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ABSTRACT 
 

 Tax avoidance is a global phenomenon that is faced by almost every country. It reduces 

the firm's tax burden, but at the same time, it reduces the tax collection by the government. 

This issue is more pronounced in developing countries. We attempted to (a) relate board 

composition (BC) and audit quality (AQU) with tax avoidance (TAV), and (b) look into 

the role played by ownership structure (OS). We used data from non-financial companies 

listed on Pakistan Stock Exchange (PSX). The sample data was taken from 2011 to 2020. 

Our results show that board independence (BI) and audit quality trim down tax avoidance 

levels adopted by the firms. However, board gender diversity (BD) does not significantly 

reduce a firm's level of tax avoidance. Further analysis shows that the ownership structure 

moderates the board composition and tax avoidance relationship. The relationship between 

board independence, board gender diversity and tax avoidance becomes positive for the 

firm with a concentrated ownership structure. In contrast, the ownership concentration does 

not change the direction of the relationship between audit quality and tax avoidance, and 

this relationship remains negative even for a firm with a concentrated ownership structure. 

This study highlighted that concentration of ownership exerts pressure and the relationship 

between board independence, board gender diversity and tax avoidance becomes positive. 

But big-4 audit firms do not accept the pressure of blockholders and the relationship 

between audit quality and tax avoidance remains negative. The study has implications for 

companies, tax authorities, and other stakeholders in developing countries. It also guides 

regulators to take action to protect governance mechanisms from the sway of concentrated 

ownership structure.  
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1. INTRODUCTION 
 

 Due to its prominent role in developing an economy, tax collection and avoidance have 

gained attention, especially in the last three decades. Tax avoidance is a worldwide 

phenomenon, and even large and reputed companies also have some level of tax avoidance 

(Davis et al., 2016). Complex tax laws allow business organizations to reduce their tax 

liability through the legitimate use of complexity in the tax regulations (Dyreng et al., 
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2010). Although countries have anti-tax avoidance laws, firms employ expert 

accountants/consultants to use complications in tax legislation for tax avoidance. Tax 

avoidance is integral to a firm's financial planning; therefore, firms use sophisticated 

transaction/techniques to execute it (Lee, 2018). There are various expected benefits from 

tax avoidance, i.e. cash savings, but at the same time, it can also cost the firm in the form 

of reputational loss if tax avoidance activities of the firm become public (Farooq & Zaher, 

2020). The cash saved from tax avoidance enables the firm to invest more in capital assets, 

which will increase the firm's value (Alkurdi & Mardini, 2020). It also allows the firm to 

finance its projects through money saved from tax avoidance to stay away from interest on 

borrowed money (Molina, 2005).  
 

 Tax avoidance is one of the risky choices available to the firm to reduce the tax burden 

(Armstrong et al., 2015). The decision to engage in tax avoidance is linked to the trade-off 

between the cost and benefits of tax avoidance at the firm level (Kovermann & Velte, 

2019). It is in the best interest of the shareholders as it increases their after-tax cash flows, 

but it also enhances the risk for them if an inappropriate tax level is selected (Blouin, 2014). 

Tax avoidance can affect the firm value, shareholders, stakeholders, society, and the 

government; therefore, it is subject to extensive research, especially during the last two 

decades. Numerous studies have been conducted on the factors leading to tax avoidance, 

but the results are open to doubt. Moreover, mainstream studies are performed in developed 

countries, which are not generalizable in the context of their countre part. There is a need 

to produce new shreds of evidence on tax avoidance from developing countries. 
 

 A corporate board is an essential corporate governance mechanism that can influence 

a firm's tax avoidance decisions (Kovermann & Velte, 2019; Mengyun et al., 2021). 

Shareholders appoint corporate directors, delegate their authority to the board, and make 

them responsible for the firm's risk management (Minnick & Noga, 2010; Yun et at., 2021). 

Among other characteristics, board composition is of vital importance which can influence 

effective monitoring of the firm. Two essential dimensions of the board composition are 

independence and gender diversity on the corporate board. Plenty of the studies attempted 

to link these two dimensions with firms' tax policies but could not produce conclusive 

results (Kovermann & Velte, 2019). These inconclusive findings open a window for future 

studies on the conditions under which these dimensions develop an association with tax 

avoidance. Apart from board composition, the quality of external audits can influence a 

firm's decision on the level of tax avoidance. Large audit firms perform better audits 

(Awuye, 2022) than their counterpart because of their reputation concern and higher audit 

fee. Therefore, large audit firms are less expected to compromise on their audit standards 

and do not show litheness toward tax avoidance activities of their client firm.  
 

