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Investigating the relationship between corporate tax avoidance and corporate culture in large South African

companies

Abstract

Not all companies are equally aggressive in their pursuit of corporate tax avoidance, which explains intensive research
on the determinants of tax avoidance. Many determinants have been investigated, but the process of tax avoidance,
and the relationships between corporate tax avoidance, long-termism (indicative of a stakeholder-orientated
corporate culture), and CEO characteristics (informed by upper-echelon theory), are not yet fully understood. Much
of previous research is conceptualised from theories such as principal-agent theory. This study investigates the
influence of stakeholder orientation, using corporate culture, on corporate tax avoidance, in response to calls for
more research using stakeholder theory. A mixed-method approach is used. The quantitative stream uses regressions
to investigate the relationship between corporate tax avoidance, corporate culture, and tax-knowledgeable CEOs,
based on a sample of 112 large, listed South African companies, studied over a period of 15 years. The South African
setting allows the operationalisation of a tax-knowledgeable CEO, based the homogenous nature of CEOs’
qualifications in South Africa, where many are chartered accountants. The results suggest that long-term oriented
companies pay more tax on average. The results further suggest that tax knowledgeable CEOs are associated with
more tax avoidance. The qualitative stream conducts eleven interviews with corporate tax advisors, showing the
influence of corporate culture and CEO characteristics on corporate tax avoidance processes, but also how corporate
culture and CEO-characteristics mutually inform each other. Altogether, the evidence indicates that the effect of
corporate culture is less static than expected, and that the influence of corporate culture on tax avoidance can
transcend the influence of CEO-characteristics, as an upper-echelon effect. The interviews suggest mechanisms used
by CEOs to influence tax culture, such as the creation of a company-wide awareness of the strategic importance of
low effective tax rates. These results also indicate the ethical dilemma faced by executives of large companies when
considering the use of tax-deductible corporate social responsibility initiatives, not to benefit shareholders or agents,

but rather to benefit society as a corporate stakeholder, when governments would not.
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1 Introduction

1.1 Background to the problem of tax avoidance

If governments have become adept at the art of taxation, then it would seem as if corporates all over the world have
responded by becoming skilful at corporate tax avoidance. Corporate taxes often constitute a significant portion of a
government’s total budget, which is used to provide public services to society. Therefore, society is negatively
affected if their government’s income is reduced by corporate tax avoidance. Consequently, this may encourage
governments to reduce their spending on projects which could have benefitted society; for example, the
development of infrastructure that could stimulate economic growth or address social needs. Alternatively,
governments may resort to imposing an increase in tax rates to cover shortfalls due to a shrinking tax base; this puts
even more pressure on the existing tax base, which could provide even more incentives to avoid tax in a self-
destroying circle. Also, this could reduce spending power, therefore suppressing economic growth, which may also

harm society. Indeed, the South African Revenue Service (SARS) states that:

“the harms caused by impermissible tax avoidance are varied and pervasive. They include short-term
revenue loss, growing disrespect for the tax system and the law, increasingly complex legislation, the
uneconomic allocation of resources, an unfair shifting of the tax burden, and a weakening of the ability of
Parliament and the National Treasury to set and implement economic policy” (South African Revenue
Service, 2005:9)

The problem of corporate tax avoidance is exacerbated by the size of the companies involved, which arguably makes
them more skilful because they have at their disposal more resources than smaller ones to achieve successful
corporate tax avoidance. Reuters (2013) reports that large international companies such as Apple, Google and
Amazon, which generate significant amounts of revenue in the UK, pay almost no tax in the UK, because they tend to
structure their affairs to allow low or no tax in other jurisdictions. When this became public knowledge, Margaret
Hodge, Chair of United Kingdom Committee on Public Accounts admonished these large companies that "We're not
accusing you of being illegal, we're accusing you of being immoral” (The BBC, 2012). The immorality may be further
contextualised by reference to the way in which the costly development of the electronic transistor, which is
considered to be the pivot making possible the business models of Apple and Google, was indirectly financed by
taxpayers, and for that matter, the US government. Development of the transistor was indirectly funded by the US
taxpayers because the US government gave AT&T’s subsidiary “Bell-Labs,” a monopoly to run telecom services; Bell-
Labs has been described as one of the largest and most successful state-owned technology research laboratories in
the world during the 20™" century (Gertner, 2012: 1-2 ). As such, this scenario explains how societies may be deprived

of significant developments and benefits if tax avoidance is not addressed.
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1.1.1 The severity of corporate tax avoidance is unknown

Part of the problem of tax avoidance relates to the difficulty in measuring the size of the problem; for example, in
terms of any quantification of the amount of corporate taxes at stake. The International Finance Corporation (2016)
reports that the quantum of the problem, in terms of untaxed dollars of corporate revenue, remains difficult to
estimate. The revelation of the Panama-papers, in which the names of thousands of wealthy individuals who were
engaged in tax avoidance by using tax havens and the obfuscation of beneficial interests in companies, were leaked to
the public, may provide an idea of the significance of the problem (Chohan, 2016). The World Economic Forum
estimates the global size of profit shifting from countries, a form of corporate tax avoidance in which corporate
profits are diverted to low-tax jurisdictions, such as tax-havens, to be in the order of $420 Bn per year; this figure
provides some quantification of the size of the problem (The World Economic Forum, 2019). Jansky and Palansky
(2019:1074) estimate that South Africa could be losing as much as 40% of its potential annual tax revenue to foreign
tax jurisdictions because of profit shifting, as indicated in Figure 1-1 below. Comparatively, the graph in Figure 1-1
suggests that the South African tax loss problem is no less severe than the one faced by the US and French
governments, which are in developed economies. The problem is comparable with India, which is a developing
economy similar to South Africa. Figure 1-1 below also shows the difficulty in quantifying the size of the problem.
That Figure depicts estimates made by five different researchers regarding the tax revenue foregone by each of the
respective countries, expressed as a percentage of each country’s GDP. The variance in each country’s estimations
attests to the difficulty in quantifying the size of the problem, and also possibly indicates the number of possible
assumptions and inputs in economic models which are necessary to arrive at an estimate. Arguably, adequate
management of problems can be advanced more effectively if the severity of the problem can be measured more

accurately; this suggests that tax avoidance is a problem exacerbated by measurement complexity.

The OECD’s (Organisation for Economic Co-Operation and Development [OECD], 2013) Base Erosion and Profit
Shifting (“BEPS”) in response to tax avoidance attests to the urgency and severity of the corporate tax avoidance
problem world-wide, particularly pertaining to the strategies of multinational companies aimed at avoiding taxes in
their home countries. The strategies include exploitation of loopholes created by the digital economy, for example to
have profits taxed in countries with no or low taxes, excessive interest deductions, abuse of arms length transfer
pricing principles (especially where the use of intangible assets are involved), opaque tax strategies, and limited

obligation on taxpayers to disclose aggressive tax planning, to mention but a few examples.

Nevertheless, tax avoidance scandals involving the names of familiar corporates such as Apple or Google, may
shadow the effect of corporate tax avoidance on smaller developing economies, which can scarcely afford revenue
losses which may exacerbate the severity of social challenges. In this regard, Wang, Xu, Sun & Cullinan, (2020:806)
calls for more tax avoidance research in developing countries, especially as far as the influence of the institutional

environment on corporate tax avoidance is concerned.
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Figure 1-1 Extent of tax revenue lost, as % of GDP due to foreign direct investment

The legend below the graph indicates the source of these estimates from the research of the respective
authors.
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Source: Jansky & Palansky, (2019:1074)
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1.1.2 Contextual aspects regarding South African corporate tax avoidance

South Africa has some large multinational companies listed on the Johannesburg Stock Exchange, which suggests the
presence of corporate tax avoidance through profit shifting, which can erode the South African tax base.
Furthermore, the problem in developing countries such as South Africa may be exacerbated by a lack of institutional
strength, which may be exacerbated by the complexity of the tax structures and transactions that often involve
corporate tax avoidance. The so-called “curse of natural resources” which developing countries suffer if they are
richly endowed with mineral resources, seems to add another dimension to the corporate tax avoidance problem.
UNCTAD, (United Nations Conference on Trade and Development, 2016) reports on significant under-invoicing at
mining companies involved in the export of gold and iron ore from South Africa, which means that there are
discrepancies between the value reported for exports and the value reported by the importer for the same goods.
This suggests that ‘value’ leaves South Africa which may not be accounted for as revenue by the South African entity
exporting the goods at full market-related sales prices. UNCTAD (2016:6) reports that “The case of gold exports from
South Africa is also strikingly peculiar. Imports of nonmonetary gold reported by trading partners vastly exceed
exports recorded by South Africa.” This may mean that the South African fiscus sacrifices customs revenue and other

tax revenue.

Multinational companies may indeed be responsible for a significant percentage of global corporate tax avoidance, as
indicated in Figure 1-1 above, but this problem is not confined to multinationals. For instance, Dyreng, Hanlon,
Maydew and Thornock (2017: 441) report on a decline in effective tax rates of multinational firms in the USA, not
only pertaining to international profits, but also concerning effective tax rates on local operations. Of further interest
is these authors’ finding that declining foreign statutory tax rates explain little of the overall decrease in effective tax
rates: this provides further evidence that corporate tax avoidance is not only attributable to companies exploiting

opportunities to shift profits to jurisdictions with no or low tax rates.

1.1.3 Corporate tax morale may be influenced by individual tax morale

The problems of corporate tax avoidance and low tax morale are exacerbated by difficulties in identifying tax

avoiders, mainly because it is difficult to profile them. Torgler (2002:657) posits that:

“problems with tax morale is a societal phenomenon that is difficult to explain. Questions about tax
compliance are as old as taxes themselves and will remain an area of discovery as long as taxes exist. To
understand the impact of a tax system, it is important to know who complies with the tax law as well as
who does not. Tax evasion is a large and growing problem in almost all countries. Unfortunately, we
know very little about tax morale behaviour”.

This suggests the need to understand more about the characteristics of individuals and companies which attempt to
reduce their tax obligations through tax avoidance and tax evasion. Tax morality has an important bearing on the
disposition of individuals regarding matters concerning tax avoidance. However, changes in the value judgements
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and opinions of individuals may extend to corporate views through institutional processes as well, because the
human nature under the corporate veil cannot be ignored. Tax morale may well be linked to societal trust, indeed
Kanagaretnam, Lee, Lim & Lobo, (2018:1588) find that tax avoidance increases when societal trust in governments
decreases. Wang, Xu, Sun & Cullinan, (2020:801) argues that a society’s institutional framework, which includes
societal values - argued to be subject to government’s adherence to the social contract - influence corporate
behaviour and therefore, as argued in this study, also corporate tax avoidance. Figure 1-2, below, depicts the results
of a survey regarding the acceptability, to South African and Australian citizens, regarding a disposition to “cheat”
with taxes; that survey was conducted by the World Values Survey (The World Values Survey, 2014). The graph
suggests an upward slope in the percentage of South Africans who feel that cheating with tax is always justifiable; in
comparison, the trend for the Australian citizens’ opinion moves sideways, or even declines. Conversely, the
percentage of South Africans who feel that tax evasion is never justifiable appears in a steep decline, in contrast to
the Australian case, which is more stable. The graph illustrates the South African citizens’ significant deviation from
the Australian opinion; this is particularly noticeable from the period 2005-2009. It would seem as if South Africa’s
institutional views or disposition towards taxes is changing, which possibly coincides with the appointment of
President Jacob Zuma as South African president, a presidency that is associated with egregious corruption and
mismanagement; South Africa still struggles to recover from this period (The Economist, 2019). The evidence
presented in this graph suggests that South Africa is possibly experiencing a fall in tax morale, perhaps driven by a
tax-paying public who have lost confidence in the South African government that has failed to improve the livelihood
of millions of poor South Africans although billions of Rands have been squandered to no effect. Itis possible that the
same disposition towards taxes may be carried by corporations as well, although tax avoidance may be more difficult
to implement successfully, in comparison to individuals, because of more government scrutiny and public visibility
that large corporations are subjected to. Whether all companies subscribe to new ‘Zeitgeists’ as an institutional

framework, in response to evidence of government’s breach of the social contract, is not certain, however.
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Figure 1-2 Cheating on taxes: Comparing opinion between South Africa and Australian survey

respondents
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1.1.4 Effective tax rates as an imperfect indicator of corporate tax avoidance

The improved understanding of tax avoidance as a problem is impeded further by difficulties to identify tax avoiders,
since frequently use measures such as effective tax rates (Hanlon & Heitzman, 2010) are not necessarily good
measures. Notably, effective tax rates cannot capture tax avoidance which involves the non-declaration of income
which is not accounted for in financial statements. Also, an effective tax rate may be distorted due to accounting
mechanisms. For example, Drake, Hamilton and Lusch, (2020) analyse accompanying tax notes, particularly the tax
rate reconciliation, and report that low effective tax rates may be attributed mostly to unrecognised tax losses
related to prior periods. Regardless, anecdotal evidence suggests that effective tax rates are closely monitored, not
only by regulators, but also by an investment public who seem to use the assessment of effective tax rates as an
indication of social responsibility in companies: Investec Bank, which is one of South Africa’s largest listed banks,
issued a trading update announcement in which it explains reasons for a drop in earnings per share; one of the many
reasons cited was a process of “effective tax rate normalisation” (Investec Bank, 2020). This explanatory note could
be interpreted as providing evidence that some listed companies may be trying to actively manage low effective tax
rates upward, not only to appease the South African Revenue Service, but also to avoid negative publicity and
negative consequences for their reputations. Any criticism against using effective tax rates as a measurement of
corporate tax avoidance should therefore be considered in the light of evidence suggesting that effective tax rates are

also actively managed.

