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ACCOUNTING, CORPORATE GOVERNANCE & BUSINESS ETHICS | 
RESEARCH ARTICLE

The Sociocultural and Institutional factors 
influencing Tax Avoidance in sub-Sahara Africa
Alfred James Kimea1*, Msizi Mkhize2 and Haruna Maama3

Abstract:  Businesses find ways to reduce their tax while the government also 
establishes laws and policies to prevent tax avoidance. These conflicting objectives 
and strategies have heightened the interest in establishing the factors that influ-
ence firms’ level of tax avoidance. The study examined a country’s institutional and 
sociocultural elements that influence tax avoidance practices by firms in sub- 
Saharan Africa (SSA). The study involved one hundred seventy-three (173) listed 
companies from eight sub-Saharan African countries. The study used a multiple 
regression analysis technique to estimate the results. The results showed that 
a country’s institutional settings and particular sociocultural practices impact its 
firms’ tax avoidance practices. The findings demonstrated that the degree of tax 
avoidance activities of firms in SSA is influenced by management quality, regulatory 
quality, auditing quality, culture, and ethics of a country. This result has several 
policy implications. First, the management of firms can use their resources to lower 
the tax paid to the government. Governments can also use institutional frameworks 
to stop businesses from using aggressive tax avoidance strategies. As a result, the 
study adds to the body of research on the factors influencing tax evasion in 
emerging markets. The findings align with the institutional theory’s assertions that 
institutions, laws, and regulations can impact how businesses behave through 
coercive and normative isomorphism, which can affect how they avoid paying taxes.

Subjects: Business, Management and Accounting; Accounting; Financial Accounting; 
Government & Non-Profit Accounting; International Accounting 

Keywords: Tax avoidance; tax planning; management quality; ethics; culture; audit quality

1. Introduction
Tax avoidance, also called tax planning, is an essential agenda item for managers when making 
strategic corporate decisions because it contributes significantly to cash savings, which benefit 
both firms and shareholders. For a government, tax collection is the main source of revenue to 
finance its operations. Tax avoidance reduces taxes that governments could collect for countries’ 
economic and social development. For this reason, governments, policymakers and other stake-
holders are keen to understand the factors affecting the level of tax avoidance. Nevertheless, while 
some companies have successfully utilised these tax-planning opportunities, others have 
remained tax compliant (Dyreng et al., 2016). As tax avoidance reduces the amount of tax revenue 
that firms transfer to governments, thereby increasing after-tax return (Beaslet et al., 2021; 
Gunawan et al., 2021), it may enhance firm value and increase distributable income to share-
holders. In this context, shareholders can be expected to support the tax avoidance activities of 
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firms (Rego & Wilson, 2012). However, as the rationale behind various companies’ non-adoption of 
tax avoidance opportunities has remained unanswered, it should be empirically investigated.

Therefore, the study sought to understand what contributes to variations in the tax avoidance 
activities of firms across different countries. Several factors have been identified as influencing the 
trend and level of tax avoidance, such as firm characteristics (size, profitability, leverage, capital 
intensity, age and asset tangibility, for example) and corporate governance characteristics 
(Atwood et al., 2012; Fernández-Rodríguez et al., 2021; Jingga & Lina, 2017; Wang et al., 2020). 
An essential piece of information missing in the tax avoidance literature is whether a country’s 
institutional arrangements influence the tax avoidance activities of firms operating in it. Little is 
known about the variations in tax avoidance activities of firms across different countries. This 
means that the literature still does not fully understand the factors that may support tax avoid-
ance among firms.

This unanswered question is relevant because understanding how a country’s institutional, 
social, cultural, political and economic settings influence firms’ tax avoidance strategy can assist 
policymakers and investors in formulating policies and making investment decisions. On the other 
hand, the majority of corporate tax avoidance studies, such as those of Schmidt and Fahlenbrach 
(2017), Chen et al. (2019), and Ermasova et al. (2021) concentrate on firm-specific variables as 
determinants of tax avoidance activities. Moreover, the results of these studies using firm and 
corporate governance factors conflict with one another, leading to incomplete information on why 
and how some companies avoid taxes compared to their contemporaries. This study examines the 
impact of countries’ institutional settings on the tax avoidance activities of firms in sub-Saharan 
Africa (SSA).

Apart from the identified gaps in the tax planning literature, Payne and Raiborn (2018) argue 
that studies investigating the determinants of tax avoidance focus on developed nations, thus 
sidelining developing countries. Although prior studies are useful in understanding the determi-
nants of tax avoidance yet, there is a lack of consensus among them. Moreover, they offer little 
insight into why some firms in some developing countries engage in more tax avoidance activities 
than others (Kerr et al., 2016). A possible determinant of tax avoidance that has not been fully 
explored is mainly considered in this study. This is a complete departure from the literature, which 
has concentrated chiefly on firm and corporate governance variables. Identifying these factors 
could assist government revenue authorities in finding solutions to the tax-planning problem. For 
shareholders, tax avoidance can facilitate the elimination of rent-seeking behaviour that max-
imises the wealth of managers at the expense of shareholders, which is possible owing to the 
opaque nature of tax avoidance.

