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ABSTRACT

Purpose: This study aims to examine the effect of profitability and firm value on tax
aggressiveness with corporate governance as a moderating variable.

Method: This study uses quantitative methods with a sample of manufacturing companies listed on
the stock exchanges of ASEAN countries for the period 2018-2023. The sample consists of 633
companies determined using purposive sampling based on data from published annual reports. Data
analysis was carried out using a panel data regression model with the Fixed Effect Model selected
as the best model.

Finding: The results showed that profitability and firm value have a positive effect on tax
aggressiveness; companies with high value tend to be more aggressive to improve shareholder
welfare. Corporate governance is proven to weaken the relationship between profitability and tax
aggressiveness, indicating that good governance reduces managers' tendency for aggressive tax
actions. However, corporate governance is unable to moderate the effect of firm value on tax
aggressiveness, likely due to limitations in supervisory mechanisms regarding strategic decisions
for increasing firm value.

Novelty: This study contributes to the literature by expanding the sample coverage to a regional
level (ASEAN companies) rather than a single country, and by specifically adding corporate
governance as a moderating variable to understand its role in mitigating tax aggressiveness.
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INTRODUCTION

Tax aggressiveness is an action taken by companies with the aim of reducing and avoiding tax
obligations, either through legal or illegal means (Frank et al., 2009). According to Chen et al.
(2010) actions taken by companies to reduce the tax burden will trigger companies to be aggressive
towards taxes. Aggressive behavior is a tax management strategy that not only takes advantage of
loopholes in regulations, but also has the potential to break existing rules (Asroni, Yuyetta, 2019)

The company will take aggressive action to minimize the tax burden because the company
wants high profits with low taxes (Hidayat A, Fitria E, 2018). The greater the company makes tax
savings, the greater the assumption that the company is aggressive towards taxes (Fadli, 2016).
Aggressive taxation actions can harm the state because state revenue from taxes will decrease
(Kusumawati et al., 2023).

According to the Asian Development Bank, (2022)economic growth in Asia is increasing
marked by the increasing number of companies. Companies are competing to be able to compete to
increase firm value, thus the taxes paid by the company will increase (Rusli, 2021).Unfortunately,
not all companies, especially in developing countries, are able to achieve the optimal level of tax
compliance effectively because not a few companies have been identified as committing tax
aggressiveness (Ogbeide et al., 2022).According to (Pajak.com, n.d.) Asia experiences very high tax
losses of up to USD 3 trillion because many companies commit tax fraud. The phenomenon of tax
non-compliance by companies in Asia can be proven by survey results. The following is a data table
of Annual Tax Losses (Corporate tax abuse) in Asia:
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Table 1. Asian Tax Loss Data
Annual tax losses:

No Regional énnual te t taxb |OO§SGS1Z: Corporate tax abuse
0 Regiona orporate tax abuse (% o (% of GDP) Country
GDP)
average
1  Southeast Asia 3,90 % 0,3545 %
2 Central Asia 0,10 % 0,0200 %
3  East Asia 2,20 % 0,2750 %
4 West Asia 0,90 % 0,0529 %
5  South Asia 2,40 % 0,3000 %

Source: (State of Tax Justice 2023, n.d.)

Based on the above data, it can be proven that the highest level of tax losses in the Asian
region is the Southeast Asian region. In fact, as shown in Table 1, the tax loss in Southeast Asia
involved in the tax avoidance practices of manufacturing companies reached 3.90% of Gross
Domestic Product (GDP). This very significant figure can have a major impact on state revenues in
Southeast Asia. In addition to state losses, there is a negative impact of this tax avoidance practice,
namely the creation of a bad image in the eyes of the public against companies that carry out tax
aggressiveness (Diafitri, Helmy, 2023). This bad image can damage the company's reputation,
reduce public trust, and hamper the company's relationship with various stakeholders, including
consumers, investors, and the government (Lutfia A et al., 2023).