Difficulties in identifying corporate tax avoiders are exacerbated by strategies used by companies. For example, ESG
programmes and initiatives may be used to legitimate corporate behaviour, diverting unwanted attention from the
public and regulators regarding aggressive tax behaviour. The CEO of Blackrock, the world’s largest asset manager,
specifically refers to research by the Financial Times suggesting an almost perfectly inverse correlation between
companies’ ESG ratings and effective tax rates. Larry Fink, Blackrock’s CEO comments that “Big tech’s profits are so
massive that a small increase in tax compliance would do more social good than all the remarkable initiatives touted
in their glossy corporate social responsibility reports.” This comment is relevant to this study, because evidence
regarding the relationship between CSR as a determinant of tax avoidance is found to be mixed and inconclusive,
based on a thorough literature review conducted on this aspect by Bruehne & Jacob, (2019:32), suggesting scope for
further research in this regard. Moreover, Bruehne & Jacob, (2019:32) also calls for more research on the
mechanisms used by companies to avoid tax. CSR is argued to be such a mechanism used in South Africa, although
not necessarily influencing effective tax rates, used as proxy of tax avoidance, because CSR expenditure is an

accounting expense which is also tax-deductible.

1.1.5 Moving with the times: fluctuating effective tax rates in South Africa from 2004 to 2019

19



Figure 1-3, below, depicts the effective tax rates (AETR and CETR) of 112 of South Africa’s largest listed companies, for
the period 2004 to 2019, A review of these effective tax rates may provide some insight into the severity or quantum
of tax avoidance in South Africa during this period. Accounting Effective Tax Rates (AETR) reached a maximum value
of 29% in 2010 (statutory tax rates were then 28%) and a lowest point of 24% in 2017 (statutory tax rates 28%). This
shows that the extent of tax avoidance, measured in terms of the gap between the statutory tax rate and the
effective tax rate, reached a 4% spread in 2017. Conversely, cash effective tax rates (CETR) reached a maximum of
27% in 2006 (statutory tax rates then 28%) and a lowest point of 25% in 2018 (statutory tax rates then 28%),
suggesting a gap at that stage of 3%. South Africa is a developing country and therefore even a low percentage of tax
avoidance, based on measurement of this gap, may be significant enough to indicate a problem; this applies
especially if one bears in mind the extent of structural problems and the pressure on government to provide public
goods and services. The movements in the series over this period show a steep drop in both series from 2009 to 2013
to 26% for both AETR and CETR; this means that the period 2009-2013 may be described as one in which tax
avoidance in large South African companies increased. Effective tax rates subsequently increased briefly until 2016:
both series reached almost 28% (the statutory tax rate ruling at the time) in 2016, before both series again dropped
significantly to almost 24%. The significant decline from 2009 corresponds with the drop in tax morale which is

captured in the World Values Survey depicted in Figure 1-2 and discussed on page 18 above.

1 South African corporate tax rates were 30% until 2005. They then decreased to 29% until 2008 and then decreased further to
28% from 2009. Since then, rates have not changed up to the date on which this thesis was submitted.(SARB, 2017)
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Figure 1-3 Average effective tax rates in South Africa (SA)
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AETR and CETR as alternative proxies for corporate tax avoidance

The short-lived upward trend in effective tax rates during the period 2013-2016 does not mirror the declining trend in
tax morale as depicted in Figure 1-2. However, there may be other factors that also influence effective tax rates, as

described below with reference to the extant literature on the determinants of corporate tax avoidance.

Years of governmental mismanagement in South Africa, especially during the period 2009-2017, before President
Cyril Ramaphosa became president, may also be indicative of more and persistent tax avoidance in the future. This
would impact South Africa negatively at a time when the country is least able to tolerate it. The popular media
frequently reports on a brewing tax revolt (News24, 2016). Businesstech, (2021) reports on the results of a South
African survey, in which 88% of respondents confirmed that they would support a coordinated campaign to avoid tax
if they could. Although it may not be directly feasible for companies to participate, this finding may provide an idea of
the growing resistance to government and taxes, not only by individuals but by corporates. However, this does not
preclude more drastic corporate measures that some companies are taking to avoid South African taxes permanently.
For example, in 2020, AngloGold-Ashanti, a pioneer in the South African gold mining industry, sold all of its South
African assets and operations, citing incommensurate political risk, labour strikes and unreliable electricity supply due
to mismanaged state-owned utilities as the main reasons for exiting South Africa (Business Insider South Africa,
2020). Although this situation is arguably not considered as being corporate tax avoidance in the normal sense, the
outcome remains the same for the South African fiscus; after all, the chances of receiving taxes from AngloGold

Ashanti in future is nil, although perfectly legal from the latter’s perspective.
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The preceding discussion has depicted corporate tax avoidance as a problem which negatively affects societies
worldwide, and also in South Africa. It is a problem which is difficult to measure as there are many dimensions in
which it can manifest, not least because a widely-used indicator such as effective tax rates captures but one
dimension. Also, it would seem as if any interpretation of tax avoidance as being unethical behaviour may not be
universally acceptable. Torgler (2002:657) argues that we do not know much about the effect of morals on tax
avoidance. There are arguments that the political environment or circumstances, such as unethical governmental
behaviour in the form of corruption and waste of taxpayers’” money, could influence people’s and possibly also
corporations’ views on whether tax avoidance is unethical or not. However, the following section argues that
empirical research on the relationship between different ethical dispositions of companies and tax avoidance is

limited, which presents a literature gap for more empirical enquiry, which is the focus in this study.

1.1.6 Challenges in the literature to improve understanding of the determinants of corporate tax avoidance

Not all companies are equally aggressive in avoiding tax and many determinants of corporate tax avoidance are
investigated in the literature to explain which companies, with which characteristics are more amenable to engage in
corporate tax avoidance. Much of this research use regressions in which the relationships between effective tax rates,
as measure of tax avoidance, and determinants are investigated. For example Rego (2003: 828) and Richardson and
Lanis (2007:689) investigated relationships between company size and effective tax rates: a widely used proxy for tax
avoidance. Rego (2003: 828) and Mills et al. (1998:1) investigated relationships between corporate tax avoidance and
companies’ classification as multinational companies. Richardson and Lanis, (2007:689), Gupta and Newberry
(1997:1) and Stickney and McGee (1982:125) investigated the influence of financial gearing. Richardson and Lanis
(2007:699), Gupta and Newberry (1997:1) and Markle and Shackelford (2011:415) all report the existence of
relationships between the intensity of different asset types and effective tax rates. Richardson and Lanis, (2007:699),
Gupta and Newberry, (1997:1) and Kim and Limpaphayom, (1998:47) investigated the relationships between varying
profitability levels as a determinant of corporate tax avoidance. Many of these studies derive their empirical

expectations from the theory of rational utility maximisation.

Principal-agent theory, under the umbrella of shareholder value maximisation theory, is another theory that guides
the expectations of various relationships with tax avoidance among aspects such as corporate social responsibility
and corporate governance. For example, Lanis and Richardson, (2012a:86) and Davis, Guenther, Krull and Williams,
(2016:47) report the existence of relationships between corporate social responsibility and tax avoidance. However, a
comprehensive literature review conducted later by Bruehne & Jacob, (2019:18) concludes that the evidence on this
relationship is mixed, with most quantitative papers reviewed for this purpose showing no relationship with
corporate tax avoidance. Furthermore, the literature is devoid of any reference to the possibility that corporate social
responsibility could be used by companies to pay less tax, but where the purpose of doing so is not to enrich
shareholders or agent-managers, but rather to benefit society directly through omittance of corrupt governments.

Last, the literature review in Chapter 2 shows doubt regarding the extent to which contemporary measures of CSR
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performance and CSR disclosures really capture a company’s CSR performance, and more specifically whether a
company is subscribing to a complete stakeholder orientation, as is espoused, but not guaranteed by CSR
engagement through CSR initiatives. This necessitates a look for other constructs to capture a fuller extent of a
company’s stakeholder orientation, such as long-termism as a corporate culture, which this study investigates as a

determinant of corporate tax avoidance.

Inconclusiveness and mixed evidence also manifest in studies that investigate the relationship between various
mechanisms of corporate governance and corporate tax avoidance. For example, Gaertner (2014:1079) reports
strong evidence in support of the influence of after-tax CEO incentives (a corporate governance mechanism) and tax
avoidance, while Armstrong, Blouin, Jagolinzer & Larcker, (2015:1) find no relationship between corporate tax
avoidance and corporate governance. In contrast is Kovermann and Velte (2019:1) who reports no relationship
between corporate governance mechanisms and tax avoidance at the conditional mean, but yet, a strong influence at
the high ends, and at the very low ends, of the tax avoidance distribution. The authors argue that the effects of
corporate governance is selective in its intensity given circumstances to “steer tax avoidance to its specific optimal
level”. Important to this study’s focus is the authors claim that the principal-agent theory fails to fully explain
corporate tax avoidance, and their call for more comprehensive research where all stakeholders are accounted for.
This presents a gap, addressed in this study, when long-temism as a corporate culture is argued to be indicative of
consummate stakeholder orientation, which is investigated in this study as a determinant of corporate tax avoidance.
This study also incorporates quantile regression when measures of tax avoidance are regressed on CEO-
characteristics. The CEO is a corporate governance role player, and therefore this study extends research on the
effects of corporate governance related mechanisms on the lower and upper ends of the tax avoidance distribution,

as performed by Kovermann and Velte (2019:1) before.

Bruehne & Jacob, (2019:6) report a dearth of research regarding the relationship between management
characteristics - such as management skills — and tax avoidance, claiming that the theory that guides expectations in
this domain are ambiguous, and in need of qualitative research to understand how tax avoidance decisions really
work inside companies?. In this regard the authors suggest more research on the specific mechanisms that executives
use to effect tax avoidance. Last, Wang , Xu, Sun and Cullinan (2020:807) says that the ‘black box’ of how tax choices
are made within organisations is unknown, also suggesting calling for more qualitative enquiry. In sum, this

discussion provides credence to Dyreng’s statement, saying that: “There's a lot of research, but we don't have a very

2 The influence of CEO characteristics is an important strand of literature. Dyreng, Hanlon and Maydew, (2010) find that individual
CEOs are associated with tax avoidance, related to Upper-echelon theory that predicts the importance of the CEO and other
members of top management in influencing or determining corporate behaviour. Garcia-Meca, Ramdn-Llorens and Martinez-
Ferrero (2021) report that narcissistic CEOs are associated with tax avoidance, although the effect is mediated by a strong audit
committee. However, Chahin and Fang (2021) suggest that in the case of ethics, CEO effects are the overriding factor for less
accounting fraud: they argue that the CEO sets the tone in corporate ethics.
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good understanding of the causes of variation in effective corporate tax rates.” [quoted in Duke University (2015)].
This sentiment is also captured by other authors who highlight other problems to understand the black box and the
limits to quantitative equiry. Holland (2019:6) argues that “tax data reported in financial statements often represents
aggregated summaries of potentially conflicting or contrasting effects”, encouraging more qualitative inquiry, an
approach which is impeded due to difficulty to access high-profile tax experts for interviews (Rogers and Oats,
2022:93). Indeed, Mulligan & Oats (2016:64) argue that the growing view of tax as a social and an institutional
practise, makes interpretive research methodology, such as interviews, indispensable to move the tax avoidance
literature forward, especially regarding the actors involved and the nature of the respective roles that they play in

corporate tax avoidance, inside and external to the company.