 The ownership structure can exert pressure on the board of directors and ultimately on 

the tax decisions of the firm (Chen et al., 2010; Gaaya et al., 2017). A firm with a 

concentrated ownership structure controlled by the large shareholder (called blockholders) 

is more inclined toward tax avoidance as blockholders have more control over the 

management and tax decisions of the firm. Our study tried to link board composition and 

audit quality with tax avoidance from developing countries' perspectives. We also 

attempted to shed light on the role of the ownership structure in influencing the association 

between board composition, audit quality, and tax avoidance. To the best of our knowledge, 

no study has yet considered the role of a concentrated ownership structure in understanding 
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the link between board composition, audit quality, and tax avoidance. We propose that 

audit quality, board gender diversity, and independence diminish tax avoidance, but 

ownership concentration controls this effect and diverts the relationship between board 

gender diversity and independence. In contrast, large auditors performing the audit of the 

firm do not come under the sway of blockholders and do not support the tax avoidance 

behavior of the firm. We make several contributions: First, we add to the literature on 

corporate governance, audit, and tax avoidance. Second, we document that the effect of 

board composition on tax avoidance varies with the firm's ownership structure. Third, we 

presented evidence from the perspective of developing countries. 

 

2. THEORY, LITERATURE REVIEW, AND  

HYPOTHESIS DEVELOPMENT 
 

 Tax avoidance is the use of tax law and regulations in a way not intended by tax 

authorities (Hoseini et al., 2019). Broadly speaking, any activity or transaction undertaken 

by the firm to reduce the tax burden through the lawful use of tax complexities in tax 

regulations. Tax avoiders do not follow tax laws in the true spirit and move away from 

complete tax compliance (Kovermann & Velte, 2019). The legality of tax avoidance 

behavior is imprecise because the difference between legitimate and illegitimate tax-related 

activities is often unclear and varies from country to country (Blaufus et al., 2016). If a 

taxpayer attempt to reduce tax by crossing the boundaries of tax laws, the activity is 

referred to as tax evasion, which is different from tax avoidance. The boundaries of tax law 

create the difference between tax avoidance and evision. As tax avoidance qualifies the 

definition of legality, it reduces the risk and tension of tax avoiders, therefore encourages 

them to avoid taxes.  
 

 The agency theory explains the principle-agent relationship between shareholders and 

managers of the corporation, where managers act as agents of their principals 

(shareholders). Agency theory argues that due to the separation of ownership from the 

firm's management, the divergence of interest may likely occur (Adams & Ferreira, 2009). 

If divergence occurs between the interests of both, the managers may expropriate 

shareholders' wealth (Jensen & Meckling, 1976). Due to agency conflict, the managers 

may select a level of tax avoidance that may be higher/lower than what is desired by 

shareholders. Therefore, shareholders may require control/governance mechanisms to 

control managers to overcome agency problems. Shareholders appoint directors and 

delegate their authority to have effective monitoring. Directors further delegate part of their 

functions and authority to internal managers, who can have substantial control over the 

board because they have inside information/knowledge (Fama & Jensen, 1983); therefore, 

they start rent extractions and pursuing of their own interest. Agency theory further 

advocates that to enable corporate board for effective monitoring, the composition of the 

board is of vital importance.  

 

2.1 Board Gender Diversity 

 Due to recent demographic changes and an increase in women's participation in the 

workforce worldwide, the inclusion of females on corporate boards has gained attention in 

the literature. Earlier literature advocates that male and female board directors act 

differently on key decisions made by the board (Coles et al., 2008). Females are considered 
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more socially & ethically responsible and carry a mixture of knowledge, expertise, and 

social contacts (Yun et al., 2021). Females are more risk-averse than males, especially in 

financial decision-making (Croson & Gneezy, 2009). They both react differently to the 

firm's tax policy, and the difference between both can be detected through tax payments 

and compliance (Kastlunger et al., 2010). Prior studies demonstrate that female directors 

are inversely related to tax avoidance (Hoseini et al., 2019; Kastlunger et al., 2010; Khaoula 