2. Literature review
The study postulates that a country’s specific features can influence its firms’ tax avoidance 
practices. In the following paragraphs, a country’s sociocultural and institutional elements that 
can influence tax avoidance are discussed, comprising management quality, culture, regulatory 
quality, ethics and audit quality.

3. Management quality and tax avoidance
Firms with quality management can substantially reduce their tax expenses; hence a link can exist 
between management quality and tax avoidance. The management of firms are expected to have 
a high standard of knowledge and understanding of the operating environment of firms, which will 
result in a reduction of the taxes paid because such managers can align a firm’s decisions with tax 
strategies (Demerjian et al., 2013). This would enable them to identify and utilise tax-planning 
opportunities due to their superior understanding of the operating environment of their firms. For 
instance, the timing, classification and location of research and development (R&D) activities have 
significant ramifications for tax reduction (Koester et al., 2017). This suggests that highly qualified 
managers could use research and development activities to reduce the tax burdens of their firms. 
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Another reason for a possible relationship between the quality of management and tax avoidance 
is that quality managers can set objectives that emphasise cost minimisation (Dyreng et al., 2010; 
Iazzi et al., 2022). Even though all managers aim to reduce costs, managers with a high level of 
experience, expertise and skills are more likely to attain substantial cost savings, which can 
positively affect their tax savings. Therefore, it is anticipated that the shrewdness of managers 
in managing resources would result in cost reduction through tax avoidance strategies.

However, there are conceptual explanations of how management quality may not be related to 
tax avoidance. Ceteris paribus, all good managers should manage firms so that they would pay the 
lowest possible tax. However, the skills needed to manage a firm may differ from the specialised 
training and expertise required to find and implement tax avoidance strategies. Another explana-
tion for a possible nonlinearity between good-quality management and tax avoidance is that 
management may be concentrated on the primary business operations of the firms; hence, the 
implication of their tax decisions would not be their major concern. Other conceptual reasons 
suggest that management quality may not result in high tax avoidance activities. For instance, all 
managers may wish to pay the least taxes legally tolerable for a given income. However, managers 
may have dissimilar opportunities to achieve a lower tax rate. This may be caused by factors such 
as industry affiliation, research and development (R&D) activities and location decisions (Koester 
et al., 2017). In addition, evidence indicates that compensation paid to management affects their 
tax avoidance activities (Gaertner, 2014; Rego & Wilson, 2012). In the views of Koester et al. 
(2017), where compensation motives and firm characteristics drive the variations in tax avoidance, 
there is little or nothing that managers, even top-quality ones, can do to reduce the tax burden of 
companies.

The preceding discussion indicates that quality management will have the ability and skills to 
effectively manage a firm’s resources and reduce its tax burden. Based on the argument advanced 
in this section, the following hypothesis was developed: 

H1: Management quality increases a firm’s tax avoidance activities

4. Culture and tax avoidance
The literature predicts that culture plays a crucial role in explaining the tax avoidance activities of 
firms in a particular country (Richardson, 2008; Brink & Porcano, 2017; Ermasova et al., 2021). The 
current study predicted that a country’s culture would influence its firms’ tax avoidance activities. 
In this context, culture is measured by Hofstede’s (2011) uncertainty avoidance cultural dimen-
sion. Hofstede (2011) defined uncertainty avoidance as the degree to which a group of individuals 
feels threatened by uncertainty and unknown or unstructured conditions. In the context of an 
organisation, uncertainty avoidance is characterised as the extent to which a firm as a whole and 
its agents handle their inability to predict the future correctly and to be fully ready for it because of 
unclear circumstances or free and amorphous situations (Glazer, 2021; Sutrisno & Dularif, 2020). It 
is possible to relate culture to the tax avoidance activities of firms because a country with a strong 
uncertainty avoidance culture upholds unyielding codes of beliefs and attitudes and is intolerant of 
heretical behaviour and views. This attitude can limit the ability of a firm and its staff to embrace 
the concept of tax avoidance because they would consider such practices unethical and unac-
ceptable, which may land them in trouble. This view held by a firm would force it to organise its 
operations according to the prescripts of the law and regulations, hence less tax avoidance 
activities.

The foregoing argument is consistent with that of Gallego-Álvarez and Ortas (2017), who 
contend that firms and individuals in societies with high uncertainty avoidance mainly accept 
and follow rigid codes. Moreover, they are inclined to embrace many rules and norms, making 
them less disposed to innovation and change. This indicates that firms operating in countries 
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demonstrating high uncertainty avoidance will be less prone to tax avoidance. Studies provide 
evidence that a country’s culture influences a firm’s tax avoidance activities. For instance, 
Richardson (2008) demonstrates that higher uncertainty avoidance results in higher tax avoidance 
activities in firms. In a related study, Brink and Porcano (2017) revealed that a firm’s tax avoidance 
is influenced by culture. A study in the US and Germany by Ermasova et al. (2021) found that 
culture significantly predicts tax avoidance activities in firms in these countries. Based on their 
results, the authors suggest that policymakers should factor cultural variables in the design and 
implementation of tax administration as well as in understanding the increasing amount of tax 
evasion. The literature discussed above resulted in the formulation of the following hypothesis. 

