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recommended among others that the firms should continue to increase the book-tax gap
through, transfer payment, tax credit and investment in R&D to continue to signifi-
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1. Introduction

Corporate organizations are established to
create value and improve shareholders’ wealth.
This is due to the separation of ownership from
management in modern corporations which places
managers in fiduciary positions with the thrust to
protect and improve the value of the company.
Generally, firm value is about the market price of a
company’s shares. This suggests therefore that, the
higher the price, the higher the value, and vice ver-
sa. In line with the aforesaid, Moeljadi and Trin-
ingsih (2014), Ofuan, Monday and Friday (2016),
Pahlevi & Oktaviani (2018), and Setiawan et al.,
(2018) posited that share prices and return deter-
mine investors’ perception about the company
which also inform investors” investment decisions.
The decision to invest in a company or divest de-
pends on the perceived worth of the company. This
is because investors require good returns on their
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investment and as such they tend to scout for cor-
porations that guarantee the desired returns as well
the safety of investments. Value creation within an
organization therefore, is the brainchild of manage-
ment strategic decisions which directly affect share-
holders” wealth, the market value of shares as well
as providing basis for government macroeconomic
policies (Ofuan, et al, 2016).

In a bid to improve firm value, managers
may put in place various profit maximizing strate-
gies such as excellent inventory management prac-
tice, corporate social responsibility and sound In-
ternal Control System. Corporate organizations are
constantly reorganizing their operations/activities
in tandem with the unfolding environmental dy-
namics to improve firm value. However, the gov-
ernment on the other side of the pendulum is striv-
ing hard to see how bulk of firms" profit can be
transferred into government coffers via the formu-
lation of tax policy (Dayday & Zaam, 2017;
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Lisowsky & Mescall, 2016). This therefore suggests
that it is not enough to device profit-maximization
strategies without guarding such profit from being
transferred to the government through taxation.
According to Contractor (2016), this can be ac-
hieved through corporate strategy aimed at reduc-
ing tax liability through the exploitation of the loo-
pholes in the tax law. This practice is referred to as
corporate tax aggressiveness and it constitutes a
real lever of success and financial performance for
the company.

In Africa, particularly in Nigeria, there is a
renewed effort by the government to generate a
large proportion of its revenue through taxation
especially with the shrinking global oil price, pipe-
line vandalism and very low tax to Gross Domestic
Product (GDP) ratio, all of which culminated into
dwindling the nation’s revenue from oil in the last
couple of years (Taiwo, 2018). This development
has rekindled government’s effort to diversify the
revenue base of Nigeria to other sources of the eco-
nomy with a particular focus on taxation (Nigeria
National Tax Policy, 2017; Osaru & Moses, 2020). It
has also been observed by Chinwendu and Nneka
(2016) that following the introduction of national
tax policy, several other programmes have been
reeled out by the government to capture more tax
payers into the tax net and harness new tax areas.

Various government tax policies are directed
toward corporations due to myriad taxes paid by
the corporations to the government which consti-
tute huge revenue to the government (Waluyo,
2017). It therefore makes economic sense to guard
the profits made by corporations through exploita-
tion of the loopholes in the tax law to keep tax lia-
bility as low as possible if corporations must create
true value (Rhida & Martini, 2014; Karthik, Jenifer
& Wayne, 2017; Nengzih, 2018).

it is therefore clear that a relationship exist
between corporate tax aggressiveness and firm val-
ue in that, firms that a tax aggressive are said to be
value maximizing all things being equal. To ascer-
tain a firm’s level of aggressive tax practice, Charles
(2018) and Jose and Francisco (2018) agreed that
Effective Tax Rates (ETR), Book Tax Difference
(BTD) and Tax Savings (TS) can be used as surro-
gates. Also, the relationship between corporate tax
aggressiveness and firm value in this study is in-
terpreted through the theoretical lens of agency
theory given the nature of modern corporations
where ownership is clearly separated from man-
agement. In this instance, it is believed that agency
problems exist in corporation with absence of goal
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congruence in management-ownership relation-
ship.

Despite the paucity of Nigerian studies in
this area of research, the very Nigerian studies wor-
thy of mention are the studies of Salawu, Ogundipe
and Yeye (2017) and Monday and Abure (2018). It
is therefore necessary to contribute towards im-
proving the paucity of Nigerian studies in this area
of research. It is on the strength of the foregoing
background that this study evaluated the effect of
corporate tax aggressiveness on the value of listed
industrial goods companies in Nigeria.

The purpose of this study is to analyze the ef-
fect of corporate tax aggressiveness on the firm
value of listed industrial goods. Both Long-Run
Cash Effec-tive Tax Rate (LRCETR) and Book-Tax
Difference (BTD) were used as surrogates for tax
aggressiveness while, market value of equity
(MVE) was used to measure value. Correlational
research design was employed while the quantita-
tive data from the annual reports and accounts of
the firms were analyzed using fixed effect regres-
sion.

