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INTRODUCTION 
 
Documents from the Panama Papers 1  reveal, among other things, how wealthy individuals and 
institutions exploit offshore tax regimes to evade paying taxes. Uncollected taxes affect a country’s 
finances and ability to support various social programs. For example, it is estimated by the United 
States (US) Internal Revenue Service (IRS) that “tax evasion is costing the United States $1 trillion a 
year” (Davison, 2021). Based on the Panama Papers exposure, 35 tax-dodging cases have been 
investigated by the Canadian Revenue Agency (CRA) resulting in CAD$21 million in penalties 
(Dubinsky & Zalac, 2021). The Panama Papers’ leaked documents also show that over 1,900 banks, 
accountants, lawyers, and other institutions based in the United Kingdom (UK) have set up an opaque 
corporate structure to process financial flows, which can evade taxes. Recently, Bar Refaeli, a top 
fashion model, and her mother were convicted of evading approximately USD$10 million in taxes 
(Associated Press, 2020). Both individuals and financial institutions take advantage of offshore 
financial centres to evade and pay less tax. Five years after the Panama Papers leaked, income tax 
agencies across 24 countries have collected up to USD$1.36 billion in fines and penalties (Sikka 2017).  
 
The globalization of the economy and the increase in capital mobility has allowed companies to take 
advantage of complex taxation strategies; for example, the use of transfer price2 via inter-company 
trade, the allocation of interest payments, and trade of immaterial goods to reduce their tax 
expenditure (Grubert & Mutti, 1991; Hines & Rice, 1994; Rousslang, 1997; Schwarz, 2009). This firm-
level tax avoidance not only undermines states’ sustainable economic growth but also leads to unfair 
competition between firms (Sikka, 2018). Specifically, developing countries suffer the most because 
of tax revenue loss, with an estimated annual loss of USD$500 billion (Cobham, 2005). Kaldor (1963) 
has argued that if a country wants to be free of underdevelopment status, it must pay attention to 
its tax system. Nevertheless, a developing country cannot achieve the goal of improving its taxation 

 
1 The Panama Papers is a leak of approximately 11.5 million files from Mossack Fonseca, a large offshore law firm based 
out of Panama. Mossack Fonesca mainly operates from tax havens like Switzerland, Cyprus, and Jersey. The Panama 
Papers show how the influential and rich can exploit secretive offshore tax regimes to conceal their unreported assets. 
They also identified national leaders and top politicians, along with their families and close associates from around the 
world, who have been using offshore tax havens.  
2 According to CRA, transfer pricing is defined as when two or more entities within a multinational group agree to buy or 
sell goods or services with each other; these transactions must be priced properly to ensure the appropriate amount of 
profit is reported in Canada. 
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overnight. Therefore, it is helpful to have a comprehensive understanding of the factors that could 
reduce corporate tax avoidance behaviour. 
 
According to the CRA, “tax evasion” involves concealing income or assets or making false statements 
to deliberately avoid tax on them. Tax evasion violates the object, spirit, and the letter of the law. 
“Tax avoidance” is used by any taxpayer activity that minimizes tax payable by contravening the 
object and spirit—but not necessarily the letter—of the law. It occurs when the taxpayer does not 
provide false information to the CRA, but the provisions of the law are used in a manner that 
Parliament did not intend. 
 
This paper is a multicountry study that contributes to the international investment and tax evasion 
literature. It focuses on the impact of a country’s national cultural values on individual evasion of 
investment income via an international evasion scheme. It provides insights to policy-makers that 
suggest that individual investors behave differently than corporations under the same national 
culture. Ultimately, it indicates that high tax-evading countries cannot be specifically identified based 
on shared cultural values. I argue that estimating widespread tax evasion tendencies based on a 
particular cultural profile may not be fruitful for policy-makers. In attempting to improve tax 
compliance, policy-makers should look to methods other than ameliorating culture, such as 
increasing the penalties for tax evasion. 
 
The role of country culture in corporate tax avoidance in emerging markets has not been previously 
studied. As such, this study aims to fill this vacuum by elucidating on the impact of country cultural 
dimensions in 26 emerging market countries on their firm’s tax avoidance nature.  
 
One of the significant determinants influencing evasion is tax rates. Clotfelter (1983) estimated that 
tax evasion is positively associated with tax rates. Finman and Wei (2004) studied the effect of tax 
rates on tax evasion by examining the relationship between Hong Kong’s reported exports to China 
at the product level and China’s reported imports from Hong Kong. Their analysis implies that a 1 per 
cent increase is associated with a 3-percentage increment in evasion. Hanlon et al. (2015) found that 
a higher US Tax Rate (Ordinary and Capital Gains Tax Rate) is associated with greater Foreign Portfolio 
Inflows (FPI) from tax haven countries as compared to non-haven countries.  
 
It is not surprising that offshore tax evasion is highly skewed towards the wealthiest members of a 
population, a finding disclosed by Alstadsæter et al. (2019). They looked at Scandinavia’s leaked 
dataset from the Panama Papers, which showed that 0.01 per cent of the richest households evade 
about 25 per cent of their taxes. Recently, the IRS estimated that the wealthiest 1 per cent of 
Americans are hiding more than 20 per cent of their earnings using sophisticated tax evasion tactics. 
Zucman (2013) noted that 8 per cent of the world’s financial wealth is held in tax havens globally. The 
economic impact of this wealth being held overseas could result in lower tax collection by the 
government, affecting their future financing decisions.  
 



 

 3 

Besides the wealth held overseas, socio-economic and institutional determinants can be related to 
tax evasion. Jackson and Milliron (1986) established 14 critical determinants of tax evasion. They 
include demographic determinants, economic determinants, and behavioural determinants. 
Richardson (2006) looked at 45 countries and found that a non-economic determinant such as tax 
system complexity positively correlates with tax evasion. 