H2: Culture (uncertainty avoidance) reduces a firm’s tax avoidance activities

5. Regulatory quality and tax avoidance
The study relates regulatory quality to tax avoidance because in a country with a good-quality 
regulatory regime, tax authorities may have unrestricted access to the financial records of a firm 
and its worldwide business transactions. This will serve as a deterrent to firms engaging in tax 
avoidance strategies. In addition, access to sensitive information may expose firms to litigation 
risk, which they would wish to avoid. In this context, firms operating in countries with a good- 
quality regulatory regime will avoid tax avoidance strategies because they may be disputed by 
regulatory authorities, which may give rise to litigation (Montenegro, 2021). Furthermore, a robust 
regulatory environment enables investors and creditors to enforce their rights, and non-compliant 
firms will likely face liquidation or take-over in such an environment. This would deter manage-
ment from engaging in tax avoidance activities that may receive greater scrutiny. However, in the 
absence of a detection mechanism, firms will take advantage of the flexibilities in regulations, laws 
and standards and engage in aggressive tax avoidance.

This view is in accord with Bushman and Piotroski (2006), who found that firms in countries with 
robust regulatory systems reflect bad news in earnings faster than those in countries with weak 
regulatory systems. However, it is conceptually possible that firms operating in countries with 
strong investor protection would pay a lower tax. This position is possible because firms operating 
in a country with a robust regulatory system would adopt more aggressive accounting policies and 
estimates in financial reporting than those operating in countries with weaker regulation regimes. 
The literature discussed above led to the study formulating the following hypothesis: 

H3: Strong regulatory quality in a country reduces its tax avoidance activities.

6. Ethics and tax avoidance
The relationship between ethical values and the tax avoidance strategies of firms has received 
considerable attention in recent times. As a result, taxation has been included in the discipline of 
business ethics (Scarpa & Signori, 2020). According to Scarpa and Signori (2020), tax laws are 
imperfect; hence, firms will always find loopholes to avoid paying taxes. In this context, ethics 
would help firms to self-regulate their tax avoidance behaviour. Firms with high ethical values 
would want to avoid damaging public information and engaging in tax avoidance activities, 
especially in contentious transactions. Zeng (2019) agrees that a responsible citizen in a country 
is tax compliant, and tax avoidance is considered contradictory to ethical corporate citizenship.

Lanis and Richardson (2018) view that highly ethical firms are less likely to be involved in tax 
avoidance activities because tax avoidance is risky and leads to high costs, including reputational 
damage and government/public scrutiny. Ethics can prevent firms from engaging in tax avoidance 
activities, especially when negative information can damage a firm’s image. Indeed, firms can 
reduce reputational risks by reducing or avoiding tax avoidance activities. Henderson and Kaplan 
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(2005) provide evidence that ethics influence the tax compliance behaviour of firms. This evidence 
implies that unethical firms typically have considerable tax benefits, indicating that ethical values 
reduce tax avoidance. Similarly, ethics are negatively related to tax avoidance, which suggests that 
ethics reduce the tax avoidance activities of firms. Based on the strength of the argument 
favouring a negative relationship between ethics and tax avoidance, the study provides the 
following hypothesis: 

H4: A country’s ethics influence its firms’ tax avoidance activities.

7. Audit quality and tax avoidance
Owing to their unique role and relationship with firms, auditors influence a firms’ tax avoidance 
activities, which has been a subject of discussion among academics and practitioners. The majority 
of the arguments appear to favour the view that quality audits decrease the tax liabilities of firms. 
Several reasons have been provided to support this position. First, auditors can provide additional 
services, such as tax avoidance advice to firms. In this case, quality auditors can develop compre-
hensive and effective tax strategies for their clients because they would have accumulated 
substantial knowledge about their operations, systems and internal processes and further gained 
access to broad financial information (Chyz et al., 2021; Rizqia & Lastiati, 2021).

Anecdotal evidence indicates that good-quality audit firms rely on the inside information of their 
clients to provide the best tax audit service (Chyz et al., 2021; Yuniarwati et al., 2017). In addition, 
Cripe and McAllister (2009) and Shehata et al. (2022) assert that firms engage the services of audit 
firms with extensive knowledge about their clients’ tax structure and can bring tax savings as well 
as efficiency to their business. This suggests that firms that hire quality auditors would save tax 
costs by paying less.