1.1.7 Summary of contribution

The previous paragraph indicated that corporate tax avoidance literature, especially as far as quantitative
methodology is concerned, has reached an impasse of sorts: Quantitative inquiry shows mixed and inconsistent
results in important areas, as far as stakeholder-related determinants of tax avoidance are concerned, whereas
qualitative inquiry is limited for many reasons, which prevents theory-building and understanding of the mechanisms
and processes used towards tax avoidance in companies. The main contributions of this study centres therefore
around its identification of corporate culture, and specifically a corporate culture indicative of a long-term
orientation, as consequential for corporate tax avoidance. The literature review positions and argues corporate
culture to be a higher-order, multi-dimensional, and yet, values-laden construct, one that reflects the actual
corporate values and ethical aspirations of a company, in short, more reflective of the true level of stakeholder
orientation that a company exhibits and subscribes to. Corporate culture® is argued to be an invisible, yet
consequential organisational pivot against which all important decisions in a company are taken and evaluated
against. In this regard, the study operationalises a corporate culture of long-termism, using the McKinsey Corporate
Horizon Index (MCHI) for the first time in an academic setting, and evaluates whether long-term oriented companies
pay more tax as expected, to discharge its obligation to broader society’s benefit under the umbrella of stakeholder
theory. This part of the study adds to the literature regarding the influence of broader stakeholder-interests,

corporate ethical dispositions, and corporate morals on corporate tax avoidance, which are not clearly understood.

In this regard, this study acknowledges the influence of the CEO on corporate culture, and in this instance, the study
adds to the body of literature concerning the influence of CEO-skills sets as an executive effect, on corporate tax

avoidance. This part of the study finds a novel way to operationalise tax knowledge attributed to the CEO, because it

3 Homburg and Pflesser (2000) argue that corporate culture manifests as shared values, norms, artefacts and behaviours. Johnson
(1992) and Johnson, Whittington, Scholes, Angwin and Regner (2014) conceptualise corporate culture as a set of overlapping
organisational components, which together, create a paradigm of belief on how companies operate, which is construed as a
‘cultural web.” This web includes components such as the corporate control systems, the organisational structures, the power
structures, corporate symbols, stories, corporate rituals, and corporate routines.
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exploits a feature unique to the South African corporate landscape where a significant number of the CEOs of large
companies are chartered accountants, a feature that this study argues is an indicator of tax knowledge and expertise,
attributed to those CEOs. This suggests a homogenous group of CEOs, which is unique to the South African setting. In

this regard, the literature on skills of CEOs as determinants of tax avoidance is carried forward.

Changes in the political landscape in South Africa during the period under observation in this study, involve periods of
political scandal and government corruption, which provides a setting to explore the influence of institutionalism on
corporate tax avoidance. It is argued that a decline in societal trust should result in more tax avoidance, as society’s
changing values become institutionalised, also having an influence in the corporate setting. Also, this study’s uses the
South African setting and data from South African companies, in this way responding to calls for more tax avoidance

research in developing countries.

With regards to plenty of references in the literature (as discussed before) to prevailing black-box qualities of tax-
avoidance processes and mechanisms in companies, this study responds to frequent calls for more qualitative inquiry
in the form of semi-structured interview, when it secures interviews with eleven external tax advisors to large
corporate companies. The author conducts interviews with these experts in which the author tries to understand
their views about the influence of corporate culture, the CEO, and corporate governance, all on tax avoidance, as well

as the relationships between them.
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1.2 Thesis statement

This thesis investigates how elements related to corporate culture may be influencing corporate tax avoidance. Thus,
it investigates the influence of long-termism as a particular type of corporate culture on corporate tax avoidance,
although it is assumed, and reported in the extant literature, that CEO effects also influence tax avoidance and
corporate culture. The following thesis statement suggests that corporate culture has a static, inherently stable
quality which allows for its influence on corporate tax avoidance, regardless of the CEQ’s impact on such tax

avoidance. As such, the thesis statement of this study is formulated below:

“Corporate culture exerts a long-term influence on corporate tax avoidance that is not merely a

reflection of the CEQ’s characteristics”

1.3 Research questions

Answers to the following research questions should be found:

1.3.1 Research question 1
How severe is the problem of corporate tax avoidance in large, listed South African companies?
Sub research question 1

Do fluctuations in corporate effective tax rates mirror political developments during the period under observation?

1.3.2 Research question 2

What are the determinants of corporate tax avoidance in large South African listed companies?

1.3.3 Research question 3

To what extent is corporate culture, and more particularly long-termism as a particular type of corporate culture,

associated with corporate tax avoidance?

Sub research question 3

Which measure may be used to measure long-termism as a corporate culture?

1.3.4 Research question 4

To what extent are CEO characteristics, particularly tax knowledge and tax awareness, attributed to the CEO of a

company, associated with corporate tax avoidance?

Sub research question 4
Which measure may be used as a proxy for above-average tax knowledge and tax awareness attributable to a CEO?
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1.3.5 Research question 5

Do developments in the political environment influence corporate attitudes towards tax avoidance and specifically

corporate tax avoidance?

1.3.6 Research question 6

What are the views of corporate tax advisors of large South African companies, based on their lived experience

regarding the influence of corporate culture on tax avoidance, the prospects of CEO-characteristics to influence

corporate tax avoidance, as well as the relationship between corporate culture and CEO-characteristics?

14

Research objectives

The following research objectives are stated:

15

To obtain an understanding of the average effective tax rates for the large, listed South African companies
during the period 2004-2019, including whether tax avoidance mirrors any changes in the institutional
environment.

To obtain an understanding of the determinants of corporate tax avoidance in large South African listed
companies.

To identify a measurable proxy for measuring long-termism as a corporate culture, and then to calculate a
long-term score for each company-year observation in the selected sample.

To investigate the relationship between long-termism, as a particular type of stakeholder-driven corporate
culture, and corporate tax avoidance.

To investigate the relationship between corporate tax avoidance and the tax knowledge and tax awareness of
a CEO.

To conduct interviews with corporate tax advisors to understand the severity of corporate tax avoidance in
large, listed South African companies; understanding the influence of corporate culture on tax avoidance, as
well as to obtain their impressions about the CEQ’s influence on both corporate tax avoidance and corporate
culture.

To obtain an understanding of the mechanisms that CEOs of large South African corporations may use to

effect corporate tax avoidance.

Delineations of this study

The investigation described in this study concerns the relationship between corporate culture and tax avoidance and

the effect of a CEOQ’s knowledge and awareness of taxation on both these factors. The literature review indicates that

corporate culture entails potentially limitless types or dimensions, which can often be used to describe corporate

culture. For example, some corporate cultures are described as “good” or “bad” or “ethical or unethica

III

or

“innovative” to mention but a few of the dimensions that might exist. It is not possible to articulate and
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operationalise all those types of corporate cultures in one study for the purpose of this investigation. Therefore, in
order to demarcate, practically, the scope of this study, the author identifies the temporal orientation of a company
in terms of whether it is more short-term oriented or more long-term oriented. The author argues that this
orientation is an important dimension of corporate culture, which is closely connected with an ethical disposition.
This view is investigated in this study and the outcome is expected to explain why some companies avoid more tax

than others.

1.6 Limitations to this study

The research is subject to limitations which are briefly discussed below under separate headings for those limitations
relating to data, as opposed to methodological limitations. A more detailed discussion of limitations is provided in

Chapter 3, Research Methodology.

1.6.1 Data limitation

The research makes use of data on the 112 largest companies listed on South Africa’s Johannesburg Stock Exchange.
The sample is limited because South Africa has relatively few large, listed companies, when compared to the US or
UK, for example. Another aspect concerns extrapolation of results. The South African context, for example national
culture and classification as a developing economy, may have an influence on results; this suggests that findings
should be extrapolated to other contexts with caution. The data from the qualitative stream of this research is based
on interviews with corporate tax advisors in South Africa. It is possible that those South African tax advisors’ opinions
may be biased to some extent by political developments in South Africa, such as criticism of government’s

weaknesses as discussed above [see 1.1.4].

1.6.2 Methodological limitations

Methodological limitations proceed from a lack of theory, as well as imperfect identification strategies regarding the
measurement of constructs. For example, the investigation concerns tax avoidance, but effective tax rates, used as
the proxy variable for tax avoidance, are not a perfect measure; one reason is that they only capture tax avoidance
originating from transactions that are reported on either the balance sheets or income statement. Also, the measure
for a long-term corporate culture, based on the McKinsey Corporate Horizon Index, may also not be perfect, as that
measure was developed for commercial purposes. The same limitation applies to the use of an academic qualification
as the measure for tax knowledge and tax awareness attributed to a CEO as a CEO effect. There may be other
academic qualifications that may also be related to tax knowledge, which the proxy used in this study admittedly

does not incorporate.

The use of statistical methods such as regression analysis suggests an inherent methodological limitation. For
example, in contrast to scientific experiments where random assignment of samples into treatment and control

groups can be organised, the same approach is difficult to implement in social research where observational data is
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used. Regression analysis can control for some differences between observations, through control variables, but
ultimately, endogeneity due to omitted variables in specifications cannot be fully excluded from the findings of this
thesis; this can bias results. Although fixed-effect regressions are used in this thesis to control for omitted, time-
invariant variables in regression specifications as a source of endogeneity, there are only limited opportunities to use
other mechanisms, such as natural experiments, instrumental variables, or regression-discontinuities. Instead, the
author extends the quantitative investigation with interviews which may corroborate the validity of quantitative

findings.

A final limitation concerns the limited amount of theory available to explain corporate tax avoidance. Here, it would
seem that corporate tax avoidance is driven by a mixture of theories which are not mutually exclusive. For example,
agency theory, shareholder maximisation theory, stakeholder theory and others not mentioned here may all help to

explain corporate tax avoidance, but the conditions under which they are considered valid or applicable, are unclear.

1.7 Chapter outline of this study

This section provides a layout of the study and explains how the various chapters advance one’s understanding of
corporate tax avoidance. This study follows a mixed-method methodology approach as explained in Chapter 3. That
chapter explains the rationale for using mixed methods, and provides a roadmap to show how the results of the two

methodologies are integrated.

1.7.1 Chapter 2 Literature review

The literature review examines salient papers focussing on the determinants of corporate tax avoidance, with
particular reference to quantitative empirical work. The literature shows that company-level determinants of
corporate tax avoidance, such as company size, profitability and financial gearing, have been explored in the extant
literature; nevertheless, corporate tax avoidance is not yet fully understood. In this chapter it becomes evident that
empirical research, that considers ethics and corporate values as stakeholder-driven determinants of tax avoidance,
have not been emphasised much in the literature. The literature review highlights the nature of different types of
corporate cultures as consequential constructs in companies, which are expected to influence corporate tax
avoidance as well. The review expounds upon the values-laden nature of corporate culture which suggests that the
link to corporate ethics is an influencing factor for corporate behaviour. The review argues that corporate culture may
be related to corporate social responsibility; this issue has been investigated before in detail and the literature review
shows that corporate culture may be more indicative of the actual corporate values systems that are subscribed to in
companies, while CSR performance scores may be more indicative of espoused or proclaimed values. The literature
review briefly identifies and discusses the nature of the McKinsey Corporate Horizon Index (MCHI) as an instrument
to operationalise corporate culture. The review shows how companies with a long-term orientation are truly
sustainable with regards to all stakeholders, which leads to the expectation that such companies should be more

stakeholder oriented. The literature review organises its discussion of tax avoidance literature along the dominant

29



theories used in the conceptualisation of those papers. Here, it is shown that economic, positivistic theories such as
shareholder value maximisation and agency theory have been intensively used to investigate corporate tax
avoidance. In contrast, the constructivist, or more subjective theories such as the stakeholder theory of the firm, have
received less attention, especially from an empirical perspective. Consequently, this helps to explain the gap which
this thesis addresses, as far as it advances the tax avoidance discourse to corporate culture: a more complex, values-
laden construct. The literature review contextualises long-termism as a corporate culture, as determinant of tax

avoidance which captures a consummate stakeholder orientation.

