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The Effect of Tax Expense Management and CSR Ratings on Investor  
Evaluations of Equity Value  

 
ABSTRACT 

 
Recent archival literature finds that investors positively value tax management activities that 
reduce taxes paid. Yet recent press suggests a negative backlash against companies that do not 
pay their “fair share” in taxes. Little empirical evidence exists regarding investor perceptions of 
tax management. We posit that corporate tax activities are related to corporate social 
responsibility (CSR) and may be a component of CSR. We predict the interaction of tax 
management and CSR performance influences investor pricing behavior. We examine the impact 
of effective tax rates (ETRs) and CSR ratings on participants’ estimates of fundamental value 
and perceptions about CSR.  

We find, in the absence of any other CSR information or when a firm has poor CSR 
performance, investors perceive firms that pay more taxes as more socially responsible than 
firms that successfully manage taxes downward. However, when CSR performance is high, tax 
management does not influence perceptions about CSR. Also, investors do not always price 
according to their perceptions of CSR.  Although investors may perceive firms that pay more 
taxes as more socially responsible, they do not differentially price firms for taxes paid (or tax 
management) when CSR performance is low. When CSR performance is high, investors reward 
the firms that most effectively manage taxes – not the firms that pay more. We only find a price 
premium for firms that have both good CSR ratings and effectively manage their taxes. Our 
results are consistent with an interactive effect of CSR performance and tax management on 
investor estimates of firm value. 
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The Effect of Tax Expense Management and CSR Ratings on Investor  
Evaluations of Equity Value  

 
INTRODUCTION AND MOTIVATION 

 
For some corporations, the relation between their reputation for corporate social 

responsibility (CSR) and tax aggressiveness has come under increased scrutiny.  For example, in 

2012, the UK parliament investigated Starbucks and a number of other companies because they 

seemed to be successful, profitable businesses but were paying little or no tax to the UK.  

Starbucks gave the same argument used by other large multi-national companies with low 

effective tax rates – they were doing nothing illegal. However, activists and protestors were not 

satisfied with this answer and eventually Starbucks succumbed. The company announced it 

would voluntarily pay 20 million pounds in tax to the UK over the next two years, whether the 

company was profitable or not (Christians 2013). Kris Engskov, the managing director of 

Starbucks U.K. said they were doing this “because our customers have said to us that they think 

we can and should do more” (Christians 2013 p. 637).  

In contrast, other corporations seem to have used their CSR activities to deflect concerns 

or criticism about corporate taxes.  Dowling (2013) notes that the press has reported on GE’s 

ability to earn substantial income, but eliminate its taxable income.  He posits that GE’s ability to 

focus the public’s attention on its environmental efforts has allowed it to avoid paying corporate 

taxes with little impact to its corporate reputation. 

Despite these anecdotes, however, little is known about how investors view paying taxes 

in relation to corporate social responsibility.  Dowling (2013) suggests that a key question that 

needs to be addressed is whether the obligation to pay the corporate income tax is considered to 

be a fundamental aspect of CSR.  Further, if it is considered to be an aspect of CSR, how it 

relates to other aspects of CSR is an additional question that needs to be addressed.  We propose 

to address the call to determine how paying corporate taxes is viewed in relation to CSR by 
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focusing on investors’ estimates of the fundamental value of the firm and perceptions of the CSR 

performance of the firm. 

We conduct an experiment with MBA students to examine how they value the equity of a 

corporation that pays more or less taxes (as measured by effective tax rates) relative to the 

average for its industry, and has either a high or low CSR rating relative to its industry. We also 

ask them about their perceptions regarding the quality of the firm’s CSR performance to 

determine whether taxes have an impact on this perception.  

We find, in the absence of any other CSR information or when a firm has poor CSR 

performance, investors perceive firms that pay more in taxes as more socially responsible than 

firms that successfully manage taxes downward. However, when CSR performance is high, tax 

management does not influence perceptions about CSR. Also, investors do not always price 

according to their perceptions of CSR.  Although investors may perceive firms that pay more 

taxes as more socially responsible, they do not differentially price firms for taxes paid (or tax 

management) when CSR performance is low. When CSR performance is high, investors actually 

reward the firms that most effectively manage taxes – not the firms that pay more. In fact, we 

find firms only benefit from a price premium when they have both good CSR ratings and 

effectively manage their taxes.  Our findings suggest that good tax management cannot 

compensate for poor CSR performance, and good CSR performance cannot compensate for poor 

tax management. Our results are consistent with an interactive effect of CSR performance and 

tax management on investor estimates of firm value.  These results provide some preliminary 

evidence about the situations in which managers can expect that their actions related to tax 

management will impact fundamental value and investor perceptions of the firm’s corporate 

social responsibility.  
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These findings make several contributions to both the effective tax rate literature and the 

corporate social responsibility literature. Davis, Guenther, Krull, and Williams (2016) find a 

negative association between CSR and cash ETRs, which suggests managers do not view paying 

taxes as an element of CSR. Other studies provide evidence that socially responsible firms are 

likely to pay more in taxes (Lanis and Richardson 2012; Hoi, Wu, and Zhang 2013). Watson 

(2015) shows that in either case, the association is attenuated by firm profitability. These studies 

focus on managerial actions and the association between CSR and tax management. Our study is 

the first to investigate investor perceptions and behavior in response to the firm’s level of CSR 

and tax management. 

Our study is also the first to examine experimentally investor responses to tax 

management and the first to examine the joint effect of tax management and CSR on the 

fundamental value of the firm. An experimental methodology is particularly valuable in this 

investigation because we are able to isolate the impact of investors’ views regarding effective tax 

rates (ETRs) and CSR ratings on the firm’s price from other confounding factors that impact 

share prices in archival based studies. By controlling the levels of each, we are able to determine 

how investors respond to changes in both tax management and CSR.  In addition, by examining 

perceptions about corporate social responsibility, we are able to begin to address whether 

investors consider tax management as part of the firm’s corporate social responsibility.   