 
ROUND-TRIPPING 
 

This paper uses the notion of round-tripping as its proxy for tax evasion. Round-tripping occurs when 
a domestic investor uses the creation of a shell company in a tax haven overseas to pose as a foreign 
investor and thus receive favourable rates on the subsequent reinvestment of their profits back into 
their home capital markets. Round-tripping is a direct result of the fact that policy-makers are 
confronted with the trade-off between raising sufficient tax revenues and enhancing international 
competitiveness by encouraging domestic investment. When round-tripping occurs, the foreign 
subsidiary is a shell corporation to which the domestic investor fails to claim ownership. Shell 
corporation profits are immediately repatriated and are subsequently taxed at a more favourable 
rate, unbeknownst to local authorities and policy-makers. The favourable foreign tax rates occur on 
dividends and capital gains. As the tax savings, the difference between the domestic and the foreign 
investment tax rate increases, FPI inflows from round-tripping for the purpose of tax evasion increase. 
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Figure 1. An example of round-tripping 

Figure 1 presents a diagram illustrating the notion of round-tripping. In Figure 1, the host country 
(equity destination) distributes FPI flows to the source country (equity origin). When round-tripping 
occurs, the source country is a tax haven, and the equity flows are sent to a shell corporation. The 
equity flows are subsequently redistributed back to the host country. While the distribution and 
subsequent redistribution of flows are legal, illegal round-tripping occurs when the investor fails to 
report the shell corporation’s ownership. When the investor fails to report ownership, the investor’s 
equity flows are treated as foreign investment. They are taxed at a more favourable rate than the 
investor should legally be subjected. 
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LITERATURE REVIEW 
 
The first to posit a relationship in this area was Tsakumis et al. (2007). These authors used Hofstede’s 
(1984) cultural framework as the basis for their hypotheses, which follow the line of research on 
individuals’ perceptions about tax evasion as a proxy for tax evasion. Specifically, they use a country’s 
shadow economy divided by its gross domestic product (GDP) to proxy for tax evasion (Tsakumis et 
al., 2007). Tsakumis et al. (2007) concluded that a country is more likely to evade taxes if it is 
characterized by high Uncertainty-Avoidance (UA), high Power-Distance (PD), low Individualism (IDV), 
and low Masculinity (MAS). Following Tsakumis et al.’s (2007) work, Richardson (2008) released a 
study that also examined tax evasion using Hofstede’s (1984) cultural dimensions. To measure tax 
evasion, Richardson (2008) used two methods. The first method was a survey from the Institute of 
Management Development (IMD) and used a country survey rating that tax evasion is minimal (on a 
scale from 1 – strongly disagree to 7 – strongly agree). The second method was gathered by the World 
Economic Forum (WEF). It comprised a country survey rating of tax evasion (on a scale from 0 – 
common to 10 – not common). In terms of results, Richardson’s (2008) hypotheses that low IDV and 
high UA Index are significantly related to tax evasion were supported and consistent with Tsakumis 
et al. (2007). Richardson’s (2008) other hypotheses, however, were found to be insignificant and were 
rejected. This contrasts with Tsakumis et al.’s (2007) findings that high PD and low MAS lead to 
increased tax evasion. Bame-Aldred et al. (2001) did not use Hofstede’s (1984) cultural dimensions to 
measure national cultural values. Instead, Bame-Aldred et al. (2001) used a similar approach in the 
Institutional Anomie Theory (AIT) from a Global Leadership and Organizational Behaviour 
Effectiveness3 study, identifying specific cultural values that may influence tax evasion. The values 
used in this study included IDV (with essentially the same definition as in Hofstede’s (1984) 
dimensions), two values similar to Hofstede’s (1984) “Masculinity” approach in “Achievement 
Orientation” and “Assertiveness,” and finally “Humane Orientation” (the degree to which society 
rewards fairness, generosity, a need for belonging). Bame-Aldred et al. (2001) used self-reports from 
firms about tax evasion practices as their proxy for tax evasion. The results of this study found that 
Humane Orientation was significantly negatively related to tax evasion and, notably and in contrast 
to the findings of Tsakumis et al. (2007) and Richardson (2008), that IDV was significantly positively 
related to tax evasion (Bame-Aldred et al., 2011). De Jong and Semenov (2002) defined culture as 
“systems of belief that shape individuals’ actions.” They implemented Hofstede’s (1984) cultural 
dimensions for a set of 19 Organisation for Economic Co-operation and Development (OECD) 
countries to relate the factors determining cross-country differences in stock market activity to 
deeply rooted norms and values in society. They found, among other things, that stock market 
capitalization is relatively higher in countries that score low on the index of UA and high on the index 
of MAS. Hofstede’s (1984) cultural dimensions were utilized by Aggarwal et al. (2012) to demonstrate 
how the cultural differences between host and source countries interact with geographic distance 
and other variables to determine global FPI patterns. Aggarwal et al. (2012) found support for the 

 
3 The Global Leadership and Organizational Behaviour Effectiveness study is a long-term multiphase program involving 
scholars from around the world, and it provides the most comprehensive model in terms of country coverage (n = 62) and 
the most recent data on measures of national culture. 
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previous literature, showing that gravity always deters FPI. They found that aspects of culture and 
cultural distance can offset this by supporting FPI. After controlling for the standard gravity and 
institutional strength variables, he showed that cross-border FPI patterns are significantly determined 
by cultural characteristics in both the originating and destination countries and the cultural distances 

between them. Specifically, they found that the existence of a 
common language and religion between financial trading partners 
counteracted the gravitational forces of geographic and cultural 
distances. Additionally, they also found that in FPI destination 
countries, higher (lower) degrees of MAS, IDV, and PD tend to raise 
(reduce) cross-border debt and equity holdings, and countries that 
are less risky in terms of their overall political, economic, and 
financial performance tend to participate more fully in cross-border 
FPI holdings of both debt and equity. Finally, Aggarwal et al. found 
that the propensity to diversify internationally is not influenced by 
cultural attitudes to risk as measured by Hofstede’s (1984) UA 

