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Abstract---This study aims to examine the effects of related-party transactions, thin capitalization, and capital 

intensity on tax avoidance, as well as to evaluate the moderating role of sales growth. The research is grounded in 

agency theory and positive accounting theory, employing a quantitative approach using Moderated Regression 

Analysis. The sample consists of 442 firms selected through purposive sampling, yielding a total of 2,210 firm-year 

observations from manufacturing companies in the health care, basic materials, industrials, consumer cyclicals, and 

consumer non-cyclicals subsectors listed on the Indonesia Stock Exchange (IDX) during the period 2019–2023. The 

findings reveal that related-party transactions, thin capitalization, and capital intensity have a positive effect on tax 

avoidance. Furthermore, sales growth is found to weaken the effects of related-party transactions, thin 

capitalization, and capital intensity on tax avoidance. This study provides implications supporting both agency 

theory and positive accounting theory in explaining the determinants of corporate tax avoidance strategies. 

Keywords---Capital Intensity, Related-Party Transactions, Sales Growth, Tax Avoidance, Thin Capitalization.  

 

 

Introduction 

 

Taxation represents the primary source of government revenue and contributes the largest proportion to the 

Indonesian state budget (Stiawan & Sanulika, 2021; Djatnicka et al., 2022). Data from Statistics Indonesia indicate 

fluctuations in tax and non-tax revenues during 2019–2023, with the manufacturing sector—alongside financial 

services, trade, and other related industries—being among the largest contributors to national tax income (Klikpajak, 

2024). The government’s implementation of the self-assessment system is intended to enhance tax compliance; 

however, the system also creates opportunities for taxpayers to legally minimize their tax liabilities (Wicaksono, 

2019). Although tax avoidance is permitted under prevailing regulations, it generates risks for firms and reduces 

potential state revenue, as evidenced by high-profile cases such as the Standard Chartered fund transfers amounting 

to Rp 18.9 trillion (Cobham et al., 2021; ekonomi.kompas.com). 

Tax avoidance practices are also prevalent in the manufacturing sector, including the widely discussed case 

involving PT Indofood Sukses Makmur Tbk, which allegedly engaged in tax-minimizing restructuring through 

business segmentation (Alamsyah et al., 2023; www.gresnews.com). Tax avoidance is generally defined as an effort 

to reduce tax obligations without violating tax laws (Rohmatunnisa, 2022; Saputri & Kamil, 2021). Indonesia’s 

relatively low tax ratio compared to neighboring ASEAN countries and OECD averages (Revenue Statistics in Asia 

and the Pacific, 2023) reflects ongoing concerns regarding profit shifting, particularly through related-party 

transactions (Fuest et al., 2010; OECD, 2013). The 2018 MAP Statistics further reveal a nearly 20% increase in 
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related-party cases compared to 2017, reinforcing findings that affiliated-party manipulation is a key mechanism of 

corporate tax avoidance (Amidu et al., 2019). 

Thin capitalization also constitutes a common tax avoidance mechanism, as high leverage enables firms to benefit 

from tax-deductible interest expenses that function as a tax shield (OECD, 2012; Falbo & Firmansyah, 2018). Highly 

leveraged firms are likewise more likely to engage in aggressive tax minimization strategies (Maulana et al., 2018). 

Another determinant is capital intensity, as depreciation expenses on non-current assets are deductible under the 

Income Tax Law (Law No. 6 of 2023), thereby influencing corporate tax strategies (Maulana et al., 2018). 

Nevertheless, empirical findings on the relationships between related-party transactions, thin capitalization, capital 

intensity, and tax avoidance remain inconsistent across prior studies (Amidu et al., 2019; Herianti & Chairina, 2019; 

Fadillah & Lingga, 2021; Utami, 2021; Dwiyanti & Jati, 2019; Kasim & Saad, 2019; Marlinda et al., 2020). 

This study further incorporates sales growth as a moderating variable, given its relevance to firms’ profitability 

management, revenue sustainability, and tax-related decision-making—particularly in contexts involving related-

party arrangements (Rizki & Fuadi, 2019). However, prior research on the relationship between sales growth and tax 

avoidance also presents varied and conflicting results (Rizki & Fuadi, 2019; Nugraha & Mulyani, 2019; Puspitasari 

et al., 2021; Oktamawati, 2017). 