THEORY AND HYPOTHESES 

Valuation of Corporate Social Responsibility 

The traditional view of a corporation is that its goal is to maximize shareholder wealth. 

Agency theory largely summarizes the traditional relationship between managers and 

shareholders (Fama 1980, Fama and Jensen 1983). Any activities outside this relationship are 

considered to be in opposition to the goal of maximizing corporate profit. While many would 
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argue that socially responsible activities are always good for the corporation’s bottom line and 

lead to increased shareholder wealth, Moser and Martin (2012) argue that some managers may 

invest in socially responsible activities that do not have a net positive return and may hurt 

shareholder wealth.  Agency theory suggests managers should only engage in CSR activities that 

maximize profit (Scholes, Wolfson, Erickson, Maydew, and Shevlin 2005).   

Although agency theory explains why a firm might engage in only profit maximizing 

CSR, prior research has demonstrated that investors may not only make decisions based on the 

profit-maximizing objective but are also influenced by their affective responses to companies. In 

particular, Lucey and Dowling (2005) note that the image of a stock or company can invoke 

feelings that will influence the decisions of investors.  Elliott, Jackson, Peecher, and White 

(2014) examine the role of emotions with respect to a corporation’s CSR reputation and 

reporting and find that investors who are not explicitly asked to assess the CSR activities of 

companies are more likely to estimate higher firm value when there is positive CSR performance 

and lower firm value when there is negative CSR performance. Their results suggest investors 

may bid up the price of a firm that engages in positive CSR activities because of an affective 

response to those activities – regardless of whether the CSR activities are profitable. Based on 

the Elliott et al. (2014) findings, we expect investors in our study will have higher affect for the 

firm’s CSR and price the firm higher when it has a higher CSR rating from an independent rating 

agency.  

Valuation of Tax Management 

Investors may positively value CSR ratings, but it is not clear how investors view paying 

taxes or how those views will translate into firm value. Dowling (2013) suggests that corporate 

taxes could be viewed in several possible ways. Specifically, he characterizes the “corporate tax 

game” into three categories: (1) the spirit of the law is determined by society in general; (2) the 
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spirit of the law is determined by the IRS or taxing authority; and (3) the spirit and intent of the 

law are bound together. The first category implies that companies should follow the spirit of the 

law as set forth by the general sentiment of the population, which suggests firms have an 

obligation to pay their fair share of taxes. Under this view, tax management imposes a cost on 

society because the additional burden to meet public needs falls on other taxpayers. The second 

category suggests firms should follow the spirit of the law, which is determined by the taxing 

authority. In this case, the corporation is allowed to negotiate with taxing authorities on 

settlements and obligated only to pay the amount of taxes that results from these negotiations – 

not necessarily what society at large considers to be its “fair share.” Finally, binding the letter of 

the law with the spirit of the law results in a view of the taxing authority as extracting economic 

rents from the corporation. As a result, tax management by the corporation becomes a legitimate 

effort to protect its wealth from appropriation by the government.  

A fundamental question, then, is how investors believe the corporation should act in the 

tax setting. If managers are required only to consider the needs of equity shareholders, they 

should pursue all legal strategies to maximize after-tax wealth. This view corresponds most 

closely to the traditional view of taxes as an expense to be minimized and to Dowling’s third 

category that suggests firms should avoid taxes as much as possible.1 On the other hand, some 

may consider the payment of corporate taxes to be a social responsibility because the payments 

are used to fund public goods in society (Freedman 2003, Landolf 2006, and Friese, Link, and 

Mayer 2008). Corporations that contribute significantly to public goods (through tax payments) 

in the communities in which they operate might be perceived as more socially responsible. If 

managers should consider the governments of the jurisdictions in which they operate and the 

                                                            
1 Although we are agnostic in our study as to whether the tax management activities breach the legal limit, 
Dowling (2013) notes that the third view leads to tax evasion at the extreme. Under his third category, firms 
should consider the probability of detection and penalties, and minimize taxes by “any means available” (p.3). 
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constituents of the public benefits provided by those governments, then perhaps they should 

exert less effort in minimizing their taxes. This argument corresponds to Dowling’s first view of 

the corporation where society expects the company to fulfill its moral obligation to pay its fair 

share of taxes. This argument suggests paying taxes is a component of CSR meaning investors 

will perceive high-tax-paying firms as more socially responsible. 

The findings in Elliott et al. (2014) might seem to suggest a positive association between 

stock prices and paying taxes if paying taxes is a component of CSR. However, Elliott et al.’s 

(2014) experiment does not explicitly identify whether the CSR activities are profit-maximizing 

or not. Therefore, it is still not clear whether investors are willing to pay a premium for non-

profit maximizing CSR activities. In addition, Elliott et al.’s (2014) study provided the first 

initial evidence about an affective response to a wide array of CSR activities (e.g. employee 

safety, philanthropy, labor issues, environmental issues); however, it is possible investors react 

differently to various types of CSR activities – such as paying taxes. Also, a company’s CSR 

performance in other areas may influence investors’ affective reaction to the company’s tax 

performance.   