2. Literature Review

Several conceptual explanations of various
concepts in relation to firm value, tax aggressive-
ness have been offered by scholars. For instance,
Bambang, Elen and Andi (2012) see firm value as
an economic incentive created through firm’s earn-
ings. It therefore follows that, firm value is the
worth or earning power of a firm’s assets and that
an increase in the earning power is an indication
that the firm is doing well. Firm value as the inves-
tors” perception of the company which represents
an important consideration for investment purpose
(Haryanto, 2014; Moeljadi and Triningsih, 2014;
Ananda, 2018; Haryanto et al., 2018; Banamtuan et
al., 2020; and Bakhtiar et al., 2021). According to
Sasivimol, Vimol, Sarayut and Binshan (2011),
Ebrahim, Abdullahi and Faudziah (2014), William
and Jay (2016), Adunugba, Ige and Kesinro (2016),
Tanya (2017), Ravi (2018), Monday and Abure
(2018) and Charles (2018) that firm value can be
viewed or measured along two dimensions. The
two dimensions according to them are the account-
ing based measures (Earnings Per Share, Net Book
Value per Share) and stock market-based measure-
ments (Market Value of Equity and Tobin’s Q) in
this study MVE of equity is considered as surrogate
for firm value because of its endogenous considera-
tion.
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Given the aforementioned dimensions, the
study finds explanation in fovour of market value
of equity more appealing than other measure. This
is premised on the contention of Yengyang, Henock
and Leon (2019) that shareholders’ interest in a
company is measured in terms of the market value
of their shareholdings and in a highly efficient
market, managers are expected to maximize the
market value of the firm’s shares if they truly act in
the best interest of the shareholders. It was ob-
served by Tanya (2017) that market value of equity
is the price at which a firm’s shares is sold in the
market and that the market will also react positive-
ly to the announcement of stock bonuses to existing
shareholders which is an indication that the firm is
doing well. In this instance, high performance will
no doubt, push the company’s stock market price
upward and make investors respond positively by
investing much of their funds in the company
thereby increasing firm value (Ofuan et al, 2016).
This position presupposes that investors are ration-
al and that increasing share price is a fundamental
aspect of a company’s assessment.

Tax aggressiveness, according to Guodong
(2014), Ying and Tingting (2015), Onyeka and
Nwankwo (2016), Arie (2017); Chasbiandani &
Herlan (2019) is a tax planning effort that consists
of a great variety of transactions and arrangements
of financial affairs with the aim of paying the least
possible tax without violating the legal rules. Trisna
and Bagus (2018) posited that corporate tax consti-
tutes an economic burden on the company. Shai-
lendra, Mehul and Stephanie (2018) further added
that a company's effort to minimize tax burden and
increase after-tax profit for the shareholders is
called tax aggressiveness. This is carried out by cor-
porations through the exploitation of the loopholes
in the tax law which makes tax aggressiveness legal
as against tax evasion. Sunday, Nosa and Imuet-
inyan (2019) defined tax aggressiveness as the
transfer of value from the government to sharehol-
ders. Tax aggressiveness has also been argued from
the perspective of its legality. In this regard, Clarisa
and Yanuar (2018), Chyz and Gaertner (2018),
Travis, Allen and Kai (2019) and Clarisa and Ya-
nuar ( 2019) contended that tax aggressiveness co-
vers all corporate activities to reduce the explicit
tax from perfectly legal to gray areas of the tax
laws. The legality of tax aggressiveness therefore is
as determined by the court as well as the tax ad-
ministrators (Clarisa & Yanuar, 2019).
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In measuring tax aggressiveness of firms, Ib-
rahim, Sati and Hairul (2013), Henry and Sansing
(2014) and Markus (2017) argued that the choice of
tax aggressiveness measure depends on the under-
lying rationale for the measurement. The measures
are summarized into three categories: tax propor-
tion on business income, tax gap and tax shelter
(Ibrahim, et al, 2013). From these broad classifica-
tions of measures of tax aggressiveness, the propor-
tion of corporate income paid as tax measured
through Effective Tax rates (Long-run Cash Effec-
tive Tax Rate) and Book Tax Difference (BTD) as
used in this study are reviewed herein

Effective Tax Rates (ETRs)

