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Abstract 
This study aims to examine the relationship between Board of Director’s 
characteristics and tax aggressiveness. Taxes are considered an additional cost 
to the firm and its shareholders because these taxes reduce the available cash 
flow. Firms tend to employ different tax aggressiveness techniques. Aggres-
sive tax planning or strategic tax behaviors are activities generally designed to 
reduce tax liability that includes Tax evasion, Tax evasion and legitimate sav-
ing of taxes. This study is the first in Jordan which tests the relationship be-
tween Board of Director’s characteristics (Board Duality, Board Composition 
and Board Independence) on tax aggressiveness. Based on a sample of 140 
Jordanian firms during the period 2013-2017, this study used regression 
analysis to examine the effect of board composition, board independence, 
CEO duality, return on assets (ROA) and firm size on the tax aggressiveness. 
The study found that there is a negative relationship between board composi-
tion and board independence from one side, and the tax aggressiveness from 
the other side. Furthermore, the study found that there is a positive relation-
ship between board duality and tax aggressiveness. Finally, both the return on 
assets (ROA) and the firm size variables, which were included as control va-
riables, were found to be positively related to the tax aggressiveness. 
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1. Introduction 

Research in the area of corporate governance has a well-established history that 
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dates back to 1932 [1] [2]. This was followed by a series of works in the field of 
agency theory [3], Incomplete Contract Theory [4] [5] [6] [7], Transaction Cost 
Theory [4] [5], and property right theory [6]-[10]. Due to the significant role, 
corporate governance can play in organizations, the last three decades have wit-
nessed a growing interest in investigating the dynamic interaction of corporate 
governance [11] with the firms’ economics, performance, corporate reporting, 
strategic management and the regulatory context.  

In the same vein, corporate governance interacts with the corporate taxation 
where several potential implications may exist. It could be argued that corporate 
tax acts as a corporate governance mechanism by discouraging those behaviors 
that are contrary to the interests of the company or the interests of the compa-
ny’s stakeholders. In addition to another set of these, issues are ways to ensure 
the quality of management decisions in general and transparency of decisions 
related to the tax area in particular. Furthermore, the board of directors and 
stakeholders must be aware of the risks of tax administration [12]. 

Since taxes are considered as an additional cost to the firm and its sharehold-
ers because these taxes reduce the available cash flow, firms tend to employ dif-
ferent tax aggressiveness techniques. Aggressive tax planning or strategic tax 
behaviors are activities generally designed to reduce tax liability that includes 
Tax evasion and legitimate saving of taxes. It could be argued that the dollar 
saved through an aggressive tax practice is an extra dollar available to share-
holders because aggressive taxation leads to tax savings in the short term [13].  

Our contribution to the literature is motivated by the lack of research in the 
less developed countries on how corporate tax rules affect corporate governance. 
Corporate governance techniques may affect corporate tax strategies, which af-
fect decision-making related to tax strategies [14] [15]. Shareholders seek to mi-
nimize tax payments in order to maximize the value of the company, and there-
fore shareholders seek tax aggressiveness to achieve these goals. However, re-
searchers found that firms that have higher levels of institutional ownership are 
less tax aggressive due to the interest of business owners in the long-term con-
sequences of aggressive tax strategies [13]. For example, the company’s average 
share price falls when there are reports of the company’s involvement in tax ha-
vens [16]. [17] identified two main reasons for examining the intersection of 
corporate governance mechanisms and tax shelter, where managers and execu-
tives play a key role in choosing a tax shelter policy. The first reason is that 
planned tax accommodation is important for maximizing value activities as a 
result of tax cuts and improved company performance. The second reason is the 
uncertainty that the tax sheltering process will be directly involved in improving 
the company’s performance. As a result, this issue should be approached from a 
long-term strategic perspective while understanding how corporate governance 
relates to tax shelter [18]. [19] suggested that the tax aggressiveness can appear 
in two basic ways, the first is the legal way, which is in accordance with the law 
and the second is to do the tax sheltering. [20] mentioned that the level of tax 
aggressiveness relies on the nature and extent of the agency conflict. Further-
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more, the costs of tax aggressiveness are not tax-related like costs which appear 
to hide actions of managers. The analysis of the decision to tax aggressiveness is 
generally directly related to the agency, in which managers can benefit from ad-
ditional benefits at the expense of other shareholders [16].  

