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Purpose: The main objective of this study is to investigate the effect of tax
avoidance on stock return fluctuations, with an emphasis on the moderating
role of investors' trading behavior in companies listed on the Tehran Stock
Exchange.

Methodology: The statistical population includes all companies active on
the stock exchange during the period 2011 to 2023. After applying
screening criteria, a sample of 168 companies was selected. Stock return
volatility as a dependent variable is calculated through the annual standard
deviation of stock prices. Tax avoidance as an independent variable was
measured using the effective tax rate, which was measured through the ratio
of tax paid to pre-tax profit, and investor trading behavior as a moderating
variable was measured through the share turnover ratio. In addition, a set of
control variables including firm size, financial leverage, growth
opportunity, firm age, profitability, asset tangibility, R&D expenditure,
cash balance, and market-to-book ratio were included in the model. A
multivariate regression model using panel data was used to test the
hypotheses.

Findings: The research findings show that tax avoidance has a positive and
significant effect on stock return volatility. Also, investors' trading behavior
significantly intensifies the relationship between tax avoidance and stock
price volatility, such that in companies with a higher level of trading
turnover, the effect of tax avoidance on stock volatility is more intense.
Originality: It is suggested that capital market supervisory institutions take
steps to increase market efficiency and reduce price instability by enforcing
tax transparency requirements, improving investors' financial literacy, and
controlling fluctuations caused by emotional behavior.
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Introduction

ax avoidance is one of the hot topics

in the field of financial management

and accounting that has attracted the
attention of researchers, policymakers, and
capital market activists. Tax avoidance
refers to the strategies that companies
employ to reduce their tax burden by taking
advantage of legal loopholes and facilities
in the tax system. Although tax avoidance
can lead to reduced corporate costs and
increased  shareholder  returns, its
implications from a financial and economic
perspective are still a matter of debate. One
important and less studied aspect of this
issue is the impact of tax avoidance on the
volatility of corporate stock returns, which
can have broad implications for investors,
managers, and financial markets (Su &
Deng, 2024). Stock returns are considered
as one of the key metrics for measuring the
financial performance of companies and
making investment decisions. Stock return
fluctuations can indicate the company's
risk, economic conditions and investor
confidence. In the meantime, tax avoidance
can be considered as one of the factors
affecting stock return fluctuations. On the
one hand, tax avoidance can have a positive
effect on stock returns by reducing
corporate costs, increasing profitability, and
improving corporate value. On the other
hand, these strategies may increase the
company's financial, legal, and credit risks
and increase stock return volatility (Chen et
al., 2014). The relationship between tax
avoidance and stock return volatility can be
explained through several mechanisms.
First, tax avoidance may cause changes in
investors' perceived risk. For example,
investors may perceive companies with
high tax avoidance as riskier due to a higher
likelihood of legal and audit problems.
Second, tax avoidance may reduce financial
transparency, as companies may not
properly disclose tax-related information in
their financial reports. This reduced
transparency  can  reduce  investor
confidence and increase stock return

volatility. Third, if tax avoidance practices
are revealed, the company may face legal
sanctions, financial penalties, and damage
to its reputation, which can affect stock
returns and volatility (Yang & Chang,
2023). The relationship between tax
avoidance and stock price volatility is a
multidimensional phenomenon that
depends on various factors, including
investor trading behavior. Tax avoidance,
although it may increase corporate
profitability in the short term, can
exacerbate stock price volatility by creating
legal risks and reducing market confidence.
Meanwhile, investor behavior, especially
the difference between short-term and long-
term approaches, plays a key role in how the
market reacts to this news (Su & Deng,
2024). In order to empirically investigate
this issue, this study attempts to examine the
effect of investor trading behavior on the
relationship between tax avoidance and
stock price fluctuations, using available
information on companies listed on the
Tehran Stock Exchange and common
econometric methods.

