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Abstract: This study aimed to identify the effect of e-commerce and sustainability reporting on tax
avoidance and firm performance, as well as determining whether organizational culture acts as a mod-
erating variable in small and medium enterprises in Palembang, South Sumatera, Indonesia. Agency
theory and stakeholder theory were employed as a framework. The questionnaires were distributed
online to the owners of small and medium enterprises in Palembang; a sample of 211 respondents
completed the questionnaire. Partial least square structural equation model regression was used to
test and analyze the hypotheses. The results show that sustainability reporting and e-commerce have
a positive effect on tax avoidance, while tax avoidance has a positive effect on company performance.
However, organizational culture does not act as moderating variable to strengthen the effect of tax
avoidance on company performance.

Keywords: sustainability reporting; e-commerce; tax avoidance; organizational culture; firm performance;
small and medium enterprises

1. Introduction

Previous research has carried out investigations related to sustainability reporting
in small and medium-sized enterprises (SMEs); Borga et al. [1] studied sustainability
reporting by SMEs in furniture companies in Italy in relation to the guidelines for preparing
sustainability reporting [1]. Kocmanova et al. [2] investigated sustainability reporting
by SMEs in the Czech Republic by focusing the discussion on the effect of the economic,
social, and environmental performance of SMEs on sustainability. They investigated
sustainability reporting in SMEs by looking at the characteristics of businesses [3]. On the
other hand, Massa [4] conducted a case study involving the disclosure of sustainability
reporting in small and medium enterprises in Italy. Similarly, Bos-Brouwers [5] conducted a
sustainability reporting case study on a furniture business in the Netherlands that had low
production costs and was eco-efficient. Sustainability reporting shows the company owners’
commitment to running a sustainable business. Mondal [6] also examined the sustainability
reporting of 25 SMEs in India. Furthermore, Rodríguez-Gutiérrez [7] investigated the effect
of sustainability reporting on the legitimacy and reputation of eight small and medium
enterprises in Spain [7].

The previous research described above only focuses on investigating and discussing
sustainability reporting in small medium enterprises (SMEs). The objective of this study was
to empirically explore how sustainability reporting and e-commerce affect tax avoidance
and firm performance, moderated by organizational culture, in Palembang, South Sumatera,
Indonesia. This study not only focuses on sustainability reporting and e-commerce that
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affect tax avoidance but also on tax avoidance that affects company performance where
organizational culture is a moderating factor. This study addresses the following research
question: How do sustainability reporting and e-commerce affect tax avoidance and firm
performance, and how does organizational culture moderate the effect of tax avoidance on
firm performance?

Prior studies on sustainability reporting, e-commerce, tax avoidance and firm per-
formance showed mixed and different results. From the previous studies, sustainability
reporting has been found to have a positive impact on tax avoidance [8]. Corporate
social responsibility has also been found to positively impact on tax avoidance [9–21].
However, sustainability reporting has also been found to have a negative effect on tax
avoidance [22]. Sustainability reporting has also been shown to not have an effect on tax
avoidance at all [23]. E-commerce and tax avoidance show that e-commerce has an effect
on tax avoidance [24,25]. Some studies found e-commerce to have a negative effect on tax
avoidance [26,27], while others found it to have a positive effect on tax avoidance [28,29].
Tax avoidance has been found to have a negative effect on company performance [30,31],
and no effect on firm value [32]. Tax avoidance has also been found to have a positive effect
on company performance [31,33,34]. Tax avoidance has also been found to have a positive
effect on firm value [35–37], and a negative effect on firm value [38].

In Indonesia, companies listed on the Indonesia Stock Exchange are not obligated to
disclose their sustainability reporting is similar, especially for SMEs. E-commerce refers to
a purchase or transaction that occurs online, and tax avoidance occurs when a company
minimizes the amount of tax that must be paid without violating tax laws. This study
used organizational culture as a moderating variable for the effect of tax avoidance on firm
performance. Thus, we studied the effect of sustainability reporting and e-commerce on
firm performance through tax avoidance with organizational culture as the moderating
variable for SMEs in Palembang, South Sumatera, Indonesia.

Our findings reveal that sustainability reporting and e-commerce positively and
significantly affect tax avoidance in small and medium enterprises (SMEs) in Palembang.
Furthermore, tax avoidance positively and significantly affects the firm performance, while
organizational culture does not act as a moderating variable in the effect of tax avoidance
on firm performance in SMEs in Palembang.