In view of the inconsistent findings and the importance of tax avoidance issues in Indonesian public companies, 

this study aims to examine the effects of related-party transactions, thin capitalization, and capital intensity on tax 

avoidance, as well as to assess the moderating role of sales growth. The analysis focuses on manufacturing firms 

listed on the Indonesia Stock Exchange during 2019–2023, as this sector represents one of the largest contributors to 

national tax revenues. 

 

Literature Review and Hypothesis Development 

 

Amidu et al. (2019) find that related-party transactions have a positive effect on tax avoidance. Similarly, Desai et al. 

(2006), argue that related-party dealings across different tax jurisdictions provide substantial opportunities for firms 

to engage in tax minimization. Shackelford et al. (2007), further emphasize that the complexity of affiliated-party 

transactions, particularly those involving intangible assets, complicates the determination of taxable income shifted 

across borders. Such transactions enable managers to reduce corporate tax burdens through profit transfers to loss-

making entities within a business group or by channeling transactions to low-tax or zero-tax jurisdictions, commonly 

known as tax havens (Herianti & Chairina, 2019). 

Under agency theory, information asymmetry allows managers to exploit affiliated-party mechanisms to conceal 

tax avoidance activities from shareholders. Empirical evidence indicates that most firms engage in tax avoidance 

through related-party arrangements (Amidu et al., 2019). Consistent positive effects of related-party transactions on 

tax avoidance are also documented by Taylor & Richardson (2012), Herianti & Chairina (2019), Maulana et al. 

(2018), Suntari & Mulyani (2020), and Nadhifah & Arif (2020). 

H1: Related-party transactions have a positive effect on tax avoidance. 

 

Prior studies show that thin capitalization positively affects tax avoidance (Taylor & Richardson, 2012). Thin 

capitalization practices are often employed in conjunction with tax haven utilization to increase transaction 

complexity and enhance tax minimization opportunities. From an agency theory perspective, managers may prefer 

debt financing—particularly debt from related creditors—because shareholder monitoring is generally more stringent 

than creditor oversight, motivating managerial opportunism despite potential default risks. Dyreng et al. (2008), 

show that tax-avoiding firms exhibit higher leverage than those that do not engage in such practices. 

Evidence from Falbo & Firmansyah (2018), Nadhifah & Arif (2020), Fathurrahman et al. (2021), and Olivia & 

Dwimulyani (2019), demonstrates that greater thin capitalization increases firms’ tax avoidance behavior because 

interest expenses generate a tax shield. 

H2: Thin capitalization has a positive effect on tax avoidance. 

 

Capital intensity reflects the proportion of non-current assets within total corporate assets (Maulana et al., 2018). 

According to agency theory, differing interests between principals and agents may motivate managers to exploit 

depreciation expenses on non-current assets to reduce taxable income. Firms with higher capital intensity tend to 

exhibit lower effective tax rates due to substantial depreciation costs, thereby increasing their incentives for tax 

avoidance (Dwiyanti & Jati, 2019). 
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Several studies, including those by Dwiyanti & Jati (2019), Kasim & Saad (2019), Aniatun et al. (2022), and 

Maulana et al. (2018), confirm that firms with higher proportions of non-current assets are more likely to engage in 

tax avoidance. 

H3: Capital intensity has a positive effect on tax avoidance. 

 

Related-party transactions allow firms to reduce tax expenditures and maintain profitability. In the context of agency 

theory, managers may shift profits to low-tax jurisdictions to meet personal incentives such as bonuses. Sales growth 

reflects a firm's operational strength and influences the extent to which managers rely on tax avoidance. When sales 

growth is high, managers are less motivated to manipulate taxable income through related-party transactions, as 

strong earnings can be attributed to genuine operational performance (Rizki & Fuadi, 2019). 

Empirical evidence indicates that sales growth weakens the positive association between related-party 

transactions and tax avoidance (Permata et al., 2018; Mahanani, 2017). 

H4: Sales growth weakens the positive effect of related-party transactions on tax avoidance. 

