding tax avoidance practices: acceptable and
unacceptable practices. These definitions are, in principle, dependent on social conditions
and will change in different historical periods or social groups (Picciotto 2007). Ultimately, it
is important to think about the boundaries of acceptable and unacceptable practices that are
negotiated among the various actors in the tax field at a given time (Gracia and Oats 2012).

Minimizing tax liabilities while adhering to the law, as demonstrated by creative com-
pliance practices, poses a significant challenge for the average taxpayer. Consequently, such
practices might appear relevant primarily to a select group of taxpayers who can afford to
engage tax advisors to navigate complex tax regulations (Murphy 2004). Tax advisors are
generally considered to possess superior technical expertise, extensive knowledge of taxa-
tion, and practical experience in tax administration compared to typical taxpayers (Erard
1993). These professionals assist clients in selecting between various strategies to manage
their affairs and minimize future tax burdens. Thus, creative compliance—encompassing
tax planning and avoidance—represents a proactive approach taken prior to the crys-
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tallization of tax obligations. In contrast, tax evasion involves non-compliance with tax
requirements after they become due, such as failing to report income to tax authorities,
which is unequivocally a criminal offense (Elffers et al. 1987). Supporting this notion, an
empirical study conducted by Onu et al. (2019) investigated individual compliance among
330 small business owners and measured creative compliance as instances of individual
non-compliance where rules are selectively followed to avoid legal principles. This finding
is further supported by Vincent (2021), who developed a scale to measure tax compliance
among small enterprises in Nigeria. In summary, tax planning and tax avoidance are key
indicators of MSMEs’ creative compliance, which is distinct from tax evasion.

2.6. Tax Incentives

Tax incentives are a prevalent strategy across the globe, particularly in developing
nations. Governments frequently cite intense international competition as a justification
for implementing such incentives (Kazbekova et al. 2024). By offering more favorable
tax treatments, these incentives are designed to attract both domestic and foreign capital
(Van Parys and James 2010). Examples of these practices include reductions in corporate
income tax rates, temporary exemptions known as tax holidays, and various tax reductions
through credits or investment allowances (Klemm 2010). Regardless of their specific aims
or forms, tax incentives in developing countries are instrumental in easing the operational
challenges faced by businesses (Bräutigam and Knack 2004). This facilitation allows firms
to allocate resources more effectively across diverse sectors (Smallbone and Welter 2001),
thereby supporting broader economic development (Jorgenson 1963).

As mentioned in the introduction section, MSMEs play a pivotal role in achieving
such economic development objectives. However, the economic contribution of MSMEs is
contingent upon their competitiveness and sustainability, which can be hindered by their
inherent weaknesses, including limited access to capital, insufficient economies of scale,
and reduced bargaining power compared to larger enterprises. In this regard, governments
must provide robust support—like the tax incentives mentioned above—to these businesses,
particularly during periods of economic hardship (Deyganto 2022). This support not only
assists MSMEs in overcoming immediate difficulties but also strengthens their capacity to
drive long-term economic progress (Atawodi and Ojeka 2012; Ahmedova 2015; Twesige and
Gasheja 2019). While tax incentives have the potential to lower costs and boost a company’s
competitive edge, their effectiveness hinges on their awareness and effective utilization
of these benefits (Jolley and Lane 2010). Without sufficient knowledge of available tax
incentives and the ability to integrate them into financial and strategic planning, businesses
may fail to leverage these supports effectively, potentially resulting in wasted resources and
increased fiscal burdens on the government (Bartik 2005). Proper awareness and utilization
are essential for MSMEs to maximize the benefits of tax incentives and make informed
decisions, enabling them to engage in activities such as relocation, expansion, investment,
and job creation (Garsous et al. 2017; Slattery and Zidar 2020).

Building on the previously mentioned points, Jolley et al. (2015) surveyed executives
from companies in North Carolina that had received statutory tax credits. The survey
revealed that many executives were unaware of these credits. Specifically, among executives
from companies that had previously benefited from Lee Act tax credits, 29.3% were aware
of the incentives, 61.8% did not believe their companies had received them, and 8.9%
were uncertain. This significant lack of awareness among executives suggests that such
tax credits may not effectively determine corporate strategic decisions. Correspondingly,
Pandya (2017), who investigated the awareness and utilization of various incentives among
216 MSME units in India through surveys and interviews, concluded that increasing
awareness and simplifying the utilization process for incentives are crucial. The study
also indicated a preference among MSMEs for direct fiscal incentives, such as investment
and interest rate subsidies, over indirect incentives, like energy assessment and water
consumption subsidies. Accordingly, empirical research aiming to assess the effectiveness
of tax incentives on MSMEs’ performance should focus on both awareness and utilization
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of these policies. Alkahtani et al. (2020) and Pu et al. (2021), who studied the sustainability
of SMEs in Pakistan and Bangladesh, respectively, are examples of studies that adopted
the notion. Their research instrument includes several constructs that assess whether
respondents agree with the statement that their company receives various incentives from
formal institutions, particularly the government.

Hence, it is crucial to emphasize two fundamental aspects concerning tax incentives:
MSMEs’ awareness of these incentives and their effective utilization. For tax incentives to
achieve their intended impact and enhance MSME performance, businesses must not only
be informed about the available incentives but also be equipped to utilize them effectively.
Awareness ensures that MSMEs can identify and access the benefits designed to alleviate
their financial constraints, while effective utilization involves integrating these incentives
into strategic planning to maximize their benefits.

3. Theoretical Background and Hypothesis Development

In this section, we provide a comprehensive theoretical framework and develop hy-
potheses that explore the intricate relationship between creative compliance, tax incentives,
innovation, and their impacts on the sustainability and resilience of MSMEs during crises.
By integrating insights from contingency theory, entrepreneurial self-efficacy, and institu-
tional theory, this section seeks to elucidate how MSMEs can leverage financial strategies
and external support mechanisms to enhance their performance and adaptability. Through
a detailed examination of these theories and their application to the challenges faced by
MSMEs, we formulate hypotheses that highlight the mediating role of innovation in max-
imizing the effectiveness of tax planning and incentives. The ultimate goal is to build a
robust model that explains how these factors contribute to MSMEs’ long-term success and
recovery in adverse conditions.

3.1. Contingency, Entrepreneurial Self-Efficacy, and Institutional Theories

When a crisis strikes, leading to reduced demand and declining sales, company liq-
uidity suffers. Financial disturbances can impact both individual organizations and entire
industries, creating significant threats to financial stability (Navaretti et al. 2010; Dietrich
and Vollmer 2012; Degl’Innocenti et al. 2018; Kim et al. 2020). Conventional financial
frameworks often fall short during these times, necessitating more complex financial
decision-making processes (Belás et al. 2017). Research into emergency risk management
underscores the importance for organizations to develop financial alternative plans, which
are crucial to ensuring the resilience and sustainability of essential resources during emerg-
ing crises (Carmeli and Markman 2011; Obrenovic et al. 2020). This approach aligns with
Fiedler’s (1964) contingency theory, which suggests that organizational decisions and ac-
tions must be adaptable to the specific circumstances that arise. In this regard, business
effectiveness is contingent upon contextual factors, and thus, there is no universal manage-
ment style that fits all scenarios (Ayman et al. 1995). Companies that follow a contingency
approach aim to develop a rational comprehension of evolving situations and adjust their
behavior accordingly. They then select the management style that most effectively ad-
dresses the specific circumstances at hand (Reeves and Haanaes 2015). In the case of small
businesses, an empirical study conducted by Sarkar and Clegg (2021) using a qualitative
approach provides evidence that owners responded to the emergence of the COVID-19
pandemic by implementing contingency leadership qualities. These owners adapted to
the pandemic’s contextual challenges by effectively managing both internal and external
factors amid considerable uncertainty. They continuously balanced internal factors, such
as resources and expertise, with external factors, including stakeholder expectations, to
sustain their businesses.

An in-depth analysis of how these owners adjusted to both internal and external
factors influencing their business was documented by Childs et al. (2022). They carried
out comprehensive interviews with small retail business owners to investigate how they
maintained their operations throughout the pandemic. Internally, these owners focused on
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stabilizing their strained financial structures by implementing measures such as rigorous
cash flow management and cost reduction strategies, including renegotiation of lease terms
and supplier contracts. Externally, they fortified their relationships with key stakehold-
ers, including suppliers, investors, and customers. To manage financial pressures, some
retailers negotiated revised payment terms with vendors and made early payments when
possible. In response to shifting consumer behavior, they implemented curbside delivery
and adjusted services to meet new demands. Additionally, they emphasized community
support, leveraging local connections to bolster their businesses. This holistic approach
allowed these businesses to navigate the severe disruptions caused by the pandemic while
maintaining their operations.

The core principle of contingency theory, as discussed earlier, highlights that from an
internal standpoint, a company’s resilience and sustainability are predominantly shaped by
its capability to manage resources effectively. A key strategy for achieving this efficiency
is minimizing operational expenses, including reducing tax liabilities. This approach
aligns with the concept of entrepreneurial self-efficacy, as articulated by Boyd and Vozikis
(1994), which involves a company’s confidence in its ability to handle tasks and surmount
business challenges effectively. Chen et al. (1998) further elaborates on entrepreneurial self-
efficacy, noting that it encompasses self-efficacy in various domains, such as implementing
internal controls through financial analysis. These internal controls extend beyond financial
reporting to include operational and compliance aspects. For instance, Chen et al. (2020)
examined the role of internal controls in tax planning and avoidance, evaluating the
efficacy of the Committee of Sponsoring Organizations (COSO) (1992, 2013) framework
in managing tax risks within non-financial firms listed on the Shanghai and Shenzhen
Stock Exchanges. Their findings reveal that while high-quality internal controls can foster
creative compliance in less protected firms, they may restrict it to more protected ones. This
body of theoretical and empirical work underscores that creative compliance strategies,
including tax planning and avoidance, are vital components of internal control mechanisms
that reflect a company’s entrepreneurial self-efficacy. Chang et al. (2020) further assert that
companies employing intelligent tax avoidance strategies through legal means (creative
compliance) can leverage effective internal controls to minimize tax liabilities, thereby
advancing shareholder interests and promoting long-term financial security.

From an external standpoint, companies can adapt to the financial challenges posed
by the pandemic by aligning business strategies with available government incentives
(Bhattacharyya and Thakre 2021). In this context, building strong relationships with stake-
holders, especially policymakers and regulatory bodies, is essential (Albareda et al. 2007),
as this will keep businesses informed about potential incentives and frequent regulatory
changes in difficult times, thereby enabling them to influence and respond effectively to
policy developments. This idea is in line with institutional theory, which emphasizes the
importance of organizational adaptation and legitimacy within a shifting regulatory envi-
ronment (Scott 2008). According to institutional theory, organizations must navigate and
respond to the pressures and expectations of their institutional environments to maintain
legitimacy and ensure survival (DiMaggio and Powell 1983). By fostering these relation-
ships, businesses can better understand and leverage policy changes, thus enhancing their
strategic positioning and resilience (Meyer and Rowan 1977; Pfeffer and Salancik 1978).
Moreover, proactive engagement with stakeholders helps organizations align their strate-
gies with regulatory expectations, which can lead to competitive advantages and improved
performance during uncertainty. This has been empirically demonstrated by Chu et al.
(2018, 2019), who utilized survey data from 165 third-party logistics providers in China.
Their findings indicate that regulatory changes positively influenced financial performance.

