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1. Introduction and Literature Review 

 

1.1 Why do companies undergo inversions? 

In 1982, Mc Dermott Inc., a US corporation facing a large tax bill on its offshore earnings, 

undertook the unconventional measure of re-domiciliation as a Panama corporation. The Panama 

subsidiary acquired ownership of US McDermott. The new Panamanian parent of US McDermott was 

no longer liable for US taxes on offshore profits. Such tax-strategy, popularly known as Corporate 

Inversion was about to have a tremendous impact on US Taxation System. The pressures experienced by 

McDermott in this case are not unknown to other US multinationals. This is evident in the recent political 

discourse on corporate inversions leading to the Tax Cuts and Jobs Act (TCJA) in 20171. Prior to this 

major tax reform, many firms had opted to keep their offshore earnings parked overseas in order to 

circumvent the high tax costs associated with the repatriation of foreign income ( Foley, Hartzell, Titman 

and Twite, 2007). Recent quarterly data released by the Bureau of Economic Analysis suggests that this 

is still the case. Out of the estimated 2.5 trillion dollars profits that had been accumulated offshore by US 

corporations, only 664.9 billion dollars were repatriated in 20182, following the passage of the TCJA3.  

Clearly, there is a need to gain a better understanding of this phenomenon. Our work seeks to 

elucidate the factors that increase the likelihood of a firm’s inversion in the near future so that a suitable 

public policy can be designed to deter such course of action.4  

There are only a handful academic studies that examine the determinants of US Corporate 

Inversions. Desai and Hines (2002) study the firm characteristics that increase the likelihood of corporate 

inversions finding that size, share of foreign asset and leverage significantly increase the probability of 

such event. However, at the time of their work, the number of all US corporate inversions was less than 

30 and thus the findings of this study are hampered by the reduced number of observations. Col, Liao and 

                                                           
1 Before the passage of the final bill Senate and Congress tried various versions of Tax laws in late 2017 that were 

designed to prevent corporate inversions from happening. See https://www.wsj.com/articles/the-senate-tax-bill-has-

a-cure-for-corporate-inversion-1511823252. 
2 See the Bureau of Economic Analysis report at https://www.bea.gov/news/2019/us-international-transactions-4th-

quarter-and-year-2018 
3 Wall Street Journal discusses the expected impact of the TCJA on cash repatriation. See  

https://www.wsj.com/graphics/tax-repatriation/ 
4 See detailed discussions in Forbes at: https://www.forbes.com/sites/taxanalysts/2014/09/30/can-congress-pass-

tax-reform-that-would-stop-inversions/#28abb8594e33 

 

https://www.wsj.com/articles/the-senate-tax-bill-has-a-cure-for-corporate-inversion-1511823252
https://www.wsj.com/articles/the-senate-tax-bill-has-a-cure-for-corporate-inversion-1511823252
https://www.bea.gov/news/2019/us-international-transactions-4th-quarter-and-year-2018
https://www.bea.gov/news/2019/us-international-transactions-4th-quarter-and-year-2018
https://www.wsj.com/graphics/tax-repatriation/
https://www.forbes.com/sites/taxanalysts/2014/09/30/can-congress-pass-tax-reform-that-would-stop-inversions/#28abb8594e33
https://www.forbes.com/sites/taxanalysts/2014/09/30/can-congress-pass-tax-reform-that-would-stop-inversions/#28abb8594e33
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Zeume (2019) is not subject to these limitations as they examine the determinants of tax inversions in a 

cross-country setting. However, US firms may have quite different motivations as compared with firms 

from other countries. This may be explained due to the unique position of US in the global economy and 

its unique tax structure. For instance, a firm that chooses to re-domicile from Netherlands to Luxembourg 

— countries with comparable corporate fiscal burden — may not have the same motivations as US 

corporations relocating offshore, what in most cases entails a substantial reduction of the corporate tax 

rate. Additionally, the pre (post)-TCJA worldwide (quasi-territorial) taxation system delimits a unique 

fiscal setting for firms incorporated in US, reason for which we lean to confine our research to the scope 

of US firms. 

Although our study is still subject to a limited sample size, the recent wave of corporate inversions 

has provided us with a better opportunity to use a substantially larger number of observations for the 

study of this corporate event in US. To the best of our knowledge, our work is the first comprehensive 

examination of all5 US tax inversions that took place prior to the passage of the Tax Cuts and Jobs Act 

(TCJA). 6  

Our research explores the industry concentration ratio of firms incorporated abroad — which we 

refer to as Peer-Pressure (P-P) — as a key determinant of a corporate inversion. We argue that US 

domiciled MNEs face a greater pressure to compete with foreign MNEs that enjoy more favorable tax 

regimes in their domicile country, which could drive US MNE’s motivation to invert. We show that firms 

belonging to industries with a greater Peer-Pressure exhibit a higher likelihood of re-domiciliation 

offshore. We examine the relevance of our industry concentration measure within the context of three 

divergent, non-comprehensive and non-exclusive plausible settings: (i) disadvantage of US-based MNEs 

versus non-US-based competitors (ii) herding behavior and (iii) synergy to circumvent regulation. Our 

results are robust to the use of alternative industry measures. 

(i) Disadvantage of US-based MNEs: In order to illustrate the disadvantages faced by US-based 

MNEs we will firstly devote some lines to describe parallel anecdotal evidence from the airline industry. 

                                                           
5 To the best of our knowledge, our work examines all the corporate inversions that took place prior to the TCJA 

for which sufficient data is available. 
6 The full name of the Tax Cuts and Jobs Act (TCJA) is: “The Act to provide for reconciliation pursuant to titles II 

and V of the concurrent resolution on the budget for fiscal year 2018” 
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There is an ample debate regarding the augmenting competition of subsidized carriers from countries 

such as Qatar and United Arab Emirates. US carriers’ market share declined by six percent of its total 

international market share after 2007 as stated by Thomas Duesterberg in a recent article in Forbes7. Such 

figure is cited from the US Department of Transportation8. The same article observes that the market 

share of US carriers declined from 48 percent to seven percent in routes to and from Middle East. The 

Forbes article further observes that following the Qatar Airways acquisition of a 49 percent stake in the 

former Italian airline Meridiana9, this carrier (now rebranded as Air Italy) is offering rates estimated at 

28 percent below its competitors. Qatar’s privileged competition was already detrimental to its 

competitors and as it gains a larger share in the mainstream routes, the value destruction for US carriers 

has worsened.  

We argue a similar setting in the context of US multinationals and taxation. US MNEs face 

disadvantages given US Tax structure when compared with their foreign counterparts. We posit that 

within an industry, the higher the market share of firms that enjoy preferential tax regimes, the more 

severe the value destruction to US MNEs. This can be illustrated further through the following example: 

There are two hypothetical US firms A & B with similar characteristics, except that Firm A has no 

competitors in lower-taxed jurisdictions whereas all of the competitors of Firm B are domiciled in lower-

taxed jurisdictions. Firm A will not suffer in profitability or in gaining larger market share as its 

competitors do not have a tax advantage that will lead to a higher profitability and financial flexibility for 

them. Conversely, Firm B will have a hard time in gaining market share as its competitors will have a tax 

advantage and will attain a higher profitability and financial flexibility propelled by lower taxes. Thus, 

Firm B will operate in an uneven playing field due to the tax advantage of its competitors in the sub-

industry over Firm B. Such setting is consistent with Clausing (2009) and it has been repetitively 

                                                           
7 Thomas Duesterberg, Qatar Airways Subsidies Continue to Undermine Competition in Vital Transatlantic Routes 

(Forbes, July 2019). See at https://www.forbes.com/sites/thomasduesterberg/2019/07/08/qatar-airways-subsidies-

continue-to-undermine-competition-in-vital-transatlantic-routes/#10d1b1b97b3c 
8 US Department of Transportation Statistics. See https://www.transportation.gov/policy/aviation-policy/us-

international-air-passenger-and-freight-statistics-report 
9 Alexander Cornwell, Qatar Airways expands airline investments with Italy’s Meridiana (Yahoo Finance, 

September 2017). See at https://uk.finance.yahoo.com/news/qatar-airways-says-acquires-minority-stake-parent-

italys-154222915--sector.html 

https://www.forbes.com/sites/thomasduesterberg/2019/07/08/qatar-airways-subsidies-continue-to-undermine-competition-in-vital-transatlantic-routes/#10d1b1b97b3c
https://www.forbes.com/sites/thomasduesterberg/2019/07/08/qatar-airways-subsidies-continue-to-undermine-competition-in-vital-transatlantic-routes/#10d1b1b97b3c
https://www.transportation.gov/policy/aviation-policy/us-international-air-passenger-and-freight-statistics-report
https://www.transportation.gov/policy/aviation-policy/us-international-air-passenger-and-freight-statistics-report
https://uk.finance.yahoo.com/news/qatar-airways-says-acquires-minority-stake-parent-italys-154222915--sector.html
https://uk.finance.yahoo.com/news/qatar-airways-says-acquires-minority-stake-parent-italys-154222915--sector.html
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denounced by tax authorities and popular media alike. 10,11 This can be also thought of as a violation to 

capital ownership neutrality, a disruption of the market — introduced by taxation in this case — leading 

investors to the choice of less efficient assets. (See Desai and Hines, 2003). The more firms are 

incorporated in lower-taxed jurisdictions, the more uneven the playing field becomes for the MNEs still 

domiciled in US. A US MNE may consider the avenue of shifting its legal domicile offshore while still 

maintaining operations and headquarters in US soil, thus enjoying a preferential tax regime.  

(ii) Herding Behavior (Peer effects): Peer firms have been observed to affect corporate financial 

policies (Leary and Roberts, 2014). Such herding behavior may be induced by the relative performance 

evaluation of managers (Hendricks, 1991). Put simply, in absence of a good business model or corporate 

policies, managers may borrow the policy choices from their peer companies (Devenow and Welch, 1996; 

Bikhchandani, Hirshleifer, and Welch, 1998). Thus, we argue that managers in an industry with a high 

concentration of firms incorporated offshore may view such status favorably.  

(iii) Synergy: The historical trajectory of corporate inversions shows that expatriated firms12 tend 

to acquire or merge with US domestic corporations driving them into expatriation. There are certain 

synergies that must be obtained in order to undergo a re-domiciliation without being subject to adverse 

tax consequences13. The larger the pool of firms incorporated offshore, the higher the likelihood of finding 

a suitable candidate that meets the conditions to bypass the Internal Revenue Code provisions.  

We empirically explore which of the three settings are relevant when it comes to accounting for 

the disadvantages of US-based MNEs as compared with their foreign competitors. Although we clearly 

distinguish the first one, we acknowledge that the second and third settings may co-exist and could 

exacerbate the motivations for an inversion.  

                                                           
10 Pre-TCJA, Tax Foundation claimed that US maintained the highest marginal effective tax rates in the OECD. See 

https://taxfoundation.org/us-corporate-effective-tax-rate-myth-and-fact/ 
11 Financial Times, US Policy is creating an uneven playing field. See https://www.ft.com/content/0be719c6-44ad-

11e4-ab0c-00144feabdc0 
12 We use the terms inversion and expatriation interchangeably. In a broad sense, an expatriation can be thought of 

as an inversion. However, we acknowledge that under the US Treasury definition, the tax-reduction motive is a 

condition. The US Treasury defines an inversion as: "a corporate inversion is a transaction in which a U.S. based 

multinational restructures so that the U.S. parent is replaced by a foreign parent, in order to avoid U.S. taxes." (US. 

Department of the Treasury, Fact Sheet: Treasury Actions to Rein in Corporate Tax Inversions, 2014. See 

https://www.treasury.gov/press-center/press-releases/Pages/jl2645.aspx) 
13 See amendments to the Tax Code released by US Treasury on September 2014 at https://www.treasury.gov/press-

center/press-releases/Pages/jl2645.aspx 

https://taxfoundation.org/us-corporate-effective-tax-rate-myth-and-fact/
https://www.ft.com/content/0be719c6-44ad-11e4-ab0c-00144feabdc0
https://www.ft.com/content/0be719c6-44ad-11e4-ab0c-00144feabdc0
https://www.treasury.gov/press-center/press-releases/Pages/jl2645.aspx
https://www.treasury.gov/press-center/press-releases/Pages/jl2645.aspx
https://www.treasury.gov/press-center/press-releases/Pages/jl2645.aspx
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1.2 Why don’t all firms invert? 

Peer-Pressure helps to explain why some firms, in spite of substantial tax disadvantage offshore, 

may not necessarily experience value destruction and may not be incentivized to pursue an inversion. US 

firms with no foreign revenues epitomize this case. Since they solely compete in the US domestic market, 

all of their competitors will be subject to the same tax regime and hence they operate in an even playing 

field with respect to taxation. US MNEs with revenues but not competitors incorporated offshore (P-P is 

zero percent), such as illustrated before by Firm A, are also in an even playing field with respect to 

taxation14.  

MNEs such as Firm A14 and others with a Peer-Pressure above zero percent will balance the tax 

reduction benefits attained and the access to an even playing field versus the costs that are associated with 

an inversion process. Prior research has identified some of these costs, such as reputational (Clausing, 

2014) and weakening of corporate governance (Cortes et al., 2014). We identify another cost associated 

with corporate inversion. Firms that re-domicile offshore in pursuit of tax advantages likely face the 

possibility of ex-post changes in the US Tax Code altering the pre-inversion projected tax benefits what 

could negatively impact their future cash flows and therefore render a negative shock to firm value. In 

brief, US expatriates are subject to regulatory risk. A good example is the well documented merger 

between Pfizer and Allergan, in which case the US government threatened these firms of “tax adverse 

consequences”. Such unfavorable prospect arising from US regulators substantially contributed to the 

winding down of the Pfizer-Allergan merger in spite of the substantial benefits expected15.  

We find evidence of such risk related to an unfavorable swing in the US tax code. We examine 

the cumulative abnormal returns of US expatriates following the announcement of changes in the US tax 

code. Following major tightening (easing) to the tax code, investors seem to penalize (reward) US 

expatriates. Such finding evidences the strong interlinkage between firm value and the foreign-

incorporation fiscal advantages, which is the core premise of our work.   

                                                           
14 For the described kind of firms (such as Firm A) a detrimental impact from competitors under lower-taxation is 

absent. However, we acknowledge that a firm of this kind may gain from tax reduction if they opted to invert their 

legal domicile to a lower taxed jurisdiction. In this case, such firm would be the first to do so as in the case of 

McDermott in 1982 (See section 2 for the historical background of corporate inversions).  
15 See discussion on Reuters at https://www.reuters.com/article/us-allergan-m-a-pfizer/obamas-inversion-curbs-

kill-pfizers-160-billion-allergan-deal-idUSKCN0X21NV 

https://www.reuters.com/article/us-allergan-m-a-pfizer/obamas-inversion-curbs-kill-pfizers-160-billion-allergan-deal-idUSKCN0X21NV
https://www.reuters.com/article/us-allergan-m-a-pfizer/obamas-inversion-curbs-kill-pfizers-160-billion-allergan-deal-idUSKCN0X21NV
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1.3 Peer-Pressure and Channels of Impact 

In order to explore the relationship between Peer-Pressure and inversion events, we firstly utilize 

a non-parametric analysis. We rank firms annually into quintiles according to the percentage of peer 

pressure in the sub-industry to which they belong. We observe a monotonic increase in the total number 

of tax inversions as we escalate the P-P quintiles. We subsequently confirm the positive and significant 

relationship between P-P and the inversion decision in a multivariate framework, controlling for firm 

specific characteristics, sector and year fixed effects. Our results remain robust after controlling for the 

tax repatriation cost as in Foley et al. (2007). Given the small number of corporate inversion events 

relative to our control sample, we re-run our regressions using a matched sample that is reduced to 

inverted firms and ten control firms selected through propensity score matching on the basis of revenues. 

We acknowledge that the effects that we observe may simply be the reflection of other 

endogenous factors (Manski, 1993). Leary and Roberts (2014) attribute the correlation between firms’ 

financial policies and the actions of their peers to two possible explanations: (i) an endogenous selection 

of firms into peer groups or an omitted common factor and (ii) firms respond to changes in their peers’ 

policies or characteristics (i.e. profitability, risk etc.). In our specific setting, we address the possibility of 

reverse causality arising out of selection issues by utilizing an instrumental variable (IV) approach. For 

such purpose, we use the implementation of a patent box16 in a country, which serves as an exogenous 

regulatory shock to peer pressure, as instrument variable. 

To explore the second plausible explanation (ii), we examine the channels through which a US-

based MNE may encounter a disadvantaged position as compared with its foreign competitors and hence 

may be encouraged to pursue a tax inversion. We argue that a US firm facing Peer-Pressure from 

competitors which are domiciled in offshore tax advantaged jurisdictions, will suffer value destruction. 

Consistent with this argument, we find that US multinationals belonging to those GIC sub-industries that 

have higher concentration of firms domiciled abroad in tax-advantaged jurisdictions exhibit a lower 

valuation. Such value loss to US MNEs may explain a higher likelihood of a tax inversion event.   