(Aggarwal et al., 2012). Anderson et al. (2011) investigated the determinants of international 
diversification in institutionally managed portfolios from more than 60 countries. He found that cross-
cultural variables provide additional perspectives on foreign asset allocation decisions made by 
institutional investors on par with geographic distance in terms of economic importance. Specifically, 
utilizing Hofstede’s (1984) cultural values as I do, Anderson et al. (2011) found that home bias is 
positively related to higher cultural distance, UA and IDV, and negatively related to MAS and Long-
term Orientation (LTO). That is, investors in countries exhibiting higher MAS and LTO are more 
diversified in their holdings abroad (Anderson et al., 2011). The research on tax and culture has been 
succinct enough to conclude that culture is significantly related to tax evasion. However, contrasting 
results in the previous studies demand further research into the relationship between specific cultural 
values, portfolio flows, and tax evasion. Yoo and Lee (2019) explored the role of culture in 
multinational corporations (MNCs). They applied the cultural dimensions of Hofstede (1984) as the 
measurement of cross-cultural value. The results of their study suggest that the MNCs headquartered 
in the low level of UAI, IDV, PDI, and high MAS have a relatively higher tax avoidance tendency. 
 

DATA FOR CULTURAL VARIABLE 
 
I obtained cultural variables data from Hofstede (1984). By analyzing an extensive database of 
employee values scores collected by IBM between 1967 and 1973, covering more than 70 countries, 
Hofstede conducted a comprehensive study between 1967 and 1973 of how values in the workplace 
are influenced by culture. This multidimensional view of national culture was captured by examining 
the work-related values of the IBM employees. Hofstede (1984) developed a model that identifies 
four primary dimensions to assist in differentiating cultures: PD Index, IDV, MAS, and UA. These 
cultural dimension scores are assigned a value between 0 and 100.  
 
The fundamental issue here is how a society handles inequalities among people. The PD dimension 
expresses the degree to which the less powerful members of a society accept and expect that power 

The research on tax 

and culture has been 

succinct enough to 

conclude that 

culture is 

significantly related 

to tax evasion. 
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is distributed unequally. People in communities exhibiting a significant degree of PD accept a 
hierarchical order in which everybody has a place and needs no further justification. In societies with 
low PD, people strive to equalize the distribution of power and demand justification for inequalities 
of power. A high PD Index suggests that the followers and leaders endorse a society’s inequality level.  
IDV refers to societies where the ties between individuals are loose, and everyone is expected to look 
after themselves and their immediate family. In contrast, collectivism occurs when societies are 
tightly knit and where strong groups are formed. In a collectivist society, the extended family protects 
each other in exchange for unquestioning loyalty. In other words, IDV relates to people’s self-concept 
of “I” or “we.” The fundamental issue is the degree of interdependence a society maintains among 
individuals. 
 
Hofstede’s (1984) theory on MAS/Femininity refers to the difference in stereotypical values held by 
men versus women. In his opinion, Hofstede (1984) attributed assertiveness, competitiveness, 
achievement, heroism, and material rewards for success with MAS. Here, society at large is more 
competitive. Femininity reflects the values of modesty, caring, nurturing, cooperation, and quality of 
life. Society at large is more consensus-oriented.  
 
UA refers to a “society’s tolerance for uncertainty and ambiguity” (Hofstede, 1984). It indicates the 
extent to which a culture has programmed its members to feel comfortable with abnormal situations. 
Societies exhibiting high UA will attempt to minimize the prevalence of unusual problems by using 
strict rules and regulations. People in these societies tend to be more emotional and anxious. To the 
other extreme, uncertainty-accepting cultures tend to be more tolerant of opinions and use as few 
rules as possible. 
 

HYPOTHESIS 
 
Tsakumis (2007) concluded in his study that the higher the UA, the higher the degree of disapproval 
of the country’s laws by society members. Therefore, individuals will also have poor taxation 
performance. Richardson (2008) also expressed the same view. He believed that a country with a high 
UA level will tend to use more complicated tax laws. Since the tax law’s complexity is positively 
correlated with the level of tax avoidance (Richardson, 2006), taxpayers in countries with high UA 
scores have a higher tendency to avoid tax. The positive association between UA and tax avoidance 
levels was concluded in the above two studies. 
 
Yoo and Lee (2019) looked at the relationship of UA and tax avoidance by multinational firms (MNCs). 
Their study found that in countries with higher UA index scores, companies participate less in tax 
avoidance activities to avoid the tax authority’s unanticipated challenge. Thus, the relationship 
between the UAI index level and corporate tax avoidance level should be negatively related. Based 
on the above discussion, this paper proposes the following hypothesis:  
 
Hypothesis 1 (H1). The higher the score of UA, the lower the level of tax avoidance in a country. 
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Hypothesis 2 (H2): The positive relationship between tax savings and FPI flows from tax havens into 
OECD countries, which indicates tax evasion via round-tripping, is more pronounced for high UA host 
countries. 
 
Tsakumis et al. (2007) noted that in countries with high IDV, laws, and regulations are equal for all 
people and will not change due to conflicts of interest with groups. Consequently, people will be more 
active in fulfilling their tax obligations because they recognize the tax law’s fairness and stability. 
Richardson’s (2006) view is consistent with Tsakumis et al. (2007). He deems that in countries with 
low IDV, the standards are likely to differ for people outside and those within the collective, creating 
an unfair tax system. Likewise, the empirical result of Yoo and Lee (2019) also supports the above two 
conclusions. However, Bame-Aldred et al. (2013) came to a contradictory conclusion. This conflicting 
result explained that the higher IDV score means that people tend to be egoistic. Therefore, 
corruption is more likely to occur in the company for personal gain. 
 
On the contrary, collectivism emphasizes the loyalty of social members to the collective. To protect 
the common interests of the company, some deviant behaviours will be better restrained. Based on 
the above discussion, this study proposes the following hypothesis: 
 
Hypothesis 3 (H3). The higher the score of Individualism (IDV), the higher the level of tax avoidance 
in a country. 
 
Hypothesis 4 (H4) The positive relationship between tax savings and FPI flows from tax havens into 
OECD countries, which indicates tax evasion via round-tripping, is more pronounced for low IDV host 
countries. 
 