The notion of entrepreneurial self-efficacy and institutional theories, manifested
through strategic tax avoidance and the utilization of tax incentives, respectively, can
provide significant boosts to a company’s internal funding by reducing tax liabilities and
enhancing financial flexibility (Fang et al. 2022; Kobbi-Fakhfakh and Bougacha 2023).
However, increased internal funding does not automatically guarantee business sustain-
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ability and resilience because the role of business innovation heavily contributes to an
organization’s ability to flourish (Schaltegger and Wagner 2011; Bradley et al. 2012). In-
novation is crucial because it translates financial advantages into tangible improvements
in products, services, and processes, which are essential for maintaining a competitive
edge and adapting to market changes (Rogers 2004). In other words, without a strong
emphasis on innovation, the benefits of tax savings and incentives may be short-lived, as
businesses might fail to effectively capitalize on their financial resources. For instance,
while reduced tax liabilities can provide immediate financial relief, it is the innovative
strategies that enable companies to differentiate themselves in a crowded marketplace,
respond to evolving consumer demands, and adapt to disruptions (Hughes et al. 2020).
Thus, business innovation serves as a critical link between increased internal funding from
various management strategies and achieving sustainable growth or operational resilience
(Hall and Wagner 2012).

Based on the theories discussed above, the next sub-sections will propose hypotheses
that explore the intricate relationship between creative compliance, tax incentives, innova-
tion, business sustainability and resilience among MSMEs during a crisis. Such hypotheses
will argue that while creative compliance strategies and tax incentives provide immediate
financial relief and operational flexibility, their effectiveness in ensuring long-term business
sustainability and resilience is significantly facilitated by a strong focus on innovation.
To substantiate our hypotheses, we will integrate findings from empirical research that
specifically examine small businesses. By reviewing studies that investigate how these busi-
nesses manage financial challenges and implement innovative strategies, we aim to build a
comprehensive argument that underscores the critical role of innovation in transforming
financial benefits into sustained competitive advantages and operational resilience.

3.2. Creative Compliance, Business Sustainability, and Business Resilience

To ensure success in overcoming a crisis, owners must be encouraged to focus more on
financial planning that can increase business resilience and sustainability (Sharma and Rai
2023). Creative compliance, represented by tax planning and tax avoidance, is an integral
step in financial planning strategies that business owners must consider (Onu et al. 2019).
Specifically related to tax planning, as described earlier, it involves the strategic organization
of a taxpayer’s financial affairs to minimize tax liabilities while remaining compliant with
tax laws and regulations. As pointed out by Ma and Park (2021), this strategy, if focused on
sustainability goals, must be implemented by maintaining consistent tax performance in
the long term rather than simply reducing the absolute level of tax liabilities. Therefore,
Lee and Yoon (2020) emphasize that for corporate sustainability, it is crucial to balance
tax planning and financial reporting costs effectively, seeking an optimal cost equilibrium
between these two aspects. From the standpoint of business ethics, sustainable corporate
tax strategies should incorporate the moral aspects of taxation (Jallai 2020). The literature
review by Araújo et al. (2024) highlights that corporate tax policy plays a key role in
corporate social responsibility, serving as an important contributor to sustainability efforts.
Companies have a responsibility to be both accountable and transparent, ensuring that
their tax planning practices are open to public scrutiny and reflect the responsible exercise
of corporate power (Gribnau and Jallai 2019). Several empirical studies have identified
that tax planning directly affects the sustainable aspects of a company. For instance, De
Vito (2024) shows that small companies implement tax planning to generate internal funds
to deepen capital in response to external funds that are more difficult or more expensive
to access, thus boosting the company’s financial performance. Furthermore, Jayanthi and
Selvam (2024) have demonstrated that well-structured tax planning plays a crucial role in
fostering the social and environmental performance of MSMEs. Based on their findings,
the following hypotheses are advanced.

H1a. Tax planning is positively associated with the sustainable performance of MSMEs.
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H1b. Tax planning is positively associated with the business resilience of MSMEs.

With respect to tax avoidance, extensive research has examined the role of this financial
strategy in bolstering company performance and, by extension, the sustainability and
resilience of businesses. As discussed previously, tax avoidance occurs when taxpayers
strictly adhere to the literal interpretation of tax laws but deviate from their intended
purpose. The empirical study carried out by Fuadah et al. (2022) involving 211 SMEs
in Indonesia revealed that tax avoidance enables managers to reallocate resources more
effectively, which enhances company performance. This improvement encompasses various
metrics, such as accounting performance, company value, and market value. Similar
findings are reported by Khuong et al. (2020), who analyzed listed companies in Vietnam
and observed that tax avoidance positively affects economic performance. It suggests
that the financial benefits from tax avoidance can lead to increased future dividend flows,
which in turn are likely to boost market value as investors respond favorably to enhanced
profitability. The relevance of this strategy is particularly pronounced during challenging
economic periods, where tax avoidance is often deemed a socially acceptable tactic to
alleviate financial strain and sustain competitiveness (Zhu et al. 2023). For SMEs, tax-
related financial pressures are a significant source of stress; thus, employing tax concession
strategies can play a crucial role in revitalizing their operations (Gautam and Gautam 2024).
Furthermore, such strategies did not solely benefit financial outcomes. However, they can
positively influence other aspects of a company’s sustainability, such as its environmental
and social performance during crises, as demonstrated by Khan et al. (2023) through a
survey of 375 textile SMEs in Pakistan. Accordingly, the following hypotheses are proposed.

H1c. Tax avoidance is positively associated with the sustainable performance of MSMEs.

H1d. Tax avoidance is positively associated with the business resilience of MSMEs.

3.3. Tax Incentive, Business Sustainability, and Business Resilience

As highlighted earlier, MSMEs represent the majority of businesses across various
countries and play a crucial role in driving economic development. For MSMEs to thrive
and contribute to employment and wealth creation, their market performance, including
firm survival and sustainable growth, is essential, underscoring the need for government-
supported interventions (Chunyun 2003). In this context, the government can enhance
MSME development by integrating financial support, such as loans, with non-monetary
services, including business management, technical consulting, and mentorship. Research
by Park et al. (2019) on small businesses in Korea demonstrated that combining these
support types can significantly boost annual asset and sales growth. However, despite their
value, non-monetary services are often less effective than financial support because they
do not address the core issue of capital access, which is critical for MSME operations and
growth (Rosyadi et al. 2020). This challenge is particularly relevant during crises, such as
the pandemic, which leads to reduced capital, higher operational costs, and lower turnover
(Engidaw 2022; Saptono et al. 2024b). Consequently, financial assistance is paramount
for governments aiming to help MSMEs recover from the pandemic’s effects. A survey
conducted in Indonesia reveals that the perceived worth of COVID-19-related expenditures
affects respondents’ willingness to pay taxes (Khozen and Setyowati 2023). According to
Deyganto (2022), tax incentives—such as reducing tax obligations or offering exemptions
for a certain period—are the best financial support provided by the government in sup-
porting MSMEs and maintaining their business continuity during economic downturns.
Empirical evidence presented by Picas et al. (2021) justifies this view by concluding that tax
incentives positively impact SME profitability, whereas other forms of financial support,
like government spending on public goods and direct assistance, have shown limited
impact. Beebeejaun (2022) further supports this, emphasizing that MSMEs leveraging tax
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incentives are better positioned to mitigate the adverse effects of COVID-19. Based on this
evidence, we propose the following hypotheses.

H2a. The tax incentive is positively associated with the sustainable performance of MSMEs.

H2b. The tax incentive is positively associated with the business resilience of MSMEs.

3.4. Innovation, Business Sustainability, and Business Resilience

Due to the competitive nature of their environment, MSMEs need to continually
assess their competitive position through sustained innovation efforts (Audretsch and
Belitski 2023). Previous studies indicate that the innovativeness of SMEs enhances their
performance (Boateng et al. 2020; Valdez-Juárez et al. 2022). In their paper, Chan and
Liu (2012) presented evidence to substantiate the idea that business innovation signif-
icantly influences organizational productivity, profitability, and competitiveness. They
also underscored the vital role of innovation in promoting the integration of sustainable
practices within organizations. According to research conducted by Krishnan et al. (2021),
collaboration among supply chain partners encouraged numerous innovative practices
that yielded economic, social, and environmental benefits in supply chains, ultimately
enhancing the sustainability of food supply chains. Similar findings were observed in Saudi
Arabia, wherein the innovation capabilities of SMEs facilitated business sustainability
and enhanced their competitiveness (Hanaysha et al. 2022). Notably, innovations often
arise during crises, providing SMEs with a means to navigate uncertain times (Thukral
2021). Empirical studies have supported this notion throughout various crisis periods.
For instance, during the global financial crisis starting in 2007, Pal et al. (2012) explored
how Swedish textile SMEs managed the crisis by analyzing qualitative and quantitative
data collected from interviews and company annual reports. Their findings revealed that
resilient firms exhibited superior short-term crisis management through increased opera-
tional innovation, whereas less resilient firms lacked such strategic agility. Ghi et al. (2022)
focused on the resilience of Vietnamese SMEs in the pandemic context, noting that inno-
vations such as digital transformation and improved information technology capabilities
positively impacted firm performance by enhancing business operations, generating po-
tential value, and providing access to intangible assets. Similarly, Putritamara et al. (2023)
studied 388 beekeeping MSMEs in Indonesia, finding that digital transformation played a
significant role in strengthening the dynamic capabilities of MSMEs, thereby enhancing
their resilience during the COVID-19 pandemic. Based on these findings, the following
hypotheses are proposed.

H3a. Innovation is positively associated with the sustainable performance of MSMEs.

H3b. Innovation is positively associated with the business resilience of MSMEs.

3.5. The Mediating Effect of Innovation

Recent empirical research has demonstrated that innovation serves as a crucial me-
diating factor in several key variables affecting corporate sustainability performance or
resilience in facing economic pressures. Specifically, these variables include the decision-
making style of chief executive officers (Kruse et al. 2023), organizational support structures
(Okręglicka et al. 2023), corporate social responsibility initiatives (Bonsu et al. 2023), knowl-
edge management practices (Delshab et al. 2022), data analysis capabilities (Tipu and
Fantazy 2023), and total quality management systems (Dash 2024). Nevertheless, there is a
paucity of research exploring how innovation mediates the relationship between creative
tax compliance and the use of tax incentives on businesses flourishing. This gap is quite
surprising, considering that there is a literature review providing an overview of studies on
the impact of taxation on social innovation and the corresponding implications for achiev-
ing sustainable development goals (SDGs). Such a study was conducted by Kouam and
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Asongu (2022), who examined cases in developing countries and combined methodological,
thematic, and chronological approaches to write their literature review. They concluded
that most studies agree that high taxes on businesses undermine social innovation and,
thus, the achievement of the SDGs. This conclusion is predominantly supported by insights
from two distinct sets of empirical studies: one examining the impact of corporate taxation
on social innovation and the other exploring how social innovation contributes to achieving
SDGs. It indicates that the scarcity of empirical research simultaneously linking taxation,
innovation, and sustainability presents a compelling opportunity for further investigation.

There has yet to be an empirical study explicitly examining how innovation mediates
the impact of creative compliance on business sustainability and resilience. To explore
this mediating role, we build on the framework proposed by Kouam and Asongu (2022),
which incorporates insights from two distinct bodies of empirical research. The first body
of research investigates the positive influence of tax planning or tax avoidance on business
innovation. For instance, Wu (2022) analyzed panel data from publicly listed firms in
China between 2015 and 2020 and found that companies engaging in payroll tax planning
demonstrated higher levels of innovation. Similarly, Li et al. (2021a) examined US public
firms and discovered that firms utilizing intangible assets to transfer taxable income from
high-tax to low-tax jurisdictions were more likely to foster corporate innovation. In addition,
Sharma and Mitra (2015) presented controversial findings using World Bank survey data
on Indian companies, revealing that firms engaging in tax avoidance often paid larger
bribes to officials, which, paradoxically, was associated with increased exports and product
innovation. The second body of research explores the positive effects of innovation on
corporate sustainability and resilience, as detailed in the preceding subsection. Notable
studies include those by Hanaysha et al. (2022) in Saudi Arabia and Pal et al. (2012) in
Sweden, which focus on small-scale enterprises. Based on these insights, this current study
proposes the following hypotheses.

