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ABSTRACT: This study evaluates the impact of corporate income tax on foreign direct investment (FDI) in 6 Southeast Asian
countries from 1999 to 2022, under the context of the preparation for the Global minimum tax application in many countries in
and outside the region. Using classical panel data models (Fixed Effects and Random Effects model), the findings show no
significant impact of corporate income tax on FDI inflows to ASEAN nations. Observing the effects of other factors on foreign
investments, the study discovers the significant role of infrastructure in attracting FDI for the entire sample. Additionally, we find
significant positive impacts of trade openness and significant negative impacts of political stability on FDI inflows for the
developing nations in the area. Interestingly, we find positive relationships between economic shocks and FDI and the region's
quick recovery of foreign investment flows. Based on the results, we provide several valuable academic and policy suggestions.
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I. INTRODUCTION

Economic development is one of the main concerns for policymakers worldwide, especially for developing countries. Amongst
the major determinants of economic growth, Foreign direct investments (FDI) play an undeniable role in creating jobs, improving
living standards, increasing income, and generating higher government revenue (Xu & Wu, 2021). Various policies have been
implemented to encourage the inflow of FDI, including income tax policy. In addition to specific tax incentives given to qualified
investments, corporate income tax reduction is an often-used instrument for attracting FDI as it reduces the net returns of
investments (IMF et al., 2015). After the global economic slowdown caused by the 2008 financial crisis, the declining corporate
income tax rate trend became more apparent, resulting in tax competition among countries (Devereux et al., 2008). However,
corporate tax cuts to attract FDI face potential challenges when the global minimum tax becomes officially effective in many
countries in 2024. UNCTAD (2022a) notes that introducing the global minimum tax would significantly impact the location and
scale of investment and profit-shifting activities and set a limit on downward tax competition between countries to attract real
investment and tax base. Hence, it’s crucial to prudentially assess the impact of tax cuts on FDI inflows in recent periods,
particularly on FDI-attracting countries, to examine the possible effects of the global minimum tax and suggest suitable policy
changes.

Amongst developing regions, ASEAN is the second-largest recipient of FDI (after China) and demonstrates continuous economic
growth despite several economic shocks. According to UNCTAD (2022b), despite the 2020 Covid-19 pandemic, ASEAN’s share of
global FDI inflows rose significantly in the current period, from an annual average of 7% in 2011-2017 to 11% in 2018-2019, and
12% in 2020-2021. In addition, ASEAN countries are actively using tax cuts to attract more FDI since the economic downturn
resulting from the financial crisis of 2008. For example, during the period from 2008-2022, some countries had significant
reductions in corporate income tax rates, such as the Philippines (from 35% to 20%), Indonesia and Thailand (from 30% to 20%)
or Vietnam (from 28% to 20%); some other countries had small decreases as their tax rates are already low like Malaysia (26% to
24%) and Singapore (18% to 17%). This trend is believed to make the ASEAN region more geographically favorable as multinational
firms take regional importance into their investment decisions and tend to concentrate within specific areas (Ghemawat, 2003).
Furthermore, most ASEAN countries have planned to implement the Global Minimum Tax (GMT) in 2024 (e.g. Thailand and
Indonesia) or 2025 (e.g. Singapore and Malaysia), except for the case of Vietnam. In November 2023, the Vietnamese National
Assembly approved the Resolution to apply a global minimum effective corporate tax rate of 15% for large multinational
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enterprises (MNEs) with global revenue of EUR 750 million or more from January 1, 2024 (MOF, 2023). Hence, Southeast Asian
countries provide an exciting context for studies regarding the impacts of corporate tax cuts on FDI attraction.

Despite its common practice, the empirical findings regarding the impact of corporate income tax on FDI are somewhat
inconclusive, particularly in the case of ASEAN economies. The majority of studies find significant negative influences of corporate
income tax rates on the ability to attract FDI of a country, though the literature is quite scattered, with some studies using data
from developed countries such as the US, EU, or OECD (Wijieweera et al., 2007; Eshghi et al., 2016; Zagler, 2023), African countries
(Boly & Coulibaly, 2020; Edo et al., 2020; Mudenda, 2015; Saidu, 2015), Asian - Pacific countries (Xu & Wu, 2021); ASEAN (Siregar
et al., 2020). Some studies found no impact of corporate income tax on FDI, such as the study of Sujarwati and Qibthiyyah (2020)
on 112 countries and the study of Jensen (2012) on 19 OECD countries. Surprisingly, few studies found a positive impact of
corporate income tax on FDI, such as the study of Asih (2020) on ASEAN countries.