1.7.2 Chapter3 Methodology

Chapter 3 depicts, evaluates and justifies the mixed-methodology approach (‘MM’ hereafter) used in this thesis to
collect the data needed to answer the research questions. This chapter contextualises the use of MM in this thesis,
where the quantitative methodology stream is the dominant one, while the application of qualitative methodology
constitutes the secondary stream of research. The chapter justifies the use of qualitative methodology as well in this
thesis, because it helps to address some limitations related to and inherent to quantitative methodology in this
thesis, as indicated briefly before. Chapter 3 explains that the use of quantitative methodology in this thesis is to a
degree constrained by small data samples because, as explained above, South Africa has relatively few large, listed
companies. Also, there appear to be limitations regarding the use of imperfect proxy variables for constructs such as
long-termism, corporate tax avoidance, and also, pertaining to the proxy for a CEO to whom is attributed above-
average tax knowledge and tax awareness. Therefore, this chapter explains that the use of qualitative data, obtained
from interviews with corporate tax consultants, is suitable to augment the findings of the quantitative methodology
because it helps to support the plausibility of the quantitative results. Qualitative data provides richer data which can
yield some insight into the mechanisms used to pursue tax avoidance; it can also help one to understand what
companies’ attitudes are regarding corporate tax avoidance in the South African milieu. This chapter also evaluates
concerns regarding subjectivity and bias at the use of qualitative methodology. Some misconceptions are discussed,
while measures are identified which are taken to mitigate bias. The chapter ends with a diagram which assists ease of
reference and navigation in the study, showing how and where the components of the two methodological streams
(qualitative and quantitative) are performed and where the findings of each are integrated into a whole, in order to

enhance coherency.

1.7.3 Chapter 4 Long-termism and corporate tax avoidance

This chapter is the first of two chapters that constitute the quantitative research stream of this MM study. Chapter 4
introduces the concept of long-termism, as a type of corporate culture indicative of a stakeholder orientation, when it
contextualises and evaluates the use of the five-factor McKinsey Corporate Horizon Index (MCHI) to measure long-
termism. The chapter then applies regression analysis to examine the relationship between corporate tax avoidance
and long-termism. The evidence from the results indicates support for the expectation that long-term oriented

companies pay more tax on average because they are more sensitive to the interests of stakeholders, including
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government and society. The evidence also indicates that some dimensions of corporate culture in companies may

not be as stable, over time, as assumed before.

1.7.4 Chapter5 The association between the level of tax knowledge attributed to a CEO and corporate tax

avoidance

This chapter investigates the relationship between corporate tax avoidance and the degree of tax knowledge
attributed to the CEO, as a CEO effect. The expectation in this chapter is that a CEO effect (CEO characteristic) will
influence corporate culture in accordance with the concepts contained in Upper-echelon theory. The bulk of this
chapter is formatted as an academic paper to ensure rapid publication. This chapter uses regression analysis to
examine the relationship between corporate tax avoidance and CEO-tax knowledge attributed to the CEO, and the
findings indicate evidence that supports the expectations. The results also provide some evidence that CEO effects do
not necessarily always sterilise the impact of corporate culture as an independent driver of corporate culture beyond
the CEQ’s influence. Chapter 5 is the last chapter of the quantitative stream of this study, before Chapter 6 reports on

qualitative research based on interviews with corporate tax advisors.

1.7.5 Chapter 6 Corporate tax avoidance and corporate culture: Tax advisors’ views

This chapter constitutes the application of qualitative research methodology in this MM study. Interviews are
considered to be necessary in order to augment the research findings of the quantitative streams in the previous
chapters, and to provide richer data which improve understanding of some of the reported black-box qualities of the
tax avoidance process. As such, the interview process helps to satisfy research objectives and to answer the research
guestions. Chapter 6 explains the interview process, aspects of bias and then provides a critical account of the results
of the interviews. The chapter categorises the interviewees’ feedback in terms of four themes, each of which is linked
to research propositions thought to be relevant for understanding tax avoidance. The results of the qualitative
research indicate support for the findings of the quantitative research and provide more understanding of the

process of corporate tax avoidance.

1.7.6 Chapter 7 Integrating quantitative and qualitative findings

The integration of quantitative and qualitative findings is an important phase in a MM study and is performed
separately in this chapter to enhance coherence of the research. This chapter evaluates the evidence of quantitative
research findings, as the dominant research stream, in comparison to the qualitative research findings. This chapter
shows how experience, as related by the interviewees, indicates support of the influence of corporate culture on
corporate tax avoidance, as well as their experience of the influence of CEOs on corporate culture and corporate tax

avoidance.

1.7.7 Chapter 8 Conclusion
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This chapter concludes the thesis. It provides a summary of findings pertaining to the research objectives of this study
and refers to the salient findings of this study to evaluate the thesis statement. It also discusses some limitations to
this research and provides an outline of opportunities for future research. Finally, it summarises the contributions of

this study.
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2 Literature Review

2.1 Introduction

The previous chapter broadly contextualised the research problem, the contribution, and a summary of the research
guestions to this study, which entails an investigation into the relationship between corporate tax avoidance and
corporate culture. This chapter presents the deeper context from which those research questions were developed. To
this end, this chapter positions the need to consider value-laden constructs, such as corporate culture, as
determinants of corporate culture to advance understanding of corporate tax avoidance. More specifically, the
literature review presented in this chapter shows that the relationship between ethical dispositions of companies and
corporate tax avoidance has not been fully investigated before, with the sole exception of studies that investigated

the relationship between corporate tax avoidance and corporate social responsibility (CSR).

The literature review is structured as follows. It starts with a depiction of the ethical quandary inherent to the
obligation to pay tax, which suggests that ethical choices have to be made by individuals and corporate taxpayers
alike. The discussion then examines literature on corporate tax avoidance with a focus on empirical research, which
often uses finance theories such as shareholder value maximisation theory, agency theory and stakeholder theory, to
classify the literature. Papers on corporate tax avoidance that are conceptualised from shareholder and agency
theory are discussed first in section 2.5. This section shows that corporate tax avoidance is sometimes used
successfully to benefit shareholders; nevertheless management, as agents, may sometime benefit more from tax
avoidance depending on the corporate governance arrangements in place. The next stream of research is discussed in
section 2.6 and explores the link between stakeholder theories and corporate tax avoidance. This discussion focuses
particularly on papers that investigate the link between CSR performance and corporate tax avoidance, which the
review finds to be largely inconclusive. The discussion on legitimacy theory in section 2.8 then finds that the
inconclusive findings on the link between CSR and corporate tax avoidance may stem from practices where
companies use CSR performance more for ulterior ends rather than from an intention to advance a true spirit of an
ethical concern for the interests of stakeholders. Section 2.9 examines papers on determinants of corporate tax
avoidance from the theory of institutionalism, which posits that corporate behaviour in companies, including tax
avoidance behaviour, becomes institutionalised, or part of the standard operating processes in a company; this can
be attributed to influences from elements such CEO effects, trends imitated from peer companies and other external
forces. This section indicates the particular relevance of corporate culture as a determinant of corporate tax
avoidance, which is positioned in section 2.11. Before continuing with the review of literature in the realm of
corporate culture, the literature review first documents a brief synopsis of other literature regarding other company-
level determinants of corporate tax avoidance in section 2.10. This is necessary not only for a comprehensive
discussion of determinants of corporate tax avoidance, but also for the identification of other determinants of tax

avoidance for control-variable purposes in regression analysis. Section 2.11 then extends the discussion about
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corporate culture; it highlights the consequential nature of this construct, while views and research concerning
corporate values as a source of corporate culture, and the determinants thereof, are explored. The discussion in this
section identifies opposing views on the circular nature of determinants or influences of corporate culture,
particularly regarding the hierarchical levels at which corporate culture manifests. Section 2.12 then presents the
concept of long-termism as a higher-order, ethical type of corporate culture, indicative of a corporate ethical
disposition that transcends CSR, and which the literature shows may have consequences for corporate tax avoidance.

Finally, section 2.13 provides an exposition of the salient research questions of this study.

2.2 To pay or not to pay taxes: An age-old ethical quandary

There is much literature, regarding rhetoric relevant to tax avoidance, that predates modern times. When Jesus Christ
was asked by the Pharisee regarding one’s moral obligation to pay tax, he answered “Render therefore unto Caesar
the things which are Caesar’s.” (King James Version, Matthew 22:21) Taxation appears to be a sensitive topic. It
concerns aspects of ethics, values, rights, and the social contract between people and their government. Whether
taxes benefit society is the subject of endless debate; for example, American Judge Oliver Wendell Holmes famously
said “I like to pay taxes. With them | buy civilisation”. Also: “Taxation is the price we pay for our social, civil and
political institutions, for the security of life and property, and without which we must resort to the law of force” (1851)
both quoted by Bird and Davis-Nozemack®* (2018:1009). Wars and revolutions were fought because of contentious
views about taxes. For example Lepore (2018:81) explains how America’s revolutionary war for independence from
Great Britain was precipitated by the unhappiness of American colonists in paying taxes to the British crown, in the
absence of alleged representation in the British legislature. It would seem as if the American colonists who
vehemently opposed those British taxes had conveniently forgotten that some of those taxes were in fact applied by
the British government to enable colonists to settle in America. They were applied, for instance, to protect American
soil against Indian, Spanish and even French encroachment; this example indicates how subjective taxpayers’

interpretation of their rights as citizens and obligations towards tax could be.

America’s transition from an agrarian economy of small farmers to an industrialised one of mass production and mass
employment, circa 1870, coincides with a growing societal expectation to companies to sacrifice a portion of their
profits to society’s benefit through paying taxes; this expectation can be interpreted as a quid pro quo for society’s
sacrifice of personal freedom to big companies. Lepore (2018: 336-377) explains how rapid industrialisation put many
people, especially farmers, out of work, often forcing them into squalid working environments as labourers with little
economic freedom for large, successful American companies such as Bethlehem Steel (founded by Andrew Carnegie)
and Standard Oil (founded by John, D. Rockefeller). However, it would seem to be a long and contentious road before

corporations were eventually taxed in 1913 after much pressure from society, when the Sixteenth Amendment Bill

4 Despite best efforts, the author could not obtain access to this very old document.
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came to pass. Before this, attempts to tax corporations were met with fierce resistance. For example Lepore
(2018:338) writes that “when state legislature tried to tax the railroads, such as California did, federal judges eagerly
entertained arguments that such taxes were unconstitutional... accepting the argument that such laws [about
corporate taxes] violated the rights of corporations as ‘persons’. Thus, there was vehement corporate reaction in the
distant past against the imposition of corporate taxes, despite society’s expectation that companies would act
responsibly towards society; this attitude foreshadowed the problem of corporate tax avoidance as experienced

today.

2.3 Views and definitions of corporate tax avoidance

Definitions relating to tax avoidance seem pluralistic at best. The approach in this study follows the rather wide
definition of corporate tax avoidance provided by Dyreng, Hanlon and Maydew (2008); however, a brief discussion of
some other definitions is provided for various reasons. In terms of the context in the South African jurisdiction, tax
avoidance (Stiglingh et al., 2017:797) is defined as “a situation in which the taxpayer has arranged his affairs in a
perfectly legal manner, with the result that he has either reduced his taxable income or has no income on which tax is

payable.” The authors cite case law such as Duke of Westminster v IRC (1953 at 520) as:

every man is entitled if he can to order his affairs so that the tax attaching under the appropriate Acts is
less than it otherwise would be. If he succeeds in ordering them so as to secure this result, then, however
unappreciative the Commissioners of Inland Revenue or his fellow taxpayers may be of his ingenuity, he
can not be compelled to pay an increased tax.

It is important to note the use of English case law in a South African tax textbook in its section that discusses tax
avoidance. This reference to the case law of another legal jurisdiction may be seen as a first example of the nature,
power and pervasiveness of the theory of institutionalism between countries that dictates and explains corporate
behaviour. In particular, it illustrates how a definition, such as tax avoidance, that was developed, articulated and
accepted in Britain, a country almost 12 000 kilometres away from South Africa, could, nevertheless, have become
institutionalised into the vocabulary and behaviour of South African governments and corporates. More recently the
UK tax authority defined tax avoidance as those transactions and activities that minimise taxable income, but
qualified the nature of such activities as those that follow “the letter of the law but not its spirit” (HM Revenue &
Customs, 2016). The recent reference to the phrase “spirit of the law” indicates that the dichotomy between evasion
(illegal) and avoidance (acceptable) is contextually dependent. It is possible that the social acceptability (legitimacy)
of tax avoidance has declined over time, thereby leading to a shift to moral and ethics underlying a company’s tax

affairs (whether it is legal or not).

Hanlon and Heitzman (2010:137) define tax avoidance very broadly as any action, plan or strategy that can reduce
explicit taxes, while admitting alignment with Dyreng, Hanlon and Maydew's (2008) definition that includes anything
that may reduce a company’s effective tax rate; these latter authors concede that their definition does not imply any
action of wrong-doing. Clearly these definitions are devoid of any reference to values or ethics, possibly because
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decisions on whether alleged avoidance is ‘good’ or ‘bad’ are subjective and difficult to make. Also, this definition
clearly includes the most benign forms of tax avoidance, but may also include those that are illegal, for example tax
evasion. For this reason, the pluralistic nature of the Hanlon and Heitzman (2010:137) definition also explains why
“tax-management” is sometimes used interchangeably with tax avoidance as a broad definition, assuming that
amount of taxes payable that can be managed downwards: see, for example Minnick and Noga (2010:703). The
contrast between the HM Revenue and Customs (2016) description of tax avoidance and the other definitions is
striking for two reasons. First it would seem as if the UK tax authorities’ definition introduces scope for ambiguity and
subjectivity from the outset with the use of the word “spirit,” when compared to the Hanlon and Heitzman (2010)
definition that, although broadly construed, is clinical. Second it would appear as if HMR & C’s definition is value-

laden insofar as the word ‘spirit’ is left open for a subjective interpretation in which values could possibly play a role.

