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ABSTRACT
This study aims to obtain empirical evidence regarding the influence of leverage, institutional
ownership, and business strategy on tax avoidance of consumer goods industrial sector
manufacturing companies listed in Indonesia Stock Exchange (IDX) under period 2014-2019.
The results show that leverage and goods production and distribution have a significant
positive effect on tax avoidance while institutional ownership and firm growth have a
negative significant effect on tax avoidance. The findings imply that in the context of agency
theory, firms shall use debts for tax avoidance in term to reduce the tax but the institutional
ownerships tend to control the firm to avoid the tax avoidance.
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1. INTRODUCTION

The Minister of Finance of the Republic of Indonesia Sri Mulyani revealed that
Indonesia's tax revenue in 2019 reached IDR 1,957.2 trillion (including tax revenue of IDR
1,545.3 trillion, non-tax state revenue of IDR 405 trillion, and grants of IDR 6.8 trillion)
where this result has grown by 0.7% compared to the achievements in 2018 so, tax as a fiscal
instrument, it is expected to be able to boost national economic competitiveness through the
provision of incentives and policies for accelerating restitution in the business world
(https://www.kemenkeu.go.id/publikasi/berita/ini-realisasi-penerimaan-negara-di-
penghujung-2019/).

Taxes are compulsory contributions to the state that are owed by private persons or
entities that are compelling based on law, without receiving direct compensation and used for
the state's needs for the greatest prosperity of the people (Law of the Republic of Indonesia
Number 6 of 1983 article 1 paragraph 1, https://kemenkeu.go.id/sites/default/files/uu-
kup%20mobile.pdf). This definition implies that taxes are mandatory levies for the people for
the state and are the largest source of revenue for the state.

However, the implementation of tax collection often faces obstacles, especially tax
resistance which tends to occur if there is an opportunity from a tax regulatory loophole
(Ngadiman & Puspitasari, 2014). According to Supramono and Damayanti (2010:5), tax
resistance can be in the form of passive or active where passive resistance is resistance in the
form of obstacles that complicate tax collection and has a close relationship with the
economic structure while active resistance is resistance that can be seen clearly in the form of
actions. directly shown to the tax authorities with the aim of reducing taxes.
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Dedk (2004) and McLaren (2008) explain that for the purpose of reducing tax
obligations, taxpayers tend to avoid tax by reducing or eliminating tax burdens by illegal
means (tax evasion) or reducing or eliminating tax burdens in a legal way through loopholes
that contained in tax regulations (tax avoidance). Consistent with Dedk (2004) and McLaren
(2008), Gunn et al. (2020) revealed that one form of tax avoidance from taxpayers is
implementing tax management strategies or often called tax planning.

Empirical evidence shows that companies tend to use accounting policies to avoid tax
(Darmawan & Sukartha, 2014; Ferdiawan & Firmansyah, 2017; Karinda, 2018) or other ways
that are not in accordance with applicable regulations (Palowa et al., 2018). This evidence
implies that there are differences in interests between companies and tax authorities where
companies tend to avoid taxes in order to minimize tax burdens. This difference in interests
has an impact on the development of tax regulations so that taxpayers carry out tax
obligations in accordance with applicable regulations because the government expects
optimal tax revenue (Alfarugi et al., 2019). Empirically, there are several factors that
influence a company in implementing tax avoidance, namely leverage (Marfu'ah, 2015;
Waluyo et al., 2015; Pajriyansyah & Firmansyah, 2017; Rahmadani et al., 2020), institutional
ownership (Feranika et al., 2016; Wijayani, 2016; Krisna, 2019), and business strategy
(Higgins et al., 2015; Purba et al., 2020).

2. LITERATURE REVIEW
Agency theory

Jensen and Meckling (1976) state that agency theory is a theory to explain the conflict
in the relationship between the party giving the authority (the principal) and the party
receiving the authority (the agent). Jensen and Meckling (1976) explain that the problem that
tends to occur between principals and agents is the possibility of managers acting inconsistent
with the wishes or interests of the principal. Consistently, Shapiro (2005) explains that
management does not always act in accordance with the interests of shareholders because
management must have its own interests. This study takes the point of view that tax
avoidance practices can be viewed from agency theory in the assumption that the conflict of
interest between the agent and the principal in maintaining the desired level of prosperity
results in tax avoidance.

