
Corporate Tax Avoidance: Evidence from Vietnamese firms 

Abstract: This paper examines the effect of corporate tax avoidance on firm value using a sample of 

Vietnamese non-financial listed firms for the period 2007 to 2018. Using fixed effect, ordinary least square 

and system generalised method of moment estimation, the results show a positive and statistically 

significant relationship between corporate tax avoidance and firm value. Our result demonstrates the 

bright side of corporate tax avoidance at the firm level. Further analysis shows that the positive effect of 

corporate tax avoidance on firm value can be intensified by the effectiveness of the board of directors in 

monitoring management.  
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1. Introduction 

Corporate tax avoidance (CTA) is defined as “a continuum of tax strategies”1 in which a firm reduces 

explicit taxes (Hanlon and Heitzman, 2010, pp. 137). According to Chung et al. (2015), firms can engage in 

CTA to reduce substantial expenses from income tax and increase the cash available for reinvestment and 

growth. CTA can be viewed as a tax-saving device and hence enhance after-tax firm value. However, CTA 

comes with its costs, such as reputational cost and agency cost (Chen et al., 2014). Thus, the value 

implication of CTA is still ambiguous due to its costs and benefits. Prior research also provides mixed 

empirical results on the CTA-firm value relationship (Wahab and Holland, 2012; Inger, 2013).  

Vietnam is a transition economy which shifted from a centrally –planned economy to a market-oriented 

economy during the Doi Moi reform in 1986. Following the Doi Moi reform, tax reform has also been 

implemented toward promoting competitiveness and exports, encouraging investment, and creating 

employment and growth. To achieve these goals, tax incentives are very generous and redundant in 

Vietnam. According to current law2, tax incentives are applied in 57 sectors such as health care, education, 

high technology, agriculture, and environmental protection; 53 out of 63 provinces (undeveloped socio-

economic areas) and over 300 special economic zones, high-tech, and export processing zones. However, 

these location-based and sector-based tax incentives can be exploited to reduce tax payment, which must 

be paid by corporations. A firm can transfer its resources to where the tax rates are lower by using the 

related party transactions. Additionally, Vietnam has confronted pervasive tax corruption and 

stakeholders ‘perception of tax corruption, which in turn weakens voluntary tax compliance and create 

more opportunities for firms to avoid taxes (Nguyen, Doan and Tran-Nam, 2017). However, there is no 

                                                           
1Depending on the level of aggressiveness to reduce taxes, tax avoidance “could be anywhere along the continuum” 

in which tax minimization (perfectly legal) is at one end and “evasion,’’ at the other end.  
2 Law on corporate income tax 2008 No 14/2008/QH12, amended by Law No. 32/2013/QH13 and Law No. 

71/2014/QH13 



public data and limited research on the firm’s tax behaviour and how CTA affect a firm’s decision making 

and performance in Vietnam.  

Given the debate on the effect of CTA and firm value in the literature, this study investigates how CTA 

affects firm value using a sample of Vietnamese non-financial listed firms for the period 2009-2017. The 

results show a positive effect of CTA on firm value, which support the hypothesis that CTA can improve 

firm value. This means stockholders place a premium value on CTA due to the lack of transparency and 

weak tax administration in Vietnam. Our results are consistent with different proxies of CTA and firm value 

and empirical findings. Further, we examine the role of the board of director (BoD), as an internal 

corporate governance mechanism in the sustainable benefit of stockholders from CTA. Our result shows 

a positive joint effect of CTA and board of director on firm value in Vietnamese non-financial listed firms. 

The result indicates that the effectiveness of the BoD in monitoring management and protecting 

stockholders’ benefits intensify the positive effect of CTA on firm value. 

Thus, our study shed light on the “black box” of CTA’s effect on firm value using a sample of Vietnamese 

non-financial listed firms. The result demonstrates the bright side of CTA at the firm level under the 

context of a transition economy with a lack of strategic commitment reform and opaque institutional 

environment. Further, this study extends the literature by providing evidence on the moderating role of 

corporate governance on the CTA- firm value relationship. In particular, while prior research focuses on 

ownership as a governance mechanism influencing on the stockholders’ benefits from CTA, this study 

provides evidence that BoD can mediate CTA- firm value relationship.  

The rest of the paper is organised as follows. Section 2 presents the literature reviews. Section 3 discusses 

the methodology, followed by data in Section 4. The empirical results and conclusion are presented in 

Sections 5 and 6, respectively. 