Steuerle (1985:78)° cited in Slemrod and Yitzhaki (2002:1446) compares tax avoidance to a game with revenue
authorities; a game in which participation or level of participation is dependent on people’s level of risk aversion. The

authors explain that:

Less risk-averse households will gain more from the availability of a gamble with given positive expected
value. In contrast, common parlance would ascribe any horizontal inequity to variations in honesty, with
the honest, or dutiful, citizens left holding the bag by the dishonest.

The authors argue that the economic utility model for tax avoidance or evasion assumes no such thing as honest or
dishonest taxpayers, only room for economic actors all optimising their utility. However, the authors do concede that
some people ‘play the game’ while others do not, ostensibly for other reasons. Some companies avoid more tax than
others, a phenomenon which may be explained by factors beyond risk appetite, or positivistic economic optimisation
theory; these factors may well include corporate values, ethics and moral disposition. Put differently, some agents
choose not to avoid tax, even in the corporate agency-principal relationship where economic optimisation acts like a
golden rule for corporate decisions. For example, Stiglitz (1985:33) argues, assuming a perfect capital market, that tax
avoidance levels in in the US just before the enactment of the Tax Reform Act in 1986 were actually still surprisingly
low, bearing in mind the powerful opportunities for tax avoidance available to the ‘astute’ tax payer. Stieglitz’s
conclusion precedes and mirrors the Slemrod (2004:895) paper’s view regarding the limits of the economic utility

model to explain tax avoidance in its entirety.

Hanlon and Heitzman (2010:137) refer to the existence of terminology differences applicable to terms such as tax

evasion, tax sheltering and tax non-compliance; they suggest that these differences are perhaps all of a semantic

5> Access to the original source could not be obtained despite best efforts being made.
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nature and relate to subjectively-construed differences in the observed level of aggressiveness regarding tax

avoidance. They then liken the different terms to being positioned on a line that presents a continuum, stating that

If tax avoidance represents a continuum of tax planning strategies where something like municipal bond
investments are at the one end (lower explicit tax, perfectly legal), then terms such as “noncompliance”,

V{4

“evasion”, “aggressiveness” and “sheltering” would be closer to the other end of the continuum.

Even so, the authors admit that any attempt at classification of ‘aggressiveness’ seems subjective, analogous to the

saying of “beauty is in the eye of the beholder.”

The following table presents possible viewpoints regarding the semantic differences between terms related to tax

avoidance.®

5For more information on different views regarding distinguishable differences between the definitions offered here, see Payne
and Raiborn (2018: 470). Discussing the “Fair-share ethical” debate regarding the payment of the fair share, to invoke the words
of St Aquinas “Bad laws do not bind the conscience,” is interpreted as meaning it is acceptable to break a law deemed to be
unjust. A characteristic of such civil disobedience, which is viewed as an ethical position, is that the breaking of the law is done
openly rather than clandestinely. Countries with corrupt governments may ultimately force normally law-abiding citizens to avoid
or evade tax to starve their corrupt government of the means to pursue its corrupt governance processes.
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Table 2-1 Semantic differences between terminology used for types of aggressive tax behaviour

Term Description Main characteristics Abides by the letter
and/or the spirit of the
law?

Tax evasion lllegal actions to reduce | Dishonesty is involved. The letter of the law is

tax liability. not honoured.

Tax avoidance | Holding on to corporate | Value optimisation based on Adherence to both the

value in the absence of | sound business principles, subject | letter and spirit of the
legal claims to pay tax, to full disclosure to authorities. law.
with reference to

interpretation of the

law.
Aggressive tax | Favourable Mala-fide interpretation of Probable that the letter
avoidance interpretation of the law | legislation. of the law is honoured,
is stretched to exploit yet to the detriment of
loopholes inherent to the spirit of the law.
legislation.

Adapted from Payne and Raiborn (2018:471)

The preceding section indicates the ambiguous nature of the definitions and descriptions of the various forms of tax
behaviour related to tax avoidance. This ambiguity helps explain the difficulties experienced by regulators in trying to
capture the essence of tax avoidance in legislation, while it also suggests a tension between regulators who implore
taxpayers to follow the ‘spirit’ instead of the ‘letters’ contained in tax legislation. This ambiguity, together with
different views of tax avoidance, seems to leave room for some taxpayers to exploit weaknesses in legislation to
reduce tax, while it allows others to be led by their internal moral or and ethical convictions as a guide to corporate
conduct in dealing with tax issues. The availability of free choice invokes logical reference to morals and values as a

guide to choosing between aggressive and less aggressive degrees of tax avoidance.

2.4 Determinants of corporate tax avoidance: A theoretical approach

The determinants of corporate tax avoidance seem to be the subject of a significant body of research, in the area of
corporate tax avoidance. This section therefore examines and discusses papers that investigate determinants of tax
avoidance because research on this topic appears to be deterministic in nature. The discussion is developed along the
dominant theories in the domain of finance, economics and financial management to structure and categorise the
literature; this approach is followed because an overview of underlying theory helps to position certain theories

relating to corporate culture as being relatively neglected, in comparison to others. A theory-by-theory approach
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responds to a call by Hanlon and Heitzman (2010:127) for researchers in the tax avoidance domain to proceed from
theory. Reference to theories used in accounting theory may seem strange, but similarities between tax avoidance
and accounting choices and disclosure show some overlap as both concern an interplay between shareholders,

management as agents, and other stakeholders.

The following diagram maps the dominant theories suggested by Deegan (2014) to underpin financial accounting

policies and related disclosure behaviour in companies.

Figure 2-1 Theories for inter-stakeholder behaviour

Owners / Share- Management

holders \

N——

Legend:

1. Shareholder value maximisation and /-_\

Society at large

agency theory
2. Stakeholder theory
3. Legitimacy theory

4. Institutional theory

Figure 2-1 depicts groups of corporate stakeholders in ovals: the lines connecting the ovals represent finance theories
that are often used to explain or predict the behaviour between those stakeholder groups. This literature review of
corporate tax avoidance is structured in terms of those theories. This Figure 2-1 is repeated at the end of the
literature review but with some additional information: thus, it also includes an indication, for each theory, of
whether that theory has been used extensively, or less so, to explain corporate tax avoidance behaviour. Note that
the lines do not indicate causality or relationship. The next section of this literature review considers these theories

on a one-by-one basis and discusses relevant research related to corporate tax avoidance for each theory.

2.5 Shareholder value maximisation theory and agency theory

The shareholder value maximisation theory proposes that the shareholders’ interests in the form of maximising
shareholder wealth represent the paramount corporate objective and as such, allow an explanation and

interpretation of much corporate behaviour. The central idea of this theory is that the value of a company is
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maximised when future cash flows are maximised under circumstances which reduce risk for shareholders (Correia,
2018:6-2). Its relevance to corporate tax avoidance is intuitively simple; after all, corporate tax is a business expense
which reduces distributable profits to shareholders, which are pursued to maximise shareholders’ utility. Against this
background, it is argued that tax avoidance is an instrument to enhance shareholder value. However, there are other
considerations. A higher cost of capital reduces shareholder value, which is maximised when overall corporate risk is
limited (Correia, 2018:6-2). Donohoe (2015:1) argues that risky corporate behaviour in specific areas, as indicated in a
case study regarding the intensive use of derivatives, may also extend to risky, more aggressive behaviour in other
areas of corporate behaviour. The study found strong empirical evidence that the use of derivatives in US companies
is associated with lower cash and effective tax rates, which are proxies for corporate tax avoidance as indicated
before. Donohoe’s (2015:1) finding can be interpreted as providing tentative evidence for the view that a corporate
culture that encourages excessive risk taking in one area of a company manifests at other hierarchical levels or
departments in a company: this also includes the tax environment. Tax avoidance aimed at increasing shareholder
value through increased free cash flow may be a zero sum game if persistent corporate tax avoidance coincides with
overall increase in risk. Guenther, Matsunaga and Williams (2017) find that low effective tax rates tend to be more
persistent than high effective tax rates; more importantly they find that lower effective tax rates, as a proxy for tax
avoidance, are negatively related to one-year-ahead stock return volatility, as a proxy for overall firm risk. Links
between indicators of tax avoidance and future dividends are also relevant. Amberger (2017:1) found that companies
with greater tax uncertainty have a lower probability of dividend pay-outs; this writer also found evidence that the

relative amount distributed is negatively associated with an uncertain tax position as an indicator of tax avoidance.

Tax avoidance is also suspected of having other unintended shareholder costs, which makes it difficult to assess who
benefits from tax avoidance. Hanlon, Maydew and Saavedra (2017:1200) report that increased levels of tax
uncertainty are positively associated with higher cash balances, which means that shareholders may be sacrificing
better yields on assets if cash balances are kept high to enable the company to settle uncertain tax positions.
However, Lee and Shevlin (2016) have used a future cash flow-based model to measure the cost of equity, and found
a negative relationship between tax avoidance and cost of equity: this means that shareholders benefit from more

corporate tax avoidance.

Agency theory posits that the providers of capital and the managers who act as the custodians of assets entrusted to
them, may have different or diverging interests. This tension may introduce misalignment between the objectives
held by shareholders and by management. Shareholders or owners manage this tension through the development
and implementation of corporate governance control systems such as remunerative incentives for managers to align
corporate behaviour and decisions with the interests of shareholders (Deegan, 2014:273). The managers’ utility
function is often described as weighing up the benefits of responsibility to their principals’ interests with the rewards
and effort for doing so. Deegan (2014:273) sees agency theory as one that is based on the central economics-based

assumption that any individual’s actions are primarily driven by self-interest alone, which suggests that people as
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agents generally act in an opportunistic manner to increase their own wealth. One particularly important aspect of
this theory, as far as the central tenet of this study is concerned, is that in its purest form, the theory almost entirely
dismisses or negates the likelihood that moral and ethical views of agents could dominantly account for managers’

behaviour in their capacity as agents.

Agency theory is frequently used to pose arguments regarding the expected behaviour of management as agents
when facing decisions concerning corporate tax avoidance. It should be remembered that agents make decisions
regarding tax strategy and tax behaviour, not shareholders directly. Arguably, the nature of agency theory also
suggests the relevance of corporate governance as far as it aims to act as a control to ensure that management acts in
the best interests of shareholders. In accordance with this argument, papers that concern the relationship between

corporate governance and tax avoidance are also discussed under this section.

Deegan’s (2014:278) bonus-hypothesis suggests that agents may be incentivised to disclose higher net profits if
bonuses are linked to net profit after tax; this suggest a relationship to tax avoidance principles as well. Indeed
Phillips (2003) investigated whether compensation structures based on after-tax profit measures are associated with
measures of tax avoidance; that investigation found a strong positive relationship between performance indicators
using after-tax profit and tax avoidance, when compared to instances where compensation structures depended on
before-tax profits. Phillips’ findings therefore provide evidence to support the more intuitive expectation: thus,
agents may use tax avoidance as a means to increase personal wealth in the agency setting. Gupta and Swenson
(2003) provide more evidence to support the same expectation; they found a positive relationship between incentive
compensation of management and the extent of tax lobbying activities, an activity arguably closely related to

corporate tax avoidance.