In addition, there is at least one other possible perspective. Firms may be better able to 

fulfill their social responsibility towards the communities in which they operate by reducing their 

taxes paid and using those savings to contribute to their communities directly. In other words, the 

argument is that corporations are better equipped than governments to efficiently use those funds 

for the benefit of the community. If the average investor aligns with this view, investors will 

positively value tax management. In this case, investors may perceive tax management (rather 

than “paying taxes”) to be an important component of CSR.2  

                                                            
2 To control for variations in fundamental views about taxes, we include as covariates participants’ responses to 
two questions designed to capture this view. See Table 1 and Table 2 for a description of the two questions. 
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To date, there is limited research on how investors view the role of the corporation in the 

tax setting as it relates to profit maximization and corporate social responsibility. Prior archival 

studies provide evidence that firms with successful tax management achieve higher stock prices 

than firms that pay more in taxes. For example, recent work by archival researchers generally 

finds an average positive equity valuation of both tax avoidance and tax aggressiveness (Desai 

and Dharmapala 2009; Drake et al. 2015; Frischmann, Shevlin, and Wilson 2008; Koester 2011; 

Song and Tucker 2008).3  Although these studies point to a stock price premium for companies 

that pay less in taxes, they do not provide any direct evidence about investor perceptions 

regarding the corporate duty to pay taxes. On the one hand, investors may bid up the price of 

low-tax paying firms because they believe taxes are a general expense to be minimized. On the 

other hand, investors may perceive high-tax paying firms as more socially responsible but still be 

unwilling to pay a premium for this non-profit maximizing CSR activity. Or, following the third 

possible perspective, investors may prefer managers use tax savings to invest in communities 

rather than contribute to governments that are less efficient in using the funds. Our experimental 

setting allows us to more effectively control for the wide array of other factors that impact equity 

prices and to directly examine both perceptions and pricing behavior in response to tax 

management.  

Interaction of Corporate Social Responsibility and Tax Management 

Given that investors may perceive paying taxes as a component of CSR or as somehow 

related to CSR, it follows that a firm’s general CSR performance may influence investor 

perceptions about tax management. Also, tax management may influence perceptions about 

general, non-tax types of CSR activities. The combination of these two influences might, then, 

also be expected to influence stock prices.  The nature of this combined impact on investor 

                                                            
3 Numerous recent studies, including Desai and Dharmapala (2009) also document cross‐sectional differences in 
the valuation of tax avoidance. 
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choices depends on the nature of investor preferences for CSR and tax management. As 

previously discussed and based on prior research, we expect investors to positively value non-tax 

types of CSR. We also expect investors to positively value tax management based on archival 

studies, but we do not know which view of tax management drives this association.   

 If investors perceive paying taxes as a positive component of CSR, then perhaps firms 

can use high tax payments to compensate for poor CSR performance or use good CSR 

performance to compensate for low tax payments. Alternatively, if tax management is viewed as 

a positive component of CSR because firms are more efficient than governments in distributing 

public goods, then perhaps firm can use low tax payments to compensate for poor CSR 

performance or use good CSR performance to compensate for high tax payments. If taxes are 

considered entirely distinct from CSR, it is still possible that an investor’s affective response to a 

good CSR performance might influence his/her perceptions about the company’s ability or 

intentions to effectively manage its other expenses, such as taxes (or to pay its fair share). 

Therefore, we do not predict a direction for this interaction and pose the following hypothesis in 

the alternative form: 

H1: The interaction of tax management and CSR ratings will impact investors’ value of the firm. 

 We investigate the impact of CSR and tax management on firm value as our primary 

hypothesis. However, to provide further evidence regarding whether perceptions about CSR 

follow investor pricing behavior, we also test the following secondary hypothesis: 

H2: The interaction of tax management and CSR ratings will impact investors’ perceptions of 
CSR. 

 
This second hypothesis will allow us to demonstrate whether investors’ perceptions of 

CSR align with their pricing behavior. It also provides evidence regarding the possibility that a 

company’s tax activities influence investor perceptions about its CSR quality. 
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Although no study has examined the impact of the interaction of CSR and tax 

management on investor pricing behavior, researchers have investigated the association between 

tax aggressiveness (an aggressive form of tax management) and CSR as it relates to managerial 

actions.  Results of a few studies suggest firms with good CSR (and corresponding disclosures) 

are likely to pay more in taxes (Lanis and Richardson 2012, Hoi et al. 2013). Other studies find 

that firms with better CSR ratings or more CSR disclosures tend to more successfully manage 

taxes and pay less (Davis et al. 2016, Lanis and Richardson 2013).  Watson (2015) provides 

evidence that firms with both good CSR and poor CSR have higher levels of tax avoidance than 

a baseline group when profitability is low but the effect is weakened (and sometimes eliminated) 

for firms with strong earnings performance. However, these studies focus on managerial actions 

and the association between CSR and tax management (or tax aggressiveness). In contrast, our 

study provides evidence regarding the impact of these two constructs (CSR and tax management) 

on investor perceptions of CSR and investor pricing behavior. 

METHODS 

To test our hypotheses, we use a 2 X 2 (tax management X CSR rating) between-subjects 

experimental design, with two additional control conditions (tax management only). The tax 

management variable (ETR) has two levels where the difference between the industry average 

ETR and the firm’s ETR is indicative of the relative success of the firm in managing taxes paid. 

The CSR rating also has two levels:  high CSR performance or low CSR performance relative to 

the industry average. We hold the industry average ETR and CSR ratings and overall firm 

performance constant.  Exhibit 1 shows the manipulations for the high CSR/ high ETR condition, 

and Exhibit 2 shows the low CSR/low ETR condition.4 

 

                                                            
4 The order of the presentation of the ETR and CSR manipulations was randomized across conditions. 
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Design and Procedures 

Participants completed a case study and questionnaire in class in which they were asked 

to value a company. In each of the classes, all students’ names were included in a random 

drawing for two $50 gift cards. Students spent approximately fifteen to twenty minutes 

completing the case and materials.  