Effective Tax Rates (ETRs) are commonly u-
sed measures of tax aggressiveness or tax avoid-
ance. According to Hanlon and Heitzman (2010),
Henry and Sansing (2014), Ying and Tingtin (2015)
and Markus (2017), ETRs are computed by dividing
tax liability by pre-tax accounting profits or cash
flow which indicates the average rate of tax burden
on company’s income or gross earnings. It therefore
follows that a company’s tax burden is often re-
flected through its ETRs which show the slice of the
company’s profits that should be paid to the gov-
ernment as corporate income tax (Petr, 2019). There
are different variants of ETRs. The variants are Ge-
nerally Accepted Accounting Principles Effective
Tax Rate (GAAP ETR), Cash Effective Tax Rate
(CETR) and Long-Run Cash Effective Tax Rate
(LRCETR). The GAAP-ETR according to Ibrahim,
Sati and Hairul (2013) and Mihir and Dhamamika
(2015), measures corporate tax burden by consider-
ing the company’s total tax expense viv-a-vis the
pre-tax book income. To reduce the current tax
burden/expenses, firms may use defer tax strategy
and accelerated depreciation to shift the current tax
burden to a future time (Karthik, et al, (2017). This
often resulted in variation between ETR and Statu-
tory Tax Rate (STR). The share of the company’s
profit paid to the government in this case may be
higher or lower than the statutory tax rate depend-
ing on the tax strategies deployed by the managers.
In ex-raying the variation between Effective Tax
Rates and Statutory Tax rates, Richardson and
Lanis (2015) confirmed that such variation mea-
sures a firm’s tax performance. Also, Petr (2019)
affirmed that firms with lower Effective Tax Rates
than the statutory Rate are considered more tax
aggressive than firms with higher Effective Tax
Rates.
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However, despite the overwhelming use of
GAAP ETR to measure tax aggressiveness, its ap-
propriateness in measuring the tax aggressive ef-
forts of corporations has been extensively criticized.
For instance, Motta and Martinez (2015) Antonio
(2017), Medeiros and Costa (2017), Da Silva and
Martinez (2017) and Sonja and Ryan (2018) agreed
that the GAAP ETR measure undermines a firm’s
true level of tax aggressiveness because previous
year’s tax expenses may be brought into considera-
tion in the current year thereby undermining the
current year tax aggressive efforts of the firm. To
this end, a firm’s tax expenses may become a noisy
indicator of the firm’s tax aggressive efforts. Also,
Zezheng (2018) opined that companies that report
zero or negative pre-tax income in a particular year
are excluded from GAAP ETR calculations for that
year and such exclusion could distort results, make
interpretation difficult and misleading as to the
true burden of the tax on the company. In a bid to
make up for the shortcoming of GAAP ETR other
variants of ETR were introduced. The variants de-
veloped by Dyreng, Michelle and Edward (2008)
are the Cash Effective Rates (CETR) and Long-run
Cash Effective Tax Rate (LR-CETR). According to
Dyreng et al (2008), CETR is the ratio of cash in-
come tax paid by corporations to pre-tax book in-
come after special items. Also, Ying (2015) posited
that CETR has an advantage over the conventional
GAAP ETR in that, CETR helps to determine the
actual yearly tax payment given the pre-tax income
which is a better estimate of the firm's true tax lia-
bility /burden. In this instance, lower cash tax pay-
ments associated with tax aggressiveness will have
a lower cash effective tax rate and vice versa.

The LR-CETR according to Fernandes, Mar-
tinez and Nossa (2013), captures a firm’s level of
consistency in tax aggressive efforts over a relative-
ly long period. Da Silva and Martinez (2017) added
that such consistent tax reduction efforts include
but not limited to reporting expenses more aggres-
sively than capitalizing them, overstretching ad-
vantages from tax incentive programs and engag-
ing in timely strategies that accelerate deductions
and postponement of earnings respectively. Mar-
kus (2017) posited that LR-CETR is the sum of cash
taxes paid over a long period of time (3,4,5 or more)
divided by the sum of pre-tax income (excluding
special items) over the same time period. There is
however no restriction with regards to the maxi-
mum number of years to be used in the computa-
tion of Long-run Cash Effective Tax Rate. This is,
subject to availability of data, but the minimum
number of years must not be less than three (3)
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years (Dyreng et al, 2008; Nathan, 2016; Victor,
2016). The forgoing positions informed the choice
of 3 years in the determination of LR-CETR in this
study as it helps to eliminate the volatility in the
year-to-year measure of ETR.

Book Tax Difference (BTD)

Book-Tax Difference (BTD) is another meas-
ure of tax aggressiveness introduced by Manzon Jr
and Plesko in 2002 and it is measured as the differ-
ence between the pre-tax income and taxable in-
come (Guenther, 2014). In other words, BTD is the
difference between what a firm would ordinarily
have paid if all of its book income were subjected to
tax, and what it actually paid expressed as a ratio.
Also, BTD arises from the difference between ac-
counting income prepared under accounting rules
and taxable income computed in line with the tax
laws. Book tax difference is often considered from
two perspectives. That is, temporary and perma-
nent book-tax differences respectively. According
to Tang and Firth (2011) and Terrence and Jenifer
(2016), the temporary BTD often identified by de-
ferred tax expenses is driven by the company’s ac-
counting accruals which capture expense or income
items that are recognized partially or wholly at
different periods in accounting and tax accounts.
On the other hand, the permanent book-tax differ-
ence is the differences in income recognition as well
as deduction rules for both costs and expenses in
line with the relevant accounting principles as well
as the tax laws (Tang & Firth, 2011). In other words,
Permanent Book-Tax Difference is the difference
between estimated total book-tax difference and
temporary book-tax difference which is indicative
of aggressive tax reporting. In this study, total BTD
is used to measure tax aggressiveness because it
contains components of both temporary and per-
manent book-tax difference.

