IBIMA Publishing

IBIMA Business Review
https://ibimapublishing.com/articles/IBIMABR/2025/491635/
Vol 2025 (2025), Article ID 491635, 12 pages, ISSEN: 1947-3788
https://doi.org/10.5171/2025.491635

Research Article

Do the Performance and Value of the Companies
Influence Corporate Taxation? Empirical Study
on Standard & Poor’s 500 Companies

Alexandra loana VINTILA

Faculty of Finance and Banking, Bucharest University of Economic Studies, Bucharest, Romania
alexandra.vintila@fin.ase.ro

Received date: 25 November 2024; Accepted date: 27 December 2024; Published date: 27 February 2025
Academic Editor: Florin Cornel Dumiter

Copyright © 2025. Alexandra loana VINTILA. Distributed under Creative Commons Attribution 4.0
International CC-BY 4.0

Abstract

The effective corporate tax rate represents an important tool which could help the
management take the best financial decisions within the company. The paper analyzes
whether the company performance and the company value influence the effective corporate
tax rate, used as a proxy for the corporate taxation. The firm performance is represented by
Return on Assets and Return on Equity, while the firm value is expressed as Tobin’s Q and
Price-to-Book ratio. The sample consists of the non-financial companies included in the
Standard & Poor’s 500 index, over the period 2014-2023. Based on the literature review,
there are selected the most relevant factors that could impact the tax burden of the US
companies, and the empirical results suggest that, to reduce the corporate taxation, it is
necessary to increase the performance and the value of the company, and, furthermore,
bigger and older firms register lower effective tax rates.

Keywords: corporate taxation; effective tax rate; company performance; company value; S&P
500 companies.

Introduction policies, as well as to assess the fairness of
the fiscal system (Cao and Cui, 2017).

The corporate income tax represents a

fundamental tool and a highly debated
component of the fiscal system of a country,
due to the impact that it could have on the
financial decisions within a company
(Delgado et al., 2014; Delgado et al., 2018).
The effective corporate tax rate, used as a
proxy for corporate taxation, measures the
overall corporate tax burden and it could
provide policymakers with information to
help them improve the corporate tax

Over the last decades, two competing
theories regarding the effective corporate
tax rate have been put forward, namely: the
political cost theory and the political power
theory. On the one hand, the political cost
theory (Watts and Zimmerman, 1978;
Zimmerman, 1983) predicts a positive
relationship between the firm size and the
effective tax rate, meaning that the greater
visibility of large and successful companies
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exposes them to greater regulatory actions
by the government and, consequently, the
firms are the target of tax provisions which
impact them more aggressively. Given the
fact that taxes represent a part of the total
political costs borne by the companies, the
political cost theory claims that larger firms
have higher effective tax rates. On the other
hand, the political power theory (Siegfried,
1972; Porcano, 1986) suggests a negative
relationship between the firm size and the
effective tax rate. This influence is explained
by the fact that larger companies have
substantial resources for tax planning and
for the adoption of accounting practices that
lower their effective tax rate. Moreover,
larger companies can hire professionals
which could help them reduce the tax
burden of the company, and, thence, the
effective corporate tax rate.

In the literature review, there are identified
studies which highlight both the political
cost theory (Zeng, 2010; Fernandez-
Rodriguez and Martinez-Arias, 2012; Huang
et al, 2013; Delgado et al, 2014; Lazar,
2014; Cao and Cui, 2017; Vintild et al., 2018;
Panda and Nanda, 2020; Fernandez-
Rodriguez et al, 2021; Hendayana et al,,
2024) and the political power theory
(Richardson and Lanis, 2007; Fernandez-
Rodriguez et al.,, 2019; Bubani¢ and Simovi¢,
2021). Moreover, there are a multitude of
factors that can influence the effective
corporate tax rate, such as: financial
leverage (Gupta and Newberry, 1997; Liu
and Cao, 2007; Richardson and Lanis, 2007;
Zeng, 2010; Fernandez-Rodriguez and
Martinez-Arias, 2012; Huang et al.,, 2013;
Delgado et al,, 2014; Fernandez-Rodriguez
and Martinez-Arias, 2014; Lazar, 2014; Cao
and Cui, 2017; Chen et al., 2018; Delgado et
al., 2018; Vintila et al., 2018; Fernandez-
Rodriguez et al,, 2019; James, 2020; Panda
and Nanda, 2020; Bubani¢ and Simovié,
2021; Fernandez-Rodriguez et al, 2021;
Hendayana etal., 2024; Wang, 2024), capital
intensity (Gupta and Newberry, 1997; Liu
and Cao, 2007; Richardson and Lanis, 2007;
Zeng, 2010; Fernandez-Rodriguez and
Martinez-Arias, 2012; Huang et al, 2013;
Delgado et al., 2014; Fernandez-Rodriguez
and Martinez-Arias, 2014; Lazar, 2014; Cao
and Cui, 2017; Chen et al., 2018; Delgado et
al., 2018; Vintila et al.,, 2018; Fernandez-

