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Abstract

Within the corporate governance landscape, the interplay between tax
behaviors and stock market dynamics has been prominently highlighted in
scholarly research. Amidst this discourse, the mediating role of corporate
social responsibility (CSR) disclosure in shaping the effects of tax avoidance,
evasion, and tax corruption on stock price crash risk has emerged as a
significant research domain. This study aims to provide a comprehensive
analysis of how the impacts of tax behaviors on stock market stability are
mediated by CSR disclosure. The sample population consists of 146 listed
companies during the years 2012-2021 (Iranian calendar), and the Baron
and Kenny (1983) mediation approach is employed to discern the intricate
patterns and relationships among variables.

The findings indicate that tax avoidance, evasion, and tax corruption lead to
an increase in stock price crash risk. Moreover, CSR disclosure plays a full
mediating role between tax avoidance, evasion, and fraud, and future stock
price crash risk. Indeed, companies implementing CSR initiatives experience
lower levels of stock price crash risk. The results show that transparent social
responsibility activities reduce the adverse consequences of tax behaviors on
stock market stability.
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Introduction

Tax avoidance, tax evasion, and corruption are among the most critical socio-
economic challenges worldwide and have destructive effects on tax systems and
economic development (Al-Hadi et al., 2021; Banerjee et al., 2022; Yamen et
al., 2021; Litina & Palivos, 2015). These practices reduce government revenues,
disrupt the provision of public services, and intensify inequality. International
reports indicate that tax evasion causes billions of dollars in annual losses, while
corruption, by facilitating illicit financial flows, further undermines public trust
in institutions.

In capital markets, tax avoidance, tax evasion, and corruption play a significant
role in creating risk and instability (Kim et al., 2011). These behaviors, by
reducing transparency and increasing uncertainty, may heighten market
volatility and the risk of stock price crashes (Chen et al., 2021; Blaufus et
al., 2019; Garg et al., 2022). Studies show that although tax avoidance may
generate short-term benefits, it exposes firms to long-term risks such as severe
fluctuations and the potential for stock price crashes (Hanlon & Heitzman,
2010). Moreover, the disclosure of unlawful activities such as tax evasion or
corruption can significantly erode investor confidence and lead to sharp declines
in stock prices (Hanlon & Heitzman, 2010). Corporate social responsibility
(CSR) can serve as a mediating and mitigating factor in the impact of tax-related
behaviors on stock price crash risk (Hasseldine & Morris, 2013; Campbell &
Helleloid, 2016; Kim et al., 2014; Xu et al., 2021). Firms that follow ethical
and transparent practices benefit from stronger investor trust and are less
vulnerable to the negative consequences of tax misconduct (Lee, 2016; Chen et
al., 2021). By enhancing reputation, regulatory compliance, and accountability,
CSR can reduce the harmful effects of tax avoidance, evasion, and corruption
and improve stock price stability. Accordingly, the present study examines the
effects of tax avoidance, tax evasion, and tax corruption on stock price crash
risk, emphasizing the mediating role of CSR disclosure. The research aims to
provide empirical insights to support improved risk management and strengthen
stability in capital markets.

Methods and Material

This study is applied in purpose, as it examines the effects of tax-related issues on
stock price crash risk, providing insights useful for managerial and investment
decision-making. Methodologically, it is a descriptive—correlational research,
employing regression techniques to assess relationships among variables. From
a reasoning perspective, it is inductive and follows a positive accounting theory
approach, meaning that conclusions are drawn from the analysis of real data.
The sample was selected through stratified random sampling using a screening
method, resulting in 146 firms (1460 firm-years) during the period 2012—
2021. To test the hypotheses, the study applies the Baron and Kenny (1986)
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approach to examine the mediating role of corporate social responsibility in
the relationship between tax strategies (tax avoidance, tax evasion, and tax
corruption) and future stock price crash risk. According to this approach,
mediation requires three conditions: (1) the independent variable must affect the
mediator, (2) the independent variable must affect the dependent variable, and
(3) the mediator must affect the dependent variable when both independent and
mediator variables are included in the model. Full mediation occurs when the
independent variable becomes non-significant in the third model, while partial
mediation is indicated when its effect is reduced compared to the second model.
To test the significance of mediation, the Sobel test (Sobel, 1982) is used, with
calculations performed through an online calculator.

Results and Discussion

The findings show that such opaque and often unethical behaviors significantly
increase the likelihood of future stock price crashes. Tax avoidance reduces
government revenues and creates instability in capital markets, as it exposes
firms to legal penalties and reputational risks. Tax evasion, viewed as a violation
of tax fairness and equity, heightens uncertainty and can trigger adverse investor
reactions. Tax corruption further weakens public trust in tax authorities and
governance systems, increasing market volatility and amplifying the risk of
unpredictable stock price declines. Disclosure of such misconduct often leads
to rapid sell-offs and sharp decreases in stock prices as investors reassess the
firm’s long-term viability. Moreover, legal consequences associated with tax
misconduct intensify price fluctuations and crash risk, consistent with findings
from Kim et al. (2011) and Garg et al. (2022). The study also reveals that CSR
serves as an important mediating factor between tax misconduct and stock price
crash risk. Firms that prioritize CSR tend to adopt more transparent, ethical, and
governance-aligned tax policies. CSR functions as a vital mechanism through
which companies manage the complexities of tax avoidance, tax evasion, and
corruption, ultimately reducing crash risk. Enhanced transparency, stakeholder
engagement, and ethical leadership strengthen firm reputation, support investor
trust, and stabilize market value. These results are consistent with previous
studies by Hasseldine & Morris (2013), Zeng (2019), and Abid & Dammak
(2022). The study contributes to the literature by deepening the understanding of
the complex relationship between tax misconduct and stock market dynamics,
offering valuable insights into investor behavior toward tax-related risks, and
providing implications for policymakers seeking to enhance CSR disclosure
and strengthen market stability.

Keywords: Tax Avoidance, Tax Evasion, Tax Corruption, Stock Price Crash
Risk, Corporate Social Responsibility.
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