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Abstract  

This research aims to provide empirical evidence regarding thin capitalisation, transfer pricing, and tax avoidance, 

with political connections serving as moderating variables. The research employs a purposive sampling technique, 

resulting in a sample of 31 mining companies listed on the Indonesia Stock Exchange from 2013 to 2022. The 

technique used for hypothesis testing is panel data analysis through the Ordinary Least Squares (OLS) approach. 

The results of this research indicate that thin capitalisation and transfer pricing have a significant effect on tax 

avoidance. Additionally, this research reveals that the role of political connections can strengthen the impact of 

transfer pricing on tax avoidance but does not demonstrate that political connections can reinforce the effect of 

thin capitalisation on tax avoidance. The findings of this research are expected to serve as a basis for government 

considerations in establishing tax-related regulations. This study recommends that future research utilise different 

research subjects for comparison, add other independent variables outside the current model that may influence 

tax avoidance, and apply alternative tax avoidance measures, such as book-tax differences and tax shelters. 

 

Keywords: Political Connection, Tax Avoidance, Thin Capitalisation, Transfer Pricing 

 

 

1. Introduction 

 

Taxation plays a pivotal role in generating revenue for a nation. The administration relies on tax collections to 

fund a wide range of essential functions, including maintaining and enhancing infrastructure, supporting 

educational systems, and implementing various initiatives aimed at improving the general well-being of the 

population (Mankiw, 2012). The administration’s efforts to maximise tax revenues often conflict with the interests 

of businesses, which bear the burden as taxpayers. This inherent tension is intensified by the competing objectives 

of fiscal policy and corporate financial priorities (Setyaningrum & Suryarini, 2016). For businesses, taxes are 

considered one of the most important costs incurred and are directly impacted by revenue ability (Landry et al., 

2013). Thus, the tax burden on businesses leads to an increase in tax avoidance practices (Chen et al., 2010).  
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Tax avoidance is typically characterised by a business’s strategic efforts to reduce its tax liabilities by exploiting 

loopholes or ambiguities in existing tax legislation. This practice involves identifying and leveraging gaps in the 

regulatory framework to minimise the amount of tax owed (Lim, 2011). Although tax avoidance techniques are 

legal, the methods employed by businesses can still harm the country (Masri & Martani, 2012). Tax avoidance 

practices carried out by businesses also impact the country’s tax ratio. Indonesia’s lowest tax ratio was recorded 

in 2020 at 8.33%, while the highest was recorded in 2013 at 13.60% (Santika, 2023). According to the Organisation 

for Economic Cooperation and Development (OECD), Indonesia's tax ratio in 2022 was below the Asia-Pacific 

average of 19% and the OECD average of 33.5% (Sukmana, 2022). This phenomenon indicates that taxes have 

not been collected optimally in Indonesia. 

 

The rise in tax avoidance practices in Indonesia has prompted a response from Finance Minister Sri Mulyani, who 

stated that these activities could impact global tax revenues, with a potential loss of approximately IDR 3,360 

trillion annually due to revenue shifting between countries (base erosion and profit shifting) (Makki, 2021). The 

mining sector is regarded by state institutions, particularly the Corruption Eradication Commission, as vulnerable 

to corruption, with tax avoidance being one of the primary concerns (Wicaksono, 2019). This is supported by a 

report from Indonesia Audit Watch to Minister Mahfud Md regarding alleged tax avoidance by mining companies 

(Wibowo, 2023).  

 

Indonesia is a country rich in natural resources, especially copper commodities (Annur, 2023). Indonesia's mineral 

reserve potential is very high, ranking first in the world for nickel and third for tin (Isnanto, 2023; Setiawan, 2022). 

For gold commodities, Indonesia ranks 6th globally and contributes 5% of the world's total rehandles (Anwar, 

2021). The mining sector, with its enormous potential, contributes significantly to Indonesia's tax revenue. The 

level of this contribution from mining tax revenue to Indonesia's total tax revenue from 2013 to 2022 is shown in 

Figure 1, where it can be observed that the average contribution from mining tax revenue is only 9.7%. This 

suggests that tax avoidance is prevalent, with many taxpayers not fulfilling their tax. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1: Mining Tax Revenue Data 2013-2022 

 

Thin capitalisation and transfer pricing schemes can be said to be the business's exertions to avoid tax (Lietz, 

2013). Businesses choose thin capitalisation for tax avoidance activities because interest expenses are allowed to 

be treated as deductible expenses (Utami & Irawan, 2022). Furthermore, businesses may engage in transfer pricing 

practices by setting transfer prices for transactions between related parties, thereby transferring revenues among 

these entities to increase profits through tax avoidance (Kurniawan, 2015). 

 

Based upon Faccio (2007), political connections are also a factor that can lead businesses to avoid taxes. Such 

connections can influence corporate tax enforcement, resulting in a lighter tax burden (Chen et al., 2015). A strong 
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stage of political connection to the administration can be used by businesses to get involved in tax management 

activities. Strong affiliations can make it easier for businesses with political connections to receive administrative 

support in the form of reduced inspections, compared to businesses without such connections. 

 

Researched on the relationship among thin capitalisation, transfer pricing, and political connections regarding tax 

avoidance has been conducted by Amidu et al. (2019), Prastiwi & Ratnasari (2019), Ajili & Khlif (2020), 

Aristyatama & Bandiyono (2021), Budiman & Fitriana (2021), Widarjo et al. (2021), Alfiyah et al. (2022)., Fasita 

et al. (2022), Firmansyah et al. (2022), Nurhidayah & Rahmawati (2022), Pamungkas & Setyawan (2022), and 

Rachmad et al. (2023).  

 

This research incorporates factors influencing tax avoidance with a focus on political connections to introduce a 

novel perspective. Political connections are utilised as a moderating variable, as they are believed to exert a non-

technical influence on tax avoidance practices undertaken by businesses. Furthermore, research on this moderating 

effect remains limited in Indonesia, where political connections have typically been studied as an independent 

variable. The Indonesian Tax Authority could use the findings of this research to enhance tax guidelines within 

the political, social, and economic sectors. 

 

2. Literature Review and Hypothesis Development 

 

2.1 Trade-Off Theory 

 

Modigliani and Miller expanded the trade-off theory in 1963. This theory explains the concept of a business's 

capital structure, which is derived from a combination of debt financing and equity capital. The trade-off theory 

assumes that businesses gain certain advantages from debt financing, such as tax benefits (Christiana & Martani, 

2016). Debt increases interest expenses, which can reduce the tax burden paid to the government, unlike dividends 

and retained earnings, which do not offer the same advantage. However, excessive debt financing can lead to high 

bankruptcy costs (Afifah & Prastiwi, 2019). According to the trade-off theory, businesses opt for a higher level of 

debt over equity to gain tax benefits, even at the expense of interest payments resulting from debt utilisation. 