 

The political cost hypothesis suggests that large and profitable firms face greater scrutiny, influencing their 

accounting policy choices. Government regulation, such as PMK 169, also establishes limits on deductible debt-to-

equity ratios. Under agency theory, managers may engage in tax avoidance through thin capitalization to achieve 

personal goals. However, when sales growth increases, managerial incentives to manipulate taxable income via 

excessive debt decline, as improved revenues naturally enhance reported performance. Rising sales reduce firms’ 

reliance on tax-saving strategies tied to related-party debt financing. 

Prior findings confirm the positive effect of thin capitalization on tax avoidance (Falbo & Firmansyah, 2018; 

Olivia & Dwimulyani, 2019), while Hidayat (2018) shows that sales growth negatively influences tax avoidance. 

H5: Sales growth weakens the positive effect of thin capitalization on tax avoidance. 

 

Capital intensity influences tax avoidance due to the role of depreciation expenses associated with fixed assets 

(Artinasari & Mildawati, 2018). Capital intensity is an important indicator of firms’ efficiency in utilizing long-term 

assets (Aniatun et al., 2022). Previous studies confirm the link between capital intensity and tax avoidance (Dwiyanti 

& Jati, 2019; Kasim & Saad, 2019). Sales growth also plays a role in shaping future funding and investment 

decisions, which are reflected in capital intensity ratios and potential interactions with thin capitalization strategies 

(Rizki & Fuadi, 2019). 

H6: Sales growth weakens the positive effect of capital intensity on tax avoidance. 

 

Methods 

 

This study employs a quantitative research design using manufacturing companies in the health care, basic materials, 

industrials, consumer cyclicals, and consumer non-cyclicals sectors listed on the Indonesia Stock Exchange (IDX) 

during the 2019–2023 period. The analysis is based on secondary data obtained from audited annual financial 

statements downloaded from the IDX website and the respective corporate websites. The sample was selected using 

purposive sampling, with criteria that companies must be continuously listed from 2019 to 2023, not delisted during 

the observation period, and publish complete annual financial statements for all five years. 

The study examines the effects of Related-Party Transactions (X1), Thin Capitalization (X2), and Capital 

Intensity (X3) on Tax Avoidance (Y), with Sales Growth (Z) serving as a moderating variable. Related-party 

transactions are measured using the index developed by Amidu et al. (2019), thin capitalization is measured using the 

Maximum Allowable Debt (MAD) Ratio, and capital intensity is assessed through the ratio of tangible non-current 

assets to total assets. Tax avoidance is measured using the Effective Tax Rate (ETR), while sales growth is 

calculated as the percentage change in annual sales. 

Data analysis begins with the calculation of all research variables, followed by descriptive statistical analysis and 

classical assumption tests, including normality, multicollinearity, autocorrelation, and heteroscedasticity. Model 

feasibility is assessed using the F-test, while hypothesis testing is conducted using the t-test at a 5% significance 

level. The coefficient of determination (Adjusted R²) is used to evaluate the explanatory power of the model. The 

moderating effect of sales growth is examined through Moderated Regression Analysis (MRA) by incorporating 

interaction terms between the independent variables and sales growth into the regression equation. 
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Result and Discussion 

 

Moderated Regression Analysis 

 

This study includes three independent variables—related-party transactions, thin capitalization, and capital 

intensity—and one dependent variable, tax avoidance, with sales growth serving as the moderating variable. The 

moderating effects were examined using Moderated Regression Analysis (MRA). The regression results processed 

using STATA are presented in Table 1. 

 

Table 1 

Moderated Regression Analysis Results 

 

Variable Coef. Std. Err t-Statistic Prob. 

(Constant) -0.9617 0.4546 -2.12 0.034 

Related-Party Transactions (TPB) 0.6281 0.1903 3.30 0.001 

Thin Capitalization (TC) 0.8962 0.2241 4.00 0.000 

Capital Intensity (CI) 2.2615 0.8733 2.59 0.010 

Sales Growth (SG) -0.6161 0.0093 -65.91 0.000 

TPB × SG -0.3950 0.1822 -2.17 0.030 

TC × SG -0.3784 0.0113 -33.44 0.000 

CI × SG -0.6558 0.0172 -38.14 0.000 

Secondary Data, 2025 

 

Based on these results, the moderated regression equation can be formulated as follows: 

