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Research aims: This study aims to analyze the influence of Profitability, Leverage, 
Liquidity, and Capital Intensity on Tax Avoidance with Firm Size as a moderating 
variable. The object of this research is banking companies listed on the Indonesia 
Stock Exchange during the period 2016 to 2020. 
Design/Methodology/Approach: This study uses secondary data, and sampling is 
done using the purposive sampling method. From the entire set of companies, 34 
companies were selected that met the criteria for testing. The collected data was 
then analyzed using regression techniques and moderated regression analysis (Islam 
et al., 2020), with the assistance of Eviews software for data processing. 
Research findings:  The results of the study show that profitability and liquidity have 
a significant influence on tax avoidance. Conversely, leverage and capital intensity 
do not have an influence on tax avoidance. Additionally, the results indicate that firm 
size can moderate the influence of profitability and leverage on tax avoidance. 
However, firm size cannot moderate the influence of liquidity and capital intensity. 
Theoretical contribution/Originality: This study provides an original contribution by 
examining the role of firm size as a moderating variable in the relationship between 
profitability, leverage, liquidity, capital intensity, and tax avoidance in the banking 
sector in Indonesia. 
Practitioner/Policy implication: The implications of this research are that it can be 
used by regulators and policymakers to understand the factors influencing tax 
avoidance in the banking sector. Banks can use these findings to optimize their 
financial strategies related to profitability and liquidity. Regulators can also consider 
firm size when designing tax policies for the banking sector. 
Keywords: Capital Intensity; Firm Size; Leverage; Liquidity; Profitability; Tax 
Avoidance 
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Introduction 
 

The government uses taxes in the implementation of national development to achieve general welfare in 
various sectors of community life. In its implementation, the government requires a substantial amount of 
funds, which will increase every year along with the increasing population and needs of the community. 
Government development in Indonesia requires large funds to carry out development to improve the 
national economy. One of the largest sources of state revenue is through tax collection. Taxes are 
compulsory contributions paid to the state by individuals or entities, which are coercive based on applicable 
laws, and do not receive direct compensation (Mulyani et al., 2018). The government plays a role and is 
responsible for the implementation of national development. 
 
In an effort to increase tax revenue, what the government must do is expand the tax base (Moore & Prichard, 
2020). This can be done by increasing the number of taxpayers through outreach, expanding taxable objects, 
and preventing tax base erosion. Efforts to increase tax revenue can also be carried out by optimizing the 
contribution of sectors that have so far been contributors to state revenue, such as the manufacturing and 
trade sectors. Tax revenue can also be increased by enforcing laws and developing tax data and information 
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management. Tax services are considered crucial in increasing tax payment compliance, because taxpayers 
usually prefer something easy, such as the digitalization of tax administration (Chen et al., 2017). The 
government must also reduce ineffective tax spending by being more selective and measured in providing 
tax facilities. 
 
Banking is one of the major drivers of the national economy because banking plays a role in all economic 
activities (Voronova et al., 2016). Banking is a business entity that raises funds from the public in the form 
of deposits and channels them to the public in the form of credit and other forms to improve the standard 
of living of the community. All parties engaged in raising funds from the public in the form of deposits must 
first obtain a business license as a Commercial Bank or Rural Bank (BPR) from the leadership of the Financial 
Services Authority. Bank supervision and guidance are carried out by the Financial Services Authority, which 
requires banks to maintain their health levels in accordance with capital adequacy, asset quality, 
management quality, liquidity, profitability, solvency, and other aspects. In supervising the obligations 
imposed on banks, there is a tax burden that must be paid by each company, including banking services 
(Van Greuning & Bratanovic, 2020). It is undeniable that there is a possibility of tax avoidance by banks 
acting as tax avoiders through various schemes. In addition, banks can also be used by third parties to 
practice tax avoidance. 
 