& Ali, 2012). Lanis et al. (2017) state that an increase in gender diversity negatively affects 

tax avoidance because of their risk-averse behaviour. In line with earlier studies, Herawati 

et al. (2021) also reported evidence regarding a negative relationship between board gender 

diversity and tax avoidance level opted by the firm. Firms with high board gender diversity 

pay more tax and are less inclined towards tax avoidance (Pertiwi et al., 2020; Rahimipour, 

2017; Riguen et al., 2020). Following the above discussion, our first hypothesis is: 
 

 H1: The presence of females on corporate board reduces tax avoidance. 

 

2.2 Board Independence 

 Among the other characteristics, board independence is the most important mechanism 

of corporate governance used by the shareholder to monitor internal agents (managers). As 

managers can influence executive directors because they possess inside information, the 

role of independent directors becomes more important than others for effective monitoring 

of the firm (W. M. Yun, Habiba, Anwar, et al., 2021). Former studies have produced mixed 

evidence on the direction of the relationship between board independence and tax 

avoidance. Independent directors, often called "professional referees," are negatively 

associated with the tax avoidance intentions of the firm (Lanis & Richardson, 2011). 

Supporting shreds of evidence are presented by Armstrong et al. (2015), whose results 

support that higher board independence lowers the level of tax avoidance. Lanis & 

Richardson (2018) also argue that independent boards negatively influence the level of tax 

avoidance; therefore, a strong and independent board is required for full tax compliance.  
 

 On the contrary, McClure et al. (2018) highlight that independence of the board does 

not reduce tax avoidance at the firm level, and an independent corporate board elevates tax 

avoidance. The Independent board moves away from its monitoring role and supports tax-

avoiding activities, especially when the firm is facing financial distress. At the same time, 

Minnick & Noga (2010) find no support for the link between the independent corporate 

board and the level of tax avoidance. These studies conclude board independence-tax 

avoidance relationship could be non-linear and may depend on the firm’s operating and 

economic environment. Keeping in view the above discussion, the following hypothesis is 

stated: 
 

 H2: Board independence shrinks tax avoidance. 

 

2.3 Audit Quality 

 An audit of financial statements is an essential component of external monitoring of the 

firm. High-quality audits can detect financial and tax-related mistreatments. An auditor 

must check the legitimacy of the firm’s income tax expense and liability (Barrett, 2004), 

and they are also required to disclose it in “notes to financial statements” to confirm the 

public about the tax compliance of the client firm. Literature shows that large audit (big-4) 

firms perform better audits than their counterparts; therefore, audits performed by large 
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audit firms are considered quality audits (Awuye, 2022). Tax avoiders create complex 

transactions, and their tax strategies can create legitimate and reputation risks for the 

auditor (Wang et al., 2020); therefore, large audit firms have fewer incentives to engage in 

clients' tax avoidance. Taylor & Richardson, (2013) portray that big-4 audit firms are less 

tolerant to the aggressive tax position of the client firm. Kanagaretnam et al. (2016) also 

explained that the firm pays more taxes when audited by one of the big-4 audit firms. The 

level of tax avoidance is inversely related to the size of the audit firm, and they opt low 

level of tax avoidance when a big-4 audit firm is selected for audit and tax services (Klassen 

& Lisowsky, 2016). Large audit firms have high reputation stakes; therefore, they perceive 

high risk in approving tax avoidance position of the firm. Hypothesis 3 related audit quality 

is given below: 
 

H3: Big-4 audit firms curtail the tax avoidance behaviour of their client firms. 

 

2.4 Ownership Concentration 

 A firm's ownership structure represents the percentage of equity shares held by each 

group of owners. The firm's ownership structure can influence the decision-making process 

and tax strategies of the firm (Friese et al., 2008). Concentrated ownership is an ownership 

structure in which a small number of shareholders possesses a large percentage of equity 

shares, often called blockholders. Concentrated ownership gives more control to the 

blockholders over the managers (Shleifer & Vishny, 1986), and agency conflict is shifted 

from principal-agent to small-large shareholders. Due to significant control over the 

management, blockholders incentivize them to select a level of tax avoidance required by 

the owner (Desai & Dharmapala, 2009).  
 