Several factors may influence tax aggressiveness, one of which is profitability (Becik et al.,
2023). Profitability reflects the company's level of financial success in generating income by
utilizing its assets (Lailiyah et al., 2024). Profitability is a ratio used to assess how efficiently a
company operates in one accounting period, companies with high profitability tend to have a
stronger motivation to reduce tax liabilities, because taxes are one of the costs that directly affect
net income (Cahya R, Nursita M, 2023). Companies that experience losses are not required to pay
corporate taxes and obtain tax compensation that can be used for five years (Amarissa et al., 2023).
Companies that experience losses are not required to pay corporate tax and obtain tax compensation
that can be used for five years. Companies that have greater profits, the greater the taxes that must
be paid, so companies tend to look for ways to minimize taxes to maintain optimal profits (Rosandi,
2022). In addition, companies that have high profitability also have adequate resources, such as tax
experts to design aggressive tax burden minimization strategies (Karlinah et al., 2024).

Another factor that affects tax aggressiveness is firm value. The value of a company shows
how successful the company is in improving the welfare of investors (Rivandi, Septiano, 2021). Tax
aggressive behavior is considered to enrich the company and shareholders because the company can
get a refund of taxes that should be paid to the state (Rahmasari A et al., 2020). High firm value is
often the main goal of companies, as this not only shows a good reputation in the eyes of
stakeholders but also increases the attractiveness of the company in the capital market
(Purbaningsih, 2024). Companies can allocate more resources from tax savings to support strategic
policies, such as larger dividend payments, increased investment, or business development, which
can ultimately increase the value of the company (Hidayati, Meidiaswati, 2024). By minimizing tax
liabilities, managers can improve shareholder welfare through net profit optimization (Apriliani,
Wulandari, 2023). This practice is often considered as a way to transfer prosperity from the state to
the company.

Corporate governance is a set of rules that regulate the relationship between shareholders,
company management, and parties who have an interest both internally and externally related to the
rights and obligations owned by each party (KNKG, 2006). In this study, corporate governance is a
moderating variable proxied by the board of directors or internal supervisory board. The role of the
board of directors influences the management of company performance, so they can access
information available within the organization. The information obtained is then used by the board of
directors to carry out company activities (Noviardhi, Hadiprajitno, 2013). Corporate governance
also plays an important role in monitoring various actors and planning tax planning procedures

2 | e-I1SSN: xxxxx | DOI: 10.55587/ijbe.v1i1.216



BizNOMIC: International Journal of Business and Economics Vol. 1 No. 1 January 2026

(Prastiwi, 2018). Companies with an increasing number of boards of directors so that the quality of
governance will also increase, resulting in a reduction in tax aggressiveness (Wardani et al., 2022).

This study refers to the research of Aris et al., (2022) where the profitability variable has a
positive effect on tax aggressiveness. The difference between this research and the previous one is
the addition of moderation variables, sample expansion, sample size and time period. This research
was conducted on the advice of previous authors by adding variables that act as supervisors,
expanding the sample to all companies listed in ASEAN, and extending the observation period. This
is because previous research was only limited to Indonesia with a period of three years and there
were no moderating variables. So that in this study the authors added corporate governance
variables as moderation which included elements of the company's internal supervision. In addition,
the authors also expand the research sample not only companies listed on the Indonesia Stock
Exchange but companies listed on the ASEAN Stock Exchange.

The phenomenon of tax losses needs further testing to find out which indicators affect tax
aggressiveness in a company so that tax aggressiveness can be minimized. Various differences in
previous research and research phenomena, the topic of tax aggressiveness is still interesting to be
reexamined because in ASEAN cases of tax aggressiveness are still high compared to other parts of
Asia. With this research, it will be a consideration for the company what the company will do to
overcome this case. So that in the future the company hopes to be more orderly in terms of taxation.

LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT
Agent Theory

Agency theory describes the relationship between business owners (principals) and managers
(agents), which creates information asymmetry, where managers have more information about the
condition of the company than the owner of the company (Jensen, Meckling, 1976).Managers have
information that is not known to company owners, so that tax avoidance carried out can cause
agency costs (Gramatika, Nugrahanto, 2022). The agent conflict occurs when there are differences
in views between shareholders and managers (Rahmasari A et al., 2020).