In recognition of the fact that other factors
not captured in the independent variable may also
affect firm value, this study deemed it necessary to
control for leverage. According to Ribeiro (2015),
leverage represents a fundamental factor that influ-
ences value given that every firm is at liberty to
choose an appropriate financing mix that suits its
operation which also provides tax shield as well as
basis for enhancing value. Boussaidi and Hamed
(2015) therefore pointed out that a company’s choi-
ce of debt over equity or vice-versa hinges on the
benefit of either of the two to overall value of the
firm. Leverage is the size of debt in the capital
structure of a firm (Adenugba, et al, 2016). Howev-
er, the choice of capital structure depends on the
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yielding capacity of the components as value re-
mains the sum of the yielding capacity of firm’s
debt and equity (Samuel, Ebenezer & Xicang, 2012;
Soufiene et al 2016). In the same vein, Eko (2018)
opined that leverage represents a firm’s measure to
discipline managers to reduce their rent-seeking
tendencies. This is because having higher debt in
the capital structure helps to tame managers to be
prudent in the choice of investment as well as in the
management of resources in order to meet the debt
servicing arrangements imposed by the creditors.
Ribeiro (2015) added that leverage further reduces
the leeway available to make decisions that are self-
serving or not value-maximizing.

Conceptual Framework

The subject matter of the study though, not
new in accounting, is currently enjoying renewed
and overwhelming attention from both academics
and practitioners. This is due to the government’s
renewed efforts to generate more revenue through
taxation to defray government expenditure. Rele-
vant conceptual issues with respect to corporate tax
aggressiveness, firm value and control variable (Le-
verage) have been reviewed. It is clear that a rela-
tionship exists between corporate tax aggressive-
ness (LR-CETR and BTD) and firm value (MVE).
This is due to the fact that firms that keep their LR-
CETR low and increase the BTD are expected to
maximize value all things being equal.

Studies that examined the impact of corpo-
rate tax aggressiveness/tax avoidance on firm val-
ue are reviewed herein. The review is structured in
line with the objectives of the study. In this stance,
the first segment of the review focuses on Effective
Tax Rates and Firm Value. This is followed by the
review of the relationship between Book Tax Dif-
ference and Firm Value, and finally, the study re-
viewed the relationship between the control varia-
ble (Leverage) and firm value.

Effective Tax Rates and Firm Value

Effective tax rate represents a widely used
measure of tax aggressive efforts of corporations
which seeks to establish the level of tax burden
facing the firm as well as its effects on the value of
firms. For instance, Akmalia and Hafiz (2014) ex-
amined the effect of tax avoidance on firm value
and whether the strength of such relationships is
dependent on the quality of governance. The study
was carried out on 203 firms that are listed on the
MCG Index between 2009 and 2011. GAAP Effec-
tive Tax Rates (ETR) was used to measure tax
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avoidance while market value of equity was used
to measure firm value. The study found that tax
avoidance has a significant negative relationship on
firm value. This suggests that a reduction in corpo-
rate tax burden increases after-tax profit which con-
sequently improves firm value. This makes logical
sense as investors perceive efforts that reduce
firm’s tax burden as value-maximizing. Also, Way-
ne, Edmund and Anh (2016) examined the effect of
tax risk, tax avoidance on stock price reaction in
Luxembourg. Corporate tax aggressiveness was
proxied by Cash Effective Tax Rate while stock
market demand was used as the dependent varia-
ble. The result of the cross-sectional regression ana-
lysis revealed a negative and insignificant relation-
ship between tax aggressiveness and firm value.
This indicates that the lower the amount of cash tax
paid emanating from aggressive tax practice, the
higher the value of the firms.

Similarly, Kang (2018) studied the effect of
tax risk on tax avoidance and firm value. Both Cash
Effective Tax Rate (CETR) and Long-Run Cash Ef-
fective Tax Rate (LR-CETR) were used to measure
tax avoidance while, market value of equity was
used to measure firm value. The result of the re-
gression showed a negative and insignificant rela-
tionship between tax avoidance proxies and firm
value. Though, findings from the foregoing studies
are mixed with regards to the degree of signifi-
cance, they all agreed that tax aggressiveness has a
negative relationship with firm value. This suggests
that increased tax burden (GAAP ETR) reduced
firm value or vice versa, while, reduced cash tax
paid (CETR and LR-CETR) improved firm value.

Conversely, Mohd, Siti, Jenifer and Josephine
(2018) carried out a study on the impact of tax
planning on the firm value of firms listed in Bursa-
Malaysia for a period of three years (2014-2016).
Tax planning proxies used in the study are the Ef-
fective Tax Rate (ETR) and Book Tax Differences
(BTDs) while both Tobin’s Q and MVE were used
as measures of firm value having controlled for
firm size, leverage, asset tangibility, firm age and
dividend. The regression results reveal that ETR
has a significant positive relationship with firm
value. This indicates that an increase in cash tax
paid also increased the value of the firms. Though
this submission does not make logical sense how-
ever, the increase in value in the face increasing tax
payment may be occasioned by the need to defray
accumulated tax liability to enable the firms stabi-
lize which shareholders may perceive as the right
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thing to do to foreclose the possibility of being
blackmailed by the relevant tax authority.