 Klassen (1997) supported the positive association between ownership concentration 

and tax avoidance as blockholders are more concerned with their cash flow. Richardson et 

al. (2016) also supported that when ownership is concentrated, owners prefer a high level 

of tax avoidance, especially when the concentration level is low. As a concentrated 

ownership structure promotes tax avoidance, it can also influence the corporate board to 

support the decision of blockholders. The effect of the corporate board on firm outcomes 

is sensitive to the firm's ownership structure (Anderson et al., 2011; Post & Byron, 2015). 

Based on this argument Samuel (2021) has already investigated the potential moderating 

effect of ownership structure and stresses that the relationship between females on the 

board and corporate social responsibility is negatively influenced by concentrated 

ownership. Following Samuel (2021), we also expect that concentration of ownership can 

influence board members, i.e. females and independent directors on the board, and they 

start supporting tax avoidance intentions of blockholders. We anticipate that the 

relationship between board gender diversity, board independence, and tax avoidance 

becomes positive for a firm with a concentrated ownership structure. On the contrary, we 

also predict blockholders cannot influence big-4 audit firms, and auditors do not support 

their client firm's tax avoidance.  
 

H4: Ownership concentration moderates the relationship between board composition 

and tax avoidance. 

H4a: Board gender diversity supports tax avoidance of firms having a concentrated 

ownership structure. 
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H4b: The relationship between board independence and tax avoidance becomes 

positive for the firm with a concentrated ownership structure. 

H4c: Big-4 audit firms do not support tax avoidance decisions under the influence of 

concentrated ownership. 

 

3. METHODOLOGY 
 

3.1 Sample 

 A quantitative research approach is used in this study and all companies listed on 

Pakistan Stock Exchange were selected. The sample period started in 2011 and ended in 

2020. Data was taken from the annual financial reports of selected companies. Initially, all 

listed companies were selected, but companies from the financial sector, having missing 

data and negative earnings, were removed from the sample. Companies from the financial 

sector were removed because their business operations are different from those in the non-

financial sector. Companies having negative earnings were removed because of issues in 

tax avoidance measurement. Because of the removal of firms from the sample, the final 

sample includes 1917 firm-year observations and constituted unbalanced panel data.  

Table 3.1 shows the sample composition of selected companies. The year 2017 includes 

maximum year observations, whereas the lowest year are in 2020. 

 

Table 3.1 

Sample Composition 

Value Count Percent Cum. Count Cum. Percent 

2011 173 9.02 173 9.02 

2012 165 8.61 338 17.63 

2013 207 10.8 545 28.43 

2014 203 10.59 748 39.02 

2015 189 9.86 937 48.88 

2016 198 10.33 1135 59.21 

2017 210 10.95 1345 70.16 

2018 205 10.69 1550 80.86 

2019 205 10.69 1755 91.55 

2020 162 8.45 1917 100 

Total 1917 100 1917 100 

 

3.2 Variable Measurements 

 Tax avoidance is a dependent variable of the study which is not measurable directly. 

Prior studies have used a variety of proxies to measure the level of tax avoidance, but 

almost all measures have some measurement errors (Badertscher et al., 2010). The effective 

tax rate (ETR) is the most important and widely used tax avoidance measure (Desai & 

Dharmapala, 2008; Gupta & Newberry, 1997; Rego, 2003). ETR is measured as the ratio 

of a firm's income-tax expense to its before-tax earnings (Gaaya et al., 2017; McClure et 

al., 2018). To convert ETR into tax avoidance, ETR is multiplied by "-1" as higher ETR 

represents low-level of tax avoidance. Board, gender diversity is female representation on 

the board, measured as the percentage of female directors out of total directors (Campbell 

& Vera, 2010; Galbreath, 2016). Like gender diversity, board independence is measured 

as the ratio of independent directors on the corporate board (Byrd & Hickman, 1992; 
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Roman Lanis & Richardson, 2011; Moore, 2012). Ownership concentration is the number 

of shares held by the largest shareholders. Past literature has used the percentage of equity 

shares held by largest shareholders (Alimehmeti & Paletta, 2009; Younus et al., 2021). The 

auditor's size represents the audit's quality (Awuye, 2022), and we have used audit quality 

as a dummy variable. Audit quality is assigned value "1" when firm is audited by one of 

the big-4 audit firms, and "0" is assigned otherwise. 
 