Rodriguez et al,, 2019; James, 2020; Panda
and Nanda, 2020; Bubani¢ and Simovié,
2021; Fernandez-Rodriguez et al, 2021;
Hendayana et al, 2024; Wang, 2024),
inventory intensity (Gupta and Newberry,
1997; Richardson and Lanis, 2007; Zeng,
2010; Fernandez-Rodriguez and Martinez-
Arias, 2012; Huang et al., 2013; Delgado et
al, 2014; Fernandez-Rodriguez and
Martinez-Arias, 2014; Chen et al, 2018;
Vintild et al., 2018; Bubani¢ and Simovié,
2021; Fernandez-Rodriguez et al, 2021),
research and development intensity (Gupta
and Newberry, 1997; Richardson and Lanis,
2007; Ferndndez-Rodriguez et al, 2019;
James, 2020), liquidity (Vintila et al.,, 2018),
performance (Gupta and Newberry, 1997;
Liu and Cao, 2007; Richardson and Lanis,
2007; Zeng, 2010; Fernandez-Rodriguez
and Martinez-Arias, 2012; Huang et al,
2013; Delgado et al, 2014; Ferndndez-
Rodriguez and Martinez-Arias, 2014; Lazar,
2014; Cao and Cui, 2017; Chen et al., 2018;
Delgado et al, 2018; Vintila et al., 2018;
Ferndndez-Rodriguez et al., 2019; James,
2020; Panda and Nanda, 2020; Bubani¢ and
Simovi¢, 2021; Ferndndez-Rodriguez et al.,
2021; Hendayana et al.,, 2024; Wang, 2024),
firm value (James, 2020), firm age
(Ferndndez-Rodriguez et al, 2019; Panda
and Nanda, 2020), statutory corporate tax
rate (Zeng, 2010; Delgado et al, 2014;
Vintila et al., 2018; Fernandez-Rodriguez et
al, 2021).

The empirical research analyzes whether
the company performance and the company
value could affect the effective corporate tax
rate. The sample consists of the non-
financial companies included in the
Standard & Poor’s 500 index, over a period
of 10 years, from 2014 to 2023. Based on the
literature review, there are selected the
most relevant factors that could affect the
tax burden of the US companies. Thus, the
dependent variable is represented by the
effective tax rate, used as a proxy for the
corporate taxation, the independent
variables are Return on Assets and Return
on Equity, as proxies for the firm
performance, and Tobin’s Q and Price-to-
Book ratio, as proxies for the firm value, and
there are also used control variables which
highlight the indebtedness, capital intensity,
liquidity, firm age, and firm size. There are
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several estimated unbalanced panel data
regression models, with fixed effects and
with random effects, using Stata 18
software, and the empirical results are
interpreted from both a statistical and an
economic standpoint.

Literature Review

The international specialized literature on
corporate taxation is focused on the factors
that could influence the effective corporate
tax rate. Several empirical studies have
been carried out on samples of companies
from the same country, such as China (Liu
and Cao, 2007; Zeng, 2010; Huang et al,
2013; Cao and Cui, 2017; Chen et al., 2018;
Wang, 2024), Germany (Delgado et al,
2018), Spain (Ferndndez-Rodriguez et al.,
2019), United States of America (Gupta and
Newberry, 1997), Croatia (Bubani¢ and
Simovi¢, 2021), Indonesia (Hendayana etal.,
2024), India (Panda and Nanda, 2020),
Romania (Lazar, 2014), Australia
(Richardson and Lanis, 2007), whereas a
few econometric studies have analyzed the
determinants of effective tax rate in
multiple countries, respectively European
countries (Delgado et al.,, 2014; Vintild et al,,
2018), BRICS countries (Fernandez-
Rodriguez and Martinez-Arias, 2014;
Fernandez-Rodriguez et al, 2021), MINT
countries (Ferndndez-Rodriguez et al,
2021).

