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Abstract 
 

This study examines the interplay between political connections, financial distress, Tax Avoidance, 
and a company's firm value. The primary objective is to analyze how these factors influence firm 
value, particularly focusing on the effects of political connections on financial distress and Tax 
Avoidance. The research was conducted on 33 companies listed on the Jakarta Islamic Index (JII70) 
from 2022 to 2024, utilizing e-Views as the analytical tool. The findings reveal that political 
connections do not significantly impact firm value or Tax Avoidance; however, they do have a 
negative effect on financial distress. Conversely, financial distress negatively affects both firm value 
and Tax Avoidance, while Tax Avoidance does not influence firm value. These results suggest that a 
company's fundamental factors and internal conditions play a more critical role in determining its 
value than political connections. Consequently, the study highlights the importance for companies to 
prioritize robust financial performance and effective business strategies over reliance on transient 
political connections. 
 
Keywords: Financial Distress; Firm Value; Political Connection; Tax Avoidance. 

 
Abstrak 

 
Penelitian ini menguji interaksi antara koneksi politik, kesulitan keuangan, penghindaran pajak, dan 
nilai perusahaan. Tujuan utamanya adalah untuk menganalisis bagaimana faktor-faktor tersebut 
mempengaruhi nilai perusahaan, khususnya berfokus pada pengaruh koneksi politik terhadap financial 
distress dan Penghindaran Pajak. Penelitian ini dilakukan terhadap 33 perusahaan yang terdaftar di 
Jakarta Islamic Index (JII70) dari tahun 2022 hingga 2024, dengan menggunakan e-Views sebagai alat 
analisis. Temuan menunjukkan bahwa koneksi politik tidak berdampak signifikan terhadap nilai 
perusahaan atau penghindaran pajak, namun berpengaruh negatif terhadap financial distress. 
Sebaliknya, financial distress berpengaruh negatif terhadap nilai perusahaan dan penghindaran pajak, 
sedangkan Penghindaran Pajak tidak berpengaruh terhadap nilai perusahaan. Hasil ini menunjukkan 
bahwa faktor fundamental dan kondisi internal perusahaan memainkan peran yang lebih penting 
dalam menentukan nilai perusahaan dibandingkan dengan koneksi politik. Oleh karena itu, penelitian 
ini menyoroti pentingnya bagi perusahaan untuk memprioritaskan kinerja keuangan yang kuat dan 
strategi bisnis yang efektif daripada ketergantungan pada koneksi politik yang bersifat sementara. 
 
Kata Kunci: Kesulitan keuangan; nilai perusahaan; koneksi politik; penghindaran pajak.. 
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INTRODUCTION 
 

In a competitive business world, company value is one of the main indicators 
that reflect the health and sustainability of an entity. Company value is not only 
influenced by good financial performance, but also by various external and internal 
factors that can affect investor perceptions (Hidayat et al., 2023). Good share 
management is characterised by high firm value. In addition, investing in high-value 
companies is usually more attractive to investors (Delima and Linawati, 2023). 

Investment is the time value of money invested with the objective of making 
money in the future. There’s risk associated with all investments, of course, though 
the risks associated with investments are of differing degrees, some higher and 
others lower risk. For compliance with financial management, higher risk is 
normally directly proportional to higher returns, and vice versa. Investment 
valuation Analyses from company value can be observed. The number of firm value 
are very important for a company. The shareholders’ welfare is higher when the 
company value is high. The more its stock price and the higher the company's value 
(Hidayat et al., 2022).  

The interaction between investors and capital owners, in the financial world, 
generally takes place in the capital market or through cooperation mechanisms such 
as profit-sharing schemes. Investment in the Islamic stock capital market is 
experiencing a significant increase, with positive growth between 2021 and 2023, 
which is influenced by changes in lifestyle and increased awareness of Indonesian 
people towards Sharia principles in investing. This can be seen in Figure 1, on the 
development of the Indonesian Sharia Stock Index (ISSI) and the Jakarta Islamic 
Index (JII70). 

