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Objective: The main purpose of this research is to investigate the effect of tax
avoidance on the construction of a managerial empire, about the role of supervisory
mechanisms and the overconfidence of the CEO.

Method: The statistical population of this research is the companies accepted in the
Tehran Stock Exchange and its statistical sample includes the data of 105 companies
for the 9 years of 1393-1401. The sampling method was the systematic elimination
method. In this research, multiple regression models were used to analyze the data
and test the hypotheses using the mixed data method.

Results: The findings of the research showed that tax avoidance has a positive effect
on building a managerial empire, and regulatory mechanisms weaken this effect. It
was also found that the CEO's overconfidence strengthens the effect of tax avoidance
on managerial empire building.

Conclusion: through the separation of ownership from control, profit-seeking
managers have more opportunities to secure their interests through tax avoidance
methods instead of increasing shareholders' wealth; They can also use the tax savings
from their overconfidence to build an empire. In the meantime, institutional
investors, as one of the effective monitoring mechanisms, can reduce the
opportunities of using tax avoidance strategies by managers in order to gain personal
benefits to build a managerial empire.
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Introduction

In the area of factors related to managers and their behavior, one of the factors of interest is the
creation of empires by managers. The motivation to build an empire is related to the degree of
uncertainty, the structure of the management compensation plan, and the degree of risk aversion and
preference for caution (Bragoli, 2021). Empire-building managers, through their decisions,
opportunistically grow their companies beyond the optimal size. Opportunistic decisions, such as
excessive capital expenditures, growth of assets beyond the optimal level, and acquisition of new
companies, are often made with goals such as: achieving power, prestige, and position, receiving
excessive compensation, and keeping unused resources under management control (Hope and Thomas,
2008). Young et al. (2014) believe that managers with high motivations to build a managerial empire
purposefully hide information from the reporting department, which leads to lower financial reporting
quality. Accordingly, it can be said that the incentive to create an empire with an impact on the quality
of financial reporting can be important for shareholders, stakeholders, analysts, and all individuals and
organizations that use the company's information (Wiskerschner-Merton, 2023). Therefore, the
challenge facing managers' empire-building is the loss of shareholder wealth through managers'
attention to personal interests using resources obtained from tax avoidance, which is likely to be
minimized by adopting appropriate regulatory approaches (Shams et al., 2022). In relation, Ganchev et
al. (2019) argued that tax avoidance activities, especially hidden strategies, can provide a protective
shield for management opportunism and diversion of resources; Therefore, tax avoidance can be a
reflection of agency theory and may lead to tax decisions that pursue the personal interests of the
manager (Jensen and Meckling, 1976) and, by creating cash resources available to the manager, lead to
increased empire building (Shams et al., 2022). Desai and Dharmapala (2009) stated that the separation
of ownership and control of the company can lead to tax decisions that reflect the acquisition of personal
benefits by managers at the expense of the loss of shareholder wealth. Desai and Dharmapala's findings
indicate that in the absence of strong monitoring mechanisms, managers can make suboptimal decisions
such as participating in tax avoidance activities to obtain their own personal interests, such as building
a business empire. Therefore, in line with agency theory, Shams et al. (2022) stated that monitoring
mechanisms such as the presence of institutional investors, by reducing agency problems, limit
managers' tendency to build empires and have an effect on reducing tax avoidance activities of
companies. On the other hand, tax avoidance makes optimal use of loopholes in tax regulations to reduce
the amount of tax that must be paid without violating the relevant regulations; however, the tax
avoidance method involves the intervention of company managers, in which the CEO is the highest
decision-maker in a company, hence CEO characteristics such as overconfidence can be involved in the
company's tax decisions, while opportunistic managers can use the tax savings resulting from the
overconfidence of the CEO of companies to build an empire. Therefore, it is expected that tax avoidance
will have a positive effect on building a company's empire and this effect will be strengthened by
increasing the CEQO's overconfidence (Gol et al., 2020; Sotrisno et al., 2022 and Shams et al., 2022).
Considering the issues raised, the motivation for conducting this research is to answer the questions of
whether tax avoidance is effective in building a managerial empire? And can regulatory mechanisms
and CEO overconfidence influence the relationship between tax avoidance and managerial empire
building?

Method

The present study is a descriptive and correlational study in terms of its fundamental experimental
objective and in terms of the relationship between variables. The data and information used are
historical and post-event. The Tehran Stock Exchange website was used to collect data and the
Eviews 10 software was used to test the hypotheses. In this study, five criteria were used in
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combination to calculate managerial empire building. The criteria in question are acquisitions,
consolidation, growth in capital expenditures, growth in total assets, and growth in tangible fixed
assets. The ratio of tax expense to pre-tax profit was used to calculate tax avoidance. Also, a dummy
variable was used to measure the variables of supervisory mechanisms and CEO overconfidence.
The statistical population of this study is the companies listed on the Tehran Stock Exchange from
the beginning of 2014 to the end of 2022 that have maintained their membership in the stock
exchange during this period. The statistical sample of this study was also selected from among the
aforementioned companies using the elimination method (systematic), and a total of 105 companies
were selected. To test the hypotheses of the present study, estimation of multivariate regression
models using the mixed data method was used.

Results

The results of the study showed that tax avoidance has a positive effect on the construction of
managerial empires and that regulatory mechanisms weaken this effect. This result shows that tax
avoidance activities increase the level of economic resources owned by the company; however, if
there are adequate regulatory mechanisms, it can reduce the desire and willingness of managers to
engage in opportunistic behaviors such as building managerial empires. It was also found that CEO
overconfidence strengthens the effect of tax avoidance on the construction of managerial empires.
This result shows that managerial overconfidence, through overestimating tax savings in tax
planning, underestimating the imposed costs resulting from investment in tax planning, or a
combination of the two, increases the amount of investment in tax-reducing schemes and leads to
increased tax avoidance. Meanwhile, opportunistic managers can use tax savings resulting from
financial constraints and CEO overconfidence to build empires.

Conclusions

According to the results of the study, it is suggested that business unit owners, by establishing
strong monitoring mechanisms, including external monitoring and bonus contracts based on
criteria such as resources under the manager's control, limit managers' access to economic
resources resulting from tax avoidance and reduce opportunistic behaviors of managers such as
empire building to ensure that their interests are aligned with those of managers. Also, among the
suggested ways to limit managers, it can be mentioned that establishing effective internal controls
on the cash resources available to managers by owners in companies, removing CEOs with a
history of building value-destroying empires, implementing bonus plans for managers to limit
empire building incentives, appointing new board members, utilizing strong corporate governance,
and improving the company's supervisory mechanisms. On the other hand, it is recommended that
the country's regulatory institutions, such as the Stock Exchange, consider the consequences of
managerial overconfidence when defining regulatory processes and drafting laws, because
irrational decisions by managers can increase the company's risks and jeopardize the company's
future by increasing incentives to build a managerial empire.
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