The study of Tsakumis et al. (2007) found a negative correlation between MAS and the level of 
individual tax avoidance. Their result is contrary to Husted’s (1999) conclusion. Husted (1999) showed 
that people are more likely to participate in corrupt transactions in a country with a high MAS score 
because of the pursuit of material benefits. Husted’s (1999) study provides intuitive evidence that a 
higher level of MAS positively affects the level of corruption. Since the prevalence of corruption 
implies the opacity of information and the flaws of the regulatory system, it will further weaken 
taxpayers’ confidence in the government and eventually decrease the tendency of people to pay tax. 
Yoo and Lee’s (2019) result is consistent with Husted (1999). Based on the above discussion, the 
current study proposes the following hypothesis: 
 
Hypothesis 5 (H5): The higher the MAS score, the higher the level of tax avoidance in a country. 

Hypothesis 6 (H6): The positive relationship between tax savings and FPI flows from tax havens into 
OECD countries, which indicates tax evasion via round-tripping, will be significantly related to host 
countries exhibiting high MAS. 
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Tsakumis et al. (2007) and Richardson (2006) found a positive relationship between PD and tax 
avoidance. This means that people are more likely to adopt an aggressive tax strategy to reduce tax 
burdens in a country with high PD scores. Previous studies also note that a high PD level symbolizes 
more inequality in society, aggravating people’s suspicion of the tax system and distrust of the 
government. Based on the above discussion, the present study proposes the following hypothesis: 
 
Hypothesis 7 (H7): The higher the Power Distance score, the higher the level of tax avoidance in a 
country. 
 
Hypothesis 8 (H8): The positive relationship between tax savings and FPI flows from tax havens into 
OECD countries, which indicates tax evasion via round-tripping, will be significantly related to host 
countries exhibiting high Power-Distance (PD). 

 

MODEL DEVELOPMENT FOR TAX AVOIDANCE AND CULTURE 
 
In the current research, the corporate tax avoidance level (TAXAVO), which is calculated as the GAAP 
ETR (General Accepted Accounting Principles - Effective Tax Rate) multiplied by a negative one, is 
employed as the dependent variable. Consistent with Yoo and Lee’s (2019) measurement, this study 
will use worldwide GAAP ETR as the proxy of TAXAVO, calculated as the ratio of total corporate 
income tax expenses to the total pre-tax income firms. The higher the level of TAXAVO indicates that 
the firm has a higher level of tax avoidance. To get the GAAP ETR of firms, the total asset and pre-tax 
income were used as the denominator and the numerator of GAAP ETR, respectively, with data from 
the Thomson Reuters Datastream. 
 
The current study’s vital independent variables are Hofstede’s four cultural dimensions: Power-
Distance Index, IDV, UAI, and MAS. These four cultural dimensions scores will be employed to test 
the study’s H1 to H4. The current study predicts that PDI, IDV, and MAS scores are positively related 
to the level of tax avoidance. Thus, the coefficients on these three dimensions are expected to be 
positive. To more intuitively and accurately reflect the influence of independent variables imposed 
on the GAETR, this study further introduces dummy variables: PDI_HI, IDV_HI, MAS_HI, UAI_HI. By 
calculating the median of all these data values of variables separately, the study assigns all the 
observations whose value is more significant than the median to 1 and whose value is lower than the 
median to 0. 
 
To examine the potential relationship between culture dimension and tax avoidance across countries, 
I estimate the following basic regression models: 
 
TAXAVOi= ß0 + ß1CULTURE_HIj + ß2SIZEit + ß3ROAit + ß4INT_Rit+ ß5SGit + ß6LN_TRADEjt + ß7LN_GDPjt + 

ß8C_LEGALj+ ∑YFE + ∑IFE + ∑CFE + εi…………...........................……..(1)                           
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This study also includes several firm-level control variables: where SIZEit denotes that the economics 
of scale for firms i and year t. ROAit represents that the return on asset for firms i and year t. INT_Rit 
represents that the intangible rate for firms i and year t. SGit denotes the sales growth rate for firms 
i and year t. Also, the country-level control variables are involved: where LN_TRADEjt is the proxy of 
the amount of merchandise trade for country j and year t.  C_LEGALj is a dummy variable taking the 
value 1 when the country follows a common legal practice and taking the value 0 when the country 
follows another legal approach for country j. LN_GDPjt denotes that the economic magnitude for 
country j and year t. 
 
Since the samples of this research are collected from various industries across countries from 2000 
to 2018, this study further installs industry-fixed effect, country-fixed effect, and year-fixed effect 
(∑CFE, ∑IFE and ∑YFE), to capture the influence of heterogeneity of different countries, industries, 
and years (Collins & Shackelford, 1996; Treisman, 2000; Zimmerman, 1983). 
 
 

MODEL DEVELOPMENT FOR TAX EVASION AND CULTURE 
 
I analyze the joint impact of tax savings, tax havens, and the level of each individual cultural dimension 
on FPI equity flows, controlling for other possibly relevant variables, to determine if a country’s 
cultural values influence tax evasion via round-tripping. The natural logarithm of FPI that a foreign 
source country sends to an OECD4 host country each year during our sample period, Ln (Equity Flows), 
is our dependent variable. Source countries considered tax havens are labeled with a Source Tax 
Haven dummy variable equal to one. I observe the median value for each of the Hofstede (1984) 
cultural dimensions. Countries above the median are considered “high” on the given cultural 
dimension and assigned a dummy variable of 1; countries below the median are considered “low” 
and given a dummy variable of 0. Based on the fact that tax rates have been shown to have a 
significant effect on tax evasion, I control for tax rates with the variable ΔTax Savings. Δ Tax Savings 
represents the percentage change of tax savings between every host country and source country pair 
each year. To control for developed markets receiving more FPI, I include a variable for the Log (Host 
HDP Per Capita). Following Aggarwal et al. (2012), I include a Log (Host Market Capitalization) variable. 
Following the home bias phenomena, geographic distance between countries is expected to 
negatively affect equity flows (Aggarwal et al., 2012; Grinblatt, 2001; Portes & Rey, 2005). I implement 
Log (Distance), the natural logarithm of the distance in kilometres (km) between the source and host 
country capital cities to control this relationship. 
 
