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Abstract 

Prior literature on the relation between tax complexity and tax compliance provides mixed 

results. US regulators claim that complexity leads to more tax compliance, they argue that firms 

tend to comply more to resolve the additional uncertainty and state that complexity is a 

necessary condition for equitable laws. On the other hand, there is literature concerning 

negative impacts of tax complexity. This literature suggests that tax complexity leads to erosion 

of the tax-payers morale and undermines the trust and fairness of the tax system, which in turn 

reduces tax compliance. This paper contains the results of empirical research on the relation 

between tax complexity and tax compliance and investigates book-tax-differences and book-

tax-difference residuals in the years surrounding the Tax Cuts and Jobs Act (TCJA) for the 

firms that were hit most by the incremental complexity of the legislation (US-listed MNCs). 

The results strongly suggest that incremental complexity leads to reduced tax compliance. A 

more effective tax system that simplifies tax law is most likely needed. Additionally, empirical 

research in this paper indicates that the TCJA is associated with a lower tax burden for US listed 

MNCs which correlates with large government deficits in the future. 
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1. Introduction  

1.1. Research question and motivation 

Prior literature provides mixed findings about the relation of tax complexity on tax compliance. 

US regulators claim that complexity leads to more tax compliance, they argue that firms tend 

to comply more to resolve the additional uncertainty and state that complexity is a necessary 

condition for equitable laws (Westat, 1980; IRS, 2017). On the other hand, there is a stream of 

literature concerning negative impacts of tax complexity (Milliron, 1985; Eustice, 1989; 

Slemrod, 2005; Richardson, 2006; Kirchler et al., 2006; Cox and Eger, 2006; Zwick, 2018). 

These papers suggest that tax complexity leads to erosion of the tax-payers morale and that it 

undermines the trust in and fairness of the tax system, which in turn reduces tax compliance. 

This paper aims to find more clarity on this issue and investigates the following research 

question:  

Does tax complexity affect tax compliance for U.S. listed multinational corporations? 

An answer to this question provides insights in the effectiveness of the current U.S. tax system. 

This research assesses whether the US tax code has reached its limits and aims to capture 

whether U.S. tax law has become too complex and discourages compliance or whether the tax 

complexity is needed for a fair distribution of the tax burden and thus reinforces compliance. 

Regulators need insights on the impact of recent tax reforms to optimize the tax system in the 

future. The findings of this paper can provide insights in whether regulators should invest time 

in simplifying the tax system or whether they should continue to devote their time to capturing 

the complexity of society and business transactions, which make the tax system inevitably more 

complex.  

1.2. Research design and data 

I investigate the relation between tax complexity and tax compliance by performing an event 

study around the Tax Cuts and Jobs Act (TCJA). The TCJA is the largest corporate tax reform 

in the US since 1986 and signed into law on 22 December 2017 by the president of the US 

(Clausing, 2020). Main consequences of this new legislation for US corporations from the 1st 

of January 2018 onwards are: a spectacular reduction in the statutory corporate tax rate from 

35% to 21%, a shift from a worldwide tax system to a territorial tax system and implementation 

of new international provisions. Previous literature about the TCJA provides contrasting views 

and results about the effectiveness of the legislation and its implications. While previous 

research mainly focusses on the stock market reaction (Ziegler, 2018), inequality (Nieves et al., 
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2018) and income shifting (Clausing, 2020), no empirical research is done about the effects of 

the tax reform on corporate tax complexity and whether in turn tax complexity affects tax 

compliance for U.S. listed multinational firms. Despite the fact that the US tax-code was already 

perceived as being extremely complex (Manning, 1976; Strader and Foglassio, 1989; Eustice, 

1989; Pollack, 1993; Slemrod, 2005), the TCJA likely complexifies tax law for US listed 

multinational corporations due to interacting and contrasting international provisions and the 

paramount uncertainties that lie in the exact operation of the TCJA itself (Levin and Cherveny, 

2018; Mihir, 2018; Slemrod, 2018; Mathur 2019; Honaker and Thomas, 2019; Clausing, 2020; 

Ren et al., 2020). Therefore, the TCJA provides a good setting to investigate the relation 

between corporate tax complexity and tax compliance. The dependent variable throughout this 

research is tax compliance which is operationalized by book-tax-differences and book-tax-

difference residuals. The independent variable of interest is a dummy variable (called: TCJA), 

which differentiates between the period before and after the implementation of the TCJA. Prior 

literature and an assessment of tax-related-fees indicate that the TCJA brought additional tax 

complexity to multinational corporations. Therefore, inferences can be made about whether tax 

complexity (as reinforced by the TCJA) is associated with more (or less) compliance to the US 

tax code for US listed MNCs. In this paper regression models are used to perform statistical 

analyses and control for relevant variables that affect the dependent variables. The data that is 

needed for constructing the variables is mainly retrieved from Standard and Poorôs database: 

Compustat-Capital IQ (Appendix G). 