Two of the first researchers that analyzed
the effective corporate tax rate are Gupta
and Newberry (1997) who focused on six
factors that could affect the corporate tax
burden, namely: firm size, capital structure,
capital intensity, inventory intensity,
research and development intensity, and
firm performance. The empirical results
suggested that financial leverage used as a
proxy for capital structure, inventory
intensity, and return on assets used as a
proxy for firm performance have a positive
impact on effective tax rate, capital intensity
and research and development intensity
negatively affect the tax burden, while firm
size was found to be statistically
insignificant.

Moreover, in a scientific paper (Cao and Cui,
2017), there are analyzed the determinants

of the effective tax rate of Chinese
companies over the period 2008-2015; the
reason why Cao and Cui (2017) chose 2008
as the first year was that 2008 was the year
that China introduced a new corporate
income tax law and decreased the statutory
tax rate from 33% to 25%. The authors
identified a positive impact of firm size and
non-operating expense, while leverage,
capital intensity, return on assets,
preferential tax rate and investment gain
have a negative influence on effective tax
rate. Chen et al. (2018) and Zeng (2010)
consider that state ownership and
ownership concentration have a significant
impact on tax reporting practices in China,
given the fact that Chinese listed firms have
high levels of state ownership and
ownership concentration. The studies show
that companies with more shares held by
the largest, respectively the five largest
shareholders, pay low taxes. However, Liu
and Cao (2007) identified a positive
influence of ownership concentration on
effective tax rate of Chinese companies. The
tax burden of Chinese listed companies is
also analyzed by Huang et al. (2013), who
identified four key determinants,
respectively firm-specific attributes,
ownership structure, industry upgrading,
and tax reforms. The findings suggest that
while there is a positive linear relation
between firm size, capital intensity,
inventory intensity and effective tax rate,
between financial leverage and effective tax
rate there is a non-linear relation, meaning
that tax rates are negatively related to
leverage, but the relationship becomes less
negative as leverage keeps increasing. A
positive impact of firm size and a negative
influence of financial leverage was also
disclosed by Lazar (2014), using a sample of
Romanian non-financial companies listed
on the Bucharest Stock Exchange. Contrary
to Huang et al. (2013), Lazar (2014)
identified that capital intensity has a
negative influence, and return on assets has
a positive impact on effective tax rate. The
political cycle of Provincial Party
Congresses has also an important impact on
the effective tax rate in China (Wang, 2024).
Thus, effective tax rate rises in the year
before and during the Provincial Party
Congresses, and then declines. Wang (2024)
also indicates a positive influence of the
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debt level of the company, and the negative
impact of fixed assets and return on assets
on the effective tax rate of Chinese
companies.

In two interesting empirical research
studies, there are investigated, on the one
hand, the determinants of the effective tax
rate of the companies from the European
Union (Delgado et al, 2014), and, on the
other hand, the relationship between
company size and effective tax rate of
German companies (Delgado et al,, 2018),
over the period 1992-2009, using quantile
regression models. The studies disclose a
positive impact of the leverage (Delgado et
al,, 2014; Delgado et al., 2018), the company
size (Delgado et al, 2014), the capital
intensity (Delgado et al, 2014), the
inventory intensity (Delgado et al, 2014),
contrary to return on assets which impacts
positively (Delgado et al, 2014) or
negatively (Delgado et al, 2018) the
effective tax rate. The determinants of
effective tax rate are also analyzed in the
BRICS and MINT countries (Ferndndez-
Rodriguez et al, 2021), and the empirical
results relieve a positive influence of firm
size, inventory intensity and government
effectiveness, and a negative impact of
leverage, capital intensity, profitability, firm
growth, on the tax burden for firms in
emerging countries. Fernandez-Rodriguez
and Martinez-Arias (2014) have similar
approaches, studying the factors affecting
the effective tax rate of companies from
BRIC countries, over the period 2000-2009,
using a generalized method of moments
estimation. The same group of authors
(Fernandez-Rodriguez and Martinez-Arias,
2012) identified the factors affecting tax
burden of companies in China and the
United States and concluded that US firms
have higher effective tax rates than Chinese
firms, and there is a non-linear relationship
between firm size, firm leverage,
respectively capital intensity, and effective
tax rate. Moreover, Fernandez-Rodriguez et
al. (2019) found out that ownership
structure and firm size have a meaningful
influence on tax burden of Spanish
companies. Thus, state-owned enterprises
present lower effective tax rates than non-
state-owned enterprises, and firm size
negatively affects tax burden, meaning that

larger companies have a lower effective tax
rate.

