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Abstract 

 
The footprint firms leave behind on this planet is widely discussed, and the topic of 

corporate social responsibility is constantly receiving additional attention. The gravity of 

working towards a more sustainable way of conducting business is illustrated by the 

incentivized tax system in various countries, where CSR can render tax deductions. It is 

widely debated if CSR and tax aggressiveness can live in symbiosis, and what relationship 

the two areas have. However, the literature investigating this relationship is scarce, which 

has left a research gap for the authors of this study to fill. 

 

This study does through a quantitative method investigate the relationship between CSR 

and tax aggressiveness of 3899 firms from 68 different countries, measured at the end of 

2018. By equivalating the level of social responsibility of a firm with the widely accepted 

ESG-score and the level of tax aggressiveness of a firm with the ETR-index created by 

the authors, the statistical testing of the relationship was enabled. Further, the control 

variables country, industry, leverage, beta, and size were included to account for variance 

in tax aggressiveness which is not captured by the ESG-score. 

 

To guide the authors through the establishment of hypothesis and statistical testing, a 

theoretical framework was established, concluding theories speaking for the 

implementation of tax aggressiveness, against it, and theories which reconciles the two 

contradicting views. The data was thereafter processed to investigate which statistical 

model to utilize. The robust OLS was found to be the best suited model, which was used 

to test the relationship between the aggregated ESG-score, as well as its components, 

relationship to the ETR-index. 

 

The statistical results in this study did not exhibit a significant relationship between the 

aggregated ESG-score, nor for the two components S and G, and the ETR-index. There 

is however a significant positive relationship between the E-score and the ETR-index, 

showing that environmentally friendly firms are less tax aggressive in general. This 

relationship could be explained by the stakeholder theory, which indicates that a firm's 

objective should be to maximize the value creation for all its stakeholders, as well as by 

the legitimacy theory, stating that firms seek to conduct proper business within socially 

constructed norms. Furthermore, the results show that tax aggressiveness depends on the 

country of headcounter, the industry, and the beta of a firm. 
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1. Introduction 
The first chapter is initiated by presenting the chosen research topic’s background as 

well its problematization. Thereafter, the research gap is discussed followed by the 

purpose of the study and the research question(s). The upcoming section highlights the 

expected theoretical and practical contributions as well as how the authors have argued 

for the most appropriate way of generating good results given the delimitations. The 

chapter is finalized by addressing the authors’ preconceptions. 

1.1 Problem Background 

Sustainability is a controversial topic that has been getting increased recognition 

throughout the world. It is debatable whether it is up to the people, the governments or 

the corporations to take a stand against the raising problems of global warming, poor 

working conditions, scarce resources, etc. There are theories speaking both for and against 

why companies should invest money in this matter, but what is clear is that many firms 

strive to be recognized as sustainable actors. 

 

One reason to why firms care about being responsible and choses to incorporate 

sustainability in their business model is that studies have shown that they can gain a 

competitive advantage by doing so. According to a case study performed by PRI (2013, 

p. 35), evidence was found that by increasing the level of corporate social responsibility 

(CSR), a direct decrease in WACC could be obtained. Furthermore, the relationship is 

being argued for as “Sustainable leaders demonstrate a greater ability to manage risks 

and therefore benefit from lower cost of capital (WACC). Similarly, the competitive 

advantages that result from a better positioning on sustainability issues can lead to 

greater operational efficiency…” (RobecoSAM, 2010, cited in PRI, 2013, p. 35). 

Moreover, an additional argument to why firms strive to be recognized as sustainable 

actors is because investors seem to value sustainable factors when making their 

investment decision analysis (Unruh et al. 2016). 

 

To measure sustainability, various scoring systems have been developed to rank firms’ 

sustainable acts. Because of these ranking systems, companies are now being better 

recognized for their sustainable decision making which has facilitated the process for 

investors to find sustainable investments. One tool to measure sustainability is the ESG-

score which is the aggregated score of the sustainable acts concerning the Environmental-

, Social- and Governance-pillar (Thomsonreuters, 2019). It is however difficult to analyze 

the ESG performance of an organization, hence, a variety of agencies work with analyzing 

these factors. One of these agencies is Thomson Reuters which will be further discussed 

in the upcoming sections of this report. 

 

Building on the ESG, the United Nations started a network for investors that value 

sustainability called “principles of responsible investments” mostly referred to as PRI. 

The PRI states that “It encourages investors to use responsible investment to enhance 

returns and better manage risks” (PRI, n.d., p. 1). Additionally, the PRI’s ESG 

Integration Working Group defines responsible investing as “an approach to investment 

that explicitly acknowledges the relevance to the investor of ESG factors, and to the long-

term health and stability of the market as a whole” (PRI, 2013, p. 7). The above-
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mentioned reasons for including CSR in business’ operations argues for firms to 

incorporate socially beneficial actions. 

 

However, CSR has been criticized since it has been said to contradict one of the most 

common theories in finance. According to Friedman (1962) and the shareholder theory, 

the main purpose of a business should always be to bring profit to its shareholders. Hence, 

investors expect the firm to maximize its profits and it could be argued that spending 

shareholders money on sustainable actions contradict this theory. However, Mansell 

(2013) criticizes the shareholder theory view that the sole responsibility of managers is to 

deliver maximum returns to shareholders and claims. In contrast, he argues that a 

corporation's responsibility is to create maximum value to all stakeholders in the society 

of which the corporation operates. The stakeholder theory strengthens the arguments to 

why companies should incorporate CSR activities and why a high ESG-score thus could 

be important for firms. 

 

Though the above-mentioned theories speak for different approaches to how firms should 

relate to CSR, which creates ambiguity, there are more underlying factors which further 

increases the complexity of the issue. One of these factors is tax planning. Tax planning 

is an optimization tool to decrease corporate taxes. There are various possibilities for tax 

deductions which serves as incentives for firms to increase CSR while simultaneously 

maximizing profits. However, it is argued that to exploit these options contradicts the 

socially sustainable work done by a firm. It is thus a sensitive issue that can be viewed 

from different angles, where one must distinguish between tax aggressiveness, tax 

avoidance, and tax evasion.  

 

Tax avoidance can be described as adopting a tax plan which reduces the amount of taxes 

the firm has to pay per earning (Guenther et al., 2013, p. 2-3). What separates tax 

avoidance and tax aggressiveness is the fact that tax avoidance is a common optimization 

strategy and its action will most likely never be challenged by the IRS or any other 

controlling body (Guenther et al., 2013, p. 2-3). Tax aggressiveness on the other hand 

could include illegal tax planning that most likely would not survive an investigation 

(Guenther et al., 2013, p. 3). Tax evasion can also be described as tax activities which are 

illegal and immoral, although the financial differentiation between tax avoidance and tax 

evasion is limited (Bird & Davis-Nozemack, 2018, p. 1010). However, since the three 

concepts of tax planning are cumbersome to distinguish from each other, it is common 

practice to aggregate all forms of tax planning into one measure, which will be referred 

to as tax aggressiveness throughout this study. Hence, legal and illegal tax actions are 

accounted for the same. 

 

It has been debated that firms which run an aggressive tax plan avoid social 

responsibilities, and without enough taxes being paid to the state, the state will not 

function (Bird & Davis-Nozemack, 2018, p. 1011). The tax aggressiveness has been 

declared as a sustainability problem by most scholars and firms who tries to avoid taxes, 

legally or by illegal means, cannot be considered sustainable. According to research, there 

are firms which takes a strong stand for moral issues but fails to deliver a sustainable tax 

plan (Bird & Davis-Nozemack, 2018, p. 1009). The tax avoidance by itself is inconsistent 

with CSR and hence firms who declares themselves to stand for sustainable values but 

simultaneously are tax aggressive are hypocrites (Sikka, 2010, p. 157). However, some 

firms state that they in fact can color themselves sustainable and work for all stakeholder 

alike, while at the same time explore and act on the various options they face concerning 
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tax minimization. By this logic the firm act responsibly to stakeholders, while at the same 

time acting upon their prime objective according to the shareholder theory, namely 

maximizing shareholder value. Most of the voices raised concerning tax aggressiveness 

takes a critical standpoint, condemning the act and stating that it negates the CSR work 

the firms do. 

1.2 Problematization 

What has been addressed in the problem background is that previous research has shown 

that both investors and companies value the ESG-score (PRI, 2013; Unruh et al., 2016). 

Additionally, well recognized organizations such as the UN encourages investors to 

incorporate the ESG-score in their investment decision analysis (PRI, n.d.). There are 

scientific studies which have investigated the relationship between business performances 

and CSR. However, studies that investigate the relationship between tax aggressiveness 

and the level of CSR are limited. As is further mentioned, tax deductions could be an 

incentive for firms to invest in sustainability. Hence, arguably the states acknowledge the 

value stemming from an increase in CSR work made by firms and accept the tradeoff in 

form of a decrease in taxes. However, critics claims that a behavior where firms tries to 

minimize their taxes, legally or illegally, cannot be accounted for as sustainable since the 

tax aggressiveness negates the good they do (Bird & Davis-Nozemack; Sikka, 2010), thus 

creating a problem. 

 

As previous research has found a positive relationship between firms’ ESG-score and 

their financial performance (Friede et al., 2015), shareholders can benefit from CSR 

activities. The potential positive effects in form of lower WACC could be one factor 

explaining this relationship. However, the possibility to benefit from tax subsidies also 

serves as an element which should be considered from the shareholder theory’s point of 

view. Analyzing the same relationship from the stakeholder theory’s perspective, tax 

aggressiveness is contradictory to social sustainability since it reduces the overall social 

gain. Aggressive tax planning is not beneficial for the stakeholders and should thus not 

be a part of the firm’s strategy. 

 

Since different theories speak for various relationship between tax aggressiveness and the 

ESG-score it is an interesting topic to study. Previous research has not made this 

relationship clearer as the results have varied. In a study performed by Laguir et al. (2015) 

the authors do not find a relationship between tax aggressiveness and aggregated CSR. 

However, the study found that it is important to separate the CSR-factors when analyzing 

its relationship, since interesting and explanatory information could be lost when the 

factors are aggregated (Laguir et al., 2015, p. 671). When separating the CSR-measure 

into four different dimensions, Laguir et al. (2015) found that some of the dimensions of 

CSR were related with tax aggressiveness, whilst others were not. As will be discussed 

in the latter part of this report, other research has generated contradictory and fluctuating 

results. Hence, it is hard to draw conclusion whether the share- or stakeholder approach 

better manages to capture the complete picture of the dilemma, and the relationship 

between CSR and tax aggressiveness is still in need for further investigations. 

 

The possibility of coexistence between the share- and stakeholder theory has previously 

been questioned, and a common base for knowledge and implementation in the matter 

from both corporations and states point of view is lacking. However, as previously 

mentioned, the positive relationship between CSR and increased profits indicates that the 



 

4 
 

two theories may in fact coexist. The paradox theory speaks about “contradictory yet 

interrelated elements that exist simultaneously and persist over time” (Smith & Lewis, 

2011, p. 382). Thus, the coexistence could be further investigated with a paradoxical 

approach. Linking the paradox theory to the relationship between the CSR and tax 

aggressiveness, there will be various conflicting tension facing the firms. However, one 

tension does not have to be prioritized above another since they may be addressed 

simultaneously (Smith & Lewis, 2011, p. 386). Hence, the trade-off discussed by classical 

theories such as share- and stakeholder does not have to be a necessity. 

 

A problem arises when the discussion concerning the relationship between CSR and tax 

aggressiveness is limited both by the absence of clear definitions and information from 

previous research. This while the ability for firms to use tax deductions and sanctions 

through incentivized tax systems is already present. What is moreover interesting is that, 

by allowing firms to pay less taxes by addressing sustainable issues, the states approve 

the tradeoff by transferring some of the responsibility of sustainability to companies. This 

behavior could further be discussed by addressing the specific paradox known as the Ship 

of Theseus. The Ship of Theseus states the question: “... [an] object that has had its 

components replaced: does it remain fundamentally the same object over time?” 

(Abdenur, p. 1171). Relating to this study, does the change towards a bigger role plaid by 

the firms in the area of sustainability affect the end result, or is this purely a shift in 

paradigm. The ambiguity stemming from these limitations cause not only a poor 

framework for the states and the firms, but also raises the problem of the sustainable 

image of a firm.  

 

The discrepancy is by itself a problem and further research should aim for improving the 

knowledge which will support decisions regarding the implementation of various tax 

systems and schemes. Stated by some firms whose business models very core lies upon 

the aim to increase the value for all stakeholders, it is possible that a firm must not exclude 

tax optimization. Firms can act in a corporate responsible fashion while still using the 

tools available to maximize stakeholder value. The lack of coherent information and clear 

effects from tax aggressiveness is therefore an issue which needs further investigations. 

1.3 Research Gap 

To summarize the problematization, there are different theories speaking for different 

ways to analyze the relationship between the CSR and tax aggressiveness. Additionally, 

previous studies have found conflicting and various results. Moreover, the previous 

studies have been limited to specific countries or areas. To the best of the authors 

knowledge, there are no studies where the relationship between CSR and tax 

aggressiveness has been examined with the ESG-score as the measure for sustainability. 

Neither has a study been performed from a global perspective. Furthermore, the authors 

cannot find previous research that takes the paradox theory into consideration.  

 

The starting point when discussing tax aggressiveness has to this point mostly been from 

the view that it contradicts the very core of sustainable work. Therefore, a firm who is 

considered tax aggressive cannot simultaneously be called sustainable. No research has 

been done from the point of view that the tax aggressiveness could merely be a shift from 

one way of conducting sustainable work to another. A shift from state to corporations. 

The previous research starting point might therefore cause bias and a blind spot for the 

end result. Furthermore, most literature have not considered Laguir et al.’s (2015) 
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recommendation of separating the CSR factors into different elements when analyzing 

the relationship. Consequently, previous research might not capture the complete picture 

when investigating the issue.  

1.4 Research Purpose 

Since the previous studies have been concentrated to smaller areas when investigated the 

relationship between CSR and tax aggressiveness, the authors of this study aim to add to 

existing literature by conducting a study on a global level. There are furthermore no 

studies, regarding the given relationship, where the level of CSR has been measured by 

the ESG-score. Additionally, the majority of the studies which focuses on the relationship 

between taxes and CSR have not taken the separated factors of CSR into consideration 

when analyzing the results. This study serves to extend upon the limitations of the 

previous research to create a deeper understanding concerning the relationship. The ESG-

score will be used to satisfy the aim to investigate the relationship from a different vantage 

point. The aggregated score will furthermore be separated into individual explanatory 

factors to satisfy the aim to provide a deeper understanding than possible by solely 

measuring the bundled score. Hence, the main purpose of this research is to: 

 

Investigate the relationship between the ESG-score and tax aggressiveness. 

 

From the results the authors aim to open discussions concerning the empirical results 

found in this study and link them to the theoretical framework presented in the upcoming 

chapter. The discussion should open for more research in the future, where the art and 

nature of future studies could be based on the findings from this study.  

1.5 Research Questions 

The authors of this study aim to fill the research gaps that have been discussed in the 

previous sections. To do so, the purpose of this study is to investigate the relationship 

between the ESG-score and tax aggressiveness. Consequently, the authors find the 

following research questions suitable: 

 

Main question: 

 

• What is the relationship between the ESG-score and tax aggressiveness? 

 

In accordance to Laguir et al.’s (2015) recommendation, the purpose specified above will 

furthermore be most appropriately investigated by complementing the main research 

question accompanied with the following sub-questions: 

 

Sub-questions: 

 

• What is the relationship between the E-score and tax aggressiveness? 

 

• What is the relationship between the S-score and tax aggressiveness? 

 

• What is the relationship between the G-score and tax aggressiveness? 
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1.6 Expected Theoretical Contributions 

CSR is a topic which has been debated and researched for decades. Plenty of studies has 

been made and there is a vast amount of information present regarding the subject. 

However, there is still ambiguity, and the lack of clarity will dampen the total effect 

stemming from firms’ work with CSR across the globe. The specific relationship between 

CSR and tax aggressiveness has been studied in previous research. However, as 

mentioned in the research gap, the samples have been limited to smaller areas. 

Furthermore, there is also no previous research which discuss the implications of a 

possible connection between tax aggressiveness and CSR in terms of the ESG-score. This 

study will thus contribute with information when analyzing the relationship between tax 

aggressiveness and sustainable firms in a global context. The authors expect that the 

results of the study will serve as a base for further research were knowledge and beliefs 

are questioned. 

 

Based on the findings, the authors aim to open a discussion to challenge the status quo 

where tax aggressiveness will be look at from different vantage points. From challenging 

the status quo and looking at the issue from different angles, tax aggressiveness related to 

CSR could be better understood, and the relationship may be better explained. Future 

research could therefore further explore if there are better practices where a more 

wholesome solution, implementation, and view on the relationship could be found.  

 

Since this study will investigate the specific relationship between tax aggressiveness and 

each of the factors environment, social, and governance, the results will furthermore 

contribute to the discussion whether the ESG-score should be separated or aggregated 

when analyzing its effects on the society. This study will also discuss the possible 

implications this may have for firms and investors which could lead to various new 

theories and starting points for new research. 

1.7 Expected Practical Contributions 

Looking at the possible practical contributions of this study, there are various actors to 

consider. Starting with the independent firms that rank corporate sustainability, this study 

could contribute to a practical development of the ESG-score as this study aims to discuss 

its capacity in a way that has not been done before. A gained understanding of the 

relationship between tax aggressiveness and the ESG-score could assist in finding a fairer 

assessment of a firm.  

 

As mentioned in the introduction, many investors and firms value CSR. This study will 

contribute to the general understanding concerning the ESG-score's components in terms 

of whether they account for tax aggressiveness or not. This knowledge can assist firms to 

more appropriately select a strategy in line with their desired sustainability approach. 

Simultaneously, this added knowledge can enlighten investors to make more appropriate 

sustainable investments in regard to their own beliefs. 