Tax aggressiveness can cause agency problems because the objectives of shareholders and
managers may not be in line with tax risks, and managers tend to seek to maximize profits and
reduce tax liabilities (Wahab et al., 2017). Shareholders do not want to take tax aggressiveness
because it is considered manipulation of financial data, while managers have made policies
regarding tax aggressiveness to build the company's image while maximizing the profits generated
(Maulana, 2020).

Profitability

Profitability is a description of the company's financial performance in generating profits from
asset management or also known as Return on Assets (ROA) Profitability can provide information
about the company's ability to generate profits, where the higher the profit earned by the company,
the greater the tax aggressiveness actions taken by managers (Dinar M et al., 2020). According to
agency theory, when profitability is high, managers try to maximize personal gain by reducing the
company's tax burden (Agustina, Dianawati, 2020).This can be caused by agency conflicts due to
the opportunistic behavior of managers to maximize their own profits compared to the interests of
the owner (Sidiq A, Adji G, 2023Db).

The good or bad state of a company can be seen from profitability, a high level of profitability
will have a positive impact on the welfare of the company which is also increasing (Waladi,
Prastiwi, 2022). High profitability encourages managers to take tax aggressiveness actions to
maintain company profits and gain personal benefits (Sidiq A, Adji G, 2023a). Previous research
conducted by (Gunawan, Resitarini, 2019) stated that profitability has a positive and significant
effect on tax aggressiveness. Based on the above review, the researchers made the following
hypothesis:

H1: Profitability has a positive effect on tax aggressiveness
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Firm Value

Firm value is the profit obtained from the Company's shares and operations disclosed in the
financial statements as measured by variables such as Tobin's Q (Mieseigha, Okewale, 2021).
Company value can be called a form of public trust in the company where an increase in company
value is achieved if there are common goals and interests between managers and principals
(Jeconiah, Hastuti, 2020). Principals demand managers to manage their companies well by
achieving predetermined targets in order to increase their firm value (Hitten, Novita, 2020).

The implementation of corporate aggressiveness is a choice of company management that can
have an influence on various things such as dividend distribution policies and firm value (Prabowo
A, Putri N, 2023a). The implementation of tax aggressiveness strategies by management is an effort
to support these goals. Previous research conducted by (Drake et al., 2019) found that firm value
has a positive effect on tax aggressiveness. Based on the above review, the researchers made the
following hypothesis:

H2: Firm value has a positive effect on tax aggressiveness.

Corporate Governance

Agency theorists argue that tax avoidance activities are also related to corporate governance
issues (X. Chen et al., 2014). Good corporate governance is able to carry out the function of
controlling and supervising management policies in achieving the objectives of the company
(Giovani, 2017). This is reinforced by agency theory which explains that corporate governance can
reduce the possibility of managers prioritizing personal interests (Agustina, Dianawati, 2020).
Effective corporate governance can encourage managers to make policies that do not only focus on
aggressive corporate tax planning (Wahab et al., 2017).

Corporate governance plays an important role for companies with high levels of profitability
(Budiman Helena, 2017). Companies that have high profitability will try to keep profits from high
tax burdens so that companies become aggressive in terms of taxes (Purba C, Kuncahyo H, 2020)..
Companies that run good corporate governance can detect tax aggressiveness by managers (Orlando
S, Murwaningsari E, 2022).Companies that have good corporate governance implementation can
reduce tax aggressiveness. Previous research conducted by (Valencia et al., 2022a) found that
corporate governance weakens the relationship between profitability and tax aggressiveness. Based
on the above review, the researchers made the following hypothesis

H3: Corporate governance weakens the relationship between profitability and tax aggressiveness.