  

2.2 Theory of Planned Behaviour 

 

Hidayat and Nugroho (2010) noted that the theory of planned behaviour gives a framework for enhancing the 

behaviour of taxpayers who fail to comply by in tax avoidance. Taxpayer intentions drive this behaviour, affected 

by three key elements: attitudes, subjective norms, and perceived behaviour control (Putri & Fadhlia, 2017). The 

theory of planned behaviour explains how managers make decisions regarding transfer pricing schemes (Apriyanti 

et al., 2023). The potential advantages of transfer pricing can influence decisions, with the associated incentives 

playing a crucial role in guiding these choices (Hang, 2019). Varying interpretations of both international and 

domestic norms, along with the impact of the multinational corporate landscape, can be classified as normative 

beliefs. These beliefs are shaped by the diverse expectations and standards inherent inside these differing contexts 

(Zvarikova & Kovalova, 2021). These underlying beliefs belong to the capacity to shape and propel a firm's 

behaviour in relation to transfer pricing implementations (Merle et al., 2019; Satyadini et al., 2019). Getting over, 

variations in control, or control beliefs, enable transfer pricing behaviour by considering both internal dynamics 

and external influences. These factors collectively shape the decision-making process inside firms (Kamilah, 2019; 

Taklalsingh, 2019). 

 

2.3 Upper Echelon Theory 

 

The Upper Echelon Theory, introduced by Hambrick and Mason (1984), posits that an organisation is essentially 

a reflection of its top executives. This theory emphasises the pivotal role of senior management, viewing them as 

the primary architects of an organisation’s strategic direction and decision-making processes. Consequently, the 

strategic choices made by top executives directly influence organisational outcomes. Business leaders, especially 

commissioners and directors with specific social backgrounds, group characteristics, and political connections, are 
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more likely to make high-risk decisions. Their close ties to government entities increase the likelihood of engaging 

in tax avoidance strategies to maximise corporate revenues (Asadanie & Venusita, 2020). 

 

2.4 Tax Avoidance 

 

Based upon Darussalam & Septriadi (2007), tax avoidance means no illegal action. Tax avoidance involves no 

criminal acts. It refers to a business's legal exertions to manipulate the tax burden in accordance with existing rules, 

aiming to minimise the quantity of tax payable. Meaning, based upon the OECD (Organisation for Economic Co-

operation and Development), tax avoidance activities are a form of taxpayer exertion in decreasing taxes payable 

that does not violate the provisions but is contrary to the objectives of the applicable regulations. So, the activity 

is classified as fraus legis, that is, the drawback between tax compliance and tax evasion. 

 

2.5 Thin Capitalisation 

 

Thin capitalisation occurs when a business is financed by high levels of debt relative to its equity or is highly 

leveraged. This concept is reinforced by the OECD's assertion that the higher a business's debt level, the greater 

the interest expenses it must pay, thereby reducing taxable income. Taxable earnings may decrease because, under 

tax regulations, interest on debt is a deductible expense. Consequently, businesses can benefit from tax incentives 

in the form of reduced tax liabilities due to interest expenses. 

 

2.6 Transfer Pricing 

 

Transfer pricing refers to the price one division charges another within the same organisation for goods or services 

provided (Horngren et al., 2015). Hansen & Mowen (2005) state that in a business or group of businesses, transfer 

pricing is the price the selling division charges the purchasing division. More broadly, according to the OECD 

(2009), transfer pricing refers to the pricing of goods, services, and intangible assets in transactions between a 

business and its related parties. Eden & Smith (2011) stated that transfer pricing is an attempt to minimise the 

quantity of tax payable by minimising earning or enhancing costs.  

 

2.7 Political Connections 

 

A political connection refers to a unique association between a business and governing authorities within the 

jurisdiction where the business operates. This relationship involves a close affiliation between the business and 

government officials or entities (Trinugroho, 2017). Political connections often arise when a business’s owners or 

executives hold positions as government officials, politicians, or maintain close ties with the prevailing political 

party. Numerous studies have highlighted the significance of these connections, demonstrating their value in both 

developed and developing nations. Such affiliations can influence government policies affecting businesses, 

particularly in areas like taxation. Companies cultivate relationships with government authorities to secure 

advantages such as favourable tax treatment, import licenses, and access to financial resources or public funds 

(Sudibyo & Jianfu, 2017). 

 

2.8 The Effect of Thin Capitalisation Upon Tax Avoidance 

 

Thin capitalisation refers to structuring a business's capital by prioritising debt financing over equity contributions. 

This approach often aims to exploit gaps in tax legislation to minimise tax liabilities. It involves transforming the 

equity stakes of affiliated entities into loans, either directly or through intermediaries, as a means of circumventing 

tax regulations. This technique is frequently used as a tax avoidance strategy within corporate financial 

arrangements (Afifah & Prastiwi, 2019). In the context of the trade-off theory, the extensive use of debt inside a 

firm’s capital pattern can be leveraged to secure tax advantages. Companies achieve this by utilising tax incentives, 

where interest remittances upon debt are treated as deductible expenses, decreasing taxable earnings. 

Consequently, they can strategically balance the tax savings benefits with the costs of higher debt stages. Based 

on Amni et al. (2023), Julianti & Ruslim (2023), Mahardika & Irawan (2022), Prastiwi & Ratnasari (2019), Taylor 

& Richardson (2013), and Fasita et al. (2022), thin capitalisation has a positive effect on tax avoidance, indicating 
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that as the proportion of interest-bearing debt in a business's financial structure increases, the firm is more likely 

to engage in tax avoidance practices. Therefore, the research hypothesis proposed is as follows: 

H1 : Thin capitalisation has a positive effect on tax avoidance. 

 

2.9 The Effect of Transfer Pricing Upon Tax Avoidance 

 

The theory of planned behaviour suggests that businesses deliberately engage in tax avoidance to minimise taxes 

payable. This intentional action is driven by the business's intentions and motivations. In this context, attitudes 

toward transfer pricing can be influenced by various factors, such as the presence of incentives, revenue targets, 

and business objectives. For example, if a business has a high revenue target, it may be inclined to employ 

aggressive transfer pricing strategies to maximise the parent company’s revenue. Another way businesses 

minimise taxes payable is by transferring revenues to nations with lower tax rates than Indonesia. Amidu et al. 

(2019), Lo et al. (2019), Suntari & Mulyani (2020), and Aristyatama & Bandiyono (2021) explained that transfer 

pricing has a positive effect on tax avoidance. This means that as the transfer pricing value improves, the stage of 

tax avoidance also goes up. This occurs due to non-compliance with transfer pricing, leading businesses to avoid 

corporate taxes (Amidu et al., 2019). The persistent outcomes in the research prompt researchers to strengthen the 

following hypothesis: 

H2 : Transfer pricing has a positive effect on tax avoidance. 

 

2.10 The Role of Moderating Variable Political Connection 

 

Tax avoidance activities are triggered by the desire of taxpayers to non-compliance behaviour in paying their tax 

burden (Putri & Fadhlia, 2017). In relation to issues occurring both internationally and in Indonesia, as well as 

findings from previous studies, tax avoidance can be facilitated through thin capitalisation and transfer pricing 

schemes. Kurniawan (2015) stated that thin capitalisation serves as a framework for tax avoidance by making debt 

the dominant source of funding compared to equity. Furthermore, businesses pose a significant risk to national tax 

revenues through transfer pricing, as they can shift taxable earnings to jurisdictions with lower, favourable tax 

rates. This manoeuver erodes the tax base of higher-tax nations, ultimately undermining their fiscal capacity.  