2. Literature review  

The prior research provides empirical evidence that the impact of CTA on firm value varies across firms, 

industries and countries (Inger 2003; Wahab and Holland 2012; Park et al. 2016). Using a sample of 169 

UK non-financial listed firms during the period 2005-2007, Wahab and Holland (2012) find that CTA does 

not necessarily enhance firm value due to its excessive costs. In particular, firms might pay fees to tax 

consultants to design and employ tax avoidance transactions. Further, if a firm is detected as tax avoider 

and labelled as a “poor corporate citizen”, it can be exposed to penalties, reputational costs and political 

costs (Hanlon and Slemrod 2009; Mills, Nutter and Schwab 2013). Agency cost is another cost of CTA. 

According to Desai and Dharmapala (2006), there are agency conflicts between stockholders and 

managers in deciding firms’ tax planning. Managers could transfer the firm’s asset from shareholders for 

their personal use based on asymmetric information and complicated transactions of CTA. 

While CTA comes with costs, it can also enhance firm value due to tax-saving effects (Hoofman 1961; Inger 

2013; Ariff and Hashim 2014). Firms may engage in CTA because they can reduce substantial expenses 

from income tax and then increase the cash available for reinvestment and growth (Chung et al. 2015). 

Hoofman (1961) projected that CTA positively affects firm performance based on the assumption that tax 

costs arising from CTA are less than tax benefits. Similar to Hoffman (1961) study, Inger (2013) argues that 

managers actively try to divert money from the government to firms through CTA and then reinvest or 

return to stockholders as dividends. Using a sample of the largest US multinational firms from the 2005 

Fortune 500 for the period from 1997 to 2010, the author finds that CTA generated by stock option tax 

deductions contribute to an increase in firm value. 



Evidence from Blaylock (2011) shows that CTA positively affects the future performance of a sample of 

US-listed firms. For a one-standard-deviation increase in CTA3, the return on assets increased from 0.2 

percent to 0.6 percent. Consistent with Blaylock (2011), Wang (2010) also finds that CTA enhances firm 

value in a sample of S&P 1500 firms in the 1994- 2001 period. However, this value premium placed by 

investors decreases in firms with less transparency. Additionally, among the limited research in developing 

and emerging markets, Ariff and Hashim (2014) find a positive effect of CTA on firm value in a sample of 

203 Malaysian listed firms during the 2009- 2011 period. The authors find that for a one-point increase in 

CTA measured by the effective tax rate, the market value was expected to increase by MYR 1,976 million. 

This result indicates that investors view CTA as a value-enhancing activity. Using a sample of Chinese listed 

firms from 2002 to 2009, Wong, Kim and Lo (2015) also find empirical evidence that related-party 

transaction as a CTA mechanism can enhance firm value.  

While China and Vietnam share similar growth pattern and economic reforms, Vietnam has 

underperformed China due to its lack of strategic commitment reform, industrial policy, innovative 

capacity building, and openness (Vu, 2008).  The transaction process in Vietnam is still incomplete with 

many regulations, slow decision making and the opaque institutional environment under the involvement 

of the state in economic activities (Dinh, 2000). According to Nguyen, Doan and Tran-Nam (2017), Vietnam 

has also confronted pervasive tax corruption arising from the low salary of the public sector, 

compromising and paternalistic culture, the lack of transparency as well as the lack of a competent public 

sector. The authors point out that Vietnam performs poorly in terms of bribery and efforts to fight 

corruption as the Corruption perceptions index (CPI) in Vietnam is about 30 on a scale of 0 to 100 for the 

2011 -2016 period. The evidence from a survey supported by the World Bank and Government 

Inspectorate of Vietnam in 2012 shows that public officials intentionally prolong time and pressure firms 

                                                           
3 Tax avoidance is measured by adjusted book-tax differences (Desai and Dharmapala 2006); tax shelter (Wilson 

2009); and adjusted permanent book-tax differences (Frank, Lynch and Rego 2009). 



with ambiguous regulations to make unofficial payments (World Bank, 2012). Likewise, over 30 percent 

of registered firms made an unofficial payment or believed that their firms would be unfairly treated 

without bribery based on a survey conducted by VCCI on more than 2,500 registered firms in 2015 (as 

quoted in Nguyen, Doan and Tran-Nam 2017). This pervasive tax corruption and the perception of tax 

corruption by many stakeholders weakens the voluntary tax compliance and create more opportunities 

for firms to avoid taxes. Additionally, Giang (2015) point out that penalties for tax non-compliance has not 

been specified and regulated at different levels. For example, taxpayers should be liable to a fine from 

10% to 20% of the tax shortfalls for under-reporting tax liabilities. Thus, the penalty depends on the 

subjective judgment of the tax authorities. The penalty is also too light and has no deterrent effect (Giang, 

2015). The combination between a lack of strict law and the bribes between firms as taxpayers and tax 

authorities leads to low penalty or low probability of being detected as a “tax avoider” and hence reduces 

the costs of CTA such as fines or reputational costs. Thus, tax avoidance may positively impact on firm 

value in Vietnam. 