According to Vintila et al. (2018), liquidity
represents another factor that could
influence the effective corporate tax rate.
The study is carried out on a sample of
companies listed on five Eastern European
stock exchanges, covering the period 2000-
2016. The empirical results suggest that
companies with higher liquidity rates,
capital and inventory intensity, profitability,
and more indebtedness, register a higher
effective tax rate. Furthermore, Hendayana
et al. (2024) also identified a positive
influence of firm size and financial leverage
on the effective tax rates of the LQ45
companies listed on the Indonesia Stock
Exchange, over the period 2019-2022.
However, a negative impact of firm size and
financial leverage and a positive influence of
inventory intensity on the effective tax rate
was identified by Richardson and Lanis
(2007), and Bubanié¢ and Simovié (2021).
Moreover, asset profitability positively
affects the effective tax rate of Australian
companies (Richardson and Lanis, 2007),
and negatively impacts the tax burden of the
Croatian firms (Bubani¢ and Simovi¢, 2021).

The receptiveness of effective tax rate to
firm characteristics is analyzed by Panda
and Nanda (2020), on a sample of Indian
manufacturing companies, from 2007 to
2017. Thus, firm size, non-debt tax shield,
return on assets, and firm growth rate have
a positive impact on effective tax rate, as
opposed to asset tangibility which
negatively affects the corporate taxation.
James (2020) examined the relation
between CEO age and tax planning, and
considered that CEO age positively affects
the cash and GAAP effective tax rates, and
negatively influences the permanent book-
tax difference, suggesting that the older the
CEO is, the less likely he is to take measures
to reduce the company tax burden.

Based on the research framework, the
following hypotheses are formulated:

Hypothesis 1: Company performance
negatively impacts the effective tax rate
(Huangetal, 2013; Cao and Cui, 2017; Chen
et al, 2018; Delgado et al., 2018; Bubani¢
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and Simovié, 2021; Fernandez-Rodriguez et
al, 2021; Wang, 2024).

Hypothesis 2: Company indebtedness has a
negative influence on the effective tax rate
(Liu and Cao, 2007; Richardson and Lanis,
2007; Huang et al,, 2013; Lazdr, 2014; Cao
and Cui, 2017; Bubani¢ and Simovi¢, 2021;
Fernandez-Rodriguez et al., 2021).

Hypothesis 3: Capital intensity negatively
affects the effective tax rate (Gupta and
Newberry, 1997; Richardson and Lanis,
2007; Lazar, 2014; Cao and Cui, 2017; Chen
et al, 2018; Panda and Nanda, 2020;
Ferndndez-Rodriguez et al, 2021; Wang,
2024).

Hypothesis 4: Liquidity exerts a positive
impact on the effective tax rate (Vintila et al.,
2018).

Hypothesis 5: Company size has a negative
influence on the effective tax rate
(Richardson and Lanis, 2007; Fernandez-
Rodriguez et al., 2019; Bubani¢ and Simovié,
2021).

These hypotheses are tested within the
empirical models regarding the
determinants of the effective tax rate of the
S&P 500 companies.

Research Methodology
Database and Research Variables

To analyze whether the company
performance and the company value, along
with other factors, affect the -effective
corporate tax rate, there were sampled data
from Thomson Reuters Eikon platform, for
the non-financial companies included in the
Standard & Poor’s 500 index, over the
period 2014-2023, cumulating a total
number of 4420 statistical observations.
The dependent variable is represented by
the effective tax rate, while the independent
variables are represented by financial
indicators that measure the company
performance (expressed both as Return on
Assets and Return on Equity) and the
company value (expressed both as Tobin’s
Q and Price-to-Book ratio). The detailed
presentation of all the variables is
highlighted in Table 1.
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Table 1. Variables description