 

Additionally, the previously mentioned incentivized tax system which can be seen today 

in many countries contradicts the opposing view of critics, that tax aggressiveness should 

not be part of a sustainably considerate firm. This ambiguity declares a relationship which 

is complex and in need of further knowledge in the topic, which the authors of this study 

aims to provide. Further knowledge could therefore also assist governments when making 
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decisions regarding tax subsidies. This could possibly open for more effective tax laws 

where the full potential regarding sustainable work done by both corporations and states 

could be utilized, without sacrificing any shareholder value. 

1.8 Delimitations 

In this section the various delimitations of the study are highlighted and elaborated on. 

The delimitations are vital in order to conduct a study suitable to the purpose of this study, 

namely, to investigate if there is a relationship between the ESG-scores and tax 

aggressiveness. 

 

• Population and sample: The aim of this study is to test the given relationship on a 

global level. Hence, the population which will be investigated will contain public 

firms from all accessible countries. The sample will be delimited to all firms with 

available data for all variables used in the statistical testing. Additionally, financial 

institutions will not be included in this study. 

 

• Measuring tax aggressiveness: There are many ways to measure tax 

aggressiveness. This study will be delimited by only consider one approach of 

doing so, where the measurement will be equivalated by the ETR-index calculated 

by the authors. 

 

• Time limitation: This study is written by two fourth year finance students as their 

final thesis for their degree in business administration. The time allocated for the 

study including all stages is therefore delimited to one semester. 

 

• Data: The research will be delimited to only investigating one period of time. This 

has been done since the purpose of the research is solely to investigate how the 

ESG-score relates to tax aggressiveness, not how the relationship has 

development over time. 

 

• Research strategy: This study is delimited to be performed using a quantitative 

strategy. However, adding a qualitative aspect could have enabled the authors to 

answer questions with a greater nuance than solely a quantitative can.  

1.9 Preconceptions 

Previous experiences and understandings of the authors affect the processes within the 

research. Therefore, it is important to outline their pre-understandings (Bryman and Bell, 

2015, p. 40-43). As described by Coghlan (2001, p. 51), the term pre-understandings are 

people's knowledge, insights, and the experience they have previously acquired. 

 

This study is conducted as a final degree project for the International Business Program 

where both authors are currently studying their final semester at Umeå School of 

Business, Economics and Statistics. Throughout their studies they have accumulated 

knowledge from various finance courses on both bachelor and master level, as well as 

from a variety of courses within business administration, which provides the authors with 

the essential skills to conduct this study. The authors also consider themselves to have 
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sufficient statistical knowledge to conduct the statistical testing and analysis which will 

be performed at a later stage.  

 

Furthermore, both authors have expanded on their studies through studies in Taiwan and 

Czech-Republic as well as Italy respectively, which arguably decreases the possibility of 

bias caused by cultural views. Beyond the theoretical knowledge previously stated, one 

of the authors has experience from working within the field of finance through a three-

month internship in Germany. 

  



 

9 
 

2. Research Methodology 
The second chapter aims to explain the philosophical framework which will guide the 

authors throughout the research. The chapter begins with a discussion concerning the 

two main research paradigms. Based on the philosophical framework, the authors then 

argue for the most appropriate research approach, strategy and design. The chapter is 

concluded with a discussion concerning the choice of literature as well as for the ethical 

and social considerations. 

2.1 Philosophical Framework 

A research paradigm addresses how the research should be conducted based on the 

authors’ assumptions about the reality and the nature of knowledge (Collis & Hussey, 

2014, p. 43). The paradigm, also known as the philosophical framework, guides the 

authors throughout the research process and is a crucial part for the research to be 

conducted in an appropriate fashion (Saunders et al., 2012, p. 127). 

 

Collis and Hussey (2014, p. 43-44) identifies two main paradigms. The first paradigm is 

known as positivism and originates in the natural science. Positivism assumes that the 

social reality is singular and objective, and that it is not affected by the act of investigating 

it. Furthermore, research that is in line with positivism usually involve a deductive process 

with a purpose to provide explanatory theories to understand social phenomena (Collis & 

Hussey, 2014, p. 43). Additionally, since positivism assumes that social phenomena can 

be measured, it is commonly associated with a quantitative method of conducting a 

research (Collis & Hussey, 2014, p. 44). 

 

The alternative to positivism is interpretivism. Interpretivism stems from the criticism 

towards the more objective view of positivism. For example, interpretivism argues that it 

is impossible to separate people from the social contexts in which they exist, and that an 

objective approach can ignore relevant findings that cannot be measured (Collis & 

Hussey, 2014, p. 44-45). Interpretivism speaks for that the social reality should exist in 

people’s minds and is therefore subjective and multiple. The research in line with this 

paradigm often involves an inductive process that aims to provide interpretive 

understanding of social phenomena. Furthermore, the research is being conducted by a 

qualitative method where the results usually lead to a broad conclusion (Collis & Hussey, 

2014, p. 44-45). 

 

What is important to consider is that, although researchers use the research paradigm as 

a framework to guide the study-process in terms of consistency, there are approaches that 

do not fully agree with either of the two main paradigms. Collis and Hussey (2014, p. 45-

46) argue that few researchers adopt the pure forms of the main paradigms. Instead, many 

researches choose to consider the main paradigms as extremities of a continuous line. 

2.2 Philosophical Assumptions 

Before designing a research, the authors must consider the philosophical assumptions that 

underpin the research paradigm (Collis & Hussey, 2014, p. 46). This is done to determine 

whether the research is leaning more towards positivism or interpretivism to assist the 

authors in finding an appropriate research method and methodology. 
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2.2.1 Ontological Assumption 

Ontology is concerned about the nature of the reality. It explains whether the researchers 

assume the social reality to be objective or subjective (Collis & Hussey, 2014, p. 47). As 

mentioned in the philosophical framework, positivism speaks for the objective point of 

view. From a positivistic approach, the ontological assumption argues that a study is 

conducted based on the assumptions that there is only one reality. Furthermore, that the 

reality is to be external to the researchers (Collis & Hussey, 2014, p. 47). In contrast, 

interpretivism speaks for the subjective approach. The ontological assumptions in line 

with interpretivism argues that the reality is to be socially constructed. Therefore, it 

speaks for multiple realities as each person have different senses of the reality (Collis & 

Hussey, 2014, p. 47). 

 

Connecting the ontological assumptions to the nature of this study, the authors argue that 

positivism is the most applicable paradigm. This research aims to investigate the 

relationship between the ESG-score and tax aggressiveness where the data is planned to 

be analyzed objectively with statistical measurements. Furthermore, this study is 

conducted to find a result which is possible to generalize on a global level, hence, one 

reality. However, the authors also aim to open a discussion based on the empirical 

findings where the issue is discussed from a more subjective approach. This discussion 

mainly aim to highlight areas of continuous studies. However, the discussion is not the 

main purpose of this study. Based on the abovementioned arguments, the authors argue 

that their ontological assumption is mainly in line with the positivistic approach, however 

with some aspects of interpretivism. 

2.2.2 Epistemological Assumption 

The epistemological assumption relates to what the researchers should accept as valid 

knowledge (Collis & Hussey, 2014, p. 47). As mentioned, positivism originates from 

natural science. Thus, the epistemological assumptions associated with positivism argue 

that the only acceptable and valid knowledge is phenomena that can be observed and 

measured (Collis & Hussey, 2014, p. 47). Furthermore, the positivist approach argues for 

data to be collected from an observed reality and later analyzed to make generalizations 

(Saunders et al., 2012, p. 134). In contrast, interpretivism criticize the approach of 

positivism, as this behavior can lead to lost information of relevant data (Collis & Hussey, 

2014, p. 44-45). The epistemological assumptions that connect to interpretivism argues 

that more qualitative data can also be accepted as knowledge and that the researcher 

determine what should count as facts (Collis & Hussey, 2014, p. 47). 

 

Like the ontological assumptions, the authors of this research argue that the 

epistemological assumption most applicable for this research is in line with the research 

paradigm of positivism. This since the main purpose of this research is to investigate the 

relationship between the ESG-score and tax aggressiveness based on secondary data, 

where the aim is to generalize the results on a global level. In this study, the authors 

believe that only numerical and empirically proven evidence is considered as valid 

knowledge. Although, as mentioned earlier, the authors also want to highlight areas of 

continuous studies by discussing the observed relationship from a more subjective point 

of view. This discussion is however not be accounted for as valid knowledge. 
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2.2.3 Axiological Assumption 

The axiological assumption highlights the role of values in a research. From the approach 

of positivism, the axiological assumption describes a process of the research that is value-

free, and that the researchers are considered to be detached from what they are studying 

(Collis & Hussey, 2014, p. 48). Furthermore, positivists believe that the issue being 

studied existed before the researches took interest in it, and that it is not affected by the 

study. On the other hand, the axiological assumptions connected to interpretivism 

assumes that the researchers do have values (Collis & Hussey, 2014, p. 48). The values 

determine what the researchers recognize as facts, thus what conclusions that are drawn. 

 

Based on the main purpose of this research, the authors argue that the axiological 

assumption of this study is in line with positivism. The authors believe that the 

relationship between the ESG-score and tax aggressiveness is not affected by the results 

of this research. Additionally, there is no reason to assume that the relationship would 

have taken another form if this research would not have been conducted. This, since 

secondary and already existing data is used when analyzing the issue. 

2.2.4 Rhetorical Assumption 

The rhetorical assumption relates to the choice of language in the research. In addition to 

being in line with the main paradigm, the language must also be accepted by the 

supervisor and the examiner (Collis & Hussey, 2014, p. 48). In a positivist study, the 

rhetorical assumption suggests that a passive voice is the most appropriate choice. This, 

because the authors should strive to convey the impression that their research is objective 

(Collis & Hussey, 2014, p. 48). The position is however less clear concerning 

interpretivism. Collis and Hussey (2014, p. 48) recommend that a study built on 

interpretivism should adapt the language to be accepted by the supervisor. Moreover, 

what is in common for both paradigms are that the future tense should be used for the 

project proposal and the present or past tense should be used in the dissertation of the 

thesis (Collis & Hussey, 2014, p. 48). 

 

The authors of this report strive to appear as objective as possible since it is in line with 

their ontological assumption. Consequently, the rhetorical assumptions in line with a 

positivistic approach is most applicable on this research. 

2.2.5 Methodological Assumption 

The methodological assumption demonstrates the process of the research. The 

methodological assumption linked with positivism speaks for ensuring that any concept 

can be operationalized in such a way that they can be measured. This approach is related 

to large samples, reducing the phenomena studied to their simplest parts, creating a 

hypothesis and analyzing associations between variables (Collis & Hussey, 2014, p. 48-

49). On the opposite, the methodological assumption associated with interpretivism 

speaks for small samples. It explains an approach where the researchers use different 

methods throughout the study to obtain different perspectives by analyzing patterns and 

seeking to understand the causes of the phenomena (Collis & Hussey, 2014, p. 49). 

 

Relating the methodological assumptions to this research, positivism is the most 

applicable. As the main purpose of this study strive to investigate the relationship between 

the ESG-score and tax aggressiveness on a global level, a large sample is needed. 
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Moreover, what further argues for positivism is that the authors have chosen to simplify 

the study by only looking at an ETR-index as the measurement for tax aggressiveness. 

However, as previously mentioned, based on the empirical findings of this study, the 

authors aim to start a discussion more in line with interpretivism to suggest further 

research. 

2.3 Research Approach 

The research approach is based on two concepts that explain the relationship between the 

research and the usage of theories. The first concept is known as deductive research 

(Collis & Hussey, 2014, p. 7). Deductive research builds on existing theories that are 

being tested by empirical observations. It involves collecting specific data which the 

theories have identified as important in order to investigate the relation between the theory 

and the evidence generated by the research (Collis & Hussey, 2014, p. 7). The second 

concept is known as inductive research (Collis & Hussey, 2014, p. 7). Inductive research 

is an approach where a theory is developed by the researchers, not tested for functionality. 

The theory is developed at the end of the study and is based on the research observations 

(Collis & Hussey, 2014, p. 7-8). 

 

With regards to the research question of this study, which aims to answer what the 

relationship between the ESG-score and tax aggressiveness is, a deductive research 

approach is most applicable. What has previously been discussed is that there are many 

theories which tries to explain the relationship between CSR and tax aggressiveness. This 

report constructs a theoretical framework based on the existing theories which is tested 

for by empirical observations. Due to different opinions whether tax aggressiveness 

should be seen as sustainable or not, the theories explain different realities. This study 

further investigate which theories are best suited to explains the relationship. Moreover, 

this study does not aim to generate a new theory.  

2.4 Research Strategy 

There are two main research strategies that researchers can choose between, quantitative 

and qualitative. Quantitative research is mainly analyzed using statistical methods and 

involves a collection of data, either new, or already existing (Collis & Hussey, 2014, p. 

5-6). Furthermore, quantitative research can be understood by the statement of 

“quantifying the problem or research question and establishing the mechanisms through 

which one or more (quantitative) variable(s) may affect another variable” (MacIntosh & 

O’Gorman, 2015, p. 155). Qualitative research on the other hand mainly focuses on 

collecting and analyzing new data using interpretive methods (Collis & Hussey, 2014, p. 

6). 

 

A qualitative study would not be effective to answer the given research question since it 

would be cumbersome to collect enough information to be able give a generalized answer 

regarding the relationship. However, without the delimitations set upon this thesis, the 

authors argue that the research problem could be analyzed from both a quantitative and a 

qualitative approach, i.e. a mixed study. A mixed approach would enable a deeper 

analysis and understanding of the results as it would reduce the bias which is being created 

by only following one approach (Abusabha & Woelfel, 2003, p. 598). Adding a 

qualitative side to the study could not only cancel out the weakness of the corresponding 

singular method. Furthermore, it could enable the authors to investigate why relationships 
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can or cannot be seen, and why or why not it differs from one industry to another and 

from one country to another.  

 

sAnother interesting aspect of a mixed study would be to compare the view of managers 

regarding the relationship between CSR and tax aggressiveness with the results from the 

statistical tests made from the quantitative data.  However, “even added together, the 

various approaches do not possess the true view” (Jean Lee, 1992, p. 93) since a mixed 

study can cause "ontological oscillation” (Jean Lee, 1992, p. 93).  Given both the time 

constraint, as well as the ontological assumptions discussed earlier, a mixed approach is 

not used for this study. 

 

As mentioned earlier, a quantitative research strategy is associated with positivism. This 

argument is strengthened by additional researchers, e.g. (Jean Lee, 1992, p. 89-93). Based 

on the philosophical assumptions, as well as discussion above concerning the purpose of 

this research, the authors argue that a quantitative approach is best suited for this study. 

To be able to draw general conclusions regarding the relationship between the ESG-

scores of firms and their tax aggressiveness, from different industries and countries, a vast 

amount of data must be retrieved and statistically tested. This is best investigated with a 

quantitative study (Jean Lee, 1992, p. 92). Hence, the choice of research strategy is 

quantitative only. 

2.5 Research Design 

According to Collis and Hussey (2014, p. 59), “... your paradigm is closely linked to your 

research design, which refers to the choices you will make in terms of methodology and 

methods that you will use to address your research question(s)”. Based on the previously 

mentioned assumptions, the authors argue that this research is based in the paradigm of 

positivism. Collis and Hussey (2014, p. 60-64) recommend the following four 

methodologies to match a positivistic approach: (1) experimental studies, (2) surveys, (3) 

cross-sectional studies, and (4) longitudinal studies. 

 

It is common to use an experimental study when trying to identify causal relationships 

(Collis & Hussey, 2014, p. 60). The process is made up by two variables where one 

variable, the independent variable, is deliberately manipulated to observe the effect on 

the other variable, the dependent variable (Collis & Hussey, 2014, p. 60). Additionally, 

Saunders et al. (2012, p. 174-175) explain that an experimental study is considered to be 

based more on a prediction than an open question. The specific design of the experimental 

study is vastly dependent on the nature of the research problem. Collins and Hussey 

(2014, p. 61) suggest the following choices of methodology that are associated with 

experimental studies: (1) repeated-measure design, (2) independent-samples design, (3) 

matched pair design and (4) single-subject design. 

 

The process of the methodology of surveys is made up by collecting data from a sample 

and further conduct statistical analysis to generalize the results to a population (Collis & 

Hussey, 2014, p. 62-63). The population is being recognized as “the body” under 

consideration for analysis, whilst the sample is being made up by an unbiased subset of 

the population. There are different kinds of surveys, one specific is the “archival study” 

which is an empirical study based on publicly available data (Collis & Hussey, 2014, p. 

62). Furthermore, Collis and Hussey (2014, p. 63) state that surveys in general can be 

divided into two types: (1) descriptive survey, and (2) analytical survey. The descriptive 
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survey is stated to “provide an accurate representation of phenomena at one point in time 

or at various times” (Collis & Hussey, 2014, p. 63), whilst the analytical survey is 

performed to investigate whether there is a relationship between pairs of variables, or 

multiple variables (Collis & Hussey, 2014, p. 63). 

 

Cross sectional studies are used to “investigate variables or a group of subjects in 

different contexts over the same period of time” (Collis & Hussey, 2014, p. 63). The 

methodology is often used when investigating economic characteristics of large number 

of organizations or people (Collis & Hussey, 2014, p. 63). In contrast, longitudinal studies 

refer to a “study of variables or a group of subjects over a longer period of time” (Collis 

& Hussey, 2014, p. 64). The main goal of this methodology is to examine the dynamics 

of a research problem by investigating the same variables several times over the period 

that the problem stretches. This allows the researcher to investigate change processes in 

social, economic and political landscapes. 

 

As the main purpose of this research is to investigate the relationship between the ESG-

score and tax aggressiveness at one given time, a cross-sectional design is an applicable 

choice when it comes to the time frame of the research. In contrast, since the goal is not 

to evaluate how the relationship has changed over time, a longitudinal perspective would 

not fit this study. Furthermore, since the authors do not intend to manipulate any variable 

to analyze the effect on the other, experimental studies are also not suitable. Instead, 

archival studies with an analytical perspective is the most appropriate design for this 

research. This, since the main purpose of the study is to determine whether there is a 

relationship between a pair of variables, namely the ESG-score and the level of tax 

aggressiveness. 