Tax avoidance

Consistent with Deak (2004) and McLaren (2008), Dyreng et al. (2008) prove that tax
avoidance is all forms of legal activity from the point of view of taxation regulations that
have an effect on tax obligations with the aim of reducing the tax burden. This implies that
tax avoidance is carried out by exploiting the weaknesses of tax law so that it does not violate
tax law. Shafer and Simmons (2006) explain that tax avoidance is a transaction scheme that
aims to minimize the tax burden by taking advantage of loopholes of a country's taxation
provisions legally so that it does not violate tax regulations. Marfu'ah (2015), Waluyo et al.
(2015), Feranika et al. (2016), Wijayani (2016), Jusman and Nosita (2020), Purba et al.
(2020), and Rahmadani et al. (2020) measure tax avoidance by using Cash Effective Tax
Rates (CETR).

Hypothesis development

Leverage and tax avoidance

Brigham and Ehrhardt (2017:111) suggest that one of the measures of leverage is the ratio of
debt to equity or the ratio of debt to assets owned. Brigham and Ehrhardt (2017:109) explain
that if assets financed from debt provide profit before tax is lower than debt interest costs,
this will not provide benefits for shareholders. This implies that debt can absorb profit which
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can result in reduced tax payments and vice versa if the company does not have debt, taxable
profit will be the same as operating profit because there are no debt interest payments.
According to Yulfaida and Zulaikha (2012), companies that have a high level of leverage
depend on external loans to finance their assets, while companies that have a low level of
leverage mostly finance their assets with their own capital. The results of research by
Marfu'ah (2015), Waluyo et al. (2015), Pajriyansyah and Firmansyah (2017), and Rahmadani
et al. (2020) prove that leverage has a significant positive effect on tax avoidance. Based on
this evidence, the research hypothesis is presented below.

H1: Leverage has a significant effect on tax avoidance

Institutional ownership and tax avoidance

Institutional ownership plays an important role in overseeing the performance of company
management to make it more optimal (Sintyawati & Dewi, 2018). Institutional ownership is
shareholders in the form of other institutions or institutions such as insurance companies,
banks, investment companies, or other public companies (Prayoga & Almilia, 2013). Desai
and Dharmapala (2009) prove that a large percentage of institutional ownership will have a
big impact on monitoring company activities in achieving large profits so that companies
tend to avoid tax. However, Tehranian et al. (2006) find that supervisory actions carried out
by a firm and institutional investors can limit manager behavior. Shleifer (2009) also proves
that institutional ownership plays an important role in monitoring, disciplining, and
influencing managers so that it can force managers to minimize tax avoidance. Consistently,
Feranika et al. (2016), Wijayani (2016), and Krisna (2019) prove that the greater the
institutional ownership, the more likely it is to minimize tax avoidance. Abdillah et al. (2016)
prove that the existence of institutional ownership will professionally monitor the
development of its investment resulting in a high level of control over management actions so
that the potential for fraud can be suppressed. Based on this evidence, the research hypothesis
is presented below.

H2: Institutional ownership has a significant effect on tax avoidance

Business strategy and tax avoidance

Dess et al. (2021: 6) explain that strategy is a series of ideas, decisions, and actions
that make a company successful. Dess et al. (2021: 6) explain that the formulation of strategy
is related to the analysis of strategic objectives (vision, mission, and strategic objectives) and
analysis of the company's environment (internal and external). Wheelen et al. (2015: 38) state
that there are three types of strategies, namely coporate strategy, business strategy, and
functional strategy. Wheelen et al. (2015: 38) explain that business strategy emphasizes
improving the competitive position of the company's products or services in a specific
industry or market segment. Wheelen et al. (2015: 132) argue that there are several types of
strategies where the two main types are defenders and prospectors. Regarding tax avoidance,
Higgins et al. (2015) prove that defenders tend to do tax avoidance because this type of
company emphasizes cost efficiency as a basis for competitive advantage, while prospectors
companies are more focused on innovation and growth. Wardani and Khoiriyah (2018) show
that there are several factors in business strategy, including: (1) company growth; (2)
marketing costs; (3) ability to produce and distribute goods and services; and (4) fixed asset
intensity. Akbar et al. (2020) find that company growth has a significant negative impact on
tax avoidance even though company growth has different indicators. In addition, even though
it has an insignificant impact, Utami and Setyawan (2015), and Jingga and Lina (2017)
provide empirical evidence that companies with high growth rates tend to reduce tax
avoidance practices. Empirical evidence from Fatmawati and Solikin (2017) also show that
companies with relatively large marketing costs will take tax avoidance, even though
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Fathorrahman and Syaiful (2019) show inconsistencies in this evidence. The ability to
produce and distribute efficient goods and services is another dimension of business strategy,
where companies with high flexibility in production and distribution technology tend to have
high income due to the expanding market share so they tend to take tax avoidance
(Muhammad, 2012; Harianto, 2020). Empirical evidence from Purwanti and Sugiyarti (2017),
and Nasution and Mulyani (2020) also show that companies with high fixed asset intensity
tend to do less tax avoidance. Based on this evidence, the research hypothesis is presented
below.