All Islamic stock indices in Figure 1 saw a decrease from the prior year-end 
period, as seen in Figure 1. When compared to the end of 2022, the ISSI index closed 
at 212.64, down -2.33%. At the end of 2023, the JII70 index was 183.06, down -
8.02% from 199.02 at the end of 2022(Siregar et al., 2024). The ups and downs of 
stock prices certainly affect the value of the company (Agustina and Malau, 2023). 

 The rise and fall of a company's value is influenced by its political connections. 
Political connection is a common strategy used in companies to meet their 
objectives. A company is considered politically connected if its leaders, 
shareholders, or their relatives are involved in politics (Fitriana and Muslim, 2022). 
Companies with political ties often gain trust and recognition from the government, 
allowing them to secure better subsidy rates or create more opportunities for 
subsidies in the future. This strategy proves very effective for companies with 
political connections (Xu and Liu, 2020). 

Political connections involve individuals, like directors, commissioners, or 
shareholders, who also hold or have held government positions. Additionally, 
companies owned by the government or those with direct government ownership, 
like State-Owned Enterprises (BUMN), are also seen as politically connected 
(Tangke, 2020). 

These connections are expected to boost a company's value since they can help 
secure advantages in business opportunities (Idris et al., 2020). Firms with political 
connections are likely to see increased value. Those with strong political ties are 
viewed as positively impacting the company's worth (Brown and Huang, 2020). 
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Companies with government ties may benefit from preferential treatment. 
Furthermore, a positive relationship exists between political connections and a 
company's value (Changwatchai and Dheera-aumpon, 2024). 

 

 

  
Figure 1. Development of ISSI and JII70 Stock Indices in 2019 – 2023  

Source: https://www.ojk.go.id, 2024 
 

A politically connected board of directors or commissioners should provide 
clear and consistent information in the company's annual report, as this is part of 
their decision-making role. However, many companies still lack transparency in 
their financial statements. Political connections influence firm value (Chen et al., 
2017), though Haryati et al. (2021) argue that they do not have an impact. 

Aside from affecting firm value, political connections can also influence 
financial distress (Anggriani and Rahim, 2021). Political connections can help 
companies navigate these financial difficulties (Nuswantara et al., 2023).  The 
relationship is negative; companies with political ties generally do not experience 
financial distress (Saudicha and Kautsar, 2024). Although politically connected 
firms find it easier to secure bank financing, receive tax breaks, and win government 
contracts, research has shown that these connections don't always protect them 
from financial issues (Kalbuana et al., 2022; Noviana and Wijaya, 2022). 

Financial distress, a sign of potential bankruptcy, is another factor that impacts 
firm value. It involves challenges like difficulty paying debts (liquidity) and 
managing debt levels (leverage) (Anggraini et al., 2020). The onset of financial 
distress causes a drop in firm value (Sulistiyowati and Devinaya, 2021). Financial 

https://www.ojk.go.id/
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distress significantly affects firm value in a positive manner (Saputra and Kustina, 
2018; Valencia and Khairani, 2019). However, contrary to research by Anggraini et 
al. (2020), financial distress can negatively impact a firm's value. 

Tax avoidance also has implications for firm value and is supported by 
organizational capital (Hasan et al., 2021). Tax avoidance, as part of tax planning, 
can increase firm value (Hidayat and Yuliah, 2018). Moreover, studies show that tax 
avoidance can positively influence firm value (Risna and Haryono, 2023). However, 
other research suggests that tax avoidance may negatively affect a company's value 
(Vu and Le, 2021). Studies involving A-share listed companies in Shanghai and 
Shenzhen reveal that tax avoidance reduces firm value; yet strong internal controls 
and a higher percentage of independent directors can mitigate this negative effect 
(Lv et al., 2025). Similarly, a study of Vietnamese firms found tax avoidance 
negatively impacts firm value (Minh Ha et al., 2021). 

On the other hand, companies in stable financial conditions can leverage high-
value resources to hire experienced professionals for legal tax optimization, without 
violating laws (Yanti and Yasa, 2022). Conversely, firms facing financial distress 
often take on more risks with tax avoidance strategies, worsening their financial 
situation and hindering stability (Yudawirawan et al., 2022). Firms under financial 
pressure tend to rely more on tax avoidance without exploring other cost-cutting 
options. This financial pressure encourages aggressive tax strategies to maintain 
cash flow and business survival (Sadjiarto et al., 2020). 

