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The Influence of the Incentives of Executive Stock Options on

Corporate Tax Avoidance
Li Chunling

Abstract: Using the sample of Chinese A-shares which had announced incentive stock option plans
for the first time from 2006 to 2017, this study empirically investigates the influence of the
incentives of executive stock options (ESOs) on corporate tax avoidance in the framework of
principal-agent theory. It finds that ESOs incentives are positively correlated with corporate tax
avoidance. This paper further studies the impact of managerial power and property right on the
above correlation, and finds that the positive impact of ESOs incentives on corporate tax avoidance
exists only when the firm is private or the managerial power is weak. In a state-owned firm or when
the managerial power is high, the positive effect is not significant.

Keywords: stock option incentive; tax avoidance; nature of property right; managerial power
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