Variable | Symbol | Calculati | Auth
Dependent variable
Gupta and Ne\\berry {199?), Lm and Cac [2007); Richardson and Lanis (2007);
Zeng (2010); F and Marti Arias [2012] Huang et al.
Corporate income  tax | [2013); Delgado etal. [2014); F andez-Rodri; and (2014);
Effective Tax Rate ETR expense [ Earnings before | Lazir (2014); Cao and Cui (2017); Chen et a] ("EHB] Delgado et al. (2018);
taxes Vintil3 et al. (2018); Fernandez-Rodriguez et al, (2019); James [2020); Panda and
Manda (2020); Bubanié and Simovié (2021); Ferndndez-Rodriguez et al. (2021);
Hendayana et al. (2024); Wang (2024]
Independent variables
Gupta and Newberry (1997); Liu and Cae (2007); Richardson and Lanis (2007);
Zeng (2010); F and M Arias [ZUJZ] Huang et al.
(2013): Delgado etal. [2014); F andez-Rodriguez and ias (2014);
Return on Assets ROA Net income / Total assets Lazir [2014); Cao and Cui (2017); Chen et al. (2018); Delgado et al. (2018);
Vintili eral. (2018); Fernindez-Rodriguez et al. (2019); James (2020); Panda and
Nanda (2020); Bubanié and Simovié (2021); Ferndndez-Rodriguez et al. (2021);
Hendayana et al. (2024} Wang (2024)
Return on Eguity ROE Ner income ,/ Equity Vintili et al. (2018); Bubanié and Simovié [2021)
[Market value of equity +
Tobin's § TQ Bock value of debt] / Total | James [2020)
assets
Price-to-Bock ratio PEV Market; vahie of_ B | heneral. (2018)
Book value of equity
Control variables
Lin and Cac (2007); Zeng (2010); Ferndndez-Rodriguez and Martinez-Arias
(2012); Huang et al. (2013); Delgado et al. (2014); Fernandez-Rodriguez and
Total indebtedness TDET Total debt / Total assets Martinez-Arias (2014); Lazir (2014); Chen et al. (2018); Delgado et al. (2018);
Vintil3 et al. (2018); Fernandez-Rodriguez et al. (2019); James (2020); Bubanié
and Simovié (2021); Ferndndez-Rodriguez etal, (2021); Wang (2024)
. Longterm debt / Total [ Gupta and Newber 1997); Richardson and Lanis (2007); Cac and Cui (2017);
Long-term indebtedness LIDET assegts ! \ulnptﬂé etal (2018 ryP(anda gm:l Nanda (2020) ¢ ) (017
Gupta and Ne\\berry {199?), Lm and Cac [ZU'D?] Richardson and Lanis (2007);
Zeng (2010); F and Marti Arias [ZUJZ] Huang et al.
(2013): Delgado etal. [2014); F andez-Rodriguez and ias (2014);
Capital intensity CAPINT | Fixed assets / Total assets Lazir [2014); Cao and Cui (2017); Chen et al. (2018); Delgado et al. (2018);
Vintili eral. (2018); Fernindez-Rodriguez et al. (2019); James (2020); Panda and
Nanda (2020); Bubanié and Simovié (2021); Fernandez-Rodrizuez et al. (2021);
Hendayana et al. (2024} Wang (2024)
Liquidity LIg ]Cl:;ﬁ;; assets [ Current| yoo0s ool (2018)
Natural logarithm of number
Company age CAGE of years since E and driguez et al. (2019); Panda and Nanda [2020)
public listing
Gupta and Ne\\berry {199?), Lm and Cac [ZU'D?] Richardson and Lanis (2007);
Zeng (2010); F and M Arias [2012] Huang et al.
2 Natural logarithm of total (2033] Delzado etal. [201.4)" ndez Rodriguez and ias (2014);
Company size CSIZE Lazir [2014): Cao and Cui (2017); Chen et al. (2018); Delgado et al. (2018);
sl Vintil3 et al. (2018); Fernindez-Rodriguez et al. (2019); James (2020); Panda and
Nanda (2020); Bubanié and Simovié (2021); Ferndndez-Rodriguez et al. (2021);
Hendayana et al. (2024)
1 for the years with Covid-19
Covid-19 pandemic crisis CovID pandemic crisis, and 0 | Variable proposed by the author to be integrated in the empirical models
otherwise

Source: author’s own processing

Alongside the variables included in the
previous studies, there was proposed and
used a new control variable represented by
a dummy variable which analyzes the
impact that Covid-19 pandemic crisis had
on the effective tax rate of the S&P 500
companies, given the fact that the analyzed
period also includes the Covid-19 pandemic

crisis.