Research shows varied outcomes regarding political connections and financial 
distress. Companies with political ties often face a higher likelihood of financial 
distress (Kalbuana et al., 2022). Such companies generally experience financial 
difficulties (Ramly et al., 2019; Wardhana et al., 2022). However, Noviana and 
Wijaya (2022) state that political connections do not impact companies facing 
financial distress. In China, political connections don't significantly influence 
whether a company first experiences financial distress. Yet, they play a crucial role 
in facilitating recovery when a company is already struggling. Financially distressed 
firms with political ties are more likely to secure debt financing and recover (He et 
al., 2019). 

This study aims to clarify past inconsistencies in understanding the impact of 
political connections, financial distress, and tax avoidance on firm value. Previous 
research on these topics can often be inconsistent due to the complex relationships 
among the different factors. Additionally, studies are frequently limited to specific 
situations, leading to findings that might not be broadly applicable. Furthermore, 
this research seeks to analyze the state of financial distress and tax strategies to 
enhance firm value. 
 

LITERATURE REVIEW 
 
Agency Theory 

Agency theory explores issues that arise when one party, the agent, acts in 
another party's interest, the principal (Mitnick, 2015). Agents can face challenges 
when carrying out tasks for principals, while principals need to ensure that agents' 
actions align with their goals (Kovermann and Velte, 2019). Thus, agency theory 
explains not only agent behavior but also two sides of this relationship: the 
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challenges agents face in meeting expectations and the efforts principals exert to 
guide and correct agents’ actions to stay aligned with their objectives (Yahya et al., 
2024). Agency theory helps us understand how political connections can impact a 
firm's value by focusing on the relationship between shareholders and managers. 
When firms have political ties, these connections can change the way managers 
make decisions, sometimes prioritizing personal interests over shareholder value. 
This shift can lead to different agency dynamics, ultimately affecting the firm's 
performance and its overall worth in the market. 
Firm Value 

Signalling theory posits that only those companies that excel at distinguishing 
themselves from their competitors can effectively send signals (Rudyanto and 
Pirzada, 2020). The value of a firm reflects investors' views on the company's 
likelihood of success, which is closely tied to its stock price (Yahya, Hidayat, et al., 
2023). An increase in share price reflects a high enterprise value, which indicates a 
bright prospect for the company (Hidayat et al., 2023). 
Political Connections 

Companies are increasingly using political connections as a key part of their 
strategies to build relationships with governments and politicians (Tao et al., 2017). 
Companies with political ties often see their value increase because the government 
gives them preferential treatment. This can include things like lower taxes, better 
access to loans, subsidies, and government contracts (Arifin et al., 2022). A company 
is politically connected if it has a relationship with a family member or friend of the 
president (Indarti et al., 2024). Public resources and authority can be leveraged to 
enhance the economic standing of various groups, including industries and 
professions, which he refers to as the need for regulation (Sudibyo and Jianfu, 2016). 
Financial Distress 

Financial distress marks a period of financial decline for a company before 
bankruptcy or liquidation (Permatasari, Yahya and Rahmadaini, 2024). A company's 
inability to pay short-term debts signifies financial distress (Nurjanah et al., 2024). 
Financial struggles can significantly impact the economy, causing considerable 
losses for creditors and investors. In response, managers may attempt to hide 
underperformance by using accounting methods to inflate revenues and obscure 
financial problems through earnings management (Permatasari, Yahya and 
Fatonah, 2024). 
Tax Avoidance 

Corporate tax avoidance is an important part of a firm's capital management 
strategy (Richardson et al., 2015). Tax avoidance enables companies to reduce the 
taxes owed to the government, serving as a form of corporate tax planning (Yahya, 
Nurjanah, et al., 2023). These tax savings are temporarily used as capital for the 
company to finance its business and increase investment opportunities to increase 
company value. Tax avoidance offers benefits from multiple perspectives, such as 
shareholders receiving dividends, and the company having more funds to pay off 
debts and increase working capital (Minh Ha et al., 2021). 
 