2.6 Choice of Literature 

To collect relevant and trustworthy information is a fundamental part of any scientific 

study (Bryman & Bell, 2011, p. 91). The previous research guides the authors when 

shaping the purpose and research question, and further provide the knowledge necessary 

to make informed decisions and assumptions for their own study. Therefore, it is 

paramount to have a proper literature search and source criticism. 

2.6.1 Literature Search 

According to Saunders et al. (2009, p. 69), the previous research which serves as a base 

of knowledge and guidance can be divided into three categories; (1) primary, e.g. reports 

and emails, (2) secondary, e.g. journals and newspapers, and (3) tertiary, e.g. indexes and 

catalogues sources. When conducting a quantitative study, a considerable amount of the 

information collected comes from secondary sources. Therefore, it is of utmost 

importance to have a systematic approach when selecting where to look for reliable 

sources. 

 

Furthermore, it is important to be attentive to the knowledge which already exists in the 

topic, its limitations, and how the planned research contributes to the topic (Gill & 

Johnson, 2002). Thus, it is important to realize the limitations of one’s own contributions, 

where the aim should be merely to build on previous research instead of attempting to 

reinvent the wheel (Jankowiczs, 2005, p. 161). This study uses the information provided 

by previous scholars as a base of information and guidance towards developing an own 
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purpose and research question. The credibility of the sources must therefore be verified 

and collected from reliable sources. This is done through various databases such as the 

Umea University Library database, Google Scholar and DiVa. To assist in the search for 

relevant literature, the authors of this study use the keywords presented in table 1 below. 

 

 

Table 1. Keywords for Literature Search 

 

2.6.2 Source Criticism 

As mentioned in the previous section, the collection of data and literature is paramount 

for any research. However, this means relying on information which is gathered from 

various sources. Without a careful selection process of literature, one can easily base 

assumptions on the given topic on false information. According to Scott (1990, p. 6, cited 

in Bryman & Bell, 2011, p. 545), there are four criteria to assess the quality of documents, 

namely: 

 

• Authenticity 

“Is the evidence genuine and of unquestionable origin?” (Bryman & Bell, 2011, 

p. 545). 

 

• Credibility 

“Is the evidence free from error and distortion?” (Bryman & Bell, 2011, p. 545). 

 

• Representativeness 

“Is the evidence typical of its kind, and, if not, is the extent of its untypicality 

known?” (Bryman & Bell, 2011, p. 545). 

 

• Meaning 

“Is the evidence clear and comprehensible?” (Bryman & Bell, 2011, p. 545). 

 

To ensure the quality of the data and information used for this study, primary sources was 

used when possible and all secondary sources were carefully selected and checked by the 

above-mentioned criteria. For the search of relevant information regarding the given 

theories used for the theoretical framework, the original text written by the persons 

credited for the theories is used to the highest extent possible. When searching for relevant 

literature concerning the research topic, contemporary articles are prioritized since the 

latest information and knowledge in the subject is desired. The same approach is followed 

when collecting reliable data, where the most current and reliable data is collected. 
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2.7 Social and Ethical Considerations 

Research ethics concerns the process of how research is conducted, as well as how the 

results and findings are reported (Collis & Hussey, 2014, p. 30). Based on several 

professional bodies’, Bell and Bryman (2007, cited in Collins & Hussey, 2014, p. 31-32) 

have compiled eleven research ethics assumptions that every researcher should take into 

consideration: 

 

• Harm to participants 

“The need to avoid potential harm through the research process and the need to 

ensure physical and psychological wellbeing of research participants, researchers 

and others” (Collis & Hussey, 2014, p. 31). The authors argue that it is of 

significantly low risk that any person face physical or psychological danger since 

the research is based on publicly available data which is not physically 

challenging to retrieve. The authors furthermore treat each other, as well as any 

external party with respect to avoid causing harm to any participant. 

 

• Dignity 

“The requirements to respect the dignity of research participant, researcher or 

others and avoid discomfort or anxiety” (Collis & Hussey, 2014, p. 31). As the 

previously mentioned assumption, this study does not plan to include any other 

participant except for the authors themselves and their supervisor. The authors do 

however acknowledge the importance to respect one another and treat all 

participants with dignity throughout the research. 

 

• Informed consent 

“The need to inform the fully informed participant consent of research 

participants” (Collis & Hussey, 2014, p. 31). Like the previous assumptions, no 

external participants are planned to be included. Both authors do consent to the 

research. 

 

• Privacy 

“The need to protect privacy of subjects or avoid invasion of privacy” (Collis & 

Hussey, 2014, p. 31). As mentioned, no external participants are included. 

Moreover, although some firms might be private, effective tax rates are public 

information. Hence, no sensitive or private information is used.  

 

• Confidentiality 

“The requirement to ensure confidentiality of research data whether relating to 

individual groups or organizations” (Collis & Hussey, 2014, p. 31). The research 

is only based on publicly available data. Thus, the study is in no danger to risk 

confidentiality. 

 

• Anonymity 

“The protection of anonymity of individual and organizations” (Collis & Hussey, 

2014, p. 31). As mentioned, no external participant is planned to be included in 

the research. Furthermore, the data that is used is publicly available already. Both 

authors agree not to be anonymous. 
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• Deception 

“The potential for deception during the research process, either through lies or 

behavior that is misleading” (Collis & Hussey, 2014, p. 32). Both authors 

acknowledge the importance of mediating the truth and do not deceive the readers 

either by a misleading behavior nor by lying. Facts and results are explained in 

scientific and proper fashion throughout the research to reflect an as accurate 

picture of the reality as possible. 

 

• Affiliation 

“The need to declare any professional or personal affiliations that might have 

influence the research, including conflicts of interest, sponsorship, and 

information about the source of the research funding” (Collis & Hussey, 2014, p. 

32). Both authors believe that it is difficult for any researcher not to include 

personal affiliation when discussing a problem. Hence, it is important for the 

readers to understand the background of the authors to be able to evaluate the 

discussion and the reliability of the results. The preconceptions are elaborated 

upon in the introduction which enables the reader to assess whether the affiliation 

influences the research or not. 

 

• Honesty and transparency 

“The need for openness and honesty in communicating the information about the 

research to all interested parties, including the need for trust” (Collis & Hussey, 

2014, p. 32). Similar to what has been discussed in regard to "deception", the 

authors do not wish to deceive the readers. To fulfill this statement, the authors 

are honest and transparent throughout the study. 

 

• Reciprocity 

“The research should be of mutual benefit to researchers and participants” (Collis 

& Hussey, 2014, p. 32). As mentioned, there is no plan to include external 

participants. However, the benefit of this research to the society is moreover 

discussed in the theoretical and practical contributions and is further elaborated 

upon after the results have been generated. 

 

• Misrepresentation 

“The need to avoid misleading, misunderstanding, misrepresenting or falsely 

reporting the research findings” (Collis & Hussey, 2014, p. 32). Like the 

assumptions of “deception” and “honesty and transparency”, the authors do not 

wish to deceive or mislead the readers. To be able to avoid this issue, the authors 

are honest and transparent throughout the report. Furthermore, the authors do not 

report false findings, nor hide important information. 
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3. Theoretical Framework 
The third chapter aims to describe the theoretical framework for which the research is 

being built upon. The first section explains different theories with various approaches on 

how to explain the relationship between CSR and tax aggressiveness. The second part 

continues with a literature review that summarizes the key takeaways from previous 

studies. The chapter is concluded with the construction of this study’s research model. 

3.1 Theory Review 

What has previously been elaborated upon is that there are different theories that 

advocated for different relationships between CSR and tax aggressiveness. The theory 

review aims to find different approaches and explain how they connect to the research 

problem. 

3.1.1 Theories Which Speak for Tax Aggressiveness 

In 1962, Milton Friedman gave birth to the shareholder theory, a common starting point 

when discussing both tax aggressiveness and CSR. According to Friedman (1962, p. 109-

110), an executive should only focus on productivity efficiency since the competition on 

the free market otherwise tend to drive out the business. Additionally, the main purpose 

of a business should always concern what is most beneficial for its owners, that is, 

generating shareholder value (Friedman, 1970, p. 1). There are somewhat different 

approaches to what shareholder value means, however, Friedman (1970, p. 1) argues that 

it is equal to generating money while conforming to the basic rules of the society. Another 

similar definition is that maximizing the shareholder value is the same as maximizing 

stock price (Miglietta et al., 2018, p. 1386). Businesses that are not trying to maximize 

shareholder value are eliminating the shareholders’ decision power of their own funds 

and should thus be considered a threat to the free society (Friedman, 1962, p. 135). 

Furthermore, a business cannot have responsibilities, only people do. Hence, corporate 

executives’ social responsibility is to conduct the business in accordance with its 

employers’, namely the shareholders’, not the society’s best desire (Friedman, 1970, p. 

1). 

 

The shareholder theory explains a situation where increased profits, if legally generated, 

should always be the main objective of a firm. This idea suggests that CSR should only 

be incorporated in a business model if it brings value to its shareholders. Furthermore, the 

theory explains that if there is a tradeoff between sustainability and shareholder value, the 

executive should always choose the alternative that profits the shareholders the most 

(Mansell, 2013, p. 11). Consequently, regardless of whether tax aggressiveness is 

assumed to be socially sustainable or not, if there is an opportunity to increase profits via 

an aggressive tax plan, the executive should capitalize on such a strategy. 

 

In addition to the shareholder theory, there are more theories that argue for firms to be 

tax aggressive. The theory of rational choices is a concept that builds on psychological 

behavior and explains what an individual must do in order to achieve its aim (Elster, 1986, 

p. 1). To know what to do, the individual must first know what to believe with respect to 

factual matters. Thus, the theory of rational choice must always be supplemented by a 

theory of rational beliefs which describes the relationship between the choice maker and 

the evidence and facts available to it (Elster, 1986, p. 1). 
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Furthermore, rational choice theory appeals to three distinct elements in the decision-

making process. First is the set of feasibility which satisfies various logical, physical and 

economic constraint. Second is the causal structure of the situation that determines what 

action lead to which outcome. Last is the subjective ranking of the feasible alternatives 

(Elster, 1986, p. 4). The decision maker makes the choice that generates the highest 

amount of expected utility in accordance to its beliefs (Elster, 1986, p. 6). What is worth 

mentioning is that prior to making a strategic choice, the theory of rational choice 

furthermore takes into consideration what other decision makers are likely to do. The final 

rational decision is being shaped both by the personal expected utility of the decision 

maker, but also by how external parties anticipates the decision maker to choose and 

furthermore, how they make their decisions (Elster, 1986, p. 7). 

 

In the context of a business, the authors believe that theory of rational choice argues for 

how an executive strategically invests in what generates the highest amount of corporate 

utility. From the set of feasibility, it would be wise to incorporate a tax aggressive strategy 

as it would be a logical action to increase profits, whereas a non-tax aggressive strategy 

would decrease profits. By subjectively ranking the options, the expected utility would 

be higher for the tax aggressive approach. Additionally, since the rational choice also 

depends on the choices of external parties to the decision maker, it would be unwise not 

to capitalize on a possibility to decrease costs if the possibility simultaneously exists for 

competitors. Hence, the only rational choice would be to implement a tax aggressive 

strategy. 

3.1.2 Theories Which Speak for CSR 

Though the Shareholder theory has been accepted and followed by many leaders and 

scholars, the theory also has critics, which gave the rise of the Stakeholder theory 

(Wijnberg, 2000, p. 329). Mansell (2013, p. 2) criticizes the shareholder theory’s view 

that the sole responsibility of managers is to deliver maximum returns to shareholders and 

claims, in contrast, that a corporation's responsibility is to create maximum value to all 

stakeholders in the society of which the corporation operates. However, by taking a more 

wholesome approach towards business strategies and taking all stakeholders into 

consideration, one must not necessarily compromise the shareholders return.  

 

It has been argued that by attending multiple actors in the society, ultimately the 

shareholders’ value also benefits from these actions. Hence, it is possible that there is no 

trade off (Freeman, 2010, p. 12). This view is also comparable to the win-win approach, 

which states that an increased work with CSR by the firms results in added value for the 

society and shareholders alike (Fish, 2017, p. 81). Hence, the stakeholder theory therefore 

does not necessarily contradict the shareholder theory. It promotes a way to better manage 

corporations which increase the profits of the corporations (Freeman, 2008, p. 165) 

 

Another theory speaking for a wider responsibility for manager than solely provide 

maximum returns to shareholders is the legitimacy theory. As implied by the name, the 

legitimacy theory is based on what actions and behaviors of a firm that can be seen as 

legitim. Legitimacy is a state in which an organization's actions are observed to be 

“desirable, proper or appropriate within some socially constructed system of norms, 

values, beliefs and definitions” (Suchman, 1995, p. 574). If firms stay legitim they can 

build and maintain strong relationships within their political and social environment, 



 

20 
 

which can help the firms to survive regardless of financial performance (Gray et al., 1995, 

p. 67). This support the argument that CSR can be seen as more than either unnecessary 

spending of shareholders profits or solely an aim to do good. Legitimacy theory therefore 

argues that the CSR done by the firms can be seen as risk mitigation, and that the positive 

relationships which are built assist the firms in their future survival. 

 

It is possible that a firm's activities and societal values does not align, in which case a 

legitimacy gap is created. This may cause harm to the firm’s reputation within the 

environment they operate (Haniffa & Cooke, 2005, p. 395). One example of this 

mismatch is tax aggressiveness, where actions based on the purpose to avoid taxes cannot 

be seen as legitim (Freedman, 2003, p. 695) and can possibly harm the firm’s status as 

well as the business operations (Laguir et al., 2015, p. 664). Being tax aggressive is 

therefore incompatible with CSR (Hoi et al., 2013, p. 2041). 

3.1.3 Theories Which Speak for A Dynamic Approach 

The previous theories give guidance to what the primary goals of an organization should 

be, and whether CSR or tax aggressiveness can or should be a part of operations. 

However, most of the theories fail to solve the various organizational tensions which rise 

in the given topic. Some of these tensions are individual vs. collective (Murnighan & 

Conlon, 1991, p. 168), exploration vs. exploitation (Smith et al., 2010, p. 451) 

collaboration vs. control (Sundaramurthy & Lewis, 2003, p. 398), flexibility vs. efficiency 

(Adler, Goldoftas, & Levine, 1999, p. 44), and profit vs. social responsibility (Margolis 

& Walsh, 2003, p. 270). 

 

A theory which aims to offer a response to these tensions is the Contingency theory, which 

states that an organization is performing at its best when they achieve alignment or fit 

between internal and external elements (Smith & Lewis, 2011, p. 381). Contradictory to 

early theories, the contingency theory does not assume that there is one best way for 

managers to face operational decision. Each situation needs to be addressed in a unique 

way and successful managers must choose the path which best aligns strategy and 

structure (Smith & Lewis, 2011, p. 395). To do so, managers must recognize possible 

tension existing between the internal and the external environment. Only when the 

tensions are recognized they can be resolved which is crucial for operational success. 

 

Like Contingency theory, the paradox theory aims to provide a response to organizational 

tensions. However, instead of attempting to find ‘fits’ and to align the goals of the 

organization, the Paradox theory explores how the organization can pursue competing 

demands simultaneously. “We define paradox as contradictory yet interrelated elements 

that exist simultaneously and persist over time” (Smith & Lewis, 2011, p. 382). If an 

organization chooses to attend solely one demand and thus ignoring the tension stemming 

from the other simultaneous demands, it might result in a strong short-term performance. 

However, it is only through attending all divergent demands long-term sustainability can 

be sustained. 
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Figure 1. A Dynamic Equilibrium Model of Organizing 

Source: (Smith & Lewis, 2011, p. 399). 

 

From the Paradox perspective the organizational tensions should neither be ignored nor 

be seen as obstacles on the path towards sustainable performance. They are not only 

normal and persistent over time but can be beneficial and powerful if addressed correctly. 

By implementing a paradox approach, an organization's long-term goal is to reach the 

dynamic equilibrium which, in contrast to a static equilibrium, assumes constant motion 

across opposing forces. The only way to stay in the equilibrium is to adapt to the constant 

pull in conflicting directions. By doing so, the firms also decrease the risk it is facing, 

since the dynamic attendance to all the forces address risk more efficiently than a more 

static approach. Hence, a link can be drawn between the paradox approach and risk 

management approaches, where various forces and risks can be addressed 

simultaneously, e.g. by hedging. This also support the claim that an increase in CSR done 

by a firm can ultimately reduce operational risk 

3.1.4 Theory Summary 

As exhibited in previous sections there are different theories with contrasting view on 
how to examine tax aggressiveness and CSR, and theories which tries to reconcile the 
contradicting views. In Table 2 below the various theories presented above are 
summarized with their key characteristics. 
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Table 2. Summary of Theories 

 

3.4 Literature Review 

As mentioned in the introduction, there are limited studies that have investigated the 

relationship between CSR and tax aggressiveness. The following summaries of previous 

research highlights the most interesting findings which mostly concerns whether tax 

aggressiveness should be accounted for as unsustainable or not. Furthermore, the studies 

discuss various approaches on how to measure tax aggressiveness and how it relates to 

an aggregated measure of corporate social responsibility. The literature review is then 

concluded by further investigating the already mentioned paradox theory. 

3.4.1 Do Socially Responsible Firms Pay More Taxes? 

In a study published in The Accounting Review, Davis et al. (2016) investigates the 

relationship between corporate tax payments and corporate social responsibility. The 

analysis was based on CSR information retrieved from the MSCI annual dataset of 

environmental, social, and governance ratings of publicly traded companies (previously 

KLD). The information was converted into an index score, based on five categories: (1) 

community, (2) diversity, (3) employer relations, (4) environment, and (5) product. 