Descriptive Statistics and Correlation
Analysis

Table 2 reports the descriptive statistics,
namely the mean, median, minimum,

maximum and standard deviation, for all the
variables included in the econometric
analysis. The variables are winsorized at the
5thand 95t percentiles, to reduce the effects
of the outliers. The descriptive statistics
indicate that the mean of the effective tax
rate of the S&P 500 companies, over the
period 2014-2023, is 20.34%, while the
median is 21.51%. Regarding the firm
performance, the average return on equity
is greater than the average return on assets,
while the firm value expressed as Tobin’s Q
has a mean of 2.29, and expressed as Price-
to-Book ratio has an average of 5.71.
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Table 2. Descriptive statistics

Variable Mean Median Min Max SD
ETR .2034 2151 -0.0433 .3927 1165
ROA .0751 .0632 -0.0219 2132 .0612
ROE 2149 .1649 -0.0697 7745 .2038
TQ 2.2928 1.73 0.6900 6.59 1.5983
PBV 5.7094 3.73 -4.3100 24.67 6.4711
TDBT 4596 4471 0.0037 .996 .2499
LTDBT .2829 2775 0.0001 .6104 1601
CAPINT .2639 1581 0.0283 .8475 2477
LIQ 1.6609 1.4035 0.5798 4.0325 .9202
CAGE 3.2301 3.2581 1.3863 4.625 .8648
CSIZE 23.5657 23.5819 21.4840 25.6714 1.1445
COVID 3 0 0.0000 1 4583

Source: author’s own processing

Table 3. Correlation matrix

Table 3 presents the correlation matrix of the variables used in the empirical models.

Variable 1 2 3 4 5 6
1.ETR 1.0000

2.ROA -0.0572 1.0000

3.ROE -0.0274 0.6587 1.0000

4.TQ -0.0793 0.2340 0.1446 1.0000

5. PBV -0.0487 0.1185 0.1843 0.5953 1.0000

6. TDBT 0.0257 | -0.2666 0.3746 | -0.0741 0.0515 1.0000
7. LTDBT -0.0171 ] -0.2603 0.2056 | -0.0471 0.0349 0.8775
8. CAPINT 0.1189 | -0.0189 ] -0.0116 0.0089 0.0312 0.0268
9. LIQ -0.0852 0.3919 | -0.0075 0.0938 | -0.0164 ] -0.4227
10. CAGE 0.0366 0.0453 0.0776 | -0.0892 | -0.0254 0.0889
11. CSIZE -0.0693 | -0.3381 | -0.1278 | -0.1480| -0.0339 0.2637
12.

COVID -0.1898 0.0424 0.0627 0.0939 0.0710 0.0115
Variable 7 8 9 10 11 12

7. LTDBT 1.0000

8. CAPINT 0.0689 1.0000

9.LIQ -0.2438 | -0.1246 1.0000

10. CAGE 0.0121 0.0447 | -0.1196 1.0000

11. CSIZE 0.1844 0.1339 | -0.3889 0.0902 1.0000

12.

COVID 0.0225 0.0037 | -0.0153 0.0399 0.1045 1.0000

Source: author’s own processing

There can be observed positive and strong
correlations only between the company
performance variables, the firm value
variables, and the company indebtedness

variables, meaning that these indicators will
be used in distinct regression models.
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Empirical
Results

Analysis and Regression

To analyze the impact of the determinants
on the effective tax rate of the S&P 500
companies, from the period 2014-2023,
there are estimated multiple regression
models, with unbalanced panel data, with

fixed effects and random effects, using Stata
18 software. In Table 4, there are
highlighted the empirical results for the
fixed effects (FE) regression models, and, in
Table 5, there are presented the
econometric results for the random effects
(RE) regression models.

