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Abstract

This study tests the applicability of the book-tax trade-off theory in a
mergers and acquisitions (M&A) context to help explain the relationship
between acquirers’ tax avoidance behavior and the choice of an acquisition
payment method. In accordance with the book-tax tradeoff theory, we find
that acquirers with a low (high) level of long-term tax avoidance are more
likely to have stock- (cash-)financed acquisitions. However, political
influence and investor monitoring weaken the significance of the above
relationship to varying extents. Among acquirers who use cash-financed
payment, those who are less tax aggressive tend to use debt to finance
their acquisitions.
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