It is still unclear whether the aforementioned relationships hold in a develop-
ing country setting, where the context of both corporate governance and tax is 
substantially different from the developed countries where the market-based fi-
nancial system is dominant. In Jordan, rules of corporate governance for share-
holding companies listed at Amman Stock Exchange (ASE) were first issued as 
the “CG Code for Listed Companies” in 2008. Corporate governance in Jordan is 
still developing and the corporate practice of corporate governance in Jordan is 
still not well understood. For this, the relationship between corporate gover-
nance structure and tax aggressiveness is still unclear and has not been well in-
vestigated in a developing country context like Jordan [21]. For this reason, this 
study contributes to the literature by examining the relationship between own-
ership structure and tax aggressiveness in Jordan. This study fills in the literature 
gaps and follows the previous studies that have applied new methodologies to 
measure tax shelter and the ways in which we can identify the most aggressive 
activities.  

In our study, we adopt the agency theory perspective to examine the relation-
ship between corporate governance indicators as reflected by the board of direc-
tors’ composition, independence, and CEO duality from one side, and the tax 
aggressiveness. Literatures have examined the importance of corporate regula-
tory factors such as corporate governance, but there is still a lack of studies on 
corporate governance and their relationship to taxation [21]. Most of these stu-
dies focus on the role of corporate characteristics in tax planning [17] [22] [23]. 
This study documents how the variation in firms’ corporate governance tech-
niques can explain the differences in the levels of tax aggressiveness in Jordanian 
firms. Moreover, this study provides evidence on the possible factors that affect 
the aggressiveness of tax planning. 

The remainder of this paper is structured as follows: Section 2 is devoted to 
discussing the relevant literature and developing the research hypotheses. Sec-
tion 3 discusses the methodology. Section 4 discusses the results of the empirical 
study. The paper concludes in Section 5.  

2. Literature Review and Hypotheses Development  

Literature to date discussed the effect of different corporate governance elements 
and firms’ specific characteristics on tax aggressiveness. On a study of a sample 
of 73 French companies on the SBF 120 index for the period 2006-2010, [24] 
found board size and the percentage of women in the board affect the activity of 
tax aggressiveness, while return on assets and size of the firm are significantly 
and positively associated. [25] analyzed a sample of 355 Brazilian companies 
listed on the BM & FBOVESPA between 2008 and 2014 and found that that the 
remuneration paid to executives may be regarded as a characteristic influencing 
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tax management in Brazilian firms. [26] analyzed data from 20 manufacturing 
companies listed on the Nigerian Stock Exchange for 10years (2006-2016), and 
found that there is no significant relationship between board size and tax aggres-
siveness. In this study, we focus on the effect of three corporate governance va-
riables: board composition, board independence, and CEO duality as explained 
bellow.  

Literature on the relationship between corporate governance and tax aggres-
siveness have not directly examined elements of corporate governance such as 
those of the board of directors with tax aggressiveness [27] [28] [29] [30]. Al-
though tax administration recognizes the importance of the board as an effective 
internal control tool to reduce tax aggressiveness, previous studies have not done 
much about the relationship of board characteristics with tax aggressiveness [31] 
and [32]. In practice, tax administration within an entity is the prerogative of the 
Board of Directors, and therefore, the Board has an active role in corporate go-
vernance as well as the Board’s financial commitment to shareholders and the 
provision of strategic oversight and direction [32]. 

The Agency’s theory states that the function of the board of directors is an in-
ternal control tool that works to protect shareholders’ interests from the oppor-
tunistic behavior of managers and to reconcile the interests of managers and 
shareholders [33]. However, previous studies have focused on studying the rela-
tionship between the structure of the board of directors and the value of the 
company [34] [35] [36], while in fact the independence of the board, the size of 
the board and the CEO duality are important elements of the literature. 

This study is distinguished from previous studies that examined the relation-
ship between the Board of Director’s characteristics and tax aggressiveness on 
Jordanian companies listed on the Amman Stock Exchange. This study is the 
first of its kind in Jordan, which studied this relationship. In addition, this study 
provides important and useful information to the Income and Sales Tax De-
partment to reduce tax aggressiveness and increase tax compliance among tax-
payers, especially at a time when the budget in Jordan suffers from a huge fiscal 
deficit and increase the volume of external indebtedness. 

2.1. Board Composition and Tax Aggressiveness 

Shareholders typically limit the behavior of managers and maintain their inter-
ests in the company by influencing the board of directors, this effect may be use-
less when managers control the board [37] [38]. In addition, the composition of 
the Board of Directors is directly influenced by its ownership structure [39]. 
Previous studies on how the composition of the board affects oversight and 
hence its impact on corporate performance suggests that larger boards with 
more internal directors lead to agency problems than firms with smaller boards 
and fewer internal directors [18] [40] [41]. According to the previous discussion, 
the following hypotheses are developed: 

H1: There is a negative relationship between board composition and tax ag-
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gressiveness. 