Furthermore, to measure corporate tax payments, Davis et al. (2016) investigated the five-

year cash ETRs. The ETRs were determined by the sum of taxes paid for a five-year 

period divided by the sum of the pretax income less the sum of special items for the same 

five-year period. Finally, tax lobbying expenditures were retrieved from the publicly 

available database maintained by the Center for Responsive Politics. Based on a sample 

consisting of over 5000 observations during the period 2006-2011, the researchers found 

evidence that the five-year cash ETR was negatively related to the CSR index. This, while 

being positively related to tax lobbying expenditures. The results depict that socially 

responsible firms in general do not pay more taxes than other firms, in fact, the opposite 

holds. David et al. (2016, p. 65) state that “This evidence suggests that managers or other 

influential stakeholders of socially responsible firms do not view the payment of corporate 

taxes as complementing CSR activities”. The research conducted by Davis et al. (2016) 
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is an important framework for this study. It suggests that higher tax payments are not 

related to CSR, and that tax should thus not be a part of social responsibility. 

3.4.2 Is Corporate Social Responsibility Performance Associated with Tax 

Avoidance 

In contrast to Davis et al. (2016) who argue for taxes not to be a part of CSR, Roman 

Lanis and Grant Richardson argued for a different approach, stating that “...we expect 

socially responsible firms to be less tax avoidant because we view a firm as a ‘‘real 

world’’ entity in which CSR is a legitimate business activity and not merely a cost on the 

road to maximizing shareholder wealth” (Lanis & Richardson, 2014, p. 439). 

 

Lanis and Richardson (2014) analyzed how socially responsible firms perceive tax 

payment to be a part of their CSR by investigating the relationship between tax avoidance 

and CSR. The research was conducted using a matched sample of 217 tax-avoidant and 

217 non-tax-avoidant firm-years where the information was retrieved from the Kinder, 

Lydenberg, and Domini database (KLD) over the period 2003-2009. The research 

hypothesis was stated as “All else equal, the higher the level of CSR performance of a 

firm, the lower the likelihood of corporate tax avoidance” (Lanis & Richardson, 2014, p. 

443). Furthermore, both the level of tax avoidance and CSR were retrieved from the KLD 

database. The level of tax avoidance was determined by investigating tax disputed over 

the years 2003-2009, and the CSR score was calculated based on the following indicators; 

(1) community relations, (2) corporate governance, (3) diversity, (4) employee relations, 

(5) environment, (6) human rights, and (7) products (Lanis & Richardson, 2014, p. 445-

446). The empirical results showed that there was a negative correlation between CSR 

and tax avoidance, arguing for the research hypothesis to be accepted. Additionally, the 

authors also found that all the separated seven indicators of CSR were negatively 

correlated with tax avoidance except for; (2) governance, (4) employee relations and (5) 

environment. The empirical findings of Lanis and Richardson (2014) argue that in general 

socially responsible firms do think of taxes as a part of their CSR. The results suggest the 

opposite relation of what was found by Davis et al. (2016) in the above-mentioned study. 

3.4.3 Tax Avoidance as A Sustainability Problem 

In a study published in 2016, Bird and David-Nozemack investigated the problems that 

arises from tax avoidance from a wide variety of angles. The study argues that tax 

avoidance is not a simplistic matter where easy conclusions can be drawn, and the 

relationship is not straightforward. Bird and David-Nozemack (2016) argues that tax 

avoidance not only is a financial problem which concerns tax authorities, but a topic 

which concerns and affects numerous actors and aspects of corporations, governments 

and individuals. The complexity of tax aggressiveness is further elaborated on with the 

definition of soft- and hard laws. Though every company must adhere to legislative rules 

set my governments, soft laws are rules and guidelines which aims to compensate for 

limitations in the hard laws. 

 

Bird and David-Nozemack (2016) take a critical standpoint and question the morality of 

firms of which an aggressive tax plan is present, and the thus the question is raised if tax 

aggressiveness and a sustainable culture within a firm can coexist. Though the paper 

accumulates the practices of tax avoidance and aggressiveness in its conclusion regarding 

the effects stemming from its actions, the definitions should be made clear according to 
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the authors. Whereas tax avoidance could be seen as an optimizing way of doing business, 

tax evasion may be seen as an activity which could be both immoral and illegal. 

Regardless of the tax activity, all tax aggressiveness has similar negative effects on the 

sustainable-, the public-, and the regulative commons. Without enough taxes being 

received by the governments, they are not able to function in an optimal way. This 

indirectly, in form of weakened education systems and infrastructure etc., affect the tax 

aggressive firms negatively as well. According to Bird and David-Nozemack (2016, p. 

1014), the tax avoiding firms does not only incorporate a tax plan which aims to let their 

own corporation free-ride on other firms’ contributions to the society, but they also 

endanger the trust and understanding among actors. This consequently leads to an even 

more complex tax law which further burden the society in form of increased transaction 

costs.  
 
The article also addresses the work done to incorporate anti-tax avoidance into 

sustainability frameworks, mostly due to the work done by non-governmental entities. 

Global Reporting System (GPI), Dow Jones Sustainability Index (DJSI), and Fair Tax 

Mark (FTM) all contribute to making soft laws regarding taxes become more efficient by 

making corporations more focused on sustainable issues. These institutions and indices 

which are putting pressure on the firms to think sustainably have come a long way in their 

work and goals regarding social responsibility. However, there is still much that can be 

done to further improve CSR. First, according to Bird and David-Nozemack (2016, 

p.1021), there are many relations which still should be studied regarding tax avoidance 

and CSR. Some of which are addressed in this study. Secondly, due to these limitations 

both frameworks and ranking systems suffers from ambiguity. I.e., the tax strategy of a 

firm is accounted for in the DJSI, however only with two percent of the weighted average 

of the total score. Furthermore, a firm can theoretically receive a certification from FTM 

while at the same time pay no taxes. This also argues for the importance of further 

research in the area to define the tax avoidance and CSR relationships. 

3.4.4 Taboo or Technical Issue? An Empirical Assessment of Taxation in 

Sustainability Reports 

Published in the journal of cleaner production, the study conducted by Inga Hardeck and 

Tanja Kirn (2016) further investigates whether firms perceive corporate tax payments as 

being part of their CSR or not. To reflect whether the companies perceived corporate tax 

payments as being a part of their CSR, Hardeck and Kirn (2016) investigated the 

companies’ tax disclosure. The researchers analyzed the homepage of each firm in their 

sample, searching for sustainability reports on group level for each year between 2007-

2012. If no separate sustainability report were to be found, the researchers continued to 

look for CSR information on the homepage or information given in the annual report. As 

a last effort, if no information could be found for a specific year, the authors contacted 

the company via mail. A sustainability report, or similar information, could be found in 

426 out of 540 observations. The 24 observation which failed to deliver a sustainability 

report were accounted for as non-disclosures of tax information. 

 

To measure the level of tax disclosure, a tax disclosure index (TDI) was created based on 

21 comprised items that were observed in the companies’ CSR reports. The items were 

grouped into four main categories: (1) tax performance indicators, (2) governance 

structure and risk management system, (3) public policy, and (4) commitments to a 

socially responsible approach to taxes. The TDI score was analyzed where Hardeck and 
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Kirn (2016) checked for a correlation both between ETR, but also an indicator variable 

from firms suffering from negative tax press which they called MEDIA. The ETRs were 

calculated by taking total income tax expense divided by pre-tax accounting income and 

the MEDIA was determined by investigating the 50 first results of an internet search 

engine, searching for the company name + “tax avoidance,” “tax aggressiveness,” “tax 

shelter,” or “tax evasion” (Hardeck & Kirn, 2016, p. 1343). If a negative report on the 

company’s tax policy were to be found in any of these 50 results, it contributed to the 

indicator value. 

 

The results showed that TDI and ETR were significantly negatively correlated, and that 

TDI the MEDIA were significantly positive correlated. The empirical findings 

demonstrate that firms with low tax aggressiveness disclose less tax information, and that 

firms suffering from negative tax press disclose more. Hardeck and Kirn (2016) 

furthermore found evidence that the level of tax disclosure had significantly increased 

over time and that 30% of the firms portrayed tax as a contribution to society. However, 

the study also found arguments for corporate taxes to have a negative effect on the society 

as it be an obstacle for economic growth (Hardeck & Kirn, 2016, p. 1345) which 

contradicts the previous mentioned findings of Bird and David-Nozemack (2018). 

Hardeck and Kirn (2016) also conclude that tax disclosure is increasing in general, but 

furthermore that there are attitudinal variations based on cultural and social norms 

towards how firms perceive corporate tax payments as being a part of their CSR. The 

study contributes with knowledge that the level of tax disclosure, and thus how firms view 

taxes to be a part of their CSR or not differs between organizations. The relationship is 

complex and should be examined from many different approaches. 

3.4.5 Going to Haven? Corporate Social Responsibility and Tax Avoidance 

As studies have shown various results whether firms perceive corporate taxes to be a part 

of their CSR or not, how it affects the society, and moreover how tax aggressiveness and 

CSR are related e.g. (Davis et al. 2016; Lanis & Richardson, 2014; Bird & David-

Nozemack, 2018; Hardeck & Kirn, 2016), more investigations have been performed 

trying to bring clarification to the issue. 

 

Investigating the relationship between tax avoidance and CSR, Col and Patel (2016) 

examined corporations that established entities in offshore tax havens. The research was 

based on sample that consisted of 3897 firm-year observations for 341 unique US-firms 

with tax haven affiliates, and 16,295 firm-year observations for 1630 unique US-firms 

with no tax haven operations during 1995-2012. Col and Patel (2016) based their research 

on two different theories: the corporate culture theory and the risk management theory. 

Col and Patel (2016, p. 1035) state that corporate culture theory argues that “a firm should 

not simultaneously engage in activities that might have opposite effects on society”, and 

furthermore that companies incorporate CSR in their business model to favor its 

stakeholders. From this theory the first hypothesis was stated, H1: “Firms decrease their 

CSR activities after implementing aggressive tax avoidance practices” (Col & Patel, 

2016, p. 1035). The theory of risk management speaks for the opposite. If the risk 

management theory was to hold, the companies would incorporate CSR with the goal to 

mitigate reputational risk associated with negative corporate events, thus maximizing 

shareholders value (Col & Patel, 2016, p. 1036). In line with the risk management theory, 

the second hypothesis was stated as: H2: “Firms increase their CSR activities after 

implementing aggressive tax avoidance practices” (Col & Patel, 2016, p. 1036). 
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Col and Patel (2016) collected their data from three different sources. The CSR score was 

retrieved from the Kinder, Lydenberg, Domini, & Co. (KLD) based on seven 

subcategories: (1) community, (2) corporate governance, (3) diversity, (4) employee 

relations, (5) environment, (6) human rights, and (7) product quality/safety issues. Tax 

haven affiliates were retrieved from Thomson Financial SDC database and Exhibit 21 

from Form 10-K filings and consisted of approximately 50 countries or regions. Col and 

Patel (2016) found that firms pursuing aggressive tax avoidance by establishing offshore 

entities increase their CSR rating substantially. Additionally, the result depicts that an 

increase in overall CSR is largely driven by the increase in diversity, environment, and 

human rights issues. The authors state that the overall results from their investigation 

suggest that “firms boost positive CSR activities, mainly on more visible aspects after 

opening up tax haven affiliates” (Col & Patel, 2016, p. 1041). Consequently, the results 

are consistent with the risk management theory, thus also H2. Col and Patel (2016, p. 

1046) argue that the results show that some firms are not thinking about tax 

aggressiveness as contradictory to CSR. 

3.4.6 Does Corporate Social Responsibility Affect Corporate Tax Aggressiveness? 

In a study published in the journal of cleaner production, Laguir et al. (2015) take a 

different approach to the above-mentioned studies as the researchers investigate how the 

different components of corporate social responsibility affects tax aggressiveness 

individually. The study was based on a sample of 24 listed French firms during 2003-

2011, and the data was retrieved from “Vigeo database”. Like Col and Patel (2016), 

Laguir et al. (2015) connected the research to a variety of theories, where Laguir et al. 

chose to focus on the agency-, shareholder-, legitimacy- and corporate culture theory. 

Laguir et al. (2015) argue that, based on the different theories, companies incorporate 

CSR in their business model for different reasons and that this also affects the relationship 

between CSR and tax aggressiveness. Additionally, Laguir et al. state that “CSR should 

not be aggregated into a single measure because interesting and explanatory information 

is lost when such a method is used” (Laguir et al., 2015, p. 671). 

 

When investigating the relationship, the CSR score was calculated from the information 

retrieved by analyzing the firm’s: human resources (HR score), human rights in 

workplaces (HRts score), community involvement (CIN score), corporate governance 

(CG score), business behavior (C&S score) and environment (ENV score). The score was 

divided into four dimensions of independent variables: (1) Social, (2) Governance, (3) 

Economic, and (4) Environmental. Additionally, the level of tax aggressiveness was 

mainly calculated using two ETR factors: ETR1 = Income tax expense currently payable 

divided by book income, ETR2 = Income tax expense currently payable divided by the 

operating cash flow. The empirical findings showed various results. For instance, the 

higher level of social dimension of CSR, the lower level of tax aggressiveness, whereas 

the higher level of economic dimension of CSR, the higher level of tax aggressiveness. 

Additionally, no significant relationship could be found between the environmental 

dimension of CSR and overall tax aggressiveness. However, by adding additional proxy 

measures to increase the robustness of the results in terms of book-tax gap (BTG), an 

additional analysis found contradictory evidence to the previous results as it revealed a 

positive and significant relationship between the environmental dimension and the BTG. 

Laguir et al. conclude that more research must be done as the study is limited by a small 
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sample, however, that the key takeaways are that tax aggressiveness depends on the nature 

of its corporate social responsibility activities. 

 

The research conducted by Laguir et al. (2015) partially agree to previous findings as 

there seems to be arguments speaking both for and against if companies perceive tax 

aggressiveness to be a part of their CSR or not, and furthermore how this affects the level 

of tax aggressiveness. However, the study also highlights that different components of 

CSR affect the relationship with tax aggressiveness differently which have not been 

considered in the above-mentioned studies.  However as mentioned, the research is 

limited by a small sample and the results are questionable. 

3.4.7 Managing the Tensions at the Intersection of the Triple Bottom Line: A 

Paradox Theory Approach to Sustainability Management 

In the exploratory research done by Ozanne et al. (2016), the tension that exist at the 

intersection of the triple bottom line (social, environmental, and financial) was observed. 

Ozanne et al. (2016) collected data from various secondary resources, primarily 

consisting of annual and corporate responsibility reports, organizational websites, press 

articles, and materials provided by from case organizations. Prior to the study, most 

researchers and practitioners has prioritized one factor over another. Research has also 

been originated from one of the four vantage points; win-win, trade-off, integrated, and, 

lately, paradox. 
 
With the win-win approach, the assumption that doing good for all stakeholders also 

result in better financial results is being made. In this scenario, there is no trade-off, and 

managers does not have to prioritize any of the elements. Contrary to the win-win 

approach, the trade-off approach acknowledges that there is a conflict between the three 

dimensions, hence one dimension can only grow at the expense of another. When setting 

sustainable goal in all the categories, managers therefore must contemplate the trade-off. 

This approach, more often than not, lead to an increased focus in firms’ financial results. 

The integrated approach denotes that the three dimensions all are interrelated. All the 

elements should be considered together without favoring one above another. 
 

Though the integrated approach considers all elements, critics has claimed that it fails to 

understand the complex relationship among them, and it provides little practical guidance. 

From this criticism the paradox approach was born. Building on the integrated approach, 

it not only acknowledges the tension between the elements, but states that despite the 

conflict, organizations can attend to these competing demands of the triple bottom line to 

varying degrees over time, thereby reaching a dynamic equilibrium to effectively manage 

all three objectives. Though the tension should not be ignored, the paradox theory suggest 

that organizations should forsake either/or decisions and instead adopt a both/and 

approach. 
 

The core of this article concerns CSR and the tensions arising from it which provides 

valuable information for the authors of this study. The conclusions drawn regarding the 

intersection of the triple line is a valid starting point when examining the paradox from a 

tax point of view. It also notes that noted that further research in the topic is paramount, 

e.g. the exploring the role of public policies, a topic which is explored in this research. 
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3.4.8 Towards a Theory of Paradox: A Dynamic Equilibrium of Organizing 

In a paper written by Smith and Lewis (2011), the various tensions resulting from the 

different stakeholders affected by the practices of firms are addressed. The paper covers 

classical theories and their view of how managers should act regarding CSR, states the 

differences among them. According to Smith and Lewis (2011), both theories which state 

that CSR should be excluded from the firm's operations and theories which speaks for an 

alignment between companies aim for profit maximization and to incorporate CSR are 

too simplistic. The tensions are always present for managers and only by acknowledging 

the tensions a manager can find the optimal way to operate the firm. 

 

The different tensions can, according to Smith and Lewis (2011, p. 2010), be categorized 

into four groups; belonging, learning, organizing, and performing. Persons can face 

tensions between individual and membership and competing values and roles, which the 

“Belonging” paradox concerns. The “Learning” paradox includes the tension between 

how things usually are done and the efforts to adjust change and innovate, to destroy the 

past to create the future. “Structuring and leading foster collaboration and competition 

empowerment and direction, and control, and flexibility” is belonging to the third paradox 

“Organizing”. Lastly, the “Performing” paradox includes the tensions resulting from the 

various goals the different stakeholders have. Thought the tensions exists within each 

category, Smith and Lewis (2011, p. 2011) also express the possible tensions which can 

arise between the different groups. 

 

The very core of the article serves as a good theoretical base, since the paradox view could 

be a more modern way of looking at the relationship between tax aggressiveness and the 

ESG scores. The tensions expressed in this article could explain operational decisions and 

potential relationships seen from the statistical tests which are made by the authors of this 

study. 

3.5 Research Model 

Based on the summarized key-findings from the literature review, the authors construct a 

research model which they believe can describe the relationship between the ESG-score 

and tax aggressiveness. It is evident that the above-mentioned studies have generated 

various findings regarding the relationship, and furthermore, many different approaches 

regarding how to measure both components. 

 

Laguir et al. (2015) chose to investigate the decomposed key factors of sustainability as 

a measurement of CSR. The study found that it is necessary to investigate how each factor 

individually relates to tax aggressiveness, since otherwise, important information could 

be lost. As mentioned, this study aims to measure CSR by using the ESG-score.  