Hypothesis Development 

According to agency theory, conflicts can arise between shareholders 
(principals) and managers (agents). In firms with political connections, agency costs 
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could increase as management may focus on personal gains from these ties rather 
than maximizing shareholder value(Arifin et al., 2022). The political connections 
within the board are expected to help the company improve its value (Broadstock 
et al., 2020). Evidence shows many companies benefit from their connections with 
governments, indicating a strong positive correlation between political ties and firm 
value (Brown and Huang, 2020).  Political connections can provide support to 
companies during tough times (Do et al., 2012; Putri and Hardiningsih, 2023; 
Yuliana and Agus Munandar, 2023).  
H1: Political connections have a positive effect on firm value 

Companies experiencing financial difficulties tend to have lower stock prices, 
indicating a decline in their value (Hidayat et al., 2023). Financial distress results in 
decreased firm value (Goetz, 2020). An increase in financial distress consistently 
leads to lower company values and vice versa (Selvia and Virna Sulfitri, 2023). 
Financial distress reduces firm value directly. For instance, in the logistics sector, 
higher financial risk and business risk are linked to lower firm value (Chalid et al., 
2022). 
H2: Financial distress has a negative impact on firm value 

Companies approach tax avoidance in two ways: through responsible or 
irresponsible tax management (Rudyanto and Pirzada, 2020). Responsible tax 
management involves making genuine decisions to optimize taxes (Atwood et al., 
2012). Tax avoidance is a legal strategy within tax management (Yahya, Asiah, et al., 
2023). Using tax avoidance can positively impact a company's value (Yoon et al., 
2024). For example, research on Vietnamese non-financial firms found that tax 
avoidance strategies can increase firm value, particularly when the board effectively 
supervises management (Oanh and Gan, 2022).  
H3: Tax Avoidance has a positive effect on firm value 

Political connections usually correlate positively with tax avoidance (Alsmady, 
2023). Companies with political ties often use tax avoidance strategies to lower their 
effective tax rates (Putra and Suhardianto, 2020; Silvera et al., 2022). Politically 
connected families managing companies may face higher tax burdens (Bona-
Sánchez et al., 2020). For example, political connections in Indonesia and Jordan 
enable companies to pay lower corporate taxes compared to those without such ties 
(Sudibyo and Jianfu, 2016).  
H4: Political connection has a positive effect on tax avoidance 

When a company encounters serious financial issues, it's a warning sign of 
potential bankruptcy or liquidation. This period marks financial decline before total 
failure (Yahya, Asiah, et al., 2023). According to the Theory of Planned Behavior, 
subjective norms influence an individual's intention based on beliefs and attitudes. 
When motivated to behave a certain way, individuals may feel social pressure to act 
accordingly. In the context of financially troubled companies, this pressure may 
encourage efforts to cut costs to minimize losses (Ariff et al., 2023; Yanti and Yasa, 
2022). Firms facing financial challenges are more likely to avoid taxes because the 
potential benefits outweigh the risks (Dang and Tran, 2021; Richardson et al., 2015). 
Similarly, a study of Vietnamese companies from 2008 to 2020 indicated that 
distressed firms were more inclined towards tax avoidance, especially smaller 
companies and those with significant discrepancies between their accounting and 
tax records (Dang and Tran, 2021). Companies under financial distress may reduce 
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H6 H3 

H2 

aggressive tax avoidance, although some might engage in such strategies during 
financial stress (Bayar et al., 2018). 
H5: Financial distress has a negative effect on tax avoidance 

Firms with political connections enjoy various benefits, such as easy bank 
financing, tax breaks, market power, and government contracts (Ramly et al., 2019). 
However, these advantages can lead to higher corporate debt (He et al., 2019), which 
may increase the risk of financial distress (Saudicha and Kautsar, 2024). Politically 
connected companies often exhibit lower financial reporting quality compared to 
those without such ties (Wati et al., 2020). A stronger relationship between politics 
and finance is tied to fewer financial difficulties for a company (Kharis and 
Nugrahanti, 2022). 
H6: Political connection has a negative effect on financial distress 

Based on the hypothesis formation that has been described, the research 
model can be arranged as follows: 

 
 

 
 
 
 
 

 

 

 

 

Figure 2. Research Model 

 
 

RESEARCH METHODOLOGY 
 

This study uses a quantitative approach to measure the cause-and-effect 
relationship between the variables. The data consists of numbers that we collected 
and analyzed with suitable analytical tools. The research population includes 
companies listed on the Jakarta Islamic Index 70 (JII70) from 2022 to 2024. This 
period highlights the impact of macroeconomic factors, such as inflation, on the 
movement of the index.  