There is a phenomenon of tax avoidance carried out by PT. BCA Tbk which resulted in state losses amounting 
to Rp. 373 billion due to its objection to tax corrections made by the Directorate General of Taxes (DGT). 
According to BCA, the value of the correction made by DGT to fiscal profit amounting to Rp. 6.78 trillion 
should be reduced by Rp. 5.77 trillion. BCA argued that it had carried out asset transfer transactions to the 
Indonesian Bank Restructuring Agency (IBRA) so that it claimed no violation of the taxes they submitted. 
Based on this reason, BCA then submitted a tax objection request to DGT. From this BCA phenomenon, the 
government began to supervise companies that might practice tax avoidance. 
 
The error in the BCA phenomenon has two possible causes: unintentional factors due to a lack of 
understanding of the calculation, reporting, and payment of their tax obligations, and intentional factors 
where taxpayers intend to reduce tax payments or even avoid tax obligations. This factor occurs because 
there are opportunities or loopholes in the regulations that are utilized for certain purposes after 
comprehensively understanding the tax regulations. However, from the perspective of tax law, this is 
considered illegal manipulation, which is then regarded as tax evasion. 
 
 

Literature Review and Hypotheses Development  
 

Agency Theory  
 

Based on the background description and several previous studies, the researcher intends to conduct 
a study on "The Influence of Profitability, Leverage, Liquidity, and Capital Intensity on Tax Avoidance 
with Firm Size as a Moderating Variable." This research uses agency theory, which explains the 
relationship between the principal and the agent. This theory underlies agency problems that arise 
due to conflicts of interest, as every human tends to prioritize their own interests. This agency theory 
was developed by Jensen and Meckling (2019), explaining the relationship between principals and 
agents. 
 
Agency theory serves as the foundational framework for understanding the dynamics of tax avoidance 
explored in this study. It addresses the relationship between principals (shareholders) and agents 
(managers), highlighting the potential for conflicts of interest that arise when agents prioritize their 
personal goals over the objectives of the principals (Mrabure & Abhulimhen-Iyoha, 2020). Tax 
avoidance, in this context, is a managerial strategy that can simultaneously serve as a tool to maximize 
shareholder wealth by reducing tax liabilities and a source of potential agency problems, as it may 
expose the company to regulatory risks or reputational harm (Kovermann & Velte, 2019). 
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By integrating agency theory into the analysis, this study highlights the nuanced interplay between 
managerial decisions and structural factors like firm size in shaping tax avoidance behavior. It 
underscores the importance of understanding these dynamics for both corporate governance and 
policymaking in the banking sector. 
 
Hypotheses Development  
 

The Influence of Profitability on Tax Avoidance 
 

Profitability is a company's ability to generate profits over a certain period at a certain level of sales, 
assets, and equity. According to research by Putra and Jati (2018), profitability measured by ROA has 
a positive effect on tax avoidance. The higher the profit earned by the company, the higher the income 
tax burden, prompting companies to engage in tax avoidance to reduce the amount of tax payable. 
Alfisyah et al. (2019) study also states that profitability has a positive effect on tax avoidance. Based 
on the discussion above, the following research hypothesis is proposed: 
 
H1 : Profitability has a positive and significant effect on tax avoidance. 
 
 
The Influence of Leverage on Tax Avoidance 
 

Leverage is the use of debt or borrowed funds to increase returns or profits in business or investment. 
Leverage is used to measure a company's ability to pay its obligations, both short-term and long-term 
(Martina & Hidayah, 2022). According to research by Alfisyah et al. (2019), leverage has no effect on 
tax avoidance. However, Oktamawati (2017) study states that leverage has a positive effect on tax 
avoidance because higher leverage leads to higher tax avoidance practices. Based on the discussion 
above, the following research hypothesis is proposed: 
 
H2 : Leverage has a negative and significant effect on tax avoidance. 
 
 
The Influence of Liquidity on Tax Avoidance 
 

Liquidity is a company's ability to meet its obligations and is also used to show the financial position 
or wealth of the company.  Dianawati and Agustina (2020) research shows that company liquidity has 
a negative but insignificant effect on tax avoidance. Based on the discussion above, the following 
research hypothesis is proposed: 
 
H3 : Liquidity has a negative effect on tax avoidance. 
 
