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Abstract
Most of the time companies tend to indulge in tax avoidance activities to refrain from paying taxes and escalate
their after-tax income. Tax avoidance has become a hot topic in the media as well as for academic discussion
because taxes are extremely important for budgeting and revenue generation for developing countries like
Pakistan. Hence the goal of this review is to compile and analyze corporate governance strategies in relation to
tax avoidance in order to provide policymakers, organizations, and governments with data to help eliminate
such activities. Based on previous researches conducted and further analysis it has been found that having a
higher number of independent directors on the board will bring a reduction in tax avoidance. Firm value and
tax avoidance have a negative relationship that can be mitigated by corporate governance. Furthermore, tax
payment and business strategy have a negative relationship too, suggesting that prospectors-type strategies are
more prone to be indulged in tax avoidance.

Introduction
Taxation plays an important role not only in the development of a country but also in the strategic decisions of a
company. Therefore, companies often choose to adopt a dynamic or active method for tax management
(Anouar, 2017). Some companies even choose to hire tax experts that are well aware of the tax codes to find
loopholes in them to avoid taxes. However, the term, tax avoidance can be interchangeably used with other
terms such as tax management, tax sheltering, tax planning, and tax aggressiveness (S. Chen et al., 2010;
Minnick & Noga, 2010; T. Tang & Firth, 2011). How the term is perceived depends on different people and
their understanding (Hanlon & Heitzman, 2010).
The strategies used to avoid tax not only increase the cash flow but also accelerates the accounting earnings, in
particular, situations (Husnain et al., 2021). These strategies are perceived as value enhancement methods by the
companies (S. Y. Chen et al., 2018; Higgins et al., 2014). An argument presented suggests that companies need
to develop an optimum level of tax avoidance so that firms can develop a balance between follow-on benefits
and costs in order to maximize the value to shareholders (Slemrod, 2016). It was also further elaborated that for
evading a reduction in distributable wealth, the company needs to develop tax avoidance strategies that are most
commonly practiced (Annuar et al., 2014).
It has been found that decisions related to tax avoidance can also affect shareholder’s returns which are further
linked to investment decisions and consequently affect the managers who earn benefits from tax savings
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(Phillips, 2003; T. Y. H. Tang, 2017; Wilde & Wilson, 2018). Hence tax avoidance can raise much concern for
the government, society, authorities, and policymakers (S. Chen et al., 2010). It has been found that publicprivate firms use tax avoidance rather aggressively (Martinez, 2017). However, there are multiple factors
affecting tax avoidance such as the size of the company, its capital investment, the economies of scale through
foreign operation, and leverage (D.Dyreng et al., 2010; Rohaya et al., 2009).
In this review, we will be analyzing tax avoidance in relation to various aspects of a company to understand its
effects. The goal here is to reduce and eventually eliminate tax avoidance. It has become a hot topic in recent
years for political and academic discussion (Huseynov et al., 2017). The media has also shed a lot of light on
international firms involved in tax avoidance (Kanagaretnam et al., 2016). There has been evidence found of the
impact of tax avoidance on firm value (Khan et al., 2020). It has been evaluated that if the profits earned from
tax avoidance are used for personal uses, then the firm value will drop. Whereas in the case of transparent
processing, tax avoidance can actually enhance firm value. Therefore, corporate governance attenuates any
negative impact tax avoidance can have on firm value (X. Chen et al., 2014). In terms of firm value, we will be
reviewing how corporate governance mitigates conflicts caused by tax avoidance to enhance firm value in
developing countries like Pakistan.
In addition to this business strategy and tax avoidance are of major interest because corporate governance plays
a vital role in regulating various factors and planning processes. Studies show that larger and relatively
independent boards are related to low levels of risk-taking hence resulting in reduced tax avoidance (Husnain et
al., 2021). Many studies have related tax evasion with family firm status, executive compensation, and
ownership structure (S. Chen et al., 2010; Desai & Dharmapala, 2008; Hanlon & Slemrod, 2009; Richardson &
Lanis, 2011). Multiple aspects are enveloped with the term corporate governance or business strategies. These
aspects are entrenchment, board composition, board compensation, and executive compensation used (Minnick
& Noga, 2010).
Corporate governance in terms of ownership structure is one of the key features of a company because they
assist in the smooth running of the company in the market (Zhang & Kyaw, 2016). Studies have revealed that
the ownership structure is very concentrated in Pakistan companies. Statistics show that companies in
developing countries tend to have 55.20%, concentrated owners. This also insinuates that families are directly or
indirectly owners of these companies (Afgan et al., 2016). A similar situation was observed in Turkish firms so
studies were conducted to evaluate the performance and impact of ownership concentration on tax avoidance,
Spanish companies underwent similar research (Mandacı & Gumus, 2010). Pakistan is a developing country so
it is essential that this key factor of a company is well understood in relation to tax avoidance (FernándezRodríguez et al., 2019).
So, our main focus for this review is to broaden the horizon of factors linked with tax avoidance in Pakistani
companies and study them well. We have compiled and analyzed data from all recently conducted studies on tax
avoidance in relation to corporate governance.