 

Indonesia is a country that has the highest political influence upon the business world (Harymawan & Nowland, 

2016). Due to political factors, the business's opportunities will increase because of easier project fulfilment and 

improved access to administrative guidelines (Boubakri et al., 2008). According to upper-echelon theory, 

companies with political affiliations are likely to leverage their connections to capitalise on advantageous market 

opportunities. Research findings further support this notion, highlighting how such relationships influence 

business practices. Muttakin et al. (2015) state that businesses with political connections leverage their proximity 

to politicians and state apparatus to secure market advantages and avoid penalties for expropriation and poor 

management. These arguments suggest that political connections can amplify the effects of thin capitalisation and 

transfer pricing on tax avoidance practices. Therefore, we propose the following hypothesis: 

H3a : Political connections strengthen the positive influence of thin capitalisation on tax avoidance. 

H3b : Political connections strengthen the positive influence of transfer pricing on tax avoidance. 

 

3. Method 

 

This research employs quantitative analysis using secondary data from mining companies listed on the Indonesia 

Stock Exchange (IDX) between 2013 and 2022. The data includes financial statement information obtained from 

www.idx.co.id and the companies' official websites. The study focuses on all mining companies listed on the IDX 

during this period. Samples were selected using a purposive sampling technique based on the criteria outlined in 

Table 1, resulting in 31 mining companies and 310 observations. 
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Table 1: Research Sample 

No. Sampling Criteria Total 

1. The number of mining businesses registered on the IDX. 80 

2. Businesses going public after 2013 (23) 

3. Delisting businesses in 2013-2022 (3) 

4. The business made acquisitions or mergers (8) 

5. Non-multinational businesses (13) 

6. Unavailable business data  (2) 

 Number of observations during the research duration: 31x10 (2013-2022) 310 
Source: Processed Data, 2024 

 

In this study, tax avoidance is treated as the dependent variable, while thin capitalisation and transfer pricing are 

the independent variables. Researchers use political connection as a moderating variable, with return on assets, 

debt-to-asset ratio, current ratio, firm size, and firm age serving as control variables. The functional definitions 

and proxies for certain variables are detailed below. Tax avoidance refers to a set of practices aimed at minimising 

tax liabilities (Hanlon & Heitzman, 2010; Huang et al., 2018). It measures tax avoidance utilising the Effective 

Tax Rate (ETR) due to it effectively describes tax avoidance activities based on the business's financial condition 

and the total tax burden remunerated to the state (Amidu et al., 2019; Husni & Wahyudi, 2022; Rego & Wilson, 

2012). A low Effective Tax Rate (ETR) indicates an increase in tax avoidance. Additionally, the Cash Effective 

Tax Rate (CETR) is used as a robustness test to assess tax avoidance practices. CETR is calculated by dividing 

the cash paid for taxes by pre-tax income, providing a reliable indicator of the actual tax rate applied to corporate 

earnings (Dyreng et al., 2008). Furthermore, the robustness test includes the Long-Run Cash ETR, a metric 

assessing long-term tax avoidance. This is determined by comparing the total cash taxes paid over a specific period 

with the total pre-tax earnings generated during the same timeframe. 

 

Thin capitalisation is represented using the MAD proportion proxy, measured by the ratio between the average 

debt and the business SHDA (Prastiwi & Ratnasari, 2019; Taylor & Richardson, 2013). Means, transfer pricing 

analyses the data in the annual report utilising five indicators as conducted by Amidu et al. (2019). In addition, 

this research uses a moderating variable, namely political connections. Political connection is calculated as the 

proportion of politically connected directors and commissioners relative to the total number of board members in 

the business (Iswari et al., 2019). Return on assets is calculated based on the proportion of revenue after tax to 

total assets (Firmansyah et al., 2022). The debt-to-asset ratio is calculated by dividing total debt by total assets 

(Dewinta & Setiawan, 2016). Current ratio can be shaped by current assets on current debt (Budianti & Curry, 

2018). Firm size is calculated utilising the natural logarithm of total assets (Ajili & Khlif, 2020). The age of the 

firm is determined by calculating the difference between the year of its establishment and the year of observation.  

(Amidu et al., 2019). 

 

The initial model (1) serves as the framework for examining the impact of thin capitalisation and transfer pricing 

on tax avoidance, in accordance with the first and second hypotheses. 

ETR = β0 + β1 TC + β2 TP + β3 ROA + β4 DAR + β5 CR + β6 SZE + β7 AGE + ε 

The second model is used to test the role of political connections in strengthening the influence of thin 

capitalisation and transfer pricing on tax avoidance, as proposed in the third hypothesis.  

ETR = β0 + β1 TC + β2 TP+ β3 KP+ β4 KPTC + β5 KPTP+ β6 ROA + β7 DAR + β8 CR + β9 SZE + β10 AGE + ε 

 

4. Result  

 

Table 2 provides a summary of the descriptive statistics for some of the variables employed. The mean Effective 

Tax Rate (ETR) of 0.202 suggests that, on mean, mining companies in Indonesia registered on the IDX devote 

20.2% of their pre-tax earnings. Regarding thin capitalisation, the mean value is 1.353 with a standard deviation 

of 1.689. The high standard deviation indicates significant variation in thin capitalisation and notable differences 

in the capital structures of businesses in the research sample. The mean transfer pricing across 310 observations is 

0.395, suggesting that less than 50% of mining businesses listed on the IDX during 2013–2022 engage in transfer 

pricing. Furthermore, political connections have a mean of 0.169, which is greater than the standard deviation of 
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0.149. This indicates that the data distribution is relatively normal and does not introduce bias, suggesting reliable 

outcomes. 

 

Table 2: Descriptive Statistics outcome 

 ETR TC TP KP ROA DAR CR SZE AGE 

 Mean  0,202  1,353  0,395  0,169  0,034  0,571  1,672  28,543  51,887 

 Median  0,249  0,915  0,400  0,143  0,025  0,569  1,308  28,701  34,000 

 Max  1,654  7,925  1,000  0,545  0,729  1,898  8,352  32,306  122,000 

 Min -1,343 -5,652  0,000  0,000 -0,534  0,049  0,011  21,140  6,000 

 Std. Dev.  0,336  1,689  0,262  0,149  0,139  0,295  1,386  2,255  43,612 
Source: Processed Data, 2024 

 

Based on Gujarati & Porter (2009), the determination of the most suitable regression model for panel data analysis 

requires conducting the Chow Test, Hausman Test, and Breusch-Pagan Lagrange Multiplier Test. The analysis 

results indicate that the Common Effect Model (CEM) is the most appropriate choice, leading to the use of panel 

data analysis with the Ordinary Least Squares (OLS) technique for hypothesis testing. After selecting the optimal 

regression model, the next step is to perform classical assumption tests to ensure that the chosen model meets the 

Best Linear Unbiased Estimate (BLUE) criteria. Classical assumption testing includes the normality test, 

multicollinearity test, heteroscedasticity test, and autocorrelation test. 

 

Based on the comprehensive classical assumption tests, it can be concluded that the data follow a normal 

distribution, show no signs of multicollinearity, and do not exhibit heteroscedasticity or autocorrelation. This is 

indicated by the normality test, where the One-Sample Kolmogorov-Smirnov test yielded a significance value of 

0.136, exceeding the 0.05 threshold. Additionally, the multicollinearity test results show that all Variance Inflation 

Factor (VIF) values are below 10, confirming the absence of multicollinearity issues. Heteroscedasticity was tested 

using the White test, which resulted in an Obs R-squared probability value of 0.182, above the 0.05 threshold. 

Autocorrelation was tested using the Lagrange Multiplier Test (LM-test), where the probability value for Obs R-

squared was found to be 0.732, also above the 0.05 significance level. 

