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 This study aims to determine the effect of leverage, profitability, and 
transfer pricing on tax avoidance with institutional ownership as a 
moderating variable. The research population consists of 
manufacturing sector companies listed on the Indonesia Stock 
Exchange. Through purposive sampling, a sample of 35 companies 
was obtained from 2017 to 2021. The analysis technique used is 
panel data regression with Moderated Regression Analysis (MRA) 
through the Eviews 9 application. The test results using the Random 
Effect Model (REM) approach show that leverage has a negative 
effect on tax avoidance, profitability has a positive effect on tax 
avoidance, transfer pricing does not effect on tax avoidance, 
institutional ownership is not able to moderate the effect of leverage, 
profitability, and transfer pricing on tax avoidance. 
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INTRODUCTION  

Tax evasion and tax evasion threaten government revenues. The US Senate estimates the revenue 
loss from tax evasion by companies and individuals in the US at around 100 billion dollars a year. 
In many other countries, the amount reaches billions of euros. This means fewer resources for 
infrastructure and services such as education and health, lowering living standards in both 
developed and developing countries (Kazakova & Lee, 2022). The Organization for Economic 
Cooperation and Development (OECD) noted that Indonesia's tax ratio in 2020 was below the 
average tax ratio for countries in the Asia Pacific region. According to this institution, Indonesia's 
tax ratio in 2020 was 10.1% of gross domestic product (GDP), or lower than the Asia Pacific average 
tax ratio of 19% of GDP. In fact, Indonesia's tax ratio this time is much lower than the OECD 
average tax ratio of 33.5% of GDP (Hariyani & Mishra, 2022).The Minister of Finance of the 
Republic of Indonesia, Sri Mulyani, revealed that Indonesia's tax ratio is the lowest among the G20 
and ASEAN countries. Indonesia's tax ratio was recorded at 9.11 percent at the end of 2021 (W. Lee 
et al., 2022).Tax collection in Indonesia uses a self-assessment system, which means that this system 
gives complete trust to taxpayers to calculate, deposit and report their own tax obligations. In 
agency theory, the government acts as the principal while the company acts as the agent. The 
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principal authorizes the agent to calculate, pay, and report his own taxes. However, the self-
assessment system also provides opportunities for taxpayers to carry out tax avoidance and even 
tax evasion. Tax avoidance is a management decision regarding whether to do it or not.  

There are several factors that influence tax avoidance, including leverage, profitability and 
transfer pricing. The results of research conducted by (Alnando dan Hutapea, 2021).(Wardanie, 
2020). state that leverage has a negative effect on tax avoidance. However, research conducted by 
(Haryoko et al., 2020) stated that leverage has a positive effect on tax avoidance practices. Research 
conducted by (Muafi et al., 2019) states that profitability has a positive effect on corporate tax 
avoidance. However, research conducted by (Natasya Putri,Andini,Suharyono, 2014) states that 
profitability has a negative effect on corporate tax avoidance. Research conducted by (Budiyanto & 
Mochklas, 2020) states that transfer pricing has a positive effect on tax avoidance practices. 
However, in research conducted by (PJOK, 2019) stated that transfer pricing has no effect on tax 
avoidance practices. Due to differences in the results of previous research, it is necessary to carry 
out further research regarding the influence of leverage, profitability and transfer pricing on tax 
avoidance. Institutional ownership is share ownership by other institutions, namely ownership by 
companies or other institutions. Institutional ownership in a company acts as a supervisory 
function for management who is tasked with managing the company. The involvement of 
institutional ownership in making strategic decisions within the company will make management 
more careful in managing the company, including in decisions to avoid taxes. Therefore, 
institutional ownership is used as a moderating variable in this research because it is expected to 
be able to provide an impact in the form of strengthening or weaken the relationship between the 
independent variables (leverage, profitability, and transfer pricing) and the dependent variable 
(tax avoidance). Research design is a strategy for obtaining the data needed for the need for 
hypothesis testing or to answer research questions and as a tool to control influential variables in 
research (Sugiyono, 2022).The aim of the research is to analyze the effect of tax avoidance long-
term. It is hoped that the results of this research will be useful for the government. Fairer tax 
policies and increased supervision over implementation corporate tax obligations to reduce the 
company's opportunity to carry out tax avoidance so that state revenues can be optimal and shared 
Companies are expected to be more careful in decision making regarding tax avoidance measures 
so as not to make the company's value worse the eyes of investors and potential investors. 

