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Investigations by the Securities and Exchange Commission

(SEC) may bring substantial legal and reputational costs when

they lead to enforcement actions. Recent findings show that the

SEC incorporates tax information into its enforcement process.

However, it is unclear whether SEC investigations, if

undisclosed, will affect firms’ tax avoidance behavior. Using a

staggered cohort difference-in-differences design, I test whether

firms change their tax avoidance when being investigated. I find

that SEC scrutiny significantly increases firms’ tax avoidance.

This study extends research on the determinants of corporate tax

avoidance by examining the role of SEC monitoring.
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