Our instrument is a modification of the one used by Elliott et al. (2014).5 The 

experimental instrument begins with basic background information about a hypothetical 

corporation that includes a brief summary about the company and a press release containing the 

current year earnings with some comparative industry information. The industry information 

includes the earnings per share and stock price for several other companies in the industry. The 

press release also includes a very brief Income Statement and Balance Sheet. 

Next, the participants were given the CSR ratings of the company and the industry as 

well as a short description of how the ratings were determined. On the same page, they were 

given the company’s ETR and the industry average ETR. The industry averages for the ETR and 

the CSR rating were constant across conditions. In the high (low) ETR condition, the company’s 

ETR is higher (lower) than the industry average ETR. In the high (low) CSR condition, the CSR 

rating is better (worse) than the industry average. We also included two control conditions where 

participants were given only a high or a low ETR and industry average but no CSR information 

at all.  

After participants examined this information, they were asked to provide a stock price for 

the firm within the range of $30 per share to $90 per share. In making this determination, 

participants were able to go back and review the background information, industry information, 

current financial performance, CSR rating, and ETR. They were also asked questions about their 

                                                            
5 We thank the authors for sharing their materials. 
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willingness to invest in the company and their perceptions about other investors’ willingness to 

invest. Participants were then asked to insert all of the aforementioned materials as well as their 

answers to the investing questions in an envelope before beginning the second part of the survey 

containing the post-experiment questions.  

The first post-experiment questions were our two manipulation checks.  The first 

manipulation check question asked participants to choose whether the company’s overall social 

and environmental rating was “better than”, “about equal to”, or “worse than” the industry 

average. The second manipulation check asked participants to choose whether the company’s 

effective tax rate was “higher than”, “about equal to”, or “lower than” the industry average.  

Next, participants answered three open-ended questions about how they chose a stock price and 

their perceptions of the company. All of the remaining questions (except for demographics) were 

based on a Likert scale where participants were asked to indicate their extent of agreement or 

disagreement using a scale from -3 (strongly disagree) to +3 (strongly agree). Using this Likert 

scale, we first asked about their perceptions of the CSR of the company and included a series of 

questions to measure the extent to which participants relied on the CSR rating and/or the ETR of 

the firm in making their decisions. Next we asked participants several questions regarding their 

views of the company’s tax expense management. We also included an affect scale to capture 

participants’ emotional responses to both manipulations – the CSR rating and the ETR. We also 

asked participants a series of questions about their fundamental views on corporate responsibility 

in general and the responsibility to pay tax. These questions were motivated by the two views of 

CSR expressed in Moser and Martin (2012) and by the three views of a corporation’s duty to pay 

taxes expressed in Dowling (2013). Lastly, we asked several demographic questions including 

the number of accounting and finance courses taken, previous investment experience, political 

persuasion, program of study, native language, gender, and age. 
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Participants 

Similar to Elliott et al. (2014), we recruited graduate students from a large university to 

serve as prospective investors. Our final sample consists of 160 MBA students.6 The participants 

had an average age of 26.2 years and 55 percent were male and 45 percent female.  To ensure 

that the participants had the required knowledge to make informed judgments related to the 

experimental task, we required that the participants have some basic exposure to finance and 

accounting. Participants reported that they had an average of 4.4 accounting classes and 1.8 

finance classes prior to participating in the study.  They indicated that they had previously 

examined a company’s financial statements to evaluate performance on average 6-10 times.  

Thirty-five percent indicated they currently held stock or debt securities, while 79 percent 

indicated they planned to hold such investments in the next five years.7  

RESULTS 

Firm Value 

 To analyze our predictions related to the impact of CSR ratings and tax management, we 

first examine the estimate of firm value that the participants provided for the hypothetical 

company. Panel A of Table 1 provides descriptive statistics (mean, std. deviation) for the share 

price for the various conditions.  As shown in this panel, participants in the low CSR, low ETR 

valued the shares of the company the lowest, with an average of $51.05.  The participants in the 

high CSR and low ETR condition valued the company the highest with an average stock price of 

$59.31. 

                                                            
6 We recruited a total of 194 MBA students to participate.  We excluded 34 participants who failed at least one of 
the two manipulation checks (19 participants failed the ETR manipulation, nine failed the CSR manipulation, and six 
participants failed both). 
7 These statistics are similar to the Elliott et al. (2014) sample where 36 percent of participants had purchased 
common stock or debt and 86 percent planned to do so within the next five years. 
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 To formally test H1, which predicts that the interaction of CSR ratings and ETR 

information will influence participants’ stock price estimates, we analyze the ANCOVA model 

presented in Panel B of Table 1.  Our dependent variable of interest for H1 is the stock price. We 

include the main effects for whether the company has a high or low ETR relative to the industry 

and a high or low CSR rating relative to the industry. We analyze the interaction of these two 

variables to test H1. To control for variations in participants’ views about the responsibility to 

pay taxes, we include two covariates. These two questions ask participants the degree to which 

they agree with the following statements (using the same seven point Likert scale described 

above): 

1- I would consider XYZ stores more socially responsible if it paid more in taxes to 
contribute to the communities in which it operates. 

2- I would consider XYZ Stores more socially responsible if it managed its tax expense 
better and used the savings to contribute to the communities in which it operates.8 

  

The results of the model indicate that the ETRs have a significant main effect (F = 5.069, 

p = 0.027).  Similarly, there is a significant main effect for the CSR rating (F = 8.640, p = 0.004).  

More importantly, the results of the ANCOVA indicate that the interaction of CSR ratings and 

ETRs is significant (F = 5.739, p = 0.018), consistent with our first hypothesis.  Figure 1 shows 

the interaction graphically.  As this figure demonstrates, the combination of effective ETR 

management with a positive CSR rating results in a higher stock value than the other three 

conditions, where only one dimension (CSR rating or ETR management) is positive, or where 

both are negative.   