H4a. Innovation mediates the relationship between tax planning and the sustainable performance of
MSMEs.

H4b. Innovation mediates the relationship between tax planning and the business resilience of
MSMEs.

H4c. Innovation mediates the relationship between tax avoidance and the sustainable performance
of MSMEs.

H4d. Innovation mediates the relationship between tax avoidance and the business resilience of
MSMEs.

In contrast, numerous empirical studies have thoroughly documented how innovation
amplifies the beneficial effects of tax incentives on corporate sustainability performance. For
example, Zhang and Song (2022) employed an unbalanced panel dataset of Chinese mining
firms from 2008 to 2011 to assess the impact of tax incentives for energy conservation and en-
vironmental protection. Their findings revealed that such incentives substantially enhanced
both economic and environmental performance by driving technological innovation and
improving production efficiency. Similarly, Li et al. (2023) analyzed a sample of high-tech
companies listed on the China Stock Exchange between 2016 and 2019, discovering that
the degree of tax incentives positively influenced firms’ sustainable innovation, which in
turn promoted sustainable economic growth. Song et al. (2020) examined cross-provincial
enterprise-level panel data in China from 2009 to 2017 to explore the effects of environmen-
tal regulations and research and development (R&D) tax incentives on green production
innovation. Their study uncovered a U-shaped relationship between environmental reg-
ulations and green product innovation, indicating that as the intensity of environmental
regulations rises, their impact shifts from inhibitory to supportive. These findings not only
highlight the factors driving green product innovation but also offer a theoretical frame-
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work and practical insights for advancing sustainable industrial development. From the
small business sector, Beebeejaun (2022) used survey data from 45 MSMEs in Mauritius and
concluded that while tax credits have been provided to large Mauritian companies to pur-
chase products from MSMEs as a form of encouragement, it is also important to implement
tax credits for R&D and staff training set by the Indian government, as well as to reduce
income tax rates for patent inventors to boost innovation and creativity. Such measures are
believed to have helped small businesses on the path to recovery and consolidation during
the pandemic. Based on these empirical findings, we propose the following hypotheses.

H5a. Innovation mediates the relationship between tax incentives and the sustainable performance
of MSMEs.

H5b. Innovation mediates the relationship between tax incentives and the business resilience of
MSMEs.

3.6. Research Model

Based on the theoretical background and hypothesis development above, several key
points are important to note. First, within the context of contingency theory, creative com-
pliance, and tax incentives are identified as internal and external factors, respectively, that
guide companies in adapting to the financial challenges posed by the COVID-19 pandemic.
Creative compliance, encompassing strategic tax planning and avoidance, reflects the com-
pany’s internal adaptability, while tax incentives represent external support mechanisms
provided by the government. Second, such creative compliance aligns with entrepreneurial
self-efficacy, emphasizing the importance of internal confidence and strategic capability in
managing business challenges. In contrast, tax incentives are consistent with institutional
theory, highlighting the role of external regulatory frameworks in promoting organizational
sustainability and resilience. Third, innovation is crucial in amplifying the effectiveness
of both creative compliance and tax incentives, enhancing their impact on corporate sus-
tainability and resilience. As innovation transforms financial strategies into operational
improvements, it strengthens the link between these factors and overall business perfor-
mance. Lastly, given that both sustainability and resilience are essential components of
business flourishing, it is posited that if creative compliance, tax incentives, and innovation
are evidenced to positively affect both concepts, i.e., resilience and sustainability, they are
constituted as critical determinants of MSMEs flourishing. Our research model, therefore,
is based on these propositions and is visualized in Figure 1.

J. Risk Financial Manag. 2024, 17, x FOR PEER REVIEW 18 of 51 
 

 

 
Figure 1. Research model. Notes: H4a, H4b, H4c, H4d, H5a, and H5b depict the role of innovation 
in mediating the relationship between tax planning, tax avoidance, and tax incentives on business 
sustainability and resilience, as illustrated by the dashed gray lines. 

4. Methods 
This section aims to provide a comprehensive overview of the study’s methodology, 

outlining key elements essential for understanding the research framework. It begins by 
detailing the sample and procedure, including the participant selection process and the 
steps taken to ensure data integrity. Next, it explains the measurement of variables, high-
lighting the specific constructs assessed and the rationale behind the chosen instruments. 
Following this, the section discusses the data analysis techniques employed, emphasizing 
the appropriateness of using PLS-SEM for this study. 

4.1. Sample and Procedure 
This study focuses on a population of approximately 3048 MSMEs listed in the Bank 

Indonesia database. Such a resource provides access to their contact details, including 
phone numbers and email addresses, which served as the sample frame for our study. 
Before launching the survey, we conducted preliminary outreach through various digital 
platforms to assess interest in participation. This initial phase involved distributing tasks 
among researchers. After a 30-day invitation period, we obtained consent from 1204 
MSMEs to participate in the study. The main survey was then conducted with those who 
agreed to participate. An online questionnaire was distributed via a SurveyMonkey link 
to the top management, either the owner or a manager, of each participating MSME. In 
other words, we anticipated receiving only one response per business unit within the sam-
ple to preserve the cross-sectional comparability of the data. This survey process spanned 
about two months, from 10 May 2023 to 28 July 2023. In total, we obtained responses from 
386 MSMEs, resulting in a response rate of 32%. It is worth noting that surveys targeting 
business owners face challenges in achieving high response rates. According to previous 
research conducted by Watson et al. (2023), response rates typically range from 6% to 50%. 
Therefore, the attained response rate of 32% in this paper is considered adequate to facil-
itate robust statistical analysis and derive meaningful insights. 

Out of the 386 responses collected, we excluded five responses from the analysis be-
cause they were redundant submissions from some MSMEs. As noted earlier, our study 
only required one response per MSME to ensure each participating business was repre-
sented only once. This approach helps maintain the integrity of the data, avoids duplica-
tion bias, and ensures that the analysis reflects unique perspectives from each MSME. 
Moreover, we identified 21 other responses demonstrating a static pattern, suggesting a 
lack of thorough engagement with the provided statements. A closer inspection revealed 
that all these responses were completed in under five minutes, significantly shorter than 
the standard average response time of 10 min. We contend that such responses are not 

Figure 1. Research model. Notes: H4a, H4b, H4c, H4d, H5a, and H5b depict the role of innovation
in mediating the relationship between tax planning, tax avoidance, and tax incentives on business
sustainability and resilience, as illustrated by the dashed gray lines.



J. Risk Financial Manag. 2024, 17, 532 18 of 49

4. Methods

This section aims to provide a comprehensive overview of the study’s methodology,
outlining key elements essential for understanding the research framework. It begins by
detailing the sample and procedure, including the participant selection process and the
steps taken to ensure data integrity. Next, it explains the measurement of variables, high-
lighting the specific constructs assessed and the rationale behind the chosen instruments.
Following this, the section discusses the data analysis techniques employed, emphasizing
the appropriateness of using PLS-SEM for this study.

4.1. Sample and Procedure

This study focuses on a population of approximately 3048 MSMEs listed in the Bank
Indonesia database. Such a resource provides access to their contact details, including
phone numbers and email addresses, which served as the sample frame for our study.
Before launching the survey, we conducted preliminary outreach through various digital
platforms to assess interest in participation. This initial phase involved distributing tasks
among researchers. After a 30-day invitation period, we obtained consent from 1204 MSMEs
to participate in the study. The main survey was then conducted with those who agreed
to participate. An online questionnaire was distributed via a SurveyMonkey link to the
top management, either the owner or a manager, of each participating MSME. In other
words, we anticipated receiving only one response per business unit within the sample
to preserve the cross-sectional comparability of the data. This survey process spanned
about two months, from 10 May 2023 to 28 July 2023. In total, we obtained responses from
386 MSMEs, resulting in a response rate of 32%. It is worth noting that surveys targeting
business owners face challenges in achieving high response rates. According to previous
research conducted by Watson et al. (2023), response rates typically range from 6% to
50%. Therefore, the attained response rate of 32% in this paper is considered adequate to
facilitate robust statistical analysis and derive meaningful insights.

Out of the 386 responses collected, we excluded five responses from the analysis
because they were redundant submissions from some MSMEs. As noted earlier, our study
only required one response per MSME to ensure each participating business was repre-
sented only once. This approach helps maintain the integrity of the data, avoids duplication
bias, and ensures that the analysis reflects unique perspectives from each MSME. More-
over, we identified 21 other responses demonstrating a static pattern, suggesting a lack
of thorough engagement with the provided statements. A closer inspection revealed that
all these responses were completed in under five minutes, significantly shorter than the
standard average response time of 10 min. We contend that such responses are not suitable
to analyze further, as they are unlikely to accurately reflect the participants’ true opinions
or understanding of the questions. By doing so, our analysis is less likely to be skewed
by data that may result from hasty or disengaged completions, thereby improving the
overall quality of the insights drawn from the study. Eventually, a total of 360 responses
were considered appropriate for further consideration. This final sample size surpasses the
recommended sample size of 200, as suggested by Hair et al. (2017), which is deemed suffi-
cient for conducting robust and reliable structural equation modeling (SEM). Furthermore,
in accordance with Su et al. (2017), we conducted a comparison between the 360 usable
MSME responses and the 26 deleted MSME responses, revealing no statistically significant
differences. Hence, it can be concluded that respondents do not significantly differ from
non-respondents. The demographic profile of the 360 respondents is outlined in Table 1.

Table 1. Respondents’ profile.

Groups Subgroups Numbers Percentages (%)

Gender Male 219 60.8
Female 141 39.2
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Table 1. Cont.

Groups Subgroups Numbers Percentages (%)

Age 18–30 101 28.1
31–40 104 28.9
41–50 106 29.4
>50 49 13.6

Education Elementary School 17 4.7
High School 124 34.4

Vocational School 106 29.4
Bachelor’s 87 24.2

Master’s/PhD 26 7.2

Place of Business Jakarta 104 28.9
Banten 49 13.6

West Java 86 23.9
Central Java 18 5.0
Yogyakarta 14 3.9

East Java 30 8.3
Outer Java 59 16.4

Annual Revenue <2M IDR 122 33.9
2–15M IDR 129 35.8
>15M IDR 109 30.3

Number of Employees <10 138 38.3
10–30 75 20.8
31–50 30 8.3
51–100 35 9.7
>100 82 22.8

Age of Business <5 Years 109 30.3
5–10 Years 55 15.3
11–15 Years 87 24.2
16–20 Years 70 19.4
>20 Years 39 10.8

Product Category Service 142 39.4
Retail and Trading 78 21.7

Plantation 30 8.3
Livestock and Fisheries 29 8.1

Agriculture 30 8.3
Processing Industry 51 14.2

4.2. Measurement of Variables

We employed a closed-response questionnaire to assess the variables under investi-
gation. This questionnaire format was chosen as it allows us to effectively derive average
scores for each item, which is a standard approach for statistically analyzing multi-item
constructs. Two distinct parts are structured for the questionnaire. The former gathers de-
mographic and business profile information from the respondents: gender, age, educational
background, business location, annual revenue, employee count, business age, and product
category (see Table 1). The latter measures our variables: tax planning, tax avoidance, tax
incentives, innovation, business resilience, and business sustainability. These variables are
gauged by multiple items, as presented in Table 2. A Likert scale ranging from 1 (strongly
disagree) to 7 (strongly agree) was used to rate the items. Basically, this odd-numbered
Likert scale has sparked debate among researchers, as the midpoint existence may lead to
longer response times and increase item ambiguity (Kulas and Stachowski 2009). Hence,
some of them argue that such an arrangement is suboptimal and does not provide clear
benefits (Dalal et al. 2014; Simms et al. 2019). However, Wong et al. (2011) challenged this
perspective by showing no significant differences between odd- and even-numbered scales
across various measures within organizational behavior research. For this current study, the
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odd-numbered scale facilitates respondents to convey ambivalence without being coerced
into a binary decision (Emerson 2017). This approach is particularly fair, given that we
examine the organizational behavior of MSMEs during an uncertain period. Additionally,
some simulations consistently show that 5- or 7-point scales offer the highest levels of
reliability and validity (Dillman 2007; Dawes 2008; Nadler et al. 2015), corroborating the
choice of the questionnaire format of this study.