 

Hypothesis testing is a procedure used to determine whether to accept or reject specific statements (known as 

statistical hypotheses) about variables representing the research population based on data obtained from a 

predetermined sample (Ibe, 2014). The hypothesis testing outcomes for this research are given in the table below: 

 

Table 3: Hypothesis Test Outcome 

  
Model 1 

(Unmoderated) 
Model 2 (Moderated) 

Variables Coeff Prob. Coeff Prob. 

C 0,409 0,240 0,449 0,202 

TC 0,023 0,001 0,033 0,001 

TP 0,078 0,012 0,033 0,026 

ROA -0,373 0,010 -0,349 0,017 

DAR 0,241 0,069 0,229 0,215 

CR -0,007 0,007 -0,005 0,003 

SZE 0,003 0,002 0,008 0,017 

AGE 0,000 0,017 0,001 0,004 

KP   0,446 0,041 

TCKP   0,051 0,631 

TPKP   0,181 0,002 

Prob. F 0,012  0,002  

Adj-R2 0,452  0,427  

Obs  310   310   
Source: Processed Data, 2024 

 

The coefficient of determination (R²) is evaluated using the Adjusted R-Squared in the regression model. As shown 

in Table 3, the Adjusted R-Squared value is 0.452, or 45.2%. This indicates that the independent variables account 
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for 45.2% of the variation in the dependent variable, while the remaining 54.8% is due to factors outside the scope 

of this research model. The F-test results show probability values of 0.012 for Model 1 and 0.002 for Model 2. 

These values indicate that, in both models, the independent variables collectively have a significant influence on 

the dependent variable. The statistical analysis through hypothesis testing demonstrates that hypothesis 1, 

hypothesis 2, and hypothesis 3b are supported by the observational data. The coefficient for thin capitalisation 

(TC) is 0.023, with a probability value of 0.001, which is below the 0.05 threshold. This suggests that as the level 

of thin capitalisation increases, businesses show a greater propensity to engage in tax avoidance practices. The 

probability value for transfer pricing is 0.012, also below 0.05, and the positive coefficient of 0.078 suggests that 

as transfer pricing increases, the likelihood of a business engaging in tax avoidance likewise rises. In the moderated 

model (Model 2), political connections have a probability value of 0.041, which is below the 0.05 threshold, with 

a coefficient of 0.446. This suggests that businesses with stronger political ties are more likely to engage in tax 

avoidance activities. Additionally, the political connection variable strengthens the positive impact of transfer 

pricing on tax avoidance, as shown by its probability value of 0.002 (also below the 0.05 threshold) and a positive 

coefficient of 0.181. However, the hypothesis testing results indicate that political connections do not strengthen 

the relationship between thin capitalisation and tax avoidance. 

 

5. Discussion 

 

5.1 Thin Capitalisation and Tax Avoidance 

 

The results of the partial hypothesis testing confirm that hypothesis 1 is supported by the observational data, 

indicating that thin capitalisation has a positive effect on tax avoidance. Thin capitalisation techniques prioritise 

debt financing within the capital structure, enabling businesses to benefit from tax incentives, particularly by 

treating interest payments on debt as deductible expenses, thereby reducing their taxable income (Fasita et al., 

2022; Taylor & Richardson, 2013). Based on this, it can be concluded that the higher the business's debt, the 

greater the interest payments, resulting in lower taxable income and reduced corporate tax liability. This finding 

also supports the trade-off theory, which suggests that debt financing is favourable because it provides additional 

tax savings through interest deductions. For this reason, businesses—particularly multinational companies—utilise 

debt to lower their tax liabilities, thus facilitating tax avoidance. The outcomes of this research support Taylor & 

Richardson (2013), Prastiwi & Ratnasari (2019), and Fasita et al. (2022). However, it contradicts the research of 

Salwah & Herianti (2019) and Nurhidayah & Rahmawati (2022). 

 

5.2 Transfer Pricing and Tax Avoidance 

 

The results of testing the second hypothesis, which examines the effect of transfer pricing on tax avoidance, are 

presented in Table 3. The findings indicate that the second hypothesis is supported by observational data: the 

higher the transfer pricing value, the higher the level of tax avoidance by the business. This outcome is due to non-

compliance in transfer pricing, leading businesses to avoid corporate tax. Additionally, businesses exploit 

loopholes in tax laws across countries by conducting related-party transactions. They increase purchase prices and 

reduce selling prices within the group, transferring revenues to entities operating in countries with lower tax rates 

to reduce the overall tax burden (Richardson et al., 2013). This finding is similar to the research by Aristyatama 

& Bandiyono (2021), who examined the impact of transfer pricing on tax avoidance in Indonesia. Transfer pricing 

activities are believed to be driven not only by affiliated transactions with foreign entities but also by domestic 

entities, due to factors such as one of the affiliated parties receiving compensation for losses and the affiliated 

transaction being subject to final income tax. This outcome is inconsistent by Rachmad et al. (2023), but persistent 

by Amidu et al. (2019), Aristyatama & Bandiyono (2021), Fasita et al. (2022), and Pamungkas & Setyawan (2022). 

 

5.3 The Role of Political Connection on Tax Avoidance 

 

Model 2 in Table 3 presents the results of hypothesis testing related to the role of political connections in 

moderating the effect of thin capitalisation and transfer pricing on tax avoidance. This test shows that hypothesis 

3a is not supported by observational data, indicating that political connections do not strengthen the relationship 
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between thin capitalisation and tax avoidance. The results suggest that businesses employing thin capitalisation 

schemes to minimise their tax burden do not rely on the political connections they may have. This outcome is not 

in line with Muttakin et al. (2015) and Asadanie & Venusita (2020). However, this finding aligns with the research 

of Chaney et al. (2011). 

 

In contrast to hypothesis 3b, which is supported by observational data, political connections can moderate the 

positive influence of transfer pricing on tax avoidance. This finding indicates that tax avoidance increases when 

transfer pricing is influenced by political connections. Political connections can serve as a powerful tool for 

businesses to minimise corporate tax. This result aligns with the Upper Echelon theory, which explains that top 

management, such as the board of commissioners or the board of directors, is the primary strategic decision-makers 

in an organisation (Hambrick & Mason, 1984). The upper echelon perspective suggests that top management 

(commissioners and directors) with social backgrounds and group characteristics associated with political 

connections are more likely to make risky decisions, leading them to engage in tax avoidance to maximise tax 

benefits. This outcome is in line with Muttakin et al. (2015) and Asadanie & Venusita (2020). However, it is not 

in line with the research by Chaney et al. (2011). Table 3 in Model 2 also presents the effect of political connections 

on tax avoidance. The results indicate that the greater the extent of political connections, the higher the level of 

tax avoidance by the business.  

 

5.4 Robustness Test 

 

The robustness test is designed to evaluate the consistency of the research findings across various proxies. This 

test is conducted in two ways: first, by replacing the proxy for the dependent variable, in this case, ETR, with 

CETR; and second, by replacing ETR with LRCETR as the proxy for the dependent variable. 

 

Table 4: Robustness test 

Variable 

Model 1-Unmoderated Model 2- Moderated 

ETR CETR LRCETR ETR CETR LRCETR 

Coeff Prob. Coeff Prob. Coeff Prob. Coeff Prob. Coeff Prob. Coeff Prob. 