ETR = –0.9617 + 0.6281 TPB + 0.8962 TC + 2.2615 CI – 0.6161 SG – 0.3950 (TPB × SG) – 0.3784 (TC × SG) – 

0.6558 (CI × SG) + e 

All variables—including the independent variables, moderating variable, and interaction terms—have p-values 

below 0.05, indicating a statistically significant effect on tax avoidance (ETR). The interpretation of each coefficient 

is as follows: 

1) The constant value of –0.9617 indicates that when all independent variables, the moderating variable, and 

interaction terms are held constant, the baseline level of tax avoidance (ETR) is –0.9617. 

2) The coefficient for related-party transactions (β₁ = 0.6281) shows a positive effect on tax avoidance, meaning 

a 1% increase in TPB increases ETR by 0.6281. 

3) The coefficient for thin capitalization (β₂ = 0.8962) indicates that a 1% increase in TC increases ETR by 

0.8962. 

4) The coefficient for capital intensity (β₃ = 2.2615) shows that a 1% increase in CI increases ETR by 2.2615. 

5) The coefficient for sales growth (β₄ = –0.6161) reveals that a 1% increase in SG decreases ETR by 0.6161. 

6) The interaction coefficient TPB × SG (β₅ = –0.3950) indicates that sales growth weakens the positive effect of 

related-party transactions on tax avoidance. 

7) The interaction coefficient TC × SG (β₆ = –0.3784) indicates that sales growth weakens the positive effect of 

thin capitalization on tax avoidance. 

8) The interaction coefficient CI × SG (β₇ = –0.6558) indicates that sales growth weakens the positive effect of 

capital intensity on tax avoidance. 

 

Coefficient of Determination (R²) 

 

The coefficient of determination (R²) measures the explanatory power of the independent variables. The results are 

presented in Table 2. 

Table 2 

Coefficient of Determination (R²) 

 

R Squared Adjusted R Square 

0.7743 0.7736 

Secondary Data, 2025 
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The Adjusted R² value of 0.7736 indicates that 77.36% of the variation in tax avoidance (ETR) is explained by 

related-party transactions, thin capitalization, capital intensity, sales growth, and their interaction terms. The 

remaining 22.64% is explained by other factors not included in this model. 

 

Model Feasibility Test (F-Test) 

The F-test evaluates whether the independent variables collectively influence the dependent variable. The results are 

shown in Table 3. 

 

Table 3 

F-Test Results 

 

F statistic (7, 2202) Probability F 

1079.07 0.000 

Secondary Data, 2025 

 

The probability value of 0.000 is below the significance level of 0.05, indicating that the overall model is statistically 

significant. This confirms that the independent variables jointly predict tax avoidance (ETR) effectively. 

 

Hypothesis Testing (Moderated Regression Analysis) 

 

Hypothesis testing was performed using MRA by examining the significance of the t-statistics. A hypothesis is 

accepted when the probability value is less than 0.05. The results are summarized in Table 4. 

 

Table 4 

Hypothesis Testing Results 

 

Variable Coefficient t Probability t Conclusion 

Related-Party Transactions (TPB) 0.6281 3.30 0.001 Positive, Significant 

Thin Capitalization (TC) 0.8962 4.00 0.000 Positive, Significant 

Capital Intensity (CI) 2.2615 2.59 0.010 Positive, Significant 

Sales Growth (SG) –0.6161 –65.91 0.000 Negative, Significant 

TPB × SG –0.3950 –2.17 0.030 Negative, Significant 

TC × SG –0.3784 –33.44 0.000 Negative, Significant 

CI × SG –0.6558 –38.14 0.000 Negative, Significant 

Secondary Data, 2025 

 

Effect of Related-Party Transactions on Tax Avoidance 

 

The t-test results in Table 4 show that the regression coefficient for Related-Party Transactions is 0.6281, with a 

significance level of 0.001, which is below 0.05, and a positive t-value of 3.30. These results indicate that related-

party transactions have a positive and significant effect on tax avoidance among manufacturing companies in the 

health care, basic materials, industrials, consumer cyclicals, and consumer non-cyclicals sectors during 2019–2023. 