RESEARCH METHOD  

This research uses secondary data in the form of financial reports and annual reports of the 
companies that make up the population in the study. The population of this research is 
manufacturing companies registered on the BEI in the period 2017 to 2021. Why not use research 
data from 2023. This is because 2023 is not over yet. It's still until October, and the website itself has 
not yet uploaded the financial reports starting from 2022-2023 at this time .The sample was selected 
using a purposive sampling method with a panel data regression model and the Moderate 
Regression Analysis (MRA) analysis technique processed with Eviews 9. The panel data regression 
equation used in this research are as follows: 
 
Equation (1): Yit = α + β1X1it + β2X2it + β3X3it + β4Zit + ℇit 
Equation (2): Yit = α + β1X1it + β2X2it + β3X3it + β4Zit + β5X1itZit + β6X2itZit + β7X3itZit + ℇit 

 
Information: 
Y = Tax Avoidance 
= cross section data (company data) 
t = time series data (time period data) 
α = Constant (intercept) 
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β1 to. β7 = Regression coefficient 
X1 = Leverage 
X2 = Profitability 
X3 = Transfer Pricing 
Z = Institutional Ownership 
X1itZit = Interaction between leverage and institutional ownership 
X2itZit = Interaction between profitability and institutional ownership 
X3itZit = Interaction between transfer pricing and institutional ownership 
ℇ = Error 

RESULTS AND DISCUSSIONS  

The results of the purposive sampling technique used to determine the sample are as follows, 35 
companies were selected that met the criteria so that the sample obtained was 175 technical data 
samples.The descriptive test proposed by (Sugiyono, 2018) is a statistic used to analyze data by 
describing or illustrating the data that has been collected as it is without the intention of making 
general conclusions or generalizations. Descriptive statistics for each variable, namely N is the 
number of sample data, min is the lowest value of sample data, max is the highest value of sample 
data, mean is the average of sample data, and Std. Dev is the standard deviation of sample data. 
The explanation of descriptive statistics is as follows: 
 
Leverage 

The minimum leverage value proxied by the Debt to Asset Ratio (DAR) is 0.063 (PT 
Supreme Cable Manufacturing & Commerce Tbk., 2021), the maximum is 0.783 (PT Indal 
Aluminum Industry Tbk., 2018), the average value is 0.396 with a standard deviation of 0.188. The 
standard deviation is smaller than the average value so the data distribution is quite diverse or the 
data deviation is relatively small so it can be said that the leverage data is good. 
 
Profitability 

The minimum value of profitability as proxied by Net Profit Margin (NPM) is 0.002 (PT 
Sekar Bumi Tbk., 2019), the maximum is 1.865 (PT Multi Prima Sejahtera Tbk., 2017), the average 
value is 0.108 with standard deviation of 0.153. The standard deviation is greater than the average 
value so the data distribution is quite diverse or the data deviation is relatively large so it can be 
said that the profitability data is not good enough. 
 
Transfer Pricing 

The minimum value of transfer pricing as proxied by the comparison of receivables from 
related parties with total receivables is 0.001 (PT Industri Jamu dan Farmasi Sido Muncul Tbk, 
2017), the maximum is 0.968 (PT Phapros Tbk., 2017), the average value is 0.252 with a standard 
deviation of 0.316. S The standard deviation is greater than the average value so that the data 
distribution is quite diverse or the data deviation is relatively large so it can be said that the 
transfer pricing data is not good enough. 
 
Institutional Ownership 

The minimum value of institutional ownership is 0.129 (PT JAPFA Comfeed Indonesia 
Tbk., 2018), the maximum is 0.997 (PT Fajar Surya Wisesa Tbk., 2021), the average value is 0.678 
with a standard deviation of 0.190. The standard deviation is smaller than the average value so that 
the data distribution is quite diverse or the data deviation is relatively small so it can be said that 
the institutional ownership data is good. 
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Tax Avoidance 

The minimum value of tax avoidance as proxied by GAAP ETR is 0.016 (PT Multi Prima 
Sejahtera Tbk., 2017), the maximum is 0.868 (PT Indal Aluminum Industry Tbk., 2021), the average 
value is 0.249 with a standard deviation of 0.100. The standard deviation is smaller than the 
average value so the data distribution is quite diverse or the data deviation is relatively small so it 
can be said that the tax avoidance data is good. Before interpreting the estimation results of the 
panel data regression model, it is necessary to select an approach, namely the Common Effect 
Model (CEM), Fixed Effect Model (FEM) or Random Effect Model (REM).  
 