 
The Influence of Capital Intensity on Tax Avoidance 
 

Capital intensity is the ratio of investment activities carried out by the company associated with 
investments in fixed assets. Companies can increase the depreciation costs of fixed assets, which serve 
to reduce the company's profits. The depreciation costs of fixed assets can be deducted from pre-tax 
profits, so the proportion of fixed assets in a company can affect the company's ETR. Research related 
to tax avoidance with such results has been conducted by Putra and Kirana (2023). Based on the 
discussion above, the following research hypothesis is proposed: 
 
H4 : Capital intensity has a positive effect on tax avoidance. 
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The Influence of Firm Size as a Moderating Variable 
 

This study is an extension of research by Putra and Jati (2018) regarding firm size as a moderating 
variable in the effect of profitability on tax avoidance. There are several differences between this study 
and Putra and Jati (2018), including the addition of leverage, liquidity, and capital intensity variables. 
The data used are banking companies listed on the Indonesia Stock Exchange in 2016 – 2020, whereas 
previous research used data from consumer goods sector manufacturing companies listed on the 
Indonesia Stock Exchange in 2014-2016. This enhanced research approach will help illuminate how 
firm size influences the effectiveness of different financial strategies in mitigating tax liabilities, offering 
valuable implications for both academic research and practical applications in corporate governance 
and fiscal policy Based on the discussion above, the following research hypothesis is proposed: 
 
H5a: Firm size moderates the effect of profitability on tax avoidance. 
H5b: Firm size moderates the effect of leverage on tax avoidance. 
H5c: Firm size moderates the effect of liquidity on tax avoidance. 
H5d: Firm size moderates the effect of capital intensity on tax avoidance. 
 
 

Methodology 
 

The population in this study consists of all banking companies listed on the Indonesia Stock Exchange 
(IDX) during 2016-2020. The sampling technique used in this research is purposive sampling, where 
the sample selection is based on several criteria such as: (1) companies listed on the IDX during 2020; 
(2) companies that published their financial reports consecutively during the 2016-2020 period; and 
(3) companies with complete data in their annual financial reports for the 2016-2020 period. 
 
This study uses one dependent variable, tax avoidance, four independent variables, profitability, 
leverage, liquidity, and capital intensity, and one moderating variable, firm size. Tax avoidance is 
measured using the Effective Tax Rate (Faccia & Petratos, 2021), calculated by dividing tax expense by 
Earnings Before Tax (EBT). Profitability is measured using Return on Equity (ROE), which is the ratio of 
net income to shareholders' equity. Leverage is measured using the Debt to Equity Ratio (DER), 
calculated as the ratio of total liabilities to total shareholders' equity. Liquidity is measured using the 
current ratio, calculated by dividing current assets by current liabilities. Capital intensity is measured 
by the ratio of total fixed assets toatotal assets. Firm size is measured using the natural logarithm of 
total assets. 
 
The data used in this study are secondary data obtained from the Indonesia Stock Exchange (IDX). Data 
analysis begins with classical assumption tests, including normality, multicollinearity, heteroscedasticity, 
and autocorrelation tests. This is followed by R2, F, T, and Moderated Regression Analysis (Islam et al., 2020) 
tests. 
 
 

Results and Discussions 
 

Based on the results of the classical assumption tests, the data is normally distributed, there are no 
multicollinearity issues, it does not contain heteroscedasticity issues, and there are no symptoms of 
autocorrelation. Thus, the data meets the classical assumption requirements and can be used in this 
study, allowing the regression to proceed. 
 
Based on the calculations, the influence of independent variables on the dependent variable is 76.84%, 
with the remaining 23.16% influenced by other factors not included in this regression model. The 
regression analysis results also show that the independent variables collectively have a significant 
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influence on the dependent variable, as evidenced by the F probability value of 0.000, which is smaller 
than 0.05. 
 