C 0,409 0,240 0,203 0,672 0,328 0,538 0,449 0,202 0,741 0,418 0,286 0,601 

TC 0,023 0,001 0,005 0,020 0,025 0,004 0,033 0,001 0,001 0,001 0,007 0,037 

TP 0,078 0,012 0,197 0,005 0,005 0,019 0,033 0,026 0,324 0,021 0,008 0,012 

ROA -0,373 0,010 0,430 0,132 0,083 0,028 -0,349 0,017 0,364 0,109 0,086 0,008 

DAR 0,241 0,069 -0,208 0,002 -0,166 0,009 0,229 0,215 -0,147 0,007 -0,173 0,049 

CR -0,007 0,007 -0,026 0,007 -0,048 0,031 -0,005 0,003 -0,028 0,038 -0,047 0,033 

SZE 0,003 0,002 0,007 0,040 0,003 0,871 0,008 0,017 0,002 0,049 0,004 0,824 

AGE 0,000 0,017 0,000 0,066 0,001 0,324 0,001 0,004 0,007 0,464 0,001 0,396 

KP             0,446 0,041 0,276 0,006 0,092 0,026 

TCKP             0,051 0,631 0,033 0,840 0,140 0,259 

TPKP             0,181 0,002 0,304 0,036 0,013 0,007 

Prob. F  0,012   0,000   0,002   0,002   0,000   0,000   

Adj-R2 0,452   0,492   0,469   0,427   0,471   0,451   

Obs  310   310   310   310   310   310   
Source: Processed Data, 2024 

 

Replacing ETR with CETR as a measure of tax avoidance yields results where thin capitalisation and transfer 

pricing align with the main regression test outcomes, demonstrating robustness and persistence. However, using 

CETR as a proxy for tax avoidance reveals that the control variables, namely current ratio and firm size, remain 

robust, while return on assets is not robust due to its lack of effect on tax avoidance. The debt-to-assets ratio also 

shows non-robust results due to its negative influence on tax avoidance. Additionally, firm age is not robust, as it 

shows no effect on tax avoidance. 

 

Replacing ETR with LRCETR produces outcomes where thin capitalisation and transfer pricing align with the 

main regression test results, indicating persistence and robustness. However, substituting ETR with LRCETR as 

a proxy for tax avoidance reveals that the control variable, in this case, the current ratio, remains robust, while 
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Return on Assets is not robust due to its negative coefficient. The debt-to-assets ratio also shows non-robust 

outcomes due to its negative influence on tax avoidance. Additionally, firm size and firm age appear to be non-

robust, as they show no effect on tax avoidance. 

 

Further robustness testing of the research model equation using political connections as a moderating variable, and 

substituting ETR with CETR or LRCETR as alternative measures of tax avoidance, yielded results consistent with 

those of the main model. Replacing ETR with CETR or LRCETR as alternative measures of tax avoidance 

demonstrates that political connections have an adverse influence on tax avoidance, thereby affirming the 

robustness of the main regression results as reliable and consistent. Using CETR or LRCETR also shows that 

political connections enhance the effect of transfer pricing on tax avoidance, aligning with the main regression 

model and confirming its robustness. Additionally, substituting ETR with CETR or LRCETR as a tax avoidance 

measure reinforces the finding that political connections do not strengthen the effect of thin capitalisation on tax 

avoidance, consistent with the main regression model and demonstrating robustness. 

 

6. Conclusions  

 

The objective of this research is to determine the effect of thin capitalisation and transfer pricing on tax avoidance 

and to examine how political connections may amplify the adverse effects of thin capitalisation and transfer pricing 

on tax avoidance. The hypothesis testing method used is panel data analysis through the Ordinary Least Squares 

(OLS) approach, based on a sample of 31 mining companies listed on the Indonesia Stock Exchange (IDX) from 

2013 to 2022. The results indicate that thin capitalisation has a positive effect on ETR, suggesting that higher thin 

capitalisation levels correlate with an increased tendency toward tax avoidance. Similarly, transfer pricing 

positively affects ETR, meaning that higher transfer pricing values correspond to more significant tax avoidance 

activities. This study employs political connections as a moderating variable. The hypothesis testing results 

conclude that political connections can amplify the adverse effect of transfer pricing on tax avoidance but do not 

support that political connections strengthen the adverse effect of thin capitalisation on tax avoidance. 

 

This research is anticipated to offer value in both theoretical and practical terms. Theoretically, it aims to contribute 

to the advancement of tax scholarship in Indonesia. Practically, the research is expected to provide insights and 

recommendations that may be of significant benefit to policymakers and regulatory authorities. It serves as a 

valuable tool for regulators in assessing the prevalence of tax avoidance practices in Indonesia, offering insights 

that can assist in shaping robust tax policies to address these challenges and close existing loopholes. By doing so, 

it paves the way to enhance the country’s revenue potential from the taxation sector, promoting effective fiscal 

development. 

 

The limitations of this research include the focus on a sample limited to mining companies, which necessitates 

caution when generalising the findings. Additionally, the tax avoidance measurement approach relies solely on 

ETR, CETR, and LRCETR. Future research is encouraged to consider different research samples to enable 

comparative analysis, to add other independent variables outside this model that may influence tax avoidance 

behaviours, and to explore tax avoidance measurement methods beyond ETR, CETR, and LRCETR, such as Book-

Tax Differences  (Kolias & Koumanakos, 2022; Xu et al., 2022) and Tax Shelter (Badertscher et al., 2013; Hoi et 

al., 2013). 

 

Author Contributions: All authors have provided substantial and professional contributions to various aspects of 

the research presented within this manuscript. 

 

Funding: This research was conducted without the provision of external funding or financial support from any 

external sources. 

 

Conflicts of Interest: The authors hereby declare that no conflicts of interest exist in relation to the conduct or 

outcomes of this research.  

 



Asian Institute of Research                      Economics and Business Quarterly Reviews                                   Vol.7, No.4, 2024  

121 

Informed Consent Statement/Ethics approval: This is not applicable in the context under consideration. 

 

Data Availability Statement: The data used in this research was meticulously collected by the authors through 

manual methods. 

 

Acknowledgements: The author expresses profound gratitude to Universitas Sebelas Maret for the invaluable 

facilities and support extended, which greatly contributed to the successful completion of this research. 

 

 

References 

 

Afifah, S. N., & Prastiwi, D. (2019). Pengaruh thin capitalisation Terhadap Penghindaran Pajak [Thin 

Capitalisation of Influence on Tax Avoidance]. AKUNESA: Jurnal Akuntansi Unesa, 7(3), 1–7. 

