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Table 2 Results for Descriptive Statistics Table 3 Direct Investment in Tax Havens
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Table 4 Mediation Effects of Agency Cost
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Table 5 Results for Heterogeneity Analysis
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Table 6 Robust Test Results
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Table 7 Endogeneity Analysis: Instrumental Variable Approach
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Table 8 Direct Investment in Tax Havens, Over Investment and Under Investment
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Table 10 Direct Investment in Tax Havens, Corporate Governance and Investment Efficiency
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Abstract: In the context of economic globalization, more and more multinational companies participate in global economic

activities by investing in tax haven to establish subsidiaries and branches. Tax haven are generally characterized by low taxes,
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lack of information exchange, and opaque information, which will lead to an unfair economic environment of tax base erosion
and profit transfer, and will also reduce the information transparency of investment companies and exacerbate the agency prob-
lems. Therefore, this phenomenon deserves high attention from government departments and academia.

This study applies Chinese A-share listed companies from 2009 to 2019 as the research sample, and uses the Logit regres-
sion model to empirically test the impact of direct investment in tax havens on corporate investment efficiency. From the per-
spectives of the first type of agency cost and the second type of agency cost, this study examines its influencing mechanism,
and the moderating effects of financing constraints, property rights and political connections. In the further analysis, we test the
impact of direct investment in tax havens on corporate performance, as well as the governance role of internal and external cor-
porate governance mechanisms.

The findings show that firms with direct investment in tax havens have significantly lower investment efficiency. The
reason is that direct investment in tax havens increases a firm's first type of agency cost, which further reduces the firm's in-
vestment efficiency. Although direct investment in tax havens also increases the second type of agency cost, it does not play an
intermediary role. Heterogeneity analysis shows that, the negative impact of direct investment in tax havens on investment effi-
ciency is stronger in firms with higher financial constraints, non-state owned firms, and firms with no political connection. Fur-
ther research shows that direct investment in tax havens exacerbates both over investment and underinvestment, in particular,
the issue of over investment is more prominent. In addition, the negative impact of direct investment in tax havens on invest-
ment efficiency exists for the following three periods, and further damages firm performance. Good corporate governance helps
to alleviate the negative impact of direct investment in tax havens on investment efficiency.

This study enriches the relevant literature on direct investment in tax havens, and provides new empirical evidence for a
deeper understanding of the hazards and causes of direct investment in tax havens. The research results provide a reference for
enterprise decision-makers to realize the “duality” of direct investment in tax havens, and have a certain guiding significance
in practice to improve the investment supervision of tax haven and standardize the behavior of listed companies’ direct invest-
ment in tax havens.

Keywords: direct investment in tax havens; investment efficiency; agency cost; over investment; under investment
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