2.2. Board Independence and Tax Aggressiveness 

Because of the experience of the board members, they perform the monitoring 
function mainly, and they enjoy more incentives and benefits than internal 
managers because of their great professional experience [42] [43]. In addition, 
the independence of the board from management usually provides protection 
for shareholders from abusive management behaviors [44]. In developed coun-
tries, studies have shown that the independence of the board is linked to effective 
oversight and an effective corporate governance tool [45] [46] [47]. Further-
more, previous studies have indicated contradictory results regarding the effects 
of independent managers. Several studies have indicated that there is a positive 
relationship between the independence of board members and oversight of the 
performance and conduct of management [46] [48]. Quite the contrary, some 
studies suggest that the effectiveness of independent board members is political-
ly linked and therefore their performance is not independent [49].  

The presence of independent directors is a balance force in the board, and the 
presence of independent directors reinforces the elements of good governance in 
the company [50]. [19] found that the increase in the independence of board 
members leads to a reduction in the actual tax rate and has shown that good 
corporate governance elements lead to a strict tax policy. Moreover, through the 
role of board members as supervisors of the company’s strategic decisions, they 
should support the interests of the owners and influence the level of tax aggres-
siveness [51]. In addition, [43] asserts that directors are directly responsible for 
monitoring management decisions. 

Previous studies indicate that the relationship between independent managers 
and their effectiveness in tax administration from their accumulated experience 
is negative, as the independence of directors has a negative relationship with the 
potential for tax aggressiveness [18] [52] [53]. [31] also noted that the presence 
of more independent external directors is negatively associated with the poten-
tial for tax aggressiveness, and that the existence of independent boards with 
good corporate governance rules significantly reduces the potential for tax ag-
gressiveness [31]. Moreover, several studies have indicated that the quality of 
board members rather than their independence has to do with reducing the like-
lihood of tax aggressiveness [54]. According to the previous discussion, we can 
improve the following hypothesis relating to the theory as below: 

H2: There is a negative relationship between board independence and tax ag-
gressiveness. 

2.3. CEO Duality and Tax Aggressiveness 

CEO duality means that the CEO of the company works as a chairperson of the 
board of directors. According to agency theory, and to increase the effectiveness 
of the corporate control system, the function of the CEO should be separated 
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from the Chairman position [55]. However, there are many benefits of CEO 
duality like authorize CEO to handle firmly and own various point views on the 
firms. At the same time, there are many disadvantages for CEO duality like lack 
of transparency, in addition to gaining more power that leads to interest in their 
personal interests and makes decisions at the expense of external shareholders. 
Moreover, duality may lead to more corruption and resort to fraudulent me-
thods in the absence of regulatory controls for these two positions in the deci-
sion-making process [39]. 

[3] suggested that agency cost come from weak corporate governance applica-
tions. However, Due to the separation of ownership and control, managers have 
a great incentive to exploit the company’s resources at the expense of sharehold-
ers. Generally, the problems of the agency are more severe when managers have 
control over the board member, and this happens when the CEO duality and 
When the board of directors is composed of internals [56]. As a result, CEO 
duality leads to a decrease of the firm value, but it is characterized by lower ex-
penses due to the possibility of aggressiveness [18]. Based on the above, the fol-
lowing hypothesis is developed: 

H3: There is a positive relationship between CEO duality and tax aggressive-
ness. 

3. Methodology 
3.1. Sample and Data Collection  

This study examines the relationship between corporate governance structure as 
reflected by the board of directors’ composition, independence, and CEO duality 
from one side, and the tax aggressiveness of firms. To achieve the objective of 
the study, we use all publically listed companies in Jordan. However, we exclude 
those firms classified under the financial sector due to their distinct nature as 
they are subject to a different set of regulations and corporate governance in-
structions. Firms’ data of five years is collected for sample firms, specifically 
during the period 2013-2017. The secondary data of all study variables were col-
lected from the annual reports of sample firms, which is available on a public 
domain of Amman Stock Exchange (ASE). The initial sample consists of 140 
firms but 11 firms were excluded due to the unavailability of their annual re-
ports. The final sample consists of 129 firms where a total of645 firm-year are 
included in our analysis. 