Business Strategy and its relation with Tax Avoidance
A study conducted in Pakistan by Husain et al., in 2021 studied 125 non-financial companies listed on the
Pakistan stock exchange from 2013 to 2017 and analyzed the nexus between board structure, business strategy,
and tax avoidance. They examined the moderating role of an independent board and board size with respect to
tax avoidance and business strategies focusing on developing countries such as Pakistan. They utilized dynamic
panel data estimation techniques which is a generalized method of the moment that showed elevation in board
size will consequently increase tax avoidance. It was also found in this study that an increase in the number of
independent directors will actually reduce the trends of tax avoidance. (Husnain et al., 2021)
Apart from this, the results obtained indicate a negative relationship between tax payment and business strategy
hence suggesting a positive relationship between tax avoidance and business strategy. It can be deduced that
firms that tend to adopt a prospector strategy tend to be more involved in tax avoidance, which is consistent with
similar previous studies (Higgins et al., 2014; Hsu et al., 2018; Lopo Martinez & Ferreira, 2019). This can be
owed to the fact that the cost of tax avoidance is borne by the prospector-type firms and is not a hindrance for
them. Since the prospectors are the ones who get high income from a broad market share and sale of their
diverse products which match the consumer needs and tastes hence, they have fewer competitors and better
market share (Higgins et al., 2014; Sadjiarto et al., 2020). This confirms that business strategy influences tax
avoidance.
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Ownership Structure and its relation with tax avoidance
A study conducted in 2021 by Younus et al., investigated the relationship between concentrated ownership
structure and moderation of tax avoidance. Their sample included 50 nonfinancial companies listed on Pakistan
Stock Exchange and their data from 2015 to 2020. The results obtained were based on panel regression
techniques: Fixed effect and random effect models along with other pre-estimation and post-estimation
techniques. Part of their results showed that tax avoidance regulates the relationship of ownership with the
performance of the firm. It was found that companies with concentrated ownership tend to display tax avoidance
activities (Fig 1). The shareholders do so by developing incentives to increase the value of the firm. Similar
results have been obtained from studies conducted in other countries.

Concentrated
Ownership

Tax
Avoidance

Figure 1: Companies with concentrated ownership tend to display tax avoidance activities
A research study conducted on six companies on the Indonesian stock exchange showed that tax avoidance has a
significant influence on the financial performance of firms. Some research has also proposed that if tax
avoidance is observed in firms, then the agency cost may go up leading to lower firm performance. In addition
to this, a significant, indirect, however, positive relation has been found between tax avoidance and the market
value of companies.
Husain et al., in 2021 also viewed business strategy and tax avoidance in relation to the moderating effect of
ownership structure and found that the results tend to change with respect to their characteristics (Husnain et al.,
2021). It has been found that the size of the board tends to have a negative relation with tax payment which
suggests that the larger the board, the higher the number of tax avoidance activities, which further supports the
previously conducted studies (Abdul Wahab & Holland, 2012). Whereas the results for board independence
show that there is a positive relation with tax payment. If there is an increase in independent directors, then there
will also be a decrease in tax avoidance activities (Fig 2) (Aburajab et al., 2019; Chytis et al., 2018).