Due to the above reason, this study aims to assess the impact of corporate income tax competition on FDI inflows in Southeast
Asian countries, considering the effects of two economic shocks of 2008 (the global financial crisis) and 2020 (the COVID-19
pandemic). We employ a panel data analysis with a sample of six ASEAN countries, namely Vietnam, Singapore, Thailand, the
Philippines, Malaysia, and Indonesia, for 24 years (1999-2022). Our results report no impacts of the corporate income tax rate on
FDI, suggesting that reducing corporate income tax should not be treated as the main factor attracting foreign investments.
Additionally, we find significant positive impacts of infrastructure and economic shocks on FDI. Finally, we find the favorable role
of trade openness and the adverse role of political stability on FDI inflows to developing nations in the regions.

This study contributes to existing literature in the following ways. First, it attempts to fill the literature gap regarding the impact
of corporate income tax cuts on FDI in ASEAN countries. Second, it accounts for the effects of economic shocks in attracting FDI.
Third, it provides valuable policy recommendations for ASEAN countries to consider factors that truly help to attract FDI while
moving forward with the global minimum tax application.

The remainder of this paper is structured as follows. Section 2 discusses theoretical frameworks explaining the impacts of tax
cuts on FDI and summarizes the empirical evidence. Section 3 presents the methods and data. Section 4 reports how corporate
income tax influences FDI inflows in ASEAN countries. Section 5 concludes the paper.

Il. LITERATURE REVIEW
A. Regulatory Frameworks

In the past, many theories or frameworks have been formed to explain and evaluate the relationship between FDI and an
economy's micro and macro aspects (Dunning, 1979; Piggott & Cook, 1999). According to Dunning (1979), there are four important
theories as follows:

First, the theory of industrial production organizations focuses on identifying and evaluating which advantages best explain
the investment patterns of manufacturing enterprises when investing abroad. The main advantages pointed out are ownership,
innovation and technology, and differentiation in production (Caves, 1971).

The second group of theories studies the financial aspects of businesses' overseas investment activities. Theories in this group
are classified into two types: (1) theories that emphasize the imperfections of foreign exchange and capital markets, and (2)
theories that extend portfolio theory to explain the distribution of foreign investment activities according to industry and
geographical factors to diversify risks and stabilize income (Lessard, 1979).

The third group of theories focuses on explaining international production activities based on the theory of the firm.
Accordingly, imperfect market conditions, especially in the buying and selling of important output and input factors, as well as the
economic advantages of interdependent activities, have caused a business to decide to exploit foreign markets by internalizing
the market for those output and input factors (Coase, 1937; Macmanus, 1972).

However, it can be seen that although the above three theoretical groups have been focused on research, they only explain
some specific aspects of FDI. Therefore, the next theoretical framework - the Electic Paradigm method following the OLI
framework - is considered the most comprehensive one to explain the effects of macro and micro factors on FDI (Dunning 1979).
According to Dunning (1979), when deciding to invest abroad, a company will consider the following three tiers: ownership
advantage (O), location advantage (L), and internalization advantage (l). Ownership advantages include business scale,
diversification of products or production processes, ability to transfer advantages of scale, monopoly power, advanced technology,
superior products, brands, trademarks, management capacity, and research and development capabilities. Location advantages
include input cost groups such as cheap labor costs, availability of raw materials, transportation, and communication
infrastructure, tax rates and tariffs, investment climate, political stability, and infrastructure. Internalization advantage is directly
related to ownership advantage. This advantage appears when a company believes it can exploit internally through FDI instead of
direct sales or licensing. This advantage will help businesses avoid transaction costs, quotas, tariffs, and price controls.
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Thus, the relationship between corporate income tax and FDI can be explained based on location advantage in the OLI
framework. Specifically, according to Hajkova et al. (2007), because tax regulations can affect the decision to invest abroad by
multinational companies, tax regulations related to royalties and shares will change (increase or decrease) tax benefits related to
ownership. Hajkova et al. (2007) also believe that, in relation to location advantage, tax policies can determine the level of
competitiveness of the host country compared to other investment-receiving countries. Furthermore, concerning internalization
advantages, CIT can influence how much a multinational decides to internalize. This can happen because corporate income tax
can affect the difference between pre-tax and after-tax profits of FDI. As explained above, internalization is when a company uses
its ownership advantages instead of licensing companies in other countries to conduct business.