Another reason to support that a good-quality audit can increase a firm’s tax avoidance 
activities is that audit firms can draw on broad tax-specific knowledge because they offer tax 
services to a wide array of clients (Chyz et al., 2021; Monika & Noviari, 2021). The specialised 
knowledge of auditors would enable them to provide quality tax services to their clients when they 
are called to do so. Similarly, Klassen et al. (2016) opine that for audit firms to provide tax services, 
they must incessantly invest in modern audit and accounting technologies. This would eventually 
help their clients through a tax reduction. In addition to the number of clients they may serve, 
audit firms may have modern tax technologies, which can be deployed to reduce their clients’ tax 
liabilities. Moreover, firms may lack such technologies, expertise and skills. This view is supported 
by Dai et al. (2007), who provide evidence to suggest that it would take many years for firms to 
develop tax and business expertise similar to those possessed by auditors who have performed 
their services for decades. Because they have provided tax services for a long time, auditors may 
also have broad global exposure that they can use to benefit their clients (Dai et al., 2007; 
Yuniarwati et al., 2017). This would enable top-quality audit firms to employ effective tax- 
planning strategies to favour their clients since such strategies mainly encompass the interna-
tional and departmental transfer of resources, funds and other assets. The literature above 
suggests that audit quality would increase a firm’s tax avoidance activities. In this context, the 
study proposes the following hypothesis: 

H5: Audit quality increases the tax-planning activities of firms.
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8. Methodology

8.1. Data and data source
The study used a sample of listed firms from eight (8) sub-Saharan African countries. The countries 
included in the study were South Africa, Zimbabwe, Mauritius, Ghana, Nigeria, Kenya, Tanzania and 
Uganda. The dataset included taxation and country-level information. Due to the unavailability of 
data for certain firms, 173 firms were included in the study. The taxation information was archival, 
as companies were required to publish their annual reports. On the other hand, data on the 
countries were obtained from the database of World Economic Forum. Data were collected on 
the variables of interest for 14 years, from 2007 to 2020. The study used data covering 2104 firm- 
year observations.

9. Model specification and estimation method
The study used a longitudinal data estimation technique, where the behaviours of each firm were 
observed across time. Longitudinal data allows for the inclusion of variables at different levels of 
analysis suitable for multilevel or hierarchical modelling. Following previous studies, such as those 
of Parisi (2016), Irianto et al. (2017), Huseynov et al. (2017), and Schmidt and Fahlenbrach (2017), 
and Chen et al. (2019) as well as Ermasova et al. (2021), the study developed models 1 and 2 to 
examine the country-specific determinants of tax avoidance activities in SSA. Here, the study 
investigated whether sociocultural and institutional factors specific to a particular country signifi-
cantly influence the tax avoidance activities of firms in that country.

CETRit = β0 + β1QMit + β2Cultureit + β3RQit + β4Ethicsit + β5AQit + β6GDPit + εit (1)

AETRit = β0 + β1QMit + β2Cultureit + β3RQit + β4Ethicsit + β5AQit + β6GDPit + εit (2)

Where:

10. Definition and measurement of variables

10.1. Dependent variables
The study’s dependent variable is effective tax rate (ETR), which is used to indicate the level of tax 
avoidance by a firm. ETR is the actual tax liability of a firm. Hence, a firm with a lower ETR 
compared with its peers would be regarded as implementing a tax avoidance strategy. An inverse 
relationship between the dependent variables and ETR would mean that these variables reduce 
the actual tax liabilities of a firm, hence increasing the possibility of tax avoidance practice. The 
effective tax rate was also measured using cash effective tax rate (CETR) and accounting effective 
tax rate (AETR). Using more than one measure helps capture the broad range of activities that are 
symptomatic of tax avoidance. In addition, the use of multiple measures improves the robustness 

CETR Cash effective tax rate AQ Audit quality

AETR Accounting effective tax 
rate

β0 The constant of the 
equation

QM Management quality β1 to β6 Coefficients of the 
variables

Culture Culture of a country εit The stochastic error term

RQ Regulatory quality i Firms

Ethics Ethics t Time (the year 2007 to 
2020)

GDP Gross Domestic Products
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of the results. The ETR was computed as the tax expense divided by a firm’s pre-tax accounting 
income (Hanlon & Heitzman, 2010). Therefore, an ETR measures the ability of a company to 
minimise its tax compared with its pre-tax accounting income and indicates its tax burden relative 
to other firms. Firms with lower ETRs are more tax aggressive than those with higher ETRs tax 
rates. The ETR variables were measured as follows:

CETR: CETR represents cash effective tax rate. CETR was computed as cash taxes paid divided by 
pre-tax accounting income (Chen et al., 2010; Dyreng et al., 2008).

AETR: The AETR denotes the accounting effective tax rate. The AETR was computed as total tax 
expense divided by pre-tax accounting income (Chen et al., 2010; McGuire et al., 2012).

Management Quality: In the study, the management quality variable (MQ) measured the extent to 
which a country relied on professionals in senior management positions and ranged from 1 to 7, 
where 1 represented usually hiring relatives or friends without regard to merit, and 7 denoted 
hiring mostly professional managers chosen for merit and qualifications. This data was sourced 
from the WEF database.

