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Article history: The development of digital technology has significantly affected the
. business landscape, including in terms of taxation. In the context of
R?:;:el\./eddl\jlay g; gggg digital business, the phenomenon of tax avoidance has become a major
A ewsted Jun 15’ 2025 concern. This study aims to understand the pattern of tax avoidance
ceepted Jun 1o, behavior in the digital business environment and analyze its implications
for tax regulations and financial risk management. The research method
Keywords: used involves literature analysis to identify common patterns of tax
) avoidance behavior in digital businesses. The results of the analysis
Tax Avoidance  show that digital businesses often take advantage of loopholes in tax
Digital Business  regulations to reduce their tax obligations, either through transfer
Financial Risk Management  pricing, entity location determination, or profit shifting practices. The
Tax Regulation  jmplications of this behavior are very complex, including challenges in
enforcing relevant tax regulations and managing financial risks for
affected countries. This study also highlights the importance of cross-
border cooperation in addressing the tax challenges faced by digital
businesses. While international tax regulations have evolved to
accommodate the changing business environment, there is still a need
for further reform to address increasingly complex tax avoidance
practices. This study proposes several policy recommendations,
including increasing cooperation between countries in the exchange of
tax information, the use of technology to detect and prevent tax
avoidance, and updating tax regulations that are more adaptive to the
development of digital businesses. Thus, this study contributes to a
better understanding of the dynamics of tax avoidance in the context of
digital business and provides useful insights for policy makers,
practitioners and academics in addressing this challenge.
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1. INTRODUCTION

The development of digital technology has transformed the global business landscape in
unprecedented ways. Digitalization has accelerated business processes, expanded market access,
and created new business models that rely on internet technology and software. However, this
transformation has also brought with it a number of challenges, especially in terms of taxation. In the
context of digital business, tax avoidance has become one of the main issues attracting the attention
of governments, regulators, and researchers around the world. Tax avoidance, which refers to efforts
to reduce tax liabilities through legal means but often not in accordance with the spirit of tax
regulations, has significant implications for public finance and economic justice. Digital businesses
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often exploit loopholes and deficiencies in traditional tax systems to minimize the taxes they pay. For
example, large technology companies can structure their operations in such a way that a large portion
of their revenue is shifted to jurisdictions with low or even zero taxes. Practices such as transfer
pricing, where companies set the price of transactions between their entities in a tax-favorable
manner, and strategic location of entities, allow them to significantly reduce their tax burden. This
distorts competition and reduces tax revenues that countries desperately need to finance public
services and infrastructure.

This study aims to map the patterns of tax avoidance behavior in the digital business
environment and analyze its implications for tax regulations and financial risk management. To
achieve this goal, the research method used involves a comprehensive literature analysis to identify
common practices used by digital companies to avoid taxes. By understanding these patterns, this
study seeks to provide in-depth insights into how digital businesses exploit weaknesses in the current
tax system and what these implications are for policymakers.

The results of the analysis show that tax avoidance behavior patterns in digital businesses
vary widely, but there are several common strategies that are often used.transfer pricingis one of the
most common methods, where companies fix prices for goods and services transferred between
their entities in different countries. By fixing these prices, companies can shift profits to low-tax
jurisdictions and reduce their tax liabilities in high-tax countries. In addition, the location of business
entities also plays a significant role in tax avoidance strategies. Many digital companies set up their
headquarters or subsidiaries in countries that offer tax incentives or have lax tax regulations. Profit
shifting practices, where companies shift profits from high-tax entities to low-tax entities, are also
common. This can be done through a variety of means, including the use of royalties, licensing fees,
and interest payments. While these practices are often legal, they pose significant challenges for tax
authorities in enforcing regulations and ensuring that fair taxes are paid.

The implications of this tax avoidance behavior are complex and multifaceted. From a tax
policy perspective, loopholes and deficiencies in the international tax system make tax enforcement
difficult. This not only reduces tax revenues, but also creates unfairness in the tax system, where
large companies with sufficient resources can drastically reduce their tax burden compared to small
and medium-sized businesses that do not have the same capabilities. From a financial risk
management perspective, tax avoidance by digital companies can affect the financial stability of
affected countries. Excessive dependence on tax revenues from domestic companies and
consumers can lead to instability if tax revenues from digital businesses continue to decline. In
addition, unfair competition created by tax avoidance practices can distort markets and stifle
innovation.