                                                           
16“A patent box is a preferential tax system that allows companies to elect a reduced rate of corporate tax on income 

derived from qualifying IP assets”. See Shanahan, Is It Time for Your Country to Consider the 'Patent Box'? (PwC's 

Global R&D Tax Symposium on Designing a Blueprint for Reducing the After-Tax Cost of Global R&D, May 

2011). 
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proxied by capital expenditures. The Peer Pressure (P-P) measure, and the associated impact on firm 

value, explains why in spite that the tax disadvantage is similar for many firms, some move forward with 

a tax-driven inversion while others don’t. Following Daines (2001), we also find that incorporation in the 

top inversion host countries is positively associated with firm value for MNEs. This is consistent with the 

idea that there is not only a detrimental effect for US firms when its peers are incorporated abroad, but 

investors also seem to view positively when a firm is incorporated in certain tax-advantaged jurisdictions. 

Finally, we show that the provisions of the new tax reform in US do not effectively end the main 

incentives driving inversions. There remains a substantial tax differential offshore, especially for firms 

with revenues from intellectual property. We find that in our sample there are approximately 343 (432) 

firms that belong to a category that is characterized by the highest degree of Peer-Pressure and the lowest 

tax rates offshore as compared to their peers from the sub-industry. While US firms in overall are subject 

to 21%17 and 13%17 as per the recently passed US tax regulation, firms with similar Peer-Pressure but 

overseas incorporation face an average offshore corporate and intellectual property tax rates of 11%18 and 

4% respectively. Thus, the firms in this group suffer from a competitive disadvantage arising out of non-

favorable tax laws offshore. This group of firms are more likely to invert because of this pressure.19  

Our paper contributes to existing literature regarding corporate inversions and taxation mainly 

via two channels. First, by the evaluation of the impact of the GIC sub-industry offshore concentration to 

a firm’s value, and to the decision of a corporate tax inversion. Most importantly, our findings provide 

policy makers with a practical tool to identify the sub-industries in greater risk of expatriation in a timely 

manner to assess targeted provisions and incentives that would not be plausible to grant for all of the 

firms in the market. Second, by assessing whether the recently adopted Tax Reform effectively curbs the 

incentives of corporate inversions. 

                                                           
17 See Deloitte Report “US Tax Reform: Major U.S. Tax Reform Impacts”, January 23, 2018. 

https://www2.deloitte.com/content/dam/Deloitte/be/Documents/tax/PPT/US%20tax%20reform%20seminar_Bruss

els%2001232018.pdf 
18 In our sample, the means of the corporate tax rate and intellectual property tax rate for firms comprised in the 

intersection of the highest Peer-Pressure quintile and the lowest (offshore) statutory tax rate quintile are 11% and 

4% respectively.  
19 It is interesting to note that Dana Inc, (which recently announced plans of re-domiciliation), Sucampo 

Pharmaceuticals and Ocera Therapeutics (both already completed the inversion process around the enactment of 

2017’s tax reform), belong to this group of firms. 

https://www2.deloitte.com/content/dam/Deloitte/be/Documents/tax/PPT/US%20tax%20reform%20seminar_Brussels%2001232018.pdf
https://www2.deloitte.com/content/dam/Deloitte/be/Documents/tax/PPT/US%20tax%20reform%20seminar_Brussels%2001232018.pdf
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The rest of the paper is organized as follows: Section 2 discusses the trajectory of the regulatory 

framework pertinent to tax inversions. Section 3 describes the data. Section 4 introduces our new peer-

pressure variable and identifies such firms in greater risk of expatriation. Section 5 concludes. 

 

2. Background on corporate inversions: Regulatory framework 

According to the US Treasury; "a corporate inversion is a transaction in which a U.S. based 

multinational restructures so that the U.S. parent is replaced by a foreign parent, in order to avoid U.S. 

taxes." 20 In most cases, corporate inversions do not entail the actual transfer of neither a firm’s 

headquarters, nor the most relevant officers. The most basic process to pursue an inversion, which was 

observed in the case of McDermott in 1982, is presented in Figure 1. Desai and Hines (2002) describe 

the transaction, which may be carried out either as a (i) Stock Inversion: US shareholders in the former 

US parent exchange their shares for equity in the New Foreign Parent (NFP) or (ii) Asset Inversion: US 

entity exchanges all its assets against equity in the foreign subsidiary. The US entity is then liquidated, 

and the foreign subsidiary shares are distributed to former Parent shareholders, becoming shareholders of 

the NFP. 

Soon after US witnessed the emergence of this new tax-avoidance strategy, in 1984, Congress 

added Section 1248(i) to the Internal Revenue Code, which required the US previous parent (in a 

transaction of this kind) to include all earnings of the former foreign subsidiary as part of its income. 

These attempts were frustrated, in 1994, by the noteworthy case of Helen of Troy in Texas. Rather than 

shifting the hierarchy using an existing subsidiary, as discouraged by the regulatory amendment, a new 

one was organized in Bermuda. Bermuda’s corporate income tax rate is 0% 21. 

New regulations were added soon after this second-ever case of a corporate inversion. These rules 

are commonly known as "Helen of Troy rules". A new era follows, characterized by creative schemes 

designed to bypass the newly created rules. Tyco International, Fruit of the Loom, Ingersoll-Rand, among 

others, are some of the cases of inversions soon after. 

                                                           
20 US. Department of the Treasury, Fact Sheet: Treasury Actions to Rein in Corporate Tax Inversions, 2014. See 

https://www.treasury.gov/press-center/press-releases/Pages/jl2645.aspx 
21 PricewaterhouseCoopers: See http://taxsummaries.pwc.com/ID/Bermuda-Corporate-Taxes-on-corporate-income 

https://www.treasury.gov/press-center/press-releases/Pages/jl2645.aspx
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In 2004, Congress enacted an "anti-inversion" code provision (section 7874), which was made 

retroactively effective from 2003. Among several adjustments to regulation; it was established that under 

certain conditions, the New Foreign Parent company (NFP) resulting from an inversion could be treated 

as a domestic corporation for tax purposes. However, the spirit of the law incentivizes US firms' global 

expansion, as well as foreign investments in US soil; what limits the regulatory channels available to 

curtail inversions. 

One of the major flaws of the 2004 code is the consent of a "merging" US corporation adopting 

a foreign domicile if the merging party was at least 25% the size of the US firm. Section 7874 tests the 

new foreign parent company (NFP) against (i) "shareholder continuity", which occurs when the previous 

parent shareholders end up with more than 80% of the new foreign parent. NFP are also required to (ii) 

hold a "substantial" business in its new domicile. Failing these two conditions, added to the (iii) NFP 

having acquired all assets/stocks of the previous parent corporation would cause an NFP to be treated as 

a domestic corporation. Section 7874 was bypassed by further corporate inversions such as Luna Gold 

(Canada), Tim Hortons (Canada) and Plastinum Polymers (Netherlands).  

These companies made the choice of a jurisdiction where the multinational company already had 

"substantial business" in order to circumvent the new criteria. The substantial business activities criteria, 

which has been known as "SBA Test" was augmented in 2006 and 2009. In 2012, the ultimate SBA Test 

required an NFP to have at least 25% of each of gross incomes from sales, property, employees and 

payroll in the new parent jurisdiction. However, an NFP must fail all the three aforementioned conditions 

to be considered domestic for tax purposes.  

As a result, a significant number of inversions succeeded after section 7874, even under the 2012 

stringer SBA Test. More recently, the concept of “spinversion” refers to the process in which a 

corporation performs a “spin-off” subsequently expatriating the spun corporation. Large firm 

conglomerates would move forward with this strategy in order to achieve the tax benefits for a specific 

division that would be suitable for this purpose. Sheppard (2002) refers to firms exhibiting a fight or flight 

behavior. 

Governments such as Bermuda, British Virgin Islands and Ireland, among others, have made 

themselves available, providing the most beneficial provisions in terms of taxation policy. Table I 
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provides a summary of US corporate inversions that occurred prior to the passing of the Tax Cuts and 

Jobs Act (2017). Another concern relates to recent strategies of earnings stripping, where multinational 

firms shift their taxable income to lower-taxed jurisdictions through different channels including transfer 

pricing. Arm’s length principle seems not to provide enough means for enforceability, especially in the 

case of intellectual property. Cash exchanges have also served as transfer pricing channels through 

interest expense deductibility and multi-dip financing schemes (Desai and Dharmapala, 2015).  

Although schemes such as the Double-Irish arrangement 22, which has been known to include a 

“Dutch sandwich” 23, will no longer be available under the new regulatory framework, firms that are 

currently involved in this kind of setup will still have some time to benefit from already-existing 

arrangements. It is likely to expect equivalent schemes arising in the future to accommodate the demand 

for tax avoidance. 

In September 2014, the Treasury Department released a notification indicating some significant 

regulatory changes. Thereon, a corporation undergoing an inversion process could receive potential 

adverse tax consequences24 if: (i) After the transaction, less than 25% of the new multinational 

corporation ownership is located in its new home country. (ii) The shareholders of the old US parent end 

up owning at least 60% of the shares of the new foreign parent. (iii) If 80% of the shares, or a higher 

percentage remains in US, the new foreign parent is treated as a US corporation. (iv) If this previous 

percentage is at least 60% but less than 80%; foreign status is respected, but other potentially adverse tax 

consequences may follow.  

Figure 2 and Figure 3 provide an interesting illustration related to the underlying mechanisms 

behind peer pressure. These figures show the network of mergers and acquisitions related to the 

expatriates Tyco and Actavis. The paths undertaken by these two firms illustrate an interesting 

                                                           
22 Companies exploiting the double Irish put their intellectual property into an Irish-registered company that is 

controlled from a tax haven such as Bermuda. Ireland considers the company to be tax-resident in Bermuda, while 

the US considers it to be tax-resident in Ireland. The result is that when royalty payments are sent to the company, 

they go untaxed - unless or until the money is eventually sent home to the US parent company (Financial Times – 

See https://www.ft.com/content/f7a2b958-4fc8-11e4-908e-00144feab7de) 
23 Bloomberg discusses the case of the “Dutch Sandwich”. See https://www.bloomberg.com/news/articles/2018-01-

02/google-s-dutch-sandwich-shielded-16-billion-euros-from-tax 
24 US. Department of the Treasury, Fact Sheet: Treasury Actions to Rein in Corporate Tax Inversions, 2014. See 

https://www.treasury.gov/press-center/press-releases/Pages/jl2645.aspx 

https://www.ft.com/content/f7a2b958-4fc8-11e4-908e-00144feab7de
https://www.bloomberg.com/news/articles/2018-01-02/google-s-dutch-sandwich-shielded-16-billion-euros-from-tax
https://www.bloomberg.com/news/articles/2018-01-02/google-s-dutch-sandwich-shielded-16-billion-euros-from-tax
https://www.treasury.gov/press-center/press-releases/Pages/jl2645.aspx
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commonality: Once a firm re-domiciles offshore, it likely becomes a suitable host or target for further 

inversions of US firms.    

Tyco, on the one hand, was one of the pioneers in the pursuit of a tax inversion when relocating 

from New Hampshire to Bermuda in 1997. In June, 2009, this company once again moved its country of 

incorporation from Bermuda to Switzerland. More recently, in 2014, the firm shifted domicile from 

Switzerland to Ireland. Figure 2 presents the network of mergers and acquisitions related to this firm, 

which became the needed host/target of multiple US corporate inversions including: Mallinckrodt, 

General Surgical Innovations, Raychem, AMP, Brink’s Home Security, Pentair, Therakos, Ikaria, 

Medtronic and recently Johnson Controls (2016).  

Actavis, on the other hand, acquired Warner Chilcott in 2013, becoming an Irish company. Figure 

3 presents a network of mergers and acquisitions related to this firm, which became the needed host/target 

of multiple US corporate inversions including: Forest Laboratories, Furiex Pharmaceuticals, Durata 

Therapeutics, Kythera Biopharmaceuticals and recently Allergan (2015). It is relevant to mention that 

two years prior to Actavis acquisition, Durata Therapeutics moved its global headquarters from 

Morristown to Chicago, receiving $2 million in tax credits25.  Forest Laboratories was also subject to 

criticism in 2010, for legally moving its profits offshore via transfer pricing.26 These happenings 

corroborate that a profile of corporations in the hunt for tax-driven relocations is plausible.  

There is a paucity of literature that systematically examines this phenomenon among US firms. 

There are a handful studies that have attempted to shed some light on this issue. One of them is Seida and 

Wempe (2004), which finds evidence of earnings stripping following corporate inversions. Babkin et al. 

(2017) discusses the tax benefits to shareholders deriving from inversions whereas Cortes, Gomes and 

Gopalan (2014) relates tax inversions to corporate governance. There are a couple of studies that have 

considered inversions briefly in the broader context of Cross Border Merger & Acquisitions. These 

include the works of Coffee (1998), Doidge et al. (2004), Siegel (2005), among others. On the other hand 

some works such as Desai and Dharmapala (2009) and Desai et al. (2007) examine inversion in regards 

                                                           
25 See Chicago Tribune article at http://articles.chicagotribune.com/2012-11-14/business/chi-durata-biotech-

moving-headquarters-to-chicago-20121114_1_tax-credits-dalbavancin-infections 
26 See Bloomberg article at https://www.bloomberg.com/news/articles/2010-05-13/forest-laboratories-globe-

trotting-profits 

http://articles.chicagotribune.com/2012-11-14/business/chi-durata-biotech-moving-headquarters-to-chicago-20121114_1_tax-credits-dalbavancin-infections
http://articles.chicagotribune.com/2012-11-14/business/chi-durata-biotech-moving-headquarters-to-chicago-20121114_1_tax-credits-dalbavancin-infections
https://www.bloomberg.com/news/articles/2010-05-13/forest-laboratories-globe-trotting-profits
https://www.bloomberg.com/news/articles/2010-05-13/forest-laboratories-globe-trotting-profits
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to tax avoidance. Our study aims to supplement these efforts by focusing on how the environment around 

a firm encourages it to invert.  

 

3. Data 

Our initial sample consists of 79,428 firm-year observations including both inverted as well as 

non-inverted firms spanning the years 1982 to 2017. Our sample size is limited by the availability of data 

corresponding to fundamentals, financial ratios and effective tax rates that are obtained from Compustat 

and WRDS Financial Ratios Suite. Completion date, pre-inversion state-of-incorporation, announcement 

date, host country, host corporate statutory tax rate and intellectual property tax rate were manually 

collected from various business news sources but primarily from Bloomberg. Lobbying expenditures data 

is sourced from the Center of Responsive Politics. Utilizing this data, we construct a lobbying dummy 

variable taking value of 1 if a firm shows lobbying expenditures or 0 otherwise. Due to the matching 

complexity, this variable is only evaluated for the propensity score matched (reduced) sample. Double 

Taxation treaties are sourced from Internal Revenue Service. The list of tax treaties is updated as of 

October 31st, 2015 and contains all countries which hold tax treaties with United States, general effective 

date and protocol (amendments).  

Given that we pursue to identify the determinants of an inversion, data is truncated to pre-

inversion years. Following prior studies, we drop firms corresponding to Banks (GIC Group 4010), 

Utilities (GIC Group 5510) and those with assets below 10 million. We also winsorize all continuous 

variables at the 2% level. The final sample contains 92 inverted firms, covering all tax inversions pre-

TCJA for which data is available.  

 

4. Key Variables: Peer Pressure as determinant of a corporate inversion 

4.1 Peer Pressure 

To construct our key independent variable Peer-Pressure, we identify the relevant industry 

sectors that a firm that goes through inversion belongs to. For this purpose we use GIC system. Bhojraj, 

Lee and Oler (2003) provide some evidence that Global Industry Classification (GICS) system is more 
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accurate than other alternatives in capturing cross-sectional commonalities. GICS categorization is based 

not only on a company’s operational characteristics but also on information about investors’ perceptions 

of what constitutes the company’s main line of business (Chan, Lakonishok and Swaminathan, 2007).  

We use this system in order to identify the relevant market segment to which a firm belongs and to 

estimate the peer pressure within that group. We also run our primary analysis using peer pressure 

constructed with Fama and French 48-industries classification. Our results are consistent with this 

alternative measure. 27 

 Our main variable, Peer-Pressure, captures the competitive pressure arising from comparable 

offshore peers with tax rate advantages. We can illustrate by using an extreme scenario: Think of a firm 

“A” that is domiciled in US and has no competitors in lower-taxed jurisdictions. On the other hand, US 

firm “B” has all of its competitors domiciled in lower-taxed jurisdictions. Even after accounting for tax 

differences between US and other countries, firm B will operate in an uneven playing field whereas, firm 

A will not be impacted by the tax advantages that its peers enjoy. In our setting thus, Peer Pressure will 

play a substantial role in a firm’s decision to invert.  