Culture: The national cultural dimension was adopted from Hofstede’s Values Survey Modules 
(VSM), and it was measured by the level of uncertainty avoidance. Uncertainty avoidance is the 
degree to which a group of individuals feels threatened by uncertainty and unknown or unstruc-
tured conditions (Hofstede, 2011). The culture variable (Culture) was sourced from Hofstede’s 
uncertainty avoidance index, which ranges from 1 to 100, where 1 represents a country with low 
uncertainty avoidance, and 100 denotes a country with high uncertainty avoidance.

Regulatory Quality: Regulatory quality (RQ) indicates the strength of regulators to ensure the 
stability of the financial market. Moreover, it measured the strength of the legal rights of investors. 
The measurement ranged from 1 to 7, where 1 implied that a regulator’s ability to ensure a stable 
financial market was weak for country i in year t, and 7 indicated that a regulator’s ability to 
ensure stability in the financial market was strong for country i in year t. The data for RQ were 
obtained from the World Economic Forum database.

Ethics: The ethics variable (Ethics) measured the level of corporate ethics in interacting with public 
officials, politicians and other firms. It ranged from 1 to 7 where 1 signified extremely poor (among 
the worst in the world) for country i in year t, and 7 represented excellent (among the best in the 
world) for country i in year t. The ethics data were obtained from the database of the World 
Economic Forum.

Audit Quality: In the study, the audit quality variable (AQ) represented the strength of the auditing 
standards of a country regarding financial performance and ranged from 1 to 7, where 1 signified 

Table 1. Descriptive statistics
Obs. Mean SD Max. Min.

AETR 2104 0.257 0.207 0.35 0.000

CETR 2104 0.203 0.113 0.31 0.000

QM 2075 4.87 0.745 6.00 3.00

Culture 1969 50.37 3.997 62.61 41.72

RQ 2104 4.48 1.073 7.00 3.00

Ethics 2103 3.31 2.285 6.00 3.00

AQ 2104 3.96 1.708 6.00 3.00

GDP ($bl) 2104 57.72 26.714 100.67 26.67
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extremely weak, for country i in year t, and 7 signified extremely strong, for country i in year t. This 
data was obtained from the World Economic Forum database.

Gross Domestic Product: The Gross Domestic Product (GDP) is a measure of the total value of 
goods and services produced within a country’s borders over a specific period, usually a year. It is 
often used as an indicator of a country’s economic health and is closely monitored by policy-
makers, investors, and businesses.

11. Results and discussion
This section presents the results and discusses the influence of sociocultural and institutional 
variables on the level of tax avoidance activities of firms. Table 1 presents the descriptive statistics 
of the variables used for the estimation.

Table 1 presents the descriptive statistics of the variables used to estimate the relationship 
between tax avoidance and country-specific variables. The results demonstrated that the mean 
value of the AETR was 0.257 (25.7%) while that of the CETR was 0.203 (23.3%). These results 
suggest that, on average, the tax liabilities of the firms in SSA represented 25.7%. However, the 
firms paid 20.3% as tax, suggesting tax-planning activities. Therefore, the mean value of AETR 
being less than that of CETR indicates the presence of tax avoidance among firms in SSA. The 
standard deviation (SD) of the AETR and the CETR suggest a small degree of dispersion of AETR and 
CETR among the firms in the SSA.

The results indicated that the mean value of the management quality (QM) variable was 4.87 
and ranged from 3.00 to 6.00. This result demonstrated that most of the firms in SSA employed 
quality management. The mean value of the culture variable was 50.37. This result demonstrates 
that the level of collectiveness among the SSA was high. Concerning the regulatory quality (RQ) 
variable, the mean score was 4.48, with a minimum score of 3.00 and a maximum score of 6.00, 
which were not far from the full score of 7.00. This result suggested a strong regulatory system 
that protected the various shareholders in SSA. The ethics variable ranged from 3.00 to 6.00, with 
a mean value of 3.31. As the maximum possible score was 7.00, this result demonstrated a low 
ethical standard amongst firms in SSA. Furthermore, the results showed that the mean score of 
the audit quality (AQ) variable was 3.96. This result implies that the firms in SSA had a relatively 
high level of audit quality. The average GDP of the countries of residence of these firms was also 
57.72.

12. Multicollinearity tests
Table 2 presents the results of the Pearson correlations matrix and the variance inflation factor 
(VIF). The VIF and the correlation matrix results reveal that all the variables were not highly 
correlated. The results demonstrated that the VIF of all the variables was less than 5.00, which 

Table 2. Correlation Matrix
CETR AETR QM Culture RQ Ethics AQ VIF

CETR 1.000 5.24

AETR 0.793** 1.000 1.77

QM 0.184 −0.369** 1.000 3.95

Culture 0.216*** 0.257 −0.093* 1.000 2.64

RQ −0.109** −0.121 0.179 0.384** 1.000 2.95

Ethics 0.438 0.417 0.273 0.338 0.173 1.000 4.71

AQ −0.153* 0.385* 0.106** −0.219* 0.248** 0.153 1.000 2.44

GDP 0.072** 0.291* 0.182 −0.413 0.368** 0.082 0.337 1.000 3.73

Note: *** = Significance at 0.01; ** = at 0.05 and * = at 0.1, and * = at 0.1 
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is far less than the threshold of 10.00 suggested by the literature (Menard, 2002). These outcomes 
suggest that none of the variables used in this analysis suffered from multicollinearity. Similarly, 
the correlation matrix results suggest no strong correlation among the variables used in the 
analysis. All the correlation coefficients of the independent variables were less than 0.5, suggesting 
that the variables were not highly correlated. These results show that using these variables in the 
regression would not produce any spurious results.