Table 2. Operationalization of variables.

Variables Dimensions Codes Questionnaire Items Sources

Business
Sustainability

Economic
Performance BS1 My company’s income consistently grows year

by year.
Le (2022) and Khan

et al. (2023)

BS2 My company has consistently achieved
profitable growth.

BS3 My company has effectively improved resource
efficiency over time.

BS4 My company has successfully expanded its
market share over time.

Social
Performance BS5 My company’s impact on enhancing social

welfare has grown over time.
Environmental
Performance BS6 My company is dedicated to supplying

eco-friendly products.

Business
Resilience Readiness BR1

My company is well prepared to reduce the
probability and effects of disruptive events,

including situations like the COVID-19
pandemic.

Chowdhury and
Quaddus (2016) and

Adobor and McMullen
(2018)

Response BR2 My company typically navigates challenging
periods like the COVID-19 pandemic effortlessly.

Recovery BR3 My company did not take long to recover from
the COVID-19 pandemic.

Innovation Product
Innovation IN1

My company regularly introduces new or
significantly improved products to meet evolving

customer needs.

Ramirez-Portilla et al.
(2017) and Kurniawati

et al. (2022)

IN2
My company incorporates cutting-edge

technology into its product offerings on a
regular basis.

Market
Innovation IN3 My company actively seeks out and enters new

markets or targets different customer groups.

IN4
My company regularly updates our marketing

strategies to stay relevant in changing
market conditions.

Process
Innovation IN5 My company effectively implements changes to

improve our production delivery methods.

IN6 My company invests in new tools or processes to
reduce costs and enhance operational efficiency.

Behavioral
Innovation IN7

My company has made important changes in our
workplace culture and employee practices to
encourage creativity and boost performance.

Strategic
Innovation IN8

My company is proactive in developing and
applying new strategies or business models to

improve our competitive edge.

Tax Planning TP1 My company would study tax regulations in
detail on its own if it could lead to tax savings.

Onu et al. (2019) and
Vincent (2021)

TP2 My company would attend a course on tax
savings if it were available.

TP3 My company would use a trusted tax advisor’s
service, even if it costs 20% of the tax savings.
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Table 2. Cont.

Variables Dimensions Codes Questionnaire Items Sources

Tax Avoidance TA1 My company would buy low-value assets to
reduce the basic tax calculation amount.

Onu et al. (2019) and
Vincent (2021)

TA2

My company would use a tax advisor’s
recommended scheme involving payments

through an overseas intermediary if it could save
substantial tax.

TA3
My company would consider using a tax

advisor’s services if they could save a significant
amount by exploiting a tax law loophole.

TA4
My company would consider adjusting my salary
to cover actual needs and taking the remainder as

dividends for tax efficiency.

Tax Incentives Awareness TI1
My company is well informed about the various
tax incentives available specifically for MSMEs

during the COVID-19 pandemic.

Pandya (2017),
Alkahtani et al. (2020),

and Pu et al. (2021)

Utilization TI2
My company actively takes advantage of the tax
incentives that are available for MSMEs during

the COVID-19 pandemic.

Building on the extensive literature review detailed in Section 2, this study defines
business sustainability as the firm’s performance in achieving triple-bottom-line outcomes,
covering environmental, social, and economic aspects. This variable is evaluated using
six items adapted from Le (2022) and Khan et al. (2023), which focus on sustainable
performance in small firms within Vietnam and Pakistan, respectively. Our other primary
dependent variable, business resilience, pertains to the MSMEs’ ability to prepare for,
respond to, and recover from adverse events, such as the COVID-19 pandemic. This
variable is therefore assessed using three items adapted from Chowdhury and Quaddus
(2016) and Adobor and McMullen (2018). Innovation, as our independent and mediating
variable, is gauged through five dimensions: product, market, process, behavioral, and
strategic innovations. We developed eight items for this construct, drawing from Ramirez-
Portilla et al. (2017) and Kurniawati et al. (2022). For creative compliance variables—tax
planning and tax avoidance—we adapted measurements from Onu et al. (2019) and Vincent
(2021), with adjustments made to fit the Indonesian context and the addition of one extra
item for each variable. Lastly, tax incentives were measured with two items focusing on
MSMEs’ awareness and utilization of these government supports, based on prior research
(Pandya 2017; Alkahtani et al. 2020; Pu et al. 2021).

4.3. Data Analysis

In this study, SEM was chosen as the data analysis technique due to its ability to ad-
dress complex relationships among variables. SEM’s growing popularity in social science
research is well documented, as it provides a more nuanced and sophisticated framework
compared to traditional multiple regression approaches (Nunkoo and Ramkissoon 2012).
One of the key advantages of SEM over multiple regression is its consideration of mea-
surement errors associated with observed variables, while multiple regression analysis
often assumes that the variables are measured without error. Given that this study relies
on indicators to represent the variables of interest—acknowledging that these indicators
are only approximations of reality—multiple regression would likely lead to statistical
inaccuracies and biased results (Nunkoo and Ramkissoon 2012). Furthermore, SEM offers
notable potential for advancing theoretical development (Dash and Paul 2021). Cheng
(2001) highlights that while multiple regression is effective in predicting the relationships
between predictor variables and outcomes, it falls short in proposing and validating new
theoretical relationships within the model based on empirical data. SEM’s ability to in-
tegrate and update estimates, reassess the model, and propose new theoretically sound
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relationships is particularly valuable for our research. It is especially pertinent given our
focus on exploring the theoretical links between creative compliance, tax incentives, and
innovation in the context of MSMEs’ business success—an area not yet thoroughly investi-
gated in the existing literature. Our study aims to introduce a novel estimation of these
relationships, providing new empirical insights where previous research is lacking.

In the realm of SEM, two predominant approaches are frequently employed: Partial
Least Squares (PLS-SEM) and Covariance-Based (CB-SEM) methods (Dash and Paul 2021).
Both of these approaches offer distinct advantages depending on the research context and
objectives. To determine which statistical method is more suitable, several key criteria
must be carefully assessed. In this paper, we have chosen to utilize PLS-SEM for several
compelling reasons. First, the data distribution of the variables under examination shows
skewness values ranging from −1.210 to 3.236 and kurtosis values ranging from −1.218 to
8.517. According to Hair et al. (2017), data exhibiting skewness and kurtosis values beyond
the absolute thresholds of +1 and −1 are considered non-normally distributed. PLS-SEM is
especially effective in such scenarios, as it is designed to handle latent constructs robustly
even when data deviates from normality, as noted by Chin and Newsted (1999). Second, our
study involves a relatively modest sample size of 360 respondents, which is small compared
to the larger population of 6 million MSMEs. PLS-SEM has demonstrated a higher degree
of consistency and reliability in studies with limited sample sizes, as evidenced by Chin
and Newsted (1999). It makes PLS-SEM particularly well suited to our research context,
ensuring that the analysis remains robust and dependable despite the smaller sample
size. Given these factors, we are confident that PLS-SEM will offer the most accurate and
insightful analysis of the relationships between the latent constructs in our model. We
utilize SmartPLS software to implement the PLS-SEM technique in our analysis.

5. Results

SmartPLS provides a comprehensive assessment of our research model through three
distinct stages. The first stage, known as the outer model evaluation, involves a thorough
assessment of the model’s reliability and validity, ensuring that the indicators accurately
reflect the latent constructs. The subsequent stage is descriptive statistics, where we
examine the data distributions, central tendencies, and variances to understand the overall
patterns and characteristics of questionnaire items. The final stage is the evaluation of
the inner model, which is conducted to test the hypotheses and assess the relationships
between latent variables. This stage involves analyzing path coefficients, R-squared values,
and effect sizes to determine the strength and significance of the proposed relationships,
thereby providing insights into the validity of the research model.

5.1. Outer Model Evaluation

To assess the validity and reliability of the indicators used for our latent variables,
we conducted a series of assessments for the outer model, as summarized in Table 3.
The results presented a comprehensive picture of its psychometric robustness. First, all
factor loadings exceed the 0.7 threshold, indicating that each indicator has a strong corre-
lation with its respective latent variable, which underscores the indicators’ effectiveness
in representing the latent constructs (Hair et al. 2017). Additionally, the Average Variance
Extracted (AVE) values exceed the critical threshold of 0.5. This supports the construct’s
convergent validity, demonstrating that the indicators collectively and adequately reflect
the underlying latent variables (Fornell and Larcker 1981). The internal consistency of
the model is further validated by Cronbach’s Alpha (CA) and composite reliability (CR)
values, both of which surpass the recommended threshold of 0.7. These metrics indicate a
high degree of reliability and consistency across the measurement scales, reinforcing the
stability and accuracy of the constructs being measured (Hair et al. 2017). Furthermore, the
Variance Inflation Factor (VIF) values remain well below the threshold of 3.3 (Kock 2015),
which addresses concerns about multicollinearity within the model and suggests that the
predictor variables are not excessively correlated. It is crucial to maintain the integrity of
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structural relationships under investigation and ensure that the results are not distorted
by redundant information (Kline 2023). Collectively, these findings affirm that the model
exhibits strong reliability and validity, providing a robust foundation for further analysis
and interpretation.

Table 3. Validity and reliability of questionnaire items.

Variables Codes Factor Loading CA CR AVE VIF

Business Sustainability BS1 0.853 0.915 0.934 0.702 1.436
BS2 0.840
BS3 0.862
BS4 0.754
BS5 0.819
BS6 0.892

Business Resilience BR1 0.894 0.895 0.935 0.826 1.283
BR2 0.924
BR3 0.909

Innovation IN1 0.822 0.939 0.950 0.704 1.575
IN2 0.790
IN3 0.776
IN4 0.842
IN5 0.842
IN6 0.871
IN7 0.888
IN8 0.873

Tax Planning TP1 0.874 0.814 0.890 0.731 1.283
TP2 0.911
TP3 0.773

Tax Avoidance TA1 0.844 0.823 0.878 0.643 1.385
TA2 0.866
TA3 0.750
TA4 0.741

Tax Incentive TI1 0.955 0.906 0.955 0.914 1.482
TI2 0.957

In addition to the assessments above, we also verify that our model adheres to the
standards of discriminant validity. Assessing the discriminant validity of a model is
essential to confirm that each latent variable uniquely captures distinct aspects of the
construct and is not excessively correlated with other variables in the model (Hair et al.
2017). It ensures that each construct contributes uniquely to the model, thus validating the
theoretical framework and preventing overlap between constructs. To evaluate discriminant
validity, we employed both the Fornell–Larcker criterion and the Heterotrait–Monotrait
(HTMT) ratios, as these methods provide comprehensive insights into the uniqueness of
each construct. The results are presented in Table 4. The Fornell–Larcker criterion requires
that the square root of the AVE for each latent variable must be greater than its correlations
with other latent variables, demonstrating that the construct explains more variance in its
indicators than in those of other constructs (Fornell and Larcker 1981). Our results indicate
that the top values in each column of the Fornell–Larcker criterion (square root of the
AVE) are higher than the other values in the same column, meeting the required standard
and affirming the discriminant validity of our constructs. Additionally, the HTMT ratio,
which should ideally be less than 0.85, was used to further verify discriminant validity by
assessing the extent to which constructs are distinct from each other. Our findings show
that all HTMT ratios are below this threshold, reinforcing that the constructs are sufficiently
separate from one another (Henseler et al. 2015). Together, these results confirm that our
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model exhibits strong discriminant validity, ensuring that each construct is accurately and
uniquely represented.