Relative to civil law legal systems, investor protection is much higher in common law systems. To 
account for this, I utilize a Common Law dummy variable equal to one if the host country has a 
common law legal system and zero otherwise. Debacker et al. (2015) found that high corruption 
norms are strongly associated with increased tax evasion (Debacker et al., 2015). To control for the 
impact of corruption, I use the Kaufmann et al. (2011) Worldwide Governance Index. I use Control for 

 
4 The list of OECD countries is available in Appendix Table A2. 
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Corruption, which captures perceptions of the extent to which public power is exercised for private 
gain, including grand and petty forms of corruption and “capture” of the state by private interests. 
The values, available annually in the World Bank database, range from -2.5 (indicating low control for 
corruption) to 2.5 (indicating robust control for corruption). Familiarity with the language in the host 
country increases foreign direct investment (Aggarwal et al., 2012; Grinblatt, 2001). I implement a 
control variable, Common Language, a dummy variable equal to one if the source and host country 
speak the same official language and zero otherwise. Dewenter (1995) showed that a weaker US 
dollar is positively related to an increase in FPI into the US if the US currency is cheap relative to the 
given country’s dollar, the purchasing power of the source country is increased, and they can 
purchase relatively more assets in the US. I measure the Relative Exchange Rate as the host country’s 
bilateral exchange rate with respect to the US dollar relative to the source country’s exchange rate 
with respect to the US dollar. Exchange rate data are obtained from the Thomson Reuters Datastream. 
 
The basic model used is a gravity equation derived from the previous literature. The dependent 
variable is the Ln (Equity Flows) from source to host countries. The pertinent independent variable to 
test our hypotheses is the triple interaction term between Source Tax Haven, Δ Tax Savings, and the 
given cultural dimension dummy variable. I include year-fixed effects to resolve determinants that 
may vary over time. I estimate using clustered standard errors by host country and year to administer 
consistent standard errors and accurate coefficient test statistics. 
 
The primary regression model is written as 
 

𝐿𝑁 (𝐸𝑞𝑢𝑖𝑡𝑦 𝐹𝑙𝑜𝑤𝑠)𝑖𝑗,𝑡 

= 𝛽1𝑆𝑜𝑢𝑟𝑐𝑒𝑇𝑎𝑥𝐻𝑎𝑣𝑒𝑛𝑗 + 𝛽2Δ𝑇𝑎𝑥𝑆𝑎𝑣𝑖𝑛𝑔𝑠𝑖𝑗,𝑡 
+ 𝛽3𝐻𝑖𝑔ℎ𝐶𝑢𝑙𝑡𝑢𝑟𝑒𝑖 

+ 𝛽4𝑆𝑜𝑢𝑟𝑐𝑒𝑇𝑎𝑥𝐻𝑎𝑣𝑒𝑛𝑗 ∗ 𝐻𝑖𝑔ℎ𝐶𝑢𝑙𝑡𝑢𝑟𝑒𝑖 + 𝛽5Δ𝑇𝑎𝑥𝑆𝑎𝑣𝑖𝑛𝑔𝑠𝑖𝑗,𝑡 
∗ 𝐻𝑖𝑔ℎ𝐶𝑢𝑙𝑡𝑢𝑟𝑒𝑖 

+ 𝛽6Δ𝑇𝑎𝑥𝑆𝑎𝑣𝑖𝑛𝑔𝑠𝑖𝑗,𝑡 
∗ 𝑆𝑜𝑢𝑟𝑐𝑒𝑇𝑎𝑥𝐻𝑎𝑣𝑒𝑛𝑗 + 𝛽7Δ𝑇𝑎𝑥𝑆𝑎𝑣𝑖𝑛𝑔𝑠𝑖𝑗,𝑡 

∗ 𝑆𝑜𝑢𝑟𝑐𝑒𝑇𝑎𝑥𝐻𝑎𝑣𝑒𝑛𝑗 ∗ 𝐻𝑖𝑔ℎ𝐶𝑢𝑙𝑡𝑢𝑟𝑒𝑖 + 𝛽κ𝒳𝑖𝑗,𝑡 
+ 𝑌𝑒𝑎𝑟𝐹𝑖𝑥𝑒𝑑𝐸𝑓𝑓𝑒𝑐𝑡𝑠𝑡

+ 𝐻𝑜𝑠𝑡𝐹𝑖𝑥𝑒𝑑𝐸𝑓𝑓𝑒𝑐𝑡𝑠 +∈𝑖𝑗,𝑡 
… … … … … (2) 

 
 

RESULTS FOR TAX AVOIDANCE AND CULTURE 
 
Table 1 reports the regression results for model (1) that control the country-, year-, and industry-fixed 
effects. TAXAVO, as the dependent variable, representing corporate tax avoidance. The four cultural 
variables are encoded as dummy variables (PDI_HI, IDV_HI, MAS_HI, UAI_HI), making the 
interpretation more explicit and increasing the coefficients’ stability and significance. The R square of 
these models equals 0.7251, indicating that the independent variables explain a relatively high 
variation in the dependent variable. The model fits the study data well. I observe that all the 
coefficients for the four culture variables are significantly positive at the level of 1% (p <1%), which 
means that PDI_HI, IDV_HI, MAS_HI, and UAI_HI have a strong positive association with the 
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company’s tax avoidance level. Thus, the higher the score of PDI, IDV, MAS, and UAI, for a given 
country, the higher the tendency for the firms to engage in deviant tax activities in those countries. 
The lower the score of four of these cultural variables, the lower the corporate tax avoidance level by 
firms located in these countries. There are many contradictions between my result and previous 
research conclusions. For example, in Tsakumis et al. (2007) and Richardson’s (2008) studies, the 
effects of MAS and IDV on individual tax avoidance are concluded to be negative; in the work of Yoo 
and Lee (2019), the scores of UAI, IDV, and PDI are also negatively associated with the MNCs’ tax 
avoidance. I infer there are two main reasons for these contradictions: The first reason is that the 
sample countries selected in this study are all emerging market5 countries, whereas the sample 
chosen in the previous literature is a mixture of developed and developing countries. The second 
reason is that the subject discussed in the presenting study is the corporation rather than the 

individual; thus, firms’ business decisions will be more 
complicated due to the existence of multiple stakeholders 
(Sikka, 2010). 
 