 Let’s now compare Firm B, from example above with Firm “C”, which we assume as an MNE 

incorporated offshore. These two firms B and C are subject to tax rates of 0.40 and 0.12 respectively. 

Besides taxes, all other characteristics are similar between firms A, B and C. Firm B (C) generates pre-

tax profits of $10.00 ($9.00). In spite of the superior efficiency of Firm B, the after-tax profit of Firm C 

($7.92) will be higher than that of Firm B ($6.00) and therefore the taxation system will disrupt investors 

into a preference towards Firm C and more generally, to less-efficient lower-taxed assets. Such setting is 

an example of a violation to capital ownership neutrality (CON) as in Desai and Hines (2003).  

 In this setting, investors will push firms within a subindustry i and year j to equate 𝐸𝑖,𝑗 (1 − 𝜏) =

 𝐸∗
𝑖,𝑗 (1 − 𝜏∗)  where E (E*) corresponds to the pre-tax earnings of an MNE (foreign MNE) and τ (τ*) 

                                                           
27 We also examined other industry classification systems commonly used in literature such as NAICS and SIC but 

similar to prior studies (e.g. Chan et al., 2007) we end up having firms as peers that are quite unrelated. For example, 

we examine a random sample of firms by looking at the NAICS 6-digit codes and the different GIC Sub-Industries 

identified within the same NAICS class. According to NAICS-6, we would pool Return Assured, Inc. a company 

which sells a “warranty of retail-returns policy” in the same group of firms as Dell or Palm. Another such case is of 

Chegg, Inc. and Markit Ltd. which are in the same NAICS-6 class but the first one provides a student-learning 

platform whereas the second one is a data provider. In Appendix A, we list 37 such firms that are mis-classified 

when we use NAICS, SIC and GIC.  
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corresponds to the firm (foreign competitors’ average) tax rate. We state the disadvantage of US versus 

foreign MNEs as the percentage of additional before-tax profits that a US firm must attain in order to 

provide investors with the same after-tax profits as a foreign MNE. Therefore, we can denote such 

disadvantage as: 
 𝐸𝑖,𝑗

𝐸𝑖,𝑗
∗ − 1 =

(1−𝜏𝑗
∗)

(1−𝜏𝑗)
− 1 or simply as 𝐷𝐼𝑆 =

(𝜏𝑗−𝜏𝑗
∗)

(1−𝜏𝑗)
. The violation of CON illustrated using 

firms B and C also suggests that foreign firms that are subject to lower taxation than their domestic peers 

will be valued by investors equally as other firms which are more efficient, rendering market value 

creation (destruction) for these (US) firms. We expect this statement to hold in the strongest form in the 

instance that all but one firm is incorporated offshore such as the setting described for Firm B. Conversely, 

if zero firms are incorporated offshore within a sub-industry, such as the setting described for Firm A, we 

then assume that τ = τ∗ and 𝐸𝑖,𝑗 =  𝐸∗
𝑖,𝑗. Hence, DIS = 0. This statements holds under the assumption 

that domestic firms resort to tax avoidance schemes (if available) similarly within our setting.  

There is an infinite set of possibilities within the two boundaries demarked by Firm A (no 

competitors incorporated offshore) and Firm B (all competitors incorporated offshore). To account for 

this set of possibilities and the degrees of concentration of firms offshore across industries, we 

characterize our main variable, Peer-Pressure as:  

𝑃𝑃 𝑗,𝑔 = ∑ 𝑤𝑖,𝑗,𝑔 ∗ 𝐹𝑖,𝑗,𝑔

𝑀

𝑖=1

 

where g is the industry identifier and w is the weight of each firm i=1….M within the industry. F is an 

indicator variable taking value of one if a firm is incorporated out of USA and zero otherwise. F allows 

us to measure the degree of concentration of firms that are incorporated offshore within an industry and 

to capture any tax disadvantages purely arising from foreign preferential tax schemes. Finally, under our 

assumptions, t and t* do not vary within peer-groups and it would hold that: 

𝐷𝐼�̃�𝑗,𝑔 = 𝑃𝑃 𝑗,𝑔 ∗ 𝐷𝐼𝑆̅̅ ̅̅
�̅�,𝑔 

Where 𝐷𝐼�̃�𝑗,𝑔 is the average tax disadvantage of domestic MNEs weighted by the concentration 

of firms incorporated offshore in its corresponding peer-group or sub-industry. Peer-Pressure accounts 

for our assumption that the tax (dis)advantage for (US)offshore-incorporated MNEs will hold in a 
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stronger (weaker) form the higher (lower) the share of firms within a sub-industry that are incorporated 

offshore. We test this expected relationship using comprehensive data of firms traded in US Markets. 

In our empirical setting, we make use of the market value of a firm divided by the total market 

value of all firms in its respective sub-industry to define the weight of the firm and the corresponding 

Peer-Pressure. In brief, P-P can be thought of as the sub-industry offshore-concentration. Given that the 

market share has been conventionally evaluated using revenues, we also estimate our variable on a sales-

basis, and we also present these results in our analyses. Finally, Peer-Pressure can be stated as: 

 

𝑃𝑒𝑒𝑟 𝑃𝑟𝑒𝑠𝑠𝑢𝑟𝑒 =  
𝑀𝑎𝑟𝑘𝑒𝑡 𝑉𝑎𝑙𝑢𝑒 (𝑆𝑎𝑙𝑒𝑠) 𝑜𝑓 𝐹𝑖𝑟𝑚𝑠 𝑖𝑛𝑐𝑜𝑟𝑝𝑜𝑟𝑎𝑡𝑒𝑑 𝑎𝑏𝑟𝑜𝑎𝑑 𝑜𝑓 𝑆𝑢𝑏𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦

𝑇𝑜𝑡𝑎𝑙 𝑀𝑎𝑟𝑘𝑒𝑡 𝑉𝑎𝑙𝑢𝑒 (𝑆𝑎𝑙𝑒𝑠) 𝑜𝑓 𝑆𝑢𝑏𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦
 

 

4.2 Non-Parametric Analysis and Firms in Greater Risk of Inversions 

As an initial step, we assess the relationship between Peer-Pressure and corporate inversion 

events through a non-parametric approach. For each year, we rank our full sample of firms in quintiles 

according to Peer-Pressure. In Table II, we present the total number of inversions corresponding to each 

quintile of Peer-Pressure. It is interesting to note that there is a larger number of inversions for the higher 

ranks of P-P. The results are presented in both cases when P-P is estimated using Market-Value and Sales 

as basis in columns (A) and (B). For both measures, there is a monotonic increase in the number of 

inversions observed as we move up the quintiles. In column (C) we also report the resulting number of 

inversions across P-P quintiles when using the FF 48 industries classification (in lieu of GICS) on a 

Market-Value-basis, with similar results. Furthermore, given that this analysis ranks in P-P quintiles on 

a yearly basis, it inherently controls for any growth trend across-year in respect to our evaluated 

parameter. Also in all columns (A), (B) and (C) of Table II, we categorize the 92 inversions in our sample 

as leaders or followers on the basis of market share (profitability). In line with Leary and Roberts (2014), 

each year, we rank firms in thirds on the basis of their market share (ROA). Firms in the upper third are 

deemed as leaders whereas the two bottom thirds are considered followers. This segmentation becomes 

insightful as we can observe that inverted firms seem to be leaders in terms of market share but followers 

in terms of profitability. 
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In order to confirm that we do not capture a spurious correlation, we perform a similar non-

parametric ranking controlling for size. Our proxy for size is the natural log of total assets. First, based 

on their size we sort firms in deciles each year. Subsequently, they are arranged in peer pressure quintiles 

using a dependent sort. Table III shows the number of corporate inversions resulting from this bivariate 

dependent sort according to Size Decile and Peer Pressure Quintile. Table IV shows similar results when 

using the sales-based P-P metric. In both Table III and Table IV, a larger trend of inversions is observed 

for the higher quintiles of P-P, relationship that holds across all size deciles. Moreover, even after 

controlling for any potential size bias, the total number of inversions at each P-P quintile still shows an 

almost monotonic increase as we move up to the higher P-P quintiles.  

Furthermore, we seek to identify those firms that are more likely to pursue an inversion in the 

near future. According to our premises, we can characterize such group of firms as those in sub-industries 

that are subject to the largest tax disadvantage versus firms incorporated offshore exacerbated by the 

highest Peer-Pressure. In this sense, we look at the firms in our sample that are at the intersection of the 

highest quintile of market value (sales) based Peer-Pressure and simultaneously in the lowest quintile of 

average statutory corporate tax rate within the GIC sub-industry. We find that there are approximately 

343 (432) firms in this intersection group (Table V). Post-TCJA, in spite that US firms are now subject 

to a reduced tax rate of 21%28 (Table VI), the (weighted-average) statutory tax rate of the offshore 

competitors of the firms in this intersection group is 11%29. Hence, the estimated corporate income tax 

rate differential for this group of firms will still be approximately 10%. Intellectual Property tax rate, on 

the other hand, for US firms is approximately 13.1%28 Post-TCJA, whereas the weighted-average IP tax 

rate of the foreign competitors of our identified group of firms is 4%29. Additionally, within the firms 

comprised by this intersection group, the average share of firms incorporated offshore in the 

corresponding GIC sub-industries (peer pressure) is 55% implying that more than half of the peers of this 

group of US multinationals are incorporated offshore under more favorable conditions. Thus, the firms 

                                                           
28 See Deloitte Report US Tax Reform: Major U.S. Tax Reform Impacts, January 23, 2018. 

https://www2.deloitte.com/content/dam/Deloitte/be/Documents/tax/PPT/US%20tax%20reform%20seminar_Bruss

els%2001232018.pdf 
29 In our sample, the average corporate tax rate and intellectual property tax rate for firms comprised in the 

intersection of the highest Peer-Pressure quintile and the lowest (offshore) statutory tax rate quintile are 11% and 

4% respectively.  

https://www2.deloitte.com/content/dam/Deloitte/be/Documents/tax/PPT/US%20tax%20reform%20seminar_Brussels%2001232018.pdf
https://www2.deloitte.com/content/dam/Deloitte/be/Documents/tax/PPT/US%20tax%20reform%20seminar_Brussels%2001232018.pdf
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in this group should be face the greater competitive disadvantage especially when there is a greater 

concentration of firms offshore. Hence, these firms are more likely to expatriate in the near future. 

It is worth noting that this group of firms included both Ocera Therapeutics (Delaware) and 

Sucampo Pharmaceuticals (Maryland), which were recently acquired by Mallinckrodt (Ireland), hence 

re-domiciled offshore in 12/2017 and 02/2018 respectively.30  

 

4.3 Multivariate Analysis 

Univariate results presented in the previous section could be affected by various firm 

characteristics. Therefore, we account for the relevant control variables in a multivariate framework. 

Based on prior work (e.g. Desai and Hines, 2002), we control for factors such as size, leverage, foreign 

asset share and tax rate that can affect the likelihood of a corporate inversion. In this section, we examine 

whether our hypothesized relationship between peer-pressure and the likelihood of corporate inversion 

exists even when we control for these firm characteristics. 

Especially before the TCJA, US MNEs resorted to maintaining “permanently invested abroad 

earnings” as means to avoid repatriation taxes. US firms in such context were unable to access these 

profits neither to pursue investment opportunities on US soil, nor for distributions. Because of that, 

holding earnings offshore on near to permanent terms, might push US firms towards increasing leverage 

to meet the commitments in US, in particular when facing low domestic liquidity. Leverage has been 

shown to be a significant explanatory variable of the inversion event (see Desai and Hines, 2002; Col et 

al., 2019). 

Most of the previous literature portrays corporate income tax advantage as the main driver of 

inversions. In Figure 5, we summarize the tax parameters of the different countries for 92 corporate 

inversions alongside the average ROA for the firms incorporated in each country (within our sample) as 

well as the six World Governance Indicators as reported by the World Bank. This figure suggests that 

among the different characteristics across inversion-country-destinations, taxation seems to be the most 

relevant.  

                                                           
30 Our current sample has been updated and to include these two firms as inverted. This group also includes US 

pharmaceutical giants Pfizer and Johnson & Johnson. Both these firms are still operating in an uneven field from 

tax and peer-pressure perspectives, and thus may have a strong offshore “peer-pressure”. 
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We also acknowledge that different degrees of tax-advantage may exist across firms even when 

looking at the same country-pair. This is due to the taxation on a different basis: intellectual property. 

Countries such as Ireland have enacted what is known as a “Patent Box” in which intellectual-property 

earnings receive significant deductions and a tax rate of 6.25%. Table VII presents the list of countries 

that hold a Patent Box regime alongside the year in which IP Box was implemented.  

In our analyses, we also include the variable PeerTax, in order to capture the effect arising from 

a lower tax rate offshore. This variable is the weighted average of the statutory corporate tax rate of all 

offshore firms in its sub-industry. Our regression specification is the following:  

𝐼𝑛𝑣𝑒𝑟𝑠𝑖𝑜𝑛𝐷𝑢𝑚𝑖,𝑡

= α + 𝛽1𝑃𝑒𝑒𝑟𝑃𝑟𝑒𝑠𝑠𝑢𝑟𝑒𝑖,𝑡 + 𝛽2𝑃𝑒𝑒𝑟𝑇𝑎𝑥𝑖,𝑡 + 𝛽3𝐿𝑜𝑔𝐴𝑠𝑠𝑒𝑡𝑖,𝑡 + 𝛽4𝐷𝑒𝑏𝑡𝑅𝑎𝑡𝑖𝑜𝑖,𝑡

+ 𝛽5𝐶𝑎𝑠ℎ𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 + 𝛽6𝐼𝑛𝑡𝑎𝑛𝑔𝑖𝑏𝑙𝑒𝑠𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 + 𝛽7𝑅𝑂𝐸𝑖,𝑡 + 𝛽8𝑇𝑎𝑥𝑅𝑎𝑡𝑒𝑖,𝑡

+ 𝛽9𝐿𝑜𝑏𝑏𝑦𝐷𝑢𝑚𝑖,𝑡 + 𝛽10𝐷𝑇𝑇𝐷𝑢𝑚𝑖,𝑡 + 𝛽11𝐼𝑃𝐷𝑢𝑚𝑖,𝑡 + 𝛽12𝐶𝑎𝑝𝐼𝑛𝑡𝑖,𝑡 + 𝜆𝑡 + 𝜏𝑖

+ 𝜀𝑖,𝑡  (1) 

 

where i indicates a firm and t indicates a year. Our dependent variable is InversionDum, which 

corresponds to a dummy variable taking the value of 1 if a firm undergoes inversion in the relevant period, 

0 otherwise. PeerPressure is the share of firms in GIC SubIndustry that are incorporated offshore. 

PeerTax refers to the weighted average statutory corporate tax rate of offshore firms in subindustry. 

LogAsset refers to the natural log of the total assets of the firm. DebtRatio is the ratio of total liabilities 

to total assets. CashRatio is the ratio of cash and equivalents to total assets. IntangiblesRatio is the ratio 

of intangible assets to total assets. ROE is firm’s return on equity. TaxRate is the effective tax rate of the 

firm. LobbyDum is a dummy variable taking the value of 1 if a firm shows lobbying expenditures during 

our sample period or 0 otherwise.31 DTTDum is a dummy variable taking value 1 if firm’s country has 

taxation treaty with US that year, 0 otherwise. IPDum is a dummy variable taking value 1 if firm’s country 

has a Patent-Box regime enacted that year, 0 otherwise. CapInt is the ratio of capital expenditures to total 

assets. λ and τ correspond to firm and year fixed effects. Detailed definition of our variables along with 

the source of the data is provided in Appendix B. 

                                                           
31 LobbyDum is used only in some analyses as we do not have data on lobbying for all the years in our sample. 
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We present the summary statistics of our complete sample of inverted and non-inverted firms in 

Panel (A) of Table VIII. Given that in our empirical work we also examine a reduced sample using 

propensity score matching, we present the statistics of this reduced sample by separate in Panel (B) of 

Table VIII. We observe that the average Peer-Pressure in the complete (reduced) sample is 24% (30%) 

suggesting a non-trivial average concentration of firms offshore across GIC sub-industries. The average 

TaxRate across sub-industries in the complete (reduced) sample is 0.32 (0.31). It is noteworthy that the 

average Peer-Tax in the complete (reduced) sample is 15% (18%), which suggests that firms incorporated 

offshore are subject to lower tax rates. The correlation matrix of all variables in both the complete sample 

as well as for the propensity score (reduced) sample are presented in Panel A and Panel B of Table IX 

respectively. Our double-taxation-treaty dummy DTT is constructed under the assumption that there is no 

taxation treaty (takes value of zero) if a firm is absent from the IRS dataset.  