Table 4. Discriminant validity.

Variables Fornell–Larcker Criterion Heterotrait–Monotrait (HTMT) Ratios

1 2 3 4 5 6 1 2 3 4 5

Business Sustainability (1) 0.838
Business Resilience (2) 0.615 0.909 0.678

Innovation (3) 0.782 0.468 0.839 0.836 0.509
Tax Planning (4) 0.301 0.137 0.337 0.855 0.344 0.162 0.383

Tax Avoidance (5) 0.299 0.196 0.371 0.493 0.802 0.320 0.204 0.401 0.648
Tax Incentive (6) 0.408 0.193 0.408 0434 0.368 0.956 0.448 0.215 0.440 0.508 0.445

5.2. Descriptive Statistics

Table 5 presents the means and standard deviations for the Likert scale responses
across all questionnaire items. The means offer a concise summary of the central tendency
of the responses, while the standard deviations reflect the degree to which the average
response represents the variability in the data (Field 2009). As previously discussed, an
odd-point scale was selected for this questionnaire to address potential respondent confu-
sion and uncertainty, which was particularly pertinent given the context of the pandemic
crisis. The inclusion of a midpoint in the scale is intended to reflect and accommodate the
respondents’ hesitations or indecision when evaluating the statements presented, allow-
ing them to express a neutral or uncertain stance. Nonetheless, this decision introduces
specific challenges in the process of dichotomizing responses into binary categories such
as positive or negative (Johns 2005). To address this, we use a threshold of 5 out of 7 to
classify responses as indicative of a high positive sentiment towards the questionnaire
items. This threshold is strategically chosen to account for the tendency of negative or less
favorable responses to gravitate toward the midpoint in an odd-point scale (Garland 1991).
Accordingly, applying this threshold allows us to provide a clearer picture of respondents’
overall attitudes and perceptions.

The findings presented in Table 5 reveal that MSMEs’ performance during the crisis,
from both economic and environmental perspectives, generally received negative feedback.
Conversely, the social dimension (BS5) was associated with a more positive response. This
observation aligns with the empirical research by Moneva-Abadía et al. (2019), which
indicates that social responsibility is frequently leveraged by small businesses to enhance
their competitiveness amid economic downturns. Among the various dimensions assessed,
only business resilience in terms of readiness (BR1) showed a positive response. All forms of
innovation were viewed positively, except for process innovation, particularly concerning
the methods of delivering production results (IN5). It is consistent with the constraints
imposed by physical restrictions during the pandemic, which affected certain production
and logistics processes (Ambrogio et al. 2022; Sugianto et al. 2023). Consequently, advancing
innovation in this area may present significant challenges. In contrast, the responses to
questions related to tax planning and tax incentives were universally positive, reflecting the
integral role of tax incentives in tax planning strategies (Onu et al. 2019). Lastly, while some
items on tax avoidance (TA1 and TA2) received negative feedback, others were met with
positive responses. Since the standard deviations for all questionnaire items were notably
lower than the means, we can argue that most responses clustered around the average
value (Field 2009). Accordingly, the summarized data provides a representative overview
of the entire dataset.
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Table 5. Summary statistics of questionnaire items.

Variables Dimensions Codes Min. Max. Mean Std. Deviation

Business
Sustainability

Economic Performance BS1 1 7 4.964 1.334
BS2 1 7 4.919 1.311
BS3 1 7 4.953 1.310
BS4 1 7 5.242 1.271

Social Performance BS5 1 7 5.250 1.240
Environmental Performance BS6 1 7 4.983 1.295

Business
Resilience

Readiness BR1 1 7 5.669 1.152
Response BR2 1 7 4.372 1.791
Recovery BR3 1 7 4.672 1.607

Innovation Product Innovation IN1 1 7 5.275 1.171
IN2 1 7 5.039 1.231

Market Innovation IN3 1 7 5.192 1.204
IN4 1 7 5.117 1.334

Process Innovation IN5 1 7 4.803 1.442
IN6 1 7 5.128 1.293

Behavioral Innovation IN7 1 7 5.117 1.330
Strategic Innovation IN8 1 7 5.231 1.269

Tax Planning TP1 1 7 5.750 1.115
TP2 1 7 5.828 1.082
TP3 1 7 5.458 1.168

Tax Avoidance TA1 1 7 4.800 1.420
TA2 1 7 4.792 1.449
TA3 1 7 5.125 1.374
TA4 1 7 5.206 1.349

Tax Incentive Awareness TI1 1 7 5.542 1.024
Utilization TI2 1 7 5.567 1.025

5.3. Hypothesis Testing: Direct Effects

In this study, the assessment of the inner model and the hypothesis testing regarding
the relationship between latent variables was conducted using a bootstrapping procedure
with 5000 subsamples in accordance with the guidelines set by Hair et al. (2017). The
results, detailed in Table 6 and Figure 2, illustrate the SmartPLS outputs for the direct
effects of independent variables—namely, tax planning, tax avoidance, tax incentives, and
innovation—on the dependent variables of business sustainability and business resilience.
The analysis reveals that innovation (β = 0.755, p-value < 1%; β = 0.438, p-value < 1%) is
the only independent variable with a significant impact on both business sustainability and
business resilience, highlighting its crucial role in flourishing MSMEs. This finding supports
hypotheses H3a and H3b. Conversely, the independent variables related to corporate
compliance, such as tax planning (β = 0.013, p-value > 5%; β = −0.004, p-value > 5%) and
tax avoidance (β = −0.031, p-value > 5%; β = 0.039, p-value > 5%), do not show significant
direct effects on either business sustainability or resilience, providing limited support
for hypotheses H1a, H1b, H1c, and H1d. Lastly, tax incentives (β = 0.080, p-value > 5%)
do not seem to necessarily help Indonesian MSMEs in facing difficult times, given their
insignificant direct impact on business resilience. Thus, H2b is rejected. However, such
government support (β = 0.117, p-value < 1%) is evidenced to be effective in boosting the
sustainability performance of MSMEs in Indonesia. In other words, H2a is accepted.
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Table 6. Hypothesis testing of direct effects.

Hypotheses Relationships β Std. Deviation t-Statistics Decisions

H1a Tax Planning → Business Sustainability 0.013 0.044 0.305 Rejected
H1b Tax Planning → Business Resilience −0.004 0.063 0.071 Rejected
H1c Tax Avoidance → Business Sustainability −0.031 0.040 0.767 Rejected
H1d Tax Avoidance → Business Resilience 0.039 0.061 0.634 Rejected
H2a Tax Incentive → Business Sustainability 0.117 0.046 2.556 ** Accepted
H2b Tax Incentive → Business Resilience 0.080 0.066 1.206 Rejected
H3a Innovation → Business Sustainability 0.755 0.030 25.026 ** Accepted
H3b Innovation → Business Resilience 0.438 0.057 7.642 ** Accepted

Note(s): ** represents statistical significance at the 1% level.
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5.4. Hypothesis Testing: Mediation Effects

As previously discussed, we propose that innovation amplifies the impact of creative
compliance and tax incentives on the sustainability and resilience of MSMEs in Indonesia.
To explore this hypothesis, we conduct a thorough analysis of the mediation effect of inno-
vation, with the results detailed in Table 7 and Figure 3. We report both the path coefficients
for the direct effects and the total indirect effects in Table 7 to elucidate the nature of the
mediation. As recommended by Hair et al. (2021), if the significant relationship between
the variables is observed exclusively through the indirect path, it suggests that innova-
tion serves as a full mediator in the relationship between the exogenous and endogenous
variables. This scenario aligns perfectly with the proposed theoretical background. In
cases where both direct and indirect effects are significant, it implies that innovation has a
partial mediation role. Nitzl et al. (2016) further classify partial mediation into two distinct
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types: complementary and competitive. In complementary partial mediation, both direct
and indirect effects move in the same direction, whether positive or negative. In contrast,
competitive partial mediation occurs when the indirect effect opposes the direction of the
direct effect. Lastly, if the analysis reveals that only the direct effect is significant or if neither
direct nor indirect effects are significant, this would indicate that innovation does not serve
as a mediator. This detailed examination helps clarify the precise role of innovation and its
influence on the overall model.

Table 7. Hypothesis testing of mediation effects.

Path Coefficients Total Indirect Effects

Hypotheses Relationships β t-Statistics β Std. Deviation t-Statistics Decisions

H4a TP → BS 0.014 0.313 0.091 0.050 1.828 * Accepted (1)

TP → IN 0.121 1.832 *
IN → BS 0.755 25.794 **

H4b TP → BR −0.004 0.068 0.053 0.031 1.719 * Accepted (1)

TP → IN 0.121 1.832 *
IN → BR 0.438 7.538 **

H4c TA → BS −0.032 0.798 0.170 0.052 3.269 ** Accepted (1)

TA → IN 0.226 3.348 **
IN → BS 0.755 25.794 **

H4d TA → BR 0.037 0.603 0.099 0.030 3.300 ** Accepted (1)

TA → IN 0.226 3.348 **
IN → BR 0.438 7.538 **

H5a TI → BS 0.118 2.571 ** 0.172 0.045 3.826 ** Accepted (2)

TI → IN 0.227 3.804 **
IN → BS 0.755 25.794 **

H5b TI → BR 0.080 1.194 0.100 0.032 3.119 ** Accepted (1)

TI → IN 0.227 3.804 **
IN → BR 0.438 7.538 **

Note(s): TP = Tax Planning, TA = Tax Avoidance, TI = Tax Incentive, IN = Innovation, BS = Business Sustainability,
and BR = Business Resilience. * and ** represent statistical significance at the 5% and 1% levels, respectively.
(1) and (2) represent full and complementary partial mediation effects, respectively.

Our findings indicate that, in the absence of innovation as a mediator, there is no
significant direct effect of tax planning on the sustainable performance or resilience of
MSME businesses. However, the indirect effects of tax planning through innovation are
significant (β = 0.019, p-value < 5%; β = 0.053, p-value < 5%). It suggests that innovation
fully mediates the relationship between tax planning and MSME business flourishing,
thereby supporting H4a and H4b. Similarly, the mediating role of innovation in the rela-
tionship between tax avoidance and the two endogenous variables reveals that while tax
avoidance does not significantly impact sustainable performance or resilience directly, its in-
direct effects through innovation are both significant and positive (β = 0.170, p-value < 1%;
β = 0.099, p-value < 1%). This finding confirms the full mediation effect of innovation, sup-
porting H4c and H4d. On the other hand, the direct effects of tax incentives on innovation
(β = 0.227, p-value < 1%), innovation on sustainable performance (β = 0.755, p-value < 1%),
and tax incentives on sustainable performance (β = 0.118, p-value < 1%) are all positive and
significant. Similar to the direct effect, the indirect effect of tax incentives on sustainable
performance through innovation is significant (β = 0.172, p-value < 1%), which indicates
partial mediation in the model. The consistent direction of these direct and indirect effects
suggests a complementary partial mediation effect, thereby validating H5a. Finally, the
indirect effect of tax incentives on business resilience, mediated by innovation, shows a full
mediation role, as evidenced by the insignificant direct effect and significant indirect effect
(β = 0.100, p-value < 1%). Consequently, H5b is supported.



J. Risk Financial Manag. 2024, 17, 532 28 of 49J. Risk Financial Manag. 2024, 17, x FOR PEER REVIEW 29 of 51 
 

 

 
Figure 3. Path model of mediation effects. Note(s): this figure reports the p-values of the inner and 
outer models. 