Independent
Directors
Tax Payment
Figure 2: Board independence has a positive relation with tax payment
Firm Value and its relation with Tax Avoidance
Khan et al., in 2020 investigated the influence that tax avoidance has on firm value by using 10 non-financial
first from the Pakistan stock exchange as a sample and studying their data from 2013 to 2017. They utilized
proxy ETR (Effective Tax Rate) to measure tax avoidance. They found that tax avoidance has a negative impact
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on firm value which is consistent with previous similar studies. The results suggest that agency conflict becomes
an integral part in the reduction of firm value and this conflict is mitigated by corporate governance (Fig 3). The
takeaway from the study is that well-though governance, the money saved due to tax avoidance can actually be
used for firm value otherwise it gets lost in the personal benefits of management. (Younus et al., 2021)

Tax
Avoidance

Firm
Value

Corporate Governance

Figure 3: Negative relationship between tax avoidance and firm value can be mitigated by better corporate
governance

Results:
These results are supported by previous studies (S. Y. Chen et al., 2018; Desai & Dharmapala, 2008). Desai and
Dharmapala also suggested that tax avoidance activities lead to agency problems, paving a way for reduced firm
value. However, it is not a given that the cash flow from tax avoidance will always result in personal benefits for
the managers because the existence of agency conflicts can result in unpredictable outcomes. Chen et al.
reported their findings which align with these results too hence it can be deduced that the relationship between
tax avoidance and firm value is negative even in developed countries as well. (X. Chen et al., 2014).

Conclusion
Based on the above reported studies it can be observed that the tax avoidance trends faced by Pakistan
are pretty similar to other developing countries and in the case of firm value, they coincided with
developing countries as well. Tax avoidance is a heinous act. Taxes are needed for the development of
the country. Moreover, tax avoidance can lead to agency conflict as well because the nontransparency of the first and weak corporate governance increases the conflict paving way for distrust
between stakeholders and managers.
The goal of this review is to help policymakers in tax planning. Especially a developing country like
Pakistan to understand means that can be used to reduce tax avoidance so that their economy can
grow. Having a higher number of independent directors on the board will bring a reduction in tax
avoidance. Firm value and tax avoidance have a negative relationship that can be mitigated by
corporate governance. Furthermore, tax payment and business strategy have a negative relationship,
suggesting that prospectors-type strategies are more prone to be indulged in tax avoidance.
In the future studies can be conducted on other types of corporate governance attributes in relation to
tax avoidance such as compensation, gender equality on the board, CEO duality, and CEO
mechanisms. Such studies can further help out Pakistan to better understand trends in tax avoidance.

17064

ijariie.com

2583

Vol-8 Issue-3 2022

IJARIIE-ISSN(O)-2395-4396

References
1.
2.

3.

4.

5.

6.
7.
8.
9.
10.
11.
12.

13.
14.

15.
16.

17.
18.

19.

20.