 We have also used the following four control variables to control other effects: firm 

size measured as a log of total assets (Riguen et al., 2020), return on total assets measured 

as the ratio of pre-tax earnings to total assets of the firm (Lisowsky, 2010), sales growth 

calculated as the percentage change in sales on an annual basis (Tandiono, 2021), and 

leverage proxied as the ratio of firm's total debt to total assets (Niandari et al., 2020; 

Ogbeide, 2017). Earlier studies have reported that large size and profitable firms are more 

inclined toward a high level of tax avoidance than their counterpart (Roman Lanis & 

Richardson, 2012) because they have more incentives and benefits in tax avoidance. Firms 

enjoying high sales growth and employing leverage also avoid more taxes than others. 

 

3.3 Regression Model 

 To examine the relationship between board composition, audit quality, and tax 

avoidance following regression model is used: 

 

𝑇𝐴𝑉𝑖𝑡 = 𝛼 + 𝛽1 𝐵𝐼𝑖𝑡 + 𝛽2𝐵𝐷𝑖𝑡 + 𝛽3𝐴𝑄𝑈𝑖𝑡 + 𝛽4𝑆𝐼𝑍𝐸𝑖𝑡  

+𝛽5𝑅𝑂𝐴𝑖𝑡 + 𝛽6𝑆𝐺𝑖𝑡 + 𝛽7𝐿𝐸𝑉𝑖𝑡 + 𝜀𝑖𝑡        (1) 
 

 The model used to explore the moderating effect of ownership concentration is given 

below:  
 

𝑇𝐴𝑉𝑖𝑡 = 𝛼 + 𝛽1 𝐵𝐼𝑖𝑡 + 𝛽2𝐵𝐷𝑖𝑡 + 𝛽3𝐴𝑄𝑈𝑖𝑡 + 𝛽4𝑂𝐶𝑖𝑡 

+𝛽5𝐵𝐼𝑖𝑡 ∗  𝑂𝐶𝑖𝑡 + 𝛽6𝐵𝐷𝑖𝑡 ∗  𝑂𝐶𝑖𝑡 + 𝛽7𝐴𝑄𝑈𝑖𝑡 ∗  𝑂𝐶𝑖𝑡 

+𝛽7𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛽8𝑅𝑂𝐴𝑖𝑡 + 𝛽9𝑆𝐺𝑖𝑡 + 𝛽10𝐿𝐸𝑉𝑖𝑡 + 𝜀𝑖𝑡      (2) 
 

where "i" represents firms and "t" represents years from 2011 to 2020, BI is board 

independence, BD is board gender diversity, AQU represents audit quality, OC is 

ownership concentration. TAV is the level of tax avoidance, SIZE is firm size, ROA is the 

return on assets, SG and LEV are sales growth and leverage, respectively.  

 

4. RESULTS 
 

4.1 Descriptive Statistics 

 Table 4.1 shows descriptive statistics for all variables of the study. The mean value of 

board gender diversity 0.1001 depicts that on average selected firms have only 10.01% 

female directors on their corporate boards, which is low compared to developed countries. 

Board independence has a mean value 0.1812, which portrays that on average 18.12% of 

directors in selected companies are independent. The mean value of ownership 

concentration 0.6499 reveals that on average the largest shareholders hold 64.99% of the 

shares of selected companies.  
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Table 4.1 

Descriptive Statistics 

 Mean Median Maximum Minimum Std. Dev. 

BGD 0.1001 0.0000 0.8571 0.0000 0.1347 

BIND 0.1812 0.1429 0.9286 0.0000 0.1602 

AQ 0.4836 0.0000 1.0000 0.0000 0.4999 

OC 0.6499 0.6763 0.9995 0.0000 0.2097 

SIZE 6.7904 6.7702 8.9352 3.8751 0.7578 

LEV 0.5181 0.5020 5.9672 0.0032 0.3620 

ROA 10.4508 7.0600 337.9168 -0.0075 17.2886 

SG 0.6197 0.1060 856.5774 -1.0000 19.8408 

ETR 0.2866 0.2802 1.0028 0.0000 0.1771 

 

4.2 Correlation Analysis 

 The results of the correlation between variables are shown in Table 4.2. The purpose of 

correlations analysis is to check the relationship between the variables and identify the 

issue of multicollinearity between the variables. Results presented in Table 4.2 reveal that 

the correlations between all variables are not more than 0.50, and there is no issue of 

multicollinearity in the data.  