This study makes two important contributions to the academic literature. First, we
used a questionnaire to collect primary data, while most of the previous studies related to
sustainability reporting and also tax avoidance used secondary data for data collection for
instance sustainability reporting [8,39] and tax avoidance [40–45]. This study uses strong
data from primary data obtained from SME owners in Palembang as respondents in this
study. The second contribution is that this research supports two theories, agency theory
and stakeholder theory. This can be useful for academics who want to publish research
on the same topic, as this study can increase knowledge related to sustainability reporting,
e-commerce, tax avoidance and firm performance for SMEs.

The rest of this paper is organized as follows. The second section discusses the devel-
opment of theories and hypotheses while presenting a review of the literature. The third
section details the methodology, and the fourth section presents the results and analyses.
The fifth discusses the results of this study. The last section presents our conclusions and
discusses the study’s limitations before making suggestions for future research.

2. Literature Review

This study uses agency theory and stakeholder theory. These theories provide a useful
framework for identifying the variables in this study, including sustainability reporting,
e-commerce, tax avoidance, firm performance and organizational culture.

2.1. Agency Theory

This study uses agency theory, which is related to e-commerce, tax avoidance and
organizational culture. Agency theory proposes that tax avoidance is closely related to
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corporate governance because of the implications of agency costs. In practice, the complex-
ity and ambiguity of tax avoidance can protect managers who engage in various forms of
managerial lease extraction, such as earnings manipulation and insider transactions that
reduce after-tax cash flows [46]. In addition, agency theory postulates that opportunistic
managers can reduce tax liability through complex transaction arrangements, such that
they neglect or pursue their own interests [31].

Yee [45] and Desai [47] hypothesized that companies often make sophisticated trans-
actions to avoid detection by tax authorities. In addition to hiding resources from tax
authorities, these sophisticated transactions can hide resources from companies, allowing
managers to use these resources for their own purposes.

In agency theory, the separation of ownership and control is central to all predictions
regarding tax avoidance [48]. Furthermore, because tax avoidance increases after-tax
cash flow, tax avoidance can be seen as “one of the many risky investment opportunities
available to management” [49].

Board control is a means of promoting the dissemination of higher quality disclosures,
which reduces information asymmetry as well as agency costs and the resulting agency
problems [50]. Based on the agency theory on tax avoidance, there is a conflict of interest
between managers as implementers and investors. Putra [51] concludes that the implemen-
tation tries to reduce the amount of tax paid so that the amount of tax paid is small. The
knowledge of recognition in accounting methods and asset valuation, debt and income
provides an opportunity for managers to reduce the amount of tax paid in accordance with
applicable regulations. Thus, there is a need for government supervision to minimize tax
avoidance practices in companies by making regulations related to financial statement
reporting [51].

2.2. Stakeholder Theory

Researchers acknowledge stakeholder theory as the most dominant and useful theory
for explaining sustainability reporting practices [52]. The concept of stakeholders, according
to Freeman [53], involves two frameworks: one refers to policy and business planning,
and the other framework guides corporate social responsibility for both management and
stakeholders. The first framework is used to improve and test the company’s strategic
decisions involving groups and communities that play a part in the company’s continued
success. Thus, this framework focuses on how the company manages its relationships with
its stakeholders. The second framework adds external influences that may vary with the
company. These influences include the government, communities and groups that care
about social issues.

Stakeholder theory suggests that all stakeholders are interdependent, including busi-
ness partners, customers, employees, and societal and financial stakeholders. The business
engages with its stakeholders in various activities that have one common goal [54].

Stakeholder theory has ethical–moral (normative) and strategic–managerial (instru-
ment) approaches. From a stakeholder perspective, it is very useful in motivating and
directing companies to prepare quality reports that combine and integrate information re-
lated to financial, social, governance and environmental fields [55]. Stakeholder theory with
an instrumental approach considers the influences of different groups of stakeholders and
not just shareholders. This can improve the company’s relationship with its stakeholders
and help it gain social consensus [56]. Thus, stakeholder theory focuses on the relationship
between companies and stakeholders. Sustainability reporting includes two-way consider-
ations that must characterize the relationship between companies and stakeholders [57].