To select our sample, we used a purposive sampling method. This means we 
chose companies based on specific criteria. The companies had to meet the following 
conditions: (1) Be listed on the JII70 index for the entire study period; (2) Submit 
complete financial reports in rupiah; and (3) Report profits during the research 
period. With this approach, we obtained a sample of 33 companies over three years, 
resulting in a total of 99 data samples. 

The data source is secondary data from the annual financial statements of JII70 
companies obtained from www.idx.co.id. The measurement of research variables 
includes firm value, political connections, financial distress, and tax avoidance as 
follows: 

 

H1 

H4 

H5 Political 

Connection (CP) 
Firm Value 

(FV) 

Financial 

Distress (FD) 

Tax Avoidance 

(TA) 

http://www.idx.co.id/
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Table 1. Operational definition of variables 
Variable Measurement  Scale 

Firm Value  
(Vu and Le, 
2021) 

Tobin’s Q = 
(𝑇𝐴−𝐸𝑄)+𝑀𝑉

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡
 

TA is total assets, EQ is book equity, and MV is the 
market value of equity. 

Ratio 

Political 
Connections 
(Sudibyo and 
Jianfu, 2016) 

Political Connection is assessed using a dummy 
variable, dummy value of 1 if the company fulfils the 
criteria as a company with political connections and a 
dummy value of 0 for companies that do not have 
political connections. 

Dummy 

Financial 
Distress  
(Yahya, Asiah, 
et al., 2023) 

Z' = 1,2 X1+ 1.4 X2 + 3.3 X3 + 0.6 X4 + 1 X5 
Z    = Financial Distress indeks; X1 = net working 
capital / total assets  
X2 = retained earnings/total assets; X3 = earnings 
before interest and taxes/total assets; X4 = book value 
of equity/book value of debt; X5 = sales/total assets 

Ratio 

Tax Avoidance 
(Yahya et al., 
2021) 

Cash ETR = 
𝐶𝑎𝑠ℎ 𝑇𝑎𝑥 𝑃𝑎𝑖𝑑

𝑃𝑟𝑒𝑡𝑎𝑥 𝐼𝑛𝑐𝑜𝑚𝑒
 

Cash ETR = Effective Tax Rates is a way to measure tax 
avoidance; Cash Tax Paid is the tax expense the 
company actually paid, which you can find in the 
consolidated cash flow statement; Pretax Income is 
the company's profit before taxes, which is listed on 
the consolidated comprehensive income statement 

Ratio 

Source: Data processed 2025 

 
Data processing and analysis methods use quantitative approaches. To help 

with data analysis, researchers use the e-Views program. While testing data with e-
Views, several stages are conducted. These include testing the research model, the 
classical assumption test, and the multiple linear regression test. 
 

RESULT AND DISCUSSIONS 
 

The sample data from purposive sampling of 33 companies between 2022 and 
2024 consists of 99 research samples. Here’s a breakdown of the data analysis we 
conducted. We began with descriptive statistical tests, then proceeded to classical 
assumption tests and multiple linear regression tests. Here are the results: 

Table 2. Descriptive Statistical Test Results 
 FV TA FD CP 
 Mean  0.774045  0.502617  3.204426  0.636364 
 Median  0.262780  0.479940  2.964200  1.000000 
 Maximum  9.827000  1.710030  7.179950  1.000000 
 Minimum  0.006680  0.134240  0.634350  0.000000 
 Std. Dev.  1.571825  0.256900  1.597157  0.483494 
 Observations  99  99  99  99 
Source:  e-Views output, data processed 2025 
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Table 2 presents the average, median, highest, lowest values, and standard 
deviation for the data. A standard deviation smaller than the mean suggests that the 
research data is less varied, more consistent, and has less spread.  