On the other hands, according to Kawor and Kportorgbi (2014), the mixed results of the value implication 

of CTA and the substantial benefits of stockholders from CTA might be mediated by another factor. The 

corporate governance feature can be a moderating factor influencing the valuation of CTA (Desai and 

Dharmapala 2009; Ayer et al. 2011; Tang 2017). Desai and Dharmapala (2009) study is the first study that 

examines the impact of governance structure on the CTA-firm value relationship. The authors suggest that 

CTA causes a tax-savings effect and a managerial rent diversion simultaneously. While tax savings can 

enhance firm value, the managerial rent diversion could decrease shareholders’ wealth as managers 

transfer a firm’s resources for their own purposes. They argue that the tax-savings effect is offset by the 

managerial extraction effect, especially in poorly governed firms in which weak governance mechanism 

could provide more opportunities for managerial rent diversion via CTA. Using a sample of 862 US firms 

in the 1993-2001 period, the authors provide evidence that CTA affects positively firm value in well-



governed firms4. This result indicates that the shareholders’ benefits from the firm’s tax avoidance 

activities are mitigated by agency conflicts. In other words, if shareholders can control the managers, CTA 

could contribute to an increase in firm value.  

Using a sample of 46 countries for the period 2001 -2010, Tang (2017) finds that the CTA-firm value 

relationship is positive in 11 countries, but negative in two countries (Russia and Turkey) with poor 

corporate governance. The author explains that poor governance mechanisms might lead to the 

scepticism from stockholders about rent extraction activities of managers and value enhancement of CTA. 

In contrast, investors could reward a value premium to CTA in countries with strong governance 

mechanisms because they expect that tax savings will be paid back to them. Focusing on the board of 

directors as a characteristic of governance mechanism, Li et al. (2017) also find that the interaction 

coefficient between board reforms5 and CTA is significantly positive. In other words, the positive effect of 

CTA on firm value becomes significant after board reforms focusing on improving the independence of 

the BoD. In line with Li et al. (2017), we expect a significantly positive joint effect between BoD’s 

effectiveness and CTA on firm value.  

3. Methodology 

3.1  Firm Value Corporate tax avoidance 

This study uses Tobin’s q as a measure of firm value because of its advantages, such as reflecting both 

market and accounting information and minimising issues related to stock returns (Wernerfelt and 

Montgomery 1988). The higher value of Tobin’s q leads to higher firm value. Tobin’s q is defined as follows: 

                                                           
4 Well-governed firms have institutional ownership over 0.6 (Desai and Dharmapala 2009). 
5 Major corporate governance reforms in OECD countries during the 1993-2012 period. 



𝑄 𝑖,𝑡 =
(𝐿 𝑖,𝑡+ 𝑃𝐸 𝑖,𝑡 + 𝑀𝐼 𝑖,𝑡  )+ 𝑀𝑉 𝑖.𝑡

𝑇𝐴  𝑖,𝑡
         (1) 

where 𝑄𝑖,𝑡  is Tobin’s q of firm i in year t. 𝑇𝐴𝑖,𝑡, 𝐿𝑖,𝑡, 𝑀𝑉𝑖,𝑡, 𝑃𝐸𝑖,𝑡, and 𝑀𝐼𝑖,𝑡 are the total assets, total 

liabilities, market value of equity, preferred equity, and minority interest of firm i in year t, respectively.  

3.2 Corporate tax avoidance 

CTA is usually inferred from the firms’ financial statements because the details of the firm’s tax avoidance 

strategies are not available and published (De Simone et al. 2016). Based on firms’ financial statements 

and prior research, we use the book-tax difference (BTD), the difference between taxable income and 

accounting income to measure CTA. Due to the absence of tax data, taxable income is estimated by 

current tax expenses and the statutory tax rate. According to Kim et al. (2011), regardless of whether 

managers manipulate earning upward or not, they are able to report taxable income at the lower amount 

that leads to the higher BTD. Thus, the high level of BTD implies the existence of CTA practices. Following 

Frank, Lynch and Rego (2009), the BTD is defined as:  

𝐵𝑇𝐷 𝑖,𝑡 =
𝑃𝐼 𝑖𝑡− (

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 _ 𝑡𝑎𝑥  𝑖,𝑡
𝑇𝑎𝑥_ 𝑟𝑎𝑡𝑒  𝑖,𝑡

 ) 

𝑇𝐴 𝑖,𝑡−1
         (2) 

where 𝐵𝑇𝐷𝑖,𝑡, 𝑃𝐼𝑖,𝑡, 𝐶𝑢𝑟𝑟𝑒𝑛𝑡_𝑡𝑎𝑥 𝑖,𝑡, and 𝑇𝑎𝑥_𝑟𝑎𝑡𝑒𝑖,𝑡 are the book-tax difference, pre-tax income, current 

tax expenses and the statutory tax rate of firm i in year t, respectively. 𝑇𝐴𝑖,𝑡−1 is the total asset of firm i 

in the previous year. 

