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ABSTRACT 

This study investigates the effect of Environmental, Social, and Governance (ESG) 
disclosure on corporate tax avoidance among publicly listed companies. Using a 
quantitative approach, data were collected from 85 retail investors through a structured 
questionnaire measured on a five-point Likert scale and analyzed using SPSS version 25. 
The results show that ESG disclosure has a significant negative effect on corporate tax 
avoidance, with a regression coefficient of -0.589 and a significance value of 0.000. The 
coefficient of determination (R²) indicates that ESG disclosure explains 35.5% of the 
variation in corporate tax avoidance. These findings suggest that companies with higher 
ESG disclosure are perceived as less likely to engage in aggressive tax avoidance practices. 
The results support Stakeholder Theory and Legitimacy Theory, highlighting that 
transparency in sustainability reporting promotes responsible corporate behavior and 
strengthens stakeholder trust. This study contributes to the ESG and taxation literature 
from the perspective of retail investors and provides practical implications for managers, 
regulators, and investors in fostering sustainable governance and ethical tax practices. 
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A. INTRODUCTION  
Environmental, Social, and Governance (ESG) disclosure has become an increasingly important 

component of corporate reporting in recent years. The growing emphasis on sustainability has encouraged 
stakeholders to evaluate companies not only based on financial performance but also on their commitment 
to environmental stewardship, social responsibility, and sound governance practices (Makridou et al., 2023; 
Rachev & Lindquist, 2023). ESG disclosure provides a mechanism through which organizations 
communicate their sustainability initiatives, risk management practices, and long-term value creation 
strategies. Consequently, firms with extensive ESG disclosure are often perceived as more transparent, 
accountable, and aligned with stakeholder expectations (Spear et al., 2009; Y. Zhang & Song, 2022). 

At the same time, corporate tax avoidance has emerged as a significant issue in both business 
practice and public policy. Tax avoidance refers to legal strategies used by firms to reduce tax obligations 
through the utilization of regulatory loopholes or ambiguities (Budiarto & Achyani, 2023; Lungu et al., 
2023). Although such practices are generally permissible within the law, aggressive tax avoidance frequently 
raises ethical concerns because it may reduce government revenue and limit resources available for public 
services and economic development (Baatwah & Hussainey, 2023; Kakunsi et al., 2025). As a result, tax 
behavior has increasingly become an important aspect of corporate responsibility and accountability. 

The relationship between ESG disclosure and corporate tax avoidance can be explained through 
Stakeholder Theory and Legitimacy Theory. Stakeholder Theory suggests that organizations are responsible 
not only to shareholders but also to a wider range of stakeholders, including governments, employees, 
customers, and local communities (Dogru et al., 2023; Tasci, 2021). Under this perspective, companies that 
emphasize sustainability and stakeholder interests are expected to demonstrate greater responsibility in 
fulfilling their tax obligations. Likewise, Legitimacy Theory argues that firms seek to maintain social 
acceptance by ensuring that their actions conform to prevailing societal norms and expectations (Nicholls, 
2010; Pittroff, 2021). Since aggressive tax avoidance may be perceived negatively, organizations with 
stronger ESG commitments are expected to avoid practices that could damage their legitimacy and 
reputation. 

Despite these theoretical arguments, empirical evidence regarding the association between ESG 
disclosure and tax avoidance remains mixed. Several studies have found that higher ESG disclosure is 
associated with lower levels of tax avoidance, indicating that sustainability-oriented firms tend to prioritize 
transparency and ethical conduct (Baatwah & Hussainey, 2023; Budiarto & Achyani, 2023; Lungu et al., 
2023). However, other studies suggest that ESG initiatives may sometimes be used strategically as a 
reputational tool while firms continue to engage in aggressive tax planning. These inconsistent findings 
indicate that the relationship between ESG disclosure and tax avoidance remains open to further 
investigation. 

The growing integration of ESG considerations into investment decision-making has also 
increased the importance of understanding how investors interpret sustainability information. ESG 
disclosure serves as a signal of corporate values, governance quality, and long-term sustainability prospects. 
Investors increasingly rely on such information when assessing corporate performance and risk. 
Consequently, perceptions regarding the credibility and transparency of ESG disclosures may influence 
how stakeholders evaluate a firm's tax behavior and overall ethical commitment. 