5.5. Structural Model Analysis 
In addition to evaluating the statistical significance of the relationship between vari-

ables, it is crucial to assess the magnitude of the impact by calculating the effect size (𝑓ଶ). 
Cohen (1988) categorizes 𝑓ଶ values of 0.02, 0.15, and 0.35 as indicative of small, medium, 
and large effects, respectively, of an exogenous latent variable on an endogenous latent 
variable. An 𝑓ଶ value below 0.02 suggests a negligible effect. According to Table 8, the 
direct impact of creative compliance variables and tax incentives on MSME business re-
silience and sustainability is trivial, as the 𝑓ଶ values are well below the 0.02 threshold. 
However, when innovation is incorporated as a mediator, the relationship between tax 
avoidance and tax incentives with the endogenous constructs becomes more pronounced, 
though the effect size remains small (with 𝑓ଶ values ranging from 0.02 to 0.15). The no-
table enhancement in the impact of tax avoidance and tax incentives on our endogenous 
variables through innovation may be attributed to innovation’s notable direct effects on 
business sustainability and resilience. Table 8 reveals that innovation has a large effect on 
business resilience (𝑓ଶ = 1.245) and a medium effect on business sustainability (𝑓ଶ = 
0.200). On the other hand, tax planning still shows no effect, even with innovation as a 
mediator. Furthermore, in our evaluation of the R-square, we find that the determinants 
of business sustainability and business resilience are 0.633 and 0.230, respectively. It indi-
cates that the exogenous constructs account for 63% of the variance in sustainability and 
23% in resilience. After accounting for innovation’s mediating role, the coefficient of de-
termination for the exogenous variables is 0.201. Lastly, the model’s predictive relevance 
was also assessed using the blindfolding technique, and the positive 𝑄ଶ values confirm 
that the model demonstrates adequate predictive relevance (Hair et al. 2017). 

Figure 3. Path model of mediation effects. Note(s): this figure reports the p-values of the inner and
outer models.

5.5. Structural Model Analysis

In addition to evaluating the statistical significance of the relationship between vari-
ables, it is crucial to assess the magnitude of the impact by calculating the effect size ( f 2).
Cohen (1988) categorizes f 2 values of 0.02, 0.15, and 0.35 as indicative of small, medium,
and large effects, respectively, of an exogenous latent variable on an endogenous latent
variable. An f 2 value below 0.02 suggests a negligible effect. According to Table 8, the direct
impact of creative compliance variables and tax incentives on MSME business resilience
and sustainability is trivial, as the f 2 values are well below the 0.02 threshold. However,
when innovation is incorporated as a mediator, the relationship between tax avoidance
and tax incentives with the endogenous constructs becomes more pronounced, though
the effect size remains small (with f 2 values ranging from 0.02 to 0.15). The notable en-
hancement in the impact of tax avoidance and tax incentives on our endogenous variables
through innovation may be attributed to innovation’s notable direct effects on business
sustainability and resilience. Table 8 reveals that innovation has a large effect on business
resilience ( f 2 = 1.245) and a medium effect on business sustainability ( f 2 = 0.200). On
the other hand, tax planning still shows no effect, even with innovation as a mediator.
Furthermore, in our evaluation of the R-square, we find that the determinants of business
sustainability and business resilience are 0.633 and 0.230, respectively. It indicates that
the exogenous constructs account for 63% of the variance in sustainability and 23% in
resilience. After accounting for innovation’s mediating role, the coefficient of determination
for the exogenous variables is 0.201. Lastly, the model’s predictive relevance was also
assessed using the blindfolding technique, and the positive Q2 values confirm that the
model demonstrates adequate predictive relevance (Hair et al. 2017).
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Table 8. Coefficient of determination, predictive relevance, and relative effect size.

Relationships f2 Assessments R-Square Q2

Direct Effect Tax Planning → Business Sustainability 0.0003 No Effect 0.633 0.424
Tax Avoidance → Business Sustainability 0.002 No Effect
Tax Incentive → Business Sustainability 0.028 Small

Innovation → Business Sustainability 1.245 Large
Tax Planning → Business Resilience 0.00002 No Effect 0.230 0.157

Tax Avoidance → Business Resilience 0.001 No Effect
Tax Incentive → Business Resilience 0.006 No Effect

Innovation → Business Resilience 0.200 Medium

Mediation Effect Tax Planning → Innovation 0.012 No Effect 0.201 0.144
Tax Avoidance → Innovation 0.047 Small
Tax Incentive → Innovation 0.050 Small

6. Robustness Checks: Nonlinear Effects and Endogeneity

Robustness checking has become a fundamental practice in empirical studies that
utilize regression-based methodologies, where researchers examine how the coefficients
of baseline regressions respond to modifications in the regression model, typically by
adding or removing variables (Lu and White 2014; Saptono et al. 2024a). Despite its
prevalence in traditional regression analysis, this approach is not commonly applied in
PLS-SEM studies (Sharma et al. 2019). Additionally, the use of specification checks, such
as those involving ant colony optimization (Marcoulides and Drezner 2003), remains
underdeveloped in the PLS-SEM context (Callaghan et al. 2007). Nevertheless, there have
been some efforts within PLS-SEM research to assess the robustness of structural models in
evaluating relationships among latent variables. For instance, Rasoolimanesh et al. (2018)
highlight the importance of accounting for potential nonlinearities in model relationships,
arguing that failing to recognize nonlinear effects can lead to underestimations of the
true relationships and potentially misrepresent the strength or significance of these effects.
Similarly, Hult et al. (2018) propose methods to detect and address endogeneity issues,
which, if left unaddressed, can severely compromise the validity of the findings. Latan
(2018) underscores the necessity of promptly addressing these issues and incorporating
them into PLS-SEM reports. In this section, we present the results of our tests for nonlinear
effects and endogeneity within our structural model, following the steps recently outlined
by Sarstedt et al. (2020). Detailed discussions of each of these tests are provided in the
subsequent subsections.

6.1. Nonlinear Effects

In estimating path models, researchers often assume that the relationships between
constructs are linear. Although linear approximations generally align well with real-world
relationships, this assumption does not always hold true (Ahrholdt et al. 2019). When
relationships between constructs exhibit nonlinearity, the impact of changes in an exoge-
nous construct on a latent variable depends not only on the magnitude of the change
but also on the value of the exogenous construct itself (Hair et al. 2019). To identify po-
tential nonlinearities, researchers can evaluate whether including nonlinear effects yields
significant results. It involves creating quadratic terms for the exogenous variables to
incorporate polynomial modeling (Hair et al. 2023). These quadratic terms, which represent
self-interactions of the exogenous constructs, help in examining the nature of the relation-
ship. If the interaction term is significant and positive (or negative), it indicates that the
effect of the exogenous variable increases (or decreases) at higher values of the construct.
Conversely, a non-significant interaction term suggests that the linear effect remains robust.
The quadratic effect functionality in SmartPLS facilitates this testing process. Additionally,
researchers can utilize the Regression Equation Specification Error Test (RESET) proposed
by Ramsey (1969), which defaults to considering quadratic effects, and sometimes cubic
effects, to detect misspecifications (Sarstedt et al. 2020). In PLS-SEM, this test is conducted
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using latent variable scores obtained after the linear effects model converges. Software like
Stata can be employed for this purpose (Mooi et al. 2018). Following the approach used by
Svensson et al. (2018) in their study of sustainability aspects, we applied both tests, and the
results are detailed in Table 9.

Table 9. Assessment of nonlinear effects.

Nonlinear Relationships β t-Statistics f2 Assessments Ramsey’s RESET

TP×TP → BS −0.021 0.634 0.001 No Effect F (3, 352) = 1.54, p-value = 0.204
TA×TA → BS −0.041 1.078 0.005 No Effect
TI×TI → BS −0.035 1.265 0.005 No Effect
IN×IN → BS 0.064 2.551 ** 0.021 Small
TP×TP → BR −0.066 1.482 0.007 No Effect F (3, 352) = 0.49, p-value = 0.687
TA×TA → BR −0.076 1.372 0.008 No Effect
TI×TI → BR −0.033 0.793 0.002 No Effect
IN×IN → BR 0.081 1.191 0.004 No Effect
TP×TP → IN −0.092 1.353 0.005 No Effect F (3, 353) = 2.26, p-value = 0.081
TA×TA → IN 0.084 1.235 0.004 No Effect
TI×TI → IN 0.047 1.138 0.004 No Effect

Note(s): TP×TP = Squared Tax Planning, TA×TA = Squared Tax Avoidance, TI×TI = Squared Tax Incentive,
IN×IN = Squared Innovation, BS×BS = Squared Business Sustainability, and BR×BR = Squared Business Re-
silience. ** represents statistical significance at the 1% level.

Initially, our analysis revealed that the partial regressions of business sustainability on
its independent variables (F (3, 352) = 1.54, p-value = 0.204), business resilience on its deter-
minants (F (3, 352) = 0.49, p-value = 0.687), and innovation on its drivers (F (3, 353) = 2.26,
p-value = 0.081) did not exhibit nonlinear effects. However, these findings may be less
reliable as they are based solely on construct scores derived from a linear effects model. To
gain a more accurate understanding, we introduced an interaction term to capture potential
quadratic effects between exogenous and endogenous variables. Employing bootstrapping
with 5000 samples and excluding sign changes, we found that, while most nonlinear ef-
fects were insignificant, the quadratic effect of innovation on business sustainability was
significant (β = 0.064, p-value < 1%) but had a small effect size ( f 2 = 0.021). Consequently,
we determine that, apart from the innovation–sustainability relationship, the linear effect
model remains robust. This result suggests that the relationship between innovation and
business sustainability is not purely linear. Instead, it indicates a more intricate dynamic
characterized by a U-shaped relationship. Specifically, while the initial impact of innovation
on sustainability may decrease, it eventually increases as the level of innovation continues
to rise.

6.2. Endogeneity

Endogeneity arises when a predictor variable correlates with the error terms of the
estimation model (Bascle 2008). Various factors can contribute to endogeneity (Papies et al.
2017; Ebbes et al. 2021), but it primarily stems from excluding relevant explanatory variables
from the model (Wooldridge 2010). These omitted variables become part of the error terms,
potentially correlating with the independent variables being analyzed, which violates the
exogeneity assumption in regression analysis (Kennedy 2008). Consequently, standard
regression estimates may be biased, rendering them difficult to interpret and potentially
leading to flawed statistical inferences (Papies et al. 2017). Although endogeneity is a
crucial concern in regression studies (e.g., Ebbes et al. 2011; Park and Gupta 2012; Rossi
2014), discussions surrounding it in the context of PLS-SEM remain scarce (Hult et al.
2018). Some researchers argue that PLS-SEM cannot adequately address endogeneity
(e.g., Antonakis et al. 2010; McIntosh et al. 2014; Rönkkö and Evermann 2013), which is
surprising and misleading, given that PLS-SEM employs regression techniques to estimate
its structural parametric model where endogeneity is indeed pertinent (Sarstedt et al.
2020). Moreover, numerous statistical methods are available for addressing endogeneity,
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with some using instrumental variables (IVs) and others not (Papies et al. 2017). The IV
approach can be particularly challenging due to the difficulty of identifying appropriate
instruments (Wintoki et al. 2012; Rossi 2014). As a result, researchers often recommend
using IV-free methods, among which the Gaussian copula method is the most widely
utilized. Introduced by Park and Gupta (2012), this technique controls for endogeneity
by directly modeling the correlation between endogenous variables and the error term
through a copula of independent variables. Essentially, the coefficient of the copula term
represents the estimated correlation between the explanatory variables and the error term,
adjusted for the variance of the error. The outcomes of this method are summarized in
Table 10.

Table 10. Assessment of endogeneity problem using the Gaussian copula approach.