3.3 Model specifications 

Based on Desai and Dhamapala (2009), we account for the lag of firm value as a major factor influencing 

the future value. The baseline model is: 



𝑄𝑖,𝑡 =  𝛼 +  𝛿𝑄𝑖,𝑡−1 +  𝛽𝐵𝑇𝐷𝑖,𝑡 +  𝛾𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 +  𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 + 𝑌𝑒𝑎𝑟 + 휀𝑖,𝑡    (3) 

where 𝑄𝑖,𝑡 is Tobin’s q of firm i in year t; 𝐵𝑇𝐷𝑖,𝑡 is the book-tax difference calculated by Frank, Lynch and 

Rego (2009). 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡  is a vector of the control variables including firm size (SIZE), sale growth 

(GROWTH), financial leverage (LEV), fixed assets (PPE), intangible assets (INTANG), firm age (AGE) and firm 

risk (RISK) (Black et al. 2014; Maury and Pajuste 2005; Jiraporn et al. 2008; Connolly and Hirschey 2005; 

Wang 2010; Love and Klapper 2004; Tang 2017; Jo and Harjoto 2011). We also control for the effect of 

internal governance on firm value by institution ownership (INST) and earning management (DIS_ACC). 

Table 1 defines the baseline model (equation 3) variables. 

[Insert Table 1 here] 

We use the fixed-effect (FE) estimator to control for the time-invariant effects in our sample. To control 

for the existence of the unobservable industry- and year-specific confounding factors, we add a set of 

industry and year dummies to the baseline model. Standard errors are clustered along two dimensions 

(by firm and year) to control for errors heteroskedasticity and autocorrelation. We also perform Paris-

Winsten regression to estimate the baseline model under the assumption that the residuals are serially-

correlated. 

Further, to address potential endogeneity arising from the dynamic panel data and the relationship 

between CTA and firm value, we use the system generalised method of moments (GMM) estimator to 

validate the results from FE and OLS estimation.  

4. Data 

To examine the relationship between CTA and firm value, we collected annual data of 751 non-financial 

firms listed in both Ho Chi Minh Stock Exchange (HOSE) and Hanoi Stock Exchange (HNX) as of December 



2018 from Bloomberg database. The study excluded 102 financial firms from the sample due to 

differences in recording information in financial statements and accounting policies6. The final sample 

consists of 649 non-financial listed firms for the period 2007-2018. The study period began in 2007 when 

the regulation on corporate governance applicable to listed firms was enacted. Data related to the BoD 

was hand-collected from the firms’ corporate governance reports. All the financial data are reported in 

Vietnamese dong (VND). To alleviate the impact of outliers on our regression results, we winsorised all 

data items by the top and bottom percentile. 

5. Empirical results 

5.1. Descriptive statistics 

Table 2 reports the descriptive statistics and the pairwise correlation matrix of the variables used in our 

study. The average Tobin’s q for our sample is 1.105, with a standard deviation of 0.551. The mean value 

of BTD is 0.006 and varies significantly among firms (with a standard deviation of 0.046 over seven times 

large than the mean). These figures indicate that BTD varies significantly among firms. An average firm in 

the sample has a firm size (log value of total assets) of 13.382 and sale growth of 15.3%. The overall mean 

of LEV is approximately 0.079, meaning that on average only about 8% of total assets is financed by long 

term debt. The overall average of institutional ownership is at a moderate level of 18.25%, but the series 

varies significantly (ranging from 0% to 81.72%). 

 [Insert Table 2 here] 

                                                           
6 Firms’ operation are regulated by Law on enterprises, but financial firms ‘operations must comply with the 
provisions of Law on credit institutions. 



5.2. Empirical results 

Table 3 reports the regression results of our baseline model (equation 3) using the fixed effect, OLS and 

Paris-Winsten estimation, respectively.  

[Insert Table 3 here] 

The coefficient of BTD is positive in all columns in Table 3. In particular, the BTD’s coefficient is 0.596 and 

significant at 1% level in column 1. This result indicates that for a one-unit increase in BTD, Tobin’s q is 

expected to increase by 0.596. Likewise, the coefficient of BTD in column 2 (0.525) and column 3 (0.502) 

are significant at 5% level. As the coefficients are consistently positive and significant, we infer that our 

results are robust to different model specifications and are not driven by serial correlation. These results 

suggest that CTA can enhance firm value in Vietnamese non-financial listed firms. This corroborates the 

arguments of Hoofman (1961) and Inger (2013) that stockholder’s benefits from tax savings of CTA are 

greater than its costs.  

