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Assessing the Direction of Relationship between Financial Distress and

Tax Avoidance:

An Empirical Study on the Egyptian Listed Companies

Abstract

The study aimed to test the relationship between financial distress and
tax avoidance in Egyptian joint-stock companies, after previous studies dealt
with the relationship between the two variables in two different directions
separately, where researchers pointed to the effect of financial distress on tax
avoidance, and others pointed to the effect of tax avoidance on financial
distress, This was an introduction for the researcher to study the direction of
the relationship through the use of one of the recognized methodologies in this
field - the Granger Causality Test, this is for a sample consisting of (80)
companies registered on the Egyptian Stock Exchange during the period 2018
to 2022. The variables were measured as follows: financial distress (the
dependent variable) through two measures: (a dummy variable that takes the
value (1) if the company is in distress, (0) otherwise - and Altman’s Z-score
model), and tax avoidance was measured (the independent variable ) using
(the difference between the total effective tax rate and the nominal tax rate).
The results indicated a negative and significant effect of tax avoidance on
financial distress, in other words, a negative relationship between tax

avoidance and financial distress.

Keywords: Tax Avoidance, financial Distress, Tax Planning, Tax Evasion,

Firm Size, Leverage, The growth opportunities.
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