First, we run our regressions using linear probability models for the complete sample of inverted 

and non-inverted firms. Hellevik (2009) suggests that for causal interpretations rather than prediction, 

linear probability models work better and that the estimates are easier to interpret. The results are 

presented in Table X. We include year and sector fixed effects in specifications (2) and (4). In 

specifications (1) and (2) we examine PeerPressure constructed on a market-value basis as main 

explanatory variable. The coefficient of this variable is 0.002, it is positive and significant in both these 

columns. In (3) and (4) we present results using PeerPressure, which is computed using data on sales. In 

both these columns, the coefficient of this variable is 0.002, it is also positive and significant.  

When we look at the control variables, PeerTax exhibits a negative sign in all four columns and 

it is significant in both specifications (2) and (4) in which sector and year fixed effects are included. We 

find that DTT is positive and significant which is consistent with previous literature (Col. et al, 2019) and 

which is intuitive, as it suggests that inversions are more likely when a double-taxation treaty exists 

between the country pairs. LogAsset (Revenues) is positively (negatively) significant in the baseline 

specification, but the significance is lost when including fixed effects. We observe that TaxRate is 

negative and significant. MNEs with substantial profits generated offshore may retain profits abroad 

permanently in order to circumvent the associated tax bill. This behavior may imply that firms that opt to 

invert may be exhibit lower effective tax rates than the average firms. We interpret these results to suggest 



22 
 

that when firms have larger profits parked overseas, instead of paying higher taxes in US upon repatriation 

of cash, they might decide to invert.    

In Table XI, we run our regressions in a probit framework. We include sector and year fixed 

effects in all four columns. Column (1) represents our baseline regression. Upon running the regressions, 

Peer-Pressure shows to be positive and significant. This relationship implies that firms that are exposed 

to a higher Peer-Pressure defined as a GIC Sub-Industry offshore-concentration, will exhibit a higher 

likelihood of pursuing an inversion. Columns (2) and (3) utilize a Market Value and a Sales basis for the 

construction of Peer-Pressure respectively. Column (4) utilizes a Market Value basis under a different 

industry categorization: Fama-French 48 industries. The control variables exhibit a similar pattern as in 

Table X, where DTT and TaxRate show significance. All columns (2), (3) and (4) include the tax 

repatriation cost as control variable (Foley et al., 2007). We describe our inferences on this control 

variable next.  

4.3.1 Tax Repatriation Cost 

Since we argue that one of the reasons why MNEs retain profits offshore is to lower the associated 

taxes in US, we must address the concern that our results pertaining to Peer-Pressure are not merely 

capturing the effects from the tax repatriation cost as observed by Foley et al. (2007) or simply, we must 

discard an omitted variable bias. They suggest that one of the reasons why firms holding large sums of 

cash offshore is the high tax repatriation cost that they would face if they decide to repatriate the cash to 

US. To see if our results are driven by this factor, we control for this cost. If this cost is the main driver 

of our results then we expect that inclusion of this control variable would take away the significance of 

Peer-Pressure in our multivariate setting. We also expect that this variable should positively contribute 

to the likelihood of a corporate inversion. To test this hypothesis, in Columns (2) to (4) of Table XI, we 

include RepatStatut, a repatriation tax cost variable which considers the statutory corporate tax rates.32 

We use Peer-Pressure calculated using a market-value-based (Column 2) as well as sales-based (Column 

3) measures. In column (4), we use FF48 industry with market value-based Peer-Pressure. The results 

remain similar to our baseline specification (Column 1) and Peer-Pressure remains positive and 

                                                           
32 We choose the alternative repatriation tax cost (Graham, 2000), because the estimation of the marginal tax rate 

is not possible due to data limitations of our sample of inverted firms. 



23 
 

significant discarding that RepatStatut would wash out its effect. The control variables also exhibit similar 

results to Column 1. Moreover, RepatStatut shows a positive and significant coefficient corroborating 

our core premises and as expected.  

4.3.2 Propensity Score Matched Sample 

We also use propensity score matching (PSM) in order to obtain a more homogenous sample 

which matches the control firms with the treated group characteristics. We use sales as the relevant 

parameter to calculate the propensity scores and identify 10 controls for each treated firm. We allow for 

replacement when choosing our controls. We define the caliper at 0.25 following Rosenbaum and Rubin 

(1985b) which suggests that this parameter should work well in general. We present these results in Table 

XII. Although we lose considerable degrees of freedom, we have a control group that is more 

representative of the treated group of firms. Even in this setting, our results remain similar. In Column 

(1) we present the results from a LPM using Peer-Pressure under a market-value basis construction. This 

is similar to our exercise in Table X, but with the reduced PSM sample. In Columns (2) to (4) we show 

our results for the reduced sample in a probit specification under a Market Value (Column 2), Sales Based 

(Column 3) and FF48 industry (Column 4) criteria respectively. Results are similar and consistent across 

all specifications. Peer-Pressure is significant at the one percent level in all columns except in column 

(4) which utilizes Fama-French 48 industry classification. We attribute this to the reduced degrees of 

freedom considering that Peer-Pressure is significant in all other specifications within the propensity 

score matched sample (Table XII) and that it is also significant when utilizing Fama-French 48 industry 

categorization under the Probit setting (Table XI). ROE (DebtRatio) show significant and negative 

(positive) results in this reduced sample. Overall, our propensity score matching provides robustness to 

our previous results. Using this method we continue to find a consistent result for Peer-Pressure. 

In our reduced sample, we include a dummy as indicator of lobbying activity as control variable. 

This variable takes value of one if a firm exhibits expenses in lobbying or zero otherwise. We source this 

lobbying data from the Center for Responsive Politics (CRP). Due to the matching complexity inherent 

to the data, as well as the large number of firms in our complete sample, this control variable is only 

attained for this reduced sample. Firms that are not covered by CRP or those firms that were not 

successfully merged due to a disparity in the data are assumed as non-lobbying firms.  
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4.3.3 Instrumental Variable Approach 

Although the context illustrated through the cases of Tyco and Actavis as well as the non-

parametric analyses suggest the direction of causality, we must account for endogeneity in respect to our 

Peer-Pressure variable. In this sense, we utilize an instrumental variable approach. We instrument our 

peer pressure variable making use of a quasi-natural experiment: The implementation of a Patent Box 

regime in a (Non-US) country. We identify the shock arising from such implementation as the year of its 

enactment and the two following years. On the one hand, this instrument complies with the exogeneity 

requirement as it results as a regulatory change which is not related to the fundamentals of firms. On the 

other hand, the implementation of a patent box regime will lead to value creation in the firms incorporated 

in the corresponding country and therefore a higher concentration ratio in such country what translates to 

a higher Peer-Pressure, what deems this IV relevant. We acknowledge that a reduced sample size may 

lead to bias in an instrumental variable approach, and therefore we limit this approach to our complete 

sample of inverted and non-inverted firms and we do not perform the IV approach in our propensity score 

matched sample.  

Considering the binary nature of our dependent variable, we implement an IV Probit 

specification. Following Angrist and Krueger (2001), we utilize a linear probability model — in our first 

stage  — to estimate the fitted values of our instrumented variable, as otherwise the use of probit or logit 

in first stage can become detrimental to the estimates unless the defined model was exactly correct. 

Angrist and Krueger also remark that the functional form of the first-stage regressions being right is not 

a condition for the consistency of second-stage estimates (Kelejian, 1971).  

In Table XIII, we present our results. Columns (1-2) and (3-4) instrument Peer-Pressure on a 

Market Value basis and Sales basis respectively. The chosen instrumental variable is the implementation 

of a patent box regime in a country. Columns (1) and (3) show the second stage regressions whereas 

Columns (2) and (4) show the results from the first stage regressions. Our instrumented Peer-Pressure 

shows a positive and significant coefficient in both specifications.  
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4.4 Channels of Impact: Peer-Pressure and Firm Value 

We argue that firms corresponding to sub-industries with higher offshore concentration are 

competing in an “uneven playing field” and hence the tax advantage of foreign competitors pushes them 

to the pursuit of an inversion. However, these firms would have no incentive to invert unless this 

combination of tax-difference and Peer-Pressure leads to erosion in firm value. To see if this is indeed 

the case, we analyze valuation effects of this combination and present results in Table XIV.  

First, in a multivariate setting (Table XIV), we regress Tobin’s Q on Peer-Pressure alongside 

firm characteristics and controls. As expected, we find that a higher share of firms incorporated abroad 

(within a sub-industry) leads to value destruction for firms incorporated in US. This result is consistent 

across various measures of Peer-Pressure on a market-value basis (Column 1) and a FF-48 basis (Column 

2). Next, we further explore the potential underlying channels through which a higher concentration of 

firms incorporated offshore could render value destruction. We find that a higher Peer-Pressure has a 

negative and significant impact on revenues scaled by total assets (Column 3) and growth proxied by the 

ratio of capital expenditures to total assets (Column 4). Columns (3) and (4) include Peer-Pressure 

constructed on a market-value basis. All columns (1) to (4) include sector and year fixed effects.  These 

results corroborate our overall findings in the sense that firms competing in an uneven playing field are 

negatively impacted by a disadvantaged competition in the scope of taxation. 

Peer-Pressure partly explains why some firms may simultaneously experience a similar tax 

disadvantage offshore and dissimilar incentives to pursue a corporate inversion. Additionally, for MNEs 

such as Firm A (as illustrated in section 1.2) and others under a Peer-Pressure above zero percent, will 

balance the tax reduction benefits attained with the associated costs. Prior research has identified some 

of the costs of an inversion, such as reputational (Clausing, 2014) and weakening of corporate governance 

(Cortes et al., 2014). We identify another cost associated with a corporate inversion. Firms that re-

domicile offshore in pursuit of tax advantages likely face the possibility of ex-post changes in the US Tax 

Code altering the pre-inversion projected tax benefits what could negatively impact their future cash 

flows and therefore render a negative shock to firm value. In brief, US expatriates are subject to regulatory 

risk.  
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We illustrate such cost of an inversion in Figure 4. In Panel A (B), we plot the cumulative 

abnormal returns of a sample of expatriates following both the enactment of the Tax Cuts and Jobs Act 

in December of 2017 as well as the announcement of the US Treasury Anti-Inversion Rules in September 

of 2014, which tightened the criteria to deem a re-domiciled firm as a US domestic firm for tax purposes 

(more details of 09/14 amendments in Section 2). Conversely, the TCJA, which shifted the previous 

worldwide taxation system to a quasi-territorial system and which lowered the corporate tax rates, seems 

to be received positively by investors. The significant effect on already-inverted firms deriving from fiscal 

regulatory changes in US soil serves to illustrate the tight link between market valuation of these US 

expatriates and US tax provisions what corroborates the core premises sustaining our work.  

 

4.4.1 Domestic vs Offshore Sales and Peer-Pressure 

We argue that Peer-Pressure leads to value loss of a US MNE when it is taxed disproportionately 

on its foreign profits as compared with its offshore peers. This is because the tax advantage arising from 

the foreign incorporation are only obtainable for revenues that originate out of US borders. (i.e. an irish 

firm is taxed with the US tax rates for the revenues generated within US territory). Hence, Peer-Pressure 

may become irrelevant for a domestic US firm with sales limited to US territory if its competitors (either 

domestic or foreign) are fully subject to US taxation on US domestic revenues.  

To the extent that a firm generates profits offshore, Peer-Pressure becomes an important driver 

of value loss. We expect that the greater the offshore activity of a firm, the more susceptible its 

profitability becomes to offshore peers’ tax advantages. In order to confirm these premises, in Table XV 

we firstly rank firms in quintiles according to their Offshore-to-Domestic-Sales ratio. We subsequently 

look at the difference in Return on Assets (Column 3), Return on Sales (Column 6) and Revenues scaled 

by total Assets (Column 9) across the firms in the fifth and first quintile of Peer-Pressure. At every 

quintile intersection, the difference between the fifth and first quintile of Peer-Pressure is statistically 

significant at the one percent level. As we escalate the Offshore-to-Domestic ratio quintiles, this 

difference becomes larger as expected. This is, the larger a firm’s activity offshore, the more sensitive it 

is to Peer-Pressure.  
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4.4.2 Top Inversion Destinations 

So far, we have explored the underlying channels of value loss for US Firms facing a higher 

Peer-Pressure. We expect this channel to be stronger for those inversion destinations that offer the largest 

benefits to US firms. We run this analysis and present our results in Table XVI. Our dependent variable 

is Tobin’s Q. As key explanatory variable we include a dummy variable taking a value of 1 if a firm is 

incorporated in Ireland or Bermuda (hosts of 52 out of the 92 inversions pre-TCJA) in regression 

specifications (1) and (2) respectively. These two dummy variables show a positive and significant 

coefficient. We repeat the exercise assigning the dummy variable a value of one if a firm is incorporated 

in Denmark or Luxembourg (ranked 8th and 9th corporate inversion destinations) in specifications (3) and 

(4) respectively. These countries of incorporation do not exhibit significance. We choose Denmark and 

Luxembourg, instead of Jersey (British Crown Dependency) or Israel — ranked as the two bottom 

corporate inversion destinations — given that both these jurisdictions exhibit very particular political 

settings. However, we ran the similar regressions using these two other countries as well, and the dummy 

variables for these last countries are insignificant. Hence, firms pursuing a corporate inversion to the top 

destinations may plausibly not only avoid value destruction but may also receive incentives in terms of a 

higher firm valuation.  

 

5. Conclusion 

Until recently, there was only a handful of studies regarding the determinants of USA corporate 

inversions. However, the recent wave of inversions has extended the previously available sample to a 

sufficient level for a more appropriate study. Our sample can be deemed as a comprehensive examination 

of all corporate inversions pre-TCJA. Our research finds that Peer-Pressure, defined as the sub-industry 

concentration of firms incorporated offshore serves to predict and to rank such firms that will very likely 

pursue an inversion in the near-term.  

We observe that a firm’s value, proxied by Tobin’s Q, decreases with Peer Pressure. We explore 

that reduced revenues and lower profitability and growth are major channels explaining the impact of 

peer-pressure on a firm’s value. Additionally, we observe a positive impact to firm value arising from the 

incorporation in the top two inversion destinations, Ireland and Bermuda. Peer Pressure, and the 
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associated impact on value, partly explains why despite that the tax advantage motivator is similar for 

many firms, ones move forward with a tax-driven inversion while others don’t. 

Given the high complexity surrounding the new US tax provisions in a multijurisdictional setting, 

the estimation of the ultimate effective tax rates that will be attained by US multinationals post-TCJA 

will still require some time. Notwithstanding, the parameters of the new Tax Reform still provide a 

significant tax advantage of up to 10% for firms that choose foreign incorporation, especially in the case 

of firms with revenues from intellectual property. Although tax inversions rationale has been reduced, it 

is still existent. It is important to remark that US has not shifted to a purely territorial system, but rather 

to a hybrid one, given base erosion and anti-abuse tax, GILTI and FDII provisions.  

Finally, the intersection of the fifth quintiles of Peer Pressure and first quintile of statutory tax 

rate offshore provides a practical tool to identify the GIC Sub-Industries which exhibit higher chances of 

pursuing a corporate inversion in the near future. Given that there is a large universe of firms domiciled 

in USA, this tool allows policy makers to focus their efforts to evaluate, in a timely manner, provisions 

or incentives targeted to such sub-industries which are in higher risk of re-domiciliation whereas it would 

otherwise not be plausible to grant such incentives for all firms.  

Interestingly, this mentioned intersection group of firms, which comprises pharmaceuticals 

(among others), included both Ocera Therapeutics (Delaware) and Sucampo Pharmaceuticals 

(Maryland), which were recently acquired by Mallinckrodt, hence re-domiciled offshore in 12/2017 and 

02/2018 respectively. These two firms were not listed as inverted corporations in our initial analyses as 

at that time, they were still US firms. This intersection group also includes the still-US giants Pfizer and 

Johnson & Johnson. Both these firms are still in an uneven playing field, both receiving a strong offshore 

Peer-Pressure. 

Our paper contributes to existing literature regarding corporate inversions and taxation mainly 

via two channels. First, by the evaluation of the impact of the GIC sub-industry composition, in terms of 

domestic and offshore incorporation, to a firm’s value and to the decision of a corporate tax inversion. 

Most importantly, our findings provide a practical tool to identify the GIC sub-industries in greater risk 

of expatriation in a timely manner for policy makers to assess targeted provisions. Second, by succinctly 

assessing whether the recently adopted Tax Reform is expected to curb the incentives of corporate 
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inversions. We observe that despite its provisions improve the playing field for USA multinationals, there 

are still strong incentives for re-domiciliation. We will likely observe more corporate inversions ahead.  
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Appendix A: Choice of GIC Sub-Industry as basis to construct Peer-Pressure 
 

 

 

  

Company Name SIC Bloomberg Company Description

Return Assured, Inc. 45101010 Internet Software & Services
The Company's return assured seal of approval assures the consumer that the electronic retailer's return

policy will be honored.

DELL Technologies, Inc. 45103020 Systems Software
Designs, develops, manufactures, markets, sells, and supports information technology (IT) products

and services worldwide.

Palm, Inc. 45201020 Communications Equipment
Develops smart phones, as well as related software, services, and accessories for individual users and

business customers worldwide.