The regression analysis results used to test the hypotheses in this study indicate that out of the 
independent variables, profitability and the current ratio have an influence on the dependent variable, 
tax avoidance, with significance levels of 0.000 and 0.000 respectively. Meanwhile, the leverage and 
capital intensity variables do not influence tax avoidance, as indicated by their probability values of 
0.2657 and 0.4990, which are greater than 0.05. 
 
Table 1 T-Test Result 

Variable Coefficient t-Statistic Prob. 

C 1.260 12.830 0.000 
ROE 0.850 21.490 0.000 
DER 0.050 1.110 0.260 
RL -0.170 -5.360 0.000 
CAP -0.010 -0.670 0.490 

Source: Processed Data, 2024 

 
The first hypothesis proposed states that profitability has a positive and significant effect on tax 
avoidance. As show in Table 1, the research results show a significance value of 0.000, and the 
regression coefficient is 0.850. This indicates that profitability has a positive and significant effect, with 
a significance value of 0.000, which is smaller than 0.05. Therefore, the first hypothesis is stated to 
have a positive and significant effect, and thus the first hypothesis is supported. 
 
The second hypothesis proposed states that leverage has a negative and significant effect on tax 
avoidance. The research results show a significance value of 0.260, and the regression coefficient is 
0.050. This indicates that leverage has a positive and insignificant effect, as the significance value is 
0.260, which is greater than 0.05. Therefore, the second hypothesis is stated to have a positive and 
insignificant effect, and thus the second hypothesis is not supported. 
 
The third hypothesis proposed states that liquidity has a negative effect on tax avoidance. The research 
results show a significance value of 0.000, and the regression coefficient is -0.170. This indicates that 
liquidity has a negative and significant effect, as the significance value is 0.000, which is smaller than 
0.05. Therefore, the third hypothesis is stated to have a negative and significant effect, and thus the 
third hypothesis is supported. The fourth hypothesis proposed states that capital intensity has a 
positive effect on tax avoidance. The research results show a significance value of 0.440, and the 
regression coefficient is -0.010. This indicates that capital intensity has a negative and insignificant 
effect, as the significance value is 0.490, which is greater than 0.05. Therefore, the fourth hypothesis 
is stated to have a negative and insignificant effect, and thus the fourth hypothesis is not supported. 
 
Table 2 Moderated Regression Analysis Test Result 

Variable Coefficient T-Statistic Prob. 

ROE*SIZE 0.330 74.910 0.000 
DER*SIZE -0.000 -2.980 0.000 
RL*SIZE -7.620 -0.400 0.680 
CAP*SIZE -0.000 -0.190 0.840 
C 0.000 0.030 0.970 

Source: Processed Data, 2024 

 
Based on Table 2, the H5a hypothesis proposed states that firm size moderates the effect of profitability 
on tax avoidance. The research results show a significance value of 0.000, and the regression 
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coefficient is 0.033. This indicates that firm size is considered capable of moderating the effect of 
profitability on tax avoidance. Thus, the H5a is supported. 
 
The H5b proposed states that firm size moderates the effect of leverage on tax avoidance. The research 
results show a significance value of 0.000, and the regression coefficient is -0.000. This indicates that 
firm size is considered capable of moderating the effect of leverage on tax avoidance. Thus, the H5b is 
supported. 
 
The H5c proposed states that firm size moderates the effect of liquidity on tax avoidance. The research 
results show a significance value of 0.680, and the regression coefficient is -7.620. This indicates that 
firm size is considered incapable of moderating the effect of liquidity on tax avoidance. Thus, H5c is not 
supported. 
 
The H5d proposed states that firm size moderates the effect of capital intensity on tax avoidance. The 
research results show a significance value of 0.840, and the regression coefficient is -0.000. This 
indicates that firm size is considered incapable of moderating the effect of capital intensity on tax 
avoidance. Thus, H5d is not supported. 
 