The analysis shows that related-party transactions have a positive effect on tax avoidance, thus Hypothesis 1 is 

accepted. The positive association implies that the greater the intensity of related-party transactions conducted by a 

firm, the higher its tendency to engage in tax avoidance. Related-party transactions used for tax avoidance typically 

involve the manipulation of transfer prices for goods or services among entities within the same corporate group to 

shift profits to entities located in lower-tax jurisdictions, thereby reducing the group’s overall tax burden. 

In the context of agency theory, information asymmetry implies that shareholders, as principals, are unable to 

fully and continuously monitor managerial actions. Related-party transactions undertaken by certain parties within 

the firm may therefore create opportunities for managers to engage in tax avoidance. Agency theory further suggests 

that managers are under pressure to meet shareholders’ expectations regarding profitability, which may encourage 

them to manipulate financial reporting and minimize tax liabilities, one indication of which is the use of related-party 

dealings (Kohtamäki et al., 2019). 

These findings are consistent with Amidu et al. (2019), who document a positive effect of related-party 

transactions on tax avoidance. Herianti & Chairina (2019) state that related-party transactions are used by 

management to reduce corporate tax burdens, whether through transactions with related parties, shifting profits to 
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loss-making group entities, or conducting transactions with companies located in tax havens or low-tax jurisdictions. 

Firms obtain tax incentives when profit shifting occurs from high-tax to low-tax countries. In line with the present 

study, Amidu et al. (2019) also report that most firms engage in tax avoidance through manipulation of related-party 

transactions. Similarly, Taylor & Richardson (2012), Herianti & Chairina (2019), Maulana et al. (2018), Suntari & 

Mulyani (2020), and Nadhifah & Arif (2020) all find that related-party transactions have a positive effect on tax 

avoidance. 

 

Effect of Thin Capitalization on Tax Avoidance 

 

The t-test results in Table 4 indicate that the regression coefficient for Thin Capitalization is 0.8962, which is 

positive, with a significance value of 0.000—below the 0.05 threshold—and a positive t-value of 4.00. This 

demonstrates that thin capitalization has a positive and significant effect on tax avoidance among manufacturing 

companies in the health care, basic materials, industrials, consumer cyclicals, and consumer non-cyclicals sectors 

during 2019–2023. 

The results indicate that thin capitalization has a positive effect on tax avoidance, thereby supporting Hypothesis 

2. This positive relationship suggests that the higher the level of thin capitalization practiced by a firm, the greater its 

propensity to engage in tax avoidance. This occurs because interest expenses on debt are tax-deductible, reducing 

taxable income and thus lowering the firm’s tax burden. 

From an agency theory perspective, shareholder monitoring tends to be more stringent than creditor monitoring. 

As a result, managers may prefer to use more debt than is optimal, despite the increased risk of default in the future. 

The debt in question often refers to borrowings from creditors who have a special relationship with the firm (related-

party debt). Dyreng et al. (2008), show that firms engaging in tax avoidance tend to have higher leverage compared 

with those that do not. 

The findings of this study are consistent with Falbo & Firmansyah (2018), Fathurrahman et al. (2021), and Olivia 

& Dwimulyani (2019), who demonstrate that higher thin capitalization is associated with a greater tendency for firms 

to use debt as the dominant source of financing, whereby interest expenses provide tax reduction incentives through 

the tax shield mechanism. 

 

Effect of Capital Intensity on Tax Avoidance 

 

The t-test results in Table 4 show that the regression coefficient for Capital Intensity is 2.261, which is positive, with 

a significance value of 0.010—below the 0.05 cut-off—and a positive t-value of 2.59. These findings indicate that 

capital intensity has a positive and significant effect on tax avoidance among manufacturing companies in the health 

care, basic materials, industrials, consumer cyclicals, and consumer non-cyclicals sectors during 2019–2023. 

The analysis further shows that capital intensity has a positive effect on tax avoidance, thus Hypothesis 3 is 

accepted. This positive relationship indicates that the higher the capital intensity of a firm, the greater its tendency to 

engage in tax avoidance. Firms with substantial fixed assets are more likely to seek ways to reduce their tax burden, 

including by exploiting the depreciation of fixed assets and taking advantage of loopholes in tax regulations 

(Huseynov & Klamm, 2012). 