Dynatec International, Inc. 25201050 Housewares & Specialties
Manufacturing and distributing consumer products. The company's two major product lines include

telecommunication headsets and amplifiers and other telephone accessories, and premium flashlights.

ADC Telecommunications, Inc. 45201020 Communications Equipment
Broadband communications network infrastructure products and related services worldwide. Its

products enable the delivery of high-speed Internet, data, video, and voice communications over

wireline, wireless, cable, enterprise, and broadcast networks. 

Tycom, LTD. 50101010 Alternative Carriers
Undersea fiber optic networks and services, and engages in the design, engineering, manufacturing,

installation, and maintenance of those networks

EDAC Technologies Corp. 20101010 Aerospace & Defense
Design, manufacturing, and services for tooling, fixtures, molds, jet engine components, and machine

spindles in the aerospace, industrial, semiconductor, and medical device markets. 

Aclara Biosciences, Inc. 35201010 Biotechnology
Develops and commercializes "lab-on-a-chip" technologies for use in genomics R&D and

pharmaceutical drug screening.

Bio-Key International, Inc. 45103020 Systems Software
Develops and markets fingerprint biometric identification and identity verification technologies,

authentication-transaction security technologies, and related identity management and credentialing

biometric hardware and software solutions.

Safety First, Inc. 25201050 Housewares & Specialties
Development, marketing, and distribution of juvenile products. Its products included home security

products, child safety products, and childcare, convenience and activity products.

Biomet, Inc. 35101010 Health Care Equipment
Manufactures, and markets surgical and non-surgical products primarily used by orthopedic surgeons

and other musculoskeletal medical specialists in the United States, Europe, and internationally.

China Fire and Security Group, 

Inc.
20106020 Industrial Machinery

Designs, develops, manufactures, and sells various fire safety products for the industrial and special

purpose infrastructure industries, as well as the design and installation of industrial fire safety systems in

the People’s Republic of China and India. 

Infodata Systems, Inc. 45103010 Application Software
Designs and develops content management solutions. Its products include AnnoDoc that provides

secure integration enabling enterprise-wide document collaboration and streamline document review

processes

Lime Energy Co. 20104010
Electrical Components & 

Equipment

Offers direct install energy efficiency solutions for small and mid-size commercial and industrial

business programs to enhance energy efficiency, and reduce energy-related expenditures and the impact

of energy use on the environment. 

Tenera, Inc. 45102010 IT Consulting & Other Services

Its services include consultation with the client to determine the nature and scope of the problem,

identification and evaluation of the problem and its impact, development and design of a process for

correcting the problem, preparation of business plans, preparation of reports for obtaining regulatory

agency permits, and analysis in support of regulatory and legal proceedings.

Tarragon Corp. 25201030 Homebuilding
Develops and manages residential real estate properties in the United States. It operates in two

divisions, a Real Estate Development Division (Development Division) and an Investment Division

India Globalization Capital 35202010 Pharmaceuticals
Develops proprietary cannabinoid based biopharmaceutical therapies for end of life supportive care,

hospice care, and chronic neurological and oncological diagnosis.

MGT Capital Investments, Inc. 25301010 Casinos & Gaming
Operates a portfolio of cyber security technologies. The Company addresses cyber threats through

advanced protection

Medquist, Inc. 35103010 Health Care Technology
Develops and provides services to transform narrative medical text to electronic form. The company

provides ways to create, manage, and deliver clinical documentation, including on-site and off-site

solutions.

Orchard Enterprises, Inc. 25401030 Movies & Entertainment
Music, video, and TV/film distribution company globally. It amplifies reach and revenue across digital,

physical, and mobile outlets.

Globecomm Systems, Inc. 45201020 Communications Equipment
Satellite-based managed network solutions to government, communications service providers,

commercial enterprises, and media and content broadcasters in the United States, Europe, South

America, Africa, the Middle East, and Asia.

Alumina, Ltd. 15104010 Aluminum

Bauxite mining, alumina refining, and aluminum smelting businesses. The company has a network of

bauxite mines and alumina refineries in Australia, the United States, Guinea, Brazil, and Spain, as well

as an interest in a smelter in Victoria Australia; and a bauxite mine and alumina refinery in Saudi Arabia.

PIMCO Advisors Holdings 40201020
Other Diversified Financial 

Services
Provides fixed income and equity investment management services to institutional and retail investors.

Comforce Corp. 20202010
Human Resource & Employment 

Services

Provides staffing, consulting, and outsourcing solutions. The Company offers contract labor, direct hire, 

payroll, human capital management, staff augmentation, and vendor management solutions. 

Celeris Corp. 35102010 Health Care Distributors
Specialty clinical research and information technology services to pharmaceutical, biotechnology, and

medical manufacturers. The Company offers regulatory consulting and strategy, medical device

evaluation, product and manufacturing quality assurance, statistical analysis, and clinical study design.

Global Technologies LTD. 25202010 Leisure Products
Develops a broadband, interactive entertainment, and information system for the passenger rail market.

The system is designed to provide rail passengers with Internet and email access.

Viewtran Group, Inc. 40201040 Specialized Finance Provider of supply chain financial services and enterprise solutions for the technology industry in China.

Chegg, Inc. 25302010 Education Services Direct-to-student learning platform that supports students on their journey from high school to college.

Markit LTD. 40201040 Specialized Finance
Provides critical information, analytics, and solutions for various industries and markets that drive

economies worldwide

US Franchise Sys, Inc. 25301020 Hotels, Resorts & Cruise Lines
Franchises its brand names to the independent hotel owners and operators. Its brand names include

Microtel Inns & Suites, Hawthorn Suites, and Best Inns and Best Suites. 

Igen, Inc. 35101010 Health Care Equipment
Engages in the development, manufacture, and marketing of products that incorporate proprietary

ORIGEN technology. ORIGEN permits the detection and measurement of a biological substance

Elbit Systems LTD. 20101010 Aerospace & Defense
Develops and supplies a range of airborne, land, and naval systems and products for defense, homeland

security, and commercial aviation

Apyra, Inc. 35103010 Health Care Technology
Health care products and services for the laboratory and imaging marketplaces. Includes software,

interfaces, hardware, and professional services to various markets comprising specialty labs, reference

labs, clinics, hospitals, imaging centers, and orthopedic practices.

Daily Journal Corp. 25401040 Publishing

Publishes newspapers and Websites covering in California, Arizona, Colorado, and Utah, including Los

Angeles Daily Journal, Daily Commerce, San Francisco Daily Journal, The Daily Recorder, The Inter-

City Express, San Jose Post-Record, Orange County Reporter, The Daily Transcript, Business Journal,

and The Record Reporter. 

Consulier Engineering, Inc. 30301010 Household Products
Marketing and distributing Captain Cra-Z soap product line, a hand and all-purpose cleaner; and tool

and ladder related products. Includes environmentally safe products and alternatives to toxic pesticides.

Also operates as a securities broker/dealer 

Sygnis AG. 35201010 Biotechnology
Development and marketing of reagents and services for life sciences and diagnostics in the United

States, Europe, the United Kingdom, Asia, and internationally. 

Activision, Inc. 45103030 Home Entertainment Software
Publishes interactive entertainment software and peripheral products. Its products cover various game

categories and game hardware platforms and operating systems. Products primarily for the PS2, PS3,

Wii, and Xbox360 console systems.

334519

Surgical Appliance and 

Supplies Manufacturing 
3391133842

Electronic Computer 

Manufacturing 
3341113571

Telephone Apparatus 

Manufacturing
3342103661

Administrative Management 

and General Management 

Consulting Services 

Radio and Television 

Broadcasting and Wireless 

Communications Equipment 

Manufacturing

Other Computer Related 

Services
5415197370

Engineering Services5413308711

7372

5415127373

6794 533110

Internet Publishing and 

Broadcasting and Web 

Search Portals

Lessors of Nonfinancial 

Intangible Assets (except 

Copyrighted Works)

Computer Systems Design 

Services 

Software Publishers511210

5191307370

3342203663

5416118742

2372106552

GIC Sub-IndustryNAICS 6-Digit

5239996799

5179194899

7374 518210

Land Subdivision 

Data Processing, Hosting, 

and Related Services

All Other 

Telecommunications 

Miscellaneous Financial 

Investment Activities 

Other Measuring and 

Controlling Device 

Manufacturing 
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Appendix B: Definition of variables 

Variable Definition Source 

PeerPressure 

(SalesBased) 

“Peer-Pressure”: Market value of incorporated abroad firms 

divided by the total market value in a sub-industry 

 
𝑃𝑒𝑒𝑟 𝑃𝑟𝑒𝑠𝑠𝑢𝑟𝑒

=  
𝑀𝑎𝑟𝑘𝑒𝑡 𝑉𝑎𝑙𝑢𝑒 (𝑆𝑎𝑙𝑒𝑠) 𝑜𝑓 𝐹𝑖𝑟𝑚𝑠 𝑜𝑓𝑓𝑠ℎ𝑜𝑟𝑒 𝑜𝑓 𝑆𝑢𝑏𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦

𝑇𝑜𝑡𝑎𝑙 𝑀𝑎𝑟𝑘𝑒𝑡 𝑉𝑎𝑙𝑢𝑒 (𝑆𝑎𝑙𝑒𝑠)𝑜𝑓 𝑆𝑢𝑏𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦
 

 

- Compustat 

InversionDum 
Dummy Variable taking value 1 if Firm inverted that year 

or 0 otherwise 
- Bloomberg 

LogAsset Log of Total Assets of a Firm - Compustat 

DebtRatio Total Liabilities divided by Total Assets of a Firm 

- Compustat and WRDS                    

Financial Ratios Suite, 

Bloomberg 

CashRatio Cash and Equivalents scaled by total assets 

- Compustat, WRDS                    

Financial Ratios Suite, 

Bloomberg 

IntangiblesRatio Total Intangible Assets scaled by total assets 

- Compustat and WRDS                    

Financial Ratios Suite, 

Bloomberg 

ROE Return on Equity 

- Compustat and WRDS                    

Financial Ratios Suite, 

Bloomberg 

TaxRate 
Effective Tax Rate. Due to net losses or tax loss 

carryforwards, this variable may exhibit negative values 

- Compustat and WRDS                    

Financial Ratios Suite, 

Bloomberg 

PeerTax  

 

Weighted Average, using market value (sales), of the 

statutory corporate tax rate of all offshore firms in its GIC 

sub-industry 

 
𝑊𝑒𝑖𝑔ℎ𝑡𝑒𝑑 𝐴𝑣𝑔 𝑇𝑎𝑥 𝑜𝑓 𝑂𝑓𝑓𝑠ℎ𝑜𝑟𝑒 𝑓𝑖𝑟𝑚𝑠 𝑖𝑛 𝑆𝑢𝑏𝐼𝑛𝑑

=  ∑ 𝑤𝑖 ∗ 𝜏𝑖

𝑁

𝑖=1

 

    𝑃𝑒𝑒𝑟 𝑇𝑎𝑥
=  𝑊𝑒𝑖𝑔ℎ𝑡𝑒𝑑 𝐴𝑣𝑔 𝑇𝑎𝑥 𝑜𝑓 𝑂𝑓𝑓𝑠ℎ𝑜𝑟𝑒 𝑓𝑖𝑟𝑚𝑠 𝑖𝑛 𝑆𝑢𝑏𝐼𝑛𝑑 

 

- Compustat and WRDS                    

Financial Ratios Suite, 

Bloomberg 

OffDomSalesRat 

Ratio of Offshore-to-Domestic Sales of a Firm for a given 

year 
 

𝑂𝑓𝑓𝑠ℎ𝑜𝑟𝑒𝐷𝑜𝑚𝑒𝑠𝑡𝑖𝑐𝑆𝑎𝑙𝑒𝑠𝑅𝑎𝑡𝑖𝑜 =  
𝑂𝑓𝑓𝑠ℎ𝑜𝑟𝑒 𝑆𝑎𝑙𝑒𝑠 𝑜𝑓 𝐹𝑖𝑟𝑚

𝐷𝑜𝑚𝑒𝑠𝑡𝑖𝑐 𝑆𝑎𝑙𝑒𝑠 𝑜𝑓 𝐹𝑖𝑟𝑚
 

- Compustat 

RepatStatut Alternative Tax Repatriation Cost  - Foley et al. (2007) 

Revenues Total Revenues of a Firm scaled by Totall Assets - Compustat, Bloomberg 

LobbyDum 
Dummy variable taking the value of 1 if a firm shows 

lobbying expenditures or 0 otherwise 

- Center for Responsive 

Politics 

DTTDum 
Dummy Variable taking value 1 if firm’s country has 

taxation treaty with US that year or 0 otherwise 

- US Internal Revenue 

Service 

IP-Dum 
Variable taking value 1 if firm’s country has a Patent-Box 

regime enacted that year or 0 otherwise 
- Bloomberg 

CapInt Ratio of capital expenditures to total assets 

- Compustat and WRDS                    

Financial Ratios Suite, 

Bloomberg 
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Figure 1. Illustration of the basic corporate inversion process 

Illustration of the inversion process in the case of McDermott (1982) the first case of a Tax Inversion. Upon a 

potential large tax bill associated with earnings repatriation, the firm opted for re-domiciliation as a Panama 

corporation. The “merger” process may usually occur either as a (i) Stock Inversion: US shareholders in the former 

US parent exchange their shares for shares in the New Foreign Parent (NFP) or (ii) Asset Inversion: US entity 

exchanges all its assets in exchange of equity in the foreign subsidiary. The U.S. entity is then liquidated and the 

foreign subsidiary shares are distributed to former Parent shareholders, becoming shareholders of the NFP. (Desai, 

2002).  
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Figure 2. Illustration of Inversions through a network of Mergers and Acquisitions: Tyco  

Tyco was one of the pioneers in the pursuit of a tax inversion when relocating from New Hampshire to Bermuda 

in 1997. In June, 2009, Tyco once again moved its country of incorporation from Bermuda to Switzerland. More 

recently, in 2014, the firm shifted domilice from Switzerland to Ireland. The chart below presents a network of 

mergers and acquisitions related to this firm, which became the needed host/target of multiple US corporate 

inversions including: Mallinckrodt, General Surgical Innovations, Raychem, AMP, Brink’s Home Security, Pentair, 

Therakos, Ikaria, Medtronic and recently Johnson Controls (2016). 

 

 

 

 

Medtronic (MN –
acquires Covidien and 

shifts to Ireland 
01/26/15)

Tyco Healthcare now 
Covidien Ltd. (06/29/07)

Mallinckrodt spin off   
(Irish) (2013)

Ikaria, Inc (NJ – acquired 
by Mallinckrodt [Irish] 

04/17/15)

Therakos, Inc (PA  -
acquired by Mallinckrodt 

[Irish]  0810/15)

Tyco Electronics Ltd. 
(06/29/07)

Tyco acquires name of 
Tyco International as 

part of merger

AMP Inc (PA – acquired 
by Tyco [Bermuda]  

04/06/99)

Raychem Corp. (CA –
agree to be acquired by 

Tyco [Bermuda] 
05/20/99)

Gral Surgical Innovations 
(CA – acquisition 

announced by Tyco 
[Bermuda] 08/24/99)

Mallinckrodt agrees 
acquisition by Tyco Int’l 

[Bermuda]  (MI –
06/29/00)

Tyco  Int’l (MA – merged 
by reverse T.O. with ADT 

Inc.) to Bermuda, 
announced 03/17/97)

Tyco Int’l merges with 
Johnson Controls  (WI –
merged with Irish Tyco 
announced 01/25/16)

Tyco International Ltd, 
current owner of ADT 

(06/29/07)

Brink’s Home Security 
(TX – acquired by Tyco 

Int’l [Switzerland]  
01/19/10)

Pentair (UK) agrees to 
acquire Erico Global US 

(OH - 08/17/15)

Tyco Flow (Switzerland) 
Spinversion with Pentair 
(MN – agreed 03/28/12
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Figure 3. Illustration of Inversions through a network of Mergers and Acquisitions: Actavis 

Actavis acquired Warner Chilcott in 2013, becoming an irish company. The chart below presents a network of 

mergers and acquisitions related to this firm, which became the needed host/target of multiple US corporate 

inversions including: Forest Laboratories, Furiex Pharmaceuticals, Durata Therapeutics, Kythera 

Biopharmaceuticals and recently Allergan, Inc (2015). 