2.3. Hypotheses Development
2.3.1. Sustainability Reporting and Tax Avoidance

For their study, Rudyanto [8] used non-financial companies listed on the Indonesian
Stock Exchange from 2014 to 2017, showing that sustainability reporting positively affected
tax avoidance [8]. Hoi [9] conducted a study using 11,006 observations made on US
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Companies from 2003 to 2009. This is similar to Inger [13], who used the data from a
sample of US public companies taken from 2000 to 2013. Lanis [10] observed the actions of
20 companies in Australia from 2001 to 2006. Lin [11] considered the data of companies
in China from 2008 to 2012. Abdelfattah [14] used a sample of 30 companies out of
the 100 Egyptian companies listed in the Environmental, Social and Governance Index.
Abid [15] used a sample of 520 companies listed on Euronext Paris for the period 2005–2016.
Afrizal [16] used companies in the Jakarta Islamic Index listed on the Indonesia Stock
Exchange from 2007 to 2019. Similarly, Budiman [17] also used manufacturing companies
listed on the Indonesia Stock Exchange as a sample for the 2016 to 2019 time period, but
Rohyati [20] used a sample from mining companies listed on the Indonesia Stock Exchange
between 2016 and 2019 with 40 observations. Chouaibi [18] investigated a sample of
119 companies listed on the Paris stock market between the years 2010 and 2019 with
1190 observations. Ghadakforoushan’s [19] had their sample of 73 financial managers
as respondents in firms on Tehran Stock Exchange in 2021. Their sample included S&P
1500 companies from Thomson Reuters for corporate social responsibility data and financial
statement data obtained from Compustat between 2007 and 2016 [21]. The previous research
concluded that corporate social responsibility has a positive effect on tax avoidance [9–21].

Other studies have concluded that sustainability reporting has also been found to
have a negative effect on tax avoidance [22], as Lanis [22] determined by analyzing data
gathered from 2008 and 2009 on a sample of 408 listed Australian companies. One aspect
of corporate social responsibility is transparent sustainability reporting, but companies are
not obliged to disclose such information. This means that the higher the corporate social
responsibility disclosure, the lower the tax aggressiveness of the company. Amalia [23]
investigated 38 companies listed on the Indonesian Stock Exchange in 2017 and concluded
that sustainability reporting did not affect tax avoidance. Kovermann [58] used 47 papers
retrieved from databases (Web of Science, Wiley Online Journals, Science Direct, Emerald,
and EBSCO) to investigate the effect of corporate social responsibility on tax avoidance.

Stakeholder theory states that no single stakeholder is as important as the com-
pany [59]. Thus, corporate social responsibilities, one of which is sustainability reporting,
can have a positive effect on tax avoidance. The more forthcoming a company is with
sustainability reporting, the greater their tax avoidance. Based on the explanation above,
the following hypothesis was proposed:

Hypothesis 1 (H1). Sustainability reporting has a positive effect on tax avoidance.

2.3.2. E-Commerce and Tax Avoidance

Argilés-Bosch [24] conducted a study in France using data from 2007 to 2016, in
which they found that e-commerce has a negative effect on tax avoidance, which was
also found in a study by [25]. Klassen [26] and Benjamin [27] conducted their studies in
United States companies between 1999 and 2010 [26] and 2005 to 2015 [27], respectively.
Noviyanti [28] performed a similar study using data from 482 business owners in Indonesia.
Argilés-Bosch [29] used a sample of 3015 firms in Europe. Klassen [26], Benjamin [27],
Noviyanti [28] and Argilés-Bosch [29] indicated that e-commerce has a positive effect on
tax avoidance.

Agency theory refers to a contractual relationship between the principal and the
agent established to ensure a service wherein the principal authorizes the agent to make
decisions for the principal with the understanding that they will prioritize the principal’s
interest in optimizing the company’s profits while minimizing burdens, which include
tax burdens; tax burdens can be minimized through tax avoidance. Companies that
implemented e-commerce tend to minimize tax payments by tax avoidance [60]. Therefore,
it can be expected that e-commerce influences tax avoidance. Thus, we formulated the
following hypothesis:

Hypothesis 2 (H2). E-commerce has a positive effect on tax avoidance.



Sustainability 2022, 14, 3738 5 of 17

2.3.3. Tax Avoidance and Firm Performance

To study the effect of tax avoidance on firm performance, Andayani [61] used a sample
of 40 companies listed on the Indonesia Stock Exchange during the period of 2014 to 2019.
Khuong [31] used a sample of Vietnamese firms listed from 2010 to 2016. Zhu [62] used a
sample of companies from the Ghana Stock Exchange. Inger [13] used a sample of United
States public companies active from 2000 to 2013. Chen [30] used a sample of Chinese firms
listed from 2001 to 2009. All of these studies have found that tax avoidance has a negative
effect on company performance.

Other studies have found that tax avoidance has a negative effect on market value [34,44,63].
Handayani [32] studied manufacturing companies listed on the Indonesia Stock Exchange
from 2016 to 2018 and found that tax avoidance has no effect on firm value. Akbari [64]
used a sample of 130 companies listed on the Tehran Stock Exchange and over the counter
(OTC) markets from 2004 to 2015 and found that tax avoidance did not significantly affect
firm value. Similarly, another study found that tax avoidance has no effect on financial
performance [65].