Models Variables β t-Statistics β t-Statistics

Original Model
(Copied from Table 6)

TP 0.013 0.305 −0.004 0.071
TA −0.031 0.767 0.039 0.634
TI 0.117 2.556 ** 0.080 1.206
IN 0.755 25.026 ** 0.438 7.642 **

Gaussian Copula of Model 1
(Endogenous Explanatories; TP)

TP 0.103 1.038 0.058 0.429
TA −0.027 0.693 0.041 0.659
TI 0.118 2.582 ** 0.080 1.222
IN 0.754 25.119 ** 0.437 7.636 **

CTP −0.080 0.918 −0.056 0.484

Gaussian Copula of Model 2
(Endogenous Explanatories; TA)

TP 0.015 0.338 −0.004 0.059
TA 0.189 1.109 0.188 0.753
TI 0.117 2.612 ** 0.079 1.220
IN 0.765 26.387 ** 0.445 7.758 **

CTA −0.214 1.260 −0.145 0.595

Gaussian Copula of Model 3
(Endogenous Explanatories; TI)

TP 0.018 0.414 −0.001 0.014
TA −0.035 0.882 0.035 0.571
TI 0.252 2.308 * 0.192 1.039
IN 0.757 25.403 ** 0.440 7.679 **
CTI −0.115 1.275 −0.095 0.642

Gaussian Copula of Model 4
(Endogenous Explanatories; IN)

TP 0.014 0.323 −0.003 0.051
TA −0.043 1.072 0.014 0.225
TI 0.112 2.466 * 0.069 1.063
IN 0.504 4.329 ** 0.382 3.441 **

CIN 0.243 2.378 * 0.516 3.255 **

Gaussian Copula of Model 5
(Endogenous Explanatories; TP, TA)

TP 0.071 0.675 0.037 0.260
TA 0.158 0.888 0.165 0.644
TI 0.117 2.613 ** 0.079 1.221
IN 0.762 25.628 ** 0.443 7.669 **

CTP −0.051 0.551 −0.036 0.303
CTA −0.180 1.017 −0.121 0.480

Gaussian Copula of Model 6
(Endogenous Explanatories; TP, TI)

TP 0.085 0.810 0.042 0.300
TA −0.031 0.791 0.038 0.618
TI 0.225 1.960 0.174 0.898
IN 0.755 25.034 ** 0.439 7.644 **

CTP −0.061 0.652 −0.039 0.313
CTI −0.091 0.962 −0.080 0.503

Gaussian Copula of Model 7
(Endogenous Explanatories; TA, TI)

TP 0.018 0.412 −0.001 0.015
TA 0.160 0.889 0.161 0.630
TI 0.222 1.945 0.172 0.918
IN 0.765 26.203 ** 0.445 7.735 **

CTA −0.187 1.045 −0.121 0.482
CTI −0.090 0.936 −0.079 0.518
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Table 10. Cont.

Models Variables β t-Statistics β t-Statistics

Gaussian Copula of Model 8
(Endogenous Explanatories; TP, IN)

TP 0.145 1.371 0.142 1.005
TA −0.038 0.956 0.020 0.330
TI 0.112 2.469 * 0.068 1.065
IN 0.467 3.751 ** 0.321 2.892 **

CTP −0.118 1.292 −0.131 1.085
CIN 0.277 2.551 * 0.554 3.397 **

Gaussian Copula of Model 9
(Endogenous Explanatories; TA, IN)

TP 0.016 0.367 −0.001 0.015
TA 0.382 1.987 * 0.539 1.986 *
TI 0.108 2.480 * 0.063 1.018
IN 0.394 2.948 ** 0.270 2.432 *

CTA −0.416 1.420 −0.513 1.917
CIN 0.368 2.992 ** 0.670 3.737 **

Gaussian Copula of Model 10
(Endogenous Explanatories; TI, IN)

TP 0.020 0.454 0.003 0.051
TA −0.048 1.215 0.008 0.136
TI 0.295 2.626 ** 0.278 1.437
IN 0.476 3.995 ** 0.351 3.250 **
CTI −0.156 1.709 −0.179 1.152
CIN 0.272 2.616 ** 0.549 3.428 **

Gaussian Copula of Model 11
(Endogenous Explanatories; TP, TA, TI)

TP 0.057 0.532 0.024 0.169
TA 0.141 0.770 0.149 0.575
TI 0.209 1.775 0.164 0.838
IN 0.763 25.557 ** 0.444 7.651 **

CTP −0.036 0.379 −0.023 0.182
CTA −0.166 0.912 −0.108 0.422
CTI −0.079 0.801 −0.072 0.447

Gaussian Copula of Model 12
(Endogenous Explanatories; TP, TA, IN)

TP 0.092 0.864 0.076 0.539
TA 0.343 1.770 0.499 1.843
TI 0.108 2.478 * 0.063 1.019
IN 0.383 2.801 ** 0.291 2.771 **

CTP −0.069 0.755 −0.069 0.582
CTA −0.375 1.925 −0.472 1.755
CIN 0.376 3.006 ** 0.678 3.732 **

Gaussian Copula of Model 13
(Endogenous Explanatories; TP, TI, IN)

TP 0.122 1.125 0.116 0.812
TA −0.043 1.106 0.014 0.236
TI 0.257 2.239 0.236 1.186
IN 0.452 3.603 ** 0.341 3.045 **

CTP −0.093 0.982 −0.102 0.809
CTI −0.124 1.324 −0.144 0.877
CIN 0.294 2.679 ** 0.573 3.486 **

Gaussian Copula of Model 14
(Endogenous Explanatories; TP, TA, TI, IN)

TP 0.075 0.686 0.056 0.390
TA 0.325 1.647 0.479 1.758
TI 0.233 1.997 * 0.206 1.040
IN 0.373 2.723 ** 0.316 2.633 **

CTP −0.049 0.528 −0.047 0.377
CTA −0.361 1.822 −0.456 1.683
CTI −0.107 1.124 −0.122 0.748
CIN 0.386 3.084 ** 0.690 3.776 **

Note(s): C indicates the copula term in the model. TP = Tax Planning, TA = Tax Avoidance, TI = Tax Incentive, and
IN = Innovation. * and ** represent statistical significance at the 5% and 1% levels.

Our evaluation of potential endogeneity, utilizing the Gaussian copula method pro-
posed by Park and Gupta (2012), adheres to the systematic approach outlined by Hult
et al. (2018). The process begins by generating latent variable scores from the estimates
of the original model (see Table 6). We evaluate the distribution of potential endogenous
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independent variables—tax planning, tax avoidance, tax incentives, and innovation—using
the Kolmogorov–Smirnov test with Lilliefors correction (Sarstedt and Mooi 2019) to check if
they deviate from normality. Using SPSS, we found that none of these constructs show nor-
mally distributed scores, thus permitting us to proceed with the Gaussian copula analysis
in SmartPLS. We construct several model variations that incorporate one, two, three, or all
copula terms for each independent variable concurrently, resulting in a total of 14 distinct
models (see Table 10). The findings reveal that only one Gaussian copula (i.e., CIN) is
significant (p-value < 5%) across all models, indicating a potential endogeneity issue related
to innovation. The presence of this significant Gaussian copula in the model that considers
one endogenous explanatory variable (see model 4) alters the impact of innovation on
business sustainability and resilience by 0.251 and 0.056 units, respectively (from 0.755
to 0.504 and from 0.438 to 0.382, respectively). This trend persists in other models that
combine the innovation copula term with the copula terms of the remaining exogenous
variables. On the other hand, we found that tax planning, tax avoidance, and tax incentives
can be treated as exogenous variables, as evidenced by the insignificance (p-value > 5%)
of their respective copula coefficients (i.e., CTP, CTA, and CTI) across all models. Thus, we
conclude that, aside from innovation, endogeneity is not a concern in this study, reinforcing
the robustness of the original findings.

7. Discussion

The pandemic has posed significant hurdles for MSMEs. As outlined by contingency
theory, businesses must adjust by seeking out alternative financial strategies by exploring
alternative financial strategies—carefully considering both internal and external factors. On
the internal front, organizations can reduce operational challenges by managing tax obliga-
tions, which is in line with the notion of entrepreneurial self-efficacy through a thorough
financial assessment. Externally, building robust relationships with stakeholders, especially
policymakers, is vital for remaining aware of potential governmental incentives that may
emerge during hardships. This perspective resonates with institutional theory, indicating
that strong stakeholder ties can assist organizations in aligning their strategies with regu-
latory changes, ultimately fostering competitive advantages and improved performance
amid uncertainty. Nonetheless, it is important to recognize that while such endeavors
can enhance financial flexibility for MSMEs, they do not guarantee business resilience or
long-term sustainability. The literature highlights the necessity of innovation in linking
those financial strategies to the flourishing business of MSMEs. This theoretical foundation
has prompted us to undertake an empirical investigation, utilizing cross-sectional data
from a survey of MSMEs in Indonesia and applying the PLS-SEM approach for our primary
data analysis method. This section therefore provides a more comprehensive discussion
related to the results of this current study.

Our research indicates that the direct impact of creative tax compliance—encompassing
both tax planning and tax avoidance—on the resilience and sustainability of MSMEs in
Indonesia is not evident. This result is inconsistent with the findings of earlier studies
(Khuong et al. 2020; Fuadah et al. 2022; Khan et al. 2023; De Vito 2024; Jayanthi and Sel-
vam 2024). A plausible explanation for our observation is that effectively minimizing tax
liabilities while remaining compliant with legal requirements is not an easy job for many
taxpayers (McBarnet 2001). Successfully navigating the intricate tax regulation landscape is
crucial before it can be integrated into an appropriate corporate financial strategy, thereby
mitigating the risk of engaging in illegal tax practices (Saptono et al. 2024a). However,
achieving this requires personnel within the company to have a strong understanding of
tax regulations (Kirchler et al. 2003). In fact, many MSMEs in Indonesia face a shortage
of highly skilled workers (Tambunan 2021), a situation further compounded by the low
levels of financial literacy and managerial knowledge among their managers (Iramani et al.
2018; Susan 2020). Consequently, only MSMEs capable of engaging tax advisors—who
bring exceptional technical proficiency, comprehensive knowledge of tax regulations, and
practical experience in tax compliance—are likely to employ creative compliance strate-
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gies (Erard 1993; Murphy 2004). Thus, both tax planning and avoidance represent costly
strategic alternatives. While creative compliance has the potential to enhance the financial
capabilities of MSMEs (Sánchez-Ballesta and Yagüe 2023), in the Indonesian context, the
expenses associated with hiring such experts may overshadow the potential benefits. This
justification may elucidate why creative tax compliance does not directly influence the
resilience and sustainable performance of MSMEs in the country under study.

In addition, our study found that tax incentives did not have a significant direct
impact on the resilience of MSMEs during the pandemic crisis in Indonesia. This outcome
contrasts with previous research, which suggests that government support, such as grants
and technology-related tax incentives, typically enhances the ability of both large firms
(Feng and Xue 2023) and MSMEs (Lestari et al. 2024) to respond to uncertainties. Beebeejaun
(2022) also indicated that small businesses leveraging tax incentives were better equipped
to mitigate COVID-19’s negative effects. However, our findings align with Nakandala et al.
(2024), who reported that government support did not improve the resilience of MSME
supply chains, even among those with strong digital capabilities. It suggests that proactive
and reactive investments are critical for supply chain resilience (Mackay et al. 2020). While
tax incentives may not directly enhance resilience, they significantly contribute to the
sustainability performance of MSMEs in Indonesia, consistent with the views of Picas et al.
(2021) and Deyganto (2022). This discrepancy in the results can be explained by the different
ways these incentives function. For instance, MSMEs faced immediate challenges, such as
cash flow issues and operational inefficiencies during the crisis, which may have diminished
the effectiveness of tax relief. Over time, however, these incentives enabled businesses to
reinvest and strengthen their market positions, enhancing long-term sustainability. This
gradual accumulation of benefits underscores the importance of prioritizing long-term
strategies over mere immediate resilience during a crisis. Nevertheless, the lack of a
direct impact on resilience remains a concern, particularly given the weak institutional
environment in developing countries (Demetriades and Hook Law 2006; Saptono and
Mahmud 2022), which likely undermines the economic benefits of any financial support
(Marcelin et al. 2022). Complex regulatory frameworks and bureaucratic hurdles can impose
additional costs without increasing output, creating barriers for MSMEs (Dabla-Norris et al.
2020; Nakandala et al. 2024). Consequently, entrepreneurs may find themselves reallocating
resources to address these regulatory challenges, which is particularly burdensome during
hardship periods (Saifurrahman and Kassim 2024).