Abdul Wahab, N. S., & Holland, K. (2012). Tax Planning, Corporate Governance, and Equity Value. The
British Accounting Review, 44. https://doi.org/10.1016/j.bar.2012.03.005
Aburajab, L., Maali, B., Jaradat, M., & Alsharairi, M. (2019). Board of Directors’ Characteristics and Tax
Aggressiveness: Evidence from Jordanian Listed Firms. Theoretical Economics Letters, 09, 2732–2745.
https://doi.org/10.4236/tel.2019.97171
Afgan, N., Gugler, K., & Kunst, R. (2016). THE EFFECTS OF OWNERSHIP CONCENTRATION ON
PERFORMANCE OF PAKISTANI LISTED COMPANIES. CBU International Conference Proceedings, 4,
214. https://doi.org/10.12955/cbup.v4.764
Annuar, H. A., Ibrahim Aramide PhD, S., Normala, S., & Obid, S. (2014). Corporate Ownership,
Governance and Tax Avoidance: An Interactive Effects. Procedia - Social and Behavioral Sciences, 164,
150–160. https://doi.org/10.1016/j.sbspro.2014.11.063
Anouar, D. (2017). The Determinants of Tax Avoidance within Corporate Groups: Evidence from Moroccan
Groups. International Journal of Economics, Finance and Management Sciences, 5, 57.
https://doi.org/10.11648/j.ijefm.20170501.15
Chen, S., Chen, X., Cheng, Q., & Shevlin, T. (2010). Are Family Firms More Tax Aggressive than NonFamily Firms. Journal of Financial Economics, 95, 41–61. https://doi.org/10.1016/j.jfineco.2009.02.003
Chen, S. Y., Sharoja, N., & Abdullah, M. (2018). Tax Avoidance, Corporate Governance and Firm Value in
The Digital Era. Journal of Accounting and Investment, 19. https://doi.org/10.18196/jai.190299
Chen, X., Hu, N., Wang, X., & Tang, X. (2014). Tax avoidance and firm value: evidence from China. Nankai
Business Review International, 5(1), 25–42. https://doi.org/10.1108/NBRI-10-2013-0037/FULL/XML
Chytis, E., Tasios, S., & Gerantonis, N. (2018). Tax avoidance and corporate governance attributes:
evidence from listed companies in Greece.
D.Dyreng, S., Hanlon, M., & Maydew, E. L. (2010). The Effects of Executives on Corporate Tax Avoidance.
The Accounting Review, 85(4), 1163–1189. http://www.jstor.org/stable/20744155
Desai, M., & Dharmapala, D. (2008). Tax and Corporate Governance: An Economic Approach. In Tax and
Corporate Governance (Vol. 3, pp. 13–30). https://doi.org/10.1007/978-3-540-77276-7_3
Fernández-Rodríguez, E., García-Fernández, R., & Martínez-Arias, A. (2019). Influence of Ownership
Structure on the Determinants of Effective Tax Rates of Spanish Companies. Sustainability, 11, 1441.
https://doi.org/10.3390/su11051441
Hanlon, M., & Heitzman, S. (2010). A Review of Tax Research. SSRN Electronic Journal.
https://doi.org/10.2139/SSRN.1476561
Hanlon, M., & Slemrod, J. (2009). What Does Tax Aggressiveness Signal? Evidence from Stock Price
Reactions to News about Tax Shelter Involvement. Journal of Public Economics, 93, 126–141.
https://doi.org/10.2139/ssrn.975252
Higgins, D., Omer, T., & Phillips, J. (2014). The Influence of a Firm’s Business Strategy on its Tax
Aggressiveness. Contemporary Accounting Research, 32. https://doi.org/10.1111/1911-3846.12087
Hsu, P. H., Moore, J. A., & Neubaum, D. O. (2018). Tax avoidance, financial experts on the audit committee,
and business strategy. Journal of Business Finance & Accounting, 45(9–10), 1293–1321.
https://doi.org/10.1111/JBFA.12352
Huseynov, F., Sardarli, S., & Zhang, W. (2017). Does Index Addition Affect Corporate Tax Avoidance?
Journal of Corporate Finance, 43. https://doi.org/10.1016/j.jcorpfin.2017.01.008
Husnain, M., Ahmad, M., & Hashmi, A. M. (2021). Analyzing the Moderating role of Board Structure in
Relation between Tax Avoidance and Business Strategy: New Insight from Emerging Economy. Journal of
Accounting and Finance in Emerging Economies, 7(3), 623–635. https://doi.org/10.26710/jafee.v7i3.1902
Kanagaretnam, K., Lee, J., Lim, C., & Lobo, G. (2016). Relation between Auditor Quality and Corporate Tax
Aggressiveness: Implications of Cross-Country Institutional Differences. AUDITING: A Journal of Practice
& Theory, 35. https://doi.org/10.2308/ajpt-51417
Khan, N., Ullah, N., Aman, N., & Sulehri, N. A. (2020). IMPACT OF TAX AVOIDANCE ON FIRM
VALUE AND THE MODERATING ROLE OF CORPORATE GOVERNANCE: EVIDENCE FROM
PAKISTAN MANUFACTURING FIRMS - Google Search. Iqra Journal of Business and Management
(IJBM),
4(2).
https://www.google.com/search?q=IMPACT+OF+TAX+AVOIDANCE+ON+FIRM+VALUE+AND+THE+
MODERATING+ROLE+OF+CORPORATE+GOVERNANCE%3A+EVIDENCE+FROM+PAKISTAN+M
ANUFACTURING+FIRMS&sxsrf=APq-WBstnqXvJjmpfm7Z6iOzPKy0mm2xA%3A1650085535298&ei=n05aYqznEYG7lwTy3ZnIBg&ved=0ahUKEwjssrjR55f3
AhWB3YUKHfJuBmkQ4dUDCA4&uact=5&oq=IMPACT+OF+TAX+AVOIDANCE+ON+FIRM+VALU
E+AND+THE+MODERATING+ROLE+OF+CORPORATE+GOVERNANCE%3A+EVIDENCE+FROM+

17064

ijariie.com

2584

Vol-8 Issue-3 2022

21.
22.
23.
24.