Meanwhile, Khuong [31] showed that tax avoidance had a positive effect on firm
performance, while Inger [33], who chose his sample of large multinational firms based
in the United States by selecting them from the 2005 Fortune 500, used data from 1997 to
2010 and found that tax avoidance positively affected firm value. Chen [34] used data from
the China Stock Market and Accounting Database (CSMAR) from 2004 to 2012 to conclude
that tax avoidance influenced market value.

Hasan [35] used financial data from the Compustat annual file from the CRSP database
from the Peter Demerjian website for the period 1986 to 2016. Ha [36] used secondary
data from the annual financial statements of companies listed on Ho Chi Minh Stock
Exchange—HOSE in Vietnam from 2010 to 2018 with a sample of 209 companies and
1881 observations. Wibowo [37] used annual reports and financial reports from consumer
goods industrial sector companies listed on the Indonesia Stock Exchange from 2016 to
2020 with a sample of 20 companies with 150 observations. These studies concluded that
tax avoidance has an effect on firm value [35–37].

In studying the effect of agency theory on tax avoidance, [46,47] found that companies
often make sophisticated transactions to avoid detection by tax authorities. Agency theory
implies that companies need to make reports to reduce information asymmetry with stake-
holders, especially shareholders [60]. Because the company is required to report its tax
payments in its financial statements, shareholders will know the amount of the company’s
tax evasion. In addition to hiding resources from tax authorities, these sophisticated trans-
actions allow managers to divert resources for their own purposes. Given the information
above, the following hypothesis was proposed:

Hypothesis 3 (H3). Tax avoidance has a positive effect on a company’s performance.

2.3.4. Organizational Culture Moderates the Impact of Tax Avoidance and Firm Performance

A study by Kong [44] used the 2014 data of 100 Malaysian-ASEAN Corporate Gover-
nance Report (MACGR) companies to determine if corporate governance acts as a mod-
erator of the effect of tax avoidance on firm value. The results of the study confirmed the
finding that tax avoidance not only transfers wealth from the government to company share-
holders but also increases the likelihood of tax savings being channeled to opportunistic
managers [46].

Akbari [64] examined 10 Nigerian oil companies in operation in 2019 and showed
that tax avoidance had no effect on financial performance. However, they found that
earnings management had a moderating effect on the relationship between tax avoidance
and financial performance, which suggested a positive and significant moderating role in
the relationship between earnings management and tax avoidance.

This study looks at organizational culture as a moderating variable of the effect of tax
avoidance on company performance. In such a consideration, if the moderating variable is
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found to be significant, it means that it increases the influence of tax avoidance on company
performance. If the result is not significant, it means that the moderating variable does
not strengthen the effect of tax avoidance on company performance. Thus, the following
hypothesis was proposed:

Hypothesis 4 (H4). Organizational culture moderates the effect of tax avoidance on company performance.

Figure 1 illustrates the research model of all hypotheses.

Figure 1. The research model.

3. Materials and Methods
3.1. Population and Sample

The population of this study consists of Small and Medium Enterprises (SMEs) in
Palembang, South Sumatera, Indonesia. The number of Palembang City SMEs as of
December 2019 was 11,300. The unit of sample size with a percent allowance was 5%. This
study employed the Slovin method because the minimum number of samples is unknown.
Slovin’s formula for sampling is as follows:

n =
N

1 + Ne2 =
11.300

1 + 11.300 (0.05)2 = 386 (1)

The sample of this study was divided based on the type of business typically done
by the SMEs. Table 1 shows the sample of this study based on type of business from
Palembang office of Cooperatives and Micro, Small and Medium Enterprises.

Table 1. The sample of this study.

No Type of Business Total Sample

1 Wholesale and retail trade; car and motorcycle repair and maintenance 80
2 Provision of accommodation and provision of food and drink 81
3 Processing industry 75
4 Agriculture, forestry and fisheries 75
5 Transportation and warehousing 75

Total 386
Source: Palembang Office of Cooperatives and Micro, Small and Medium Enterprises.

3.2. Measurement of Variables

Sustainability reporting refers to a report made by a company that discloses or commu-
nicates to all stakeholders the company’s environmental performance and good governance
in an accountable manner [5]. In the present study, the section of the questionnaire related
to sustainability reporting consisted of three questions. Ratings were completed using a
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five-point Likert scale that ranged from 1 = strongly disagree to 5 = strongly agree. Sustain-
ability reporting is an important element for implementing a proactive environmental and
social strategy, as it can help companies receive the financial benefits of making more sus-
tainable choices [3]. Sustainability reporting can or should contribute to shareholder value
and takes into account the challenges to conventional views of value that sustainability
reporting can offer [66].