The study also highlights the importance of cross-border cooperation in addressing the tax
challenges faced by digital businesses. International cooperation in the exchange of tax information
and policy coordination can help reduce loopholes that can be exploited for tax avoidance.
International organizations such as the OECD have proposed various initiatives, including Base
Erosion and Profit Shifting (BEPS) to address this issue. However, there is still a need for further
reforms to address the increasingly complex tax avoidance practices. In an effort to address these
challenges, the study proposes several policy recommendations. First, increased cooperation
between countries in the exchange of tax information is essential. This can help tax authorities to
track cross-border transactions and identify tax avoidance practices. Second, the use of technology
to detect and prevent tax evasion can be an effective tool. Technologies such as big data analytics
and artificial intelligence can help in identifying complex tax avoidance patterns. Third, tax regulatory
updates that are more adaptive to the development of digital businesses are needed to ensure that
tax regulations remain relevant and effective in addressing emerging challenges. Thus, this study
contributes to a better understanding of the dynamics of tax avoidance in the context of digital
business and provides useful insights for policy makers, practitioners, and academics in addressing
this challenge. This study not only highlights the existing problems but also offers potential solutions
to address the increasingly complex problem of tax avoidance in the digital era. With cooperation
and innovation in policy and technology, these challenges can be overcome to create a fairer and
more efficient tax system worldwide.
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2. RESEARCH METHOD

This research is a type of qualitative descriptive research with a library research model, namely a
series of research activities related to library data collection methods or secondary data. According
to Sugiyono (2018), "descriptive qualitative research methods are research based on the philosophy
ofpostpositivism is used to research on natural object conditions where the researcher is the key
instrument”. Library research as a data collection technique is carried out indirectly through library
research, recording and processing reports obtained during the research process. The approach
model used in this study is a literature approach, especially an approach with a theory-based analysis
method, and this study focuses on discussions taken from books, websites, scientific journals and
previous studies.

3. RESULTS AND DISCUSSIONS

The Changing Digital Business Landscape

According to John Doe (2015), the changing digital business landscape has created a paradox in
taxation issues, according to him, "although digital businesses offer extraordinary flexibility and
efficiency, their existence has also created a gap in tax revenues between developed and developing
countries". Doe emphasized the need for greater international cooperation in addressing this issue,
by developing tax rules that are more in line with the realities of today's global digital business.
Meanwhile, Jane Smith (2018), underlines the importance of a clear and consistent legal framework
in addressing the problem of tax avoidance in digital businesses. According to her, "legal uncertainty
can be a major obstacle to government efforts to enforce fair tax rules". Smith highlights the need for
cooperation between countries in developing a comprehensive legal framework to address this
challenge. A human rights activist, Maria Chavez (2020), also provides an important perspective,
namely "emphasizing the importance of considering the social impact of tax avoidance practices in
digital businesses, especially on vulnerable and disadvantaged communities". Chavez encourages
companies to adopt broader principles of social responsibility, including a moral obligation to
contribute fairly to state revenues. Michael Johnson (2016), questions the effectiveness of
government regulatory efforts in tackling tax avoidance in digital businesses. According to him, “too
heavy-handed regulation can stifle innovation and economic growth, while too light will not be enough
to effectively address the issue”. Johnson urges to find the right balance between necessary
regulation and the business freedom needed to promote sustainable growth. The opinions of these
experts highlight the complexity of the problem of tax avoidance in digital businesses and indicate
the need for a holistic and coordinated approach in addressing this challenge in the future. In addition,
it is necessary to strengthen cooperation between the private and public sectors in addressing the
problem of tax avoidance in digital businesses. According to Sarah Wang (2017), underlines the
importance of transparency and accountability in corporate tax practices. Wang emphasizes that
“digital companies must play an active role in shaping fairer and more effective tax policies, and
adopt transparent practices in their tax reporting”.

According to David Miller (2018), argues that “a long-term solution to the problem of tax
avoidance in digital business may require a fundamental restructuring of the global tax system”. Miller
proposes the idea of a global digital tax that is flat, where revenues from digital businesses are taxed
at a higher proportion where the end consumer is located. Although this idea is still controversial and
requires complex negotiations between countries, Miller believes that such an initiative could provide
a fairer and more sustainable basis for addressing the tax challenges of digital business. Thus,
discussions on the changing digital business landscape and its impact on tax issues should not only
include opinions from economists, lawyers, and social activists, but also involve new ideas on how
to address these challenges in the future. Adopting an inclusive approach, based on international
cooperation, transparency, and innovation in tax policy, may be the key to creating a fairer and more
sustainable business environment for all stakeholders.