Ajili, H., & Khlif, H. (2020). Political Connections, Joint Audit and Tax Avoidance: Evidence From Islamic 

Banking Industry. Journal of Financial Crime. Journal of Financial Crime, 27(1), 155–171. 

https://doi.org/10.1108/JFC-01-2019-0015 

Alfiyah, N., Subroto, B., & Ghofar, A. (2022). Is Tax Avoidance Caused By Political Connections and Executive 

Characteristics? Jurnal Akuntansi Multiparadigma, 13(1), 32–41. 

https://doi.org/10.21776/ub.jamal.2021.13.1.03 

Amidu, M., Coffie, W., & Acquah, P. (2019). Transfer Pricing, Earnings Management and Tax Avoidance of 

Firms in Ghana. Journal of Financial Crime, 26(1), 235–259. https://doi.org/10.1108/JFC-10-2017-0091 

Amni, S., Fitrios, R., & Silfi, A. (2023). The Influence of thin capitalisation, Capital Intensity, and Earnings 

Management on Tax Avoidance with Tax Havens Country as Moderator. International Journal of Science 

and Business, 20(1), 109–122. https://doi.org/10.58970/ijsb.2059 

Annur, C. M. (2023, May 17). Inilah Negara Penghasil Tembaga Terbesar di Dunia, Ada Indonesia? [This is the 

Largest Copper Producing Country in the World, Is There Indonesia?]. 

https://databoks.katadata.co.id/infografik/2023/05/17/inilah-negara-penghasil-tembaga-terbesar-di-dunia-

ada-indonesia 

Anwar, M. C. (2021, December 16). Daftar Negara yang Memiliki Cadangan Emas Terbesar di Dunia [List of 

Countries with the Largest Gold Reserves in the World]. 

https://money.kompas.com/read/2021/12/26/140204026/daftar-negara-yang-memiliki-cadangan-emas-

terbesar-di-dunia 

Apriyanti, H. W., Sulaiman, S., & Jamaluddin, A. (2023). Transfer Pricing Optimization in the Developing 

Economy: A Tax Consultant’S View. Corporate Governance and Organizational behaviour Review, 7(2), 

190–196. https://doi.org/10.22495/cgobrv7i2p17 

Aristyatama, H. A., & Bandiyono, A. (2021). Moderation of Financial Constraints in Transfer Pricing 

Aggressiveness, Income Smoothing, and Managerial Ability to Avoid Taxation. Jurnal Ilmiah Akuntansi 

Dan Bisnis, 16(2), 279. https://doi.org/10.24843/JIAB.2021.v16.i02.p07 

Asadanie, K. N., & Venusita, L. (2020). Pengaruh Koneksi Politik terhadap Penghindaran Pajak [The Influence 

of Political Connections on Tax Avoidance]. Inventory: Jurnal Akuntansi, 4(1), 14. 

https://doi.org/10.25273/inventory.v4i1.6296 

Badertscher, B. A., Katz, S. P., & Rego, S. O. (2013). The Separation of Ownership and Control and Corporate 

Tax Avoidance. Journal of Accounting and Economics, 56(2), 228–250. 

https://doi.org/10.1016/j.jacceco.2013.08.005 

Boubakri, N., Cosset, J. C., & Saffar, W. (2008). Political connections of newly privatized firms. Journal of 

Corporate Finance, 14(5), 654–673. https://doi.org/10.1016/j.jcorpfin.2008.08.003 

Budianti, S., & Curry, K. (2018). Pengaruh Profitabilitas, Likuiditas, dan Capital Intensity Terhadap Penghindaran 

Pajak [The Influence of Profitability, Liquidity, and Capital Intensity on Tax Avoidance]. Prosiding Seminar 

Nasional Cendekiawan Ke 4 Tahun 2018, 2(II), 1205–1209. 

https://doi.org/https://doi.org/10.25105/semnas.v0i0.3567 

Chaney, P. K., Faccio, M., & Parsley, D. (2011). The Quality of Accounting Information in Politically Connected 

Firms. Journal of Accounting and Economics, 51(1–2), 58–76. 

https://doi.org/10.1016/j.jacceco.2010.07.003 

Chen, S., Chen, X., Cheng, Q., & Shevlin, T. (2010). Are Family Firms More Tax Aggressive Than Non-Family 

Firms? Journal of Financial Economics, 95(1), 41–61. https://doi.org/10.1016/j.jfineco.2009.02.003 

Chen, Z., Dyreng, S. D., & Li, B. (2015). Corporate Political Contributions and Tax Avoidance. Journal UNC 

Kenan-Flagler Business School, 1–47. https://doi.org/10.2139/ssrn.2403918 

Christiana, D., & Martani, D. (2016). Determinan Praktik thin capitalisation Listed Companies di Indonesia 2010-

2013. Konferensi Regional Akuntansi III (KRA III). 



Asian Institute of Research                      Economics and Business Quarterly Reviews                                   Vol.7, No.4, 2024  

122 

Darussalam, & Septriadi, D. (2007). Inside Tax. In Inside Tax Media Tren Perpajakan Indonesia [In Inside Tax 

Media Taxation Trends in Indonesia] (pp. 16–18). https://ddtc.co.id/insidetax/0th/mobile/index.html 

Dewinta, I., & Setiawan, P. (2016). Pengaruh Ukuran Perusahaan, Umur Perusahaan, Profitabilitas, Leverage, Dan 

Pertumbuhan Penjualan Terhadap Tax Avoidance [The Influence of Company Size, Company Age, 

Profitability, Leverage, and Sales Growth on Tax Avoidance]. E-Jurnal Akuntansi Universitas Udayana, 

14(3), 1584–1615. 

Dyreng, S. D., Hanlon, M., & Maydew, E. L. (2008). Long-Run Corporate Tax Avoidance. Accounting Review, 

83(1), 61–82. 

Eden, L., & Smith, L. M. (2011). The Ethics of Transfer Pricing. AOS Workshop on “Fraud in Accounting, 

Organizations, and Society” September 2009, 1–40. 

Faccio, M. (2007). The Characteristics of Politically Connected Firms. 1–34. 

Fasita, E., Firmansyah, A., & Irawan, F. (2022). Transfer Pricing Aggressiveness, thin capitalisation, Political 

Connection, Tax Avoidance: Does Corporate Governance Have A Role in Indonesia? Riset Akuntansi Dan 

Keuangan Indonesia, 7(1), 63–93. https://doi.org/10.23917/reaksi.v7i1.17313 

Firmansyah, A., Arham, A., Qadri, R. A., Wibowo, P., Irawan, F., Kustiani, N. A., Wijaya, S., Andriani, A. F., 

Arfiansyah, Z., Kurniawati, L., Mabrur, A., Dinarjito, A., Kusumawati, R., & Mahrus, M. L. (2022). Political 

Connections, Investment Opportunity Sets, Tax Avoidance: Does Corporate Social Responsibility 

Disclosure In Indonesia Have A Role? Heliyon, 8(8), 1–13. https://doi.org/10.1016/j.heliyon.2022.e10155 

Gujarati, D. N., & Porter, D. C. (2009). Basic Econometric 5th Edition. In Introductory Econometrics: A Practical 

Approach. New York: McGraw Hill Companies Inc. 

Hambrick, D. C., & Mason, P. A. (1984). Upper Echelons: The Organization as a Reflection of Its Top Managers. 

Academy of Management Review, 9(2), 193–206. https://doi.org/https://doi.org/10.2307/258434 

Hang, H. T. Le. (2019). Managing Transfer Pricing Behaviours of MNEs in Vietnam. National College of Ireland. 

Hanlon, M., & Heitzman, S. (2010). A Review of Tax Research. Journal of Accounting and Economics, 50(2–3), 

127–178. https://doi.org/10.1016/j.jacceco.2010.09.002 
Hansen, D. R., & Mowen, M. M. (2005). Management Accounting. South-Western College Publishing. 