Based on the hypothesis testing results, profitability has a positive and significant effect on tax 
avoidance. This is consistent with research conducted by Darmawan and Sukartha (2014), Dewinta and 
Setiawan (2016),  which state that profitability has a positive effect on tax avoidance. This means that 
the higher the profitability ratio, the more likely it is that a company will engage in tax avoidance 
practices. The profitability ratio indicates a company's ability to generate profit over a certain period, 
which can be assessed from the level of sales, assets, and equity. Profitability is a determining factor 
for the extent of tax avoidance. 
 
Discussions 
 

The Influence of Profitability on Tax Avoidance 
 

In this research, the positive influence means that the higher the profitability of a banking company, 
the higher the tax avoidance performed by the company. For example, capital owners may prefer to 
reduce the amount of tax payable to the government without the implication of underpayment of 
taxes. As a result, managers engage in efforts to minimize tax payments and tax avoidance behavior 
through tax planning. Based on the significance value of the debt to equity ratio, it can be concluded 
that the debt to equity ratio of banking companies listed on the IDX from 2016 to 2020 does not have 
a significant effect on tax avoidance. These results are in line with the research of Indrawan et al. (2019) 
which state that the debt to equity ratio does not significantly affect tax avoidance. 
 
The Influence of Leverage on Tax Avoidance 
 

The DER measures the comparison between equity and debt used by a company to finance its assets. 
High debt can lead to a high risk of default; however, if a company uses debt for its operational 
financing, it will result in a high debt ratio and greater interest expenses. Therefore, companies will 
consider not financing with large amounts of debt. A high debt ratio can cause companies to be seen 
as unhealthy by investors and creditors if they are unable to show a good profit condition, which will 
then affect the funding that the company will get in the future.  
 
Based on the significance value of liquidity, it can be concluded that the liquidity of banking companies 
listed on the Indonesia Stock Exchange from 2016 to 2020 has a negative and significant effect on tax 
avoidance. The results of this study are consistent with the research of Indrawan et al. (2019), which 
state that liquidity affects tax avoidance. Therefore, it can be interpreted that the larger or smaller 
liquidity will affect tax avoidance. 
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The Influence of Liquidity on Tax Avoidance 
 

Liquidity is a picture of financial performance that can be seen from the company's ability to meet its 
short-term obligations. The lower the level of liquidity of a company, the higher the tax avoidance 
action. This is because if the liquidity level is low, the company tends to have difficulty paying off 
current debts, which then allows the company to take tax avoidance actions. 
 
The Influence of Capital Intensity on Tax Avoidance 
 

Based on the significance value of capital intensity, it can be concluded that the capital intensity of 
banking companies listed on the Indonesia Stock Exchange from 2016 to 2020 does not have an effect 
on tax avoidance. The results of this study are consistent with the research of Irianto et al. (2017); Putri 
and Digdowiseiso (2023) which state that capital intensity does not affect tax avoidance. Therefore, it 
can be interpreted that capital intensity does not affect tax avoidance. Capital intensity is the need for 
companies to invest in fixed assets. Companies can maximize their profits by having high fixed assets. 
Companies are more interested in investing in fixed assets motivated by improving company 
performance aimed at increasing company profits. 
 
The Influence of Firm Size as a Moderating Variable 
 

When companies invest in fixed assets, tax avoidance does not correlate with the additional burden of 
asset depreciation, which reduces company profits. Therefore, the high or low capital intensity does 
not affect tax avoidance efforts. Firm size can moderate profitability as proxied by ROE on tax 
avoidance, with a significant value of 0.000, which is smaller than 0.05 (5%). The t-count value is 74.910, 
which is greater than the t-table value of 1.654. With a beta value of firm size moderation on 
profitability of 0.330, which means profitability increases by 0.330 per 1. 
 