Methodology

One of the most crucial parts of any
scientific research is how it is conducted.
Although a study may have strong
theoretical foundations and its data may be
collected in a precise and comprehensive
manner, if the appropriate research method
is not used to analyze the data, the results
will not be reliable. Therefore, in order to
confirm or reject the hypotheses of any
research, it is essential to choose an
appropriate research method. The present
research design is based on a retrospective
approach (through past data). Also, this
research is classified as a descriptive-
correlational type. Considering the nature
of the collected data, this research is
classified as quantitative research and is
also known as applied research in terms of
purpose. EViews software has been used to
analyze data and test hypotheses. In the
descriptive statistics section, in order to
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better describe the data, central indices such
as mean and median, dispersion indices
such as standard deviation, and distribution
indices such as skewness and kurtosis have
been used. In the inferential statistics
section, the research hypotheses have been
examined by conducting statistical tests;
The Chow test was used to determine the
appropriate regression model fit (mixed
data or panel data), and the Hausman test
was used to choose between fixed effects or
random effects. To examine the research
hypotheses, first, using Fisher's statistic, the
significance of the entire regression model
is examined, and if the linear relationships
in the model are confirmed, in the next
stage, using Student's t-statistic and paying
attention to the level of significance,
comments are made about the research
hypotheses. Next, in order to examine the
conditions of the regression model, Durbin-
Watson, Jarck-Bera statistical tests,
correlation analysis, and other similar
methods have been used. The Durbin-
Watson statistic provides information about
the independence of the residuals of the
regression model. The Jarek-Bera statistic
is used to check the normality of the
variables and the residuals of the regression
model. Correlation analysis is performed to
assess the relationship between pairs of
variables and to examine the possibility of
collinearity. After testing the regression
model, in order to examine the explanatory
power of the explanatory variables on the
dependent variable, the coefficient of
determination and the adjusted coefficient
of determination were evaluated. In order to
examine the research hypotheses, the
following models taken from the research
of Su & Deng (2024) were used:
First hypothesis model:

10
SMV;y = ag + a;TAN;; + Z a;Controls;; + &;+

i=2

Second hypothesis model:

SMV;, = ag + a;TAN;; + ayIB;, + asTAN;, X By,
12

+ Z a;Controls;; + &;;
i=4

Results

In order to study the research topic, two
hypotheses were created and therefore, two
regression models were used to analyze the
research topic. In the first hypothesis, the
effect of tax avoidance on stock price
fluctuations was examined, and in the
second hypothesis, the effect of investor
behavior on the relationship between tax
avoidance and stock price fluctuations was
examined. Based on the design presented in
the research models, stock price volatility
(dependent variable) is considered as an
estimated function of tax avoidance
(independent variable), investor trading
behavior (moderator variable), as well as
size, financial leverage, growth
opportunities, firm age, profitability, asset
tangibility, research and development, cash
balance, and market value to book value
ratio as control variables. To evaluate the
results of fitting the regression models,
aspects such as the overall significance of
the model, the significance of the
coefficients of the model variables, the
absence of autocorrelation between the
residuals, and the coefficient of
determination of the model were analyzed,
and finally, comments were made on each
of the research hypotheses. Using the
following regression model, the effect of
tax avoidance on stock price fluctuations in
the first hypothesis of the research was
examined. Evidence from testing research
models regarding the first hypothesis
indicates that tax avoidance has a
significant and positive effect on stock price
fluctuations, and this result indicates
confirmation of the first hypothesis of the
study. The findings from the evaluation of
research patterns regarding the second
hypothesis indicate that investor behavior
has a significant and positive effect on the
relationship between tax avoidance and
stock price changes, and this result has led
to the confirmation of the second
hypothesis of the research.



Baharloo & Gharakhani / The effect of investors’ trading behavior on the relationship between tax avoidance and ....... 132

Conclusions

This study contributes to the theoretical
literature by examining the empirical
relationship between effective tax rates and
stock return volatility. The effective tax rate
paid by a firm can increasingly predict
return volatility more than variables
identified in previous literature.
Investigating the impact of investors'
trading behavior on the relationship
between tax avoidance and stock price
fluctuations in the Iranian stock market is of
great importance, because this market faces
its own characteristics and challenges. The
Iranian stock market is more volatile than
other financial markets due to factors such
as lack of information transparency,
investors' lack of trust in some financial
institutions, and economic sanctions. In
such a situation, tax avoidance, which can
affect corporate profitability, may elicit
mixed reactions among investors. On the
one hand, investors may interpret news of
tax avoidance as a negative signal of
corporate legal and reputation risks and
quickly avoid investing in those companies,
resulting in increased stock price volatility.
Considering the results obtained from
testing the first hypothesis, based on the
positive and significant effect of tax
avoidance on stock price fluctuations, it is
suggested that capital market regulatory
institutions, including the Securities and
Exchange Organization, formulate and
implement more precise and transparent
disclosure requirements in the field of
companies' tax policies. The results of the
second hypothesis test also showed that
investors' trading behavior, as a moderating
variable, exacerbates the relationship
between tax avoidance and stock price
volatility. This result emphasizes the
importance of paying attention to the role of
market psychology and trading behaviors.
Therefore, it is suggested that capital
market policy-making institutions provide
coherent educational programs to improve
investors' financial literacy, especially in
the area of information risk analysis and the

consequences of tax avoidance, in order to
prevent emotional and irrational reactions
in the market.
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