25.
26.
27.

28.
29.
30.

31.
32.
33.

34.

IJARIIE-ISSN(O)-2395-4396

PAKISTAN+MANUFACTURING+FIRMS&gs_lp=Egdnd3Mtd2l6uAED-AECAEBSOgJUPMGWPMGcAF4AMgBAJABAJgBAKABAKoBAOIDBCBBGAHiAwQgRhgAiAYB&sclient
=gws-wiz
Lopo Martinez, A., & Ferreira, B. A. (2019). Business strategy and tax aggressiveness in Brazil. Journal of
Strategy and Management, 12(4), 522–535. https://doi.org/10.1108/JSMA-03-2019-0040
Mandacı, P. E., & Gumus, G. K. (2010). Ownership concentration, managerial ownership and firm
performance : evidence from Turkey. South-East European Journal of Economics and Business, 5(1).
Martinez, A. (2017). Tax aggressiveness: a literature survey. Journal of Education and Research in
Accouting, 11, 104–121. https://doi.org/10.17524/repec.v11i0.1724
Minnick, K., & Noga, T. (2010). Do corporate governance characteristics influence tax management?
Journal
of
Corporate
Finance,
16(5),
703–718.
https://EconPapers.repec.org/RePEc:eee:corfin:v:16:y:2010:i:5:p:703-718
Phillips, J. (2003). Corporate Tax-Planning Effectiveness: The Role of Compensation-Based Incentives.
Accounting Review - ACCOUNT REV, 78, 847–874. https://doi.org/10.2308/accr.2003.78.3.847
Richardson, G. A., & Lanis, R. (2011). Corporate Social Responsibility and Tax Aggressiveness. SSRN
Electronic Journal. https://doi.org/10.2139/SSRN.1904002
Rohaya, M. N., Mastuki, N., & Bardai, B. (2009). Book-Tax Difference and Value Relevance of Taxable
Income: Malaysian Evidence. Journal of Financial Reporting and Accounting, 7, 19–40.
https://doi.org/10.1108/19852510980000002
Sadjiarto, A., Susanto, A., Yuniar, E., & Hartanto, M. (2020). Factors Affecting Perception of Tax Evasion
Among Chindos. https://doi.org/10.2991/aebmr.k.200606.083
Slemrod, J. (2016). “Tax Systems in Developing Countries.” Zurich Center for Economic Development.
Tang, T., & Firth, M. (2011). Can book-tax differences capture earnings management and tax Management?
Empirical evidence from China. The International Journal of Accounting, 46, 175–204.
https://doi.org/10.1016/j.intacc.2011.04.005
Tang, T. Y. H. (2017). The Value Implications of Tax Avoidance Across Countries:
Https://Doi.Org/10.1177/0148558X17742821, 34(4), 615–638. https://doi.org/10.1177/0148558X17742821
Wilde, J., & Wilson, R. (2018). Perspectives on Corporate Tax Planning: Observations from the Past Decade.
The Journal of the American Taxation Association, 40. https://doi.org/10.2308/atax-51993
Younus, S., Rana, M. W., & Khan, U. A. (2021). Impact of Ownership Structure on Firm Performance:
Moderating Role of Tax Avoidance. Evidence From Non-Financial Listed Firms of Pakistan Sabah Younus,
M.Wasim Rana, Ume Aiman Khan - Google Search. Multicultural Education, 7(8).
https://doi.org/10.5281/zenodo.5338902
Zhang, H., & Kyaw, K. (2016). Ownership Structure and Firm Performance: An Empirical Analysis of
Chinese Companies. Applied Economics and Finance, 4, 57. https://doi.org/10.11114/aef.v4i2.2109

17064

ijariie.com

2585