5.3. Robustness check 

5.3.1. Alternative proxies of firm value  

Based on Desai and Dharmapala (2009), we use the market value of equity scaled by lagged total assets 

as a proxy of Tobin’s q to check the robustness of our regression results. We use equation (4) to examine 

the effect of CTA on market value:  

𝑀𝑉𝑖,𝑡 =  𝛽0 +  𝛽1 ∗  𝑀𝑉𝑖,𝑡−1 + 𝛽2 ∗ 𝐵𝑇𝐷𝑖,𝑡 +  𝛽3 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡  + 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 + 𝑌𝑒𝑎𝑟 + 휀𝑖,𝑡                    (4) 

where 𝑀𝑉𝑖,𝑡 is the market value of equity of firm i in year t; 𝐵𝑇𝐷𝑖,𝑡 is the book-tax difference calculated 

by Frank, Lynch and Rego (2009). 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 is a vector of the control variables. The variables in equation 

(4) are defined in Table 1. 



Table 4 presents the regression results of equation (4) using MV as the dependent variable:  

 [Insert Table 4 here] 

In Table 4, we regress MV on BTD and the control variables using FE, OLS, and Paris-Winsten estimators 

and report the results in columns 1, 2, and 3, respectively. Consistent with the results reported in our 

baseline regression in Table 3 (equation 3), the coefficients of BTD is positive and significant at 1% level in 

all columns in Table 4.  

5.3.2. Alternative measures of corporate tax avoidance 

Based on Desai and Dharmapala (2006), and Dyreng, Hanlon and Maydew (2008), we used discretionary 

total BTD (DBTD) and long-run cash effective tax rate (LCETR) as alternative proxies for CTA. First, we use 

DBTD as an alternative proxy for CTA. Isolating the effect of earnings management on BTD, the DBTD is 

extracted from the residual in the following regression: 

BTDi,t = γ0 + γ 1 ACC i,t + Ɛi,t       (5) 

where BTDit, and ACC it is the book-tax difference and total accrual of firm i in year t, respectively. The 

higher DBTD, the higher the level of CTA a firm employs.  

Second, we measure CTA by LCETR. We calculate the ratio of a firm’s cash payment for taxes over a five 

year period and the sum of its total pre-tax income over the same period. The LCETR represents the 

proportion of taxes and business income in the long term, and hence a firm with a lower LCETR is more 

likely to engage in CTA.  

𝐿𝐶𝐸𝑇𝑅 𝑖,𝑡 =
∑ 𝐶𝐴𝑆𝐻_𝑇𝐴𝑋 𝑖,𝑡

5

𝑡=1

∑ 𝑃𝐼 𝑖,𝑡
5

𝑡=1

                       (6) 



where 𝐿𝐶𝐸𝑇𝑅 𝑖,𝑡, 𝐶𝐴𝑆𝐻_𝑇𝐴𝑋 𝑖,𝑡, and 𝑃𝐼 𝑖,𝑡 are the long run cash effective tax rate, cash paid for taxes, 

and pre-tax income of a firm i at the end of year t, respectively. The value of LCETR fall in a range from 

zero to one. The higher the LCETR, the lower the level of CTA a firm employs. 

To check the robustness of our regression results (equation 3), we alternatively use the aforementioned 

proxies of CTA and firm value as the dependent variable and variable-of-interest in our baseline model. 

We use equations (7) to (10) to examine the valuation implication of CTA. 

𝑄𝑖,𝑡 = 𝛿0 + 𝛿1 ∗ 𝑄𝑖,𝑡−1 + 𝛿2 ∗ 𝐷𝐵𝑇𝐷𝑖,𝑡 + 𝛿3 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 +  𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 + 𝑌𝑒𝑎𝑟 + 휀𝑖,𝑡                             (7) 

𝑄𝑖,𝑡 = 𝜂0 + 𝜂1 ∗  𝑄𝑖,𝑡−1 + 𝜂2 ∗ 𝐿𝐶𝐸𝑇𝑅𝑖,𝑡 + 𝜂3 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 + 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 + 𝑌𝑒𝑎𝑟 +  휀𝑖,𝑡                            (8) 

𝑀𝑉𝑖,𝑡 = 𝜃0 + 𝜃1 ∗ 𝑀𝑉𝑖,𝑡−1 + 𝜃2 ∗ 𝐷𝐵𝑇𝐷𝑖,𝑡 + 𝜃3 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 + 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 + 𝑌𝑒𝑎𝑟 + 휀𝑖,𝑡                       (9) 

𝑀𝑉𝑖,𝑡 = 𝜆0 + 𝜆1 ∗ 𝑀𝑉𝑖,𝑡−1 + 𝜆2 ∗ 𝐿𝐶𝐸𝑇𝑅𝑖,𝑡 + 𝜆3 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 + 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 + 𝑌𝑒𝑎𝑟 +  휀𝑖,𝑡                   (10) 

where 𝑄𝑖,𝑡, 𝑀𝑉𝑖,𝑡, 𝐵𝑇𝐷𝑖,𝑡 , 𝐷𝐵𝑇𝐷𝑖,𝑡, 𝑎𝑛𝑑 𝐿𝐶𝐸𝑇𝑅𝑖,𝑡 are Tobin’s q, the market value of equity, book-tax 

difference, discretionary book-tax difference and the long run cash effective tax rate of firm i in year t. 

𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡  is a vector of the control variables. The variables in equations (7) to (10) are defined in Table 1. 

Table 5 presents the regression results of our robustness tests (equations (7) to (10)).  

[Insert Table 5 here] 

The first four columns in Table 5 shows the regression results of equations (7) and (8) using FE and OLS 

estimation. The result shows the coefficient of DBTD is positive and significant at 1% level in column 1 

(0.485) and 5% level in column 2 (0.418). The coefficient of LCETR is negative and statistically significant 

at 5% level in column 3 (-0.125) and 10% level in column 4 (-0.0655). 



Using the same estimators and control variables, we regress MV on DBTD and LCETR and report the results 

(equations (9) and (10)) in the last four columns in Table 5. The coefficient of DBTD is positive and 

statistically significant at 1% level in columns 5 and 6 (1.144 and 1.378, respectively). Likewise, the 

coefficient of LCETR is -0.199 and significant at 5% level in column 7 and is – 0.149 and significant at 10% 

level in column 8. 

Collectively, the significantly positive relationship between CTA and firm value still hold after employing 

different proxies of CTA and firm value.  

5.3.3. Endogeneity diagnostics 

The presence of the lag dependent variables leads to endogeneity problems, and hence the fixed effect 

model might be biased. To deal with the dynamic panel bias arising from the correlation between firm-

level unobserved heterogeneity in the error term and the lagged value of the dependent variable, we 

employ the system -GMM estimation method for panel data to evaluate the impact of CTA on Tobin’s q 

(Blundell & Bond 1998). The system GMM regression results of equations (4), (7), and (8) are reported in 

Table 6.  

[Insert Table 6 here] 

We use a set of internal instruments including the lagged levels and lagged differences of firm value, CTA, 

and control variables to removed firm-level unobserved heterogeneity in the error term in the first 

different equations and make them orthogonal to the error term. Table 6 shows the Difference-in-Hansen 

test and Arellano and Bond (1991) test, including first-order (AR (1)) and second-order autocorrelation 

(AR (2)), which shows the instruments are valid. There is no autocorrelation in the first differenced error 

term, and a group of instruments is exogenous. The results in Table 6 are robust to the baseline regression 



results reported in Table 3. The coefficient of BTD (0.456) and DBTD (0.355) is significant at the 5% level 

and 10% level, respectively. The coefficient of LCETR (-0.0785) is significant at the 10% level. 

5.4.  The effect of the board of directors on the valuation implication of corporate tax avoidance. 

To examine the effect of BoD on CTA-firm value relationship, we use four characteristics of the BoD, 

including the size of the BoD (BSIZE), independence of the BoD (NED, number of non-executive directors 

on the BoD), female representation (FEMALE) and CEO duality (DUA). Next, we generate the interaction 

term between BTD and BSIZE (BTD*BSIZE), NED (BTD*NED), FEMALE (BTD*FEMALE) and DUA (BTD*DUA) 

and then include each of these variables into our model to further analyse the effect of the BoD on the 

valuation implication of CTA. We use equations (11) to (18) to investigate the joint effect of BTD and the 

BoD on firm value. 

𝑄𝑖,𝑡 = 𝜑0 +  𝜑1 ∗  𝑄𝑖,𝑡−1 + 𝜑2 ∗ 𝐵𝑇𝐷𝑖,𝑡 ∗ 𝑁𝐸𝐷𝑖,𝑡 + 𝜑3 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡  + 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 + 𝑌𝑒𝑎𝑟 +  휀𝑡             (11) 

𝑄𝑖,𝑡 = 𝜔0 +  𝜔1 ∗ 𝑄𝑖,𝑡−1 + 𝜔2 ∗ 𝐵𝑇𝐷𝑖,𝑡 ∗ 𝐷𝑈𝐴𝑖,𝑡 + 𝜔3 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡  + 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 + 𝑌𝑒𝑎𝑟 + 휀𝑡           (12) 

𝑄𝑖,𝑡 = 𝜐0 +  𝜐1 ∗  𝑄𝑖,𝑡−1 + 𝜐2 ∗ 𝐵𝑇𝐷𝑖,𝑡 ∗ 𝐹𝐸𝑀𝐴𝐿𝐸𝑖,𝑡 + 𝜐3 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 +  𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 + 𝑌𝑒𝑎𝑟 +  휀𝑡       (13)  

