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Summary

The international tax environment is rapidly evolving. In the past, countries competed to
attract foreign investments by offering low tax rates (Genschel & Schwarz, 2011). However,
public opinion has shifted against companies paying minimal taxes, which resulted in the
Organisation for Economic Cooperation and Development introducing the Base Erosion and
Profit Shifting (BEPS) plan to limit tax avoidance (OECD, 2022). This changing fiscal
landscape poses risks for companies, creating uncertainty about the after-tax profitability
and potentially leading to postponed or reduced investments. This research examines the
relationship between tax uncertainty and investments in the European Union (EU) from
2018 to 2022.

Prior literature already has investigated the effects of tax uncertainty on investments.
However, this was done primarily in the United States by, for example, Jacob et al. (2022) and
Hanlon et al. (2017). The literature investigating the EU mostly considers only one specific
country or a small subset of countries (De Simone & Olbert, 2022; Fox et al., 2022; Nesbitt
et al., 2023). Besides, most studies address the effects on publicly listed firms, whereas the
effect on private firms remains unclear. Additionally, in the literature on European firms,
the effect of tax uncertainty on the timing of investments has not yet been investigated to
my knowledge as the mentioned papers only look at investment level effects. Therefore, the
following research question will be examined in this thesis:

How has tax uncertainty impacted investments of public and private firms in the EU
between 2018 and 2022?

In 2017, the EU decided to publish and continuously update a list of so-called ’non-
cooperative jurisdictions for tax purposes’, also known as the EU blacklist (Council, 2024).
Each member state can decide independently whether it takes protective tax measures
against countries on the blacklist, creating uncertainty about the tax position of firms that
operate in these countries. As such, changes to the EU blacklist can be considered a valid
proxy for tax uncertainty.

In a difference-in-difference setting, I examine such a change in the EU blacklist in 2020.
The treatment group thus consists of firms that were exposed to the change in the EU black-
list in 2020. Next, I use two control groups for comparison. The first group includes firms
exposed to the EU blacklist since 2017, with 8,373 firm-year observations when combined
with the treatment group. The second group consists of comparable EU multinationals not
exposed to the change, resulting in 117,086 observations.

The data originate from Amadeus (Bureau van Dijk) and contain annual information
on private and public companies within the EU-27. In the further analysis, I divided the
study into two parts: one focusing on the timing of investments and the other on the level
of investments.

The level of investments by companies is determined by computing a firm’s net asset
growth, consistent with Fox et al. (2022). As a second measure, a firm’s investment level
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scaled by the median investment level in the firm’s industry is used. Furthermore, invest-
ments in intangible fixed assets are examined by looking at the change in intangible fixed
assets as a share of total assets, following Adu-Ameyaw et al. (2024) and Lim et al. (2020).
To assess the impact of tax uncertainty on investment timing, I calculate the time between
two large investments, known as investment spikes, and use this as a proxy for investment
timing.

Several methods are used to analyze the effects of tax uncertainty on investment timing.
First, I implement a panel linear regression model with firm-fixed effects and multiple control
variables, with the spell between two investment spikes as the dependent variable, following
Jacob et al. (2022). Next, I apply a hazard model to estimate the probability of a firm making
a large investment today based on the time since the last investment spike. Furthermore, a
propensity score matching process is implemented to verify the results of the panel regression.

The investment-level effects are then estimated using panel regression models and a
propensity score matching procedure similar to those used for the investment timing analysis.
Next, the panel regressions are run on two subsamples to determine the drivers behind the
results. First, the sample is split into financially constrained and unconstrained firms, before
a distinction is made between firms subject to complex tax systems and those subject to
less complex tax systems. Finally, several robustness checks, including different models and
investment spike measures, are implemented to verify the results.

The findings indicate that uncertainty about taxes due to changes in the EU blacklist
causes delays in investments that are more than 1.5 times the median investment rate in
a firm’s industry. This effect is particularly significant for tangible fixed asset investments
among firms affected by the EU blacklist and is largely driven by financially constrained
firms and firms located in countries with complex tax systems.