Figure 1 also highlights the fact that the significant main effect of ETR found from the 

ANCOVA is driven by the simple main effect of ETR when the CSR rating is high. In other 

words, investors only price the firm differentially in reaction to ETRs if the CSR rating is already 

                                                            
8 Our results are robust to excluding these two covariates from the model. 
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at an acceptably high level. This result suggests good tax management cannot compensate for 

poor CSR performance. Similarly, the CSR main effect found in the ANCOVA results is driven 

by the simple main effect in those instances where the ETR is low. In other words, investors only 

price differentially in reaction to CSR performance if the tax management is at an acceptably 

high level (i.e., low enough ETR). This result suggests that good CSR performance cannot 

compensate for poor tax management when it comes to the pricing of the firm. 

 Overall, these results combined with the significant interaction term point to a price 

premium for firms that are perceived socially responsible and are able to successfully manage 

their tax expense. Our findings support the idea that investors perceive tax management, not in 

isolation, but in the context of CSR.  These results also imply that, on average, investors prefer 

firms that minimize tax expense rather than firms that “pay their fair share” and allow the ETR to 

remain at a relatively high level. The evidence also suggests that good tax management cannot 

substitute for poor CSR performance and vice-versa.  

 To examine the effect of including the CSR ratings in the information participants 

received, we compare the results of our treatment conditions with the two control groups.  In the 

control groups, participants received the ETR manipulation but no reference to or information 

about the CSR rating of the company. We begin this analysis by examining the high ETR 

conditions.  Those participants who experienced a high relative ETR combined with a low CSR 

rating did not value the company’s stock any differently than those participants who only 

received information about a high ETR (mean = $51.45 vs. $53.44; t = 0.882, p = 0.382, 

untabulated).9  Similarly, the participants who experienced a high relative ETR and a high CSR 

rating did not value the company more favorably than those participants who only received the 

high ETR information only (mean = $52.48 vs $53.44; t = 0.452, p = 0.653, untabulated).  In 

                                                            
9 All reported p‐values for untabulated tests are two‐tailed unless otherwise specified. 
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other words, within our high ETR condition, stock prices are statistically the same regardless of 

whether the firm reports high CSR ratings, low CSR ratings, or no CSR information at all. These 

results confirm our previous conclusion that the price premium we observe is driven by the 

combination of high CSR ratings with good tax management (low ETRs), and a firm that has 

only one of these factors is not likely to experience the price benefits relative to a firm that has 

both, all else equal. 

 When we conduct the same analysis (controls vs. no controls) on participants in the low 

ETR conditions, we again find no difference between those participants who valued a firm with a 

low ETR and high CSR rating, and those who received only the low ETR information with no 

CSR information (mean = $59.31 vs. $56.78; t = 1.052; p = 0.298, untabulated).  However, those 

participants who received a low ETR combined with a low CSR rating valued the firm 

significantly lower than participants who only received ETR information (mean =$51.05 vs. 

$56.78; t = 2.768, p = 0.008, untabulated). This finding highlights investor sensitivity to negative 

CSR information and further corroborates our finding that the price premium is driven by both 

positive CSR ratings and effective tax management.  

We also note that the average price for high ETR firms with no CSR rating (53.44) is 

significantly lower (t = 1.509; p = 0.069, one-tailed) than the average for low ETR firms with no 

CSR rating (56.78). This difference across our control conditions supports our finding of a main 

effect from ETRs. Overall, the analysis of our control conditions highlights investor sensitivity to 

negative CSR information. In our sample, ETR has no impact on firm value when CSR ratings 

are poor. Instead, the negative reaction to the poor CSR ratings absorbs any potential reaction to 

differences in tax activity.  However, when CSR ratings are absent or high, investors prefer 

effective tax managers rather than firms that pay their “fair share.”  
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Perceptions of CSR  

To investigate the impact of the interaction between ETRs and CSR ratings on investor 

perceptions of CSR performance (H2), we first examine the mean perception value for each of 

the conditions. Participants were asked to assess the extent to which they agreed that “XYZ 

Stores is a socially responsible company” on a Likert scale from -3 (strongly disagree) to +3 

(strongly agree). Panel A of Table 2 provides descriptive statistics (mean, std. deviation) for CSR 

perceptions in each of the conditions.  As expected, participants in the high (low) CSR rating 

conditions rated the company positively (negatively). Consistent with the pricing behavior we 

observed in Table 1, participants in the high CSR rating/ low ETR condition rated the company’s 

CSR highest (mean=2.130). This result is consistent with a price premium for firms that are 

better tax managers rather than firms that “pay their fair share” of taxes. However, perceptions of 

CSR when ratings are low are not consistent with the pricing behavior observed in Table 1. 

Participants in the low CSR rating/ low ETR condition rated the company’s CSR lowest (mean=-

2.241). The difference between these two groups is statistically significant (p = 0.000, 

untabulated). This finding suggests CSR ratings influence how investors perceive ETRs which is 

consistent with our second hypothesis and points to an interaction effect on CSR perceptions.  

 Our ANCOVA results, provided in Panel B of Table 2 confirm this interaction effect. 

Although the ETR main effect is insignificant, the CSR rating main effect is strong, as expected 

(F=487.256, p = 0.000) and the interaction of the two is also statistically significant (F=5.644, p 

= 0.019). Figure 2 contains the graphical representation of these results, which confirm our 

second hypothesis that investor perceptions of CSR are influenced by the interaction of CSR 

ratings and tax management. According to our results, the CSR rating of the company can 

influence how the investor perceives the tax management. In particular, if the CSR performance 

is high, ETRs do not impact CSR perceptions (mean = 1.875 vs. 2.130; t = 1.126; p = 0.266, 
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untabulated). But if the CSR performance is poor, investors perceive low (high) ETR firms as 

less (more) socially responsible (mean = -2.241 vs. -1.629; t = 2.410; p = 0.020, untabulated), 

suggesting investors believe the company does not pay its fair share of taxes. 