For UA, its regression result indicates that, in a country where 
members of society are more likely to feel anxious about the 
unknown, companies are more inclined to adopt aggressive 
tax avoidance measures. This regression analysis result does 
not support H1. Also, it is dissimilar to the conclusion of Yoo 
and Lee (2019). However, it is interesting that it is consistent 
with the findings of individual tax behaviour by Tsakumis et al. 
(2007) and Richardson (2008). Their view is that a country 
with a high UA level is inclined to use more complicated tax 
laws, and the tax law complexity will encourage a high level 
of tax avoidance (Richardson, 2006). For this reason, higher 
UA scores result in higher TAXAVO. In respect of firms, the tax 

law complexity also allows them to use aggressive tax plans to transfer profits (Rousslang, 1997; 
Schwarz, 2009).  
 
Regarding IDV, its regression result means that in a country that advocates egoism, the level of 
corporate tax avoidance is higher. This result supports the H3. Moreover, this finding conflicts with 
traditional views (Richardson, 2006; Tsakumis et al., 2007; Yoo and Lee, 2019), but it is in line with 
the evidence of Bame-Aldred et al. (2013). They explained that a higher IDV means that individuals 
tend to maximize their own interests rather than safeguard collective interests, leading to more 
violations within the company. Collectivism, contrary to individualism, emphasizes the loyalty of 
social members to the collective. Indeed, many countries in this study’s sample are widely influenced 
by Confucian cultures, such as China, Taiwan, and South Korea (see Table 1, Panel A). In Confucianism, 
one of the core ideas emphasizes that individuals should make compromises for the overall interests 

 
5 Appendix Table A1 lists the emerging market countries used in the study. 
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of groups and tribes (Yun, n. d.). Therefore, collectivists will exercise self-discipline to benefit more 
people under the influence of this kind of thinking. 
 
MAS’s regression result shows that companies are more likely to adopt tax non-compliance 
behaviours in a country where males have decision-making power. This result supports H5. Husted 
(1999) and Yoo and Lee (2019) found a positive relationship between MAS and tax avoidance levels. 
Husted (1999) noted that people pay more attention to material gains and success in a country with 
a high MAS and are more inclined to seek more significant financial benefits through bribery and 
corruption transactions. Therefore, in a country where corruption is rampant, people no longer 
believe that their taxes can be exchanged for government rewards. The credibility of the authority is 
also threatened. In this case, the level of tax avoidance of enterprises will also be higher. 
 
PD’s regression result shows that companies have a higher tendency to avoid taxation in a country 
with an unequal distribution of power. This supports H7 of this study. Also, it is in line with the findings 
of Tsakumis et al. (2007) and Richardson (2006). In countries with high PD, vulnerable groups suffer 
more unfair treatment, which arouses suspicion and mistrust of individuals and companies towards 
authorities and further leads to higher companies’ participation in the aggressive tax plan. 
 

Table 1. Regression results for tax avoidance and culture 

The regression results for models are based on equation (1). Empirical results are reported below. 
Standard errors are in parentheses. ***, **, * indicates statistical significance at 1%, 5% and 10% 
respectively. 
 

Parameter I II III IV 

PDI_HI 0.9993*** 
   

 
（0.1174) 

   

IDV_HI 
 

0.9296*** 
  

  

（0.1085) 

  

MAS_HI 
  

0.9062*** 
 

   

（0.1032) 

 

UAI_HI 
   

0.9062***     

（0.1032) 

SIZE 0.0080*** 0.0080*** 0.0080*** 0.0080***  

（0.0004) （0.0004) （0.0004) （0.0004) 

ROA -0.0073 -0.0073 -0.0073 -0.0073  
（0.0059) （0.0059) （0.0059) （0.0059) 

INT_R 0.0012 0.0012 0.0012 0.0012  

（0.0042) （0.0042) （0.0042) （0.0042) 

SG -0.0044*** -0.0044*** -0.0044*** -
0.0044***  

（0.0014) （0.0014) （0.0014) （0.0014) 

LN_TRADE -0.0145*** -0.0145** -0.0145** -0.0145** 
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（0.0059) （0.0059) （0.0059) （0.0059) 

LN_GDP -0.0170*** -0.0170*** -0.0170*** -
0.0170***  

（0.0039) （0.0039) （0.0039) （0.0039) 

C_LEGAL 0.9719*** 0.0423*** 0.0657*** 0.0657***  

（0.1065) （0.0063) （0.0087) （0.0087) 

     
CFE Yes Yes Yes Yes 
YFE Yes Yes Yes Yes 
IFE Yes Yes Yes Yes 
Observations 95297 95297 95297 95297 
R-Square 0.7251 0.7251 0.7251 0.7251 

 

RESULTS FOR TAX EVASION AND CULTURE 
 

The PDI_HI is positive and highly significant at the 1% level in our full sample, demonstrating that high 
Power-Distance (PD) host countries attract a higher amount of equity flows. Next, our Source Tax 
Haven * Δ Tax Savings variable is positive and highly significant at the 1% level, which provides 
evidence that round-tripping occurs. Our PD_HI * Source Country Tax Haven Dummy variable is also 
positive, showing that the host countries receive more tax havens. It is highly significant at the 5% 
level. Finally, the primary variable of interest, the triple interaction of PD_HI * Source Country Tax 
Haven Dummy* Δ Tax Savings, is negative and highly significant at the 1% level. Therefore, I find 
strong evidence that tax evasion via round-tripping originating from countries with low PD is higher 
than that of other countries; therefore, I accept Hypothesis 8 (H8) and find, in contrast to the findings 
of Tsakumis et al. (2007), that the positive relationship between tax havens and FPI flows into OECD 
countries, which indicates tax evasion via round-tripping, is more pronounced for low PD host 
countries.  
 