13. Regression results
Table 3 presents the results of the relationships between sociocultural and institutional character-
istics and tax-planning activities of listed firms in SSA. After establishing that the panel data 
estimation models were appropriate techniques, the study explored the type of panel data 
estimation model to be adopted, either fixed effect (FE) or random effect (FE) model. The 
Hausman test was used to decide whether FE or RE was the appropriate technique in equations 
1 to 2. The Hausman test suggests that the results were insignificant, thus, rejecting the null 
hypothesis of the presence of time-specific variations in the models. As a result, a generalised least 
squares (GLS) random effects model was used for the estimation. The results are presented 
according to two main models. Model 1 measured tax avoidance based on the CETR, whilst 
Model 2 used the accounting effective tax rate to measure tax avoidance (AETR). However, the 
analysis and discussions are based on the result of model 1 (CETR), which is accepted as the most 
effective tax avoidance measure.

The results presented in Table 3 reveal a wide range of significant relationships between tax 
avoidance and country-specific factors. First, the results demonstrate a negative and significant 
(p < 0.01) relationship between management quality and CETR. The inverse relationship suggests 
that an increase in management quality would result in a decrease in CETR. This result implies that 
tax avoidance increases in countries that depend on quality management for senior management 
positions than those that do not. This relationship is possible because quality managers can align 
a firm’s objectives with tax strategies. This would enable them to identify and utilise tax-planning 

Table 3. Regression Results
Variable Model 1 (CETR) Model 2 (AETR)
Management Quality −0.0829*** 

(−3.748)
−0.2012** 
(−2.061)

Culture 0.0772*** 
(6.092)

0.1428** 
(2.206)

Regulatory Quality 0.1795** 
(2.175)

0.1083*** 
(3.907)

Ethics 0.0282** 
(2.061)

0.1793*** 
(3.475)

Audit Quality −0.1382** 
(−2.291)

−0.0963* 
(−1.852)

GDP −0.1036** 
(−1.998)

−0.0836* 
(−1.931)

C −2.0791*** 
(−4.826)

−1.9364*** 
(−3.472)

R-squared 0.8163 0.8252

Adjusted R-squared 0.7856 0.7961

F-statistic 8.3652 6.0427

Prob(F-statistic) 0.0000 0.0000

Prob. of Hausman test 0.0062 0.0017

Durbin-Watson stat 3.6527 4.0526

Note: *** = Significance at 0.01; ** = Significance at 0.05 and * = Significance at 0.1, and * = at 0.1 
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opportunities because of their superior understanding of the operating environment of their firms. 
For instance, timing, classification, and R&D activities have significant ramifications for tax reduc-
tion. Particularly, quality managers would be able to use R&D activities to reduce the tax burdens 
of their firms.

Another reason for this result is that quality managers can set objectives that emphasise cost 
minimisation, which is consistent with the views of Dyreng et al. (2010). It is agreed that all 
managers aim to reduce cost; however, managers with a high level of experience, expertise and 
skills are more likely to attain substantial cost savings. These cost savings can positively affect 
their tax savings. Therefore, it is not surprising that a manager’s shrewdness in managing 
resources would result in cost reduction through tax avoidance strategies. Moreover, tax avoidance 
is a product of a meticulous and well-designed strategy established by management. Thus, 
professional and experienced managers would be able to develop sound strategies and guide 
business operations and tax avoidance activities. Consequently, this would result in firms paying 
less tax. Another reason for this result is that good-quality management may have the skills, 
expertise and experience of supervising and overseeing different business units over time; hence, 
they can draw on their expertise to reduce their tax liabilities. This result confirms the findings of 
earlier studies, such as those of Dyreng et al. (2010) as well as Koester et al. (2017), who reported 
a negative relationship between managerial quality and tax avoidance activities of firms.

The study predicted that a country’s culture would reduce firms’ CETR. In other words, if the CETR 
of the firms is high, the indication is that tax-planning activities are not taking place in firms. 
Confirming our expectations, the results showed that the coefficient for culture was positive and 
significant at 1%. This result indicated that firms in countries with rigid and strict norms and 
regulations are less likely to engage in tax avoidance activities. This result is reasonable because 
individuals living in a country with a strong uncertainty avoidance culture uphold unyielding codes 
of beliefs and attitudes as well as being intolerant of heretical behaviour and views. This attitude 
limits the ability of the firms and their staff to embrace the concept of tax avoidance because they 
would consider such practices unethical and unacceptable, which may land them in trouble. This 
view would force firms to organise their operations according to the prescripts of the law and 
regulations, hence less tax avoidance activities. This position is consistent with Gallego-Álvarez 
and Ortas (2017), who contend that firms and individuals in societies with high uncertainty 
avoidance mainly accept and follow rigid codes and are inclined to embrace many rules and 
norms, which makes them less disposed to innovation and change. This view highlights that firms 
operating in high uncertainty avoidance countries will be less prone to tax avoidance.