As expected, this paper confirms the direct nexus between innovation and the re-
silience and sustainability of MSMEs in Indonesia, demonstrating that innovation is a key
determinant in ensuring business flourishing. It aligns with previous studies from both
developing (Chan and Liu 2012; Boateng et al. 2020; Valdez-Juárez et al. 2022; Hanaysha
et al. 2022; Putritamara et al. 2023) and developed countries (Pal et al. 2012; Ghisetti and
Rennings 2014; Wang et al. 2021; Kyrdoda et al. 2023), as well as cross-national research
(Filippetti et al. 2020; Ebersberger and Kuckertz 2021). Therefore, when the MSME en-
vironment encourages the generation of fresh ideas for innovative products, services, or
technology, it increases the likelihood of achieving sustainable performance. By promoting
an innovative culture that encourages employee participation in innovation, nurtures indi-
vidual creativity, and fosters a learning-oriented environment, organizations can survive
their performance in a challenging business environment (Rumanti et al. 2023). However,
it is crucial to recognize that innovation is not a cost-effective endeavor (Kelley 2009),
and many companies often feel pressured to innovate (Niu et al. 2023). This concern is
especially pertinent in Indonesia, where approximately one-third of businesses engage
in innovative activities (The Central Bureau of Statistics 2021), predominantly large en-
terprises (Hartono and Rafik 2022). The limited innovation among smaller firms is likely
attributed to funding limitations, which have significantly impacted MSMEs during the
pandemic (Baldwin and Mauro 2020; Cao and Leung 2020). Accordingly, businesses should
develop financial strategies to stimulate innovation, such as reducing production costs and
potentially lowering tax burdens (Brophy and Shulman 1993). Furthermore, governmental
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initiatives are crucial for overcoming MSMEs’ innovation stagnation, such as implementing
tax reductions that lower R&D costs, thereby facilitating more effective resource allocation
aligned with potential returns (Tassey 2007).

The insights drawn from the results above closely correspond with the role of innova-
tion as a mediator between creative compliance and tax incentives on business resilience
and sustainability—an area that has been largely overlooked in the literature. We ob-
served that innovation connects creative compliance with the resilience and sustainability
of MSMEs in Indonesia, supporting the conclusions of Kouam and Asongu (2022). Given
that the direct impact of creative compliance on the dependent variables is insignificant,
we propose that innovation is a key element in entrepreneurial self-efficacy, demonstrated
through how creative compliance is channeled to enhance MSME success. By strategically
leveraging tax loopholes, MSMEs can ease financial constraints and increase investments
in innovation (Okręglicka et al. 2023), ultimately aiding their survival during economic
downturns (Pal et al. 2012) and promoting sustainable practices (Hanaysha et al. 2022).
Additionally, innovation is found to fully mediate the impact of tax incentives on resilience
and partially mediate it for sustainability, consistent with prevailing views in the literature
(Song et al. 2020; Beebeejaun 2022; Zhang and Song 2022; Li et al. 2023). For business
resilience, it is insufficient for MSMEs to simply exploit available tax incentives; they must
prioritize producing more advanced innovations (Najib et al. 2021). While tax reductions
can promote sustainability, innovative practices facilitated by such flexible regulations
enhance their impact (Ramanathan et al. 2017). Our result supports Gande et al. (2020)
framework, which builds on key aspects of institutional theory highlighted by Henisz and
Swaminathan (2008), emphasizing how legal systems establish the “rules of the game”
that influence firms’ innovation policies aimed at achieving their objectives. Eventually,
we contend that innovation is central to applying contingency theory in helping MSMEs
navigate managerial challenges in uncertain environments (Childs et al. 2022).

To adhere to the rigorous PLS-SEM estimation procedures, we perform robustness
tests that concentrate on nonlinear effects and endogeneity. Our results reveal that the linear
relationships among the latent variables are generally robust, except for the association
between innovation and sustainability performance, which establishes a nonlinear U-
shaped effect. It suggests that initial investments in innovation may involve trade-off costs
that offer limited immediate benefits. However, once a certain threshold is crossed, firms
can mitigate these costs, resulting in a significantly enhanced positive impact on business
sustainability. Such a mechanism reflects the complex dynamics inherent in innovation
processes. Similar outcomes have been observed by Li et al. (2021b) in China and Lee
and Kim (2017) in the US. These results underscore the importance of firms planning
innovation in stages across various domains, such as product, market, and process, while
carefully considering their resources and business model (Boons et al. 2013). Consequently,
MSMEs must adopt efficient innovation strategies to effectively achieve their sustainability
objectives (Klewitz and Hansen 2014). In addition, we observe that endogeneity is largely
absent, except for the variable of innovation, which is expected since it functions as a
mediator in our structural model. As Antonakis et al. (2010) discuss, a variable is considered
endogenous—rather than exogenous—when researchers aim to correlate predictors with
it to forecast the outcome of interest. Therefore, our analysis demonstrates that in this
empirical setting, taking endogeneity into account, does not alter the conclusions drawn
from our estimation results from a theory-testing standpoint.

8. Conclusions

This study investigates how tax incentives, creative compliance, and innovation con-
tribute to enhancing business resilience and sustainability. The analysis utilizes cross-
sectional data from a survey of 360 MSMEs in Indonesia. Based on the results of hypothesis
testing using the PLS-SEM approach, we found that creative compliance—encompassing
tax planning and tax avoidance—does not directly influence resilience or sustainability.
Additionally, we observed that while tax incentives did not significantly enhance resilience
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during the crisis, they contributed directly to long-term sustainability. Furthermore, our
analysis demonstrates the central role of innovation in driving the flourishing of MSMEs in
Indonesia, as it has a significant direct impact on both resilience and sustainability. Inno-
vation also emerged as an important factor linking creative compliance to the success of
MSMEs. It underscores that entrepreneurial self-efficacy through internal funding must be
paired with an innovative agenda for companies to survive and thrive. Moreover, we found
that innovation fully mediates the effects of tax incentives on resilience, indicating that
government support can improve financial flexibility but may not help MSMEs withstand
negative shocks without fostering innovation. At this point, we can conclude that innova-
tion should be prioritized by MSMEs applying the contingency theory to navigate economic
challenges. To ensure the robustness of our results, we examined nonlinear effects and
endogeneity. It was observed that innovation and sustainability demonstrate a U-shaped
relationship. Initially, innovation may decrease a company’s performance due to high costs,
but at a certain level, it ultimately enhances sustainability. Our endogeneity analysis shows
that innovation cannot be treated as an exogenous variable, reinforcing its pivot position in
our structural model, while other independent variables do not present endogeneity issues.
In summary, our empirical conclusions remain intact after robustness checks.

This study makes a significant contribution to the literature by integrating two often-
separate concepts—resilience and sustainability—that are essential for achieving a thriving
business. By situating these concepts within the context of a crisis, we explore the specific
roles of taxation and innovation as antecedents to resilience and sustainability, addressing a
gap in the literature where the relationship between these variables remains underexplored.
We emphasize the necessity for organizations to develop alternative financial strategies that
align with contingency theory, ensuring access to vital resources amid emerging crises. This
approach encompasses both internal and external considerations. Internally, businesses
can implement creative compliance strategies to optimize tax savings and boost internal
funding, reflecting entrepreneurial self-efficacy. Externally, companies must adapt to
changes in regulatory frameworks, in line with institutional theory, such as tax reductions,
which can significantly impact their financial landscape. Our findings enrich those theories
by demonstrating that MSMEs’ efforts to enhance resilience and sustainability are most
effective when coupled with consistent innovation processes. From a methodological
standpoint, our study employs rigorous techniques to examine nonlinear effects and
endogeneity within our structural model. This attention to detail serves as a valuable guide
for PLS-SEM practitioners, who often overlook the robustness of their analyses (Sharma
et al. 2019). Overall, this multifaceted approach provides a valuable contribution to the
business literature, particularly that which is focused on resilience and sustainability in the
MSME business segment.

The results of this study also lead to several policy implications. First, MSMEs look-
ing to implement creative compliance strategies should hire qualified professionals with
strong tax knowledge who can accurately interpret complex tax regulations. To ensure the
effectiveness of these financial strategies, there needs to be a systematic integration of tax
regulations with the company’s business processes. It could involve developing specific
tax standard operating procedures. MSMEs should prioritize these long-term steps rather
than relying on costly external personnel, such as tax consultants. However, MSMEs with
excess capital should seek advice from tax practitioners on potential tax-saving options.
Second, MSMEs must actively pursue innovative approaches to achieve their business
goals, especially in the face of external challenges that create market uncertainty. This
includes adopting cost-effective and environmentally friendly methods, as well as intro-
ducing new products or services that promote innovation among the workforce and within
local communities, thereby strengthening their competitive advantage. Third, based on
our findings regarding the mediating role of innovation capability, managers and business
owners should focus on ensuring that their tax practices encourage creativity and innova-
tion to support sustainable growth. MSMEs should efficiently utilize tax incentives while
fostering a culture of innovation in their operations, as innovation is the primary channel
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through which the benefits of tax incentives translate into significant positive impacts on
resilience. Finally, to cultivate an innovative business environment, the government should
provide various incentives related to innovation implementation. However, this should be
paired with simplified regulatory requirements and streamlined administrative processes
to ensure that these incentives can be utilized more effectively.

Despite its significant contributions, this study has several limitations that warrant
acknowledgment. First, we have opted for SEM analysis because it offers advantages over
multiple regression analysis when dealing with complex relationships between variables.
However, there is an ongoing debate among researchers in the social sciences about SEM
analysis. One of the limitations is the difficulty of including control variables such as gender,
age, education, annual income, and firm age, which are commonly used in SME research.
These variables are rarely modeled in SEM studies because SEM requires the variables
to be measured on interval or ratio scales, which limits the use of ordinal or nominal
data. If these variables are neglected in SEM analysis, their importance in explaining
respondent profiles may be overlooked. Consequently, future research should investigate
alternative approaches that allow for the inclusion of control variables in the analysis.
Second, a cross-sectional approach was adopted in this current study so that the long-
term effects of creative tax compliance, incentives, and innovativeness on sustainable
performance remain unclear. Replication of the framework in subsequent studies could
reveal different results. Third, the sample size in this study is relatively small compared to
the total population of MSMEs, which could result in distorted conclusions, even if some
hypotheses are rejected with high t-statistic values. Given the possibilities of data collection,
future research should utilize larger, more representative samples. Fourth, future research
should investigate various domains of innovation and other forms of financial support,
such as subsidies and interest rate discounts, and their effects on business resilience and
sustainability. It could lead to more comprehensive empirical findings. Lastly, researchers
should investigate additional variables that mediate or moderate the relationship between
exogenous variables and sustainable performance. To achieve this goal, the integration of
qualitative and quantitative methods could provide insights into the relationship between
sustained performance and its antecedents, particularly those associated with internal
funding strategy and government support.
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