If there is an increase in the moderation of firm size on profitability, it can be concluded that the H5a is 
supported. Based on the significance value of the moderation of firm size on profitability, it can be 
concluded that firm size can moderate the relationship between profitability and tax avoidance in 
banking companies listed on the Indonesia Stock Exchange from 2016 to 2020. The results of this study 
are consistent with the research of Wirianata and Hauw-Sen (2024), which states that firm size can 
moderate the effect of profitability on tax avoidance. 
 
Firm size can moderate leverage as proxied by the DER on tax avoidance. The regression results above 
show that firm size can moderate leverage with a significance value of 0.000, which is smaller than 
0.05 (5%). The t-count value is -2.980, which is greater than the t-table value of 1.654. With a beta 
value of profitability of -0.000, it means that leverage decreases by 0.000 per 1 if there is an increase 
in firm size on the DER. Therefore, it can be concluded that H5b is supported. 
 
Based on the significance value of the moderation of firm size on debt to equity, it can be concluded 
that firm size can moderate the relationship between the DER and tax avoidance in banking companies 
listed on the Indonesia Stock Exchange from 2016 to 2020. The results of this study are consistent with 
the research of Galingging (2024), which states that firm size can moderate the effect of leverage on 
tax avoidance.  
 
Firm size cannot moderate liquidity on tax avoidance. The regression results above show that firm size 
cannot moderate liquidity with a significance value of 0.680, which is greater than 0.05 (5%). The t-
count value is -0.400, which is smaller than the t-table value of 1.654. With a beta value of profitability 
of -7.620, it means that liquidity decreases by 7.620 per 1 if there is an increase in firm size on liquidity. 
Therefore, it can be concluded that H5c is not supported. 
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Based on the significance value of the moderation of firm size on liquidity, it can be concluded that 
firm size cannot moderate the relationship between liquidity and tax avoidance in banking companies 
listed on the Indonesia Stock Exchange from 2016 to 2020. The results of this study state that firm size 
can moderate the effect of leverage on tax avoidance. 
 
Firm size cannot moderate capital intensity on tax avoidance. The regression results above show that 
firm size cannot moderate capital intensity with a significance value of 0.840, which is greater than 
0.05 (5%). The t-count value is -0.190, which is smaller than the t-table value of 1.65. With a beta value 
of profitability of -0.000, it means that capital intensity decreases by 0.000 per 1 if there is an increase 
in firm size on capital intensity. Therefore, it can be concluded that H5d is not supported.  
 
 

Conclusion 
 

Based on the research findings, several important conclusions can be drawn regarding the factors 
influencing tax avoidance in banking companies in Indonesia. First, profitability shows a positive and 
significant effect on tax avoidance. On the other hand, leverage was found to have no effect on tax 
avoidance. This means that the company's debt level does not significantly affect the tax avoidance 
practices carried out by the company. Meanwhile, liquidity shows a negative effect on tax avoidance. 
In other words, companies with high liquidity tend to reduce tax avoidance practices, possibly because 
they have a better ability to meet their tax obligations. 
 
Moreover, capital intensity also has no effect on tax avoidance. This finding indicates that the amount 
of fixed assets owned by the company does not influence the level of tax avoidance. In terms of firm 
size, the research findings show that firm size can moderate the effect of profitability and leverage on 
tax avoidance. This means that firm size can strengthen or weaken the relationship between 
profitability and leverage with tax avoidance. 
 
However, firm size cannot moderate the effect of liquidity and capital intensity on tax avoidance. This 
finding indicates that the firm size factor does not influence the relationship between liquidity and 
capital intensity with tax avoidance. These overall findings provide new insights into the factors 
influencing tax avoidance in the banking sector in Indonesia and highlight the importance of 
considering firm size in analyzing the effect of profitability and leverage on tax avoidance. 
 
This research also has practical implications for companies and policymakers. Companies need to pay 
attention to these factors in managing their tax obligations to minimize the risk of tax avoidance and 
potential sanctions from tax authorities. Policymakers, on the other hand, can use these findings to 
formulate more effective policies in preventing tax avoidance practices in the banking sector. 
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