Corporate governance and corporate tax avoidance are related. Thus, Desai and Dharmapala, (2006) modelled the
interaction between tax sheltering activity (a form of corporate tax avoidance) and the diversion of rents. They
argued that there are strong positive feedback effects between these two activities. They based their argument on
the viewpoint that tax sheltering may obfuscate the existence of corporate profits from shareholders, which
subsequently may never be disclosed to shareholders. In that paper the authors argued that more stringent
governmental enforcement of tax compliance, which may lead to less tax avoidance, could improve a firm’s value, or
be seen as an unintended corporate governance mechanism to the benefit of shareholders, despite higher tax
liabilities as a result. Evidence supporting this viewpoint is reported in a Russian experiment (Desai, Dyck & Zingales
(2007). Here, the authors’ findings seem to support those of Phillips (2003), discussed above. However, Desai and
Dharmapala (2006) found that in the case of firms with poor or weak corporate governance arrangements, the use of
increased high-powered incentives for management actually reduces corporate tax avoidance. Evidence regarding the
relationship between corporate governance and tax avoidance is of interest. Thus, it often defies the notion that tax
avoidance always benefit shareholders; instead, the taxes saved may be syphoned off to agents where corporate

governance is weak.
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Some corporate ownership types, such as majority family-owned companies, seem to have very specific corporate
governance characteristics which can provide opportunities for tax avoidance. Chen, Chen and Cheng, (2010:41) find
that family-owned companies (or companies characterised by a significant family presence as shareholders) are less
tax aggressive than non-family-controlled companies. The authors argue that family owners may be willing to
sacrifice the tangible benefits of a lower tax expense in return for a smaller chance of share-price discounts imposed
by other shareholders, who might be worried about family rent-seeking through tax avoidance schemes. Hanlon and
Heitzman's (2010:144) review of corporate tax avoidance research invokes the temporal view of a company in terms
of a long-term horizon to explain why family-controlled companies seem less aggressive tax avoiders than others.
They suggested that “these firms may avoid fewer taxes because these long-term concentrated holders have a longer
horizon and may be more sensitive to the total costs of avoidance arising from reputation effects.” These papers
provide some evidence that the temporal orientation of a company pertaining to the longer term may influence,

positively or negatively, the propensity for corporate tax avoidance.

Other attributes of shareholders are also investigated in terms of possible determinants of corporate tax avoidance;
for example, the level of institutional ownership in companies. Khan, Srinivasan and Tan (2016) find that the level of
institutional shareholding is positively related to corporate tax avoidance, perhaps through pressure to reduce
effective tax rates; it is also characteristic of higher profit margins, and associated with a higher likelihood to meet

analysts’ expectations’.

The issue of corporate tax avoidance also includes debates about the inclination of agents to divert scrutiny from the
public and regulators. For instance, Gupta and Newberry (1997:4) investigated the relationship between company
size and effective tax rates as a proxy for tax avoidance, to identify firms not sharing an equal tax burden. Those
authors then used a political, cost-based hypothesis study, to argue that larger companies, which are more visible to
the public and regulatory eye, would endeavour to increase effective tax rates to avoid public attention. These
authors found an insignificant relationship between company size and effective tax rates measured in the long term,
although this finding is contradicted in Rego, (2003:828) who reports a positive relationship; thus, Rego found that
company size and effective tax rates are positively correlated. One may have expected larger firms to be associated
with lower effective tax rates because they arguably have more financial resources to employ tax consultants to
reduce their tax liability. Evidence suggests that some companies consider, carefully, the trade-off between tax

savings and the political cost of damage to reputation, before engaging in tax avoidance.

’A company’s inclusion in the Russel-index is used as the proxy for institutional ownership. Khan, Srinivasan and Tan (2016)
conclude that managers “deliver” tax avoidance when institutional ownership increases; however, institutional owners do not
explicitly and specifically demand tax avoidance. Of interest in this paper is its use of inclusion in the Russel-index as shock, which
is used to control for endogeneity. The authors argue that there are many companies that almost meet the criteria to be included
in the Russel-index, however, the companies included immediately behaved differently once they were included, which allows for
guasi-randomised assignment.
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2.6 Towards systems-based theories of the company to understand corporate tax avoidance

Rational maximisation of economic utility is an important underlying principle for attaining the maximisation of
shareholder value, as discussed in the previous section. It suggests that corporate decisions are made by agents,
including decisions concerning tax, but that these decisions are mostly calculated, or rationally evaluated and
accompanied by careful assessment of payoff structures, risks, and particularly, agency costs. This notion is relevant
as far as companies are described as a “nexus of contracts” in Jensen and Meckling (1976:311); here, the company is
perceived as nothing more than a vehicle used to enable the efficient coordination of the interests of an exclusive
group of contractually connected stakeholders. Economic optimisation theory appears to be unable to explain all
corporate behaviour, including corporate tax avoidance behaviour. Importantly, it appears to be silent on normative,
ethical considerations or values-based characteristics from agents, who are humans and as such, unavoidably allow
value-laden or irrational behaviour to be part of the corporate behavioural mix. Aasland (2004:7), a Keynesian
economist, identifies flaws in the prominent progression of the rational economic utility theory which ascribes little
consequence to ethics as an economic precondition. He argues that we cannot explain the rationale of economic
transactions and corporate behaviour by sole reference to economic theory alone, to the exclusion of ethics; thus,
Aasland states that ethics provide the fundamental impetus or rational for transactions between humans in the very
first place. These inter-human transactions constitute the economy. Indeed, the totality of economic theory is never
complete without the inclusion of ethics, or values; these are both terms for which economists have no algorithm to
model, and so they are conveniently excluded from economic theory. For example, Aasland (2004:8) argues that the
term ‘ethics’ deals with the extent to which humans recognise and assume responsibility for what is referred to as
“the other.” Without an awareness of the interests of each other we cannot transact, which precludes the existence
of any economy. Aasland's (2004:7) comment regarding the need to consider the ‘other’ suggests a link not only to
system-based theories to explain corporate behaviour, but also corporate tax avoidance. According to Aasland,
governments as fiduciary custodians for broader society’s interests are an important ‘other.” The next section
considers the prospects of so-called ‘system-based’ theories for corporate tax avoidance as far as they incorporate
elements of values and ethics to explain and understand corporate behaviour, which includes corporate tax
avoidance. This discussion is appropriate against the background of this study’s investigation into the relationship

between corporate values and ethics as determinants of corporate tax avoidance.

System-based (“Political theories”) of the company

Stakeholder theory, Legitimacy theory, and Institutional theory are described as system-based theories and centre
around the idea that “society, politics and economics are inseparable and that economic issues [such as corporate tax
behaviour] cannot meaningfully be investigated in the absence of considerations about the political, social and

institutional framework in which economic activity takes place” (Deegan, 2014:341). Gray Owen and Adams (1996)8

80riginal sources inaccessible to author despite best efforts to obtain.
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cited in Deegan, (2014:341) define political economy as the social, political and economic framework within which
human life takes place. This system-based view of the firm, as opposed to the view of the firm as merely a nexus of
contractual obligations with key stakeholders, suggests a more pluralistic view of the firm; one that introduces the
role of values and ethical dispositions as drivers of corporate behaviour. For instance, it makes it possible to suggest
that agent behaviour (management-behaviour) is not summarily explained by agency theory alone, and that
corporate values and ethics of agents may also influence corporate behaviour. This necessitates and introduces the
importance and relevance of value-laden constructs such as corporate culture and ethics which may be indicative of

companies’ behaviour towards stakeholders.

2.7 Stakeholder theory of the firm

Stakeholder theory suggests that corporate behaviour and phenomena are explained or predicted by an awareness of
the expectations of a pluralistic group of stakeholders which includes, but importantly also extends beyond,
shareholders as key stakeholders. Deegan (2014) distinguishes between ethical-normative and stakeholder-

management views to interpret the relevance of stakeholder theory in predicting corporate behaviour.

The ethical-normative component is unpractically idealistic in terms of Deegan’s interpretation of this theory, which is
one that attempts to achieve fairness to all stakeholders in a corporate’s operations, regardless of the relative power,
influence or interests of each group of stakeholders. According to Deegan (2014), this view assumes the company to
be “a vehicle for coordinating all stakeholder interests with a high focus on management’s fiduciary duty to find an

optimal balance for all stakeholder conflicting interests in the affairs of the company.”

Stakeholders are defined by Freeman and Reed (1983:89) as “any identifiable group or individual who can affect the
achievement of an organisation’s objectives or is affected by the achievement of an organisation’s objectives.” This
may be compared to the Stanford Research Institute’s more succinct definition of the term in 1963 as “those groups
without whose support the organisation would cease to exist.” [See Stanford (1963), cited in Freeman and Reed
(1983)] However, both definitions clearly emphasise the mutual dependence between companies and societies for

long-term sustainability.

Arguably, a stakeholder-management view of stakeholder theory suggests a more realistic approach for the
identification of stakeholders and subsequent prioritisation of their claims, interests, and concerns. In other words,
not all stakeholders are created equal, and so companies tend to evaluate many aspects of stakeholders as criteria to
develop a suitable response to stakeholder interests. Mitchell, Agle and Wood, (1997:853) suggest that stakeholder
power, the legitimacy of stakeholder claims (interests) and the urgency of those interests, are the criteria used by
corporates to guide their behaviour towards stakeholders. It follows that a corporate’s classification of stakeholders,
based on these simple criteria may have consequences for tax behaviour too, if revenue authorities are considered to

be a stakeholder.
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The definitions of stakeholders, discussed above, suggest some intuitive implications for corporate tax avoidance. A
further analysis of those stakeholder definitions, as well as closer scrutiny of the views of stakeholder power, views
on the legitimacy of a stakeholder’s interest and the urgency of a stakeholder’s demands, may suggest some
subjective, qualitative determinants of tax avoidance. For example, the extent to which a government’s revenue
authority satisfies or fails to satisfy the elements of the three criteria, mentioned in the previous paragraph, may well
affect the level of tax avoidance in respect of the tax collector if classified as a stakeholder. Thus, one may expect
higher levels of corporate tax avoidance whenever management’s subjective assessment of government’s legitimacy
to collect taxes is low or doubtful. Tax avoidance may also be more severe when management assesses that the

government is unlikely to exercise any punitive measures.

Stakeholder theory versus shareholder value maximisation theory: Opposite sides on a continuum

The preceding discussion identified and contextualised the significance of the stakeholder theory and the shareholder
value maximisation (“SVM”) theory as two prominent theories in corporate finance that contextualise the primary
objectives of a company. The main difference between these two theories is the extent to which the interests of
equity shareholders, as primary stakeholders, have precedence over those interests of all other stakeholders; this
precedence can only be established by the exclusion or subordination of the interests of wider stakeholder groups.
Figure 2-2, below, depicts SVM- and stakeholder theories on opposite sides of a continuum regarding the extent to
which the interests of stakeholders are acknowledged. The extent to which a firm displays a more balanced view of
the importance of stakeholders other than shareholders, will find that company positioned more towards the right of
the continuum below, and vice versa. The position that a company assumes on this continuum is probably not
absolute, and even a single position may have multiple dimensions. The literature review has indicated that the
stakeholder- and shareholder-orientations of companies may have consequences for corporate tax avoidance; if so,
then a company’s position on the continuum depicted in Figure 2-2 below may also be indicative, by extension of the

argument.

Figure 2-2 Shareholder value maximisation- and Stakeholder Theory: Opposite sides of a continuum of stakeholder
importance
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2.7.1 Corporate social responsibility as a determinant of corporate tax avoidance

The extent to which a company’s so-called corporate social responsibility initiatives acknowledge that company’s
wider stakeholder obligations has attracted a significant amount of attention in the corporate tax avoidance
literature. The extent to which a company’s social responsibility extends beyond the mere satisfaction of the
monetary interests of shareholders is the subject of endless debate and investigation in the literature. Two opposite
arguments at the far ends of the spectrum seem to represent two seminal viewpoints. First, Friedman (1970) argued
for the salience of shareholders’ interests as the primary legitimate objective of businesses. On the other side of the
spectrum is Freeman’s (1993:76) plea to businesses, cited in Kretzschmar, Prinsloo, Prozesky and Rossouw (2015), to
acknowledge and assert the relevance and dependence of businesses on a wide range of stakeholders for their

current and future sustainability.

Before commencing with a discussion of the academic literature in the CSR-corporate tax avoidance space, it is
necessary to describe the intuitive context in which taxes and CSR are related. Economic theory suggests that taxes
are generally levied by a government on the citizens and corporations and these taxes are used to fund the public
debt, finance public infrastructure, fund social security nets in the form of welfare pensions, public healthcare
services, education, and police services to mention but a few. CSR initiatives may overlap with some of those social
responsibilities that are normally assumed by governments and funded through taxes. The issue that arises from a
corporate tax avoidance perspective is whether CSR performance is perhaps related in some ways to corporate tax
avoidance; after all, one could argue that both achieve the same ends, but through a different channel. For example,
one might suppose that those firms carrying relatively large tax burdens might alter the extent of their CSR initiatives
to reflect the notion that they are discharging their social responsibility through the tax channel, with government
acting as the conduit. Alternatively, a company might perceive a government as corrupt and inept in fulfilling its basic
purpose, or ineffective and inefficient in collecting taxes to discharge responsibilities. Such a company might argue
that tax avoidance benefits society if the company compensates for avoiding tax by pursuing CSR. Business ethics
deals with moral dilemmas in situations of right or wrong, applied in a business context (Laasch & Conaway, 2015).
Management may believe that the “greatest amount of good” is achieved when management opts to use the CSR
channel, rather than the tax channel to distribute the ‘good.” Arguably, studies that investigate the relationship
between CSR and corporate tax avoidance represent the closest that the literature comes to investigating aspects of

ethics and corporate values and corporate tax avoidance.