The subsequent independent variable of interest is the triple interaction term IND_HI * Source 
Country Tax Haven Dummy * Δ Tax Savings. First, the IND_HI is positive and highly significant at the 
1% level, indicating that high IDV attracts more equity flows. The IND_HI * Source Tax Haven Country 
Dummy is negative and highly significant at the 1% level, suggesting that high IDV host countries do 
not receive higher equity flows from tax havens. The triple interaction term is positive and highly 
significant at the 1% level, providing strong evidence that tax evasion via round-tripping originating 
from host countries with high IDV is higher than that of other countries., therefore, reject Hypothesis 
4 (H4) and instead find that round-tripping is more pronounced for high IDV host countries. This 
finding is in direct contrast to Tsakumis et al. (2007) and Richardson (2008).  
 
The following cultural dimension analyzed is MAS. The MAS_HI variable is positive and highly 
significant at the 1% level, indicating that host countries with high MAS attract more equity flows. 
The triple interaction term MAS_HI * Source Country Tax Haven Dummy * Δ Tax Savings is positive 
and highly significant at the 1% level. Therefore, I find strong evidence that tax evasion via round-
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tripping originating from host countries with high MAS is higher than that of other countries accepting 
Hypothesis 6 (H6). In opposition to the findings of Tsakumis et al. (2007), I find that the positive 
relationship between tax havens and FPI flows into OECD countries, which indicates tax evasion via 
round-tripping, is more pronounced for high MAS host countries.  
 
The UAI_HI is positive and highly significant at the 1% level, indicating that high UA host countries 
receive more equity flows. The Source Country Tax Haven Dummy * Δ Tax Savings variable is positive 
and highly significant at the 1% level, which means round-tripping occurs. The UAI_HI * Source Tax 
Haven Dummy is positive and highly significant at the 5% level, indicating that high uncertainty 
avoidance countries receive more flows from tax havens. Finally, the triple interaction term I am 
interested in, UAI_HI * Source Country Tax Haven Dummy * Δ Tax Savings, is negative and highly 
significant at the 1% level. Therefore,  Ifind strong evidence that tax evasion via round-tripping 
originating from host countries with low UA is higher than that of other countries rejecting Hypothesis 
2 (H2). Instead, I find that round-tripping is more pronounced for host countries with low UA. This 
finding contrasts to those of both Tsakumis et al. (2007) and Richardson (2008). 

 

Table 2. High Power-Distance (PD) main sample results 
 

The regression results are based on equation (2). Regression results for basic specifications are 
presented below. The natural logarithm of equity flows, Ln (Equity Flows), is our dependent variable. 
The main independent variable of interest is the triple interaction term between the cultural 
dimension, the Source Tax Haven, and Δ Tax Savings. Models are estimated with host and year 
standard errors and host- and year-fixed effects. Standard errors are in parentheses. ***,**,* 
indicates statistical significance at 1%, 5%, and 10%, respectively.  

 

Parameter Estimate Estimate Estimate Estimate 

Source Country Tax Haven Dummy 0.6829*** 0.8459*** 0.7157*** 0.6819*** 
  (0.042) (0.052) (0.048) (0.042) 
PD_HI 9.414***    
  (2.224)    
IDV_HI  10.3406***   
  (2.658)   
MAS_HI   10.0273***  
   (2.652)  
UA_HI    9.3953*** 
    (2.225) 
△ Tax Savings -0.0001*** 0.1198* 0.0005* -0.0000*** 
  (0.000) (0.063) (0.000) (0.000) 
Source Country Tax Haven Dummy * △ Tax Savings 0.1108*** -0.1706*** 0.0023 0.1109*** 
  (0.034) (0.061) (0.011) (0.034) 
PD_HI * Source Country Tax Haven Dummy 0.1361**    
  (0.066)    
PD_HI * △ Tax Savings 0.0082    
  (0.010)    
PD_HI * Source Country Tax Haven Dummy* △ Tax Savings -0.1178***    
  (0.034)    
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IDV_HI * Source Country Tax Haven Dummy  -0.1912***   
   (0.068)   
IDV_HI * △ Tax Savings  -0.1198*   
   (0.063)   
IDV_HI * Source Country Tax Haven Dummy* △ Tax Savings  0.1765***   
  (0.062)   
MAS_HI * Source Country Tax Haven Dummy   0.0364  
   (0.067)  
MAS_HI * △ Tax Savings   -0.0005**  
    (0.000)  
MAS_HI * Source Country Tax Haven Dummy* △ Tax Savings   0.1437***  
   (0.063)  
UA_HI * Source Country Tax Haven Dummy    0.1351** 
    (0.068) 
UA_HI * △ Tax Savings    0.0082 
     (0.010) 
UA_HI * Source Country Tax Haven Dummy* △ Tax Savings    -0.118*** 
    (0.034) 
Relative Exchange Rate 0.0005*** 0.0005*** 0.0005*** 0.0005*** 
  (0.000) (0.000) (0.000) (0.000) 
Log (Host Country GDP per Capita) 0.9249*** 0.9141*** 0.9252*** 0.9251*** 
  (0.281) (0.281) (0.280) (0.281) 
Log (Market Capitalization) 0.1406* 0.1341* 0.1405* 0.1413* 
  (0.073) (0.073) (0.073) (0.073) 
Host country with common law 12.1831*** 2.1585*** 2.1431*** 12.1636*** 
  (2.607) (0.356) (0.355) (2.607) 
Host and Source with official common language 0.3048*** 0.3068*** 0.2976*** 0.3028*** 
  (0.083) (0.083) (0.083) (0.083) 
Log (Distance) -0.6679*** -0.6691*** -0.6681*** -0.6680*** 
  (0.019) (0.019) (0.019) (0.019) 
Host Country Control for Corruption  0.1296 0.1324 0.1314 0.1283 
  (0.155) (0.155) (0.155) (0.155) 
       