𝑄𝑖,𝑡 = 𝜎0 +  𝜎1 ∗ 𝑄𝑖,𝑡−1 + 𝜎2 ∗ 𝐵𝑇𝐷𝑖,𝑡 ∗ 𝐵𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝜎3 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡  +∗ 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 + 𝑌𝑒𝑎𝑟 + 휀𝑡          (14)  

𝑀𝑉𝑖,𝑡 = 𝜏0 +  𝜏1 ∗  𝑀𝑉𝑖,𝑡−1 + 𝜏2 ∗ 𝐵𝑇𝐷𝑖,𝑡 ∗ 𝑁𝐸𝐷𝑖,𝑡 + 𝜏3 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 + 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 + 𝑌𝑒𝑎𝑟 + 휀𝑡          (15) 

𝑀𝑉𝑖,𝑡 = 𝜍0 +  𝜍1 ∗ 𝑀𝑉𝑖,𝑡−1 + 𝜍2 ∗ 𝐵𝑇𝐷𝑖,𝑡 ∗ 𝐷𝑈𝐴𝑖,𝑡 + 𝜍3 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 + 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 + 𝑌𝑒𝑎𝑟 + 휀𝑡          (16) 

𝑀𝑉𝑖,𝑡 = 𝜌0 + 𝜌1 ∗ 𝑀𝑉𝑖,𝑡−1 + 𝜌2 ∗ 𝐵𝑇𝐷𝑖,𝑡 ∗ 𝐹𝐸𝑀𝐴𝐿𝐸𝑖,𝑡 + 𝜌3 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 + 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 + 𝑌𝑒𝑎𝑟 +  휀𝑡  (17) 

𝑀𝑉𝑖,𝑡 = 𝜖0 +  𝜖1 ∗ 𝑀𝑉𝑖,𝑡−1 + 𝜖2 ∗ 𝐵𝑇𝐷𝑖,𝑡 ∗ 𝐵𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝜖3 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡  + 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 + 𝑌𝑒𝑎𝑟 +  휀𝑡      (18) 



where 𝑄𝑖,𝑡 , and 𝑀𝑉𝑖,𝑡 are Tobin’s q and market value of equity of firm i in year t. 𝐵𝑇𝐷𝑖,𝑡 ∗ 𝑁𝐸𝐷𝑖,𝑡, 𝐵𝑇𝐷𝑖,𝑡 ∗

𝐷𝑈𝐴𝑖,𝑡 , 𝐵𝑇𝐷𝑖,𝑡 ∗ 𝐹𝐸𝑀𝐴𝐿𝐸𝑖,𝑡, and 𝐵𝑇𝐷𝑖,𝑡 ∗ 𝐵𝑆𝐼𝑍𝐸𝑖,𝑡, 𝐷𝐵𝑇𝐷𝑖,𝑡, 𝑎𝑛𝑑 𝐿𝐶𝐸𝑇𝑅𝑖,𝑡is the interaction term 

between book-tax difference and number of non-executive directors on the BoD, CEO duality, female 

representation and the size of the BoD, respectively. 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡  is a vector of the control variables. The 

variables in equations (11) to (18) are presented in Table 1. 

Table 7 reports the regression results. 

[Insert Table 7 here] 

Table 7 reports the regression results using Q (the first four columns) and MV (the last four columns) 

alternatively as the dependent variable. The coefficient of BTD*NED is 0.178 and significant at 1% level in 

column 1. This indicates that the effect of a one-unit increase in BTD on Tobins’q increase by 0.178 for an 

additional non-executive member appointed to the BoD. The significantly positive coefficient of BTD*NED 

in column 5 means that the effect of a one-unit increase in BTD on market value also increases by 0.389 

for an additional non-executive member appointed to the BoD. In other words, the positive effect of BTD 

on firm value is greater in firms with more non-executive directors on the BoD. This result is consistent 

with Lannis and Richarson (2011), and Minick and Noga (2010) that the dominance of outsiders or non-

executive directors on the BoD can monitor managerial actions and strengthen the independence of the 

BoD to protect stockholders’ interests in term of CTA.  

Similarly, the coefficient of BTD*DUA is statistically significant at the 1% level in both columns 2 and 6 in 

Table 7 (1.017 and 1.888, respectively). These results indicate that the positive effect of BTD on firm value 

can be intensified when the CEO is not the Chairman of the BoD. In line with Jensen (1993) and Abdul 

Wahab et al. (2017) arguments, separating the chairperson of the BoD and CEO position can contribute 

to an effective monitoring mechanism over management performance.  