Bird and Davis-Nozemack (2018) argue that the corporate tax avoidance problem may be perceived and addressed
through the business sustainability concept, because government is considered to be a key stakeholder. These
authors argue that taxes are the price that members of civilisations pay to nurture and maintain civilised practices,
without which the economy cannot function. The authors explain how modern civilisations are characterised by trust-

instilling mechanisms such as legal systems, legal institutions and courts with honourable adjudicators who instil
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environments of mutual trust; all these are indispensable imperatives for the long-term sustainability of modern
corporations. If companies benefit from a healthy civilisation as a common resource in the short term, then they may
presumably be more willing to accept responsibility for its replenishment and nourishment in the form of corporate
taxes. Other companies may absolve themselves from further responsibility for societal stakeholders through

compliance with baseline CSR practices only.

Lanis and Richardson (2012a) conducted an empirical study that examined the association between CSR and
corporate tax aggressiveness, using regression techniques on 408 Australian listed companies. They found that better
and more extensive CSR disclosure is negatively related to tax avoidance (tax aggressiveness). In other words, better
CSR disclosures in financial statements (used as a proxy for actual CSR performance) are associated with less
aggressive tax avoidance. Those authors argue that the ethical mind-set of firms is the overarching explanatory factor
for this behaviour. Also, it would appear as if stakeholder theory may also be relevant to explain this behaviour. Thus,
while society is regarded as an important stakeholder and as such, is prioritised in terms of voluntary acts of goodwill,
the revenue authorities are not neglected either. In contrast, Davis, Guenther, Krull and Williams (2016), in a
subsequent paper, examined US data and found a substituting relationship between CSR and corporate tax
avoidance; in other words, more tax avoidance is associated with more CSR investment or better CSR performance.
These authors point out that this result may be interpreted as indicating that firms do not necessarily see tax
responsibilities as part of a corporate social responsibility towards its wider stakeholder interests. Arguably,
differences in national culture between these two countries, Australia and the USA, may explain the different
behaviour reported from the Australian and US settings. Regardless, the seemingly conflicting results may also
indicate an inconclusive understanding of the relationship between the two concepts. Lanis and Richardson's (2012a)
finding regarding the complementary nature of CSR and tax avoidance is argued to support the stakeholder (or
normative-moral) theory of the firm; according to this, a firm with an active social conscience towards its
stakeholders and society at large, is expected to mirror that ethical stance in its view of tax matters as well. Another
interesting observation is the close link that the authors make regarding ethical conduct in general and CSR as a
manifestation of ethical conduct. For example, extending the argument, the authors argue that firms may even justify
corporate lobbying for lower tax rates as socially beneficial, because lower tax rates generally encourage more
entrepreneurship from which societies could benefit. The authors use the Mcgee (2006:41) argument for tax
avoidance pursued to “keeping resources in the private sector results in benefits to society because the private sector
utilises resources more efficiently than the public sector.” This may be interpreted as showing that a company that
exhibits relatively aggressive tax avoidance behaviour, while exhibiting relatively good CSR performance may

nevertheless regard itself as being stakeholder oriented.

More investigation is needed into the influence of ethics and values in an attempt to explain variations in levels of
corporate tax avoidance, if one considers evidence of inconclusiveness regarding the CSR-tax avoidance relationship.

Moreover, some writers refer to the possibility that CSR disclosures, used to operationalise actual CSR behaviour,
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may not be indicative of a corporate’s underlying values or ethical disposition. For example Cho, Laine, Roberts and
Rodrigue (2015) argue that corporations’ sustainability disclosures could be interpreted as ‘organised hypocrisy’ as a
pragmatic response to the many conflicting and often unreasonable pressures and expectations imposed on them by
stakeholders and society. This argument is interpreted as being closely related to legitimacy theory, discussed in the
next section. For example, Hummel and Schlick (2016) argue that CSR and legitimacy present two concepts on

different sides of the same coin, in a process where the two concepts dovetail with each other.

2.8 Legitimacy theory

The discussion in the previous section ended with a brief reference to the possible use of CSR disclosures to
manipulate stakeholder perceptions in a company’s favour; this could be done for many reasons. It is possible, as this
section shows, that corporate tax behaviour may also have links to legitimacy theory. This discussion follows
immediately after the preceding discussion of CSR and tax avoidance because of legitimacy’s relevance to CSR, as
indicated in the previous section. As shown, CSR engagement or the disclosure of a company’s alleged responsible
and munificent behaviour towards wider social interests, may at best be interpreted as a strategy that forms part of a
social appeasement process, characterised by company behaviour which continuously legitimates its corporate
behaviour through the eyes of its constituent stakeholders. It can be argued that legitimation may also extend from
the way in which the company manages its tax bill. For instance, a company that voluntarily pays more tax when it
follows the ‘spirit’ as opposed to the ‘letters’ of tax legislation, may be doing so to enhance a favourable reputation

among its stakeholders and society as a whole. Legitimacy is described as:

a condition or status which exists when an entity’s value system is congruent with the value system of
the larger social system of which the entity is part. When a disparity, actual or potential, exists between
the two value systems, there is a threat to the entity’s legitimacy,” or seen as a strategic resource “that
is conferred upon the organisation by society for survival and which is consistently pursued by corporate
as part of a strategy to continually gain, maintain and repair legitimacy” (Deegan, 2014:343).

The very use of words such as ‘strategy’ may be perceived in Machiavellian terms as something done with ulterior
motives. Suchman (1995) makes an interesting statement regarding a difference between actual corporate legitimacy
and perceived legitimacy, noting that endowed legitimacy does not disappear immediately because misaligned
behaviour does not necessarily draw public attention immediately. It is possible that companies may continue with
aggressive forms of corporate tax avoidance before society notes this and responds with actions which may be

damaging to its reputation.

Lanis and Richardson (2012a:75) use legitimacy theory to explain empirical results in a CSR disclosure study that
analyses the relationship between CSR disclosure and effective tax rates of aggressive tax avoiders; this entailed a
matched pair study of twenty Australian companies. The authors found support for their hypothesis that aggressive

tax avoiders should be associated with better and more complete CSR disclosures because those firms avoiding tax
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emphasise suitable CSR disclosure to obtain legitimacy for unacceptable corporate behaviour such as aggressive tax

avoidance.

D’Arcy (2011:17) examines the relationship between legitimacy and taxes from another point of view: that of citizens
towards their government. The author argues that a favourable attitude of individual citizens towards taxes may be
symbolically interpreted as a token of legitimacy that the citizens grant to their government, perhaps as indication
that the social contract is honoured. Empirical evidence from the South African setting (albeit based on a
measurement on perceptions instead of actual value of taxes paid) offered by Fjeldstad (2004) shows that tax non-
compliance by citizens to local governments in South Africa is not only attributed to an inability to pay or 'a culture of
entitlement’, but also depends on whether citizens perceive the government to act in their interest. Although this
research considers the relationship between the state and individuals in terms of the social contract or the principles
of the rights to tax and consent to be taxed, the basic premise of this expectation is equally relevant to corporate tax
avoidance. In terms of stakeholder management theory, a corporate could covertly assign a lower priority to the
needs or interests of a regime that it perceives as being unerringly inept through the eyes of society. It would seem as
if legitimacy could be applied from government’s perspective as well, by arguing that tax avoidance may be pursued
when a government fails to earn legitimacy to govern with attending rights to tax. Moreover, this possibility supports
those findings by Davis et al (2016) who find a positive relationship between corporate social responsibility and

corporate tax avoidance.

2.9 Institutional theory and corporate tax avoidance

Deegan (2014:382) explains that “Institutions are comprised of regulative, normative and cultural-cognitive elements
that, together with associated activities and resources, provide stability and meaning to social life”. The importance of
the cultural construct is further highlighted by Meyer, Boli and Thomas (1987)°, cited in Deegan (2014:383), who view
the corporate culture of organisations as being the rules that provides collective meaning and value to entities and
their activities, helping those business activities to integrate meaningfully into larger schemes. Consequently, Deegan
(2014) interprets the regulative pillar as those rules and regulations determined and enforced by society on
institutions to dictate institutional behaviour, with punitive consequences for non-compliance. The normative pillar is
described with reference to those seemingly softer, higher-order concepts which include values and norms (expected
behaviour) that are demanded by society. Deegan (2014) refers to the influence of professional accreditations of
employees, professional education, and other sources of formal education as determinants of those patterns of
behaviour that become institutionalised in a company. This argument supports the influence of the type of
educational or professional backgrounds of those employees in key leadership positions to influence corporate

culture, explained here as the normative pillar or the cultural-cognitive pillars of institutionalism. The cultural-

®Inaccessible original source despite best efforts by author to obtain access.
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cognitive pillar is most relevant to the discussion later, which investigates corporate culture. Deegan (2014) explains
this pillar as the ‘taken-for-granted assumptions’ which are often the core of social activity, regardless, whether they
are difficult to see, touch or measure. The cultural-cognitive pillar that complements the institutional theory suggests
a direct link to corporate culture if the ‘patterns of behaviour’ definition of corporate culture is considered (Deal &

Kennedy, 1982).

The literature search that preceded this study did not yield any papers that specifically use institutionalism as the
theory to explain, predict or interpret directly, any corporate tax avoidance phenomena. However, scrutiny of the
corporate tax avoidance literature in general revealed papers concerning tax avoidance which could be interpreted
through this theory by taking into account factors, such as CEO characteristics, that may influence or mould corporate
cultures which then may become institutionalised. The influence of CEO effects or management effects on corporate
tax avoidance have been investigated in the literature. For example, Dyreng, Hanlon and Maydew (2010) investigated
the idiosyncratic personal attributes of CEOs, to see whether these had any influence or effects on corporate tax
avoidance. That study tracked the corporate sojourn of CEOs from one company to the next in their capacity as CEOs.
It found evidence that the companies where the CEO tenured in the past, display similar tax behaviour. This may
provide evidence that the CEOs carry over their behaviour from one company to the next, or it may be evidence that
a specific CEQ’s characteristics may influence institutionalised behaviour, also in the realms of corporate tax
avoidance. Other papers find less evidence to support this view. Phillips (2003) investigates the relationship between
management incentives and corporate tax avoidance. The author reports stronger effects of remuneration incentives
on business unit managers, compared to the effects of the CEQ’s remuneration incentive and corporate tax
avoidance. However, this finding does not mean that other CEO effects such as the CEOQ’s values or other
characteristics have no influence on propensity for corporate tax avoidance. Phillips (2003) argues that the reason for
this empirical result could be that CEOs have other incentives to focus on; for example, ensuring job security by
maintaining the degree of profitability expected by shareholders. Dyreng, Hanlon and Maydew (2010:1164) studied
the possible influence of a CEQ’s level of formal education in taxation, as a determinant of corporate tax avoidance
behaviour. They argue that CEOs are hardly ever tax experts, and that any CEO influence on tax avoidance is rather a
matter of the CEO setting the general ‘tone at the top;’ this situation may include imposing certain values and ethical

dispositions on the whole company.

Another paper considers the effects of having a CEO or chief financial officer (CFO) with an accounting background, in
terms of showing an association with corporate tax avoidance (Chen, Chang & Lee, 2019). In this paper the authors
argue that accounting expertise is closely related to corporate tax planning, and therefore CFOs with accounting
experience should possess tax planning knowledge; such knowledge possibly sets the scene for a more aggressive tax
culture. The findings support their hypothesis showing that CFOs with accounting experience are negatively, and
significantly so, associated with corporate effective tax rates. The results of this study may also be interpreted

through institutional theory. According to that theory, it would seem as if an accounting background is indicative of
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particular executive characteristics which influence corporate culture to become the standard institutionalised
behaviour. To conclude, the literature concerning the influence of the CEO- and other top management team-effects
on corporate tax avoidance, can be viewed through the expectations that derive from ‘Upper-echelons’ theory, as
posited by Hambrick and Mason (1984). This theory posits members of top management have highly personalised
lenses which affect top-level decisions, and the framing of decisions at lower organisational levels. In this regard this
study also extends the outcomes of upper-echelon characteristics to influence and form part of corporate culture, as

explained in section 2.11.1.