E-commerce refers to the buying and selling of goods through electronic media [67].
In the present study, the section of the questionnaire regarding e-commerce consisted of
four questions. Ratings were completed using a five-point Likert scale that ranged from
1 = strongly disagree to 5 = strongly agree. Electronic commerce or e-commerce facilitates
trade in products or services using computer networks, such as the internet or online
social networks [68]. E-commerce uses a website as an intermediary that connects the two
parties, buyers and sellers. Thus, buyers can purchase products/services from their home,
and sellers can run their business without the expense of a brick-and-mortar store. The
increasing popularity of e-commerce may be due to the advantages of simplicity, timeliness,
efficiency, and reduced costs for both sellers and buyers [69].

Tax avoidance refers to efforts made by a company to minimize the amount of tax that
must be paid while staying in accordance with applicable laws and regulations [70]. The
section of the questionnaire used in this study on tax avoidance consisted of four questions.
Ratings were completed using a five-point Likert scale that ranged from 1 = strongly dis-
agree to 5 = strongly agree. Some recent studies have used the effective tax rate to measure
tax avoidance using secondary data [30,34,44], the cash effective tax rate to measure tax
avoidance [24,29], and the book-tax difference to measure tax avoidance [41]. Tax avoidance
is any activity that can explicitly reduce a company’s tax burden. This is reflected in the
effective tax rate, and refers to tax deductions that are fully compliant with the law [71]. Pre-
vious research investigating tax avoidance in SMEs includes studies by Argilés-Bosch [29],
who investigated the financial data of SMEs in China; Inger [33], who used 1500 SMEs in
India active from 2013 until 2014; and Ratnawati [41], who used a sample of 18.954 SMEs
from 2011 to 2013.

Organizational culture refers to the set of values, principles, traditions, and ways of
working that are shared by members of an organization and that influence the way they
act [72]. The questionnaire section related to organizational culture in this study consisted
of four questions. Ratings were completed using a five-point Likert scale that ranged
from 1 = strongly disagree to 5 = strongly agree. Organizational culture is made up of the
attitudes, values, norms, and mutual respect shared by members of the organization [73].
Each member in the organization is expected to share these norms and values and adopt be-
haviors and attitudes consistent with the culture of the company. SMEs usually have similar
norms and values such as working together and equality in the provision of punishment
and rewards.

Firm performance is a condition that is best assessed by a company at every given
period [74]. In this study, the section of the questionnaires on firm performance consisted
of four questions. Ratings were completed using a five-point Likert scale that ranged
from 1 = strongly disagree to 5 = strongly agree. Six variables are typically used to assess
firm performance: financial, market, environmental, social, innovation, and operational
performance [75]. This study used financial, market, and operational performance to
measure firm performance. Table 2 shows the measured variables and related questionnaire
statements based on the explanation above.
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Table 2. The measured variables and the related questionnaire statements.

Variable Items

Sustainability
reporting

1. Reports that disclose information related to economic aspects
2. Reports that reveal environmental aspects
3. Reports that reveal economic aspects

E-commerce

1. Our online transactions are of good quality
2. Our online transactions are convenient
3. Our online transactions are secure
4. Our online transactions that provide support for services

Tax avoidance

1. The taxes we pay are in accordance with the amount of our income
2. The taxes we pay are in accordance with the tax law
3. Tax avoidance reporting or depositing income and taxes owed

during the pandemic are carried out even though the funds are
used for economic recovery

4. We always carry out the payment of tax obligations appropriately

Organisational
culture

1. All employees receive fair treatment
2. All employees have equal rights
3. All employees have tolerance within the company
4. All employees have social responsibility in the company

Firm performance

1. Our company earned sales
2. Our company can earn profit
3. Our company has a share of the market
4. Our company earns return on capital

3.3. Method of Analysis

Validity testing using partial least square is based on convergent validity, discriminant
validity and average variance extracted (AVE). Reliability testing was done using reliability
and Cronbach’s alpha results obtained from each parameter [60].

Criteria for Goodness of Fit Index

The research model used in this study is as follows:

TA = α + β1SR + β2Ecomm + ε (2)

Perf = α + β1SR+ β2Ecomm + β3 TA × BO + ε; (3)

TA = Tax avoidance;
SR = Sustainability Reporting;
Ecomm = E-commerce;
Perf = Firm Performance;
BO = Organisational Culture.