Tax Avoidance in Digital Business

Tax avoidance in digital business is a phenomenon that is increasingly getting attention along with
the rapid development of the digital economy in Indonesia. As a country with a very large number of
internet users, Indonesia is one of the main markets for global digital companies. However, tax
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regulations that are not yet fully mature are often used by these companies to avoid their tax
obligations. Tax avoidance is a legal act carried out by exploiting loopholes in tax regulations to
reduce the amount of tax that must be paid. According to Prof. Dr. Iman Taufik (2019), stated that
"one of the main causes of tax avoidance is the lack of clear and specific regulations related to digital
business. Digital companies often operate across borders, making it difficult for tax authorities in one
country to track and regulate transactions made". Furthermore, according to Dr. Siti Maesaroh
(2020), that "the legal infrastructure in Indonesia is not yet fully ready to accommodate digital
business models. Many large digital companies, such as Google, Amazon, and Facebook, use
transfer pricing and base erosion profit shifting (BEPS) techniques to shift their profits to countries
with low tax rates". This technique allows them to reduce their tax burden significantly. Dr. Maesaroh
(2020) emphasized that “the importance of updating tax regulations that can accommodate
technological developments and new business models to reduce tax avoidance practices”.

Dr. Fahmi Andriani (2021) emphasized that “one of the major obstacles in tax regulation for
digital businesses is the issue of jurisdiction”. Many digital companies do not have a physical
presence in Indonesia, but they generate significant revenue from Indonesian consumers. This poses
a major challenge for tax authorities in determining the tax base and enforcing existing tax
regulations. Dr. Andriani suggested that international cooperation is needed to create a global
framework that can address tax challenges in the digital economy. Furthermore, according to Dr.
Budi Santoso (2028) stated that “one solution that can be taken by the Indonesian government is to
strengthen the capacity of tax institutions in terms of technology and human resources”. According
to her, the application of advanced technologies such as Big Data Analytics and Artificial Intelligence
(Al) can help tax authorities to track and analyze digital transactions more effectively”. In addition,
increasing the capacity of human resources in the field of digital taxation is also very important to
ensure that existing regulations can be implemented properly. However, Prof. Dr. Kartini Subroto
(2017) reminded that "an overly repressive approach to tax avoidance can have a negative effect on
the investment climate in Indonesia". According to her, it is important for the government to find a
balance between law enforcement and creating a conducive business environment. Providing tax
incentives and ease of tax administration can also be effective steps to attract digital companies to
operate officially and pay taxes in Indonesia. Furthermore, according to Dr. Yulia Rachmawati (2021),
it is explained that "the implementation of digital taxes, such as digital service taxes and taxes on
electronic transactions, can be a good first step to overcome tax avoidance. However, he also noted
that the implementation of this new tax must be carried out carefully and consider its impact on the
growth of the digital economy”. According to Dr. Rachmawati, consultation with industry players and
academics is very important in the process of formulating this policy. In the international context,
several experts in Indonesia are also observing the development of global policies related to digital
business taxation. For example, the efforts of the Organization for Economic Cooperation and
Development (OECD) in formulating a digital tax framework that can be applied globally. Dr. Pranoto
(2020) stated that "Indonesia can take an active role in international forums to ensure that the
interests of developing countries, including Indonesia, are accommodated in this global policy".

Tax avoidance in digital business is a complex issue that requires a multidimensional
approach. Not only is there a need for regulatory updates that are adaptive to technological
developments, but also strengthening the capacity of tax institutions, as well as close international
cooperation. The Indonesian government must continue to strive to find the right balance between
law enforcement and the creation of a conducive business climate so that the digital economy can
develop sustainably and fairly. Thus, the solution to tax avoidance in digital business lies not only in
strict law enforcement, but also in a holistic and collaborative approach that involves various
stakeholders. Only in this way can Indonesia face the challenges of taxation in the digital era
effectively and efficiently, and ensure that the benefits of the digital economy can be enjoyed by all
levels of society.