The finding is consistent with the stakeholder theory, which holds that responsible firms estab-
lish culture, standards and norms to guarantee certainty and stability in their operations. By this 
logic, Kim, Kim and Cameron (2009) explain that public relations practitioners might interpret the 
responsible actions of firms as a means to ensure the success of both firms and society. Evidence 
provided by the current study supported the findings of earlier studies, such as those of Richardson 
(2008), who provided evidence to demonstrate that higher uncertainty avoidance results in higher 
tax avoidance activities by firms. Brink and Porcano’s (2017) study also supports this finding when 
they showed that the culture of countries influences the tax avoidance practice of their firms. 
Although the current study was conducted in developing countries, it is consistent with those 
conducted in developed countries. For instance, Ermasova et al. (2021) found that culture is 
a significant predictor of tax avoidance activities of firms in the USA and Germany.

The study investigated whether the quality of regulations in a country influences firms’ ETR and 
their tax avoidance activities. Apriori, the study expected a positive relationship between these 
variables. Affirming the study’s apriori prediction, the results showed that regulatory quality 
positively correlates with the CETR. This result suggests that when a country has robust regula-
tions, tax avoidance among firms would not be taking place. The results further demonstrated that 
the positive relationship between regulatory quality and tax avoidance was significant at 5%. The 
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results implied that firms operating in countries with strong regulatory regimes would engage in 
less tax avoidance. This result was plausible because governments typically use regulations to 
expose firms to additional transparency. In addition, there may be harsher punishments for 
management who engage in activities that are contrary to a country’s standards, policies and 
laws.

This result emphasises that without a detection mechanism, firms will take advantage of loop-
holes in regulations, laws and standards and engage in aggressive tax avoidance. In this context, 
they will be afraid to engage in aggressive tax avoidance practices. Exposure to additional 
transparency restricts firms from engaging in overt tax avoidance activities. This view is supported 
by Overesch and Wolff (2018), who explained that firms that operate in countries with a high level 
of transparency increase their tax levels. In other words, enforced transparency decreases the tax 
avoidance activities of firms, and the regulatory framework is powerful enough to prevent firms 
from engaging in tax avoidance activities. This finding was not surprising because it affirmed the 
findings of previous studies. Such studies, including that of Bushman and Piotroski (2006), showed 
that firms in countries with strong regulatory systems discover tax non-compliance faster than 
firms in countries with weak regulatory systems.

Turning to the effects of ethics on the firms’ ETR, the study’s results showed that the coefficient 
for the ethics variable is positive and statistically significant at 5%. This result indicated that the 
ethical behaviour exhibited by firms in SSA significantly influenced ETR, hence reducing their tax 
avoidance activities. This result is consistent with the study’s prediction that strong corporate 
ethics in a firm would reduce its tax avoidance activities. Since tax laws are imperfect, firms would 
always find a loophole in them to avoid paying taxes. In this context, ethics would help firms to 
self-regulate their tax avoidance behaviour. Firms with high ethical values would want to avoid 
negative public information and tax avoidance activities, especially in contentious transactions. 
Zeng (2019) agrees that responsible citizens would not avoid the payment of tax, which is also 
considered contradictory to ethical corporate citizenship. Moreover, Lanis and Richardson (2018) 
hold the view that highly ethical firms are less likely to be involved in tax avoidance activities 
because tax avoidance is risky and leads to high costs for firms, including reputational damage 
and government/public scrutiny. Ethics can prevent firms from engaging in tax avoidance activ-
ities, especially when negative information can damage a firm’s image. Indeed, firms can handle 
reputational threats by reducing or avoiding tax avoidance activities. Henderson and Kaplan (2005) 
provided evidence that ethics influence the tax compliance behaviour of firms. This suggests that 
unethical firms usually have large tax benefits, indicating that high ethical values reduce tax 
avoidance practices.

The study further hypothesised a negative relationship between audit quality and the CETR of 
firms in SSA. The study results confirmed this prediction by demonstrating a negative and sig-
nificant (p < 0.01) relationship between auditor quality and CETR, which indicates that an improve-
ment in firms’ audit quality increase tax avoidance. This result is reasonable because auditors can 
provide extra tax-related services, such as tax avoidance advice to firms to reduce their tax 
liabilities. Quality auditors would be able to develop comprehensive and effective tax strategies 
for their clients because they have accumulated substantial knowledge about their clients’ opera-
tions, systems and internal processes, as well as gaining access to comprehensive financial 
information. Moreover, firms can engage the services of audit firms that have extensive knowledge 
about the tax structure of their clients, which would lead to substantial tax savings.

