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Introduction

In order to meet the expectations of the owners, managers are forced to invest
available and surplus resources in investment opportunities. Investment decisions
require a correct analysis of the company's conditions and future market events
and investment efficiency will be achieved when the company, on the one hand,
acts correctly in selecting investment opportunities (selecting a project with a
positive net present value) and on the other hand, invests an optimal amount of
resources in that project. Success in investment requires cheap and stable financial
resources, which can be provided by domestic financing methods. Paying taxes is
one of the factors that reduces a company's internal resources and therefore, to the
extent that a company can pay less tax by adopting tax strategies such as tax
avoidance, it will have a higher ability to invest from the resulting savings.

Also, success in such a path requires the presence of capable managers at the top
of the company's management pyramid. Therefore, management ability can lead
to making optimized decisions and guide the company towards its desired goals.
Management ability will enable a proper analysis of the company's conditions and
market conditions to be made and the best path to financing (for example, tax
avoidance) as well as the most optimal investment decisions (investment
efficiency) to be formed. Khodamipour et al. (2020) investigated the effect of
managerial ability and tax avoidance on investment efficiency in the Tehran Stock
Exchange. In their research, they included the efficiency value in the model and
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tested two hypotheses based on differences in managerial ability. However, the
present study divided the sample into two different groups based on
overinvestment and underinvestment, which led to different results. Also, despite
the research of Khodamipour et al. (2020), the present study tests the relationship
between tax avoidance and investment efficiency in two hypotheses before testing
the moderating effect of managerial ability.

Literature Review

According to the traditional view, rational managers will engage in tax avoidance
practices if the marginal benefit exceeds the marginal cost. Traditional economic
theory also suggests that tax avoidance can increase value because it transfers
wealth from the government to the corporation and can be reinvested or returned
to shareholders. In general, tax avoidance by preventing the outflow of cash
resources from within the company to the government causes the accumulation of
cash and the improvement of the company's financial resources, which are used
as an important support for the company's investments. The resources resulting
from tax savings created through tax avoidance are used as a source of low-cost
domestic financing and reduce the possibility of underinvestment or loss of
investment opportunities.

The investment activity of companies is influenced by the personality traits and
scientific and experimental capabilities of managers. According to the efficient
contract perspective, smarter managers have a greater ability to predict and plan
economic plans and are able to better evaluate the economic returns from these
investments. In other words, managers with high ability are able to better convey
the true value of the company to investors by reducing information asymmetry.
As a result, such companies tend to reduce their financial leverage and consider
the internal sources, such as tax avoidance and have greater efficiency from their
investments. In addition, based on the hypothesis of the essence of managers'
perspective, companies with capable managers will have less deviation from
investment. Because managers with greater ability have higher understanding and
better economic intelligence and will have a more realistic assessment of the
results of investments and therefore will make more effective decisions in
investment. If the liquidity from tax avoidance is important in determining the
amount of investment, manager skill may have a greater impact on the efficiency
of investment from funds from tax avoidance. As a result, it is likely that the direct
effect of tax avoidance on investment efficiency is intensified in firms with higher
management ability.

Research Methodology

The current research is correlational in nature and applied in terms of purpose,
which has used composite data (firm-year) with a retrospective nature. The
statistical analysis method of the research is descriptive-correlation, which uses a
rationalistic and analogical approach to analyze the findings and multiple
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regression models to test the hypotheses. The sample of this study includes 41
companies admitted to the Iraqi Stock Exchange during the years 2013 to 2022.

Results

The results of this study show that with the increase of tax avoidance, the
investment will increase less than the limit. Also, with the increase of tax
avoidance, in companies with higher management ability, over-investment
decreases and as a result, investment efficiency increases. The results can be
interpreted based on the perspective of efficient contracts, that capable managers
have more ability to accurately predict and schedule the risk and return of
economic plans. Such managers, due to their greater mastery of the company's
environment and its activities, are more skilled in using legal loopholes to pay less
tax and save the resulting financial resources for future activities. Therefore, by
using their talent and ability, they can prevent excessive investment of financial
resources and increase the efficiency of investment.

Discussion and Conclusion

Khodamipour et al. (2020) investigated the effect of managerial ability and tax
avoidance on investment efficiency in Tehran Stock Exchange. In their research,
they put the efficiency value in the model and tested two hypotheses based on the
difference in managerial ability. While the present study divided the sample into
two different groups based on over-investment and under-investment, which led
to different results. Also, despite Khodamipour et al. (2020), the current research
tests the relationship between tax avoidance and investment efficiency in two
hypotheses before testing the moderating effect of managerial ability. In addition,
tax avoidance depends on factors such as economy, politics and culture of each
country. Therefore, the current study in Irag may have different results. Despite
the many commonalities that unite the countries of Iran and Irag, relatively large
differences can be seen in the social, economic, political and legal structures and
the ruling system of the two countries, which seems to have its roots in the very
different conditions and circumstances governing them in the present and past.
Other factors such as the different historical background of the governments of
the two countries, different previous political situation and many other structural
differences in the two countries have also been effective.
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