This finding is especially interesting in light of our results related to H1. Combining the 

two sets of results suggests investors generally bid up the price of firms that successfully 

minimize taxes, but may, in certain situations, view tax management as socially irresponsible and 

prefer companies to contribute more to the public good. This finding highlights at least one 

instance where investor pricing behavior does not align with investor perceptions of CSR. This 

mis-alignment may not be surprising in the context of paying taxes because paying taxes could 

be viewed as a non-profit-maximizing CSR activity (Moser and Martin 2012). Nevertheless, it is 

certainly interesting that the mis-alignment between pricing and CSR perceptions seems only to 

occur for firms that are particularly poor in their general CSR performance. 

 Similar to our analysis for firm value, we also analyze the control conditions for our CSR 

perception dependent variable. As shown in Panel 1 of Table 2, the means of our control 

conditions (high ETR = 0.500 and low ETR = -0.060) are in between the means for the low and 

high CSR rating conditions, as expected.  This particular result is merely a confirmation of the 

effectiveness of our CSR rating manipulation. However, the difference between these two groups 

is statistically significant (p = 0.019, untabulated) demonstrating that tax management can have 

an impact on investor views of CSR in the absence of any other CSR information. This result is 

perhaps the cleanest test of whether investors view paying taxes as a positive CSR activity 

because no other CSR disclosures are included which might influence perceptions. Given that 

investors in the high ETR condition perceive a higher level of CSR performance, we conclude 

that investors, on average, view firms that “pay their fair share” as more socially responsible than 

firms that spend more resources to manage their tax expense. 
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Additional Analyses 

 To investigate whether our manipulations influenced participants’ affect in a manner 

consistent with their pricing behavior, we included an affect scale in our post-experiment 

materials. These questions asked the participants to assess the degree with which they agreed that 

they were 1) happy 2) angry 3) disappointed and 4) pleased with the company’s CSR 

performance. Similarly, we asked the same four questions with respect to the company’s 

effective tax rate. From these questions, we created two affect score variables by summing the 

answers to each of the four questions (with the negative affect questions reverse coded). The 

resulting variables, CSR (ETR) Affect, measure the extent to which the participant experienced 

positive affect regarding the company’s CSR performance (ETR).10 

 Table 3, Panel A contains the means for the CSR Affect variable across each condition. 

The pattern of means is consistent with our manipulations. Specifically, participants who 

received a high (low) CSR rating have positive (negative) CSR Affect. Participants who did not 

receive any CSR rating had CSR Affect scores close to zero (low ETR = 0.540, high ETR = 

0.935). These scores serve as a further check on our manipulation and are consistent with the 

affective responses demonstrated in Elliot et al. (2014). 

 Table 3, Panel B contains the means for the ETR Affect variable across each condition. 

Participants in the low (high) ETR conditions consistently demonstrate positive (negative) ETR 

Affect which points toward investor preferences for firms that are better tax managers. Next we 

analyze the differences between the control conditions and the CSR conditions to investigate 

whether CSR information influences investors’ affective responses to ETRs. First, when ETRs 

are high, the mean ETR Affect scores are negative and not statistically different, regardless of 

whether the CSR rating was high (-1.546), low (-2.598), or not given (-2.326). This finding 

                                                            
10 A factor analysis of these eight questions reveals that the questions load cleanly on two factors – one for CSR 
and one for ETR. 
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suggests investors feel negatively about companies that do not effectively manage taxes 

regardless of how the company performs in other areas of corporate social responsibility. 

 However, when ETRs are low, participants experience the most positive ETR Affect in 

the presence of a high CSR rating and the least positive affect in the presence of a low CSR 

rating. Interestingly, these two mean scores are different from each other (mean = 5.889 vs. 

0.931; t = 3.902; p = 0.000 untabulated) and are both different from the average score when no 

CSR information is given (mean = 5.889 vs. 3.170; t = 2.133; p = 0.038 and mean = 0.931 vs. 

3.170; t = 1.735; p = 0.089 untabulated). The presence of CSR disclosures, thus, influences 

investors’ affective reaction to the level of ETR. Investors of firms with good tax management 

feel more positively about that tax management when the firm is also a socially responsible firm. 

This finding that CSR disclosures and performance can shape investors’ affective response to 

ETRs suggests socially responsible firms may be able to influence perceptions about 

performance in other areas by including CSR disclosures.  

Taken together, these results parallel our findings in Table 1 with regards to investor 

pricing. Specifically, when ETRs are high, CSR ratings do not influence ETR Affect – which is 

already negative - and do not impact prices. When ETRs are low, CSR ratings influence ETR 

Affect as well as pricing choices. The evidence suggests that investors respond negatively to 

poor tax managers. They respond positively to good tax managers, and CSR performance 

influences how positive the reaction is. 

CONCLUSION 

In this study, we present experimental evidence that suggests that investors’ estimates of 

fundamental value can vary with both the firm’s relative rating on corporate social responsibility 

as well as the firm’s relative effective tax rate.  More importantly, consideration of all of the 

results leads to some interesting conclusions. First, in the absence of any other CSR information 
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or when a firm has poor CSR performance, investors perceive firms that pay more in taxes as 

more socially responsible than firms that successfully manage taxes downward. However, when 

CSR performance is high, tax management does not influence perceptions about CSR. Second, 

investors do not always price according to their perceptions of CSR.  Although investors may 

perceive firms that pay more taxes as more socially responsible, they do not differentially price 

firms for taxes paid (or tax management) when CSR performance is low. When CSR 

performance is high, investors actually reward the firms that most effectively manage taxes – not 

the firms that pay more. In fact, we find firms only benefit from a price premium when they have 

both good CSR ratings and effectively manage their taxes. Our findings suggest that good tax 

management cannot compensate for poor CSR performance, and good CSR performance cannot 

compensate for poor tax management. Lastly, we find investors’ affective response to ETRs 

parallels their pricing behavior. In other words, CSR performance influences how investors feel 

about the company’s ETR when the company is a good tax manager (i.e. low ETR). Overall 

these results highlight the importance of examining investor behavior around taxes in light of 

other CSR performance. 