Linked to agency theory, the divergence of interests between agents and principals suggests that agents may 

attempt to maximize reported profits for their own benefit, while principals may receive a smaller share. The 

difference in interests may motivate managers to strategically use depreciation charges arising from investments in 

fixed assets to influence the firm’s final profit and associated tax liabilities. 

These results are in line with Maulana et al. (2018), who report that capital intensity has a positive effect on tax 

avoidance. Tax avoidance practices tend to be more prevalent among firms with a high proportion of non-current 

assets. This is due to the lower effective tax rate (ETR) resulting from profit reductions caused by substantial 

depreciation expenses on non-current assets (Dwiyanti & Jati, 2019). Empirical evidence from Dwiyanti & Jati 

(2019), Kasim & Saad (2019), Aniatun et al. (2022), and Maulana et al. (2018), confirms that firms with a low 

proportion of non-current assets are less likely to engage in tax avoidance because the accounting period is shorter 

than the economic life of the assets. Conversely, firms with a high proportion of non-current assets are more inclined 

to minimize taxable income through depreciation-related tax planning, thereby increasing tax avoidance. 
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Moderating role of sales growth on TPB to ETR 

 

Sales growth significantly moderates the relationship (p = 0.030). The interaction term is negative, indicating that 

sales growth weakens the positive effect of related-party transactions on tax avoidance. This represents quasi-

moderation. The results show that sales growth functions as a moderating variable that weakens the positive effect of 

related-party transactions on tax avoidance. This implies that the higher a firm’s sales growth, the weaker the impact 

of related-party transactions on its tax avoidance practices. In other words, when a firm experiences substantial sales 

growth, the use of related-party transactions as a tax avoidance mechanism becomes less effective or less necessary. 

This finding is consistent with the political cost hypothesis in positive accounting theory, which introduces a 

political dimension into accounting policy choices. Large and highly profitable firms are subject to greater political 

scrutiny and potential regulatory costs. In practice, tax authorities often focus on firms’ reported sales and profits, 

and corporate income tax installments (PPh 25) in year t are based on net income reported in year t–1, reflecting the 

government’s expectation that firms will improve or at least maintain their profitability. 

From an agency theory standpoint, managers (agents) may act in their own interests (e.g., maximizing bonuses) 

and seek to improve profit performance to obtain personal incentives, one means of which is shifting income to low-

tax jurisdictions through related-party transactions. However, sales growth strongly influences a firm’s ability to 

sustain its profits (Rizki & Fuadi, 2019). When sales grow rapidly, the firm demonstrates strong operational 

performance. Under such conditions, managers are less dependent on tax manipulation tools because high profits can 

be credibly attributed to genuine sales performance rather than tax-driven income shifting. 

This study’s findings are consistent with Permata et al. (2018) and Mahanani (2017), who report that sales growth 

weakens the positive effect of related-party transactions on tax avoidance. 

 

Moderating role of sales growth on TC to ETR 

 

Both the main effect and interaction terms are significant (p = 0.000). The negative interaction factor indicates that 

sales growth weakens the positive effect of thin capitalization on tax avoidance. This represents partial moderation. 

The results indicate that sales growth acts as a moderating variable that weakens the positive effect of thin 

capitalization on tax avoidance. This suggests that the higher a firm’s sales growth, the weaker the impact of thin 

capitalization on its tax avoidance practices. Firms experiencing substantial sales growth generally exhibit strong 

performance and higher profitability, which reduces their reliance on aggressive debt-based tax planning. 

Consequently, for highly leveraged firms, the effect of thin capitalization on tax avoidance is less pronounced when 

sales growth is high than when growth is slow. 

Agency theory highlights the conflict of interest between principals and agents. Managers may behave 

opportunistically by engaging in tax avoidance to meet personal performance targets, such as bonuses or favorable 

performance evaluations. One strategy used is thin capitalization, whereby excessive debt is employed to reduce 

taxable income through interest expenses. However, when sales growth increases, managerial incentives to pursue 

tax avoidance via thin capitalization tend to diminish, as strong sales performance allows managers to present 

favorable financial results without resorting to manipulation of the capital structure. As sales and profits rise, the firm 

is better positioned to service and repay its related-party debt, and excessive tax-saving behavior can be more easily 

constrained (Maitriyadewi & Yadnyana, 2022). 