3.2. Dependent Variable 

This study used different variables to test the relationship between board of di-
rector’s attributes and tax aggressiveness. The dependent variable is the corpo-
rate tax aggressiveness. Literatures used many measures of tax aggressiveness 
such as cash effective tax rate, book-tax difference measures and a residual 
book-tax difference [27] [57] [58]. This study used the effective tax rate (ETR) to 
measure the tax aggressiveness. This study uses ETR as a measure for tax aggres-
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siveness as tax researches found it an excellent measure [59].   
The effective tax rate is defined as the total tax income divide by pretax in-

come. 

ETR TOTAL TAX INCOME PRETAX INCOME= ÷  

Aggressive tax planning can be measured by ETR using permanent book-tax 
differences. However, aggressive tax planning includes investment in tax-favored 
assets or tax exempt.  

3.3. Independent Variables 

Literature (e.g. [60] [61] [62]) found that specific board structures lead to reduce 
the agency problems and improve firm performance. This study examines Board 
Composition, Board independence and CEO duality. The proportion of outside 
independent directors determines board composition while board independence 
represents the percentage of independent directors on the board. Additionally, 
CEO duality means that the CEO of the company work as a chairperson of the 
board of directors. Following [18], the variable was assigned the value of 1 if 
the CEO of the company work as a chairperson of the board of directors, oth-
erwise 0. 

3.4. Conceptual Framework 

In Figure 1, we illustrate the conceptual framework of this research and the rela-
tionships between the study variables. The left side shows the board of director’s 
attributes (independent variables), which indicated in corporate governance 
code in Jordan and the related literature. These variables are: Board Composi-
tion, Board independence and CEO duality. The right side shows the dependent 
variable (corporate tax aggressiveness). 
 

 
Figure 1. The conceptual framework of the study. 
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3.5. Control Variables 

To control for the possible effect of profitability and the firm’s size on the rela-
tionship between corporate governance structure and tax aggressiveness, the 
study model included two control variable. The first variable is return on assets 
(ROA) which is operating income divided by total assets. Firms seek to develop 
business performance thorough develop tax optimization. (ROA) is usually used 
to control the firm performance and highlight the specific effect of tax optimiza-
tion [18]. Since literature found that there is a positive relationship between the 
effective tax rate and firm size [29], the second control variable used in this 
study is the firm size (FIRMSZ). The natural log of the book value of the total 
asset is used to measure the firm size.  

This study used logarithmic regression model to test the relationship between 
board directors’ characteristics and tax aggressiveness. This model is useful for 
this kind of study because it is one of the transformations useful in data analysis 
to attain a packet data that most closely matches the standard form. The follow-
ing regression model is used: 

ln ETR 0 1ln COMP 2ln BINDP 3CEOD
4ROA 5FSZE

it it it it

it it

=∝ + ∝ + ∝ + ∝

+ ∝ + ∝ +∈
 

The definition of the variables used in this study is listed in Table 1. 

4. Empirical Results and Discussion  
Descriptive Statistics 

Table 2 shows a summary descriptive analysis of the study dependent and ex-
planatory variables. The mean, standard deviation of the effective tax rate (ETR) 
is 0.146 (4.116). This means that this rate is less than the applicable legal tax rate 
which is 19.33%. We note that the legal tax rate imposed by the Jordanian gov-
ernment does not reflect the tax that is actually collected from Jordanian com-
panies. Moreover, the mean, standard deviation for the board composition is 
0.186 (0.129). While, the mean, standard deviation for the board independence 
is 3.934 (0.184). Furthermore, more than 50% of the study firms have CEO dual-
ity. Additionally, the mean, standard deviation for the return on asset (ROA) is 
0.147 (0.338).  

Table 3 shows the correlation results, we note that the highest correlation is 
between firm size and board composition and is (0.421). All other correlations 
are not high.  

Table 4 shows the Regression Analysis Results, we note that the 2R  square is 
0.182 which mean 18.2% of effective tax rate (ETR) variability can be explained 
by the independent variables. We also note that the lowest p-value from the 
study independent variable is return on assets (ROA) with p-value equal to 
0.000. However, it is the most significant variable between the study control va-
riables. Furthermore, we note that the p-value for the firm size (FSIZE) is 0.006. 
Additionally, this study control variables (ROA, FSIZE) are related to the study 
dependent variable (ETR) significantly. 
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Table 1. Definition and measurement of variables. 