 

Table 4.2 

Correlation Analysis 

 BD BI AQU OC SIZE LEV ROA SG ETR 

BGD -         

BIND -0.0471 -        

AQ -0.1484 0.1391 -       

OC -0.0110 0.0138 0.1572 -      

SIZE -0.2157 0.1663 0.3125 0.0295 -     

LEV 0.0208 -0.0456 -0.1266 0.0384 -0.1112 -    

ROA -0.0802 -0.0366 0.1569 0.1096 -0.0540 0.4513 -   

SG -0.0181 -0.0058 0.0234 0.0097 0.0153 0.0069 0.0008 -  

ETR 0.0570 0.0430 -0.0148 0.0827 -0.1353 0.0051 -0.2121 -0.0405 - 

 

4.2 Regression Results 

 In order to find out the relationship between board composition, audit quality, and tax 

avoidance, we used generalized least square regression (GLS). We used panel data, and the 

Husman Test was applied to check fixed or random effect. Husman test rejected the random 

effect; therefore, we have used the fixed-effect model. Results of GLS regression are shown 

in Table 4.3. The insignificant coefficient of board gender diversity confirms that it has no 

significant relationship with tax avoidance and rejects of H1 (The presence of females on 

corporate board reduces tax avoidance.). This implies that the inclusion of females on 

corporate boards does not trim down the level of tax avoidance adopted by a firm. This 

finding contradicts Jarboui et al.( 2020) and Richardson et al. (2016) but supports Oyenike 

et al. (2016). The significant negative coefficient of board independence supports H2 

(board independence shrinks tax avoidance) and expresses that an increase in board 

independence decreases the level of tax avoidance. Our result supports the findings of 
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Lanis & Richardson (2011, 2018). Table 4.3 also exhibits that the coefficient of audit 

quality is negative and significant, which validates that big-4 audit firms do not support the 

tax avoidance policy of their client firms. This significant negative relationship supports 

H3 (Big-4 audit firms curtail the tax avoidance behaviour of their client firms). This finding 

is supported by Gaaya et al. (2017) and Klassen & Lisowsky (2016). All control variables 

are significantly associated with the level of tax avoidance except sales growth. 

 

Table 4.3 

Regression Results 

Dependent Variable: TA 

Variables Coeff. Std. Error t-Stat. Prob. 

Intercept -0.4583 0.0229 -19.9893 0.0000 

GD 0.0061 0.0190 0.3214 0.7480 

BI -0.0473 0.0130 -3.6523 0.0003 

AQU -0.0342 0.0044 -7.8177 0.0000 

SIZE 0.0271 0.0033 8.1966 0.0000 

LEV -0.0323 0.0059 -5.4697 0.0000 

ROA 0.0027 0.0002 14.4704 0.0000 

SG 0.0004 0.0003 1.0744 0.2828 

R2 15.70% Prob. 0.0000 

 

 One of our objectives was to investigate the effect of ownership concentration on the 

relationship between board composition, audit quality, and tax avoidance. Results of GLS 

regression used to test the effect of ownership concentration are shown in Table 4.4. 

Results illustrate that the interaction term between board independence and ownership 

concentration (BD * OC) is significantly positive, indicating that ownership concentration 

moderates the relationship between board gender diversity and tax avoidance. This finding 

supports H4a (Board gender diversity has a positive relationship with tax avoidance in the 

firms with concentrated ownership structure). Board gender diversity has no significant 

relationship with tax avoidance; however, when the firm has concentrated ownership, 

female directors support the firm's tax avoidance policy, and tax avoidance increases with 

an increase in female representation on the corporate board. It indicates that in the case of 

concentrated ownership, female directors do not play their role as effective monitors and 

come under the influence of majority owners. 
 