Test Chow 

The Chow test is a test used to select one of the models in panel data regression which is 
seen from the Residual Sum of Square (RSS) value to select an approach model between the 
Common Effect Model (CEM) and the Fixed Effect Model (FEM). It is known that the Probability 
Cross-section Chisquare is 0.0000 < α 0.05 so that the Fixed Effect Model (FEM) model is chosen for 
further testing. 
 
Hausman test 

The Hasuman test is a test used to select one of the models in panel data regression for 
selecting the Random Effect Model (REM) or Fixed Effect Model (FEM). The results of the 
Hausman test are as follows, it is known that the Probability Cross-section Random value is 0.4008 
> α 0.05, so H0 is rejected and this means the Random Effect Model (REM) model was chosen for 
further testing. 
 
Lagrage Multiplier Test- Breusch-Pagan 

The Lagrange Multiplier-Breusch-Pagan test is a test used to select one of the models in 
panel data regression, the model selection is the Common Effect Model (CEM) and the Random 
Effect Model (REM). The lagrage multiplier test results are as follows, it is known that the 
Probability Cross-section Chisquare value is 0.0003 < α 0.05, so Ha is accepted and interprets the 
Random Effect Model (REM) model chosen and used for further testing. 

Based on the results of the Chow Test, Hausman Test, and Lagrage Multiplier Test, it can 
be concluded that the panel data regression model that will be used to interpret the results of the 
influence of leverage, profitability, and transfer pricing on tax avoidance is the Random Effect 
Model (REM) approach.Based on the results of selecting a panel data regression estimation model, 
this research uses a Random Effect Model (REM) approach which in Classic assumption test (H. 
Lee & Seo, 2022). 
 
Normality test 

The normality test is used to test data that has a normal or non-normal distribution. 
Normality testing uses the Jarque-Bera test method. It is known that the Jarque-Bera probability 
value is 0.000000 < 0.05 H0 is rejected so it can be said that the data is not normally distributed. 
According to (Wulandari & Marlena, 2020) for the central limit theorem, the sample size is said to 
be large if it is greater than or equal to 30. If the sample size is 30, the distribution of the sample 
being tested is close to the standard normal distribution and assumptions about the population 
distribution are not has meaning because the sample distribution is considered normal, according 
to the central limit theorem (A. Kusumawati & Rahayu, 2020). Therefore, the data in the study can 
be considered normal because it has a sample of 175 > 30 samples (Coelho et al., 2023). 
 
Multicollinearity Test 
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The multicollinearity test is used to test the existence of correlation between independent 
variables. Multicollinearity testing uses the pairwise correlation method. The results of the 
multicollinearity test show that the correlation value for each independent variable does not exceed 
0.85, so it can be said that there is no multicollinearity problem (Pérez, 2017). 
 
Feasibility Test of the Moderated Regression Analysis (MRA) Model 

The model feasibility test is used as a test to identify whether the data regression model 
formed is suitable or not suitable to be used as an explanation of the influence of the independent 
variable on the dependent variable. Based on the results of selecting a panel data regression 
estimation model, this research uses Moderated Regression Analysis (MRA) with a Random Effect 
Model (REM) approach in solving the research problem formulation so that the results of the 
classic assumption tests, namely the heteroscedasticity test and the autocorrelation test, can be 
ignored (Shie et al., 2022). 
 