According to Laguir et al. (2015) it is furthermore possible that each element is differently 

related to tax aggressiveness, hence, they should be separated when investigating the 

relationship. This statement is furthermore strengthened since both Laguir et al. (2015) 

and Lanis and Richardson (2014) found various relationships between the separated 

factors. 

 

What is moreover interesting are the findings of Hardeck and Kirn (2016) who state that 

attitudinal variances based on cultural and social norms determines how firms perceive 

corporate tax payments as being a part of their CSR. The finding argues that, depending 

on whether a firm perceive tax payments as being a part of their CSR or not, it could 
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affect the level of tax aggressiveness. To account for differences in tax laws between 

countries, the CIT of each country is important to include. This, to measure the level of 

tax aggressive in relation to what should be paid according to domestic laws.  

 

Additionally, the above-mentioned studies have all concluded that the size of the firm 

plays a major role when determining the level of tax aggressiveness. Furthermore, the 

financial performance has been brought up as a key factor. Based on the above-mentioned 

key-takeaways from the literature review, the authors have constructed the following 

model which they believe explains the relationship between the ESG-score and tax 

aggressiveness. 

 

 
Figure 2. Research Model 
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4. Practical Method 
The fourth chapter aim to explain the method of choice to generate and analyze the data 

necessary to reach the purpose of this study. The chapter begins by discussing the 

assumptions concerning the population and the sampling method. The following part 

concerns the choice of variables, how the data will be collected and how it will be 

processed. The chapter is concluded by arguing for what statistical test(s) that will be 

used, followed by the initial regression model, and finally, the presumption concerning 

the test(s). 

4.1 Population and Sampling Method 

The process of conducting a research that involves data collection involves three main 

issues (Dahmström, 2011, p. 65). The first issue is to determine who or which the research 

strive to investigate (Dahmström 2011, p. 65), hence, the authors state the assumptions 

concerning the population. As mentioned, this study aims to fill multiple research gaps 

by analyzing the relationship between ESG-score and tax aggressiveness from a global 

perspective. Therefore, the population for this study contain all firms with an ESG-score 

from all countries. The second issue concerns what is going to be researched and must be 

specified in terms of variables (Dahmström, 2011, p. 65). The third issue is to answer how 

the research is conducted, either by investigating one sample of the population, or the 

entire population (Dahmström, 2011, p. 65) 

 

Relating to the third issue presented by Dahmström (2011), the population is often too 

big to analyze directly. Hence, it is recommended to select an unbiased random sample 

to reflect the general picture of the population (Collis & Hussey, 2014, p. 197). According 

to Lantz (2014, p. 115-116), if the probability of being a part of the sample is not equal 

between all firms, coverage error can arise. Lantz (2014, p. 116) further describe that this 

bias can lead to firms that are important to the results might not be included in the sample. 

The authors believe that the size of the population is manageable to analyze without 

selecting a random sample since there are limited number of firms with an ESG-score. 

Although this method can be subject to bias, since it may exclude firms with common 

attributes which contains important information (Lantz, 2014, p. 116), the authors believe 

that it is still more appropriate than selecting a random sample as it would not capture as 

many observations. 

 

As both the first and the third issue presented by Dahmström (2011) has been addressed, 

the second issue is further elaborated upon. The population of firms with and ESG-rating 

is analyzed by screening for important explanatory variables that has been highlighted in 

the theoretical framework. Only companies that have available information for the given 

variables are accounted for in the sample. One example of firms that are not be included 

in the sample are those that do not pay taxes. As is elaborated upon in the upcoming 

section 4.3, the dependent variable of this study requires both an effective- as well as a 

corporate income tax to function. Furthermore, the reason for not paying corporate 

income taxes can vary, and to investigate these reasons is outside the scope of this study. 

The theoretical framework has identified multiple additional factors that have proven to 

be significantly related to tax aggressiveness. The screening process is thus be performed 

by only selecting firm with an ESG-rating that also have available information concerning 

other control variables. The specific variables are discussed below. 
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4.2 Independent Variable 

An independent variable is a variable that influences the value of the dependent variable 

(Collis & Hussey, 2014, p. 204). The purpose of this study is to investigate the 

relationship between ESG-score and tax aggressiveness in terms of the aggregated ESG-

score as well as for the separated scores of the factors E, S and G individually. Hence, the 

independent variables most suitable for this study are the various scores, calculated by 

Thomson Reuters’ database Eikon in the following fashion: 

 

ESG-score 

“Thomson Reuters ESG Combined Score is an overall company score based on the 

reported information in the environmental, social, and corporate governance pillars 

(ESG Score) with an ESG Controversies overlay” (Eikon, 2019, n.p.), where the overlay 

accounts for significant controversies that affect the overall score (Thomsoneuters, 2019, 

p. 3). 

 

E-score 

“The environmental pillar measures a company’s impact on living and non-living natural 

systems, including the air, land and water, as well as complete ecosystems. It reflects how 

well a company uses best management practices to avoid environmental risks and 

capitalize on environmental opportunities in order to generate long term shareholder 

value” (Eikon, 2019, n.p.) 

 

S-score 

“The social pillar measures a company’s capacity to generate trust and loyalty with its 

workforce, customers and society, through its use of best management practices. It is a 

reflection of the company’s reputation and the health of its license to operate, which are 

key factors in determining its ability to generate long term shareholder value” (Eikon, 

2019, n.p.) 

 

G-score 

“The corporate pillar measures a company’s system and processes, which ensure that its 

board members and executives act in the best interests of its long-term shareholders. It 

reflects a company’s capacity, through its use off best management practices, to direct 

and control its rights and responsibilities through the creation of incentives, as well as 

checks and balances in order to generate long term shareholder value” (Eikon, 2019, 

n.p.) 

4.3 Dependent Variable 

The dependent variable is the variable whose value is influenced by one or more 

independent variables (Collis & Hussey, 2014, p. 204). It is important to understand that 

tax aggressiveness is a concept that cannot be analyzed in terms of numbers directly. The 

literature review has displayed different ways to overcome the issue and a variety of 

methods have been used to simulate tax aggressiveness, e.g. evaluating cash ETRs, 

investigating tax disclosure and analyzing tax disputes. There are strong arguments 

behind the different methods, and the authors of this report believe that the choice of 

method depends on the nature of the research paradigm. This study is performed by 

adopting the method of investigating ETRs which is argued for to be an appropriate tool 
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to analyze tax aggressiveness by several researchers, e.g. (Guenther et al., 2013; Davis et 

al. 2016; Hardeck & Kirn, 2016).  

 

However, whereas previous studies have been concentrated to smaller areas, this study 

takes a global view which suggests an adjustment in form of adding the element of the 

CIT of each firm’s country. This is done to provide a measure of tax aggressiveness which 

relates to each firm’s domestic obligations. Furthermore, tax rates are mathematically 

produced, hence, objectively collectable and analyzable, which is in line with positivism. 

The ETRs are described as: “Represents provision for income taxes divided by income 

before tax” (Thomsonreuters, 2019). The CITs are collected from the dynamic tax 

summary created by PwC (PwC, 2019). In any case of ambiguity or multiple tax rates, 

the specific country is investigated further to find the correct rate to apply to each 

individual company. In the case of scaling tax rates based on net income, the exact rate is 

calculated in each specific case.  

 

Finally, the ETR-index, which is used as the dependent variable for this study, is 

calculated by the following equation: 

 

Equation 1: ETR-index 

𝐸𝑇𝑅𝐼𝑛𝑑𝑒𝑥 =  
1 + 𝐸𝑇𝑅

1 + 𝐶𝐼𝑇
 

 

As argued for previously, tax aggressiveness covers both legal and illegal tax planning. 

Hence, according to the ETR-index formula described above, a corporation paying less 

tax than its corporate tax rate generates a result below one. Hence, the lower the ratio, the 

higher the level of tax aggressiveness. 

4.4 Control Variables 

As there are more possible factors that could affect the dependent variable than solely the 

independent variables, it is necessary to include control variables when testing for 

relationships (Newbold et al., 2013, p. 458).  From the literature review, it is evident that 

some control variables were used more frequently than others. One common choice of 

control variable was “SIZE” (e.g. Laguir et al. 2015; Hardeck & Kirn, 2016; Col & Patel, 

2016; Davis et al. 2016) which was measured by the natural logarithm of total assets. 

Furthermore, both Leverage and R&D were frequently incorporated. In addition to the 

recurring control variables, there were other unique factors considered for each specific 

study, e.g. foreign income, board of director independence, tax benefit on stock option 

etc. 

 

When selecting the control variables for this study, the authors argue that it is wise to 

consider size, leverage and R&D, as many previous studies have found them to be 

significantly associated with tax aggressiveness, (e.g. Laguir et al. 2015; Hardeck & Kirn, 

2016; Col & Patel, 2016; Davis et al. 2016). Size is calculated by the natural logarithm of 

total assets, in line with previous research, and leverage is determined by long term debt 

to total capital. Furthermore, Laguir et al. (2015, p. 667) argue that previous researchers 

have taken financial performance into consideration in terms of ROA and ROE. This 

study follows Laguir’s et al. (2015) recommendation by further including ROA as a 

control variable.  



 

33 
 

 

In addition to the already mentioned control variables, more factors are considered as this 

study aims to analyze the relationship from a global perspective. There are various tax 

systems in different countries, as well as differing regulations and laws for specific 

industries. Thus, dummy variables for country of headquarter and industry are included 

to control for contingent effects on tax aggressiveness. Finally, the authors believe that 

the risk could assist in explaining under which level of tax aggressiveness that a firm wish 

to operate. Therefore, the variable beta, which is explained further in Appendix 1, is 

included to account for risk. 

4.5 Data Collection and Processing 

As previously argued for in the chapter of research methodology, this study is based on 

publicly available data. In line with the approach of archival studies, the data is collected 

from a database by retrieving secondary data. The database of choice is Thomson Reuters 

database Eikon. Eikon has been chosen since it is one of the world’s most reliable sources 

(Thomsonreuters, n.d.) and includes public data of key financial numbers for over 7000 

publicly listed companies with an ESG-rating (Thomsonreuters, 2019). The database 

contains up to date information concerning the majority of the variables which are used 

throughout the research. Furthermore, the literature review depicts that the choice of using 

a database like Eikon is an appropriate data collection method as previous research have 

used similar instrument e.g. MSCI, KLD, Thomson Financial SDC database, and Vigeo 

database (Davis et al. 2016; Lanis & Richardson, 2014; Col & Patel, 2016; Laguir et al. 

2015). 

 

Six filters are used in order to only collect data which could be used for the statistical 

testing. The filters “GICS Industry Group Name” and “GICS Sub-Industry Group Name” 

is used to screen out all financial institutions as previous studies have shown that both the 

operational process and regulations differs widely from other industries and thus, 

financial institutions should be considered as outliers (Eccles et al., 2014; Lo & Sheu, 

2007; Velte, 2017). Secondly, since this study aims to investigate not only the relationship 

between the aggregated ESG-score and tax aggressiveness of firms, but also the same 

relationship between each separate factor, corporations which do not have an 

“Environmental Pillar Score”, a “Social Pillar Score”, and a “Governance Pillar Score” 

are deducted from the sample.  

 

Lastly the filter “Effective Tax Rate” is added were all companies which did not pay taxes 

the financial year of 2018 are excluded. Firms paying zero or a negative tax-rate are likely 

to be tax aggressive and to keep them in the study could provide valuable information. 

However, as mentioned, the reason for not paying corporate income taxes can vary. To 

investigate these reasons is outside the scope of this study, which argues for the 

elimination of the concerned firms. For the firms fitting the above-mentioned criteria, the 

data of the six screening filters is collected with the additional information of all relevant 

data needed for the statistical testing. In appendix 1, all variables are further described 

together with the screening criteria. The concluding part of the data collection is to collect 

the specific corporate income tax rates from PwC for each individual country which 

serves as the country of headquarter of any of the companies in the collected sample.  

 

Prior to importing the downloaded data to the chosen statistical program Stata, some of 

the raw data had to be processed before any tests could be conducted. As mentioned, 
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effective tax rates alone do not bring enough information concerning tax aggressiveness 

as the level of tax aggressiveness depends on how much the effective tax rate differs from 

what the firm is obliged to pay in CIT. Hence, the first step of processing the data was to 

convert the ETRs and CITs into the ETR-index. After creating the index, each country 

and industry are assigned a number in the excel file to enable Stata to create dummy 

variables for the two categories. Lastly, the raw data retrieved from Eikon is filtered for 

companies with missing information, and the concerned countries are removed.  

4.6 Statistical Tests  

A statistical test in terms of a regression model can be used to explain movements in the 

dependent variable as a function of the movement in the independent variable 

(Studenmund, 2014, p. 5). As this research aim to investigate the relationship between 

the ESG-score and tax aggressiveness, a regression model is an appropriate tool to fulfill 

the research purpose. By furthermore adding the control variables discussed in the 

previous section, the regression model can be more accurate than by solely using one 

explanatory variable. This is argued for as the additional elements of more explanatory 

information in a multiple regression model can assist, or substitute for each other when 

explaining the relationship (Moore et al., 2011, p. 573). Additionally, it is important to 

understand that no matter how significant the regression analysis might turn out, it cannot 

prove a causal relationship (Studenmund, 2014, p. 6). However, as discussed earlier, this 

study does not aim to test for causality as the purpose solely is to investigate the 

relationship between the ESG-score tax aggressiveness. The shortfall of the regression 

analysis is thus not be a problem in this study, although important to highlight. 

 

There are various regression models which can be used to estimate linear relationships, 

one being the Ordinary Least Squares (OLS). The OLS calculates the regression 

coefficients that sums up into the lowest number of total squared residuals (Studenmund, 

2014, p. 37). By minimizing the residuals, the estimation thus comes as close to the 

observed data as possible (Studenmund, 2014, p. 38). In this study, the regression models 

estimated by the OLS thus generate estimations of the ETR-index as close as possible to 

the observed values for each firm retrieved from Eikon. However, before conducting an 

OLS estimation, it is important to analyze the research data. Studenmund (2014, p. 97-

98) lists seven criteria that must be met in order for the OLS to generate appropriate 

estimations for the regression coefficients: 

 

1. The regression model is linear and includes an additive error term. 

2. The error term has a population mean of zero. 

3. The independent variables are uncorrelated with the error term. 

4. There is no serial correlation between observations of the error term. 

5. There is no heteroscedasticity. 

6. There is no perfect multicollinearity. 

7. The error term is normally distributed. 

 

If the OLS does not meet the seven criteria represented above, it does not generate reliable 

estimations for the regression coefficients (Studenmund, 2014, p. 97-98). Consequently, 

the regression needs to be transformed. 
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4.7 Regression Models 

The relationship between the ESG-score and tax aggressiveness is tested by four different 

regression models which aim to capture the different aspects of the ESG-factors. It is 

important to state that the models however can be subject to modifications by the authors 

at a later stage if it is found necessary. The initial models are listed below: 

1. ETRIndex = 𝛼 + 𝛽1𝐸𝑆𝐺Score𝑖𝑡 + 𝛽2CIT𝑖𝑡 + 𝛽3Leverage𝑖𝑡 + 𝛽4Beta𝑖𝑡 + 𝛽5Size𝑖𝑡 

+ 𝛽6ROAit + 𝛽7R&Dit + 𝛽7R&Dit + 𝛽𝑑1Country𝑖𝑡 + 𝛽𝑑2Industry𝑖𝑡 + 𝜀𝑖𝑡 

 

2. ETRIndex = 𝛼 + 𝛽1EScore𝑖𝑡 + 𝛽2CIT𝑖𝑡 + 𝛽3Leverage𝑖𝑡 + 𝛽4Beta𝑖𝑡 + 𝛽5Size𝑖𝑡 + 

𝛽6ROAit + 𝛽7R&Dit + 𝛽7R&Dit + 𝛽𝑑1Country𝑖𝑡 + 𝛽𝑑2Industry𝑖𝑡 + 𝜀𝑖𝑡 

 

3. ETRIndex = 𝛼 + 𝛽1𝑆Score𝑖𝑡 + 𝛽2CIT𝑖𝑡 + 𝛽3Leverage𝑖𝑡 + 𝛽4Beta𝑖𝑡 + 𝛽5Size𝑖𝑡 + 

𝛽6ROAit + 𝛽7R&Dit + 𝛽7R&Dit + 𝛽𝑑1Country𝑖𝑡 + 𝛽𝑑2Industry𝑖𝑡 + 𝜀𝑖𝑡 

 

4. ETRIndex = 𝛼 + 𝛽1𝐺Score𝑖𝑡 + 𝛽2CIT𝑖𝑡 + 𝛽3Leverage𝑖𝑡 + 𝛽4Beta𝑖𝑡 + 𝛽5Size𝑖𝑡 + 

𝛽6ROAit + 𝛽7R&Dit + 𝛽7R&Dit + 𝛽𝑑1Country𝑖𝑡 + 𝛽𝑑2Industry𝑖𝑡 + 𝜀𝑖𝑡 

 

Where: 
 

ETRIndex = The indicator of tax aggressiveness created by the authors. 

𝛼 = constant 

ESGScore = Combined score of ESG 

EScore = Environmental pillar score 

SScore = Social pillar score 

GScore = Governance pillar score 

CIT = Corporate Income Tax 

Leverage = Long term debt to total assets 

Beta = Measurement of systematic risk 

Size = Firm size measured by the natural logarithm of the total assets 

ROA = Financial performance: Net income before taxes divided by total assets 

R&D = Research and development score 

Country = Country of headquarters dummy 

Industry = Industry dummy 

𝜀 = Random error term 

All variables retrieved directly from Eikon are more in depth explained in Appendix 1. 

4.8 Statistical Hypotheses 

To be able to draw a conclusion whether the ESG-score is significantly related to tax 

aggressiveness or not, the authors test the hypothesis which are stated for each model. 

“The hypothesis is a statement about the parameters in a population or model. The results 

of a test are expressed in terms of a probability that measures how well the data and the 

hypothesis agree” (Moore et al, 2011, p. 351). Before carrying out hypothesis testing, it 

is important to state both the hypothesis itself, as well as the confidence level to avoid 

biased results (Studenmund, 2014, p. 128).  