The implementation of corporate governance can have an impact on the disclosure of
company information and reduce information asymmetry between management and owners
(Harinurdin E, Safitri K, 2023). This is in line with agency theory which states that corporate
governance can minimize differences in interests between agents and principals commonly known
as agency problems (Asroni, Yuyetta, 2019).Corporate governance will assist managers in
increasing firm value, so that tax aggressiveness will increase. Previous research conducted by
(Azizah, 2023) found that corporate governance can moderate the relationship between firm value
and tax aggressiveness. Based on the above review, the researchers made the following hypothesis:

H4: Corporate governance strengthens the relationship between firm value and tax aggressiveness.

Profitability
(X1)

Corporate /v\‘ Tax
\/v

Governance (Z) Aggre(s\s(l)v ——

Firm Value
(X2)

Figure 1. Thinking Framework
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METHODS

This research is a quantitative research. The population in this study are manufacturing
companies listed on the Exchange of each Asean country during 2018 to 2023. To conduct the test
the author uses a sample determined according to certain criteria as follows:

Description Total
Manufacturing companies listed in ASEAN in the period 5.865
2018-2023
Companies that publish complete reports in the period 2018- 1.295
2023
Companies that do not experience losses in the period 2018- 712
2023
Companies that have a complete board of directors in the 633

period 2018-2023

Based on table 2 of the research sample, it can be seen that the companies that match the
sample criteria are 633 companies which are then used as data in hypothesis testing. The data
source of this research is secondary data. Data obtained from other sources that have been processed
into the form of annual report publications. The data collection technique in this study uses the
documentation method. That is by collecting / writing the data needed in measuring the variables as
follows:

Tabel 3. Variable Measurement

VARIABLE

No NAME REFERENCES MEASUREMENT
1 Profitability (Pratama,Suryarini, 2020) Profit after tax
Total Assets
2 Firm Value (Prabowo A, Putri N, 2023a) Market capitalization
Total Assets
3 gorporate (Agustina,Dianawati, 2020) Number of board of directors
overnance

Income tax expense

4 Tax Aggressiveness  (Laksmi, Narsa, 2022) Profit Before Tax

Data processed

RESULT AND DISCUSSION
Result
Descriptive Analysis

Descriptive statistical analysis is used to determine the description of data seen from the
maximum value, minimum value, average value (mean), and standard deviation value. Profitability,
Firm Value, Corporate Governance, and Tax Aggressiveness variables are described by descriptive
analysis as follows:
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Table 4. Descriptive statistical analysis

Y X1 X2 XLM X2 M
Mean 0.186922 8.667638 -0.24202 11.19291 4.137773
Median 0.2 6.69 -0.29 1039 356
Maximum 0.5 11026  3.17 4403  21.88
Minimum  -0.09 0.08 -6.91 0.71 0.71

Std. Dev. 0.092525 7.455177 0.944761 5.093148 2.231669

bservations 3798 3798 3798 3798 3798

Data processed
Table 4 shows a summary of the statistical description in this study. Based on Table 4, it is
known that the average value of tax avoidance is 0.186922, with a standard deviation of 0.092525.

Robust Test
Robustness testing is a test conducted to determine the strength of an analysis method to
maintain analysis results with small changes in test conditions (Peris-Vicente et al., 2015).

Table 5. Robust test

Variable CoefficientStd. Error z-Statistic  Prob.

C 0.176717 0.005758 30.69142 0.0000
X1 0.000962 0.000406 2.369921 0.0178
X2 -0.019415 0.003332 -5.826181 0.0000
X1 M -0.001733 0.000685 -2.530489 0.0114
X2 M 0.005878 0.001619 3.631262 0.0003

Robust Statistics

R-squared 0.007509 Adjusted R-squared 0.006463
Rw-squared 0.016012 Adjust Rw-squared  0.016012
Akaike info criterion5203.151 Schwarz criterion 5233.846
Deviance 24.72835 Scale 0.069009

Rn-squared statistic 45.39464 Prob(Rn-squared stat.)0.000000

Non-robust Statistics

Mean dependent var 0.186922 S.D. dependent var  0.092525
S.E. of regression  0.092506 Sum squared resid ~ 32.45807

Data Processed
Based on table 5, the robust test results of all variables have a probability value <0.05. So it
can be proven that all variables have a significant relationship. Statistical testing of research is
robust to changes in assumptions.