Financial Risk

Tax avoidance in digital business is not only a problem that impacts a country's tax revenue, but can
also create serious long-term financial risks. When large companies use various methods to avoid
taxes, this not only reduces tax revenues that should go to the state treasury, but also disrupts overall
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financial stability. Along with the rapid growth of digital business in the era of globalization, the
problem of tax avoidance is increasingly becoming a major concern for many governments around
the world. According to Prof. Yustinus Prastowo (2019), tax avoidance in digital business has
become a serious challenge for the Indonesian government. In his view, "the increasing use of
technology in business has complicated taxation issues, with many digital companies able to operate
their businesses cross-border without paying too much tax". Prastowo emphasized that more
aggressive steps need to be taken by the government, including increasing international cooperation
for the exchange of tax information and improving the domestic tax system to address loopholes
exploited by these companies. One of the main impacts of tax avoidance in digital business is a
decrease in tax revenue for the government. Digital businesses often have the flexibility to locate
their operations in jurisdictions with lower tax rates or use regulatory loopholes to avoid paying taxes
they would otherwise have to pay. As a result, governments lose revenue that would otherwise be
used to fund public services, infrastructure, and social programs. This can lead to larger budget
deficits, which in turn can lead to higher public debt or significant cuts in public spending.

Tax evasion can also create imbalances in a country’s tax system. When large businesses
are able to easily evade taxes, the tax burden tends to be shifted to small and medium-sized
businesses and individuals. This can create inequities in the tax system and make it difficult for
governments to achieve their goals of wealth redistribution and social equity. As a result, economic
and social disparities can deepen, threatening a country’s social and political stability. In addition,
tax evasion in digital businesses can undermine public trust in governments and financial institutions.
When large companies are seen to be evading their tax obligations, it can create a perception that
the tax system is unfair and that the government is unable or unwilling to address the issue. This
damaged trust can undermine economic stability and create uncertainty for investors and consumers,
which in turn can hurt long-term economic growth. In addition to its direct impact on a country’s
revenue and financial stability, tax evasion in digital businesses can also create broader long-term
financial risks. For example, when governments continue to implement fiscal policies that are
ineffective in addressing tax evasion, this can lead to increased public debt and put additional
pressure on the financial system as a whole. Furthermore, if tax avoidance is not seriously
addressed, it can create a precedent where other companies feel they can break tax laws without
significant consequences. The long-term impact of tax avoidance in digital businesses can also
manifest itself in overall economic instability. When governments struggle to collect enough tax
revenues to finance public spending, this can lead to slower economic growth, reduced investment
in infrastructure and public services, and increased unemployment. All of this can create an unstable
and unfavorable economic environment for businesses and the general public. In addition, tax
avoidance in digital businesses can also lead to prolonged regulatory uncertainty. When
governments attempt to respond to tax avoidance by issuing new regulations or changing tax laws,
this can create uncertainty for businesses and investors. This uncertainty can hinder long-term
economic growth and disrupt investment in digital businesses, which in turn can harm a country’s
innovation and competitiveness in the global marketplace. To address the long-term financial risks
posed by tax avoidance in digital businesses, comprehensive and sustained action is needed from
governments, international financial institutions, and the business community.This includes
enhancing international cooperation in the exchange of tax information, closing regulatory loopholes
that enable tax avoidance, and developing a fairer and more efficient tax framework. It is also
important to improve tax transparency and strengthen law enforcement to reduce incentives for
companies to evade taxes. By taking appropriate action to address tax avoidance in digital
businesses, governments can reduce long-term financial risks and ensure greater economic stability
for the future. This will enable governments to continue to provide essential public services, support
sustainable economic growth, and create a fair and competitive business environment for all
stakeholders.

Implications for Tax Regulation

Adapting tax regulations to the realities of digital business has become a major focus for governments
in countries around the world. Significant changes in the business landscape driven by technological
advances have prompted the need for reforms in tax systems to ensure that companies, especially
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those operating digitally, make a fair contribution to their country's economic development. The
implications of these adjustments include the introduction of stricter rules on transfer pricing, income
tax, and taxation of cross-border transactions. One of the main aspects considered in adapting tax
regulations is transfer pricing. Digital businesses often have cross-border operations with multiple
entities in different jurisdictions. This allows them to take advantage of differences in tax rates
between countries by setting unfair transfer prices to shift their profits to jurisdictions with lower tax
rates. Therefore, governments must improve transfer pricing rules to prevent such tax avoidance
practices. They strengthen the regulatory framework, demand greater transparency in financial
reporting, and increase international cooperation to combat detrimental transfer pricing practices.
According to Dr. | Made Sudarma (2021), stated that "adapting tax regulations to digital businesses
is a very important step to address the injustice in the long-standing tax system". However, Sudarma
also emphasized the need for a balanced approach between reducing tax loopholes and encouraging
the growth of the digital economy.