Table 4. Determinants of the effective tax rate (fixed effects models)

Variable Model Model Model Model Model Model Model Model
ETR: (FE) | ETR: (FE) | ETRs (FE) | ETR4 (FE) | ETRs (FE) | ETRe (FE) | ETR- (FE) | ETRs (FE)
ROA 4611 | -47627 | _46** | -.4759%
(.046) (.046) (.0456) (.0457)
ROE _1319%% | -1271%* [ -1316%* | -1271%
(.0138) (.0134) (.0138) (.0134)
TQ 0005 0003 0008 0006
(.0022) (.0022) (.0023) (.0023)
PBV 0003 0004 0002 0003
(.0004) (.0004) (.0004) (.0004)
TDBT - 0666*** - 0668*** -0065 -0072
(.015) (0149) (.017) (017)
LTDBT 14165 _1423%%* _ 0687 _0699%**
(.0237) (.0237) (.025) (.025)
CAPINT -0848** | -.0952*** [ -0867** | -.0975** | -0594 -0665* -0607 -0682*
(.0369) (.0369) (.0369) (.0369) (.0389) (.0389) (.0389) (.0389)
LIQ ~005 ~0016 -0049 ~0016 -007* _0065* _007* -0065
(.0039) (.0038) (.0039) (.0038) (.004) (.0039) (.004) (.0039)
CAGE -0562%** | -056** | -.0558%* | -0557** | -.0556** | -0554** | -0549%* | -0549%*
(.0115) (.0115) (.0115) 0114) (.012) 012) (012) (.012)
CSIZE _0544** | - 054%+ | 05454 | _o54** | -0524** | -0525%* | -0525%* | -0526%*
(.0057) (.0056) (.0057) (.0056) (.0059) (.0058) (.0058) (.0058)
COVID _015%* | -0147%* | -0152%% | -015%* | -0149%* | -0145%* | -0149%% | -0145%*
(.0036) (.0036) (.0036) (.0036) (.0038) (.0038) (.0038) (.0038)
C 177512 | 1770 | 1.7741%** | 1.7694** | 1.6888** | 1.7056*** | 1.6896*** | 1.7054%*
(.1238) (.1226) (.1237) (.1224) (1275) (.1266) (1273) (.1265)
Srll’:em“ 3441 3441 3440 3440 3265 3265 3264 3264
R? 1418 1463 1416 1461 1348 1371 1346 1369

Source: author’s own computation using Stata 18 software
Standard errors are displayed in brackets.
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Table 5. Determinants of the effective tax rate (random effects models)

Variable Model Model Model Model Model Model Model Model
ETR: (RE) | ETR: (RE) | ETRs (RE) | ETR: (RE) | ETRs (RE) | ETR6 (RE) | ETR- (RE) | ETRs (RE)
ROA _3508%* | -363** | -3644%* | -3766%*
(.0413) (.0414) (.0409) (.041)
ROE _1027%% | -0915%* | -1056%* | -.0944*
(.0124) (.0119) (.0124) (.0118)
TQ “0041%F | -.0041% ~0038** | -.0041*
(.0017) (.0017) (.0017) (.0017)
PBV -.0001 -0001 -.0002 -.0002
(.0003) (.0003) (.0003) (.0003)
TDBT -0216* -.022* 0273* 0288**
(0114) (0114) (0136) (.0135)
LTDBT - 0661*** - 0665*** -0196 -0177
(.0177) (.0177) (.0193) (.0193)
CAPINT 0434+ | 0454%% | 0426%* | .0447%* | 0467 | .0458** | 0461*** | 045+
(.0159) (.0159) (.0159) (.0159) (.0165) (.0165) (.0165) (.0165)
LIQ _0054* ~0047 _0054* ~0047 0078 | -0097%%* | -0079* | -.0099%
(.0032) (.003) (.0032) (.0031) (.0032) (.0031) (.0032) (.0031)
CAGE -0043 -.0048 -0039 -0044 -0036 -0038 -0032 -0033
(.0039) (.0039) (.0039) (.0039) (.004) (.004) (.004) (.004)
CSIZE -0257%* | -0257%* | 02540 [ _o0254% | -0248%* | -o024%* [ -0244%* | -0236**
(.003) (.003) (.003) (.003) (.003) (.003) (.003) (.003)
COVID -033** | -0327** | -0342%% | -0339%* | -0327%* | -0329%* | -0337** | -034%*
(.0034) (.0034) (.0034) (.0034) (.0035) (.0035) (.0035) (.0035)
C 8841+ | 8932%% | 8682%* | .8772%* | .8362%** | 8363** | .8197*** | .8183***
(.0718) (0717) (0715) (0713) (.0735) (.0735) (073) (0731)
Srll’:er"at‘ 3441 3441 3440 3440 3265 3265 3264 3264
R? 1098 1139 1094 1134 1052 1056 1048 1053

Source: author’s own computation using Stata 18 software. Significance level: *** p<.01, ** p<.05, * p<.1.