H3: Business strategy has a significant positive effect on tax avoidance

3. RESEARCH METHOD

3.1.Sample

The type of data used in this research is quantitative data which is the annual financial
statements of manufacturing companies, especially the consumer goods industry sector for
the 2014-2019 period obtained from the official website of the Indonesia Stock Exchange
(www.idx.com). A manufacturing company is a type of business that carries out activities as
a whole starting from purchasing raw materials, processing raw materials into finished goods
and semi-finished goods to the reselling process so that in all activities most of them are
related to aspects of taxation. This study determines the sample using a non-probability
purposive method, namely the method of determining the sample with certain considerations
where the sample members will be selected in such a way that the sample formed can
represent the characteristics of the population (Sugiyono, 2007:122). Table 1 shows the
sample criteria for this study where based on the criteria, 21 companies in the consumer
goods industry sector are listed on the Indonesia Stock Exchange.

Table 1. Sample criteria

Criteria Number of firms  Number of data

Listed firms 43 258
Not publicly published financial statements for 2014-2019 -9 -54
Not publicly published annual report for 2014-2019 -5 -30
Presents the reports in IDR 0 0

Experienced losses in 2014-2019 -8 -48
Selected sample 21 126
Data outliers -12
Observation data 114

3.2. Dependent variable and independent variable

The dependent variable in this study is tax avoidance, which is legal action from both
legal and moral aspects related to saving tax payments, in other words, tax avoidance is an
action taken by taxpayers in an effort to efficiency the tax burden but is still within the limits
of the corridor of the law. This study follows Marfu'ah (2015), Waluyo et al. (2015), Feranika
et al. (2016), Wijayani (2016), Jusman and Nosita (2020), Purba et al. (2020), and Rahmadani
et al. (2020) which measures tax avoidance with Cash Effective Tax Rates (CETR). Dyreng
et al. (2008) show that a CETR that is close to or above 20% indicates that tax avoidance is
getting lower. CETR can be calculated as the ratio of the amount of tax payments to profit
before tax. The independent variables in this study can be described as follows.

1. Leverage or ratio used to measure the company's short-term and long-term debt ability to
finance its assets. This study follows Ngadiman and Puspitasari (2014), and Rahmadani et
al. (2020) to measure leverage using the ratio of total debt to total capital or total debt to
equity ratio (DER).
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2.

3.3.

Institutional ownership or share ownership of a company which is majority owned by an
institution or institution. This study follows Feranika et al. (2016), Wijayani (2016), and
Krisna (2019) in measuring institutional ownership which is calculated by the ratio of the
number of institutional shares to the number of shares outstanding.

Business strategies or strategies that focus on improving competitive advantage in market

segments. This study uses several factors as indicators of business strategy, namely:

- Company growth rate. This study follows Muhammad (2012) to measure the
company's growth rate which is calculated by the ratio of stock market prices to total
capital.

- Marketing. This research follows Muhammad (2012), Fatmawati and Solikin (2017)
and Fathorrahman and Syaiful (2019) in measuring marketing indicators through the
ratio of advertising costs to total sales.

- The ability to produce and distribute goods and services efficiently. This study
follows Muhammad (2012) and Harianto (2020) to measure the ability to produce and
distribute goods and services through the ratio of the number of employees to total
sales.

- The intensity of fixed assets. This research follows Muhammad (2012), Purwanti and
Sugiyarti (2017), and Nasution and Mulyani (2020) in measuring the intensity of
fixed assets through the ratio of total fixed assets (property, plant, equipment) to total
assets.