For the panel data test, we conducted a classic assumption test. The normality 
test, based on the Jarque-Bera test, returned a probability value of 0.102, which is 
greater than 0.05, indicating that it passed the normality test. Our tests indicate that 
the data is free from multicollinearity and heteroscedasticity. The Variance Inflation 
Factor (VIF) value was less than 10, showing no multicollinearity problems. The 
Breusch-Pagan test for heteroscedasticity indicated a probability value of 0.7283. 
Since this is higher than 0.05, we can confirm there is no heteroscedasticity in the 
model. 

 
Hypothesis Test 

Hypothesis testing in this study includes three regression model structures. 
Model 1 looks at how political connections, financial distress, and tax avoidance 
affect firm value (hypotheses 1-3). Model 2 investigates how political connections 
and financial distress influence tax avoidance (hypotheses 4 and 5). Model 3 
assesses the effect of political connections on financial distress (hypothesis 6). 

 
Table 3. Model Structure 1: The Effect of Political Connection, Financial 

Distress, and Tax Avoidance on Firm Value 
     
Variable Coefficient Std. Error t-Statistic Prob.   
C 0.793353 0.064802 12.24267 0.0000 
CP 0.007016 0.046238 0.151737 0.8797 
FD -0.091777 0.014382 -6.381165 0.0000 
TA -0.001432 0.014576 -0.098274 0.9219 
R-squared 0.325920 F-statistic 15.31095 
Adjusted R-squared 0.304633 Prob(F-statistic) 0.000000 
Source:  e-Views output, data processed 2025 

 
Table 3 shows that political connections and tax avoidance do not affect firm 

value since the probability value is above 0.05. In contrast, financial distress has a 
negative effect with a probability of 0.000, which is below 0.05. The coefficient of 
determination of 30.46% indicates that these three variables account for firm value, 
while 69.54% is explained by other factors. The goodness of fit is met with an F test 
probability value of 0.000. 

 
Table 4. Model Structure 2: The Effect of Political Connection and Financial 

Distress on Tax Avoidance 
Variable Coefficient Std. Error t-Statistic Prob.   
C 1.335001 0.432807 3.084519 0.0027 
CP 0.454281 0.320423 1.417754 0.1595 
FD -0.265272 0.096999 -2.734794 0.0074 
R-squared 0.107874 F-statistic 5.804054 
Adjusted R-squared 0.089288 Prob(F-statistic) 0.004173 
Source:  e-Views output, data processed 2025 
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Table 4 shows that political connections do not impact Tax Avoidance 
(probability > 0.05). However, Financial Distress negatively affects it with a 
probability of 0.0074 (< 0.05). The coefficient of determination is 8.92%, meaning 
these two variables explain Tax Avoidance, while 91.08% is affected by other 
variables. The goodness of fit is confirmed with an F test probability value of 0.0041 
(< 0.05). 
 
Table 5. Structure of Model 3: The Effect of Political Connection on Financial 

Distress 
Variable Coefficient Std. Error t-Statistic Prob.   
C 3.642312 0.261692 13.91830 0.0000 
CP -0.688106 0.328049 -2.097573 0.0385 
R-squared 0.043391 F-statistic 4.399812 
Adjusted R-squared 0.033529 Prob(F-statistic) 0.038543 
Source:  e-Views output, data processed 2025 

 
Table 5 shows that political connection negatively affects Financial Distress 

with a probability of 0.0385, which is less than 0.05. The coefficient of determination 
of 3.35% means that political connections account for Financial Distress, while 
96.65% is due to other variables. The goodness of fit is met with an F test probability 
value of 0.038543, which is less than 0.05. 
 