Book Tax Difference (BTD) and Firm Value

Book tax difference is another deep-seated
measure of corporate tax aggressiveness that ascer-
tains a firm’s ability to downwardly manage its
earning (book income) such that taxable income is
reduced. Corporate tax aggressiveness results in
the difference between book income and taxable
and the wider the gap, the more aggressive the firm
is and vice versa.

In examining the effect of BTD on firm value,
Beng et al (2013) studied the effect of tax aggres-
siveness (tax shelter, Book tax difference and long-
run cash effective tax rate on firm value (market
value of equity). The result of the multiple regres-
sion showed that book-tax difference has a positive
but insignificant effect on firm value. Similarly,
Mihir and Dhammika (2015) investigated investors'
value of managerial actions designed solely to min-
imize corporate tax obligations. The study em-
ployed Effective tax rate, book-tax difference, tax
savings and tax shelter as proxies for tax avoidance,
while equity value was used as a proxy for inves-
tor’s value. The empirical results from the regres-
sion analysis indicated that book-tax difference has
a positive but insignificant effect on firm value.
Similarly, Wiem and Boubaker (2016) examined the
effect of book-tax difference, accruals, and cash
flow on earning persistence of 21 sampled firms
listed in the Tunisian stock exchange between 2003
and 2012. Using multiple regression analysis, the
result of the study disclosed an insignificant posi-
tive relationship between book-tax difference and
market value of equity. The foregoing findings re-
veal that the firms have been able to downwardly
manage their taxable income which informed in-
creased gap between book and taxable income re-
spectively but, such increase does not significantly
improve the value of the firms. This may be sugges-
tive of managerial opportunism where tax aggres-
sive effort rather than benefiting the shareholders
the more, is expropriated by the managers and pos-
sibly concealed relevant information from the
shareholders. In this instance, managers benefit
more from tax aggressive efforts than shareholders.

On the other hand, James, Derek and Lisa
(2016) examined the market valuation of annual
changes in the additional paid-in capital (APIC) tax
pool, which captures the permanent book-to-tax
differences related to stock-based compensation a-
wards. The result of the study revealed a significant
negative relationship between book-tax difference
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and firm value. This finding is consistent with the
result of Inger (2014) who also found a negative
and significant relationship between book-tax dif-
ference and equity market values. This implies that
increased tax aggressive effort (wider boot-tax dif-
ference) resulted in a dwindled value of the studies
firms.

The reviewed empirical studies concerning
book-tax difference and firm value revealed mixed
conclusions. While some of the studies found a
positive and significant relationship between book-
tax difference and firm value which indicates that
the wider the difference between pre-tax income
and taxable income, the better the value. However,
there are studies that found such relationship to be
significantly negative while a few of other studies
found the relationship between BTD and firm value
to be insignificant.

Leverage and Firm Value

Apart from the reviewed independent varia-
bles, the study also controls for leverage to account
for other factors that could also affect firm value.
The effects of leverage on firm value are well doc-
umented. In this regard, Nurul (2014) examined the
Effect of Company Characteristics on the value of
companies listed on Indonesian stock exchange. It
was found that leverage has an insignificant posi-
tive effect on the value of the studied firms. This
suggests that an increase in the size of debt in the
firms’ capital structure, increases value though,
with very small worth. On the other hand, Divya
and Purna (2017) explored the effect of capital
structure and firm quality on the value of some
selected BSE-listed Indian hospitality firms and
documented a significant positive relationship be-
tween leverage and firm value. Also, Salawu and
Adedeji (2017) documented a positive and signifi-
cant relationship between leverage and firm value.
In consistence with the foregoing findings is the
study of Ogbulu and Emeni (2012) on the impact of
capital structure on the value of firms listed on the
Nigerian stock exchange. This shows that an in-
crease in the size of debt in the capital structure of
the firms accounts for the significant increase in
value. This suggests that increased debt in the capi-
tal structure is value-maximizing.

On the contrary, Soufeiene et al. (2016) found
in their study ‘corporate tax optimization and
firm's value in the Tunisian context over an 11 year
period” a negative and insignificant relationship
between leverage and firm value. This implies that
an increase in the size of debt in the capital struc-
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ture reduces firm value though, by very slight val-
ue.

Extant works of literature on tax aggressive-
ness and firm value provide different theoretical
perspectives through which the relationship be-
tween tax aggressiveness and firm value can be
explained. In this study, Traditional Theory Per-
spective provides the theoretical lens through
which the relationship between corporate tax ag-
gressiveness and firm value is explained. The tradi-
tional tax avoidance perspective evolved from
Scholes and Wolfson’s paradigm for tax strategy in
1992. Their tax strategic paradigm is based on con-
tractual perspective which places emphasis only on
the contracting parties (shareholders and manag-
ers) as well as utilization of all tax favoured trans-
actions for the benefit of the shareholders (Kumar,
2007). By extension of Scholes and Wolfson’s para-
digm, Kim and Zheng (2011) and Victor (2016)
added that tax avoidance strategies decrease firms’
tax liability and consequently increase the present
value of future cash flows available to sharehold-
ers. Hence, tax authority is an uninvited party to
shareholders and management contractual relation-
ship. Generally, the traditional theory holds that tax
aggressiveness represents value-maximizing strat-
egy used by firms to increase after-tax profit and
tactically transfers wealth from the government to
shareholders (Khurana, & Moser, 2013; Ying, 2015;
Nanik & Ratna, 2015; Victor, 2016; Riu, 2019). This,
in summary, suggests that managers engage in ag-
gressive tax practice in the best interest and the
overall wellbeing of the shareholders.