Although the literature on ESG and taxation has expanded considerably, much of the existing 
research relies on corporate financial reports and secondary data sources. Comparatively limited attention 
has been given to stakeholder perceptions regarding the relationship between ESG disclosure and tax 
avoidance. Examining this issue from an investor perspective provides a broader understanding of how 
sustainability reporting influences assessments of corporate responsibility. Therefore, this study investigates 
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the effect of ESG disclosure on corporate tax avoidance and seeks to contribute to the ongoing discussion 
on sustainability reporting, corporate governance, and ethical tax practices. 

B. LITERATURE REVIEW 

Stakeholder Theory 

Stakeholder Theory, developed by R. Edward Freeman, posits that companies are responsible not 
only to shareholders but also to broader stakeholder groups, including governments, employees, customers, 
and society. In the context of ESG disclosure, the theory suggests that firms use sustainability reporting to 
demonstrate transparency, accountability, and commitment to stakeholder interests (Dogru et al., 2023). 
Since responsible tax behavior is part of corporate social responsibility, companies with higher ESG 
disclosure are expected to avoid aggressive tax avoidance practices that may undermine stakeholder trust. 
Therefore, Stakeholder Theory predicts a negative relationship between ESG disclosure and corporate tax 
avoidance, where greater ESG transparency is associated with lower levels of tax avoidance (Fujianti et al., 
2024). 

Legitimacy Theory 

Legitimacy Theory argues that companies seek societal approval and acceptance by ensuring their 
activities align with prevailing social values and expectations. ESG disclosure functions as a tool to 
demonstrate corporate commitment to environmental responsibility, social welfare, and good governance 
(Pittroff, 2021), thereby strengthening organizational legitimacy. Since aggressive tax avoidance is often 
viewed negatively and may damage corporate reputation and stakeholder trust, firms that emphasize ESG 
transparency are expected to adopt more responsible tax practices. Accordingly, Legitimacy Theory 
suggests a negative relationship between ESG disclosure and corporate tax avoidance, where higher ESG 
disclosure is associated with lower levels of tax avoidance. 

Environmental, Social, and Governance (ESG) Disclosure 

Environmental, Social, and Governance (ESG) disclosure refers to the reporting of information 
related to a company’s environmental performance, social responsibility, and governance practices. ESG 
disclosure enables stakeholders to assess corporate sustainability, transparency, accountability (De Silva 
Lokuwaduge et al., 2022; Prayogo et al., 2023), and long-term risk management beyond traditional financial 
performance. By reducing information asymmetry and strengthening stakeholder trust, comprehensive 
ESG reporting is often viewed as an indicator of responsible corporate behavior and effective governance. 

Corporate Tax Avoidance 

Corporate tax avoidance refers to legal strategies used by companies to minimize tax liabilities 
through the utilization of provisions, deductions, and loopholes within tax regulations. Although legally 
permissible, aggressive tax avoidance is often criticized because it may conflict with principles of corporate 
responsibility and fairness (Kurniasih et al., 2023; Novita Sari., Achmad Hizazi., 2021). Beyond its potential 
to increase after-tax profits, tax avoidance can expose firms to reputational risks and stakeholder scrutiny. 
Therefore, corporate tax avoidance has become an important issue in accounting, governance, and 
sustainability research, as it reflects a firm's commitment to ethical and responsible business practices 
(Challoumis-Κωνσταντίνος Χαλλουμής, 2024; Fadhilah et al., 2023). 

Research Hypothesis 

Based on Stakeholder Theory, Legitimacy Theory, and prior empirical studies, companies with 
higher levels of ESG disclosure are expected to demonstrate greater transparency, accountability, and 
ethical responsibility, leading to more responsible tax behavior and lower engagement in aggressive tax 
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avoidance practices. Therefore, this study hypothesizes that ESG disclosure has a negative effect on 
corporate tax avoidance. 

H1: ESG Disclosure has a significant negative effect on Corporate Tax Avoidance among companies listed 
on the stock exchange. 

C. RESEARCH METHOD 

Respondent Characteristics 

This study involved 85 retail investors who met the predetermined sampling criteria. The 
demographic profile of respondents is presented in Table 1. 