Harymawan, I., & Nowland, J. (2016). Political Connections and Earnings Quality: How Do Connected Firms 

Respond to Changes in Political Stability and Government Effectiveness? International Journal of 

Accounting and Information Management, 24(4), 339–356. https://doi.org/10.1108/IJAIM-05-2016-0056 

Hoi, C. K., Wu, Q., & Zhang, H. (2013). Is Corporate Social Responsibility (CSR) Associated with Tax 

Avoidance? Evidence from Irresponsible CSR Activities. Accounting Review, 88(6), 2025–2059. 

https://doi.org/10.2308/accr-50544 

Horngren, C. T., Datar, S. M., & Rajan, M. V. (2015). Cost Accounting: A Managerial Emphasis (15th ed.). 

Pearson Education Limited. 

Huang, W., Ying, T., & Shen, Y. (2018). Executive Cash Compensation and Tax Aggressiveness of Chinese Firms. 

Review of Quantitative Finance and Accounting, 51(4), 1151–1180. https://doi.org/10.1007/s11156-018-

0700-2 

Husni, A. N., & Wahyudi, J. (2022). Faktor-faktor yang Mempengaruhi Effective Tax Rate [Factors Influencing 

the Effective Tax Rate]. Jurnal Ilmiah Komputerisasi Akuntansi, 15(1), 255–268. 

https://doi.org/10.51903/kompak.v15i1.649 

Ibe, O. C. (2014). Introduction to Inferential Statistics. In O. C. Ibe (Ed.), Fundamentals of Applied Probability 

and Random Processes (Second Edition) (pp. 275–305). Academic Press. https://doi.org/10.1016/b978-0-

12-800852-2.00009-2 

Isnanto, B. A. (2023, June 13). 7 Negara Penghasil Timah Terbesar di Dunia, Indonesia Nomor 3 [7 Largest Tin 

Producing Countries in the World, Indonesia at Number 3]. https://www.detik.com/edu/detikpedia/d-

6771001/7-negara-penghasil-timah-terbesar-di-dunia-indonesia-nomor-3 

Iswari, P., Sudaryono, E. A., & Widarjo, W. (2019). Political Connection and Tax Aggressiveness: A Study on 

The State-Owned Enterprises Registered in Indonesia Stock Exchange. Journal of International Studies, 

12(1), 79–92. https://doi.org/10.14254/2071-8330.2019/12-1/5 

Julianti, J., & Ruslim, H. (2023). The Influence of Capital Intensity and thin capitalisation on Tax Avoidance 

Moderated by Profitability. Indonesian Journal of Multidisciplinary Science, 2(10), 3373–3381. 

https://doi.org/10.55324/ijoms.v2i10.594 

Kamilah, A. (2019). Transfer Pricing of Multinational Companies as a Business Crime and Their Impact on State 

Revenue in The Tax Sector. International Journal of Scientific and Technology Research, 8(10), 2120–2123. 

Kolias, G., & Koumanakos, E. (2022). Duality and Tax Avoidance: Empirical Evidence From Greece. Journal of 

International Accounting, Auditing and Taxation, 47, 1–15. 

https://doi.org/10.1016/j.intaccaudtax.2022.100465 

Kurniawan, A. M. (2015). Buku Pintar Transfer Pricing Untuk Kepentingan Pajak [Smart Book on Transfer 

Pricing for Tax Purposes]. Yogyakarta: Andi Offset. 

Landry, S., Deslandes, M., & Fortin, A. (2013). Tax Aggressiveness, Corporate Social Responsibility, and 

Ownership Structure. Journal of Accounting, Ethics and Public Policy, 14(3), 611–645. 



Asian Institute of Research                      Economics and Business Quarterly Reviews                                   Vol.7, No.4, 2024  

123 

https://doi.org/10.2139/ssrn.2304653 

Lietz, G. M. (2013). Determinants and Consequences of Corporate Tax Avoidance. SSRN Electronic Journal, 

University of Munster: Institute of Accounting and Taxation. https://doi.org/10.2139/ssrn.2363868 

Lim, Y. (2011). Tax avoidance, cost of debt and shareholder activism: Evidence from Korea. Journal of Banking 

and Finance, 35(2), 456–470. https://doi.org/10.1016/j.jbankfin.2010.08.021 

Lo, A. W. Y., Wong, R. M. K., & Firth, M. (2019). Tax, Financial Reporting, and Tunneling Incentives for Income 

Shifting: An Empirical Analysis of The Transfer Pricing behaviour of Chinese-Listed Companies. Journal 

of the American Taxation Association, 32(2), 1–26. https://doi.org/10.2308/jata.2010.32.2.1 

Mahardika, R., & Irawan, F. (2022). The Impact of thin capitalisation Rules on Capital Structure and Tax 

Avoidance. Indonesian Tax Review, 11(2), 8–14. https://doi.org/10.22495/jgrv11i2art1 

Makki, S. (2021, September 14). Pajak Global Bisa Raib Rp3.360 T Gegara Penghindaran Pajak [Global Tax 

Could Disappear by IDR 3.36 Trillion Due to Tax Avoidance]. 

https://www.cnnindonesia.com/ekonomi/20210913194843-532-693711/pajak-global-bisa-raib-rp3360-t-

gegara-penghindaran-pajak 

Mankiw, N. G. (2012). Principles of Economics. South-Western Cengage Learning. 

Masri, I., & Martani, D. (2012). Pengaruh Tax Avoidance Terhadap Cost Of Debt [The Impact of Tax Avoidance 

on the Cost of Debt]. Simposium Nasional Akuntansi XV, 1–27. 

Merle, R., Al-Gamrh, B., & Ahsan, T. (2019). Tax Havens and Transfer Pricing Intensity: Evidence From the 

French CAC-40 Listed Firms. Cogent Business and Management, 6(1), 1–12. 

https://doi.org/10.1080/23311975.2019.1647918 

Muttakin, M. B., Monem, R. M., Khan, A., & Subramaniam, N. (2015). Family Firms, Firm Performance and 

Political Connections: Evidence From Bangladesh. Journal of Contemporary Accounting and Economics, 

11(3), 215–230. https://doi.org/10.1016/j.jcae.2015.09.001 

Nurhidayah, L. I., & Rahmawati, I. P. (2022). Menguak Praktik Penghindaran Pajak Pada Perusahaan 

Nonkeuangan [Unveiling Tax Avoidance Practices In Non-Financial Companies]. Jurnal Akuntansi 
Multiparadigma, 13(2), 393–403. https://doi.org/10.21776/ub.jamal.2022.13.2.29 

Pamungkas, B., & Setyawan, S. (2022). Conservatism And Transfer Pricing On Tax Avoidance: Tax Shelter 

Approach. Jurnal Reviu Akuntansi Dan Keuangan, 12(1), 171–185. 

https://doi.org/10.22219/jrak.v12i1.15866 

Prastiwi, D., & Ratnasari, R. (2019). The Influence of thin capitalisation and The Executives’ Characteristics 

Toward Tax Avoidance by Manufacturers Registered on ISE in 2011-2015. AKRUAL: Jurnal Akuntansi, 

10(2), 119. https://doi.org/10.26740/jaj.v10n2.p119-134 

Putri, N., & Fadhlia, W. (2017). Pergantian CEO, Penghindaran Pajak, Kompensasi Eksekutif dan Manajemen 

Laba Studi Kausalitas Pada Perusahaan Manufaktur Indonesia [CEO Changes, Tax Avoidance, Executive 

Compensation, and Earnings]. Jurnal Ilmiah Mahasiswa Ekonomi Akuntansi (JIMEKA), 2(3), 86–99. 