3. Data and Methods

The general quantitative framework accord-
ing to Creswell and Creswell (2018) is in three de-
signs; experimental, correlational and survey de-
signs respectively. Given these three perspectives,
correlational research design suits the nature of this
study because it provides the context within which
the relationship between quantitative variables is

established. The nature of this study also requires
the use of existing quantitative data in establishing
the relationship among quantitative variables. The
preceding submissions provide justifiable reasons
to align the study with correlational research de-
sign. This is to allow quantitative relationships be-
tween corporate tax aggressiveness and firm value
to be established. Hence, the research design for
this study is correlational research design and this
choice aligns with the studies of Seyram and Holly
(2014) and that of Mohammed (2017).

The population of the study consists of all
the 23 industrial goods firms that are listed on the
floor of the Nigeria stock exchange as at December
2007. It is believed that the firms, being listed, will
by default be more courteous and law-abiding in
their quest to minimize tax liabilities than non-
listed companies. As regard the sample size, the
study used filter method to select firms that are
listed on or before 2007 and remain listed up till
December 2018 and whose annual reports are ava-
ilable. This reduced the population of the firms to a
sample size of ten (10).

In line with the research design, secondary
source of data collection was employed. This al-
lowed the study to quantitatively extract the re-
quired data from the published annual reports of
the firms for a period of ten (10) years (2009-2018).
The type of data used in this study, therefore, was
through ex-post facto method where data that are
already in existence were extracted from the firms’
annual reports. Data type as well items on which
the data were required are briefly identified as fol-
lows. Book values of total debt, number of shares,
the market value of equity as well as total equity
were extracted to enable the study compute for
firm value (MVE) and leverage. Also, annual cash
tax paid, pre-tax income and taxable income were
extracted to help determine cash effective tax rate
and book-tax difference.

Table 2 Variable Measurements and A priori expectation

Dependent Variable

Measurements

MVE

Independent variables
Long-Run Cash ETR
Total BTD

Price per share at the end of each year

Cash Tax Paid for 3 Years /Pre Tax Income for 3 Years
Book Income - Taxable Income scaled by total asset: Taxable Income =Tax

Expenses/Statutory Tax Rate

Control Variable

Leverage Total debt/ total assets
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To achieve the objectives of this study, three
category of variables were employed. The variables
are independent variable (corporate tax aggressive-

ness), dependent variable (firm value), and control
variable (leverage). Proxies for corporate tax aggre-
ssiveness are Long-Run Cash Effective Tax Rate
(LR-CETR) and Book Tax Difference (BTD) while,
market value of Equity (MVE) was used as proxy
for firm value. Measurements for each of the men-
tioned variables are specified as follows table 2.

Given the research design as well as the na-
ture of data used in this study, descriptive statistics,
correlation and multiple regressions were used to
summarize the data, ascertain the relationship
among the variables and analyze the data respec-
tively. Descriptive statistics serves as the first step
in determining and describing the nature of data
distribution from which the variables were drawn.
Specific descriptive statistics employed to reveal
the distribution pattern of the data are the mean,
standard deviation, minimum and maximum val-
ues respectively. Also, correlation analysis was
used determine the association among the variables
as well as checking for the existence of multi-
collinearity. According to Gujarati (2004) and Dani-
ya 2021, the threshold for the identification of mul-
ti-collinearity is a correlation coefficient of 0.8. Fi-
nally, and for the purpose of analyzing the data,
ascertaining the degree of relationship among the
variables, the study used fixed effect regression.
The choice of the regression types was determined
through the outcome heteroskedasticity test. Vari-
ance Inflation Factor (VIF) test was used to ascer-
tain existence or otherwise of multicollinearity.

This study adapts the models used by Chen
et al (2014) in their study on, Tax Avoidance and
Firm Value: Evidence from China. The adaption of
Chen et al (2014) models is due to the common fea-
tures this study shares with theirs. Functionally, the
relationship among the variables is expressed thus:

FV = {(CTA, CV)
Where: FV = Firm Value; CTA = Corporate Tax Aggres-
siveness; CV = Control Variable

From the above equation and with reference
to the modified models of Chen et al. (2014) the
broad model for the study is stated as follows:
MVE;; = [30 + ﬁ1LR-CETRit + ﬁzBTDit + ﬁgLEVit + ejt

Where: MVE = Market Value of Equity; LRCETR = Long-
run Cash Effective Tax Rate; BTD = Book Tax Difference
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LEV = Leverage; e = Error term; PBo = Intercept; p1-3 =
Regression Coefficients.