Standard errors are displayed in brackets.

The company size represents one of the
most used factors in the analysis of the
determinants of the corporate tax burden.
The company size has a negative influence
on the tax burden, being in accordance with
the political power theory, that suggests a
negative relationship between firm size and
effective tax rate. Thus, hypothesis 5 is
accepted (Richardson and Lanis, 2007;
Ferndndez-Rodriguez et al., 2019; Bubani¢
and Simovié, 2021), meaning that the S&P
500 companies, which are larger
companies, have more resources for tax
planning, and also have a greater influence
on regulators, trying to lower their effective
tax rate. Alongside the company size, the
company performance, represented by
Return on Assets and Return on Equity, and

the company value, expressed as Tobin’s Q,
negatively affect the effective tax rate. More
profitable and more valuable firms are more
efficient and have more tax planning
instruments to reduce the tax burden.
Therefore, hypothesis 1 is accepted (Huang
et al.,, 2013; Cao and Cui, 2017; Chen et al,,
2018; Delgado et al, 2018; Bubani¢ and
Simovié, 2021; Fernandez-Rodriguez et al,,
2021; Wang, 2024).

Regarding the company indebtedness, it is
observed a negative influence of long-term
debt on the effective tax rate. Given the fact
that interest expenditures, associated with
debt financing, are tax deductible, while
dividends, associated with equity financing,
are not, companies with higher long-term
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debt have a lower effective tax rate
(Richardson and Lanis, 2007; Cao and Cui,
2017). However, total debt has both a
positive and a negative impact on tax
burden, meaning that hypothesis 2 is
rejected. Moreover, fixed assets are also
important in the context of taxation,
because depreciation and amortization are
tax-deductible expenses. In the empirical
analysis, capital intensity negatively affects
the tax burden only in the fixed effects
models, showing that, the greater the
investment in tangible assets, the greater
the tax saving from the depreciation and
amortization expenses, and the lower the
effective corporate tax rate (Gupta and
Newberry, 1997; Richardson and Lanis,
2007; Lazar, 2014; Cao and Cui, 2017; Chen
et al, 2018; Panda and Nanda, 2020;
Fernandez-Rodriguez et al, 2021; Wang,
2024). Thus, hypothesis 3 cannot be
accepted. Hypothesis 4 is also rejected,
because liquidity negatively impacts the
effective tax rate of the S&P 500 companies.
The company age also negatively affects the
effective tax rate. Older companies have
more experience and are expected to bear a
lower tax burden. Besides, older companies
tend to use more debt financing, and an
increased level of debt reduces the tax
burden. Relating to the new control variable
proposed, it can be observed that the Covid-
19 pandemic crisis had a beneficial effect on
the company taxation, because, during the
Covid-19 period, the effective tax rate of the
S&P 500 companies decreased.

Conclusion

The paper investigated whether the
company performance and the company
value affect the effective tax rate, using a
sample of non-financial companies included
in the Standard & Poor’s 500 index, over the
period 2014-2023. Based on the literature
review, there were selected the most
relevant variables which could influence the
tax burden and, because the period
analyzed includes the Covid-19 pandemic
crisis, there was also included a new control
variable which determined whether the
Covid-19 period had an impact on the
corporate taxation.

The empirical results highlighted, mainly,
the negative influence of the factors on the
effective tax rate. The factors which
negatively affect the tax burden are
represented by company performance
(Huangetal, 2013; Cao and Cui, 2017; Chen
et al,, 2018; Delgado et al., 2018; Bubani¢
and Simovi¢, 2021; Ferndndez-Rodriguez et
al, 2021; Wang, 2024), company value
expressed as Tobin’s Q, long-term
indebtedness (Richardson and Lanis, 2007;
Cao and Cui, 2017), liquidity, company age,
company size (Richardson and Lanis, 2007;
Fernandez-Rodriguez et al., 2019; Bubani¢
and Simovié, 2021), and the Covid-19
pandemic crisis. However, the total
indebtedness and the capital intensity had
both a positive and a negative influence on
the effective tax rate, while Price-to-Book
ratio, used as a proxy for firm value, was
statistically insignificant.

In conclusion, the results of the empirical
study showed that US companies can reduce
their effective tax rate through a multitude
of factors, and the pandemic period helped
firms reduce their corporate taxation.
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