Figure 2 shows the diagram for the methods. It shows the methods for this study
from the background, literature review, problem, hypotheses, research model, collect and
process data, data analysis. The last is interpretation and reporting for this study.
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Figure 2. The Diagram for the Methods.

4. Results
4.1. The Respondent Demographics

As Table 3 indicates, the respondents were predominately men, at 113 (53.55%), with
98 women (32.45%). In terms of age, 117 respondents were <36 years old (55.45%), 55 were
36–45 years old (26.07%) and >39 people were over 45 years old (18.48%). In terms of the
level of education obtained, 41 respondents (19.43%) had finished some high school and
43 (20.37%) had received their diploma. A total of 119 people (56.39%) had a bachelor’s
degree and 8 (3.81%) had their masters. In terms of the type of business, most of the
participants were involved in the sales and retail trade or repair and maintenance of cars
and motorcycle business with 87 (41.223), followed by businesses providing food and
drink with 77 (36.49%). SMEs in the manufacturing industry accounted for 23 respondents
(10.89%); agriculture, forestry and fisheries accounted for 12 (5.69%); and transportation
and warehousing accounted for 12 respondents (5.69%).

Table 3. Profile of respondents.

Description Total Percentage (%)

Gender
Male 113 53.55
Female 98 46.45
Total 211 100

Age

<36 years 117 55.45
36–45 years 55 26.07
>45 years 39 18.48
Total 211 100
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Table 3. Cont.

Description Total Percentage (%)

Education

High School 41 19.43
Diploma 43 20.37
Bachelors 119 56.39
Masters 8 3.81
Total 211 100

Type of business

Wholesale and retail trade; and
motorcycle repair and maintenance 87 41.23

Provision of accommodation and
provision of food and drink 77 36.9

Processing industry 23 10.89
Agriculture, forestry and fisheries 12 5.69
Transportation and warehousing 12 5.69
Total 211 100

4.2. Descriptive Statistics

Table 4 shows the descriptive statistics. Table 5 shows the construct reliability and
validity. Hair [76] argued that to test the validity of the average variance extracted (AVE)
value, the AVE value must be above 0.50. Table 5 shows that the AVE values of all the
variables studied were above 0.50. The Cronbach alpha and composite reliability values
are above 0.70, indicating that the construct is reliable [76–78]. Table 6 shows the outer
model. The value above >0.5 [77]. Table 7 shows correlations among constructs and
discriminant validity.

Table 4. Descriptive statistics.

Variable Min Max Mean Standard Deviation Factor Loading

Sustainability
reporting

SR1 1 5 4.270 0.653 0.717
SR2 1 5 4.118 0.936 0.935
SR3 1 5 4.180 0.944 0.903

E-commerce
Ecomm 1 1 5 4.360 0.656 0.829
Ecomm 2 1 5 4.246 0.808 0.889
Ecomm 3 1 5 4.322 0.828 0.808
Ecomm 4 1 5 4.412 0.720 0.829

Tax avoidance
TA 1 1 5 4.360 0.588 0.908
TA 2 1 5 4.236 0.724 0.907
TA 3 1 5 3.955 1.278 0.894
TA 4 1 5 4.388 0.655 0.775

Organisational Culture
BO 1 1 5 4.289 0.753 0.847
BO 2 1 5 4.284 0.771 0.921
BO 3 1 5 4.312 0.760 0.900
BO 4 1 5 5.030 0.821 0.870

Firm Performance
Perf 1 1 5 4.407 0.589 0.793
Perf 2 1 5 4.236 0.799 0.883
Perf 3 1 5 4.279 0.817 0.845
Perf 4 1 5 4.308 0.825 0.834
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Table 5. Construct reliability and validity.

Construct Reliability and Validity

Cronbach’s Alpha Composite Reliability Averages Variance Extracted (AVE)

Sustainability
reporting 0.813 0.891 0.735

E-commerce 0.859 0.905 0.704
Tax avoidance 0.765 0.716 0.634

Firm performance 0.860 0.905 0.705
Organisational culture 0.907 0.935 0.783

Table 6. Outer Model.