 

The confidence level is the range of probability where the true value can be observed 

(Studenmund, 2014, p. 140). Moore et al. (2011, p. 338) states an example as “The idea 
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of an 80% confidence interval is that the interval captures the true parameter value in 

80% of all samples”. The confidence interval is being decided by the researchers 

themselves, however, lower intervals equal lower certainty that the true value of the 

parameter is captured (Lantz, 2014, p. 82-83). In order to avoid the shortcoming of a low 

certainty that the true value of the parameter is captured, a 95% confidence interval is 

used for this study. Moreover, as the purpose of this study is to investigate the relationship 

between the ESG-scores and tax aggressiveness, by answering the four research questions 

stated in the introduction, the purpose is met. The research questions have thus been 

translated into the following hypotheses: 

 

● Hypothesis 1 

H01: There is no relationship between the ETR-index and the ESG-score 

HA1: There is a relationship between the ETR-index and the ESG-score 

 

● Hypothesis 2 

H02: There is no relationship between the ETR-index and the E-score 

HA2: There is a relationship between the ETR-index and the E-score 

 

● Hypothesis 3 

H03: There is no relationship between the ETR-index and the S-score 

HA3: There is a relationship between the ETR-index and the S-score 

 

● Hypothesis 4 

H04: There is no relationship between the ETR-index and the G-score 

HA4: There is a relationship between the ETR-index and the G-score  
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5. Empirical Results 
The fifth chapter addresses the empirical findings from the statistical tests. First, the 

diagnostic concerning the retrieved data is discussed, followed by evaluating the OLS 

assumptions. Next part of this chapter concerns finding the final regression models and 

evaluating the results for each separated model. The chapter is concluded by stating the 

hypotheses which were rejected, and which were accepted. 

5.1 Data Diagnostics 

During the screening process for retrieving data from Eikon, the authors discovered that 

the database did only provide information regarding R&D for a limited number of firms. 

Due to the shortfall of observations, the authors decided to remove 𝛽7R&D from the 

regression models. Moreover, a second variable which was removed in the initial phase 

of the statistical testing was 𝛽6ROA. It was evident that the measure of financial 

performance did not contribute to improving the formula, while simultaneously causing 

it to violate the assumptions for an OLS regression. Furthermore, after following the steps 

mentioned in the data processing, the sample that was exported to Stata contained 4.010 

observations from 68 different countries. 

5.1.1 Outliers 

When analyzing the data in Stata, it became abundantly clear that the sample contained 

outliers with extreme values which had do be dealt with prior to further testing. As can 

be seen in figure 3 below, the original sample was skewed. The skewness was addressed 

by using a logarithm function which aided with the normality of the sample (see figure 

4). 

 

 
        

 

 

However, as can be observed in figure 5 and 6 below, despite adjusting the sample with 

a logarithmic function, the residual vs. fitted values still did not follow the given 

assumptions due to the extreme outliers. Since the majority of the observations appeared 

to follow the assumptions for an OLS at 4002 observations (see figure 6), the procedure 

of removal of outliers was repeated until the assumptions were met. The final sample size 

for the statistical tests contained 3899 observations. Although the removal of observation 

might lead to misleading results, the authors argue that it is not an issue in this study, 

since the outliers only makes up for a very small fragment of the total sample. 

 

Figure 3. Distribution of Residuals (no log) Figure 4. Distribution of Residuals (log) 
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5.1.2 Descriptive Statistics 

Based on the final sample of 3899 observations, the descriptive statistics of all the 

dependent and independent variables are presented below in table 3. 

 

Table 3. Descriptive Statistics 

 
 

The ETR-index takes on values approximately between 0.77 and 1.428 with a mean of 

1.0024. Notable is that an index number of 1 or above indicates a firm which pays taxes 

either equal to, or more, than their country’s CIT. Consequently, no tax aggressiveness. 

The different ESG factors take on similar values except for the combined score. This is 

because the combined ESG-score considers the controversies overlay which the separated 

pillars do not. The control variables of Leverage, Beta and Size all have low standard 

deviations whereas Size is the only one which raise above 1. Finally, the country and 

industry variables are both dummy variables. Hence, they can only take on values in-

between 1-68 and 1-21 respectively. Concludingly, the final sample consisted of 3899 

observations that belonged to 68 different countries and 21 different industries. 

5.2 Model Diagnostics 

The regression models were individually diagnosed based on the previous mentioned 

criteria to perform an OLS regression. 

Figure 5. Residuals vs. Fit, 4010 Obs.      Figure 6. Residuals vs. Fit, 4002 Obs. 
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5.2.1 Linearity 

The first assumption which needs to be fulfilled for an OLS to generate reliable 

estimations concerning the regression coefficients is that the regression model is linear 

and includes an additive error term (Studenmund, 2014, p. 97-98). To check for linearity, 

the authors plotted the residuals against the fitted value for each regression model of the 

dependent variable. A linear model would show no pattern around the fitted values of the 

dependent variable (Newbold et al., 2013, p. 516). Moreover, a random error term was 

added in each regression model to fulfil the complete assumption. In figure 7-10 below, 

the residuals of the ETR-index are plotted against the fitted values for each regression 

model. 

 

 
          

 

 

 
          

 

 

As can be observed in figure 7-10, the residuals vs. the fitted values were scattered 

randomly in each regression model. Since no pattern could be observed, the author argue 

that all the models can be interpreted as linear. Consequently, the first assumption 

presented by Studenmund (2014) has been investigated, where all model meets the 

requirements for an OLS regression. 

5.2.2 Distribution and Correlation of the Error Term 

The second assumption which needs to be fulfilled for the OLS is that the error term has 

a population mean of zero (Studenmund, 2014, p. 97-98). Moreover, the third assumption 

state that the independent variables are uncorrelated with the error term (Studenmund, 

2014, p. 97-98). Additionally, the seventh assumption states that the error term should be 

Figure 7. Residuals vs. Fit (ESG-score) Figure 8. Residuals vs. Fit (E-score) 

Figure 9. Residuals vs. Fit (S-score) 

 

Figure 10. Residuals vs. Fit (G-score) 
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normally distributed (Studenmund, 2014, p. 97-98). The histograms in figure 11-14 

below, provides information concerning assumption 2 and 7 for each regression model. 

 

 
    

 

 

 
   

 

As can be observed in figure 11-14, the distribution of the error term for all the regression 

models appears to be approximately normal. Similar to what could be observed in figure 

3 and 4, there is a small tendency of right-skewedness for all independent variables. 

However, the skewness is not significant enough to raise a concern. Furthermore, one can 

observe that the residuals are dense around zero, suggesting that many firms exhibited a 

small residual. What is moreover evident by looking at the figures is that all regression 

models have an error term with an approximately mean population of zero. Consequently, 

both the second and the seventh assumptions are considered to be met.  

 

Additionally, to evaluate assumption three, whether the independent variables are 

uncorrelated with the error term, a correlation test between all independent variables and 

the residuals was carried out. The results showed that no independent variable is 

correlated with the error term, thus also fulfilling assumption three. The results are 

summarized in appendix 2. 

5.2.3 Serial Correlation 

The fourth assumption of the OLS state that there is no serial correlation between 

observations of the error term (Studenmund, 2014, p. 97-98). The serial correlation, also 

known as “autocorrelation”, can be observed when the order of the data points is 

somehow important for the results (Studenmund, 2014, p. 322). For instance, a common 

Figure 11. Distribution of Res. (ESG-score) 

 

Figure 12. Distribution of Res. (E-score) 

 

Figure 13. Distribution of Res. (S-score) 

 

Figure 14. Distribution of Res. (G-score) 
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effect of autocorrelation is that it leads to an underestimation of the size of the standard 

error of the regression coefficients. This makes the hypothesis test unreliable 

(Studenmund, 2014, p. 332-343). This study does not investigate change over time, i.e. 

there are no time series. Thus, the order of the data points is always the same, making 

autocorrelation impossible. Hence, each model fulfills the fourth assumption. 

5.2.4 Heteroscedasticity 

The fifth assumption of the OLS state that there should be no heteroscedasticity 

(Studenmund, 2014, p. 97-98). Heteroscedasticity explains a situation where the error 

term is not uniform and the size of the error terms for different observations in the sample 

are correlated with other variables (Studenmund, 2014, p. 98). To check for 

heteroscedasticity, it is common to assess the variance of the error terms in relation to 

some other variable in the model, for instance by using scatter plots. By plotting the 

residuals against the predicted values of the independent variables, one can assess the 

assumption. If the graph would show a systematic relationship to the independent 

variable, it would indicate non-uniform variance of the error term, thus also 

heteroscedasticity. 

 

 
 

 

   

 
    

 

The figures presented above could all potentially reflect non-uniform variance of the error 

term. Thus, a Cook-Weisberg test was performed for each model to investigate the 

assumption further. The results are presented in appendix 7-10 where the tests suggest 

heteroscedasticity for each model. Consequently, assumption five was not fulfilled for 

any model.  

Figure 15. Residuals vs. ESG-score Figure 16. Residuals vs. E-score 

Figure 17. Residuals vs. S-score Figure 18. Residuals vs. G-score 
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To overcome the issue of heteroscedasticity, the models were first modified by taking the 

logarithmic value for each variable as this may be done to fix the problem (Newbold et 

al., 2013, p. 561). However, the logarithmic values did not aid to overcome the problem 

of heteroscedasticity. Another way of addressing the problem of heteroscedasticity is by 

modifying the model in Stata using a robust command (Kalita, 2013, p. 14). 

Consequently, each model was modified accordingly, making the fifth assumption being 

fulfilled. 

5.2.5 Multicollinearity 

The sixth assumption of the OLS state that there should be no perfect multicollinearity 

(Studenmund, 2014, p. 97-98). Multicollinearity can arise in a regression model if two 

independent variables are explaining the effect on the dependent variable to the same 

extent (Studenmund, 2014, p. 261-262). The level of multicollinearity can further be 

explained as “perfect” or “imperfect”, where perfect multicollinearity means that the 

variance in one independent variable is fully explained by another independent variable 

in the same regression model (Studenmund, 2014, p. 262). A problem arises when the 

level of multicollinearity is so extreme that the regression model cannot distinguish the 

two variables which thus hinder the estimations of the coefficients (Studenmund, 2014, 

p. 263). Imperfect multicollinearity one the other hand does not mean that one 

independent variable explains another one to the full extent. Only that the variables are 

significantly correlated (Studenmund, 2014, p. 264). Although the only assumption of the 

OLS concerns perfect multicollinearity, imperfect multicollinearity increases the variance 

and standard errors which could affect the estimations of the regression coefficients 

(Studenmund, 2014, p. 266). It is thus important to assess all forms of multicollinearity. 

 

There are no perfect tests for multicollinearity (Studenmund, 2014, p. 271-272). 

However, many researchers tend to favor two different ideas on how to assess this 

assumption. The first approach is to investigate the correlation coefficients by 

constructing a correlation matrix between the independent variables. This tool is however 

not able to identify multicollinearity as it can only indicate its risk of being present 

Studenmund (2014, p. 379). Studenmund (2014, p. 379) continuously argue that a 

correlation above 80% is to be considered as severe. However, in line with other 

researchers, the authors of this report believe that severe multicollinearity could be 

experienced in lower correlations than what Studenmund (2014) suggests. In addition to 

the correlation matrix, many researchers favor the variance inflation factor test, also 

known as the “VIF-test”, to be an appropriate tool to investigate for multicollinearity. The 

VIF-test evaluates the degree that the multicollinearity has increased the variance of the 

estimated coefficient. Any value above 5 on the VIF-test indicates sever multicollinearity 

(Studenmund, 2014, p. 274). To evaluate multicollinearity, this study investigated both 

the correlation matrix and the VIF-test. 
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Table 4. Pearson’s Correlation Matrix 

 
 

 

As can be seen in table 4 above, there are no correlation above 80%, and the correlations 

that are close to 80% are the ones between the different ESG factors. However, only one 

ESG-factor is included in each regression model, thus, the model is in no risk of 

multicollinearity stemming from this source. The results following the VIF-test for each 

regression model are available in appendix 2-5, as well as summarized in table 5 below. 

As can be seen, no value is close to 5 which furthermore indicates no signs of severe 

multicollinearity for any of the given models. Hence, the sixth assumption is fulfilled for 

each model. 

 

Table 5. VIF Summary 

Variable ESG E S G 

ESG/E/S/G 1.05 1.28 1.17 1.09 

SIZE 1.09 1.33 1.22 1.12 

Leverage 1.07 1.07 1.07 1.07 

Beta 1.03 1.03 1.03 1.02 

Country 1.06 1.06 1.06 1.07 

Industry 1.02 1.02 1.02 1.02 

Mean  1.05 1.13 1.10 1.07 

5.2.6 Final Regression Model 

After modifying the initial regression models according to the findings from the 

diagnostics, the following final regression models were chosen to be used: 

1. ETRIndex = 𝛼 + 𝛽1𝐸𝑆𝐺Score𝑖𝑡 + 𝛽2Leverage𝑖𝑡 + 𝛽3Beta𝑖𝑡 + 𝛽4Size𝑖𝑡 + 

𝛽𝑑1Country𝑖𝑡 + 𝛽𝑑2Industry𝑖𝑡 + 𝜀𝑖𝑡 

 

2. ETRIndex = 𝛼 + 𝛽1𝐸Score𝑖𝑡 + 𝛽2Leverage𝑖𝑡 + 𝛽3Beta𝑖𝑡 + 𝛽4Size𝑖𝑡 + 𝛽𝑑1Country𝑖𝑡 

+ 𝛽𝑑2Industry𝑖𝑡 + 𝜀𝑖𝑡 

 

3. ETRIndex = 𝛼 + 𝛽1𝑆Score𝑖𝑡 + 𝛽2Leverage𝑖𝑡 + 𝛽3Beta𝑖𝑡 + 𝛽4Size𝑖𝑡 + 𝛽𝑑1Country𝑖𝑡 

+ 𝛽𝑑2Industry𝑖𝑡 + 𝜀𝑖𝑡 
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4. ETRIndex = 𝛼 + 𝛽1𝐺Score𝑖𝑡 + 𝛽2Leverage𝑖𝑡 + 𝛽3Beta𝑖𝑡 + 𝛽4Size𝑖𝑡 + 𝛽𝑑1Country𝑖𝑡 

+ 𝛽𝑑2Industry𝑖𝑡 + 𝜀𝑖𝑡 

 

Where: 
 

ETRIndex = The indicator of tax aggressiveness created by the authors. 

𝛼 = constant 

ESGScore = Combined score of ESG 

EScore = Environmental pillar score 

SScore = Social pillar score 

GScore = Governance pillar score 

Leverage = Long term debt to total assets 

Beta = Measurement of systematic risk 

Size = Firm size measured by the natural logarithm of the total assets 

Country = Country of headquarters dummy 

Industry = Industry dummy 

𝜀 = Random error term 

All variables retrieved directly from Eikon are more in depth explained in Appendix 1. 

5.3 Rejected Null Hypothesis 

• H02: There is no relationship between the ETR-index and the E-score 

5.3.1 Results E and Tax Aggressiveness 

The results retrieved from the regression analysis with the E-score as the independent 

variable is presented below in table 6. The robust linear regression shows a significant p-

value on the 1% significance level. The root MSE also has a very low value representing 

a small standard deviation of the regression. However, one can see by the low R-squared 

of 0.0125 that only 1.25% of the variance in the ETR-index is explained by the model. 

This shows that though the model helps to explain movements in the ETR-index, it only 

provides a small part of the explanation and there are other underlying factors affecting 

firms tax aggressiveness which this model does not consider. 

 

To be able to see if each specific variable is significantly related to any variance in the 

ETR-index, within the given model, one must investigate the associated p-value. The E-

scores shows, with a p-value of 0.004, a significant value on the 1% significance level. 

The H02 can therefore be rejected and there is empirical support for the claim that a 

change in the E-score of a firm correlate to a positive change in the firms ETR-index. The 

coefficient 0.000207 states that, according to the model, an increase with one point in the 

E-score correlate to a 0.0207% increase in the ETR-index of a firm. Hence, higher E-

scores are associated with lower tax aggressiveness. The results also show that the true 

coefficient lies within 0.000066 and 0.0003481 with 95% certainty. 
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Table 6. Robust Regression Model (E-score) 

 
 

Further, one can see that the variables Country, Industry, and Beta are all significant on 

the 1% significance level. The variables Country and Industry serves as dummy variable, 

which solely provides the information that the level of tax aggressiveness of a firm 

depends on both which country it is based in and within which industry it operates. The 

coefficient 0.0114 for Beta however provides statistical support for the claim that firms 

with higher betas are less tax aggressive.  

5.4 Accepted Null Hypotheses 

• H01: There is no relationship between the ETR-index and the ESG-score 

 

• H03: There is no relationship between the ETR-index and the S-score 

 

• H04: There is no relationship between the ETR-index and the G-score 

5.4.1 Results ESG and Tax Aggressiveness 

In table 7 below, the results from the robust linear regression with the ESG-score as the 

independent variable is presented, which tests the H01. The model has a p–value of less 

than 0.01, which is significant on the 99% confidence level. Hence, there is statistical 

support for the claim that the model, with all independent and control variables included, 

helps explaining changes in the dependent variable ETR-index.  

 

Since the H01 aims to explore if there is a relationship between the ESG-score and the 

ETR-index, a significant value for the variable ESG-score is needed to be able to reject 

the null hypothesis. The negative coefficient indicates that a higher ESG-score correlates 

with a lower value on the ETR-index. The p-value of 0.626 does however not fulfill the 

requirement needed to support this claim. Hence, the null hypothesis is accepted, meaning 

that there is no empirical support for the claim that a unit change in the ESG-score would 

either increase or decrease the level of tax aggressiveness of a firm. The only significant 

results for the model in its current form are for the dummy variables Country and Industry 

and for the variable Beta. 
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Table 7. Robust Regression Model (ESG-score) 

 
 

5.4.2 Results S and Tax Aggressiveness 

Like the previous robust linear regression with the ESG-score as the independent variable, 

the model with the S-score provides a significant result with a F-value of 6.48. However, 

as can be observed in table 8 below, just as the ESG model, the only significant variables 

are the Country- and industry dummies together with the Beta. Though the model 

indicates a positive relationship between the ETR-index and a high S-score, this result is 

not significant. 