Table 1. Respondent Characteristics 

Characteristics Category Frequency Percentage (%) 

Gender 
Male 51 60.0 

Female 34 40.0 

Age 

20–29 years 28 32.9 
30–39 years 35 41.2 
40–49 years 15 17.6 

Above 50 years 7 8.3 

Investment Experience 
1–3 years 31 36.5 
4–6 years 27 31.8 

More than 6 years 27 31.8 

Education 
Diploma 11 12.9 

Bachelor’s Degree 56 65.9 
Master’s Degree 18 21.2 

Based on Table 1, the respondent characteristics indicate that the majority of respondents were 
male, accounting for 51 individuals (60.0%), while females comprised 34 individuals (40.0%). In terms of 
age, the largest group was aged 30–39 years, with 35 respondents (41.2%), followed by those aged 20–29 
years with 28 respondents (32.9%), 40–49 years with 15 respondents (17.6%), and above 50 years with 7 
respondents (8.3%). Regarding investment experience, most respondents had 1–3 years of experience, 
totaling 31 individuals (36.5%), while those with 4–6 years and more than 6 years of experience each 
accounted for 27 individuals (31.8%). In terms of educational background, the majority held a Bachelor’s 
Degree, representing 56 respondents (65.9%), followed by a Master’s Degree with 18 respondents (21.2%) 
and a Diploma with 11 respondents (12.9%). These findings suggest that the sample was predominantly 
composed of male investors in their productive age group, with relatively high educational attainment and 
diverse levels of investment experience. 

Descriptive Statistics 

Table 2. Descriptive Statistics 

Variable N Minimum Maximum Mean Std. Deviation 
ESG Disclosure 85 2.33 5.00 4.128 0.541 

Corporate Tax Avoidance 85 1.83 4.67 2.784 0.622 

 

Based on Table 2, the descriptive statistics indicate that the ESG Disclosure variable has a mean 
value of 4.128 with a standard deviation of 0.541, suggesting that respondents generally perceive ESG 
disclosure practices at a relatively high level and that responses are fairly homogeneous. The scores range 
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from a minimum of 2.33 to a maximum of 5.00, indicating some variation in perceptions among 
respondents. Meanwhile, Corporate Tax Avoidance has a mean value of 2.784 with a standard deviation of 
0.622, reflecting a moderate level of tax avoidance practices and a slightly greater dispersion of responses 
compared to ESG Disclosure. The observed values range from 1.83 to 4.67, demonstrating variability in 
respondents’ assessments of corporate tax avoidance.  

Validity Test 

Table 3. Validity Test Results for ESG Disclosure 

Item Correlation (r) r-table Result 
ESG1 0.712 0.213 Valid 
ESG2 0.756 0.213 Valid 
ESG3 0.729 0.213 Valid 
ESG4 0.781 0.213 Valid 
ESG5 0.744 0.213 Valid 
ESG6 0.806 0.213 Valid 
ESG7 0.762 0.213 Valid 
ESG8 0.719 0.213 Valid 
ESG9 0.787 0.213 Valid 
ESG10 0.774 0.213 Valid 
ESG11 0.742 0.213 Valid 
ESG12 0.811 0.213 Valid 

Based on Table 3, the validity test results for the ESG Disclosure variable show that all 
measurement items are valid. The correlation coefficients (r) for the twelve indicators range from 0.712 to 
0.811, all of which exceed the r-table value of 0.213. Specifically, ESG1–ESG12 demonstrate strong positive 
correlations with the total construct score, indicating that each item is capable of accurately measuring the 
concept of ESG Disclosure. The highest correlation is observed for ESG12 (r = 0.811), followed by ESG6 
(r = 0.806), while the lowest correlation is recorded for ESG1 (r = 0.712). Since all item correlation values 
are greater than the critical r-table threshold, all indicators meet the validity requirements and can be 
retained for further analysis. These findings confirm that the ESG Disclosure instrument possesses 
satisfactory construct validity and is appropriate for measuring the intended variable. 

