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Taxes are levied by the government primarily for public service 
purposes (De Leon & De Leon, 2016).However, the high tax 
rates and narrow tax base imposed in the Philippines become 
burdensome for taxpayers and also decrease total government 
revenue collections (Diokno, 2008). It is shown in this study that 
foreign ownership and customer concentration both increase the 
levels of corporate tax avoidance practiced by firms while board 
independence decreases the same. Hence, we do not support the 
government’s plan to ease foreign ownership restrictions through 
the amendment of the Constitution (Romualdez, 2017) because 
easing the current restrictions may entail decreased government 
revenue. Additionally, we recommend that the International 
Accounting Standards Board (IASB) strengthen the enforcement 
of the International Financial Reporting Standards 8 (IFRS 8). 
In this case, increased transparency in disclosures is needed to 
help the government prevent the use of tax havens by major 
conglomerates. Lastly, we support the Securities and Exchange 
Commission’s (SEC) recommendation to have a certain minimum 
threshold on the proportion of independent directors in PSE-
listed firms on the basis that doing so will reduce levels of tax 
avoidance within these firms.	

Introduction



Taxes are collected by authorities for the welfare of the citizens, so they serve as a 
means for firms to demonstrate their corporate and social responsibility (Salihu,Annuar, 
& Sheikh Obid, 2015).However, the high tax rates and narrow tax base imposed in the 
Philippines become burdensome for taxpayers. Consequently, corporations act as profit-
maximizing agents and prefer to lessen their liabilities rather than comply with government 
requirements. Hence, profit maximization becomes the basis for firms to develop schemes 
that would lessen tax burdens, and these schemes may take the form of either tax avoidance 
or tax evasion, which are similar both in nature and with the objective of decreasing tax 
burdens (Dantes, 2015).  These tax avoidance practices have developed over the years 
and have become more complex (Salihu,Sheikh Obid, &Annuar, 2013), and these imply 
weaknesses in corporate social responsibility standards. Additionally, the prevalence of tax 
avoidance may have adverse effects on the national budget, thus, hampering government 
projects and expenditures implementation since taxes comprise the main revenue stream of 
governments (Cruz, 2016). Since tax revenues are often insufficient, national governments 
have an incentive to attempt resolving different tax-related issues.
 
Given that the Association of Southeast Asian Nations (ASEAN) Economic Integration 
aims to establish free trade liberalization, increase foreign direct investments, and develop 
an intra-regional bond market within the region, there may be increased opportunities 
for tax avoidance (Kawai &Naknoi, 2015). The opportunities provided by conducive 
international trade environments, along with possible tax havens exploited by multinational 
corporations, suggest that foreign ownership and involvement may be correlated with tax 
avoidance or evasion. Therefore, there is a need to examine the role of ownership structure, 
specifically foreign ownership, on corporate tax planning and how this might help address 
stagnating tax efforts in the country. 

To help understand what motivates firms to avoid taxation, we look into the various factors 
that have been shown in literature to affect a firm’s level of corporate tax avoidance using 
annual firm-level data on publicly-listed Philippine firms from 2009 to 2015, focusing on 
foreign ownership on the basis that greater presence and extent of foreign investors will 
mitigate tax avoidance within the firm because such investors have the incentive to monitor 
management effectively, in order to earn higher returns from their investments. 

Policy Situation
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Model

We use regression analysis to analyze the effects of foreign ownership on corporate tax 
avoidance. We also include family ownership, customer concentration, board characteristics, 
control variables, and industry and year dummy variables to control for market-wide 
fluctuations across industries and over time. Hence, we estimate the regression equation:

where CTAit is our measure of corporate tax avoidance (either cash ETR, long run ETR, or 
residual BTG1), FORit is our measure of foreign ownership (either FOR1, FOR2, or FOR3), 
MCit is our measure of customer concentration, FAMit is our measure of family ownership 
(either FAM1 or FAM2), BCHAR p

it is our vector of board characteristics, CONTROLq
it is 

our vector of time-varying and firm-level controls, PSE rit is a vector of dummy variables 
based from the PSE industry classification system3, YEAR s

it is a vector of dummy variables 
from 2010 to 20154, and εit represents the error term. We also follow Salihu et al. (2015) and 
include the past levels of the dependent variable CTA as an additional explanatory variable, 
in order to capture the dynamic effects present in corporate tax planning.

