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Digital Transformation and Corporate Tax Avoidance
XU Yunxiao', KE Jungiang®, LIU Jiangning’, WANG Xianghong'
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Abstract: In the high-quality development of China’ s digital economy, digital transformation broadly
empowers and gives new momentum to the real economy, which has an important impact on corporate behavior.
Therefore, exploring the impact of digital transformation on real enterprises and its mechanism has practical
significance and theoretical value in promoting the integration of the digital economy and the real economy.

Digital transformation helps to increase corporate value, reduce information asymmetry, improve the
information environment, and enhance corporate governance. However, introducing digital technology can also lead
to management dysfunctions, thus increasing administrative costs and reducing corporate performance. Studies on
digital transformation mainly focused on corporate performance and stock price, but rarely discussed corporate tax
avoidance, which is an important corporate behavior. On the one hand, digital transformation increases
enterprises’ administrative costs, giving the incentive to engage in tax avoidance behaviors to increase internal cash
flow and hedge against rising costs. On the other hand, in the later and mature stages of digital transformation,
information asymmetry eases, information transparency increases, and the cost and difficulty of tax avoidance rises,
which discourages corporate tax avoidance, along with the initial digitalization of software and hardware systems.

Using A-share listed enterprises in China from 2007 to 2020 as the research sample, this paper examines the
impact of digital transformation on corporate tax avoidance. It is found that digital transformation significantly
enhances corporate tax avoidance, which still holds after a series of endogeneity and robustness tests. Furthermore
digital transformation affects corporate tax avoidance through increasing administrative costs, which is more
pronounced in the worse-governed, non-state-owned, high-tech, and growth-stage enterprises.

This paper expands the discussion on the economic consequences of digital transformation, enriches the study
of the determinants of corporate tax avoidance, and provides important references for the government to guide the
digital transformation of enterprises and improve tax regulation. Therefore, the government should introduce special
tax incentives for digital transformation to reduce the burden on enterprises. On the contrary, enterprises should
adopt systematic solutions that combine their business strategies and investment and financing decisions to promote
the all-round digital transformation, thereby reducing costs and increasing efficiency.

Keywords: digital transformation; digital economy; corporate tax avoidance ; tax planning; administration expense
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