  These findings need to be considered in light of the limitations of the study.  In our study, 

we simplified the decision environment by providing selected information about the firm.  While 

this information was presented in a “press release” format for the firm and included excerpts 

from both the financial statements as well as additional reporting (CSR and ETR information), it 

is less than what an investor may face when examining more complete information about a firm.  

Further, we limit the CSR information to social and environmental information for the firm.  

Future research could determine whether more complete information about the performance of 

the firm and other dimensions of CSR have an impact on the decisions of investors.  In addition, 

we designed the ETR difference from the industry average so that there was a substantial, and 
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equal, difference between the high and low conditions. However, investors may be sensitive to 

small changes for highly effective or ineffective tax management.  Future research could 

investigate the sensitivity to smaller differences from the industry average.  Finally, we used 

MBA students from one private university as our participants for the current study.  Although 

participants were diverse in age, gender, and income, their decisions may not generalize to the 

entire investing population.  Future research could examine the impact of using a sample that is 

representative of a broader range of investors. 

 Despite these limitations, the study makes important contributions to the literature on 

effective tax rates and corporate social responsibility.  As indicated by Dowling (2013), little is 

known about whether investors (and the population at large) view a firm’s responsibility to pay 

tax as a component of the firm’s corporate social responsibility.  Our study provides some initial 

evidence suggesting that the impact of tax management on the fundamental value of the firm and 

perceptions of the firm’s corporate social responsibility differs depending on the firm’s 

performance on social responsibility issues.   
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Figure 1 

Impact of ETR and CSR Ratings on Firm Value 

                                      

Participants were asked to value the current stock price of the company within a range of $30 to $90.  
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Figure 2 

Impact of ETR and CSR Ratings on Perceptions of CSR 

                                      

Participants were asked to assess the extent to which they agreed that "XYZ Stores is a socially 
responsible company" on a Likert scale from ‐3 (strongly disagree) to +3 (strongly agree). 
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TABLE 1 

Descriptive Statistics and ANCOVA for Price per Share 

Panel A: Price per Share Mean and Standard Deviation 

CSR Rating Relative to Industry Average 

High CSR Rating  Low CSR Rating  No CSR Rating (Control) 

ETR:  N  Mean 
Std. 
Dev.  N  Mean 

Std. 
Dev.  N  Mean  Std. Dev. 

High ETR  27  52.475  8.129 29 51.449 9.024 23  53.437  6.656

Low ETR  27  59.308  8.812 29 51.046 6.722 25  56.780  8.492

Panel B: ANCOVA of Price per Share (Excluding Control Conditions) 

Source  Sum of Squares  df 
Mean 
Square  F  Sig. 

Corrected Model  1306.305 5  261.261 3.820  0.003

Intercept  217751.022 1  217751.022 3184.188  0.000

CSR Rating  590.863 1  590.863 8.640  0.004

ETR  346.673 1  346.673 5.069  0.027

CSR Rating*ETR  392.479 1  392.479 5.739  0.018

Tax View #1   1.762 1  1.762 0.026  0.873

Tax View #2  29.155 1  29.155 0.426  0.515

Error  7112.050 104  68.385

Total  321814.471 110 

Corrected Total  8418.355 109 

R2  0.155

Adjusted R2  0.115

                                     

Dependent Variable: Price per Share ‐ Participants were asked to value the current stock price of the company 
within a range of $30 to $90. Reported p‐values are two‐tailed. 
CSR Rating = an independent variable with two levels, where 1 is a high CSR rating and ‐1 is a low CSR rating 
ETR = an independent variable with two levels, where 1 is a high Effective Tax Rate and  
‐1 is a low Effective Tax Rate  
Tax View #1 = covariate ranging from ‐3 (strongly disagree) to 3 (strongly agree) based on participants' agreement 
with the following statement: "I would consider XYZ stores more socially responsible if it paid more in taxes to 
contribute to the communities in which it operates." 
Tax View #2 = covariate ranging from ‐3 (strongly disagree) to 3 (strongly agree) based on participants' agreement 
with the following statement: "I would consider XYZ Stores more socially responsible if it managed its tax expense 
better and used the savings to contribute to the communities in which it operates." 
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TABLE 2 

Descriptive Statistics and ANCOVA for CSR Perceptions 

Panel A: CSR Perceptions Mean and Standard Deviation 

CSR Rating Relative to Industry Average 

High CSR Rating  Low CSR Rating  No CSR Rating (Control) 

ETR:  N  Mean  Std. Dev.  N  Mean  Std. Dev.     N  Mean  Std. Dev. 

High ETR  26  1.875  0.772 29 ‐1.629 1.183 23  0.500 0.920

Low ETR  27  2.130  0.870 29 ‐2.241 0.686 25  ‐0.060 0.618

Panel B: ANCOVA of CSR Perceptions (Excluding Control Conditions) 

Source  Sum of Squares  df 
Mean 
Square  F  Sig. 