Further, the results in columns 4 and 8 in Table 7 show the effect of BTD controlling for female 

representation on firm value. The coefficient of BTD*FEMALE is statistically significant and positive in both 

columns (0.737 and 0.1642, respectively). This means that the positive effect of BTD on firm value is 

greater if the BoD has at least one female member. Consistent with Richardson, Taylor and Lanis (2016), 

our results suggest that female members are more likely to be independent, which enhances the 

effectiveness of the BoD in monitoring agency conflicts between shareholders and managers in term of 

the tax planning strategy.  

Finally, both coefficients of BTD*BSIZE are significant at 1% level in columns 3 (0.121) and 7 (0.258) in 

Table 7. These results indicate that the effects of BTD on firm value can be intensified in firms with a larger 

board. This is similar to Kiel and Nicholson (2003), and Adams and Mehran (2005) findings that a large 

board of directors might contribute to enhancing firm value because they can provide high-quality advice 

for strategic decisions.  

According to the Corporate Governance Circular in 2012 (Ministry of Finance, 2012), the numbers of the 

BoD are from five to eleven members who may not be shareholders of a listed firm in Vietnam. While 

there are no quotas for women on the Bod, one-third of the members must be non-executive members. 

Additionally, the CEO of a listed firm can be the Chairman of the BoD if the general meeting of 

shareholders (GMS) approves. Although many firms meet these requirements, there is a debate over the 

role of BoD in addressing agency conflicts and protecting stockholders’ benefit (Vo and Phan 2013; Vo and 

Nguyen 2014). Our result is consistent with prior research (Vo and Nguyen 2014; Nguyen, Locke and Reddy 

2015) which shows that the BoD’s independence and female members on the BoD positively impact the 

firm performance and firm value of Vietnamese non –financial listed firms. Our result contrasts the 

findings of Vo and Phan (2013) which show that CEO could understand a firm’s operation comprehensively 

and make better decisions if he is also the Chairman of the BoD in Vietnamese non- financial listed firms. 



Based on the agency theory, our empirical result suggests that the BoD can align agency conflicts between 

stockholders and managers and thus motivate value-enhancing CTA in Vietnamese non-financial listed 

firms. 

6. Conclusion 

Responding to the call for further research on the “black box” of firm tax strategies, which has been 

increasing in recent decades, we examine how CTA influence firm value. Broadly consistent with previous 

studies, we find a positive impact of CTA on firm value in a sample of Vietnamese non-financial listed firms 

for the 2007-2018 period. This means Vietnamese non-financial listed firms perceived CTA as a tax-savings 

device which can transfer cash from the government to firms in the context of redundant tax incentives 

and lack of transparency as well as weak tax administration. Further, we consider the role of BoD in the 

CTA-firm value relationship. We find a positive joint effect of CTA and BoD on firm value. Our result 

suggests that effective BoD can reduce agency conflicts in tax planning between stockholders and 

managers in Vietnam. If CTA is an enhancing-value activity, its positive effect on firm value can be 

intensified in firms with a larger BoD, more non-executive directors on the BoD, the representation of 

female on the BoD, and separating CEO and BoD’s chairman role.  

The finding of our study provides some practical implications for investors, firms and policymakers. First, 

as CTA affect positively firm value among Vietnamese non-financial listed firms, investors can benefit from 

insightful analyses of the firm’s tax strategy to make better investment decisions. Investors can take the 

efficiency of the BoD in monitoring management and protecting their interests into account when making 

a decision. Second, our finding suggests that non-financial listed firms can enhance firm value by 

improving the effectiveness of the BoD as an internal corporate governance mechanism. Each firm can 

consider to increase the independence of the BoD with an appropriate proportion of the non-executive 

directors and separate the role of CEO and BoD’s Chairman. Vietnamese non-financial listed firms can also 



take into account the attendance of female members on the BoD. Women are not likely to be appointed 

on the BoD in Vietnam even if they have high skills, experience and knowledge. While there is no legal 

framework and regulation governing female representation on the BoD, our result suggests that female 

directors should be included in the BoD. Similar to the effect of non-executive directors of the BoD, female 

directors provide rigorous monitoring mechanism and contribute to the effectiveness of the BoD in 

protecting shareholder’s interests (Adams & Ferreira 2009). Finally, this study also provides implications 

for policymakers in revising the current corporate governance regulations and taking further reforms to 

enhance the accountability to investors.  

To the best of our knowledge, this is the first report of a positive effect of CTA and joint effect between 

CTA and BoD on firm value in Vietnam listed firms. This study sheds light on the existing literature by 

providing empirical evidence of the reasons driving the mixed results of the valuation implication of CTA. 

Future research in this field may seek to extend the explanations of how CTA can affect firm value and 

other factors influencing its impact on firm value using international samples. 
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