4. Results

Descriptive Analysis

The results of the summary statistics for the
variables are shown in Table 3. This helps to pro-
vide detailed understanding of the nature of the
data upon which analysis was carried out. The var-
ious statistical measures used to describe the data
are measures of central tendency (mean), measure
of dispersion (standard deviation) was used to as-
certain the level of spread and distribution of the
variables as well as the minimum and maximum
values for each dependent and explanatory varia-
bles.

Table 3 Summary Statistics of the Variables

Var. Mean Std. Min Max
MVE 6.35 12.95 0.08 66.79
LRCETR 0.26 0.06 0.1 0.44
BTD 0.95 1.68 -5.66 8.56
LEV 0.13 0.12 0.01 047

Table 3 shows that industrial goods firms
have 100 observations across the variables account-
ed for by 10 firms studied for 10 years. The result
reveals that market value of equity (MVE) has a
mean value of 6.35 while the minimum and maxi-
mum values are 0.08 and 66.79 respectively. This
indicates that the average market value of equity
for the entire firms was 6.35 naira per share which
suggests that the firms have a single-digit market
value of equity on the average. The standard devia-
tion of 12.95 reveals high dispersion in MVE among
the firms. With regards to the minimum and maxi-
mum market value of equity, the firms have maxi-
mum of 66.79 naira while some firms’ shares are
priced as low as 8 kobo per share.

Also, Table 3 also reveals that long-run cash
effective tax rate has a mean value of 0.26 with min-
imum and maximum values of 0.06 and 0.44 re-
spectively. This suggests that some firms paid as
low as 3% as tax and as high as 44% which is above
the statutory rate of 30%. On the average, the firms
paid 26% which is below the 30% statutory rate.
This implies a tax savings of 7%. The standard de-
viation of 0.06 shows that the firms do not consid-
erably vary with regard to long-run cash effective
tax rate.

Similarly, the mean value for book-tax-
difference is 0.95 while the minimum and maxi-
mum values are -5.66 and 8.56 respectively. The
mean value implies that the firms were able to av-
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eragely reduce their taxable income by 950 million
naira thereby making them pay less in tax than they
would have paid if all income earned were subject-
ed to tax. Also, there is relatively high dispersion
among the firms in the downward management of
taxable income as captured by the standard devia-
tion of 1.68. Leverage has a mean value of 0.13 with
minimum and maximum values of 0.01 and 0.47
respectively. This proves that on the average, debt
represents 13% of the capital structure of the firms.
The standard deviation of 0.12 shows an inconse-
quential dispersion of leverage among the firms.

Correlation Analysis

Table 4 presents the correlation results of the
dependent variable (market value of equity), inde-
pendent variable (long run cash effective tax rate
and book-tax difference) and control variable (lev-
erage). The Variance Inflation Factor (VIF) of the
proxies for independent variables and control vari-
able are also presented in Table 4. This is necessary
to establish the association between the explanatory
and the dependent variable on one hand, and
among the explanatory variables themselves on the
other hand.

Table 4 Correlation Matrix of Dependent and Explanatory Variables

Var. MVE LRCETR BTD LEV VIF
MVE 1.000

LRCETR 0.015 1.000 1.25
BTD 0.117 -0.419 1.000 1.21
LEV 0.087 0.060 -0.187 1.000 1.04

The result of the correlation as shown in Ta-
ble 4 discloses the correlation coefficients of the
variables which range from -1 to 1 with indicative
signs (positive and negative) that denote the pat-
tern or direction of the relationship. For the corre-
lated variables, the results show that Long-Run
Cash Effective Tax Rate (LRCETR), Book Tax Dif-
ference (BTD) and leverage are positively correlat-
ed with the Market Value of Equity (MVE). The
positive relationship between the identified explan-
atory and dependent variables respectively indi-
cates that, LRCETR, BTD and Leverage are moving
in the same direction with the dependent variable
(MVE). In other words, as LRCETR, BTD and Lev-
erage are increasing, MVE is also increasing. Gen-
erally, the correlation coefficients for each explana-
tory variable show absence of multi-collinearity as
all the correlation coefficients are below the 0.8
threshold recommended by Gujarati. In addition,
the result of the VIF test shows a mean value of 1.17
which is less than 10 further confirms absence of
multi-collinearity among the explanatory variables.
Thus, the predictive ability of the explanatory vari-
ables is not adversely affected by the relationship.

Regression Results of Corporate Tax Aggressive-
ness and Firm Value

In this section, the fixed effect regression re-
sult is presented in Table 5. Our choice of fixed ef-
fect regression stemmed from the outcome of the
heteroskedasticity test result with a chi-probability
value of 0.368, indicating that the data set are ho-
moskedastic. Table 5 therefore, presents the fixed
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effect regression results of the explained and the
explanatory variables respectively.

The regression results displayed in Table 5
have a total of 100 observations with an overall R?
of 0.22. This implies that the study covered 10 firms

for 10 years and that 22% of the total variation in
the dependent variable is explained by explanatory
variables. That is, the selected corporate tax aggres-
siveness proxies (LRCETR and BTD) together with
the control variable (leverage) account for the
change in the market value of the listed industrial
goods firms in Nigeria. Given the few selected
proxies of corporate tax aggressiveness coupled
with coefficient of determination, the model is fit
and this was further confirmed by the value of F-
statistics of 10.66. This implies that the model
properly fit the variables at 1% level of significance
(P <.001).