Hypothesis Test Equation I 

The panel data regression equation formed from the test results is as follows: Yit = 
0.191965 + 0.142597X1it + (-0.111845)X2it + (-0.024056)X3it + 0.028102Zit + ℇit 
 
Partial Test (t Test) Equation I 

The partial test (t test) is the use of testing the influence of each independent variable 
partially. The results of the partial test (t test) obtained the following results, leverage (DAR) has a 
coefficient value of 0.1412597 and a probability t-statistic value of 0.0045 < α 0.05, so Ha is accepted 
and means that leverage (DAR) has been partially proven to have a positive and significant effect 
on GAAP ETR, profitability (NPM) has a coefficient value of -0.111845 and a probability t-statistic 
value of 0.0227 < α 0.05, so Ha is accepted and means that profitability (NPM) has been partially 
proven to have a negative and significant effect on GAAP ETR, transfer pricing (TP) has a 
coefficient value of -0.024056 and a probability t-statistic value of 0.4226 > α 0.05, so H0 is rejected 
and means that transfer pricing (TP) has been partially proven to have no effect on GAAP ETR, 
institutional ownership (KI) has a coefficient value of 0.028102 and a probability t-statistic value of 
0.5865 > α 0.05, so H0 is rejected and means that institutional ownership (KI) has been partially 
proven to have no effect on GAAP ETR; 
 
Simultaneous Test (F Test) Equation I 

The simultaneous test (F test) is used to determine the effect of the independent variable on 
the dependent variable simultaneously. n Eviews Data. The results of the simultaneous test (f test) 
showed that the Probability F-statistic value was 0.003099 < α 0.05, so Ha was accepted and meant 
that all the independent variables were leverage (DAR), profitability (NPM), and transfer pricing 
(TP), Institutional ownership (KI) as a moderating variable simultaneously has a significant 
influence on the dependent variable, namely tax avoidance (GAAP ETR). 
 
Determination Coefficient Test (R2 Test) Equation I 

The coefficient of determination test (R2 test) is used to assess how much the dependent 
variable is explained by the independent variable. The coefficient of determination test (R2 test) 
resulted in an R-squared value of 0.089014 or 8.9%. From the results of the coefficient of 
determination test (R2 test) it can be interpreted that the independent variables, namely leverage 
(DAR), profitability (NPM), transfer pricing (TP), and institutional ownership (KI) as moderating 
variables are able to explain or describe the dependent variable, namely tax avoidance. (GAAP 
ETR) was 8.9% and 91.1% was explained or described by other variables not included in this study. 
 
Equation Hypothesis Test II 
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Hypothesis testing is used to test the significance of the regression coefficients obtained. In 
making hypothetical decisions, you can compare the probability value with α 0.05. The panel data 
regression equation formed from the test results is as follows: Yit = 0.265996 + 0.123885X1it + (-
0.857386) ℇit 
 
Partial Test (t Test) Equation II 

The partial test (t test) is the use of testing the influence of each independent variable 
partially. The results of the partial test (t test) obtained the following results: 1) The interaction 
between institutional ownership and leverage (DAR) has a coefficient value of -0.003042 and a 
probability t-statistic value of 0.9926 > α 0.05, so H0 is rejected and means that institutional 
ownership is unable to moderate the relationship between leverage (DAR) and GAAP ETR; 2) The 
interaction between institutional ownership and profitability (NPM) has a coefficient value of 
0.922384 and a probability t-statistic value of 0.2928 > α 0.05, so H0 is rejected and means that 
institutional ownership is unable to moderate the relationship between profitability (NPM) and 
GAAP ETR; 3) The interaction between institutional ownership and transfer pricing (TP) has a 
coefficient value of -0.019647 and a probability t-statistic value of 0.8902 > α 0.05, so H0 is rejected 
and means that institutional ownership is unable to moderate the relationship between transfer 
pricing (TP) and GAAP ETR;  

Institutional ownership is classified as a potential moderator because based on the test 
results, the probability t-statistic value is > α 0.05 (nothing significant) in both the direct 
relationship and interaction equations. 
 
Simultaneous Test (F Test) Equation II 

The simultaneous test (F test) is used to determine the effect of the independent variable on 
the dependent variable simultaneously. The results of the simultaneous test (f test) showed that the 
Probability F-statistic value was 0.023440 < α 0.05, so Ha was accepted and meant that all the 
independent variables were leverage (DAR), profitability (NPM), and transfer pricing (TP), 
Institutional ownership (KI) as a moderating variable, as well as multiplying the independent 
variable with the moderating variable simultaneously have a significant influence on the 
dependent variable, namely tax avoidance (GAAP ETR). 