Variable SR Ecomm TA BO Perf

Sustainability reporting
Reports that disclose information related to economic aspects 0.717
Reports that reveal environmental aspects 0.935
Reports that reveal economic aspects 0.903
E-commerce
Our online transactions are of good quality 0.829
Our online transactions are convenient 0.889
Our online transactions are secure 0.808
Our online transactions provide support for services 0.829
Tax avoidance
The taxes we pay are in accordance with the amount of our income 0.908
The taxes we pay are in accordance with tax law 0.907
Tax avoidance reporting or depositing income and taxes owed
during the pandemic are carried out even though the funds are
used for economic recovery

0.894

We always carry out the payment of tax obligations appropriately 0.775
Organisational Culture
All employees receive fair treatment 0.847
All employees have equal rights 0.921
All employees have tolerance 0.900
All employees have social responsibility 0.870
Firm Performance
Our company earned sales 0.793
Our company can earn a profit 0.883
Our company has a share of the market 0.845
Our company earns a return on capital 0.834

Table 7. Correlations among constructs and discriminant validity.

Construct Sustainability
Reporting E-Commerce Tax Avoidance Organizational

Culture
Firm

Performance

Sustainability Reporting 0.857
E-commerce 0.658 0.839
Tax Avoidance 0.430 0.455 0.625
Organisational Culture 0.752 0.682 0.427 0.885
Firm Performance 0.680 0.652 0.421 0.738 0.840

4.3. Result

In testing the hypotheses above, the coefficient parameters and significant values were
generated with a corrected bias confidence interval of 95% for each independent variable.
Figure 3 shows the structural model. The results in terms of all the hypotheses proposed in
this study can be seen in Figure 4 and Table 8. Our analyses show that the coefficient value
(β) for the SR→ TA relationship with a coefficient value (β) of 0.25 and a p-value of 0.01
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is less than 0.05. The first hypothesis (H1) is accepted; thus, sustainability reporting has
a positive effect on tax avoidance. Furthermore, the coefficient value (β) on the effect of
ECOMM→ TA is 0.28, and the p-value is 0.01 is less than 0.05. This means that the second
hypothesis is fully supported. Thus, e-commerce has a positive effect on tax avoidance.
We found that TA→ PERF has a coefficient value (β) of 0.46 and a p-value of 0.01. This
indicates (H3) is accepted. Thus, tax avoidance has a positive effect on firm performance.
Finally, TA→ PERF→ BO has a coefficient (β) of −0.06 with a p-value of 0.33, which is
bigger than 0.05. This fourth hypothesis is rejected. Thus, organizational culture does not
strengthen the effect of tax avoidance on company performance.

1 
 

 
Figure 3. Structural Model.

Figure 4. The result from partial least square regression. Note: SR = sustainability reporting;
ECOMM = ecommerce; TA = tax avoidance; Perf = firm performance; BO = organizational culture.
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Table 8. The results of the hypotheses.

Hypothesis Coefficient p-Value Result

SR→ TA (H1) 0.25 0.01 Supported
ECOMM→ TA (H2) 0.28 0.01 Supported

TA→ PERF (H3) 0.46 0.01 Supported
TA→ PERF→ BO (H4) −0.06 0.33 Rejected

5. Discussion

The research aims to contribute to the body of literature in the area of sustainability
reporting, e-commerce, tax avoidance, firm performance and organizational culture. The
research focuses on small and medium enterprises (SMEs) in Palembang. The respondents
of this study are the owners of SMEs in Palembang. The data acquired through an online
survey are analyzed using the partial least square structural equation model. In addition,
to assess the structural model, the hypotheses are examined using p values with <0.01 less
than 1%. The outcomes of the test support three (3) out of four (4) stated hypotheses.

Based on Table 8 and Figure 4 the results revealing the confirmation of the first hy-
pothesis indicate that sustainability reporting has a positive and significant influence on
tax avoidance, thus supporting H1. This finding supports prior studies by [9–21]. Sustain-
ability reporting in Indonesia is still not mandatory for companies listed on the Indonesia
Stock Exchange, especially for SMEs. However, the results of this study indicate that
sustainability reporting has a positive and significant effect on tax avoidance. This means
that the greater the use of sustainability reporting, the greater the tax avoidance. This can
be interpreted as showing that those SMEs owners should understand that sustainability
reporting provides not only economic information, but also social and environmental
information. Thus, the higher the disclosure of sustainability reporting, the higher the
tax avoidance for SMEs in Palembang. The finding also supports the stakeholder theory.
Sustainability reporting can reduce the negative perception of shareholders regarding tax
avoidance. This finding supports the stakeholder theory, based on the stakeholder theory
with ethical–moral (normative) and strategic–managerial (instrumental) approaches [55].