 Like gender diversity, the interaction term between board independence and ownership 

concentration (BI * OC) is also significantly positive, indicating that the relationship 

between board independence and the level of tax avoidance is moderated by concentrated 

ownership. This finding supports H4b and reveals that independent directors support 

aggressive tax policies and tax avoidance in the firms where ownership is concentrated. 

Table 4.4 also indicates that the interaction term between audit quality and tax avoidance 

(AQU * TA) is negative and statistically significant, indicating that big-4 audit firms do 

not support aggressive tax decisions even when the firm has a concentrated ownership 

structure. Big-4 audit firms are not influenced by concentrated ownership and are more 

concerned with their reputation; therefore, they do not allow client firms to make tax 

avoidance decisions. 
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Table 4.4 

Moderation Results 

Dependent Variable: TA 

Variable Coeff. Std. Error t-Stat. Prob. 

Intercept -0.3518 0.0241 -14.6112 0.0000 
BD -0.1803 0.0547 -3.2973 0.0010 
BI -0.2401 0.0489 -4.9092 0.0000 

AQU 0.0023 0.0139 0.1649 0.8690 
OC -0.1669 0.0166 -10.0454 0.0000 

BD x OC 0.2654 0.0839 3.1622 0.0016 
BI x OC 0.2898 0.0690 4.1994 0.0000 

AQU x OC -0.0411 0.0177 -2.3208 0.0204 
SIZE 0.0270 0.0026 10.2406 0.0000 
LEV -0.0366 0.0057 -6.3818 0.0000 
ROA 0.0029 0.0002 16.6130 0.0000 
SG 0.0003 0.0003 1.0010 0.3170 

R2 37.77% Prob. 0.0000 

 

5. DISCUSSION 
 

 Tax avoidance allows a firm to reduce tax liabilities, save more cash for shareholders 
and future investments, but it is one of the more risky decisions available to the firm. Earlier 
studies attempted to find out determinants of tax avoidance at the firm level, but they failed 
to develop a consensus on the direction of their relationship. Moreover, mainstream studies 
presented evidence from developed countries. We attempted to link board composition and 
audit quality with the firm's tax avoidance decisions in a developing country. We have used 
data of ten years from 2011 to 2020 from non-financial companies listed on PSX. Our 
results expressed that the representation of female directors on the corporate board failed 
to reduce the tax avoidance activities of the firm. Our finding contradicts former studies 
(Khaoula & Ali, 2012 & Richardson et al., 2016). The contradictory result can be attributed 
to the level of gender diversity as these studies were in the context of developed countries 
where the level of board gender diversity is higher than in developing countries. Low 
gender diversity is unable to influence the taxation decisions of the firm. 
 

 Supporting the prior studies, we further showed that board independence and audit 
quality are inversely linked with the level of tax avoidance (Klassen & Lisowsky, 2016; 
Roman Lanis & Richardson, 2011, 2018; Rizqia & Lastiati, 2021). Appointing independent 
directors and big-4 audit firm confine the management from making risky tax avoidance 
policies. We also proposed that a concentrated ownership structure can influence both 
female and independent directors, and both start ignoring the tax avoidance behavior of the 
firm, but the same cannot influence big-4 audit firm. We show that ownership 
concentration moderates the relationship between board gender diversity and tax avoidance 
as per our expectations. Female directors have no association with tax avoidance, but for 
the firm where ownership structure is concentrated, female directors support tax avoidance 
activities of the firm. This implies that female directors are influenced by majority 
shareholders of firms with a concentrated ownership structure. In Pakistan, the firms where 
ownership is concentrated, large shareholders may appoint female directors from their own 
families to fulfill the legal requirement of appointing female directors on board.  
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 We further provide interesting insight into the relationship between board 
independence and tax avoidance in the context of concentrated ownership. Independent 
director play their monitoring role, but when the firm has a concentrated ownership 
structure, they do not play their role and the relationship between board independence and 
tax avoidance becomes positive. In contrast, big-4 audit firms are not influenced by 
ownership structure and do not let their client firm engage in tax avoidance. This study has 
practical implications for companies, regulators, and tax authorities. We suggest that 
regulators should take action to strengthen the corporate governance mechanisms to reduce 
the influence of the concentrated ownership structure. We suggest that future studies should 
consider other ownership structures (i.e. family ownership, institutional ownership), use 
qualitative data and other tax avoidance measures. 
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