 

 

 

 

 

  

Allergan, Plc (formerly 
Actavis, Plc until  

06/15/2015)

Actavis, Plc (03/17/2015)

Actavis, Plc (Ireland)

Auden Mckenzie Holdings 
Ltd (UK – acquired by 

Actavis 06/1/2015)

Durata Therapeutics (IL –
acquired by Actavis 

11/17/14)

Forest Laboratories 
(Delaware – acquired by 

Actavis  07/01/2014)

Furiex Pharmaceuticals, Inc
(NC – acquired by Forest 
Labs  (Actavis subsidiary) 

07/02/2014)

Aptalis Pharma (NJ - agree 
acquired by Forest on 

01/08/14)

Warner Chilcott (New Galen 
adopted WC’s name) 

(Ireland – acquired  by 
Actavis 10/1/13)

Warner Chilcott (NJ –
acquired by Galen (Ireland) 

05/04/00)

PG  Global Pharmaceutical 
(OH – acquired by the New 

Galen 08/24/09)

Watson adopts Actavis 
name (NJ – 10/31/12, 

effective 2013)

Actavis Group (Switzerland) 
acquired by Watson 

Pharmaceuticals (NJ -
10/31/12)

Allergan, Inc (CA – acquired 
by Actavis 03/17/2015)

Kythera Biopharmaceuticals 
(CA – acquired by Allergan 

(Actavis)  (10/1/15)

MAP Pharmaceuticals (CA –
acquired by Allergan agreed 

on 01/22/13)
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Figure 4. Glimpse of the potential post-inversion costs 

Panel A plots the cumulative abnormal returns of a sample of already-inverted firms along a control group of US 

domestic firms following the enactment of the Tax Cuts and Jobs Act, which significantly lowered the corporate 

tax rate. Panel B plots the cumulative abnormal returns of a sample of already-inverted firms along a control group 

of US domestic firms following the announcement of the September 2014 (Addressing “Hopscotch Loans”, “De-

controlling Strategy”, CFC cash transfers and ownership rules). The 2014 anti-inversion rules amendments renders 

a negative impact on already-inverted firms whereas the TCJA seems to be received positively.  

 

 

Panel A. Enactment of the Tax Cuts and Jobs Act on December 22nd, 2017 

 

 

Panel B. Announcement of Anti-Inversion Rules on September 22nd, 2014 
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Figure 5. Destination of Inverted Firms, Characteristics, Taxes and Governance Indicators 

List of countries which have served as destination for inverted firms in our sample. For each country, we list the number 

and percentage of firms to which the country has served as destination, the average value (1996-2017) of the six World 

governance indicators as reported by the World Bank33, the average ROA of all firm-observations in our sample. IP Dum 

indicates a value of 1 if such country holds an IP Box regime. The statutory corporate rate is listed as well. The weighted 

average of each of the WGI is calculated on the basis of the percentage of inversions to each of the listed countries.  

 

  

  

 

 

 

  

                                                           
33 See World Bank report at https://datacatalog.worldbank.org/dataset/worldwide-governance-indicators 

No. of 

Inversions

Perc. of 

Inversions

Control of 

Corruption

Government 

Effectiveness

Political 

Stability

Regulatory 

Quality Rule of Law

Voice and 

Accountability

Average ROA 

in our Sample IP Dum

Corporate 

Tax Rate

Jersey 1 1.59% 1.20 1.35 1.43 1.02 1.72 1.28 -2.89% 1 0.00

Denmark 1 1.59% 2.35 2.05 1.11 1.78 1.93 1.57 3.25% 0 0.29

Israel 1 1.59% 0.97 1.22 -1.20 1.12 0.98 0.68 -5.36% 0 0.31

Japan 1 1.59% 1.38 1.43 1.05 1.07 1.36 1.02 2.84% 0 0.41

Luxembourg 2 3.17% 1.98 1.77 1.42 1.73 1.82 1.56 0.73% 1 0.31

Switzerland 5 7.94% 2.08 1.97 1.33 1.68 1.88 1.53 5.35% 1 0.22

Netherlands 4 6.35% 2.06 1.87 1.11 1.82 1.81 1.55 3.23% 1 0.29

Cayman 7 11.11% 1.16 1.40 1.03 1.15 1.05 0.85 0.28% 0 0.00

Canada 8 12.70% 1.97 1.83 1.08 1.66 1.77 1.47 -5.36% 0 0.33

United Kingdom 10 15.87% 1.84 1.68 0.49 1.78 1.71 1.33 -0.57% 1 0.28

Bermuda 23 36.51% 1.29 1.10 0.86 1.30 0.98 1.06 0.13% 0 0.00

Ireland 29 46.03% 1.58 1.53 1.16 1.69 1.65 1.36 2.42% 1 0.16

Weighted Average 1.60 1.48 0.90 1.48 1.39 1.22 -0.08% 35% 15%

https://datacatalog.worldbank.org/dataset/worldwide-governance-indicators
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Table I 

Corporate inversions since 1982’s Mc Dermott Inc. 

Sorted by Year of re-domiciliation. Each inversion shows the US state in which the firm was previously incorporated and 

the host country. In spite of numerous amendments to the Internal Revenue Code, the occurrence of inversion events is 

almost continuous following McDermott and until today. 

 

 

 

  

Company Name Year From To Ticker Company Name Year From To Ticker

1 McDermott International Inc. 1982 Louisiana Panama MDR 51 Valeant Pharmaceuticals 2010 California Canada VRX

2 Flex Ltd. 1990 California Singapore FLEX 52 Alkermes 2011 Massachusetts Ireland ALKS

3 Core Laboratories 1994 Texas Netherlands CLB 53 Aon 2012 Illinois England AON

4 Helen of Troy 1994 Texas Bermuda HELE 54 Eaton Corp. 2012 Ohio Ireland ETN

5 Loral Space and Communications 1996 New York Bermuda LORL 55 Jazz Pharmaceuticals 2012 California Ireland JAZZ

6 Triton Energy 1996 Texas Cayman OIL 56 Pentair 2012 Minnesota Ireland PNR

7 Chicago Bridge & Iron 1997 Illinois Netherlands CBI 57 Rowan Companies 2012 Texas England RDC

8 Tyco International 1997 New Hampshire Ireland TYC 58 Stratasys Ltd. 2012 Minnesota Israel SSYS

9 Xoma Ltd. 1998 California Bermuda XOMA 59 Tronox Inc. 2012 Oklahoma Australia TROX

10 Fruit of the Loom Ltd. 1999 Kentucky Cayman FTL 60 Tanzanian Royalty Exploration 2012 — Canada TRX

11 General Surgical Innovations 1998 California Bermuda 2268458Q 61 Actavis 2013 New Jersey Ireland ACT

12 Gold Reserve Inc. 1999 Washington Canada GRZ 62 Allegion 2013 — Ireland ALLE

13 PXRE Group 1999 New Jersey Bermuda PXT 63 Applied Materials 2013 California Japan AMAT

14 R & B Falcon Corp. 1999 Texas Cayman FLC 64 Axalta Coating Systems 2013 — Bermuda AXTA

15 Raychem 1999 California Bermuda RYC 65 Liberty Global 2013 Colorado England LBTYK

16 Transocean 1999 Texas Switzerland RIG 66 Mallinckrodt 2013 — Ireland MNK

17 Trenwick Group 1999 Delaware Bermuda TWKGQ 67 Perrigo 2013 Michigan Ireland PRGO

18 White Mountains Ins. Group 1999 New Hampshire Bermuda WTM 68 Tower Group Int'l 2013 New York Bermuda TWGP

19 Apw Ltd. 2000 Wisconsin Bermuda APW 69 Watson Pharmaceuticals 2013 New Jersey Ireland WPI

20 Arch Capital Group 2000 Connecticut Bermuda ACGL 70 Endo International 2014 Pennsylvania Ireland ENDP

21 Everest Re Group 2000 New Jersey Bermuda RE 71 Horizon Pharma 2014 Illinois Ireland HZNP

22 Seagate Technology 2000 California Ireland STX 72 Multi Packaging Solutions 2014 New York Bermuda MPSX

23 Tycom Ltd. 2000 New Jersey Bermuda TCM 73 Paragon Offshore 2014 — England PGN

24 Accenture 2001 Illinois Ireland ACN 74 Buger King 2014 Florida Canada BKW

25 Foster Wheeler 2001 New Jersey Switzerland FWLT 75 Theravance Biopharma 2014 California Cayman TBPH

26 Global Santa Fe 2001 Texas Cayman GSF 76 Aptalis Pharma 2014 New Jersey Ireland 3687949Z

27 Ingersoll Rand 2001 New Jersey Ireland IR 77 Durata Therapeutics 2014 Illinois Ireland DRTX

28 Cimpress 2002 Massachusetts Netherlands CMPR 78 Forest Laboratories 2014 Delaware Ireland FRX

29 Cooper Industries 2002 Texas Ireland CBE 79 Furiex Pharmaceuticals 2014 North Carolina Ireland FURX

30 Herbalife International 2002 California Cayman HLF 80 C & J Energy Services 2015 — Bermuda CJES

31 Nabors Industries 2002 Texas Bermuda NBR 81 Civeo Corp 2015 Texas Canada CVEO

32 Noble Corp. 2002 Texas England NE 82 Energy Fuels 2015 Wyoming Canada UUUU

33 Stanley Works 2002 Connecticut Bermuda SWK 83 Livanova 2015 Texas England LIVN

34 Weatherford International 2002 Texas Ireland WFT 84 Medtronic 2015 Minnesota Ireland MDT

35 Global Indemnity 2003 Pennsylvania Ireland GBLI 85 Mylan 2015 Pennsylvania Netherlands MYL

36 Lazard Ltd. 2005 New York Bermuda LAZ 86 Steris 2015 Ohio England STE

37 Freescale Semiconductor Ltd. 2006 Texas Bermuda FSL 87 Wright Medical Group 2015 Tennessee Netherlands WMGI

38 Sensata Technologies 2006 Massachusetts Netherlands ST 88 Allergan 2015 California Ireland AGN

39 Travelport Worldwide 2006 New York Bermuda TVPT 89 Ikaria 2015 New Jersey Ireland IKAR

40 Argo Group International 2007 Texas Bermuda AGII 90 Kythera Biopharma 2015 California Ireland KYTH

41 Covidien 2007 Minnessota Ireland COV 91 Therakos 2015 Pennsylvania Ireland 0616853D

42 James River Group 2007 North Carolina Bermuda JRVR 92 Adient 2016 — Ireland ADNT

43 Lyondell Chemical 2007 Houston Netherlands LYO 93 Arris International 2016 Georgia England ARRS

44 TE Connectivity Ltd. 2007 — Switzerland TEL 94 Cardtronics 2016 Texas England CATM

45 Western Goldfields Inc. 2007 Canada Canada WGW 95 HIS Markit 2016 Colorado England IHS

46 Altisource Portfolio Solutions 2009 — Luxembourg ASPS 96 Johnson Controls 2016 Wisconsin Ireland JCI

47 Delphi Automotive 2009 Michigan Jersey DLPH 97 Pfizer (Pseudo ) 2016 New York Ireland PFE

48 Ensco Plc 2009 Delaware England ESV 98 Waste Connections 2016 Texas Canada WCN

49 Invitel Holdings 2009 Washington Denmark IHO 99 Ocera Therapeutics 2017 Delaware Ireland OCRX

50 Trinseo 2010 Pennsylvania Luxembourg TSE 100 Sucampo Pharmaceuticals 2018 Maryland Ireland SCMP
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Table II 

Number of Corporate inversions arranged by Peer-Pressure Quintiles (1982-2016). 

The full sample of stocks is arranged in quintile portfolios ranked by peer-pressure on a yearly basis. We aggregate 

the number of tax inversions at each of the peer-pressure quintiles. P-P shows the average level of peer-pressure 

that is observed at each of the quintiles. Panel A (B) (C) calculates a Market-Value (Sales) (Fama 48 Industries) 

based Peer Pressure. Following Leary and Roberts (2014), we account for the role of these firms as leaders or 

followers in respect to market share and profitability. Our profitability proxy is ROA. After ranking by these metrics, 

firms in the upper third are considered leaders and the bottom two thirds are deemed as followers. 

 

   

 P-P 

(Mkt Val) 

No. of 

Inversions 
  

P-P  

(Sales 

Based) 

No. of 

Inversions 

 P-P  

     (FF 48) 
No. of 

Inversions 

  (A)  (B) (C) 

P
ee

r-
P

re
ss

u
re

 Q
u

in
ti

le
s 1 3% 2   

1% 2  8% 1 

2 6% 6   
10% 8  14% 7 

3 18% 21   
22% 17  22% 20 

4 33% 22   
35% 23  36% 40 

5 62% 41   
64% 42  59% 23 

  Total  92    92   91 

Leaders and Followers Categorization: 
  

Market 

Share  

Leaders  
 83   77   83 

Followers 
 9   15  9 

Profit. 
Leaders 

 18   18  18 

Followers 
 74   74  74 

 

Table III 

No. of Corporate inversions arranged by Peer-Pressure Quintiles and controlling for size 

The full sample of stocks is arranged in quintile portfolios ranked by peer-pressure on a yearly basis. The peer-

pressure quintiles are sorted using dependent bivariate sort after controlling for size. For each size decile of stocks 

there are 5 rank-quintiles for peer-pressure. We aggregate the number of inversions throughout the entire sample 

period at each of the peer-pressure quintiles. 62% of all inversions have taken place within the top 2 quintiles.  

Dependent Bivariate Sort. Period of 1982-2016. Market Value Based Peer Pressure. 

 

    P-P Quintiles     

   1 2 3 4 5 Total   

S
iz

e 
D

ec
il

es
 

1 0 0 0 2 1 3   

2 0 1 0 0 1 2   

3 1 3 1 1 1 7   

4 0 1 1 0 2 4   

5 1 1 1 1 1 5   

6 1 2 4 4 9 20   

7 0 0 5 4 6 15   

8 0 2 4 6 10 22   

9 1 3 2 1 3 10   

10 0 0 0 0 4 4   

  Total 4.00 13.00 18.00 19.00 38.00 92.00   
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Table IV 

No. of Corporate inversions arranged by Peer-Pressure Quintiles and controlling for size 

The full sample of stocks is arranged in quintile portfolios ranked by peer-pressure on a yearly basis. The peer-

pressure quintiles are sorted using dependent bivariate sort after controlling for size. For each size decile of stocks 

there are 5 rank-quintiles for peer-pressure. We aggregate the number of inversions throughout the entire sample 

period at each of the peer-pressure quintiles. 67% of all inversions have taken place within the top 2 quintiles. 

Dependent Bivariate Sort. Period of 1982-2016. Sales Value Based Peer Pressure. 

 

    P-P Quintiles (Sales Based)     

   1 2 3 4 5 Total   

S
iz

e 
D

ec
il

es
 

1 0 0 0 2 1 3   

2 1 0 0 0 1 2   

3 0 4 1 1 1 7   

4 0 1 1 0 2 4   

5 1 0 2 1 1 5   

6 0 2 5 3 10 20   

7 0 0 1 6 8 15   

8 0 0 6 6 10 22   

9 1 2 2 1 4 10   

10 0 0 0 0 4 4   

  Total 3.00 9.00 18.00 20.00 42.00 92.00   

                  
 

 

Table V 

Sub-Industry Offshore Average Tax Rates for the Top Quintile of Peer-Pressure 

Summary Statistics corresponding to the subindustry offshore average statutory Corporate Income and Intellectual 

Property tax rates corresponding to the intersection of the top quintile of peer pressure and first quintile of offshore 

tax statutory rate. Bivariate Independent Sorting. This sample period spans 2016 to 2017 as it is intended to identify 

a forward looking list of firms in potential risk of pursuing a tax inversion. The top peer pressure (sales based) 

quintile summarized below comprises 343 (432) US firms including giant corporations such as Pfizer, Johnson & 

Johnson and pharmaceuticals (GIC Sub-Ind: 35202010). It also comprises firms such as Sucampo Pharmaceuticals 

and Ocera Therapeutics which recently finalized inversions amid and post-tax reform.  

 

Panel A. Peer Pressure (Market Value Based) 

Variable Obs Mean St. Dev. Min Max 

SubIndustry Offshore Average Statutory Tax Rate 343 0.11 0.04 0.00 0.17 

SubIndustry Offshore Average IP Tax Rate 343 0.04 0.02 0.00 0.07 

Peer Pressure 343 55% 0.07 0.44 0.88 

 

Panel B. Peer Pressure (Sales Based) 

Variable Obs Mean St. Dev. Min Max 

SubIndustry Offshore Average Statutory Tax Rate 432 0.16 0.04 0.00 0.21 

SubIndustry Offshore Average IP Tax Rate 432 0.05 0.02 0.00 0.09 

Peer Pressure 432 58% 0.11 0.46 1.00 
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Table VI 

New Tax Reform Legislation: Main relevant parameters and remarks (Rough Estimation) 

Main relevant parameters of the new Tax Reform Legislation passed in December 2017 and effective starting 

January 2018 for most of its provisions. Rough estimation. Global Intangible Low Taxed Income (GILTI) and 

Foreign Derived Intangible Income (FDII) may entail technicalities which may differ from below parameters.  