Given the dynamic nature of panel datasets, endogeneity issues, such as unobserved 
(individual effects) heterogeneity, reverse causality, and dynamic endogeneity, are concerns 
that need to be addressed in studies pertaining to corporate governance and taxation. 
Dynamic endogeneity arises because tax payment is a continuous process; this implies 
that corporate tax planning involves strategies that transcend a one-year plan (Salihu et 
al., 2015). Coincidentally, the issue on reverse causality arises because of the bidirectional 
relationship between tax avoidance and foreign ownership (Hasan, Kim, Teng, & Wu, 2016), 
that is, the level of tax avoidance may be determined using the explanatory variables, but 
the explanatory variables may also be determined by the level of tax avoidance. To address 
such issues, we estimate our models using the two-step Blundell-Bond System Generalized 
Method of Moments (GMM) estimator, which yields more unbiased and precise estimates 
and is more appropriate for studies covering relatively shorter time periods than its 
contemporary in the Arellano-Bond Difference GMM estimator (Roodman, 2009).
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1  We winsorize our leverage variable at the 1st and 99th percentiles to control for the effects of outliers.
2   We also winsorize our tax avoidance variables at the 1st and 99th percentiles to control for the effects of outliers.
3  We use the holding firms sector as the base industry dummy in our estimations.
4  We use 2009 as the base year dummy in our estimations.



Results

Throughout this study, we use various measures for our tax avoidance, foreign ownership, 
and family ownership variables. For tax avoidance, we use the cash and the long-run 
effective tax rates (Dyreng, Hanlon, & Maydew, 2008), and the residual book-tax gap (Desai 
& Dharmapala, 2004) measures. Following Salihu et al. (2015), we use the presence and 
level of foreign stock ownership in the firm as well as the ratio of foreign directors within 
the board as measures of foreign ownership. Lastly, we also follow Chen, Chen, Cheng, 
and Shevlin  (2010) and use the presence and level of family ownership as measures in our 
study. 

Tables 1 to 3 report our regression results after estimating our models across our sample. 
All in all, we find evidence that there is a significant and positive relationship between 
the presence of substantial foreign ownership and corporate tax avoidance among firms 
listed in the Philippine Stock Exchange, as measured by the residual book-tax gap. This 
indicates that firms that are classified as foreign-owned firms engage in more aggressive 
tax avoidance schemes. Furthermore, we find that firm age, firm performance, and leverage 
are also significantly associated with an increase in the residual gap between book and 
taxable income, which indicates that older firms, more profitable firms, and more leveraged 
firms tend to be more aggressive in tax avoidance than others, respectively. Additionally, 
we also find that both customer concentration and firm performance are significantly and 
positively associated with greater tax avoidance, as measured by cash effective tax rate, 
whereas board size and board independence are significantly and negatively associated 
with tax avoidance, as measured by the long run effective tax rate. As robustness checks, 
we also use dummy variables with a 20% threshold as proxies for foreign ownership and 
family ownership, and find that our results are qualitatively similar.

Concluding Remarks

Recent efforts of the Bureau of Internal Revenue (BIR) has unearthed that one of the primary 
methods used by Philippine firms to avoid taxation is the use of inter-related party transactions, 
specifically the creation of fake suppliers and customers (Gonzales, 2012). Furthermore, 
common methods used by multinational firms to avoid taxation include offshore shell 
companies and the use of tax havens (Campbell, 2016). These tendencies of large firms 
stem from their ability to use their available resources to reduce corporate tax liabilities. 
Consequently, our study also shows that foreign ownership and customer concentration 
increases a firm’s level of tax avoidance. Hence, we do not support plans of easing foreign 
ownership limits but recommend strengthened enforcement and implementation of 
transparency standards, especially those concerned with customer concentration. 
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Appendix
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