Table 4. Validity Test Results for Corporate Tax Avoidance 

Item Correlation (r) r-table Result 
CTA1 0.741 0.213 Valid 
CTA2 0.756 0.213 Valid 
CTA3 0.781 0.213 Valid 
CTA4 0.713 0.213 Valid 
CTA5 0.728 0.213 Valid 
CTA6 0.767 0.213 Valid 

Based on Table 4, the validity test results for the Corporate Tax Avoidance variable indicate that 
all measurement items are valid. The correlation coefficients (r) for the six indicators range from 0.713 to 
0.781, exceeding the r-table value of 0.213. Among the indicators, CTA3 has the highest correlation 
coefficient (r = 0.781), followed by CTA6 (r = 0.767), while CTA4 records the lowest value (r = 0.713). 
Nevertheless, all correlation values remain substantially above the required threshold, demonstrating that 
each item has a strong relationship with the overall construct. Therefore, all indicators of Corporate Tax 
Avoidance satisfy the validity criteria and are suitable for inclusion in subsequent analyses. These results 
confirm that the instrument has adequate validity in measuring the Corporate Tax Avoidance construct. 



Review of Taxation and Public Finance (RTPF) 
  

   
 

 
 

16 

Reliability Test 

Table 5. Reliability Test Results 

Variable Cronbach's Alpha Standard Result 
ESG Disclosure 0.921 0.70 Reliable 
Corporate Tax 

Avoidance 
0.886 0.70 Reliable 

Based on Table 5, the reliability test results indicate that both research variables demonstrate a high 
level of internal consistency. ESG Disclosure obtained a Cronbach’s Alpha value of 0.921, while Corporate 
Tax Avoidance achieved a Cronbach’s Alpha value of 0.886. Since both values exceed the accepted 
reliability threshold of 0.70, all measurement items for each construct are considered reliable. The results 
suggest that the instruments consistently measure their respective variables and produce stable responses 
across respondents. Therefore, the ESG Disclosure and Corporate Tax Avoidance scales meet the reliability 
requirements and are appropriate for use in further statistical analysis. 

Classical Assumption Tests 

Normality Test 

Based on the results of the Kolmogorov–Smirnov normality test, the residuals produced a K-S 
statistic of 0.078 with a significance value of 0.200. Since the significance value exceeds the threshold of 
0.05, the null hypothesis of normal distribution cannot be rejected. This indicates that the residuals are 
normally distributed and that the data satisfy the normality assumption required for regression analysis. 
Therefore, the model meets the normality criterion, allowing further statistical analyses to be conducted 
without concerns regarding violations of the normality assumption. 

Heteroscedasticity Test 

Table 6. Heteroscedasticity Test 

Variable Sig. 
ESG Disclosure 0.374 

Based on Table 6, the heteroscedasticity test shows that the ESG Disclosure variable has a 
significance value of 0.374, which is greater than the 0.05 threshold. This result indicates that 
heteroscedasticity is not present in the regression model, meaning that the variance of the residuals remains 
constant across observations. Therefore, the model satisfies the homoscedasticity assumption required for 
regression analysis. 

Simple Linear Regression Analysis 

The regression analysis was conducted to examine the influence of ESG Disclosure on Corporate 
Tax Avoidance. 

Table 7. Regression Coefficients 

Variable B Std. Error Beta t-value Sig. 
Constant 5.214 0.481 - 10.840 0.000 

ESG 
Disclosure 

-0.589 0.087 -0.596 -6.770 0.000 

Based on the regression analysis, the estimated regression equation is CTA = 5.214 − 0.589(ESG), 
indicating a negative relationship between ESG Disclosure and Corporate Tax Avoidance. The regression 
coefficient of -0.589 suggests that a one-unit increase in ESG Disclosure is associated with a 0.589-unit 
decrease in Corporate Tax Avoidance, implying that firms with higher levels of ESG disclosure tend to 
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engage in lower levels of tax avoidance. Furthermore, the hypothesis testing results show that ESG 
Disclosure has a significant negative effect on Corporate Tax Avoidance, with a beta coefficient of -0.596, 
a t-value of -6.770, and a significance value of 0.000. Since the significance value is lower than the 0.05 
threshold, the proposed hypothesis (H1) is supported. These findings indicate that greater transparency and 
accountability through ESG disclosure are associated with reduced corporate tax avoidance practices. 

Coefficient of Determination (R²) 

Based on the model summary results, the regression model produced an R value of 0.596, indicating 
a moderate relationship between ESG Disclosure and Corporate Tax Avoidance. The R Square value of 
0.355 and Adjusted R Square value of 0.347 suggest that ESG Disclosure explains 35.5% of the variation 
in Corporate Tax Avoidance, while the remaining 64.5% is attributable to other variables not included in 
the model. Additionally, the standard error of the estimate is 0.503, indicating an acceptable level of 
prediction error. These findings demonstrate that ESG Disclosure contributes meaningfully to explaining 
Corporate Tax Avoidance, although other factors also play a substantial role in influencing the dependent 
variable. 