 

 

Table 8. Robust Regression Model (S-score) 
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5.4.3 Results G and Tax Aggressiveness 

For the last null hypothesis, the robust linear regression with the G-score as the 

independent variable was created, with the results exhibited in table 9 below. Just as the 

coefficient for the ESG-score, the G-score suggest a negative relationship to the ETR-

index. As the two previous models, the model was significant albeit with an insignificant 

independent variable. What separates the model from the previous ones is that the variable 

Size, with all other variables kept constant, is significant on the 5% significance level 

which suggests a positive relationship to the ETR-index. 

 

Table 9. Robust Regression Model (G-score) 

 

5.5 Summarized Results from Hypotheses Testing 

The above-mentioned results conclude all the tests conducted for the original null 

hypotheses and are summarized in table 10 below. There is no support for the claim that 

the accumulated ESG score affects the level of tax aggressiveness of a firm. When 

decomposing the ESG score to individually test each factor, one can see that there is only 

a significant result for the test for H02.  
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Table 10. Summary of Hypotheses 
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6. Analysis 
The sixth chapter aim to analyze the results generated in chapter five, and to further 

connect the findings to the theoretical framework and the literature review. First, the 

findings concerning the aggregated ESG-score will be elaborated upon, followed by the 

E-, S-, and G-score. The chapter is concluded with a general summary of each analysis, 

as well as highlighting other key takeaways. 

 

The purpose of this study was to Investigate the relationship between the ESG-score and 

tax aggressiveness. To reach this purpose, the authors have investigated the relationship 

for both the aggregated, as well as for each separated factor of the ESG-score in four 

individual regression models. Furthermore, the purpose was translated into four different 

statistical hypotheses for the authors to be able to draw conclusions from the statistical 

tests. Although the empirical findings presented in the previous chapter are clear and 

discussed already, this chapter extend on the objective statistical facts. By analyzing the 

true meaning of the statistical results and reconnecting them to the theories and previous 

findings brought up in theoretical framework and literature review, the authors aim to 

develop a deeper understanding of the findings. 

6.1 ESG and Tax Aggressiveness 

By analyzing the results from the regression model which investigated the relationship 

between the ESG-score and the ETR-index, the null hypothesis, that there is no 

relationship between the two factors, could not be rejected. This means that there is no 

significant evidence that the ESG-score and the ETR-index are related, thus no 

relationship between the ESG-score and tax aggressiveness. Connecting the findings to 

theories presented in the theoretical framework, one could argue that; since there is no 

positive relationship between the aggregated ESG-score and tax aggressiveness, firms are 

not using the ESG-score for aggressive tax planning. Consequently, making the 

shareholder theory inadequate to explain the relationship since firms are not exploiting 

the ESG-score to increase shareholder value. Additionally, the rational choice theory also 

becomes irrelevant, based on the same arguments as for the shareholder theory. 

 
Moreover, by not finding a negative relationship between the ESG-score and tax 

aggressiveness, the legitimacy becomes hard to argue for as an explanatory theory of the 

relationship. This, since increased tax payments do not increase the level of sustainable 

recognition measured by the ESG-score, thus not increased legitimacy. The result could 

however to some extent be explained by the stakeholder theory. Since the none-

relationship between ESG-score and tax aggressiveness indicates that firms are not using 

the ESG-score as a tool to lower corporate taxes, it is evident that firms care about all 

stakeholders.  

 

Connecting the results to the paradox theory, it is cumbersome to analyze if the theory 

holds, as the theory depicts a dynamic approach which attempts to satisfy conflicting 

interests simultaneously. However, a positive relationship between tax aggressiveness 

and the ESG-score would arguably provide more support for the paradox approach, since 

this would show that both factors, CSR activities and cost minimization alike, are 

mutually addressed. 
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Though the ESG-score did not have a significant relationship towards tax aggressiveness, 

the coefficient indicated that the sample investigated showed a negative relationship 

between the ESG-score and the ETR-index. Hence, the observations in the sample 

showed a positive relationship between CSR and tax aggressiveness. Since the p-value 

was not significant, the results cannot state that the given relationship holds for the whole 

population. However, the authors argue that since the sample size is vast, with 3899 firms 

from 68 countries and 21 industries, the relationship seen in the sample is worthy to be 

analyzed, even though it cannot be generalized and applied to firms outside the given 

sample.  

 

Within the sample, it can be argued that the positive relationship between CSR and tax 

aggressiveness does provides support that the paradox theory holds. The firms with higher 

ESG-scores exhibits organizational structure which aims to attend to various tension and 

needs simultaneously. By addressing sustainable issues, as well as maximizing 

shareholder value through cost minimization, the given firms does not appear to prioritize 

one tension above another. However, the paradox theory is complex and hard to 

investigate solely by statistically testing the data. This is further discussed in the 

upcoming chapter “Conclusion and Recommendations”.  

  

Connecting the results to previous studies, the findings does not support the results 

presented by Davis et al. (2016) which found a significantly negative relationship between 

cash ETRs and a constructed CSR-Index. Additionally, the results cannot support the 

positive relationship between CSR and tax avoidance measured by established offshore 

entities found by Col and Patel (2016). However, both studies go in line with the 

coefficient of the test in this study which showed a positive relationship between the ESG-

score and tax aggressiveness, indicating that the sample had a similar relationship. 

Contradictory to the above-mentioned studies, the research done by Lanis and Richardson 

(2014) showed a negative relationship between tax aggressiveness and CSR which 

consequently cannot be supported by the results of this study either. As mentioned, Laguir 

et al. (2015, p. 671) highlight that an aggregated score is not the best measurement since 

important information from the separated factors thus can be lost. 

6.2 E and Tax Aggressiveness 

Stemming from the recommendations of Laguir et al., each separated ESG factor was 

tested against the same dependent variable as the aggregated score. Starting with the 

environmental pillar, the relationship between the E-score and the ETR-index was tested 

in a regression model. The null hypothesis, that there is no relationship between the two 

factors, was rejected. This means that the study has found significant evidence that the E-

score and the ETR-index in fact are related, and more so, with a positive regression 

coefficient. It is important to remember that a higher ETR-index number indicates less 

tax aggressiveness as argued for in the method chapter. Hence, the results explain a 

situation where the E-score and tax aggressiveness are negatively related.  

  

The results strengthen the statement of Laguir et al. (2015, p. 671) of separating the factors 

since this relationship could not be found in the aggregated score. Connecting the findings 

to the theories discussed earlier, this result contributes with strong arguments for the 

stakeholder theory. The relationship indicates a situation where firms pay more taxes for 

the sake of the environment, a major stakeholder. Additionally, the observed relationship 

could furthermore be explained by the legitimacy theory, as paying more corporate taxes 
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is evidently related to an increased environmentally sustainable image in terms of the E-

score. Both the stake- and the legitimacy theory could furthermore be combined with the 

rational choice theory in a way that the authors have not thought of before.  

 

The combination of theories could explain a case where the beliefs of the managers leads 

to a rational choice of choosing to be more environmentally sustainable over being tax 

aggressive. The choice could be rationalized if the increased long-term utility from being 

sustainable outweigh the increased short-term utility of being tax aggressive. This idea 

could furthermore be argued for since the rational choice is dependent on the choice of 

the competitors, where one could risk losing a competitive advantage from not thinking 

of the long-term effects. However, what contradicts this idea is that it is not as feasible as 

incorporating an aggressive tax plan. Furthermore, it is more economical demanding 

which contradicts both the elements of feasibility and economic constraint which the 

theory builds upon. Moreover, the shareholder theory does not seem to find support in 

this result as the shareholders directly lose value when the firm lowers its profits by 

paying higher taxes. Similarly, the results cannot be seen as coherent with the paradox 

theory, as one factor, sustainability, is clearly prioritized above another, costs 

minimization. However, to truly investigate the given relationship through the lens of the 

paradox theory, a deeper analysis must be made as argued for previously. 

  

The negative relationship between the E-factor and tax aggressiveness has been 

encountered before by Laguir et al. (2015) when using BTGs as a measurement of tax 

aggressiveness. However, Laguir et al. did not find a significant relationship when using 

ETRs. Furthermore, Lanis and Richardson (2014) performed a test to check for the E-

scores relationship to tax aggressiveness. The test resulted in not being able to prove a 

negative relationship between the E-score and tax aggressiveness. The study did however 

not tell whether there was a positive or no relationship between the variables. 

6.3 S and Tax Aggressiveness 

The regression performed to investigate the relationship between the S-score and tax 

aggressiveness did not find empirical support to reject the null hypothesis. Hence, there 

is no significant evidence that the two factors are related. The result generated from this 

test explain similar relationship to what has been discussed in the above-mentioned 

analysis concerning the ESG-score. It is hard to draw conclusion concerning the test as it 

is not significantly related to tax aggressiveness, whereas a positive or a negative 

relationship would be more intuitive to analyze. 

 

Like the analysis conducted on the aggregated ESG-score, there is no evidence that firms 

are using the S-score as a tool to decrease their corporate taxes. Hence, making the 

shareholder theory inadequate to explain this relationship. Likewise, the same argument 

explains the rational choice theory, which is similar to the previous findings. What is 

moreover interesting to analyze with the non-relationship for the S-score is that it, 

similarly to the non-relationship of the ESG-score, arguably speaks against the legitimacy 

theory. Although the positive relationship observed for the E-score argues for the theory, 

the observed non-relationships for the S-score argues that firms investing in social factors 

do not seek further legitimacy by paying more taxes. Thus, making the theory of 

legitimacy non-applicable. Additionally, the result further strengthens the stakeholder 

theory, as evidently, firms are not lowering taxes on the behalf of the society. 
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Additionally, none of the previous studies appear to have investigated the individual 

relationship between the S-score except for Lanis and Richardson (2014) who discovered 

a negative relationship between tax avoidance and a combination of different S-factors. 

It is thus difficult to analyze the observed non-relationship more in depth. However, the 

finding contributes to the discussion whether tax payments should be seen as a social 

sustainable factor, by not finding an empirically proven evidence between the two. 

6.4 G and Tax Aggressiveness 

In the case of the G-score, like the regression performed for the ESG- and the S-score, 

the test could not find empirical support to reject the null hypothesis. Hence, there is no 

proof of any relationship between the governance-pillar and tax aggressiveness. The 

governance-pillar do not relate to the theories brought up in the theoretical framework to 

the same extent as the other ESG-factors have done. Hence, it is difficult to analyze the 

results from the regression performed in this study. Moreover, neither has it been 

discussed in previous studies to a great extend more than that Lanis and Richardson 

(2014) found it not to have a negative relationship with tax avoidance. 

6.5 Summarized Analysis and Key Takeaways 

When summarizing the various results from the regression models, only one regression 

model generated empirical support, on the 95% confidence level, that there is a 

relationship between a sustainable factor and tax aggressiveness. The E-score proved to 

be significantly negatively related to tax aggressiveness, which means that firms which 

are environmentally sustainable in general pay more taxes. This finding supports the 

beliefs of both stakeholder- and legitimacy theory. The legitimacy theory is however 

contradicted by the observed non-relationships of the other sustainable factors. Moreover, 

one can debate that the theory of rational choice can explain the relationship to some 

extent. This, since the increased utility in the long run could outweigh the increased utility 

in the short run by not being tax aggressive. However, this idea is most unlikely since it 

contradicts the feasibility and economical constraint of the theory. Finally, the observed 

negative relationship between the E-score and tax aggressiveness, as well as the observed 

non-relationship for the other sustainable factors, bring support for the claim that firms 

are not using the ESG-score as a tool to capitalize on an aggressive tax plan. Hence, 

arguing against the shareholder theory. 

 

What is moreover important to consider is that this study is among the first which analyses 

the relationship between the sustainable factors and tax aggressiveness on a global level, 

where most of the previous researches presented in the theoretical framework are 

grounded in sample retrieved from the USA only. As this research consist of firms from 

68 countries in its final sample, there is a big variety between cultural and social norms, 

which could be an important explanatory factor to why the results differ from previous 

findings. This is further strengthened by Hardeck and Kirn (2016) which found different 

attitudes toward tax aggressive in three different countries, namely, USA, UK and 

Germany.  

 

An additional interesting finding, although not a part of the main purpose for this research, 

is that the Country- and Industry dummy and the Beta’s coefficients were significantly 

related to the ETR-index in each regression model. The Beta’s positive relationship 

suggest that a higher level of tax aggressiveness is related to a lower beta. Relating this 
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finding to previous studies, which dictates that tax aggressiveness contradicts CSR work, 

the given result goes against the common belief that CSR is negatively related to the risk 

of a firm. As introduced in the introductory chapter, “Sustainable leaders demonstrate a 

greater ability to manage risks and therefore benefit from lower cost of capital …” 

(RobecoSAM, 2010, cited in PRI, 2013, p. 35). The significant values for the two dummy 

variables Country and Industry are difficult to analyze since neither of them were 

categorized or ranked in a specific order, hence the number assigned had no information. 

However, one can see that there is a relationship between the dummy variables and tax 

aggressiveness. Additionally, the control variable “size” was only significant in the 

regression model using the G-score. The revised model below depicts a summary of the 

key takeaways. The dotted lines lack significant evidence, and the red lines are additional 

significant features that were not included in the original research model. 

 
Figure 19. Revised Research Model 
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7. Conclusion and Recommendations 
The final chapter begins by answering each research question stated in the introduction, 

followed by a summary of the study and its key findings. The next section reconnects to 

the expected theoretical and practical contributions by adjusting these statements 

accordingly to the empirical findings. The chapter is concluded by first going through the 

ethical and social considerations, followed by the limitations and recommendation for 

future research, and is finalized by evaluating the quality of the study. 

7.1 Conclusion 

From the analysis, the research questions can be answered as follows:  

 

Main question: 

• What is the relationship between the ETR-index and the ESG-score? 

o There is no empirical evidence that there is a relationship between the 

ETR-index and the ESG-score. 

 

Sub-questions: 

• What is the relationship between the ETR-index and the E-score? 

o There is empirical evidence that there is a positive relationship between 

the ETR-index and the E-score. 

 

• What is the relationship between the ETR-index and the S-score? 

o There is no empirical evidence that there is a relationship between the 

ETR-index and the S-score. 

 

• What is the relationship between the ETR-index and the G-score? 

o There is no empirical evidence that there is a relationship between the 

ETR-index and the G-score. 

 
This study aimed to examine whether corporations with high CSR activities are more, or 

less tax aggressive than firms who conduct little or no CSR activities. To investigate this 

relationship the ESG-score was used to represent CSR, and the ETR-index was created 

to represent the level of tax aggressiveness. Since the ESG-score is composed of three 

categories, it was also decomposed to allow the investigation of each category’s effect on 

the ETR-index. The aim was to examine these relations on a global scale, hence every 

listed firm with available data in all needed categories were used for the statistical testing. 

 

The theoretical framework has served as a base for the statistical testing and analysis. As 

previously mentioned, there are theories speaking for tax aggressiveness, e.g. the 

shareholder theory (Friedman, 1962) and the rational choice theory (Elster, 1986). There 

are also theories with contradicting views, such as the stakeholder theory (Freeman, 2010) 

and the legitimacy theory (Suchman, 1995). Furthermore, there are contemporary theories 

which aim to connect the two views, with the paradox theory and the contingency theory 

being two of them (Smith & Lewis, 2011). 

 

As previously noted, when analyzing the empirical findings, there was no significant 

result concerning the accumulated ESG-score's relationship to tax aggressiveness. 

Though the sample did show a positive relationship between the two variables, the results 
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was not strong enough to generalize to the whole population. The study did however see 

one significant result when testing the hypothesis. When testing the relationship between 

tax aggressiveness and the environmental pillar score of a firm, one could see that there 

was a positive relationship. Thus, the higher a firm score on the environmental-pillar, the 

more taxes it pays compared to the CIT in its country in general. Linking this finding back 

to the purpose of this study, to investigate the relationship between the ESG-score and 

tax aggressiveness, the results provide empirical support for the claim that factors within 

the ESG-score affect the tax aggressiveness of a firm. Furthermore, the negative 

relationship between the firms’ beta and tax aggressiveness, which was found significant, 

suggests that firms which incorporate an aggressive tax plan can in fact decrease the risk 

of a firm. This may contradict the classical views stating that firms conducting sustainable 

business lower their risk.  

 

When analyzing the empirical results, the authors concluded that the only significant 

relationship which could be observed was the one between the E-score and tax 

aggressiveness. Based on the analyses presented in the previous chapter, the authors 

conclude that the empirical findings to some extent match what has been observed by 

previous researchers, while contradicting others. Relating the findings to the previously 

mentioned summary of theories, the authors furthermore conclude that neither the 

shareholder theory, nor the theory of rational choice can explain the observed 

relationships. As has been elaborated upon in the analysis, the stakeholder theory as well 

as the legitimacy theory are more likely to apply to this situation. The positive relationship 

between the environmental pillar score and the ETR-index display that firms being 

recognized as environmentally sustainable in general pay higher taxes. This evidence 

supports the stakeholder theory, since accordingly, the main goal of an organization is to 

create value for all stakeholder. Moreover, the legitimacy theory could also prove the 

observed results by arguing that firms recognize a sustainable image as favorable and are 

thus willing to invest money in the matter.  

 

What has moreover been addressed in the analysis is that, though some conclusions may 

be drawn, it is difficult to analyze the entire relationship in regard to the paradox theory. 

The negative relationship between the E-score and tax aggressiveness does, as mentioned, 

speak against the paradox theory. Though the ESG-score did not have a significant 

relationship towards tax aggressiveness, it indicated that the sample investigated showed 

a negative relationship between the ESG-score and the ETR-index. Hence, the 

observations in the sample showed a positive relationship between CSR and tax 

aggressiveness. However, as elaborated upon in the analysis, this relationship does not 

have empirical support. Hence, it is not possible to generalize.  