Segment New Law Parameter Offshore Remarks 

Corporate Tax Rate 21.0% 12.5% Ireland 

Intellectual Property Tax 13.1% 6.25% Ireland 

5.00% Netherlands 

Global Earnings Min. Tax 10.5% Apple’s tax rate on offshore profits 

is estimated at less than 2% 34 

 

 

 

Table VII 

Countries holding a Patent Box regime 

List of countries holding a Patent Box regime. This table shows both the main corporate tax rate as well as the IP 

Box rate for each country alongside the year in which IP Box was implemented. Data Source: “Intellectual Property 

Box Regimes, Lisa Katharina Evers, Bloomberg” 

 IP Box Rate Main Rate Year Introduced 

Belgium 6.80% 33.99% 2007 

Cyprus 2.50% 12.50% 2012 

France 16.76% 35.41% 2000 

Hungary 9.50% 19% 2003 

Ireland 35 6.25% 12.5% 2016 

Luxembourg 2.50% 29.20% 2008 

Malta 0% 35% 2010 

Netherlands 5% 25% 2007 

Portugal 15% 30% 2014 

Spain 12% 30% 2008 

Switzerland 8.84% 12.66% 2011 

U.K. 10% 21% 2013 

  

                                                           
34 See CNN report at http://money.cnn.com/2017/11/07/technology/apple-tax-jersey-paradise-papers/index.html 
35 In the specific case of Ireland, these rates were sourced from Deloitte report at 

https://www2.deloitte.com/content/dam/Deloitte/global/Documents/Tax/dttl-tax-alert-ireland-13-october-2015.pdf 

http://money.cnn.com/2017/11/07/technology/apple-tax-jersey-paradise-papers/index.html
https://www2.deloitte.com/content/dam/Deloitte/global/Documents/Tax/dttl-tax-alert-ireland-13-october-2015.pdf
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Table VIII 

Summary Statistics 

Summary statistics of the variables used in our regressions using the entire sample of inverted and non-inverted 

firms; 79,428 observations (Panel A) and in the Propensity Score Matched Sample; 217 observations (Panel B). See 

Appendix B for the complete definition of variables. 

 

 

Panel A. Complete Sample of Non-Inverted Firms 

Variable Mean Std. Dev. Min Max 

InversionDum 0.001 0.031 0 1 

LogAsset 19.537 2.000 15.763 27.744 

DebtRatio 0.491 0.219 0.036 1.322 

CashRatio 0.151 0.176 0.000 0.858 

IntangiblesRatio 0.116 0.163 0.000 0.658 

ROE 0.136 2.031 -310.854 331.796 

TaxRate 0.321 0.188 -0.404 0.783 

PeerPressure 0.235 0.214 0.000 0.884 

PeerTax 0.154 0.161 0.000 0.564 

RepatStatut 0.002 0.017 0.000 4.535 

Revenues 1.224 0.766 0.000 3.490 

DTTDum 0.006 0.077 0 1 

IPDum 0.000 0.021 0 1 

CapInt 0.064 0.066 0.000 0.342 

 

Panel B. Propensity Score Matched Sample 

Variable Mean Std. Dev. Min Max 

InversionDum 0.230 0.422 0 1 

LogAsset 20.267 1.547 16.325 25.393 

DebtRatio 0.499 0.213 0.036 1.194 

CashRatio 0.162 0.198 0.000 0.858 

IntangiblesRatio 0.148 0.181 0.000 0.658 

ROE 0.078 0.335 -2.005 1.045 

TaxRate 0.309 0.169 -0.404 0.783 

PeerPressure 0.295 0.228 0.000 0.884 

PeerTax 0.176 0.146 0.000 0.484 

RepatStatut 0.003 0.009 0.000 0.052 

Revenues 1.122 0.769 0.000 3.490 

LobbyDum 0.369 0.484 0 1 

DTTDum 0.152 0.360 0 1 

IPDum 0.018 0.135 0.000 1.000 

CapInt 0.062 0.062 0.000 0.342 
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Table IX 

Correlation Matrix 

Correlation of variables in our regressions using (A) the complete sample and (B) our Propensity Score sample. See 

Appendix B for the complete definition of variables. 

 

 

Panel A.  Complete Sample of Non-Inverted Firms 

 

Inv 

Dum 

Log 

Asset 

Debt 

Ratio 

Cash 

Ratio 

Intang 

Ratio ROE 

Tax 

Rate P-P 

Peer 

Tax 

Repat 

Statut Revs 

DTT 

Dum 

IP 

Dum 

Cap 

Int 

InversionDum 1.00 
        

 
   

 

LogAsset 0.03 1.00 
       

 
   

 

DebtRatio 0.01 0.33 1.00 
      

 
   

 

CashRatio 0.00 -0.18 -0.44 1.00 
     

 
   

 

IntangiblesRatio 0.02 0.27 0.07 -0.17 1.00 
    

 
   

 

ROE 0.00 0.00 -0.01 0.01 -0.01 1.00 
   

 
   

 

TaxRate -0.02 0.03 0.05 -0.12 0.05 0.00 1.00 
  

 
   

 

PeerPressure 0.03 0.08 -0.03 -0.02 0.02 0.00 -0.09 1.00 
 

 
   

 

PeerTax 0.01 0.24 -0.02 0.05 0.24 0.00 -0.10 0.20 1.00  
   

 

RepatStatut 0.01 0.06 -0.02 0.05 0.02 0.00 -0.05 0.04 0.04 1.00     

Revenues -0.02 -0.23 0.04 -0.16 -0.14 0.01 0.12 -0.16 -0.10 -0.03 1.00 
  

 

DTTDum 0.26 0.07 0.00 0.02 0.07 -0.01 -0.03 0.07 0.04 0.01 -0.06 1.00 
 

 

IPDum 0.14 0.02 0.01 0.00 0.03 0.00 -0.01 0.01 0.00 0.00 -0.02 0.27 1.00  

CapInt -0.01 -0.09 -0.02 -0.17 -0.25 0.00 0.04 -0.04 -0.13 -0.01 0.01 -0.02 -0.01 1.00 

 

Panel B. Propensity Score Matched Sample 

 

Inv 

Dum 

Log 

Asset 

Debt 

Ratio 

Cash 

Ratio 

Intan 

Ratio ROE 

Tax 

Rate P-P 

Peer 

Tax 

Repat 

Statut Revs 

Lobby 

Dum 

DTT 

Dum 

IP 

Dum 

Cap 

Int 

InversionDum 1.00 
        

 
 

 
 

  

LogAsset 0.25 1.00 
       

 
 

 
 

  

DebtRatio 0.10 0.34 1.00 
      

 
 

 
 

  

CashRatio 0.10 -0.31 -0.39 1.00 
     

 
 

 
 

  

IntangRatio 0.18 0.28 0.21 -0.24 1.00 
    

 
 

 
 

  

ROE -0.37 0.17 -0.15 -0.26 -0.13 1.00 
   

 
 

 
 

  

TaxRate -0.32 0.13 0.04 -0.31 0.14 0.29 1.00 
  

 
 

 
 

  

PeerPressure 0.39 0.15 0.00 -0.05 0.11 -0.05 -0.24 1.00 
 

 
 

 
 

  

PeerTax 0.11 0.07 0.12 -0.07 0.23 -0.03 -0.02 0.18 1.00  
 

 
 

  

RepatStatut 0.14 0.15 -0.23 0.11 0.01 0.12 -0.15 0.18 0.02 1.00      

Revenues -0.40 -0.34 0.01 -0.16 -0.19 0.23 0.14 -0.20 0.11 -0.15 1.00  
 

  

LobbyDum 0.06 0.28 0.10 -0.09 0.12 0.10 0.09 -0.11 0.08 0.04 -0.04 1.00    

DTTDum 0.71 0.17 0.00 0.14 0.30 -0.42 -0.31 0.22 0.11 0.08 -0.34 0.02 1.00   

IPDum 0.25 0.04 0.00 0.04 0.13 -0.04 -0.04 -0.05 -0.03 -0.02 -0.06 0.11 0.32 1.00  

CapInt -0.10 0.01 -0.10 -0.08 -0.31 0.13 0.03 -0.07 -0.30 0.01 0.09 0.05 -0.07 -0.01 1.00 
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Table X 

Determinants of USA Corporate Inversion: LPM - Complete Sample 

This table presents LPM regressions excluding (1, 3) and including (2, 4) sector and year dummies for the entire 

sample of firms. (3) and (4) use a Sales-based Peer-Pressure metric. Regression of equation (1):  
𝐼𝑛𝑣𝑒𝑟𝑠𝑖𝑜𝑛𝐷𝑢𝑚𝑖,𝑡 = α + 𝛽1𝑃𝑒𝑒𝑟𝑃𝑟𝑒𝑠𝑠𝑢𝑟𝑒𝑖,𝑡 + 𝛽2𝑃𝑒𝑒𝑟𝑇𝑎𝑥𝑖,𝑡 + 𝛽3𝐿𝑜𝑔𝐴𝑠𝑠𝑒𝑡𝑖,𝑡 + 𝛽4𝐷𝑒𝑏𝑡𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 +

𝛽5𝐶𝑎𝑠ℎ𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 + 𝛽6𝐼𝑛𝑡𝑎𝑛𝑔𝑖𝑏𝑙𝑒𝑠𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 + 𝛽7𝑅𝑂𝐸𝑖,𝑡 + 𝛽8𝑇𝑎𝑥𝑅𝑎𝑡𝑒𝑖,𝑡 + 𝛽9𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠𝑖,𝑡 + 𝛽10𝐷𝑇𝑇𝐷𝑢𝑚𝑖,𝑡 +

𝛽11𝐼𝑃𝐷𝑢𝑚𝑖,𝑡 + 𝛽12𝐶𝑎𝑝𝐼𝑛𝑡𝑖,𝑡 + 𝜆𝑡 + 𝜏𝑖 + 𝜀𝑖,𝑡  (1). The dependent variable is indicated at the top of columns. See 

Appendix B for the complete definition of variables. λ and τ are sector and year fixed effects. All specifications 

utilize heteroscedasticity robust standard errors. Statistical significance at the 10%, 5% and 1% levels is denoted by 

*, ** and ***, respectively. 

 

PeerPressure Basis Market Value Market Value Sales Sales 

 InversionDum InversionDum InversionDum InversionDum 

 (1) (2) (3) (4) 

PeerPressure 0.00158** 0.00156** 0.00156*** 0.00184*** 

 (2.532) (2.187) (2.618) (2.601) 

PeerTax -0.000914* -0.00390** -0.000632 -0.00340** 

 (-1.710) (-2.271) (-1.214) (-2.097) 

LogAsset 0.000127** 6.75e-05 0.000125** 6.94e-05 

 (2.018) (0.930) (2.002) (0.952) 

DebtRatio 0.00104 0.000743 0.00111 0.000792 

 (1.358) (0.941) (1.443) (1.003) 

CashRatio -0.000162 -0.000101 -0.000212 3.77e-06 

 (-0.194) (-0.119) (-0.255) (0.00444) 

IntangiblesRatio 0.000113 0.000275 4.95e-05 0.000377 

 (0.125) (0.301) (0.0543) (0.412) 

ROE -2.71e-05 -2.32e-05 -2.72e-05 -2.32e-05 

 (-1.333) (-1.172) (-1.333) (-1.169) 

TaxRate -0.00116** -0.00110* -0.00114** -0.00109* 

 (-2.155) (-1.958) (-2.109) (-1.943) 

Revenues -0.000215* -8.30e-05 -0.000226* -6.50e-05 

 (-1.761) (-0.690) (-1.829) (-0.535) 

DTTDum 0.0944*** 0.0945*** 0.0944*** 0.0944*** 

 (6.754) (6.759) (6.753) (6.759) 

IPDum 0.110 0.109 0.110 0.109 

 (1.560) (1.523) (1.560) (1.523) 

CapInt -0.000901 -0.00161 -0.000710 -0.00155 

 (-0.601) (-1.164) (-0.471) (-1.121) 

Constant -0.00217* -0.000568 -0.00223* -0.000835 

 (-1.907) (-0.405) (-1.930) (-0.590) 

     

Observations 79,428 78,809 79,429 78,810 

Sector & Year Fixed Effects N Y N Y 

R-squared 0.072 0.074 0.072 0.074 
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Table XI 

Determinants of USA Corporate Inversion: PROBIT– Complete Sample 

This table presents Probit regressions excluding (1) and including (2,3,4) sector and year dummies. (2), (3) and (4) 

use a Market Value, Fama 48 Industries and Sales-based PeerPressure metric respectively. Regression of equation 

(1): 𝐼𝑛𝑣𝑒𝑟𝑠𝑖𝑜𝑛𝐷𝑢𝑚𝑖,𝑡 = α + 𝛽
1

𝑃𝑒𝑒𝑟𝑃𝑟𝑒𝑠𝑠𝑢𝑟𝑒𝑖,𝑡 + 𝛽
2

𝑃𝑒𝑒𝑟𝑇𝑎𝑥𝑖,𝑡 + 𝛽
3

𝑅𝑒𝑝𝑎𝑡𝑆𝑡𝑎𝑡𝑢𝑡
𝑖,𝑡

+ 𝛽
4
𝐿𝑜𝑔𝐴𝑠𝑠𝑒𝑡

𝑖,𝑡
+

𝛽
5

𝐷𝑒𝑏𝑡𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 + 𝛽
6

𝐶𝑎𝑠ℎ𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 + 𝛽
7
𝐼𝑛𝑡𝑎𝑛𝑔𝑖𝑏𝑙𝑒𝑠𝑅𝑎𝑡𝑖𝑜

𝑖,𝑡
+ 𝛽

8
𝑅𝑂𝐸𝑖,𝑡 + 𝛽

9
𝑇𝑎𝑥𝑅𝑎𝑡𝑒𝑖,𝑡 + 𝛽

10
𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠𝑖,𝑡 +

𝛽
11

𝐷𝑇𝑇𝐷𝑢𝑚𝑖,𝑡 + 𝛽
12

𝐼𝑃𝐷𝑢𝑚𝑖,𝑡 + 𝛽
13

𝐶𝑎𝑝𝐼𝑛𝑡
𝑖,𝑡

+ 𝜆𝑡 + 𝜏𝑖 + 𝜀𝑖,𝑡 (1). The dependent variable is indicated at the top 

of columns. See Appendix B for the complete definition of variables. λ and τ are sector and year fixed effects. 

Statistical significance at the 10%, 5% and 1% levels is denoted by *, ** and ***, respectively. 

 

PeerPressure Basis Market Value Market Value Sales Fama-French 48 

 InversionDum InversionDum InversionDum InversionDum 

 (1) (2) (3) (4) 

PeerPressure 0.831*** 0.829*** 1.024*** 0.565*** 

 (3.101) (3.093) (3.812) (2.708) 

PeerTax -1.627*** -1.627*** -1.592*** -2.413** 

 (-3.103) (-3.103) (-3.103) (-2.229) 

RepatStatut  0.498*** 0.525*** 0.525*** 

  (3.154) (3.331) (3.323) 

LogAsset 0.0231 0.0227 0.0192 0.0273 

 (0.987) (0.967) (0.832) (1.194) 

DebtRatio 0.445 0.449 0.474* 0.434 

 (1.627) (1.640) (1.728) (1.594) 

CashRatio 0.00997 0.00616 0.0302 -0.0560 

 (0.0242) (0.0149) (0.0733) (-0.139) 

IntangiblesRatio -0.112 -0.114 -0.0829 -0.135 

 (-0.342) (-0.348) (-0.256) (-0.426) 

ROE -0.00350 -0.00348 -0.00317 -0.00205 

 (-1.008) (-1.002) (-0.910) (-0.572) 

TaxRate -0.464** -0.462** -0.450** -0.411** 

 (-2.567) (-2.549) (-2.455) (-2.328) 

Revenues -0.193* -0.194* -0.197* -0.167 

 (-1.710) (-1.711) (-1.690) (-1.636) 

DTTDum 2.091*** 2.092*** 2.075*** 2.149*** 

 (14.03) (14.02) (13.84) (14.31) 

IPDum 0.318 0.319 0.337 0.260 

 (1.101) (1.106) (1.157) (0.910) 

CapInt -1.531 -1.548 -1.743 -1.785 

 (-1.397) (-1.406) (-1.575) (-1.636) 

Constant -5.245*** -5.238*** -5.507*** -5.304*** 

 (-6.253) (-6.233) (-6.500) (-6.409) 

     

Observations 46,899 46,899 46,899 46,899 

Sector & Year Fixed Effects Y Y Y Y 

Pseudo R-squared 0.427 0.428 0.431 0.418 
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Table XII 

Determinants of USA Corporate Inversion: Propensity Score Matched Sample 

This table presents LPM regression with sector and year dummies (1) and Probit regressions (2, 3, 4) for our 

propensity score matched sample of 1 treated firm and 10 controls. (2), (3) and (4) use a Market Value-based, Sales-

based and FF 48 Industries based Peer-Pressure metric respectively. Regression of equation (1): 

𝐼𝑛𝑣𝑒𝑟𝑠𝑖𝑜𝑛𝐷𝑢𝑚𝑖,𝑡 = α + 𝛽1𝑃𝑒𝑒𝑟𝑃𝑟𝑒𝑠𝑠𝑢𝑟𝑒𝑖,𝑡 + 𝛽2𝑃𝑒𝑒𝑟𝑇𝑎𝑥𝑖,𝑡 + 𝛽3𝑅𝑒𝑝𝑎𝑡𝑆𝑡𝑎𝑡𝑢𝑡 + 𝛽4𝐿𝑜𝑔𝐴𝑠𝑠𝑒𝑡𝑖,𝑡 +

𝛽5𝐷𝑒𝑏𝑡𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 + 𝛽6𝐶𝑎𝑠ℎ𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 + 𝛽7𝐼𝑛𝑡𝑎𝑛𝑔𝑖𝑏𝑙𝑒𝑠𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 + 𝛽8𝑅𝑂𝐸𝑖,𝑡 + 𝛽9𝑇𝑎𝑥𝑅𝑎𝑡𝑒𝑖,𝑡 + 𝛽10𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠𝑖,𝑡 +

𝛽11𝐷𝑇𝑇𝐷𝑢𝑚𝑖,𝑡 + 𝛽12𝐶𝑎𝑝𝐼𝑛𝑡𝑖,𝑡 + 𝛽13𝐿𝑜𝑏𝑏𝑦𝐷𝑢𝑚𝑖,𝑡 + 𝜆𝑡 + 𝜏𝑖 + 𝜀𝑖,𝑡  (1). The dependent variable is indicated at the 

top of columns. See Appendix B for the complete definition of variables. λ and τ are sector and year fixed effects. 