Additionally, firms exposed to tax uncertainty as a result of changes to the EU blacklist
are less likely to make significant investments in tangible fixed assets based on the time
since their last investment spike. Specifically, the probability of a firm making an invest-
ment at least twice the industry median was 61.1 percent lower than for non-exposed firms.
However, only weak evidence of delays was observed for intangible fixed assets investments.
Furthermore, the results suggest that tax uncertainty increases capital investments among
financially unconstrained firms and firms in less complex tax systems. Negative associations
were found for financially constrained firms, but no causal relationships were identified, and
no effects were observed for intangible fixed asset investments.

These findings contribute to the existing academic literature by offering new insights into
the investment effects of tax uncertainty on private and public firms in the EU. Besides, the
results confirm prior studies indicating that tax uncertainty affects financially constrained
and unconstrained firms differently. Policymakers can use these insights when developing
new regulations, as the results suggest that tax uncertainty may cause firms, particularly
those that are financially constrained or operate in complex tax systems, to delay their
investments.

2



References

Adu-Ameyaw, E., Danso, A., Uddin, M., & Acheampong, S. (2024). Investment-cash flow
sensitivity: Evidence from investment in identifiable intangible and tangible assets
activities. International Journal of Finance & Economics, 29 (2), 1179–1204.

Council, E. (2024, March 21). Eu list of non-cooperative jurisdictions for tax purposes.
Retrieved April 15, 2024, from https://www.consilium.europa.eu/en/policies/eu-list-
of-non-cooperative-jurisdictions/

De Simone, L., & Olbert, M. (2022). Real effects of private country-by-country disclosure.
The Accounting Review, 97 (6), 201–232.

Fox, Z. D., Jacob, M., Wilde, J. H., & Wilson, R. J. (2022). Beyond borders: Uncertainty
in supragovernmental tax enforcement and corporate investment. The Accounting
Review, 97 (6), 233–261.

Genschel, P., & Schwarz, P. (2011). Tax competition: A literature review. Socio-economic
review, 9 (2), 339–370.

Hanlon, M., Maydew, E. L., & Saavedra, D. (2017). The taxman cometh: Does tax uncer-
tainty affect corporate cash holdings? Review of Accounting Studies, 22, 1198–1228.

Jacob, M., Wentland, K., & Wentland, S. A. (2022). Real effects of tax uncertainty: Evidence
from firm capital investments. Management Science, 68 (6), 4065–4089.

Lim, S. C., Macias, A. J., & Moeller, T. (2020). Intangible assets and capital structure.
Journal of Banking & Finance, 118, 105873.

Nesbitt, W. L., Outslay, E., & Persson, A. V. (2023). A reexamination of investors’ reaction
to tax shelter news: Evidence from the luxembourg tax leaks. Journal of Accounting
and Economics, 75 (2-3), 101537.

OECD. (2022). Tax challenges arising from the digitalisation of the economy – commentary
to the global anti-base erosion model rules (pillar two). Retrieved May 22, 2024, from
https://www.oecd.org/tax/beps/tax-challenges-arising-from-the-digitalisation-of-
the-economy-global-anti-base-erosion-model-rules-pillar-two-commentary.pdf

3

https://www.consilium.europa.eu/en/policies/eu-list-of-non-cooperative-jurisdictions/
https://www.consilium.europa.eu/en/policies/eu-list-of-non-cooperative-jurisdictions/
https://www.oecd.org/tax/beps/tax-challenges-arising-from-the-digitalisation-of-the-economy-global-anti-base-erosion-model-rules-pillar-two-commentary.pdf
https://www.oecd.org/tax/beps/tax-challenges-arising-from-the-digitalisation-of-the-economy-global-anti-base-erosion-model-rules-pillar-two-commentary.pdf