1.3. Findings 

The outcome of this paperôs literature review on the TCJA and tax complexity and an 

investigation of tax-related fees strongly suggest that the TCJA leads to incremental complexity 

for US-listed MNCs (Levin and Cherveny, 2018; Mihir, 2018; Slemrod, 2018; Mathur 2019; 

Honaker and Thomas, 2019; Clausing, 2020; Ren et al., 2020). Additionally, an investigation 

of the relation between tax complexity (as proxied by the TCJA) and tax compliance (as proxied 

by book-tax-differences and book-tax-difference residuals) suggests that additional complexity 

leads to reduced tax compliance for US-listed MNCs. Furthermore, I f ind that the legislation is 

successful in its aim to reduce the tax burden of US listed MNCs. The current effective tax rate 

significantly decreases by 9.5% when incorporating fixed effects, and by 7.5% in the model 

without fixed effects. Results on the cash effective tax rates are less strong; the cash effective 

tax rate only significantly decreases by 2.9% when excluding fixed effects. 
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1.4. Contribution 

This paper contributes to previous research on tax complexity and tax compliance by examining 

the effect of tax complexity (as reinforced by the TCJA) on various proxies of tax compliance 

for US listed MNCs. Up until now, to the best of my knowledge, no empirical studies have been 

done about the TCJA and tax compliance. This is an interesting field for research since 

corporate tax compliance contributes largely to the effectiveness of the US tax system. I also 

contribute to research on the TCJA, by investigating the effect of the TCJA on the tax burden 

of US listed MNCs. When comparing effective tax rates, I f ind that multinational corporations 

are able to reduce their tax expenses by millions of dollars and largely benefit from lower 

relative tax rates after implementation of the TCJA. For multinationals the benefit of this 

reduction in tax burden is likely to overshadow the inconvenience of the additional complexity 

of the legislation. 

1.5. Implications and structure 

This paper suggests that additional tax complexity leads to reduced compliance to tax 

legislation. This is important to consider when deciding on future tax reforms. The findings in 

this paper imply that additional tax complexity likely worsens the effectiveness of the tax 

system. Law makers should thus consider devoting more time to simplify the tax system and 

make it understandable to its users rather than trying to capture all complexity of society and 

business transactions in the tax code. Moreover, the results presented in this paper suggest that 

the TCJA results in a lower tax burden for US listed multinationals. For US multinationals the 

benefits of the large reduction in tax burden likely dominates the inconvenience of the 

additional complexity of the legislation. However, the reduced tax burden of firms correlates 

with a rapidly growing US government deficit. In the future, US civilians probably have to bear 

the costs of the perks that corporations receive under current corporate tax law.  

This paper is structured in eight sections. The first section is this introduction. In the next section 

a theoretical background and a literature review is provided on the topic. Thereafter, I elaborate 

on the hypothesis development in section 3. Section 4 focusses on the research design that is 

used. Section 5 describes the results and finally a conclusion is provided. The last two sections 

outline the references of prior literature and sources used in this paper, and several appendixes 

that are useful for the understanding of this paper.  
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2. Theoretical background and Literature review 

2.1 Tax systems and TCJA 

What makes a good tax system is difficult to assess, however, having a look at prior research 

on tax law, most people agree that a tax-system should strive to achieve four basic goals. Eustice 

(1989) outlines these goals as follows: (1) Tax-systems should primarily raise revenue. (2) Tax-

systems should be fair (since there is always some disagreement on what people perceive to be 

fair, at least it should be a popular label). (3) Tax-systems should be neutral in that it does not 

distort the economy or the efforts of its citizens. (4) Tax-systems should be simple: the system 

should be knowable by both taxers and the ones being taxed at a reasonable cost. 

The Tax Cuts and Jobs Act, US latest major tax reform, intends to reduce the tax burden for 

firms, incentivise investments, create more jobs, higher wages and a better standard of living 

for American citizens (CNBC, 2017). Additionally, it aims to address some issues related to 

corporate taxation and attempts to reshape and improve the US and international tax system by 

reducing income shifting and taking some steps in expanding the tax base which is compatible 

with goal 1 and 2 above (Slemrod, 2018; Mihir, 2018). However, the TCJA also ignores some 

of the basic goals. Notwithstanding the good intentions of TCJA, the legislation is perceived as 

very unpopular by Americans. Only 32% supported the TCJA in the lead-up to its passage 

(Williamson, 2018). This indicates that TCJA is not perceived as fair by many Americans, thus 

violating goal 2. Moreover, the TCJA is accused of having costly and ineffective provisions 

that mainly benefit corporations and the wealthy, this is incompatible with goals 1, 2 and 3 

(Hendricks and Schwartz, 2018; Nieves et al., 2018). Furthermore, the legislation is criticized 

for the large government deficit it will create in the future. This indicates that the law is not 

neutral and violates goal 3 (Mihir, 2018). Lastly, it is stated that the reform is complex and 

contradicting, especially for MNCôs and this puts goal 4 at risk (Honaker and Thomas, 2019).  

It would be fair to say that the TCJA is revolutionary, in that its provisions deviate much from 

the basic four goals that a tax system should try to achieve and is possibly contributing to 

complexity problems in the U.S. tax-system. This paper relates most to goal 4 and further 

investigates impact of the TCJAôs incremental complexity for US listed firms on tax 

compliance of US-listed multinational corporate taxpayers. 

2.2 TCJAôs relevant corporate provisions 

This section outlines the most important provisions that the TCJA imposes on U.S. listed 

MNCs. A more detailed overview can be found in appendix A.  
































































