The second hypothesis (H2) shows that e-commerce has a positive and significant
effect on tax avoidance. This result is supported by previous research [26–29]. The previous
research concluded that e-commerce positively influenced tax avoidance. The Indonesian
government strongly supports the growth of e-commerce, especially when carried out by
SMEs. Indonesians make many purchases online, so many SME owners have expanded to
use e-commerce to sell their products and services. The increase in the number of online
transactions has increased the tax revenue received by the Directorate General of Taxes.
However, many online business owners object to paying taxes for online transactions,
which suggests that online business owners may be looking for ways to evade paying their
taxes. The results of this study indicate that e-commerce has a positive and significant effect
on tax avoidance. It means that the higher the use of e-commerce in SMEs, the higher the
tax avoidance by SMEs in Palembang. This result supports the agency theory and suggests
that tax burdens can be minimized through tax avoidance [60].

The confirmation of the third hypothesis reveals that tax avoidance has a positive effect
on firm performance. This means that the greater the tax avoidance, the better the firm’s
performance. This result is similar to and supports that of previous studies [8,31,33,34]. Tax
avoidance positively influences accounting performance [31], it had a positive effect on
firm value [8,33], and it positively influences market value [35]. This study used financial,
firm and market values to measure firm performance. This result supports the agency
theory. Agency theory implies that shareholders do not always want management to avoid
tax because there are costs to be incurred, but companies need to make reports to reduce
information asymmetry with stakeholders, especially shareholders [60].

Our final hypothesis is that organizational culture acts as a moderating variable
in the effect of tax avoidance and firm performance. The results of this study found
no significance between these variables. Thus, organizational culture does not act as
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a moderating variable. This means that organizational culture does not strengthen the
relationship between tax avoidance and company performance. This could be because
the role of organizational culture has not been fully applied in the business management
process in SMEs in Palembang, even though most SMEs are hereditary businesses, handed
from parents to children. Another reason is that the owners of SMEs follow all applicable
tax rules. Hence, they automatically pay taxes on time. Furthermore, during the ongoing
pandemic, the government, especially the Ministry of Finance, has been supporting SMEs
by providing compensation and incentives related to taxes.

6. Conclusions

This study examines the effect of sustainability reporting and e-commerce on tax
avoidance, and the effect of tax avoidance on firm performance in small and medium
enterprises (SMEs) in Palembang, South Sumatera, Indonesia, with organizational culture
as moderating variable. We found a significant association between sustainability reporting
and tax avoidance. This means that the greater the disclosure of sustainability reporting
in SMEs, the higher the tax avoidance. We also found that e-commerce has a positive
and significant effect on tax avoidance. This also means that the higher the level of e-
commerce in SMEs in Palembang, the higher the tax avoidance. This is in line with the third
hypothesis that tax avoidance has a positive and significant effect on firm performance. It
means that the higher the tax avoidance, the higher the company’s performance. However,
we also found that organizational culture does not moderate the effect of tax avoidance on
firm performance.

No previous studies on sustainability reporting and e-commerce were combined to
examine their effects on tax avoidance. In addition, tax avoidance also affects company per-
formance with organizational culture as a moderator between tax avoidance and company
performance. Explaining this issue, we provide theoretical implications for the literature
related to agency theory and stakeholder theory. The results of the study support agency
theory and stakeholder theory. The results of this study are empirical evidence of and add
to the knowledge related to the topics we have studied.

In addition to the theoretical implications, this study provides several practical im-
plications. First, small and medium business owners can take advantage of the extensive
use of e-commerce to sell products and services to reduce tax payments or tax avoidance.
Second, although sustainability reporting is not mandatory for SMEs to disclose, it can
provide benefits for the sustainability of their business. Finally, from this research, it can be
useful for the government to pay special attention to the continuity of SMEs in competing
and getting consumers who are loyal to their products and services. The results of this
study are expected to be useful in developing regulations that are useful for SMEs in
running their businesses, with special implications for the Ministry of Cooperatives and
Micro, Small and Medium Enterprises and the Ministry of Finance in Indonesia. Thus, the
Ministry can establish policies that are beneficial for SMEs throughout Indonesia, not just
in Palembang.

However, this study has several limitations. First, this research focuses solely on SMEs
in Palembang. Thus, our results cannot be generalized to SMEs in other regions due to
cultural differences. Second, this study uses a questionnaire from a previous study. Thus,
the questions need further expansion. Finally, this this study uses quantitative methods for
obtaining data using online surveys due to the COVID-19 pandemic.

Lastly, this study provides some suggestions for future research. We recommend that
future research focuses on a specific sector, such as the financial or mining sectors or others.
Next, we suggest using variables that have not been tested in this study, such as corporate
governance, tax evasion, and company characteristics. Finally, the future research can use
qualitative research methods such as case studies or conducting interviews. This is because
qualitative methods will investigate in more detail the topics to be studied by obtaining
data through direct interviews with experts who apply them.
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