https://doi.org/10.24815/jimeka.v2i3.4803 

Rachmad, Y., Nuraini, A., & Yusmita, F. (2023). What Motivates Companies to Avoid Tax ? Jurnal ASET ( 

Akuntansi Riset ), 15(1), 89–98. https://doi.org/https://doi.org/10.17509/jaset.v15i1 

Rego, S. O., & Wilson, R. (2012). Equity Risk Incentives and Corporate Tax Aggressiveness. Journal of 

Accounting Research, 50(3), 775–810. https://doi.org/10.1111/j.1475-679X.2012.00438.x 

Richardson, G., Taylor, G., & Lanis, R. (2013). Determinants of transfer pricing aggressiveness: Empirical 

evidence from Australian firms. Journal of Contemporary Accounting and Economics, 9(2), 136–150. 

https://doi.org/10.1016/j.jcae.2013.06.002 

Salwah, S., & Herianti, E. (2019). Pengaruh Aktivitas thin capitalisation Terhadap Penghindaran Pajak [The 

Impact of Thin Capitalisation Activities on Tax Avoidance]. Jurnal Riset Bisnis, 3(1), 30–36. 

https://doi.org/10.35592/jrb.v3i1.978 

Santika, E. F. (2023, February 27). Rasio Pajak Indonesia Masuk Jajaran Terendah Dibanding Negara Lain pada 

2020 [Indonesia’s Tax Ratio Ranks Among the Lowest Compared to Other Countries in 2020]. 

https://databoks.katadata.co.id/datapublish/2023/02/27/rasio-pajak-indonesia-masuk-jajaran-terendah-

dibanding-negara-lain-pada-2020 

Satyadini, A. E., Erlangga, R. R., & Steffi, B. (2019). Who Avoid Taxes? an Empirical Study From the Case of 

Indonesia. Jurnal Kajian Ilmiah Perpajakan Indonesia, 1(1), 1–26. https://doi.org/10.52869/st.v1i1.2 

Setiawan, V. N. (2022, October 1). 5 Negara Penghasil Nikel Terbesar di Dunia, Ada RI! [5 Largest Nickel 

Producing Countries in the World, Including Indonesia! ]. 

https://www.cnbcindonesia.com/market/20221001111608-17-376457/5-negara-penghasil-nikel-terbesar-

di-dunia-ada-ri 

Setyaningrum, C. D., & Suryarini, T. (2016). Analysis of Corporate Income Tax Reduction A Study Case on 

Manufacturing Companies in Indonesia. Jurnal Dinamika Akuntansi, 8(1), 14–22. 

https://doi.org/https://doi.org/10.15294/jda.v8i1.9115 

Sudibyo, Y. A., & Jianfu, S. (2017). Political Connections, State Owned Enterprises and Tax Avoidance: An 

Evidence From Indonesia. Corporate Ownership and Control, 13(3), 279–283. 



Asian Institute of Research                      Economics and Business Quarterly Reviews                                   Vol.7, No.4, 2024  

124 

https://doi.org/10.22495/cocv13i3c2p2 

Sukmana, Y. (2022, July 26). Tax Ratio" Indonesia Ada di Bawah Rata-rata Negara Asia Pasifik [Indonesia’s 

Tax Ratio is Below the Average of Asia-Pacific Countries]. 

https://money.kompas.com/read/2022/07/26/211500726/-tax-ratio-indonesia-ada-di-bawah-rata-rata-

negara-asia-pasifik 

Suntari, M., & Mulyani, S. D. (2020). Pengaruh Transfer Pricing Dan thin capitalisation Terhadap Tax 

Aggressiveness Dengan Ukuran Perusahaan Sebagai Variabel Moderasi [The Influence of Transfer Pricing 

And Thin Capitalisation Aggressiveness With Company Size As Moderation Variable]. Prosiding Seminar 

Nasional Pakar Ke 3 Tahun 2020, 1–8. https://doi.org/https://doi.org/10.25105/pakar.v0i0.6829 

Taklalsingh, R. (2019). Transfer Pricing Legislation: Effect on Multinational Enterprises in the United States  

[Walden University]. https://scholarworks.waldenu.edu/dissertations 

Taylor, G., & Richardson, G. (2013). The Determinants of Thinly Capitalized Tax Avoidance Structures: Evidence 

From Australian Firms. Journal of International Accounting, Auditing and Taxation, 22(1), 12–25. 

https://doi.org/10.1016/j.intaccaudtax.2013.02.005 

Trinugroho, I. (2017). A Recent Literature Review on Corporate Political Connections. Jurnal Dinamika 

Manajemen, 8(2), 269–278. https://doi.org/10.15294/jdm.v8i2.12766 

Utami, M. F., & Irawan, F. (2022). Pengaruh thin capitalisation dan Transfer Pricing Aggressiveness Terhadap 

Penghindaran Pajak dengan Financial Constraints sebagai Variabel Moderasi [The Influence of Thin 

Capitalisation and Transfer Pricing Aggressiveness on Tax Avoidance with Financial C. Owner: Riset & 

Jurnal Akuntansi, 6(1), 386–399. https://doi.org/10.33395/owner.v6i1.607 

Wibowo, K. S. (2023, April 13). Indonesia Audit Watch Lapor ke Mahfud Md soal Indikasi Pengemplangan Pajak 

Pertambangan [Indonesia Audit Watch Reports to Mahfud Md Regarding Indications of Mining Tax 

Avoidance]. https://nasional.tempo.co/read/1714679/indonesia-audit-watch-lapor-ke-mahfud-md-soal-

indikasi-pengemplangan-pajak-pertambangan 

Wicaksono, K. A. (2019, July 30). KPK: Awasi Pelanggaran Pajak Sektor Sumber Daya Alam [Corruption 
Eradication Commission: Monitor Tax Violations in the Natural Resources Sector]. 

https://news.ddtc.co.id/kpk-awasi-pelanggaran-pajak-sektor-sumber-daya-alam-16570 

Widarjo, W., Sudaryono, E. A., Sutopo, B., Syafiqurrahman, M., & Juliati. (2021). The Moderating Role of 

Corporate Governance on the Relationship between Political Connections and Tax Avoidance. Jurnal 

Dinamika Akuntansi, 13(1), 62–71. https://doi.org/http://dx.doi.org/10.15294/jda.v13i1.26359 

Xu, Z., Chen, Z., Deng, L., & Yu, Y. (2022). The Impact of Mandatory Deleveraging on Corporate Tax Avoidance: 

Evidence From A Quasi-Experiment in China. Australian Accounting Review, 32(3), 352–366. 

https://doi.org/10.1111/auar.12383 

Zvarikova, K., & Kovalova, E. (2021). Is The Legislation Important in The Context of Transfer Pricing? SHS Web 

of Conferences “The 20th International Scientific Conference Globalization and Its Socio-Economic 

Consequences 2020,” 92, 02067. https://doi.org/10.1051/shsconf/20219202067 

 

 


	1. Introduction
	2. Literature Review and Hypothesis Development
	2.1 Trade-Off Theory
	2.2 Theory of Planned Behaviour
	2.3 Upper Echelon Theory
	2.4 Tax Avoidance
	2.5 Thin Capitalisation
	2.6 Transfer Pricing
	2.7 Political Connections
	2.8 The Effect of Thin Capitalisation Upon Tax Avoidance
	2.9 The Effect of Transfer Pricing Upon Tax Avoidance
	2.10 The Role of Moderating Variable Political Connection
	3. Method