Host-Fixed Effects Yes Yes Yes Yes 
Year-Fixed Effects Yes Yes Yes Yes 
          
No. of Observations 16639 16639 16639 16639 
R-Squared 0.9826 0.9826 0.9826 0.9826 

 

CONCLUSION 
 
Experts estimate that tax evasion leads to annual tax revenue losses in the hundreds of millions in the 
US alone. Due to its illegal nature, tax evasion has proven challenging to measure. Experts have relied 
on unproven measures, such as subjective survey results or vague estimates of the “shadow 
economy.” I believe that analyzing the redistribution of profits to foreign subsidiaries to provide 
subsequent domestic savings on capital gains taxes is a more direct approach than those used 
previously to measure tax evasion. I examine the role of national culture in explaining the propensity 
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for individual tax evasion via round-tripping through tax havens. In our sample of 160 source countries 
and 34 OECD host countries, I find that Hofstede’s (1984) cultural dimensions can be a significant 
determinant of round-tripping. Specifically,  I find evidence that higher (lower) FPI flows from tax 
havens for the purpose of tax evasion occur in countries that have lower (higher) PD and UA, and 
higher (lower) IDV and MAS. I observe notably different results in examining individual tax evasion 
than those studies previously that looked at corporate tax evasion. Our findings that higher levels of 
tax evasion are associated with lower UA and more heightened IDV directly contrast those previous 
of Tsakumis et al. (2007) and Richardson (2008). 
 
Additionally, our results show that higher tax evasion is associated with lower PD and more 
heightened MAS) which is in contrast with the findings of Tsakumis et al. (2007). Ultimately, I find 
evidence that national cultural values are significantly related to tax evasion via round-tripping, just 
not in the directions based on the previous literature. These results show that individual investors 
may behave differently than corporate investors sharing the same national cultural values. More 
importantly, they show that many cultural values, considered both “good” and “bad,” may be related 
to tax evasion. Addressing national culture does not seem to be pertinent for governments and policy-

makers alike to curb evasion. In the past, policy-makers have looked 
to increasing information-sharing agreements amongst countries to 
improve compliance levels.    
 
With the increase of capital mobility in the market, corporate tax 
avoidance has gradually attracted more and more attention. This 
study contributes to the growing body of literature body on 
corporate tax avoidance by shedding light on the role of country 
cultural values. Following the tax non-compliance models 
developed by Yoo and Lee (2019), this regression analysis finds 
strong connections between non-economic determinants and tax 

avoidance. In addition to the main variables, some country-level and firm-level factors are also 
included to improve models’ fitness. The regression results show that all four culture variables (PDI, 
IDV, MAS, and UA) are positively associated with the company’s tax avoidance level, which reveals 
that the higher score of four of these cultural dimensions can lead to a higher level of firm’s tax 
avoidance. Furthermore, I also noticed that the higher the firms’ assets, the lower the growth rate of 
firms, the less developed economic environment, and the adoption of common law could increase 
companies’ incentive to participate in the tax reduction plan.  
 
Lack of information sharing has been a primary factor attributed to the prevalence of international 
tax evasion schemes. Since the 1950s, Double Tax Avoidance Agreements (DTAA) have been in place 
to encourage FDI and to harmonize tax rules between countries. These DTAAs contain information-
sharing provisions between the member countries. As a result of a call by members for increased 
measures against harmful tax competition to supplement DTAAs in 1998, the OECD developed a 
standard for Tax Information Exchange Agreements (TIEAs). By 2013, more than 800 were signed. 
TIEAS are intended to overcome bank secrecy laws and other obstacles that prevent home tax 
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authorities from collecting information on law-breaking residents (Kemme et al., 2017). Kemme et al. 
(2017) found that controlling for country characteristics beyond the size of the economy, information-
sharing agreements do not deter FPI from tax havens.  
 
Further, they find that tax evasion via round-tripping from tax havens persists even when TIEAs are 
signed between OECD countries and tax havens. They find that without the US in the OECD sample, 
OECD policies appear to make a marginal impact (Kemme et al., 2017). While information-sharing 
agreements have proven ineffective, academic research has demonstrated that tax penalties, if 
appropriately implemented, can help deter non-compliance. For example, Landsberger and Meilijson 
(1982) formulated an incentive-generating state-dependent penalty system in which individuals were 
subjected to varying detection probabilities. He found that increasing penalties significantly increased 
government revenues under varying degrees of risk-aversion and the likelihood of detection. In 
practice, however, tax evasion remains prevalent. In the past, even when tax-evaders have been 
caught, the penalties have not been extensive enough to create a legitimate deterrent. While this 
article, in particular, has not explored the regulatory framework surrounding tax evasion in detail, it 
is clear that more severe repercussions are necessary. The results of this paper demonstrate that tax 
evasion occurs in host countries with a variety of cultural values. Tax evasion persists regardless of 
whether the country has cultural values considered “bad”—like corruption—or “good”—like quality 
education. Rather than improving national culture, policy-makers should look to increase the 
penalties associated with non-compliance.  
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APPENDIX 
 
Table A1. List of emerging market countries used to study the relationship between tax avoidance and 
culture 
 

Argentina, Brazil, Chile, People Republic of China, Colombia, Czech Republic, Egypt, 
Greece, Hungary, India, Indonesia, Malaysia, Mexico, Pakistan, Peru, Philippines, 
Poland, Qatar, Russia, Saudi Arabia, South Africa, Republic of Korea, Chinese Taipei, 
Thailand, Turkey United Arab Emirates 

 
Table A2. List of OECD countries used to study the relationship between tax evasion and culture 
 

Australia, Austria, Belgium, Canada, Chile, Czech Republic, Denmark, Estonia, 
Finland, France, Germany, Greece, Hungary, Iceland, Ireland, Israel, Italy, Japan, 
Republic of Korea, Luxembourg, Mexico, Netherlands, New Zealand, Norway, 
Poland, Portugal, Slovak Republic, Slovenia, Spain, Sweden, Switzerland, Turkey, 
United Kingdom, United States 
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