Another reason quality auditing increases firms’ tax avoidance activities is that audit firms can 
draw on their extensive tax-specific knowledge because they offer tax services to a wide array of 
clients, thus enabling them to provide tax services when asked to do so. The number of clients of 
quality auditors may force them to invest in human resources and technologies to help them 
render quality services to their clients, leading to a tax reduction. Another critical point is that 
individual firms may lack the expertise and technologies to reduce their tax burdens. This view is 
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supported by Dai et al. (2007), who provided evidence that it would take many years for firms to 
develop tax and business expertise similar to those possessed by auditors who have performed 
their services for decades. In addition, this result was not surprising because recent studies, such 
as those of Chyz et al. (2021), Klassen et al. (2015), Dai et al. (2007) and Yuniarwati et al. (2017) 
show that firms that engage the services of quality auditors benefit from their efficiency, which 
reduces their tax burden.

Moreover, a quality auditing provides reliable and relevant information to tax authorities, who 
would use it to identify inconsistencies in income, expenses and profit. Another key reason for this 
result is that detailed and accurate auditing can prevent managers from engaging in tax avoid-
ance, particularly if they anticipate scrutiny from the auditors and the public because it would 
come with a significant risk to the firms, especially reputation risk. In this context, engaging in 
aggressive tax avoidance can lead to the danger of being detected, and the firm and its manage-
ment may suffer reputational damage. The findings of the study agree with those of previous 
authors, such as Wang (2011), Kerr (2019) and Stiglingh, Smit and Smit (2022), whose evidence 
showed that corporate transparency emanating from quality auditing results in less tax avoidance 
activities by firms. However, this finding contradicts the findings of Freedman (2018) and 
Balakrishnan et al. (2019), who showed that quality auditing increased the tax avoidance activities 
of firms because managers claimed to be transparent in mitigating tax-planning problems but 
were engaged in covert practices.

The abovementioned results are consistent with the views of the institutional theory, which 
espouses that the role of institutions, laws and regulations on the behaviour of firms through 
coercive and normative isomorphism may influence their tax avoidance activities. In other words, 
in a jurisdiction with quality laws, institutions, and enforcement systems or strict investor protec-
tion regimes, firms are more exposed to risks of litigation and cost. Consequently, to mitigate such 
risk, firms will not employ tax-planning strategies to reduce their tax burden. Therefore, country- 
specific characteristics of an institutional nature such as management quality, regulatory quality, 
auditing quality ethics and culture significantly influence the tax avoidance activities of its firms.

The coefficient for GDP is negative (−0.1036) and significant (p-value < 0.05). This suggests that 
as the GDP increases, ETR decreases, indicating a decrease in tax planning. GDP can influence tax 
avoidance practices in several ways. First, a high GDP generally means higher tax revenue for the 
government, which may incentivise taxpayers to engage in tax avoidance to reduce their tax 
burden. Taxpayers may also be more likely to engage in tax avoidance practices if they perceive 
that the government is not using tax revenue effectively or efficiently. Additionally, a high GDP can 
attract foreign investment and create more business opportunities, which may increase the 
complexity of the tax system and create more opportunities for tax avoidance. This is because 
as the economy grows and becomes more diverse, the tax laws and regulations can become more 
complicated, which may create loopholes and opportunities for tax avoidance. The R-squared 
value of 0.8163 indicates that approximately 81.63% of the variability in tax planning can be 
explained by the independent variables in the model. The F-statistic of 8.3652 with a p-value of 
0.0000 indicates that the model is statistically significant at a 5% level of significance, indicating 
that at least one of the independent variables is significantly related to Tax Planning.

14. Conclusion and recommendations
Tax management is an essential agenda item for managers when making strategic corporate deci-
sions because it contributes significantly to cash savings, which benefit both firms and shareholders. 
For this reason, governments, policymakers and other stakeholders are keen to understand the factors 
affecting firms’ tax avoidance practices. The study examined the sociocultural and institutional factors 
influencing tax avoidance in SSA. The study used a sample of 173 listed firms from eight SSA countries. 
The taxation information was obtained from the firms’ annual reports, whilst the sociocultural and 
institutional data were obtained from the database of World Economic Forum.
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The findings demonstrated that a country’s specific sociocultural and institutional arrangements 
influence its firms’ tax avoidance level. The evidence showed that management quality, regulatory 
quality, auditing quality, culture and ethics influence the level of tax-planning activities of firms in 
SSA. The implication of this result is that firms’ management can use their resources and expertise 
to reduce the amount of tax paid to the government. On the other hand, the government can 
employ institutional structures to prevent firms from engaging in aggressive tax avoidance prac-
tices. Thus, the study contributes to existing literature that explores the determinants of tax 
avoidance in emerging markets. The findings provide a better understanding of tax avoidance 
activities in listed firms in SSA. The results are consistent with the views of the institutional theory, 
which espouses that the role of institutions, laws and regulations on the behaviour of firms 
through coercive and normative isomorphism may influence their tax avoidance activities.
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