Discussion 

The findings reveal that ESG Disclosure has a significant negative effect on Corporate Tax 
Avoidance among companies listed on the stock exchange. The regression coefficient of -0.589 and 
standardized beta coefficient of -0.596 indicate that higher levels of ESG disclosure are associated with 
lower levels of perceived tax avoidance. This suggests that firms providing more comprehensive 
environmental, social, and governance information are viewed as being more transparent, accountable, and 
committed to ethical business practices. As a result, companies with stronger ESG disclosure tend to be 
less associated with aggressive tax strategies and are perceived as demonstrating greater corporate 
responsibility (Kurniasih et al., 2023; Novita Sari., Achmad Hizazi., 2021). 

These findings are consistent with Stakeholder Theory, which posits that organizations are 
responsible not only to shareholders but also to a broader range of stakeholders, including governments, 
communities, and society at large. Companies that emphasize ESG disclosure generally seek to maintain 
positive relationships with stakeholders by demonstrating responsible and sustainable business conduct. 
Since tax payments contribute directly to public welfare and economic development, firms that prioritize 
stakeholder interests are less likely to engage in practices that could erode public trust, such as aggressive 
tax avoidance (Dogru et al., 2023). The results also support Legitimacy Theory, which argues that 
organizations strive to align their activities with societal norms and expectations in order to maintain 
legitimacy. Aggressive tax avoidance may create reputational risks and generate negative perceptions among 
stakeholders. Therefore, companies with extensive ESG disclosure are more likely to adopt responsible tax 
practices as part of their efforts to preserve legitimacy and enhance corporate reputation. ESG reporting 
serves as an important transparency mechanism that increases external scrutiny and encourages ethical 
decision-making throughout the organization (Pittroff, 2021; L. Zhang et al., 2023). 

Furthermore, the coefficient of determination indicates that ESG Disclosure explains 35.5% of the 
variation in Corporate Tax Avoidance, suggesting that while ESG disclosure is an important determinant, 
other factors also influence corporate tax behavior. Variables such as corporate governance quality, board 
independence, ownership concentration, profitability, firm size, managerial incentives, and regulatory 
environments may further shape tax strategies. From an investor perspective, ESG information serves as a 
valuable signal of corporate responsibility and governance quality. The findings imply that investors 
associate stronger ESG disclosure with lower tax avoidance risk, highlighting the growing importance of 
sustainability reporting in investment decision-making and reinforcing ESG disclosure as an indicator of 
broader corporate accountability and long-term sustainability. 
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D. CONCLUSION 
This study aimed to examine the effect of ESG Disclosure on Corporate Tax Avoidance among 

stock exchange-listed companies from the perspective of retail investors. Based on data collected from 85 
respondents and analyzed using SPSS version 25, the results indicate that ESG Disclosure has a significant 
negative effect on Corporate Tax Avoidance, suggesting that companies with higher levels of 
environmental, social, and governance disclosure are perceived as less likely to engage in aggressive tax 
avoidance practices. These findings support both Stakeholder Theory and Legitimacy Theory, which posit 
that organizations seek to fulfill stakeholder expectations and maintain social legitimacy through transparent 
and responsible business conduct. ESG disclosure therefore functions not only as a sustainability reporting 
mechanism but also as a signal of ethical governance and responsible tax behavior. The coefficient of 
determination shows that ESG Disclosure explains 35.5% of the variation in Corporate Tax Avoidance, 
while the remaining 64.5% is influenced by other factors outside the model. This study contributes to the 
literature by providing evidence based on retail investor perceptions rather than secondary financial data. 
Practically, the findings suggest that companies should strengthen ESG reporting practices to enhance 
transparency, increase stakeholder trust, and reinforce responsible tax conduct, while regulators may 
encourage broader ESG reporting adoption to support corporate accountability and sustainable business 
practices. Future studies are recommended to incorporate additional variables such as corporate governance 
quality, profitability, firm size, ownership structure, and managerial incentives to provide a more 
comprehensive understanding of the determinants of corporate tax avoidance. 
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