Statistical significance at the 10%, 5% and 1% levels is denoted by *, ** and ***, respectively. 

 

PeerPressure Basis Market Value Market Value Sales Fama-French 48 

 (1) (2) (3) (4) 

VARIABLES InversionDum InversionDum InversionDum InversionDum 

PeerPressure 0.404*** 4.439*** 3.906*** 0.861 

 (3.418) (4.360) (4.405) (1.281) 

PeerTax -0.133 0.910 1.720* 1.613 

 (-0.476) (0.845) (1.778) (1.581) 

RepatStatut  27.57* 36.13** 24.35* 

  (1.750) (2.193) (1.834) 

LogAsset 0.0275 0.0606 0.0817 0.208* 

 (1.631) (0.486) (0.692) (1.814) 

DebtRatio 0.00255 2.766*** 3.790*** 1.309** 

 (0.0267) (2.582) (3.051) (1.964) 

CashRatio 0.0317 1.245 1.364 0.164 

 (0.277) (0.925) (1.099) (0.190) 

IntangiblesRatio -0.0688 -2.045** -1.612 -0.938 

 (-0.518) (-2.139) (-1.599) (-0.947) 

ROE -0.202*** -2.412** -2.524*** -1.404*** 

 (-2.815) (-2.264) (-2.616) (-3.110) 

TaxRate -0.186 0.0249 -0.494 -1.539** 

 (-1.557) (0.0269) (-0.551) (-1.982) 

Revenues -0.0157 -0.824** -0.720** -0.471 

 (-0.508) (-2.283) (-2.166) (-1.627) 

DTTDum 0.661*** 3.342*** 3.247*** 2.452*** 

 (7.460) (4.921) (4.872) (4.887) 

Capital Intensity -0.141 -2.570 -0.716 -1.259 

 (-0.396) (-0.731) (-0.195) (-0.461) 

Lobby Dum 0.0741 0.644* 0.463 0.256 

 (1.649) (1.897) (1.360) (0.870) 

Constant -0.446 -4.995* -6.028** -5.812** 

 (-1.323) (-1.781) (-2.305) (-2.436) 

     

Observations 212 217 217 217 

Specification LPM Probit Probit Probit 

Sector & Year Fixed Effects Y N N N 

R-squared (Pseudo in Probit) 0.737 0.672 0.670 0.580 
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Table XIII 

Determinants of USA Corporate Inversion: IV Approach – Complete Sample 

This table presents (1, 3) IV Probit regressions with (2, 4) corresponding first stage results using IP Box 

implementation as instrument of PeerPressure. Market Value and Sales Based Peer Pressure metric respectively for 

each specification pair. Complete sample of inverted and non-inverted firms. Regression of equation (1): 

𝐼𝑛𝑣𝑒𝑟𝑠𝑖𝑜𝑛𝐷𝑢𝑚𝑖,𝑡 = α + 𝛽1𝑃𝑒𝑒𝑟𝑃𝑟𝑒𝑠𝑠𝑢𝑟𝑒𝑖,𝑡 + 𝛽2𝑃𝑒𝑒𝑟𝑇𝑎𝑥𝑖,𝑡 + 𝛽3𝐿𝑜𝑔𝐴𝑠𝑠𝑒𝑡𝑖,𝑡 + 𝛽4𝐷𝑒𝑏𝑡𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 +

𝛽5𝐶𝑎𝑠ℎ𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 + 𝛽6𝐼𝑛𝑡𝑎𝑛𝑔𝑖𝑏𝑙𝑒𝑠𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 + 𝛽7𝑅𝑂𝐸𝑖,𝑡 + 𝛽8𝑇𝑎𝑥𝑅𝑎𝑡𝑒𝑖,𝑡 + 𝛽9𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠𝑖,𝑡 + 𝛽10𝐷𝑇𝑇𝐷𝑢𝑚𝑖,𝑡 +

𝛽11𝐼𝑃𝐷𝑢𝑚𝑖,𝑡 + 𝜆𝑡 + 𝜏𝑖 + 𝜀𝑖,𝑡  (1). The dependent variable is indicated at the top of columns. See Appendix B for 

the complete definition of variables. λ and τ are sector and year fixed effects. Statistical significance at the 10%, 5% 

and 1% levels is denoted by *, ** and ***, respectively. 

 

PeerPressure Basis Market Value Market Value Sales Sales 

 1st Stage 2nd Stage 1st Stage 2nd Stage 

 PeerPressure InversionDum PeerPressure InversionDum 

 (1) (2) (3) (4) 

PeerPressure  3.890**  4.280*** 

  (2.527)  (3.234) 

PeerTax 0.212*** -0.877* 0.219*** -0.830* 

 (43.33) (-1.763) (41.90) (-1.673) 

LogAsset -0.00372*** 0.0443*** -0.00375*** 0.0385** 

 (-8.978) (2.578) (-8.797) (2.384) 

DebtRatio -0.0467*** 0.427** -0.0701*** 0.523*** 

 (-12.30) (2.152) (-18.13) (2.941) 

CashRatio -0.0635*** 0.258 -0.0966*** 0.406 

 (-13.17) (0.962) (-18.81) (1.601) 

IntangiblesRatio -0.0305*** 0.314 -0.0643*** 0.442** 

 (-6.401) (1.461) (-13.45) (2.404) 

ROE 7.24e-05 -0.00274 5.61e-05 -0.00254 

 (0.210) (-1.604) (0.167) (-1.382) 

TaxRate -0.0489*** -0.172 -0.0502*** -0.108 

 (-12.61) (-0.661) (-12.49) (-0.395) 

Revenues -0.0303*** -0.0261 -0.0329*** 0.00387 

 (-29.33) (-0.186) (-32.26) (0.0262) 

DTTDum 0.180*** 0.862 0.186*** 0.598 

 (19.29) (0.992) (20.94) (0.614) 

IPImplementation 0.0290***  0.0215***  

 (16.40)  (12.10)  

Constant 0.159*** -5.738*** 0.203*** -5.385** 

 (19.96) (-3.351) (20.35) (-2.574) 

     

Observations 80,004 80,004 80,005 80,005 

Sector Fixed Effects Y Y Y Y 
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Table XIV 

Impact of Peer-Pressure on Firm’s Value, Revenues and Growth: Complete Sample 

This table presents OLS regressions including sector and year fixed effects. Regression of equation: 𝐿𝑛𝑇𝑜𝑏𝑖𝑛𝑖,𝑡 =

𝛼 + 𝛽1𝑃𝑒𝑒𝑟𝑃𝑟𝑒𝑠𝑠𝑢𝑟𝑒𝑖,𝑡 + 𝛽2𝑃𝑒𝑒𝑟𝑇𝑎𝑥𝑖,𝑡 + 𝛽3𝐿𝑜𝑔𝐴𝑠𝑠𝑒𝑡𝑖,𝑡 + 𝛽4𝐷𝑒𝑏𝑡𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 + 𝛽5𝐶𝑎𝑠ℎ𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 +

𝛽6𝐼𝑛𝑡𝑎𝑛𝑔𝑖𝑏𝑙𝑒𝑠𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 + 𝛽7𝑅𝑂𝐸𝑖,𝑡 + 𝛽8𝑇𝑎𝑥𝑅𝑎𝑡𝑒𝑖,𝑡 + 𝛽9𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠𝑖,𝑡 + 𝛽10𝐶𝑎𝑝𝐼𝑛𝑡𝑖,𝑡 + 𝜆𝑡 + 𝜏𝑖 + 𝜀𝑖,𝑡. The 

dependent variable is indicated at the top of columns. See Appendix B for the complete definition of variables. The 

loss of revenues by disadvantaged firms  suggest potential channel through which peer-pressure ultimately 

renders value destruction for US firms. λ and τ are sector and year fixed effects. Statistical significance at the 10%, 

5% and 1% levels is denoted by *, ** and ***, respectively.  

 

PeerPressure Basis Market Value Fama-French 48  Market Value Market Value 

 LnTobin LnTobin Revenues Growth 

 (1) (2) (3) (4) 

PeerPressure -0.0210** -0.0176* -0.412*** -0.0239*** 

 (-2.467) (-1.846) (-33.73) (-24.32) 

PeerTax -0.107*** -0.426*** 0.0185 0.0294*** 

 (-4.354) (-9.521) (0.529) (11.01) 

LogAsset 0.0289*** 0.0293*** -0.0905*** -0.00137*** 

 (29.13) (29.55) (-65.10) (-11.09) 

DebtRatio -0.236*** -0.235*** 0.285*** -0.0161*** 

 (-22.67) (-22.63) (22.06) (-14.46) 

CashRatio 1.030*** 1.028*** -0.831*** -0.0733*** 

 (69.24) (69.04) (-48.62) (-55.03) 

IntangiblesRatio 0.312*** 0.313*** -1.037*** -0.0996*** 

 (26.15) (26.28) (-63.87) (-80.80) 

ROE 0.00367 0.00365   

 (1.337) (1.335)   

TaxRate 0.00974 0.00990 0.359*** 0.00644*** 

 (1.038) (1.057) (28.46) (5.625) 

Revenues 0.0688*** 0.0714***  -0.00921*** 

 (26.31) (27.26)  (-26.43) 

Capital Intensity 1.634*** 1.619*** -1.153***  

 (54.28) (53.89) (-28.09)  

Constant -0.356*** -0.313*** 3.152*** 0.131*** 

 (-16.78) (-14.16) (112.7) (48.44) 

     

Observations 76,364 76,364 79,876 79,876 

Sector & Year Fixed Effects Y Y Y Y 

R-squared 0.255 0.255 0.290 0.242 

 

 

 

  



51 
 

Table XV 

Peer-Pressure impact on firm’s revenues and profitability 

US domestic firms in our sample are ranked each year in quintiles according to the offshore-to-domestic sales ratio. 

Peer-Pressure quintiles are constructed independently, similar to Table II. Return on Assets, Return on Sales and 

Revenues as percentage of the assets of a firm are presented for both the first quintile and the fifth quintile of P-P 

and the mean difference is evaluated. All differences are statistically significant at the one percent level (***). The 

difference between the first and fifth quintile of P-P increases as we escalate the Offshore-Domestic Sales quintiles. 

 

 

 

 

 

 

 

  

P-P Q1 P-P Q5 Diff P-P Q1 P-P Q5 Diff P-P Q1 P-P Q5 Diff 

( 1 ) ( 2 ) ( 3 ) ( 4 ) ( 5 ) ( 6 ) ( 7 ) ( 8 ) ( 9 )

1 0.076 0.052 0.024*** -0.024 -0.200 0.176*** 1.156 0.998 0.158***

2 0.092 0.071 0.021*** -0.011 -0.120 0.109*** 1.133 1.048 0.085***

3 0.092 0.062 0.030*** -0.017 -0.150 0.132*** 1.188 0.988 0.200***

4 0.075 0.027 0.047*** -0.094 -0.304 0.210*** 1.162 0.943 0.220***

5 0.035 -0.065 0.100*** -0.127 -0.575 0.447*** 1.154 0.800 0.353***O
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Table XVI 

Firm Value and Incorporation in Top and Bottom Inversion Destinations: Complete Sample 

This table presents OLS regressions including sector and year fixed effects. Regression of equation: 𝐿𝑛𝑇𝑜𝑏𝑖𝑛𝑖,𝑡 =

𝛼 + 𝛽1𝑇𝑜𝑝(𝐵𝑜𝑡𝑡𝑜𝑚)𝑖,𝑡 + 𝛽2𝑃𝑒𝑒𝑟𝑃𝑟𝑒𝑠𝑠𝑢𝑟𝑒𝑖,𝑡 + 𝛽3𝑃𝑒𝑒𝑟𝑇𝑎𝑥𝑖,𝑡 + 𝛽4𝐿𝑜𝑔𝐴𝑠𝑠𝑒𝑡𝑖,𝑡 + 𝛽5𝐷𝑒𝑏𝑡𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 +

𝛽6𝐶𝑎𝑠ℎ𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 + 𝛽7𝐼𝑛𝑡𝑎𝑛𝑔𝑖𝑏𝑙𝑒𝑠𝑅𝑎𝑡𝑖𝑜𝑖,𝑡 + 𝛽8𝑅𝑂𝐸𝑖,𝑡 + 𝛽9𝑇𝑎𝑥𝑅𝑎𝑡𝑒𝑖,𝑡 + 𝛽10𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠𝑖,𝑡 + 𝛽11𝐶𝑎𝑝𝐼𝑛𝑡𝑖,𝑡 + 𝜆𝑡 +

𝜏𝑖 + 𝜀𝑖,𝑡. The dependent variable is indicated at the top of columns. See Appendix B for the complete definition of 

variables. λ and τ are sector and year fixed effects. Building on the works of Daines (2001) we find that incorporation 

in the top inversion destinations is associated with increased firm value. All specifications utilize heteroscedasticity 

robust standard errors. Statistical significance at the 10%, 5% and 1% levels is denoted by *, ** and ***, 

respectively. 

 

Peer-Pressure Basis Market Value  

 LnTobin LnTobin LnTobin LnTobin LnTobin 

 (1) (2) (3) (4) (5) 

Ireland 0.112***    0.113*** 

 (4.919)    (4.937) 

Bermuda  0.0551*   0.0571** 

  (1.939)   (2.005) 

Denmark   0.0837  0.0835 

   (1.478)  (1.475) 

Luxembourg    0.272 0.273 

    (1.603) (1.617) 

PeerPressure -0.0236*** -0.0209** -0.0207** -0.0208** 0.0284*** 

 (-2.776) (-2.463) (-2.435) (-2.444) (28.65) 

PeerTax -0.102*** -0.104*** -0.105*** -0.105*** -0.235*** 

 (-4.124) (-4.212) (-4.242) (-4.245) (-22.60) 

LogAsset 0.0285*** 0.0288*** 0.0288*** 0.0288*** 1.029*** 

 (28.67) (29.03) (29.04) (29.05) (69.32) 

DebtRatio -0.235*** -0.235*** -0.235*** -0.235*** 0.310*** 

 (-22.59) (-22.60) (-22.59) (-22.59) (25.99) 

CashRatio 1.029*** 1.030*** 1.030*** 1.030*** 0.00369 

 (69.33) (69.39) (69.40) (69.39) (1.341) 

IntangiblesRatio 0.310*** 0.312*** 0.312*** 0.312*** 0.0111 

 (26.01) (26.18) (26.19) (26.18) (1.189) 

ROE 0.00369 0.00368 0.00368 0.00368 -0.0241*** 

 (1.341) (1.340) (1.340) (1.340) (-2.826) 

TaxRate 0.0109 0.0106 0.0104 0.0104 -0.101*** 

 (1.168) (1.127) (1.114) (1.109) (-4.100) 

Revenues 0.0691*** 0.0692*** 0.0691*** 0.0691*** 0.0692*** 

 (26.43) (26.44) (26.43) (26.42) (26.45) 

Capital Intensity 1.635*** 1.635*** 1.634*** 1.634*** - 

 (54.39) (54.37) (54.36) (54.36)  

Constant -0.350*** -0.356*** -0.356*** -0.356*** 1.636*** 

 (-16.46) (-16.78) (-16.78) (-16.78) (54.40) 

     -0.350*** 

Observations 76,530 76,530 76,530 76,530 (-16.46) 

Sector & Year Fixed Effects Y Y Y Y Y 

R-squared 0.255 0.255 0.255 0.255 0.255 
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