Regression Analysis
The panel data regression model consists of the Common Effect Model, Fixed Effect Model
and Random Effect Model. The results of each panel data regression model are as follows:
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Table 6. Panel data regression results

Variables CEM. - — FEM REM
Coefficient t-Statistic Prob
0.000493 0.002591 0.000863
Profitabilitas (X1) 1.186422 4.244257 1.831298
0.2355 0.0000 0.0671
-0.016578 0.013980 -0.007873
Firm Value (X2) -4.857121 2.281759 -1.841373
0.0000 0.0226 0.0656
Corporate -0.000824 -0.007016 -0.003200
Governance = -1.174546 -6.490694 -3.928937
Profitabilitas (X1_M) 0.2402 0.0000 0.0001
Corporate 0.004555 -0.002991 0.004410
Governance = Firm 2.747161 -1.097837 2.238145
Value (X2_M) 0.0060 0.2724 0.0253
Chi-square t-statistik 3406,798845 prob. 0,0000
Cow test

Fixed Effect is better
Chi-Sq. Statistic 44,339559 prob 0,0000
Fixed Effect is better

Source: Data Processed

Hausman test

Based on table 6 of the panel data regression results that the appropriate model is the Fixed
Effect Model, the panel data regression model equation can be arranged as follows:

ETR =0.258751 + 0.002591X1 + 0.013980X2 - 0.007016X1_M - 0.002991X2_M

Based on the test results, it shows that the t-table value with a real level of 5%: df = n-k; df =
3798-3; df = 3795. Then the t-table with a real level of 5% = 1.960589285.

Profitability has a t-count of 4.244257> 1.960589285 so that t-count> t-table with a
probability value of 0.0000 <0.05 which means that profitability has a positive effect on tax
aggressiveness. Thus the hypothesis that profitability has a positive effect on tax aggressiveness can
be accepted.

Firm value has a t-count of 2.281759> 1.960589285 so that t-count> t-table with a probability
value of 0.0226 <0.05 which means that firm value has a positive effect on tax aggressiveness. Thus
the hypothesis that company value has a positive effect on tax aggressiveness can be accepted.

The interaction of profitability and corporate governance has a t-count of -6.490694 <
1.960589285 so that the t-count < t-table with a probability value of 0.0000 < 0.05, which means
that corporate governance can weaken the effect of profitability on tax aggressiveness. Thus the
hypothesis that corporate governance can weaken the effect of profitability on tax aggressiveness
can be accepted.

The interaction of firm value and corporate governance has a t-count of -1.097837 <
1.960589285 so that the t-count < t-table with a probability value of 0.2724> 0.05, which means
that corporate governance is unable to moderate the effect of firm value on tax aggressiveness. Thus
the hypothesis that corporate governance can strengthen the effect of firm value on tax
aggressiveness cannot be accepted (rejected).

Discussion:
Effect of Profitability on Tax Aggressiveness

Based on the results of data processing, profitability has a positive effect on tax
aggressiveness. This is because the higher the ROA value, the higher the level of profit earned by
the company, so that the tax burden will be higher (Yanti I, Yasa I, 2022). The company as a
taxpayer will take tax avoidance actions by utilizing loopholes in tax regulations (Budianti, Curry,
2018).Profitability has a big role in influencing the company's decision to take tax
aggressiveness(Kelline et al., 2022). Therefore, it can be concluded that companies benefit from tax
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aggressiveness, from the point of view of the difference between accounting profit and fiscal profit,
to generate greater profitability (Xavier et al., 2022).Tax aggressiveness provides benefits to
managers in the form of bonuses or other compensation from shareholders, because it shows good
performance (Ananto, Narti Eka Putri, 2023). The results of this study are supported by research
(Andhari P, Sukartha I, 2017)and (L. D. Yanti, Hartono, 2019). However, the results of this study
are not supported by research conducted by and (Hidayat A, Fitria E, 2018).