Corrected Model  432.630 5 86.526 104.333 0.000

Intercept  0.211 1 0.211 0.255 0.615

CSR Rating  404.095 1 404.095 487.256 0.000

ETR  0.749 1 0.749 0.903 0.344

CSR Rating*ETR  4.680 1 4.680 5.644 0.019

Tax View #1   0.106 1 0.106 0.128 0.722

Tax View #2  0.479 1 0.479 0.578 0.449

Error  85.421 103 0.829

Total  518.500 109

Corrected Total  518.050 108

R2  0.835

Adjusted R2  0.827

                                      

Dependent variable: CSR Perceptions ‐ Participants were asked to assess the extent to which they agreed that "XYZ 
Stores is a socially responsible company" on a Likert scale from ‐3 (strongly disagree) to +3 (strongly agree). Reported 
p‐values are two‐tailed. 
CSR Rating = an independent variable with two levels, where 1 is a high CSR rating and ‐1 is a low CSR rating 
ETR = an independent variable with two levels, where 1 is a high Effective Tax Rate and  
‐1 is a low Effective Tax Rate  
Tax View #1 = covariate ranging from ‐3 (strongly disagree) to 3 (strongly agree) based on participants' agreement 
with the following statement: "I would consider XYZ stores more socially responsible if it paid more in taxes to 
contribute to the communities in which it operates." 
Tax View #2 = covariate ranging from ‐3 (strongly disagree) to 3 (strongly agree) based on participants' agreement 
with the following statement: "I would consider XYZ Stores more socially responsible if it managed its tax expense 
better and used the savings to contribute to the communities in which it operates." 
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TABLE 3 

Affective Responses to ETR and CSR 

Panel A: Descriptive Statistics for Affective Response to CSR (CSR Affect) 

High CSR Rating  Low CSR Rating  No CSR Rating (Control) 

ETR:  N  Mean  Std. Dev.  N  Mean  Std. Dev.  N  Mean  Std. Dev. 

High ETR  27  6.472  5.622 29 ‐5.509 4.155 23  0.935  2.356

Low ETR  26  7.972  3.345 29 ‐5.733 4.352 25  0.540  2.715

Panel B: Descriptive Statistics for Affective Response to ETR (ETR Affect) 

High CSR Rating  Low CSR Rating  No CSR Rating (Control) 

ETR:  N  Mean  Std. Dev.  N  Mean  Std. Dev.  N  Mean  Std. Dev. 

High ETR  27  ‐1.546  4.270 28 ‐2.598 4.004 23  ‐2.326  3.490

Low ETR  27  5.889  4.623 29 0.931 4.867 25  3.170  4.559

                                      

ETR Affect is a sum of the participant's responses to the following questions. Each question is based on a Likert 
scale from ‐3 (strongly disagree) to 3 (strongly agree) and questions #2 and #3 are reverse coded. 
        1. I am happy with XYZ Stores’ effective tax rate. 
        2. I am angry with XYZ Stores’  effective tax rate. 
        3.  I am disappointed with XYZ Stores’  effective tax rate. 
        4.  I am pleased with XYZ Stores’  effective tax rate. 
 
CSR Affect is a sum of the participant's responses to the following questions. Each question is based on a Likert 
scale from ‐3 (strongly disagree) to 3 (strongly agree) and questions #2 and #3 are reverse coded. 
        1. I am happy with XYZ Stores’ social responsibility performance. 
        2. I am angry with XYZ Stores’ social responsibility performance. 
        3.  I am disappointed with XYZ Stores’ social responsibility performance. 
        4.  I am pleased with XYZ Stores’ social responsibility performance. 
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FINANCIAL ANALYST REPORT 
You have also received the following report issued by an independent financial analyst who is an expert 
in this industry. 

 

   

Social and Environmental Rating
 

This overall rating is based on an analysis of the following areas. 
Higher scores indicate more socially/environmentally responsible 

companies. 

 
XYZ Stores’ Rating: 

87.30 
 

Industry Average 
Rating: 

57.12 

1‐Supply Chain – XYZ has been a leader in combating labor rights 
abuses in its overseas supply chain, and watchdog organizations 
have praised the company for its proactive approach to working 
with foreign suppliers to pay workers a living wage and to provide 

access to affordable housing and health care. 

2‐Green Policies – XYZ scores higher than the industry average in 
assessments of its policies toward climate change, pollution, 

product impact, environmental stewardship, and management of 
other environmental issues. 

Effective Tax Rate 
 
 
 
 
 

The effective tax rate is equal to the company’s total tax expense 
divided by its pre‐tax income. It measures a company’s ability to 

reduce its tax relative to its income. 

 

XYZ Stores’ Effective 
Tax Rate: 

40% 
 

Industry Average 
Effective Tax Rate: 

25% 
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FINANCIAL ANALYST REPORT 
You have also received the following report issued by an independent financial analyst who is an expert 
in this industry. 
 

Social and Environmental Rating
 

This overall rating is based on an analysis of the following areas. 
Higher scores indicate more socially/environmentally responsible 

companies. 

 
XYZ Stores’ Rating: 

28.00 
 

Industry Average 
Rating: 

57.12 

1‐Supply Chain – XYZ has done little to combat labor rights abuses 
in its overseas supply chain, and watchdog organizations have 

criticized the company for its reaction to allegations that its foreign 
suppliers fail to pay workers a living wage or provide access to 

affordable housing and health care. 

2‐Green Policies – XYZ scores lower than the industry average in 
assessments of its policies toward climate change, pollution, 

product impact, environmental stewardship, and management of 
other environmental issues. 

Effective Tax Rate 
 
 
 
 
 

The effective tax rate is equal to the company’s total tax expense 
divided by its pre‐tax income. It measures a company’s ability to 

reduce its tax relative to its income. 

 

XYZ Stores’ Effective 
Tax Rate: 

10% 
 

Industry Average 
Effective Tax Rate: 

25% 

 