7.2 Practical Contributions 

As mentioned in the introduction, there is a vast number of studies done in the area of 

CSR. However, the topic concerning tax aggressiveness in relation to CSR is relatively 

unexplored. Today, there is still ambiguity regarding how one should address the subject 

which may obstruct the path to a social equilibrium. Previous studies made in the topic 

has mainly been performed on a small sample and concentrated on a given country. 

Therefore, it has not been possible to generalize on a global scale. This study aimed to fill 

this research gap and provide answers which can be generalized on a global scale. 
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Since this study solely investigated the relationships as they currently are, the practical 

contributions are limited. However, the relationship found between the E-score and tax 

aggressiveness can aid scoring firms which aim to quantify the amount of good a 

company does. Possible actions would be to increase the weight of the E-score to account 

for the extra taxes paid by the high scoring firms, or to increase the impact tax 

aggressiveness has on the S score. If scoring firms would increase the weight of the E-

score, the negative relationship between tax aggressiveness and CSR would be accounted 

for, however, with a weight distribution of the three sustainable factors which diverge 

from the present. Contrary, if the allocated weight stemming from an aggressive tax plan 

would increase within the S-score, the aggressiveness would be accounted for while at 

the same time preserve the current weight distribution. Since there is no relationship 

between tax aggressiveness and the S-score today, as one can see from the results from 

this study, one can presume that the amount of taxes a firm pays has little, to no effect on 

the ESG-score. This non-relationship contributes to the discussion whether firms should 

perceive tax-payment's as a part of their sustainable image or not. 

 

As previously mentioned in the introductory chapter, and elaborated upon in the 

theoretical framework, there is ambiguity concerning tax aggressiveness and CSR. As 

stated by the authors of this paper and many before them, this give rise to a sub-optimal 

landscape for business ethics and for the creation of hard- and soft laws. By illuminating 

this issue, this study has pointed out severe flaws and shortcomings, stemming from this 

ambiguity. Coherent views concerning the topic by regulators, governments, firms, and 

investors would increase the value created by firms who conduct CSR. It would provide 

a framework where the most efficient way to increase value to all stakeholders worldwide, 

regardless if the actors are the states or individual firms, would be enabled. Moreover, it 

would enable firms to have clearer guidelines to what practices may be conducted without 

diminishing their social work. A clear framework would give rise to a fairer competition 

among firms which could lead to vast benefits. Though a unified view on tax-laws among 

all countries worldwide is not a plausible scenario, it would e.g. facilitate an environment 

where firms could adopt and aggressive tax plan where all legal options for tax deductions 

could be utilized without reverting social welfare. 

 

The authors of this study argue that without adjusting both the hard- and soft- tax-laws, a 

social equilibrium cannot be reached. Until clear laws and guidelines are in place, there 

are practical contributions stemming from this study for firms aiming to score high on the 

ESG-score while simultaneously minimize costs. Due to the absence of a negative 

relationship between tax aggressiveness and the total ESG-score a firm may adopt an 

aggressive tax plan, within legal means, without lowering their total score. Illegal actions 

may however harm the firm’s reputation in form of bad press as well as a lowered ESG-

score due to the controversies overlay. This support the claim than an implementation of 

the paradox approach, where firms attend multiple tensions simultaneously, would 

optimize performance while simultaneously preserve a high score. 

7.3 Theoretical Contributions 

The theoretical contributions are more plentiful since the study provides a knowledge 

base in the topic which opens for new studies and discussions within the area. As 

elaborated on in the upcoming section, this study had limitations which opens for future 

research. Since the results in this study concerns the relationships present today, it did not 

attempt to investigate how tax aggressiveness should be seen or treated. As is evident in 
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the theoretical framework of this study, one can see that the relationship between tax 

aggressiveness and CSR is complex and there is a lack of clarity. The results of this study 

further confirm what has previously been noted regarding the ambiguity. This study also 

adds to existing research by adding a global perspective, which has not previously been 

done. The authors of this study argue that clarity is still needed, and that the status quo 

should continue to be challenged. Though the negative effects on stakeholders stemming 

from tax aggressiveness may in fact outweigh any other effect, one should further 

investigate possible positive outcomes. In fact, firms which exploit possible tax 

deductions associated with CSR are seen as aggressive. However, future theories may 

better explain how firms and governments may reach an equilibrium where the level of 

tax deductions are at an optimal level. 

 

As previously discussed, and exhibited in previous chapters, the results of this study 

provided significant results which highlighted relationships between tax aggressiveness 

and various factors on a global scale. As can be seen in the revised research model (Figure 

19), this study exhibits that there is a direct relationship between a firm’s tax 

aggressiveness and their score in the environmental pillar. Furthermore, the results added 

to previous research by illuminating the relationship between tax aggressiveness and the 

factors ‘Industry’ and ‘Beta’. Though the mentioned factors have been discussed by 

previous researchers, with varying results, it has not previously been possible to 

generalize globally. Furthermore, the observed negative relationship between tax 

aggressiveness and a firm’s beta indirectly conflict previous theories which claim that 

firms implementing CSR will benefit financially through a lower beta and hence, a lower 

WACC. Though the direct relationship between the ESG-score and beta was not directly 

tested in this study, one can argue that due to the common belief that tax aggressiveness 

is inconsistent with CSR, the results of this study indirectly disproves previous theories. 

Hence, there is no tradeoff between an aggressive tax plan and the beta since a firm may 

increase their aggressiveness while simultaneously lowering their risk.  

 

This study bridges a research gap and hence, it does add to existing knowledge in the 

research field with both practical and theoretical contributions. The authors however 

argue that a significant contribution from this study is the foundation it lies for future 

studies. As mentioned, this study had delimitations and limitations, as well as observed 

phenomena’s which were not investigated, which gives starting points for future studies. 

The limitations, accompanied with suggested actions for future studies, will be elaborated 

upon in the following section.  

7.4 Limitation and Future Research  

During this study the researchers were confronted with various limitations. These 

limitations should be noted and can serve as a guideline for future studies. As previously 

highlighted in the delimitation section, this study was conducted by two business students 

as their degree project in finance. This resulted in a time limitation which forced the 

authors to stay focused on the main purpose of the study and to disregard factors which 

were outside the scope. Furthermore, the removal of outliers can also be seen as a 

limitation of the study. It was not regarded as a problem since the sample size was vast 

and only a small fragment was removed. However, further research should investigate if 

there is a common factor bundling these observations together which resulted in their 

extreme values. If so, this information could be useful to see other relationships than the 

ones looked for in this study.  
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Another limitation was the fact that this study solely was a quantitative study. Though the 

authors still argue that this way of conducting the study is far superior to only doing a 

qualitative, there is no denying that a mixed study with both methods would be able to 

provide answers that a quantitative study alone could not. Integrating a qualitative study 

in future studies would enable researchers to see the connections between the theories and 

the choices of managers from a different vantage point. It would also make it possible to 

investigate the paradox approach on a deeper level which was difficult by solely 

conducting a quantitative study.  

 

From the results in this study regarding the aggregated ESG-score, there were no 

significant signs of the paradox theory. However, since the paradox theory rests upon the 

belief that different tensions can be addressed simultaneously, the paradox approach may 

only be truly seen when looking deeper into the day-to-day decision making of managers. 

A positive relationship between the ESG-score and tax aggressiveness would however 

better support the claim that a paradox approach of organizing can be seen. Therefore, it 

cannot be argued, without further research in the topic, that the paradox theory can explain 

the current relationship. 

 

There are many ways of measuring tax aggressiveness, with different strengths and 

weaknesses to all of them. To calculate the ETR-index which was used in this study 

served well and gave a good picture on how each firm compares to other firms. However, 

since the index used the CIT of each specific firm's home country, the index would only 

be a near perfect fit if the study either was solely focused on one country or if each firm 

in the study only conducted business in its own country. Since the vast majority of the 

firms in this study are MNE’s with business in multiple countries and continents, they are 

subject to taxes in all of these countries. Hence, to solely use one tax rate for each firm 

when creating the index is somewhat misleading. There is therefore a need for future 

studies which uses other measurements for tax aggressiveness.  

 

This study was solely concerned about what can be measured and what relationships can 

be seen regarding tax aggressiveness and CSR activities. There is only a significant result 

for the E factor, a result which does not speak for a paradox approach being in practice. 

As previously mentioned, a paradox approach would most likely have resulted in the 

various scores to have positive relationships with tax aggressiveness, since this would 

imply that all needs are being addressed without prioritizing one above another. As 

discussed in the “Analysis”, the sample did show a positive relationship between CSR 

and tax aggressiveness. Hence, the paradox theory may help to explain the given 

relationship. It is however important to highlight the limitations of this statement, since it 

does only explain the relationship for the 3899 firms observed. Furthermore, the paradox 

theory is as mentioned complex. A quantitative study, with the research questions used 

for this study, is therefore not enough to investigate the whole picture when relating the 

paradox approach to the given relationship. 

 

Another issue regarding the topic which would benefit from further investigation is the 

view of tax aggressiveness in relation to CSR. As noted in the theoretical framework, 

there are plenty of scholars addressing the issue of tax aggressiveness, however with 

scattered opinions and a lack of coherence. However, one can argue that if tax 

aggressiveness and the ESG-score would have a positive relationship, the tax 

aggressiveness should not only be seen as a way for firms to maximize profits, but also a 
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way to maximize the triple bottom line. This would indicate that this positive relationship 

would solely be a shift of the actors conducting the social work, which connects to the 

Ship of Theseus (Abdenur, p. 1171). Future studies should therefore investigate this 

relationship further, since it is important for all actors that there is a common base for 

guidance. The authors of this study also believe that the various kinds of tax 

aggressiveness, i.e. avoidance and evasion, should be better separated when testing the 

relationship. This, to distinguish between legal and illegal tax planning to generate a better 

understanding on the end effect it has on the society, as well as the reasons behind it. 

 

As briefly mentioned in the concluding part of the analysis, the three control variables 

Country, Industry and Beta all showed a significant relationship to the level of tax 

aggressiveness of a firm. Since, as mentioned, the positive relationship between the beta 

of a firm and tax aggressiveness goes against previous theories, this result should be 

further investigated. Furthermore, the two variables Country and Industry, despite their 

significant relationship, cannot provide much information from these results except that 

there is a relationship. Further studies should be performed to further investigate this area, 

since this likely contribute with important information which cannot yet be seen. For 

instance, future studies may find that some industries are more concerned with one of the 

factors in the ESG-score, while other industries focused on another factor. Further, firms 

having their headquarter located in a country which enables tax subsidies for 

environmental work might very well have a positive relationship between the E-score and 

tax aggressiveness.  These are relationships which could not be investigated by this study, 

leaving a research gap to be filled. Finally, there are plenty of research concerning the 

relationship between financial performance and CSR, but few studies concerning tax 

aggressiveness and CSR. Future studies should aim to incorporate all three variables and 

investigate if new relationships may be seen. 

7.5 Societal and Ethical Considerations 

As has been discussed in the research methodology, the authors have based the research 

on the eleven ethical assumption presented by Bell and Bryman (2007, cited in Collis & 

Hussey, 2014, p. 31-32). The authors of this study believe that each assumption has been 

fulfilled and that this report is thus not subject to ethical dilemmas. The research is 

completely based on publicly available data that has been retrieved from two main 

sources, namely Eikon and PWC. Thus, no sensitive nor private information has been 

used. Consequently, the research has not been based on anyone’s opinion, solely on 

objective facts. Furthermore, the authors believe that they have been honest and 

transparent throughout the study as they have argued and motivated for each action 

throughout the research process. 

 

When contemplating the social dilemmas which can appear from this study, the challenge 

of the original view of tax aggressiveness suggested by the authors should be highlighted. 

As mentioned in the introduction, the specific paradox known as the Ship of Theseus asks 

the question if a ship which is having all of its parts replaced over time remains the same 

ship. Relating this question to the topic of this thesis: Is the society hurting or benefiting 

from the tax aggressiveness by firms which simultaneously do good? Or, is the end effect 

intact with solely a shift of sustainable actors from the governments to the corporations? 

Do firms who are tax aggressive while simultaneously score high on the ESG-score 

negate the high score by not paying enough taxes? Most of the previous research has a 

negative view to tax aggressiveness and dictates that a firm who wants to be seen as a 
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socially responsible firm cannot simultaneously have a tax plan which aims to minimize 

taxes. To implement a contradictory view would cause a societal dilemma. Moreover, 

stemming from the results of this study, by not discovering a positive relationship 

between the ETR-index and the S-score, firms are not being recognized by the ESG-score 

as socially sustainable actors by paying more taxes. Consequently, this might affect their 

way of viewing tax payments negatively which could result in a social dilemma. 

 

Additionally, as mentioned earlier, another important element of societal consideration is 

that this research has been conducted on a global level whereas other research has mostly 

been specified on single area where the results might be more applicable. By investigating 

the overall relationship, one must account for a variety of cultures and social norms, 

hence, the results are harder to generalize for all firms. When interpreting the results of 

this study, it could have a vast social impact since people have different beliefs concerning 

tax aggressiveness. Furthermore, firms can in theory relocate their headquarters to 

positively affect their number on the ETR-index. This study might cause more firms to 

move to similar low CIT-states to improve their sustainable image from not being 

recognized as being tax aggressive.  

7.6 Truth Criteria 

The concluding part of this study is to evaluate its quality. When evaluating the quality 

of research performed in the field of business administration, it is common to discuss the 

three main criteria of validity reliability and replication (Bryman & Bell, 2011, p. 41). 

7.6.1 Validity 

Argued for being the most important criterion when evaluating the quality of a research 

is the validity (Bryman & Bell, 2015, p. 42). The term concerns the “integrity of the 

conclusions that are generated from a piece of research” (Bryman & Bell, 2015, p. 42) 

and can furthermore be separated into four main types of validity. The first type is called 

measurement validity (Bryman & Bell, 2015, p. 42). The measurement validity addresses 

the question whether a specific measurement is the correct one to use to represent a given 

concept. In this report, the authors have chosen to measure the concept of tax 

aggressiveness by the self-constructed ETR-index. The choice of using effective tax rates 

have previously been argued for in the method chapter. Previous researchers have used 

similar types of measurements to reflect equal concepts, and it is furthermore objectively 

collectable and analyzable which is in line with the research paradigm. The authors realize 

that there are more ways to measure the concept that could generate different results. 

However, the authors believe that evaluating effective tax rates is an appropriate tool. 

 

The second type of validity is the internal validity (Bryman & Bell, 2015, p. 42). Internal 

validity addresses the issue of causality. This issue has already been addressed in previous 

part of the report. This research does not aim to specify whether tax aggressiveness effects 

effective tax rates or vice versa. The main purpose of this report is solely to investigate 

whether there is a relationship between the two. It is important that the reader understands 

that, even if a relationship is present, this investigation cannot prove which factor(s) that 

causes the effect. 

 

The third type of validity is external validity (Bryman & Bell, 2015, p. 43). External 

validity speaks about whether the results from the research are generalizable. The aim of 
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this study was to generate generalizable results on the entire population of firms that have 

an ESG-score. The final sample that was tested existed of 3899 observation. It can be 

argued for being representative since it is more than half of the firms with an ESG-score 

available in Eikon. The reason for not collecting a bigger sample was because many of 

the disregarded observations lacked other key financial number necessary for the 

research. Moreover, the final sample did only exclude a very small number of outliers 

from the raw data collected from Eikon. However, this research is only conducted on non-

financial firms that are in fact paying taxes. Firms with an effective tax rate of zero have 

a high chance of being tax aggressive which this study did not capture. Hence, although 

the sample is highly representative, it disregards firms that have a chance to affect the 

final results. 

 

The fourth and final type of validity is ecological validity (Bryman & Bell, 2015, p. 43). 

Ecological validity explains if the scientific findings are applicable to people’s natural 

social settings. Bryman and Bell (2015, p. 43) continuously describe the ecological 

invalidity as “business research sometimes produces findings that may be technically 

valid but have little to do with what happens in people’s everyday lives”. Throughout the 

research, the authors have only collected publicly available data to represent one point in 

time which argues for the results to display a natural setting. Hence, the ecological 

validity is upheld. 

7.6.2 Reliability 

Reliability is associated with measurement validity as it concerns the tool of measurement 

(Bryman & Bell, 2015, p. 41). Bryman and Bell (2015, p. 41) gives an example as “if we 

found that IQ tests, which were designed as measures of intelligence, were found to 

fluctuate, so that people’s IQ scores were often wildly different when administered on two 

or more occasions, we would be concerned about it as a measure”. The main idea is that 

the measurement should generate approximately the same results if tested more than one 

time at the same point in time. Otherwise, there would be no faith in its consistency 

(Bryman & Bell, 2015, p. 41). The ETR-index has been chosen in this study to reflect the 

concept of tax aggressiveness. The reliability of this test is strong as if the test were to be 

conducted multiple times on the same point in time, it would always be based on the same 

numbers, thus also generating the same result. However, it is important to acknowledge 

that the test only captures a snapshot at one given period in time. Hence also only 

measuring the level of tax aggressiveness at that specific time. 

7.6.3 Replication 

The final criterion is replication (Bryman & Bell, 2015, p. 41). Replication explains 

whether the research is replicable. The main idea behind this criterion is that the 

researcher should explain each step of the of the study so that a third party could repeat 

the exact same study (Bryman & Bell, 2015, p. 41). This can be done if the third party for 

example believe that the results do not match the other evidence. The authors of this study 

believe that this research is highly replicable since each step has been discussed in detail 

throughout the report. Moreover, the chosen sample has been well argued for in terms of 

filters being used, etc. Furthermore, the research is based on publicly available data only, 

which means that anyone interested can find the same observation and run similar tests at 

any time. However, there is one risk of making this research impossible to repeat. That is 

the risk of human error when retrieving, processing and testing the data. Finally, the 
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authors believe that the study is only replicable by using the Eikon database as different 

databases do not have the same internal systems to evaluate ESG-scores for example.  
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