Table 6. Hypothesis Conclusion 
 T-Statistic  Prob. Description 
CP → FV 0.151737 0.8797 H1 rejected 
FD → FV -6.381165 0.0000 H2 Accepted 
TA → FV -0.098274 0.9219 H3 rejected 
CP → TA 1.417754 0.1595 H4 rejected 
FD → TA -2.734794 0.0074 H5 Accepted 
CP → FD -2.097573 0.0385 H6 Accepted 

Source:  Data processed, 2025 

 
Discussion 

The results showed that political connections do not influence firm value. 
Instead, fundamental factors and internal conditions hold greater sway. Investors 
focus more on financial performance and business strategy than on political 
connections. Relying on political ties can be risky. If policies change or a political 
scandal arises, a company's reputation and overall value can suffer (Haryati et al., 
2021). Thus, while political connections may offer some advantages, they are not 
always key in determining firm value.  

Financial distress has a negative impact on a company's value. When a 
company faces financial trouble, its inability to pay debts and interest diminishes its 
worth (Hidayat et al., 2023). Failing to meet financial obligations shakes investors', 
creditors', and stakeholders' confidence. This loss of trust can lead to a drop in the 
company’s stock value (Selvia and Virna Sulfitri, 2023). Financial distress creates an 
unstable and risky environment, making the company less attractive to investors 
and stakeholders, which in turn lowers its overall value (Chalid et al., 2022). 
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The results indicate that tax avoidance does not affect firm value. Although it 
is a legal practice for reducing tax burdens, if executed properly, this strategy can 
enhance cash flow and net income, potentially boosting firm value (Oanh and Gan, 
2022).  If tax avoidance leads to increased earnings and cash flow, it may have a 
greater influence on firm value than the reputational risks associated with it (Yoon 
et al., 2024). 

According to the study's findings, political connections do not impact tax 
avoidance. While such connections may provide access to helpful information, an 
effective tax avoidance strategy relies on a solid understanding of tax regulations 
and financial frameworks, rather than on political ties. Previous research suggests 
that companies with political connections generally pay less in taxes compared to 
those without (Sudibyo and Jianfu, 2016; Tjahyadi and Carolina, 2024). Companies 
linked to political figures are often better at avoiding taxes and concealing complex 
financial activities (Alsmady, 2023). Even though other studies present different 
conclusions, these findings reinforce the idea that political connections do not 
influence tax avoidance, which coincides with some prior research (Ajili and Khlif, 
2020; Yudawirawan et al., 2022).  

The results indicate that companies experiencing financial distress tend to 
reduce their tax avoidance efforts. The success of tax avoidance during such times 
depends on corporate governance. Firms with strong governance can lessen the 
negative effects of tax avoidance (Alsmady, 2023). Companies focus more on 
stabilizing their finances to prevent distress while also steering clear of tax 
violations (Yudawirawan et al., 2022). Policymakers should keep an eye on 
companies in financial trouble, especially during economic downturns, to ensure 
fair tax practices and to encourage the reduction of aggressive tax avoidance (Ariff 
et al., 2023).  

Political connections may actually harm a company's financial health. This 
suggests that management might be using these connections for personal gain, 
which often leads to poor decisions detrimental to the company. The findings align 
with those presented by Saudicha and Kautsar (2024). The negative effects stem 
from the ease with which companies can obtain bank loans, tax incentives, market 
power, and government contracts. Due to the benefits that come with political 
connections, companies that have them are more prone to take larger risks, 
increasing their likelihood of facing financial distress (Nguyen et al., 2023). 

 
CONCLUSION 

Our study found that a firm's value is not greatly affected by its political 
connections or tax avoidance strategies. Instead, financial distress has a negative 
impact on firm value. Political connections do not influence tax avoidance, but they 
do hurt a company’s financial health. We also discovered that financial distress 
negatively impacts tax avoidance. This indicates that a company’s internal 
conditions and factors are more crucial in determining its value than any political 
connections it may have.  The practical takeaway from this research is that 
companies should prioritize corporate strategy and performance over temporary 
political connections. This study has limitations, including a sample limited to 
companies on the Jakarta Islamic Index (JII70) during a specific time, which may 
limit broader application. It also does not consider other factors that affect the 
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relationship between political connections, financial distress, and firm value. Future 
research should broaden the sample to include other indices like LQ45 and ISSI for 
comparison and examine macroeconomic variables, good corporate governance, 
and market anomalies for deeper insights. 
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