Method of analysis
This study uses descriptive statistical analysis to provide an overview or description

of data seen from the mean, standard deviation, variance, maximum, minimum, sum, range,
kurtosis, and skewness. In addition, this study uses a classic assumption test so that
regression can obtain an estimated value that is Best Linear Unisex Estimator (BLUE), which
consists of a normality test, multicollinearity test, heteroscedasticity test, and autocorrelation
test.

1.

Normality test. According to Ghozali (2005:110), the normality test is carried out to
determine whether or not there is a normal or abnormal data distribution. According to
Ghozali (2005:110), the normality test is tested using the Kolmogorov-Smirnov test
where if the significance is more than 0.05, it can be said that the residual error of the data
has been normally distributed. Conversely, if the data residual error is not normally
distributed, it can eliminate extreme data (outliers).

Multicollinearity test. According to Ghozali (2005:91), multicollinearity occurs when
there is a relationship between independent variables. According to Ghozali (2005:91),
the multicollinearity test between independent variables is carried out by calculating the
tolerance value and Variance Inflation Factor (VIF) where if the tolerance value is more
than 0.10 and the VIF is less than 10 then there is no multicollinearity problem in the
data.

Heteroscedasticity test. According to Ghozali (2005:105), heteroscedasticity means that
the residual variance in the model is not the same and results in the estimator having no
minimum or inefficient variance. According to Ghozali (2005:105), one way to detect
heteroscedasticity symptoms is to perform the Glejser test or regress the independent
variable to the absolute residual error (Abs_RES) with the regression equation formula:
IUtl = a + BXt + vt where if the significance is above 0 , 05 then there is no symptom of
heteroscedasticity in the regression model.

Autocorrelation test. According to Ghozali (2005:95), the autocorrelation test is a test
carried out to see whether or not there is a relationship or correlation that occurs between
samples that are sorted based on the time of deviation that arises in observations or
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observations using time series data. According to Ghozali (2005: 95), autocoreation
problems can be detected by using the Durbin-Watson test (DW-Test) where the
provisions are if the DW value is more than DU and less than 4-DU (DU <DW <4-DU)
then The regression model can be said to be free from autocorrelation problems.
According to Ghozali (2005:82), the coefficient of determination (R?) measures how
far the model's ability to explain variations in the dependent variable, where if the adjusted R2
value is close to 1 (one) then this means that the independent variable provides almost all the
information needed to explain. variation of the dependent variable. This study uses multiple
regression tests to test the hypothesis at a significance level of 5% with equation (1) where Y
is tax avoidance, X1 is leverage, X2 is institutional ownership, X3 is company growth, X4 is
marketing, X5 is fixed asset intensity, and X6 is the production and distribution of goods.
Y=o+ B1.X1 +2.X2 + P3.X3 + 4. X3 + 5. X5 + Bg. X0+ € evvvvviriiiiiie i 1)

4. RESULTS AND DISCUSSIONS
4.1. Results

Descriptive statistics. Table 2 presents the sample data for this study regarding the
mean, minimum, maximum, and standard deviation values for each variable.

Table 2. Descriptive statistics

N Minimum Maximum Mean Std. Deviation

Leverage 126 0.17 3.03 0.8261 0.61757
Institutional Ownership 126 0.50 3.93 0.7978 0.31224
Company Growth 126 0.00 0.02 0.0014 0.00359
Marketing 126 0.00 0.28 0.0818 0.06695
Fixed Asset Intensity 126 0.06 131 0.4021 0.21656
Production and Distribution of Goods 126 0.00 0.00 0.0003 0.00047
Tax Avoidance 126 0.00 0.75 0.2738 0.09853

Classic assumption test. Table 3 shows that the Kolmogorov-Smirnov test probability
has a value of 1.315 at a significance of 0.063 or greater than 0.05 so that the data residual
error is normally distributed. The variables of leverage, institutional ownership, and business
strategy (company growth, marketing, fixed asset intensity, and the ability to produce and
distribute goods and services) have a tolerance value of more than 0.10 and a VIF of less than
10 so that these variables free from multicollinearity problems. Based on the Glejser test, the
regression results of the independent variables have a significance above 0.05 so that there is
no heteroscedasticity problem in the regression model. This study finds that the Durbin-
Watson value was 1,947 where if the sample used was 114 (n = 114) with 6 (k = 6)
independent variables at the 0.05 significance level, the DU value in the Durbin-Watson table
is obtained 1.8065 and the value of 4-Du is 2.1935 so that DU <DW <(4-DU) or 1.8065
<1.947 <2.1935 or in the sense that the research data does not occur autocorrelation.