Variable Definition Measurement 

ETR Effective Tax Rate Total income divided by pretax income 

BCOMP Board Composition 
the number of outside directors divided  

by total number of directors 

BINDP Board Independence % of independent directors on the board 

CEOD CEO Duality if the CEO is also chairman of the board, 0 otherwise 1 

ROA Return on Assets Operating income divided by total assets. 

FSZE Firm Size The natural log of the book value of the total asset 

 
Table 2. Descriptive statistics of variables. 

Variables Mean Minimum Maximum Standard Deviation 

ETR 0.146 −0.385 5.927 4.116 

BCOMP 0.186 0 0.853 0.129 

BINDP 3.934 0 0.768 0.184 

CEOD 0.522 0 1 0.359 

ROA 0.147 −0.395 3.672 0.338 

FSZE 8.094 5.379 11.551 1.294 

 
Table 3. correlation results. 

Variable BCOMP BINDP CEOD ROA FSZE 

BCOMP 1.000     

BINDP 0.073 1.000    

CEOD 0.117 −0.047 1.000   

ROA −0.097 −0.211 −0.154 1.000  

FSZE 0.421 0.318 −0.057 −0.224 1.000 

 
Table 4. Regression analysis results. 

Variable Coefficient Z P > |z| 

BCOMP 0.113 1.832 0.079* 

BINDP 0.177 1.547 0.067* 

CEOD −1.342 −2.178 0.017** 

ROA 0.264 5.653 0.000*** 

FSZE 1.346 2.489 0.006*** 

Intercept 1.105 −2.328 0.012** 

R2 0.182 

*Significance at the 10% level; **significant at the 5% level; ***significance at the 1% level. 

 
The board composition variable (BCOMP) is significant at the 10% level. It is 

indicating that board composition as one of corporate governance variables is 
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most likely to have a relationship with the ETR. The positive sign of the coeffi-
cient for this variable implies that the increase in the percentage of outsiders de-
creases the activity of tax aggressiveness, confirming our H1 hypothesis. Addi-
tionally, the regression coefficients result for board independence (BINDP) is 
significant at the 10% level. It is indicating that board independence as one of 
corporate governance variables is most likely to have a relationship with the 
ETR. The positive sign of the coefficient for this variable implies that the in-
crease in independent board decreases the activity of tax aggressiveness, con-
firming our H2 hypothesis. However, the regression coefficients result for board 
duality (BDUAL) is significant at the 5% level. It is indicating that board inde-
pendence, as one of corporate governance variables is most likely to have a rela-
tionship with the ETR. The negative sign of the coefficient for this variable im-
plies that the increase in duality board increases the activity of tax aggressive-
ness, confirming our H3 hypothesis. 

5. Conclusions 

This study examines the relationship between corporate governance characteris-
tics and tax aggressiveness in a context of developing country. Using a study 
sample of 140 firms during the period 2013-2017, we run a regression model to 
examine the effect of board composition, board independence, CEO duality, 
ROA and firm size on the tax aggressiveness. Consistent with the previous stu-
dies conducted in the context of developed countries [24], we report evidence of 
a negative relationship between board composition and tax aggressiveness. The 
findings in this study imply that the presence of external members in the Board 
of Directors reduces the agency problem and hence moderates corporate tax ag-
gressiveness practices. Moreover, this study documents a negative relationship 
between board independence and tax aggressiveness. This finding is consistent 
with the agency theory expectation. Further, this study finds that there is a posi-
tive relationship between board duality and tax aggressiveness. Finally, the re-
turn on assets and firm size is positively associated with the effective tax rate. 

There are several implications for the corporate practice, the Income and Sales 
Tax Department and regulators. Since taxation is the main resource of the public 
budget in Jordan. Higher tax burden on taxpayers and tax aggressiveness may 
negatively affect the aggregate tax collection. Further, firms’ implementation of 
corporate governance best practices can send signals of compliance with the tax 
rules and mitigate tax evasion practices. 

There are several limitations in this study, which could open aspires for future 
research. First, external corporate governance mechanisms (i.e. institutional and 
debtholders monitoring) are not considered in this study. Second, there is a draft 
proposal to change the current status of corporate governance code in Jordan 
from a soft-law (i.e. comply or explain approach) to become statutory, which 
would reduce the future relevance of our findings. Finally, developing countries 
substantially vary in terms of tax policies as well as the reliance on the market-based 
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finance and, therefore, the generalizability of our findings on all developing 
countries could be questionable. For future research, additional corporate go-
vernance mechanisms can be added to our model and datasets from different 
developing countries can be used to enhance generalizability.  
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