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Abstract 

This cumulative dissertation examines stock market reactions to corporate tax reforms and tax 

avoidance. The first essay analyzes investor responses to a tax reform announcement in the 

United Kingdom that included a substantial corporation tax hike to consolidate the budget in 

the recovery phase after the COVID-19 pandemic. The results indicate that governments face 

tradeoffs in stabilizing the economy, as companies severely affected by preceding crises benefit 

from assured government support, while the tax rate hike penalizes more dynamic companies, 

thus jeopardizing future growth. However, in the presence of macro-financial risk due to ex-

cessive public debt, regaining fiscal stability becomes crucial from an investor’s perspective, 

even if it involves tax increases. The second essay provides a comprehensive review of the 

strongly growing strand of literature on the valuation of tax-related events by stock market 

investors. It traces the evidence from early insights on the value relevance of corporate taxes to 

key learnings about the relevance of tax drivers beyond the tax rate up to major tax events of 

the more recent past, which are centered around the stock price implications of tax avoidance, 

the restriction of tax planning leeway, fundamental reforms intended to ensure fairer taxation, 

and unilateral tax reforms aimed at increasing competitiveness or fiscal adjustment. Further-

more, the review discusses methodological issues and trends in tax-related event studies. The 

third essay investigates the stock market reaction to a German tax reform that was aimed at 

stimulating growth through tax relief and relied on targeted tax incentives. The results show 

that investors generally assess the tax relief provided positively, but do not expect it to be sub-

stantial enough to considerably improve the economic position of German firms. The stock 

market reaction to the final approval of the act further confirms that investors do not expect any 

strong growth impetus from the tax incentives introduced. 

 

Keywords: corporation tax, tax policies, national crisis, fiscal adjustment, tax incentives, 

growth impetus, tax reform, tax avoidance, event study, literature review 
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Abstract: 

On March 3, 2021, the UK’s Chancellor of the Exchequer announced a tax reform that marked 

a U-turn in British corporate tax policy. It included a significant corporation tax hike to recover 

the fiscal costs of COVID-19 support measures, which were concurrently extended as part of 

the announcement. This study analyzes investors’ reactions to the tax reform plan and a series 

of political events that brought about its repeal and reinstallation. We find that the capital market 

reacts positively to the tax reform for companies severely affected by Brexit and the COVID-

19 pandemic. However, the extension of COVID-19 support measures and their refinancing 

through a corporation tax hike penalize more dynamic and innovative companies, as reflected 

in the capital market response. Thus, by examining the stock market, we can trace how fiscal 

adjustments in the form of tax rate hikes jeopardize future growth. However, without any kind 

of fiscal adjustment, and in light of ensuing fiscal uncertainty, the government’s financial sup-

port is no longer positively valued by the stock market, and regaining fiscal stability becomes 

paramount for investors. 
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Abstract: 

This study reviews 71 event studies on investor responses to corporate tax avoidance and major 

tax reforms that have been published in over 40 years. Interestingly, the average number of 

studies published per year was 0.81 between 1983 and 2014 and jumped to 4.5 between 2015 

and 2024. This reflects the pace at which corporate taxation is currently evolving. Overall, the 

literature shows that stock market investors incorporate tax-related information into stock 

prices, emphasizing the value relevance of corporate taxes. Remarkably, event studies on cor-

porate tax avoidance practices indicate a non-linear relationship between tax avoidance and 

stock market reactions. News about legal tax avoidance either leads to positive or no significant 

shifts in stock prices, whereas more aggressive or even illegal tax schemes are punished by 

investors. Furthermore, an increase in tax transparency is largely perceived negatively, mainly 

due to reputational concerns and competitive disadvantages. However, in the context of opaque 

tax haven structures, increased transparency is expected to reduce opportunities of managerial 

diversion, which is evaluated positively by investors. Fundamental reforms intended to ensure 

fairer taxation, the global minimum tax in particular, lead to negative stock market reactions. 

Costs and benefits of unilateral tax reforms that are aimed at increasing competitiveness or 

fiscal adjustment enter into stock prices in a highly differentiated way. Finally, we also evaluate 

the methodological heterogeneity found in the literature. 
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Abstract: 

The draft bill of the German Growth Opportunities Act was presented in July 2023 against the 

backdrop of the struggling German economy. It aimed to stimulate investment and economic 

growth through tax incentives, including a premium for investments in climate protection, an 

extension of the research and development tax credit, and enhanced tax loss deduction. This 

study analyzes the stock market reaction to key events in the legislative process leading up to 

the adoption of the Growth Opportunities Act. The results indicate that the stock market gener-

ally assesses the tax incentives included positively, which is in line with empirical evidence on 

the real effects of corporate taxation. However, the negative stock market response to the gov-

ernment drafts’ approval by the Federal Cabinet and the results of the cross-sectional analysis 

suggest that investors do not consider the tax relief to be substantial enough to considerably 

improve the economic position of German companies. Furthermore, the stock market prices in 

slightly more than 100% of the estimated tax relief volume of the finally adopted act, which 

indicates that investors do not expect any substantial growth impetus from this tax reform. 

 

Keywords: event study, corporation tax, tax policies, tax incentives, growth impetus 
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