 
Determination Coefficient Test (R2 Test) Equation II 

The coefficient of determination test (R2 test) is used to assess how much the dependent 
variable is explained by the independent variable (Khatri et al., 2019). The coefficient of 
determination test (R2 test) resulted in an R-squared value of 0.091110 or 9.11%. From the results of 
the coefficient of determination test (R2 test) it can be interpreted that the independent variables 
are leverage (DAR), profitability (NPM), and transfer pricing (TP), institutional ownership (KI) as a 
moderating variable, and the multiplication between the independent variable and the moderating 
variable is capable of explains or is able to describe the dependent variable, namely tax avoidance 
(GAAP ETR) of 9.11% and 90.89% of which is explained or described by other variables not 
included in this research (Adi & Fithriana, 2018). 

 

CONCLUSION 

This research analyzes the influence of leverage (debt to asset ratio), profitability (net profit 
margin), transfer pricing (receivables from related parties with total receivables) on tax avoidance 
(GAAP ETR) and institutional ownership (percentage of institutional share ownership) as 
moderators to produce conclusions as follows, based on testing the first hypothesis (H1), the 
hypothesis is accepted because leverage has a positive effect on GAAP ETR where GAAP ETR is 
the opposite of tax avoidance. In other words, leverage has a negative effect on tax avoidance with 
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a coefficient value of 0.1412597 and a probability t-statistic value of 0.0045. These results are in 
accordance with the results of research conducted by (Kango et al., 2020).Based on testing the 
second hypothesis (H2), profitability (NPM) has a coefficient value of -0.111845 and a probability t-
statistic value of 0.0227 < α 0.05 so it can be said that profitability (NPM) has been proven to have a 
negative and significant effect against GAAP ETR. The higher the profitability, the lower the 
GAAP ETR. GAAP ETR is the opposite of tax avoidance, so the more profitability increases, the 
more tax avoidance increases.(Alamanda, 2023). These results are in accordance with research 
conducted by (Putra & Suprihhadi, 2019). Therefore, the second hypothesis is accepted where 
profitability has a positive effect on tax avoidance.Based on testing the third hypothesis (H3), 
transfer pricing (TP) has a coefficient value of -0.024056 and a probability t-statistic value of 0.4226 
> α 0.05 so it can be said that transfer pricing (TP) is proven to have no effect against GAAP ETR. 
The larger the transfer pricing transactions carried out by the company, the less it affects GAAP 
ETR. These results are in accordance with research conducted by (Pallathadka, 2020). Therefore, 
the third hypothesis is rejected where transfer pricing has no effect on tax avoidance.Based on the 
test results, the interaction between institutional ownership and leverage (DAR) has a coefficient 
value of -0.003042 and a probability t-statistic value of 0.9926, so it can be said that institutional 
ownership is unable to moderate the relationship between leverage (DAR) and GAAP ETR. 
Therefore, the fourth hypothesis is rejected where institutional ownership is unable to moderate 
the relationship between leverage and tax avoidance.Based on the test results, the interaction 
between institutional ownership and profitability (NPM) has a coefficient value of 0.922384 and a 
probability t-statistic value of 0.2928, so it can be said that institutional ownership is unable to 
moderate the relationship between profitability (NPM) and GAAP ETR (Arif & Andriyani, 2023). 
Therefore, the fifth hypothesis is rejected where institutional ownership is unable to weaken or 
strengthen the relationship between profitability and tax avoidance. 

Based on the test results, the interaction between institutional ownership and transfer 
pricing (TP) has a coefficient value of -0.019647 and a probability t-statistic value of 0.8902 so it can 
be said that institutional ownership is unable to moderate the relationship between transfer pricing 
(TP) against GAAP ETR. Therefore, the sixth hypothesis is rejected where institutional ownership 
is unable to weaken or strengthen the relationship between transfer pricing and tax avoidance (S. 
A. Kusumawati et al., 2019). The company management is expected to think more about the risks 
that will occur before carrying out activities tax avoidance so as not to have a negative effect on 
company value future, even though tax avoidance is still legal according to regulations taxation by 
exploiting loopholes in these regulations, investors institutions are expected to supervise more 
closely company management in particular related to tax aspects so that the funds that have been 
invested can be obtained managed well, future researchers are expected to be able to use other, 
more varied variables. 
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