Effect of Firm Value on Tax Aggressiveness

Based on research conducted, firm value has a positive effect on tax aggressiveness. Firm
value is the key to the company's success in prospering shareholders (Sitanggang T, Doloksaribu vy,
2021). The higher the value of the company, the greater the pressure for management to maintain
and increase this value through various financial strategies, including aggressive tax management
(Prabowo A, Putri N, 2023). Management often minimizes tax liabilities to allocate more resources
to shareholders, either through increasing net income, distributing larger dividends, or developing
more aggressive businesses (Rosandi, 2022). So the more the value of a company is considered
high, the higher the opportunity for aggressiveness. So that the second hypothesis is accepted. The
results of this study are supported by research followed by (Drake et al., 2019).

Corporate Governance moderates the effect of Profitability on Tax Aggressiveness

Based on the research conducted, Corporate Governance weakens the relationship between
profitability and tax aggressiveness. As a supervisory function, Corporate Governance ensures that
managers' decisions, including tax management, are carried out in a transparent and accountable
manner (Uli L, Andini P, 2024). If the number of independent commissioners owned by the
company is increasing, supervision and control related to profitability will be tighter (Wardani et
al., 2022). With strong supervision, such as the presence of an independent board of commissioners
and an audit committee in corporate governance, managers' opportunities for tax aggressiveness can
be minimized (Simorangkir, Rachmawati, 2020). This supervision also helps maintain the
company's reputation and avoid the risk of penalties from the tax authorities, as well as ensure that
increased profits are not achieved through means that are detrimental to the integrity of the
company. So that the second hypothesis can be accepted. The results of this study are supported by
(\Valencia et al., 2022)

Corporate Governance moderates the effect of Firm Value on Tax Aggressiveness

Based on the research results, This is due to the limited supervisory mechanism carried out by
Corporate Governance in controlling managers' aggressive behavior regarding tax management.
Supervision of company value is mostly carried out by shareholders, who have a direct interest in
increasing company value (Ferdiansyah, 2023). As owners, shareholders tend to put pressure on
managers to improve the company's financial performance, including through tax aggressiveness
strategies, as long as it increases their profits (Sukarna, 2016). On the other hand, the role of
Corporate Governance in overseeing management decisions is more focused on operational aspects
and compliance with general regulations, so it is less able to intervene effectively in strategic
decisions related to firm value (Elvina, Karnawati, 2024). This ineffectiveness can also be caused
by the lack of independence of the supervisory board in opposing management decisions that are
considered aggressive.

CONCLUSION

The results showed that profitability has a positive effect on tax aggressiveness, which means
that the higher the level of company profitability, the company tends to reduce taxes through
aggressive strategies. High profits provide opportunities for companies to take advantage of tax
regulation loopholes, which also have the potential to provide benefits for managers in the form of
bonuses or other compensation. In addition, firm value also has a positive effect on tax
aggressiveness. The higher the company value, the greater the pressure for management to maintain
or increase this value, one of which is by conducting aggressive tax management to increase profits
and shareholder welfare. As a supervisory mechanism, Corporate Governance can weaken the effect
of profitability on tax aggressiveness, by ensuring that tax management is carried out transparently
and accountably, and reducing the possibility of abuse of tax regulation loopholes. On the other
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hand, Corporate Governance cannot moderate the effect of firm value on tax aggressiveness,
because supervision of firm value is more dominantly carried out by shareholders. Overall, this
study shows that although corporate governance serves as an important oversight, its influence on
tax management is still limited to the context of profitability, while firm value is more influenced
by strategic decisions that focus on shareholder welfare. This study uses corporate governance as a
moderating variable with the proxy of the number of boards of directors, which is considered less
specific. For future research, it is recommended to use a proxy that is more specific to the
company's supervisory elements such as an independent or external supervisory board, because
supervision carried out by internal parties tends to be less than optimal. Conversely, independent
commissioners who come from outside the company can provide more objective and intensive
supervision, so it is hoped that they will be able to increase the accuracy of research results related
to the role of corporate governance.
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