DiMaggio and Powell (1983:147) applied the theory of isomorphism to explain why there appears to be a high degree
of similarity (homogenised behaviour) between some organisations’ institutionalised behaviour. The authors argue
that three distinct types of mechanisms explain how companies apply similar strategies, processes, and techniques as
part of a survival processes. Further discussion of these processes is relevant for this literature review because the
methods through which tax avoidance strategies, methods and patterns permeate companies may be interpreted
through the theory of isomorphism. DiMaggio and Powell (1983:147) define isomorphism as the process that causes
one unit of a population to resemble other units in the population that face the same set of environmental
conditions; they argue that isomorphic processes are influential when organisations become increasingly

homogenous within given domains and conform to expectations of the wider institutional environment.

Isomorphism may be broken down further as follows. Thus, coercive isomorphism suggests that an organisation may
change its internal behaviours in response to pressure by society and powerful stakeholders, which suggest a link to
stakeholder theory’s management branch. Mimetic isomorphism suggests how organisations change their way of
operating, often copying peers, in order to obtain a competitive advantage when they copy what other organisations
are doing, especially in times of higher amounts of environmental change and uncertainty, with ambiguous
objectives. Lastly, normative isomorphism suggests group pressure of various sorts in which the company, when
perceived as being part of a contextual group, would have to succumb to “group think” in terms of practices regarded

as normatively expected to become institutionalised (Deegan, 2014).

In line with Dyreng et al., 2010, Ge, Matsumoto and Zhang (2011:1141) suggest the need to consider management
effects; the former writers address tax avoidance while the latter examine accounting choices. It is argued that
corporate behaviour, such as tax avoidance or certain accounting policies, could become institutionalised in a
company when executives carry across particular behaviours when their careers take them from one company to the
next. Ge, Matsumoto and Zhang (2011:1141) then refer to such individual management attributes or characteristics
as indicative of an umbrella term which they refer to as ‘CFO-styles.” In that research, the authors track the tenures of
a selection of CFOs as they move from one company to the next; the authors find that accounting choices at the
present employer company mirror those of the CFQO’s preceding employer. This may be an example of how corporate
behaviour of one company is spread to other companies through isomorphic processes. Palmer, Jennings and Zhou

(1993) find that CEOs who attended similar types of elite business schools were likely to introduce similar
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organisational structures and hierarchies in their companies. This may be an example where the normative (group
think) type of isomorphism may be invoked to explain the phenomenon of homogeneity among firms in this regard.
In another paper, Custddio and Metzger (2014:125) examined the financial management policies of financially-expert
CEOs policies with regard to cash holdings, dividend payments, share repurchases and general ability to communicate
with lenders and analysts; they found that these differ significantly from those at companies where CEOs lack pure
financial expertise. The authors report that on average, companies with financially expert CEOs, when compared to
those where the CEO is not a financial expert, hold less cash, pay more dividends, and find it easier, even in difficult
times, to tap capital markets for finance. This paper suggests further evidence of the general effect of academic
qualifications on corporate culture, but also, it indicates that financial expertise may be particularly associated with a

more aggressive corporate culture.

The preceding section has shown how corporate policies and behaviour are possibly pollinated, through isomorphic
processes by top executives, as they move from one company to the next. Research suggests that the pollination of
corporate behaviour may even transcend between companies from different nationalities, if shareholder groups act
as the pollinating agent that perpetuates tax avoidance cultures from the shareholders’ home country into companies
registered in a foreign country. DeBacker, Heim and Tran's (2015) study provides evidence on how a culture of tax
evasion, which may be a form of an extreme and explicitly illegal form of tax avoidance, permeates US corporations
when majority shareholders are domiciled in corrupt foreign countries. In this situation it would seem as if internal
tax cultures of the US company became more aggressive in response to mimetic forces from the foreign shareholders
in countries overseas with a corrupt culture. The authors conclude that cultural norms appear to be a significant
impediment to local legal enforcement. They also find reduced levels of tax evasion in foreign-controlled companies
in the US after the implementation of the Sarbanes-Oxley legislation, which has required CEOs of public companies,
since 2002, to sign off physically on the companies’ tax returns. This provides an example of where legislation as a
normatively regulatory mechanism could change institutional behaviour in a process characteristic of coercive
isomorphism. Findings by Kubick, Lynch, Mayberry and Omer (2016:1751) provide further evidence of the
effectiveness of influences related to coercive isomorphism on changes in corporate tax culture. Their paper
investigated the influence of tax-related comment letters issued by the SEC regarding corporate tax avoidance and
the degree of corporate tax avoidance at those companies that received these letters, before and after the letters
were issued. The authors found a significant decrease in tax avoidance after the companies in their sample received

those tax-related letters from the SEC, when compared to others which did not receive those letters.

While corporate tax avoidance may attract fierce criticism from society and government, it may well win the acclaim
of boards of directors at some companies. Lanis, Richardson, Liu and McClure (2018:463) consider the possible
explanatory power of the degree of tax avoidance on the reputation of the board of directors, as the dependent
variable in this instance. The authors’ findings, based on regression techniques, suggest a positive association

between measures of tax avoidance and the number of board seats that directors hold at other companies; that

52



number of seats was used as the proxy measurement for directors’ reputation. On the basis of this finding, the
authors then argue that in some instances, evidence of successful tax avoidance may signal to other company boards
that certain directors have “tax savviness” which makes them attractive for recruitment. As a result, a board that
lacks an effective proponent of aggressive tax avoidance may seek to recruit directors from other boards, which then
propels a tax avoidance culture to other companies. However, the manner in which the CEO is influenced to act in a
specific way is not clear. Chahin and Fang (2021) investigated the relationship between the likelihood of accounting
fraud at a company and the CEQ’s reputation among peers. The authors find that the likelihood of accounting fraud at
a company with a CEO with a high reputation among peers, is lower in general than in instances where the CEQ’s
reputation or network centrality was lower. This suggests that a CEO’s effects on corporate behaviour may be

complex and conditional, and this also pertains to corporate tax avoidance.

The papers discussed above could arguably have been inserted into the agency theory section of this literature
review; after all, they investigate the effect of directors, as agents, on tax avoidance. For example, in an agency
setting, one could expect that an agent would, all else being equal, engage or encourage more tax avoidance in the
companies where they exert their influence, in order to derive a personal benefit beyond the normal direct and
indirect remuneration incentives normally encountered in the principal-agency model. In this situation, more tax
avoidance may yield benefits to agents. For example, proven experience as a skilled tax avoider perhaps deserves
noting on an agent’s curriculum vitae which increases that director’s popularity and value. The reason why the papers
and their findings are, however, interpreted from an institutional-isomorphic viewpoint is to show how the process
described by Lanis et al. (2018) may also be an example of isomorphic processes of behavioural patterns propagated
from one company by another, and vice versa. In this case, tax avoidance is spread through a process of automatically

propelled director-driven cross-pollination.®

Corporate tax avoidance behaviour may also become institutionalised though pollination by powerful stakeholders
such as large accounting firms. The entrepreneurial nature of accounting firms plays an important role in corporate
tax avoidance (Sikka & Hampton, 2005). These authors argue that accounting firms have started to develop tax
planning strategies and structures as products sold to companies, helping them to avoid tax. They claim that one
possible reason for this development was the accounting profession’s move to diversify their service offerings from
merely rendering accounting and auditing services to other services such as tax consulting. Payne and Raiborn (2018)

also explain the seemingly pervasive role of accountants in corporate tax avoidance. They posit that accounting firms

100f further importance in this paper is the authors’ comments supporting the use of an ETR as a proxy for tax avoidance that
includes both deferred and current taxation expense. The authors note that this measure (among others such as unrecognised
tax benefits (“UTB”) or tax sheltering as proxies) is more suitable to measure tax avoidance of the more common and less
aggressive sort; they refer in this instance to the same comments made by Hanlon and Heitzman (2010). An iteration of the basic
regression model using ETR as the dependent variable and proxy for tax avoidance, suggests that CEOs who engage in less-
aggressive tax avoidance actually improve their reputation, while for independent directors the opposite is true, meaning that
more aggressive tax avoidance is associated with enhanced reputations in their case.
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have a significant vested interest in selling successful tax avoidance schemes or advice to clients, which supports this
argument. Accounting firms are entrepreneurial businesses with an incentive to sell as many of their services as
possible to maximise their profits. However, evidence indicates that companies (clients of accounting firms) are
sometimes budget-constrained when looking to buy tax-advisory services such as those that entail compliance-
related or opinion-related work. Especially in difficult economic circumstances it is plausible to expect that accounting
firms should have a better chance of selling services if the economic logic or business case can be proven. This applies
especially when those services could result in immediate and significant cost savings or in tax savings: a concept
commonly referred to as “selling services that pay for themselves.” The networking effect within a corporate tax
advisor’s corporate network looks like a useful cross-pollinating vehicle for the network effect to permeate tax-
avoidance thinking throughout the network, allowing such thinking to become institutionalised in the companies in

the network.

2.9.1 Decoupling and ‘institutionalised’ behaviour of companies

Institutionalism suggests that companies may become very similar in terms of practices and structures through
isomorphic processes. Decoupling processes provide a reason why practices among companies may only seem similar
from the visible, outside perspective, while underlying practices may be different. It would seem as if this
phenomenon is particularly useful in understanding companies’ involvement in activities related to corporate social
responsibility. Decoupling suggests that companies assimilate many practices due to isomorphic processes and
institutional pressures that may not be best suited for the organisation in terms of being efficient and maximising
profits. However, many companies then carry on practices that differ from what is portrayed in the visible domain;

this is also sometime termed “window-dressing” in common parlance (Meyer & Rowan, 1977).
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Figure 2-3 A decoupling gap may explain some forms of corporate tax avoidance despite CSR
performance and CSR disclosure.
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Figure 2-3, above, suggests that decoupling may be responsible for companies that seemingly incorporate CSR
principles and behaviour although they may not actually subscribe to the underlying spirit of CSR; they possibly
maintain this facade in pursuit of legitimacy. This decoupling gap may have implications for corporate tax avoidance
too, and further investigation of this issue may also bear fruit with regard to CSR studies. It has been documented in
this literature review that the relationship between the extent of a firm’s CSR disclosure and performance, and the
extent of that firm’s corporate tax avoidance, has been shown to be inconclusive. As the evidence from empirical
papers discussed before indicated, CSR and corporate tax avoidance may be used as substitutes (i.e., firms with
better CSR performance seem to be more tax aggressive on average), but there also appears to be evidence to the
contrary. However, measures of CSR performance may be subject to construct validity and content validity which may
convolute findings. Although the measurement of CSR may be contentious as far as accuracy or validity is concerned,
evidence also exists to support the functional use of CSR ratings. Chatterji, Levine and Toffel (2009) examine how well
Kinder, Lydenberg, Domini Research and Analytics, (“KLD” hereafter), a widely cited CSR ratings agency, provides
transparency about past and likely future environmental performance. The results suggest that KLD provides fairly
good summaries of those past ratings indicative of a ‘concerning’ nature, and that companies with more KLD
concerns have “slightly, but statistically significantly, more pollution levels or compliance violations.” The authors find,
however, and caution that rating agencies do not optimally use publicly available data, and conclude that measuring
CSR is “difficult to do well”. Chatterji et al. (2009:164) argue that their results suggest “limited validity of the
measurement of management systems.” With reference to the importance of the social and environmental
performance of companies for many stakeholders, the authors call for more research to measure the CSR construct.
Perhaps this call for research can also be interpreted as a call to find new ways to identify the gap between CSR
performance, as it is portrayed to the public by the company, and actual commitment to the spirit of CSR. Persistent

corporate tax avoidance, in the light of adequate CSR performance may be indicative of a decoupling gap.
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The next section complements the literature review through a discussion of other company-level attributes and
concepts which have been evaluated as determinants of corporate tax avoidance. Some of these may suggest useful
control variables in the use of regression analysis, although these variables are not necessarily directly relevant to the
main argument in this study. As such, these are not classified together with the research discussed under the theories

mentioned above.

2.10 Other company level attributes as determinants of corporate tax avoidance

This section of the literature review entails discussion and reference to papers that are important as far as a more
complete discussion of the determinants of corporate tax avoidance is concerned, but which are nevertheless difficult
to classify strictly under any specific theory, as attempted in the previous section. Gupta and Newberry (1997:1)
investigate the relationship between a list of company-level attributes and corporate tax avoidance, using a
multivariate method with US panel data, obtained from Compustat. The results of this study show that company size
is not associated over the long term with effective tax rates, used as the proxy for corporate tax avoidance. This
finding seems interesting as one might expect sizable companies to have more resources, which may suggest larger
tax departments or more leeway to engage expensive corporate tax consultants. The results also suggest however
that debt-levels (gearing) and capital intensity (asset mix) are positively related to tax avoidance while profitability is
negatively related with tax avoidance; however, the results appear mixed depending on the use of accounting
effective rax rates or cash effective tax rates. The explanation that the authors provide for the effect of inte