These results are consistent with Falbo & Firmansyah (2018) and Olivia & Dwimulyani (2019), who find a 

positive effect of thin capitalization on tax avoidance, and with Hidayat (2018), who documents a negative 

relationship between sales growth and tax avoidance. 

 

Moderating role of sales growth on CI to ETR 

 

Both the main effect and interaction terms are significant (p = 0.000). Sales growth weakens the positive effect of 

capital intensity on tax avoidance. This also represents partial moderation. The findings indicate that sales growth 

acts as a moderating variable that weakens the positive effect of capital intensity on tax avoidance. This means that 

the positive relationship between capital intensity and tax avoidance becomes weaker as sales growth increases. 

Firms with high capital intensity tend to engage in tax avoidance; however, when such firms also experience strong 

sales growth, the impact of capital intensity on tax avoidance is less pronounced than in firms with low or stagnant 

sales growth. 

These results support Aniatun et al. (2022), who state that capital intensity is an important piece of information 

for investors because it reflects the efficiency of capital utilization. Prior studies on tax avoidance have also shown 

that capital intensity plays a role in shaping tax avoidance behavior. This is consistent with Dwiyanti & Jati (2019), 
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who find that tax avoidance practices are influenced by capital intensity. Similarly, Kasim & Saad (2019) report that 

sales growth acts as a moderating variable that weakens the relationship between capital intensity and tax avoidance, 

such that the positive effect of capital intensity on tax avoidance diminishes when firms experience high sales 

growth. 

According to Rizki & Fuadi (2019), sales growth also plays a role in firms’ future financing decisions, 

particularly in relation to investment policies reflected in capital intensity ratios and the potential use of thin 

capitalization. Thus, strong sales growth not only improves operational performance but may also reduce firms’ 

incentives to aggressively exploit capital intensity as a tax avoidance mechanism. 

 

Conclusion 

 

The findings of this study demonstrate that related-party transactions, thin capitalization, and capital intensity each 

have a positive and significant effect on tax avoidance among manufacturing firms in the health care, basic materials, 

industrials, consumer cyclicals, and consumer non-cyclicals sectors during the 2019–2023 period. Furthermore, sales 

growth is shown to moderate these relationships by weakening the positive effects of all three variables on tax 

avoidance. This indicates that firms with higher sales growth are less likely to rely on related-party arrangements, 

excessive debt structures, or capital-intensive tax planning strategies to minimize tax liabilities. Based on these 

findings, manufacturing firms are encouraged to enhance transparency in financial reporting and tax practices, as 

well as strengthen risk management related to tax avoidance to maintain investor trust and ensure business 

sustainability. For future researchers and the advancement of accounting scholarship, it is recommended to 

incorporate additional financial ratios and employ more specific samples—such as focusing exclusively on the 

healthcare or mining subsectors—to generate more comprehensive and robust empirical results. 

 

Managerial Implication 

 

The findings of this study offer important managerial implications for manufacturing companies in the health care, 

basic materials, industrials, consumer cyclicals, and consumer non-cyclicals sectors listed on the Indonesia Stock 

Exchange (IDX). The evidence that related-party transactions, thin capitalization, and capital intensity positively 

influence tax avoidance, together with the moderating effect of sales growth in weakening these relationships, 

underscores the need for managers to oversee corporate transaction structures and financing policies more prudently. 

Theoretically, these results align with Positive Accounting Theory, particularly the Political Cost Hypothesis, which 

posits that firms choose accounting policies—including tax avoidance strategies—based on political cost 

considerations and regulatory pressures. 

Practically, firms should enhance transparency in related-party transactions, avoid excessive reliance on 

affiliated-party debt that may trigger thin capitalization issues, and closely monitor the utilization of fixed assets that 

can be exploited for depreciation-based tax planning. Managers should also consider the role of sales growth, as 

higher revenue performance can naturally reduce incentives to engage in aggressive tax avoidance practices. 

Strengthening corporate governance, internal controls, and tax risk management will help firms minimize tax 

avoidance behavior while maintaining regulatory compliance, investor confidence, and long-term business 

sustainability. 
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