Table 5 Fixed Effect Regression Results

Var. MVE
LRCETR -13.19*
(0.000)
BTD 0.02°
(0.082)
LEV -2.68"
(0.050)
No. of Obs. 100
R2 0.22
F-value 10.66
P-value 0.0000

Note: The coefficients for each variable are shown in
italics while their respective p-values are in parenthesis.
Corporate tax aggressiveness variables that show signifi-
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cant relationship with firm value are shown in asterisks
together with their various degrees of significance. ***,
**and * denote significance at 1%, 5% and 10% respective-

ly.
5. Discussion

The result show that LRCETR has a signifi-
cant negative relationship with firm value which
suggests that, a reduction in the proportion of cor-
porate income paid as tax significantly improves
firm value. This implies that the value of listed in-
dustrial goods firms in Nigeria is significantly en-
hanced when LRCETR is reduced. This finding is in
agreement with our a priori expectation where a
significant negative relationship was anticipated
between LRCETR and firm value. The finding is
consistent with the conclusions of Akmali and Ha-
fiza (2014), Mihir and Dhammaka (2015), Monday
and Abure (2018), Mohd et al (2018), Chen et al
(2018) and Haliawati (2019) but, contradicts the
findings of Wayne et al (2016), Nwaobia et al (2016),
Salawu et al (2017) and Kang (2018).

Also, Book-Tax Difference (BTD) shows a
significant positive relationship with firm value
(MVE). The result reveals that BTD has a significant
positive effect on firm value. This suggests that the
increase in the book-tax gap accounted for the sig-
nificant improvement in value listed industrial
goods firms. This result is consistent with our a
priori expectation where a positive and significant
relationship between BTD and firm value was ex-
pected. The result is also consistent with the find-
ings of James et al (2016), Tanya (2017), Taher et al
(2017), Indah et al (2017) and Mohd et al (2018), but,
inconsistent with those of Beng et al (2013), Mihir
and Dhamika (2015) and Weim and Boubakar
(2016).

The results showed that leverage affects
MVE. The relationship between leverage and MVE
is negative. This suggests that an increase in the
size of debt in the capital structure of the firms re-
duces their equity market value. This finding
agrees with our a priori expectation. Plausible rea-
son for this finding could be that shareholders may
perceive increased debt in the firms’ capital struc-
ture detrimental to the wealth maximization objec-
tive of shareholder. This may have informed the
significant negative relationship between Leverage
and MVE. This finding agrees with the results of
Divya and Purna (2017) and Muhd et al (2018), Sey-
ram and Holly (2014), Soufeiene et al (2016) and
Chen et al (2018).

Theoretically, the findings of this study sup-
port the traditional theoretical assumption especial-
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ly where a reduction in the proportion of cash tax
paid as well as increase in the book-tax gap led to
significant increase in the MVE of the studied firms.
This is an indication that managers engage in tax
aggressiveness in the best interest of the sharehold-
ers

6. Conclusion and Suggestion

Conclusion

In this study, the relationship between cor-
porate tax aggressiveness and value of listed indus-
trial goods firms has been examined using LRCETR
and BTD as surrogates for tax aggressiveness, Lev-
erage as proxy for control variable while, MVE was
used to measure firm value for a period ten (10)
years (2009-2018). From the findings of this study,
the following conclusions have been derived. It is
clear that firms deployed appreciable tax avoidance
strategies to significantly enhance value through a
reduction in LRCETR and increase in the book-tax
gap. This is an indication that the management of
the firms understands the loopholes in the tax laws
and has so deployed appropriate tax-reduction
strategies to increase the after-tax profit of the
firms. Also, the result revealed an inverse relation-
ship between leverage and market value of equity.
This shows that the existing size of debt in the
firms’ capital structure is not yielding the desired
result of improving the market value of the firms’
equity. In real sense, increase in leverage dwindles
the MVE of the studied firms.

Suggestion

Given the findings as well the conclusion
emanating from this study, the following recom-
mendations have been suggested. The firms should
sustain and consolidate on the existing tax aggres-
siveness strategies so as to continue to enjoy im-
proved value. This will not only help to reduce the
LRCETR but also, increase the firms” book-tax gap.
To achieve this, the firm may consider in corporate
strategic activities that reduce tax liability. Such
strategies include the use of accelerated deprecia-
tion, transfer pricing investment in research and
development, strategic investment in qualifying
capital assets to enjoy capital allowance as well
strategic business location and investment to take
advantage of tax credit. The firms should reduce
the proportion of debt in their capital structure in
order to significantly enhance their value. This can
be achieved by floating more equity instruments
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than debt instrument. This will reduce the firms’
financial risk especially in a fragile and unpredicted
market like Nigeria; reduce the rate of dilution of
shareholders’ interests in the firms. an average
debt-equity mix of 30-70% respectively is hereby
suggested to the firms.
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