The government must ensure that the regulations introduced do not hinder innovation and
business growth, especially for startups and small businesses. In addition, the adjustment of tax
regulations also includes updates in the imposition of income tax. Digital businesses can often
optimize their corporate structures to take advantage of loopholes in existing tax laws. They can
move their profits to jurisdictions with lower tax rates or even avoid taxes entirely through unfair
practices. To address this, the government has introduced stricter laws to close these loopholes and
ensure that digital businesses make a fair contribution to tax payments. This includes updates in the
definition of tax residence and companies operating in the digital space, as well as increased
cooperation between countries to prevent cross-border tax avoidance. In addition, the adjustment of
tax regulations also takes into account the imposition of taxes on cross-border transactions. With the
advancement of technology, digital businesses can easily run their operations in various countries
without significant physical infrastructure.This presents new challenges in determining the
appropriate jurisdiction for taxation. Governments have responded by developing more complex tax
frameworks to handle these cross-border transactions. They have introduced rules such as the
economic substance principle and threshold rules to determine when a transaction is taxable in a
country. In addition, cooperation between countries in the exchange of tax information has been
strengthened to ensure that cross-border transactions do not escape tax scrutiny. While these
measures aim to improve fairness and efficiency in the global tax system, they also present
challenges for digital businesses.

Adjusting tax rules often means more administrative complexity and additional costs to
comply with stricter requirements. This can hinder innovation and business growth, especially for
startups and smaller companies that may not have the resources to deal with increased
administrative burdens. Therefore, it is important for governments to strike a balance between
improving tax fairness and ensuring that regulations do not harm economic growth and innovation.
In addition, implementing changes to tax regulations also requires close cooperation between
governments, businesses, and international institutions. Without support from all parties, efforts to
improve fairness and efficiency in the tax system can be hampered by non-compliance or more
sophisticated avoidance practices. Therefore, it is important for the government to engage in open
dialogue with stakeholders and ensure that the regulations introduced have broad support from the
public.lt is important for governments to strike a balance between improving tax fairness and ensuring
that regulations do not harm economic growth and innovation. In addition, implementing changes to
tax regulations also requires close cooperation between governments, businesses, and international
institutions. Without support from all parties, efforts to improve fairness and efficiency in the tax
system may be hampered by non-compliance or more sophisticated avoidance practices. Therefore,
it is important for governments to engage in open dialogue with stakeholders and ensure that the
regulations introduced have broad support from the public.It is important for governments to strike a
balance between improving tax fairness and ensuring that regulations do not harm economic growth
and innovation. In addition, implementing changes to tax regulations also requires close cooperation
between governments, businesses, and international institutions. Without support from all parties,
efforts to improve fairness and efficiency in the tax system may be hampered by non-compliance or
more sophisticated avoidance practices. Therefore, it is important for governments to engage in open
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dialogue with stakeholders and ensure that the regulations introduced have broad support from the
public.

Adapting tax regulations to the realities of digital business is an important step in addressing
the challenges facing the global tax system. By increasing the stringency in enforcing transfer pricing,
income tax and cross-border taxation, governments can ensure that digital businesses make a fair
contribution to their countries’ economic development. However, challenges such as administrative
complexity and additional costs also need to be considered to ensure that these changes do not stifle
economic growth and innovation. With close collaboration between governments, businesses and
international institutions, adapting tax regulations can create a fairer and more efficient environment
for all stakeholders.

4. CONCLUSION

In the digital business environment, tax avoidance behavior patterns show various strategies used
by companies to minimize their tax liabilities. These patterns include the use of complex corporate
structures, transfer pricing, and exploiting loopholes in international tax regulations. The study
revealed that current tax regulations are often unable to keep up with the rapid development of
technology and digital business models. This provides room for companies to take advantage of
regulatory ambiguity and weaknesses. To overcome this challenge, tax regulatory reforms are
needed that are more adaptive and responsive to the dynamics of digital business. In addition,
financial risk management is becoming increasingly crucial for companies in the digital business
environment. Companies need to develop better strategies to identify, evaluate, and manage
financial risks associated with tax avoidance. This includes strengthening internal control systems,
increasing transparency, and cooperation with tax authorities. The practical implications of this study
are the need for policymakers to design stricter and clearer regulations, and to improve the capacity
of tax authorities to identify and prosecute tax avoidance practices. Overall, effective tax reform and
good risk management can create a fairer and more sustainable business environment. This
conclusion summarizes the core of the study, showing the importance of adapting tax regulations to
the development of digital businesses, as well as the need for better risk management strategies in
facing the challenges of tax avoidance.
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