Multiple regression test. Table 3 shows that the leverage variable and the variable
production and distribution of goods have a positive and significant coefficient at 5%, while
the institutional ownership variable and the company growth variable have a negative and
significant coefficient at 5%. The result of the F statistical test has a calculated value of
12,327 and is significant at 5% so that the regression model is fit and it can be said that the
independent variables simultaneously affect the dependent variable. In addition, this study
finds that the value of Adjusted R Square is 0.376 or 37.6% of the dependent variable,
namely tax avoidance, can be explained by independent variables, namely leverage,
institutional ownership, and business strategy, while 62.4% is influenced by other factors. not
included in this research model.
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Table 3. Multiple regression test

Dependent Collinearity
Model Variable Statistics

Tax Avoidance RES?2 Tolerance VIF
Constant 0.312 0.025
Leverage 0.021* -0.008 0.466 2.146
Institutional Ownership -0.083* -0.012 0.947 1.057
Company Growth -4.156* 1.678 0.597 1.676
Marketing 0.050 0.011 0.860 1.163
Fixed Asset Intensity -0.017 0.031 0.679 1.473
Production and Distribution of Goods 17.037* 0.389 0.892 1.121
F-test 12.327*
R 0.639
R Square 0.409
Adjusted R Square 0.376
Std. Error of the Estimate 0.03947
Kolmogorov-Smirnov Z 1.315
Durbin-Watson 1.947

*significant at 5%

4.2.  Discussions

Leverage and tax avoidance. The analysis result shows that leverage has a
significance level below 5% so that H1 is accepted. These results indicate that the greater the
use of debt, the higher the company's tax avoidance. The result supports Marfu'ah (2015),
Waluyo et al. (2015), Pajriyansyah and Firmansyah (2017), and Rahmadani et al. (2020).
Leverage is the company's ability to pay all of its obligations, both short-term and long-term
obligations. The higher the value of the leverage ratio, the higher the amount of funding from
third party debt used by the company and the higher the interest costs arising from this debt
which will have the effect of reducing the company's tax burden.

Institutional ownership and tax avoidance. The results of the analysis show that
institutional ownership has a significance level below 5% so that H2 is accepted. The results
of this study are consistent with Feranika et al. (2016), Wijayani (2016), and Krisna (2019).
This study proves that the actions taken by institutional shareholders tend to minimize the
risk of being detected as tax avoidance which can reduce the company's reputation so that
institutional shareholders.

Business strategy and tax avoidance. The result of the analysis shows that the
company's growth has a significance level of below 5%. This study proves that company
growth tends to reduce tax avoidance and is consistent with Utami and Setyawan (2015),
Jingga and Lina (2017), and Akbar et al. (2020). The result shows that the marketing variable
has a significance level of more than 0.05 and is consistent with Fathorrahman and Syaiful
(2019) so that this study proves that marketing factors are not the only thing to determine
which companies do tax avoidance. This study also proves that the intensity of fixed assets
does not significantly affect tax avoidance so that it is inconsistent with Purwanti and
Sugiyarti (2017), and Nasution and Mulyani (2020). Furthermore, the result shows that the
ability to produce and distribute goods has a positive and significant coefficient on tax
avoidance so that it is consistent with the explanations of Muhammad (2012) and Harianto
(2020). Overall, the four business strategy factors show that only the ability to produce and
distribute goods that have a positive significant result on tax avoidance, so H3 is rejected.
This result implies that the average company has not established a consistent pattern of
competitive strategies from year to year so that it does not have an impact on tax avoidance.
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5. CONCLUSION

This study aims to determine the effect of leverage, institutional ownership and
business strategies on tax avoidance by manufacturing companies in the consumer goods
industry listed on the Indonesia Stock Exchange (IDX) in 2014-2019. This study proves that
tax avoidance tends to be explained by leverage and institutional ownership. In point of view
of agency theory, companies will tend to take legal tax avoidance in order to minimize the tax
burden, especially by utilizing debt. Conversely, institutional ownership is a controlling
function of the company where the existence of institutional shareholders can control tax
avoidance from the company. The results of this study contribute to the development of
accounting science, especially in the field of taxation which can provide views on tax
avoidance carried out by companies. This research is limited to manufacturing companies in
the consumer goods industry which are listed in the IDX on period of 2014-2019. Future
studies are expected to use measurements other than CETR with a longer observation period.
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