In addition to the OLI framework and the Electic Paradigm method, Tobin's Q theory of investment is one of the most
commonly used theories to explain the relationship between taxes and investment. According to Klemm and Van Parys (2012),
this theory explains the potential impact of taxes on FDI based on the neoclassical theory. The neoclassical investment theory of
optimal capital accumulation describes how the demand for investment capital responds to the relative prices of factor inputs
(Jorgenson, 1963).

Putting in perspective the relationship between taxes and FDI, Van Parys and James (2010) point out that the basic argument
of neoclassical investment theory is that a firm will continue to make investments as long as the benefits from the investment are
balanced with the cost of capital accumulation. In other words, as long as the benefit or net present value of the company's future
cash flows is greater than the cost of capital, the company still gains from its investment. Therefore, when taxes affect a firm's
cost of capital, taxes will also affect the level of investment in the sense that taxes will reduce the company's market value, thereby
reducing the level of investment incentives. Specifically, Romer (1996) explains that increasing taxes will reduce corporate profits,
thereby reducing market value.

B. Empirical evidence

The majority of studies find significant negative influences of corporate income tax rates on a country’s ability to attract FDI.

One of the first studies to evaluate the impact of taxes, especially corporate income tax, on FDI, was Hartman's (1984) study.
Hartman (1984) used time series data (1965-1979) to evaluate taxes' impact on US FDI investment. The results of this study show
that when the corporate income tax rate decreases by 10%, FDI investment in the US increases by 20.9%. Similarly, research by
Hines Jr (1993) evaluates the impact of different tax rates on FDI in US states and confirms that tax rates in each department have
an important influence on FDI. Specifically, Hines Jr (1993) reports that a 1% change in tax rate will result in an 8% difference in
investment proportion between foreign investors and all other investors.

Gastanaga et al. (1998) used data from 49 developing countries from 1970 to 1995 to evaluate the impact of taxes on FDI.
They concluded that corporate income tax rates have a negative impact on FDI. The author explains that at this time, investment
location has become an important factor affecting tax rates. With so many options for investing abroad, it's no surprise that
investment decisions depend heavily on locations with lower tax rates. Similarly, research by Demirhan and Masca (2008) using
data on 38 developing countries in the period 2000-2004 and research by Azemar and Delios (2008) on businesses in Japan also
found a negative effect of the corporate income tax rate on FDI.

Buettner and Ruf (2007) evaluate the impact of tax rates on the decision to open branches abroad of German multinational
companies. The authors showed that when tax rates increase by 10%, FDI will decrease by 12.5%. Hansson and Olofsdotter's
(2008) study of 14 European Union countries in the period 1986-2004 demonstrated that FDI has a negative relationship with the
difference in corporate income tax rates between the host country and the investing country. Specifically, when the tax rate
difference increases by 1%, FDI will decrease by 2.5-4% for that country.

Research has recently focused on developed economies and some developing regions such as Western Europe or Africa.
Economou et al.'s (2017) study evaluated factors affecting FDI in 24 OECD countries and 22 developing countries from 1980-2012.
The results show that low tax rates are an important factor affecting FDI along with other factors such as market size, labor costs,
and institutional factors in developing countries. As for developed countries, factors include trade openness, education system,
market size, labor costs, gross capital formation, and taxes. Another study by Azemar and Dharmapala (2019) reported that FDI
from 23 OECD countries to 113 developing countries increased by 97% between 2002 and 2012, and one of the reasons was the
agreement to reduce taxes between these countries. Research by Esteller-Moré et al. (2020) also showed similar results, when
the corporate income tax rate increased by 10%, the amount of FDI decreased by 3.4-1.9% in non-OECD countries in 2004. Using
another approach, Zagler (2023) examines 26 OECD countries and concludes that an increase in the ratio of the statutory tax rate
of FDI-receiving countries relative to the source country negatively influences FDI. Similar results are also found in studies of
African economies, including the study of Boly and Coulibaly (2020) on 19 African countries; Edo et al. (2020) and Saidu (2015) on
Nigeria; and Mudenda (2015) on Southern African countries. For the Asian regions, we found two studies by Xu and Wu (2021) on
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28 Asian-Pacific countries from 2000-2016 and Siregar (2020) on ASEAN countries from 1994-2018. Both studies report the adverse
impact of corporate income tax rates on FDI inflows.

Nevertheless, many studies found no impact of corporate income tax on FDI. Jensen (2012) examines 19 OECD economies
from 1980 to 2000 and concludes that corporate income tax rates and tax policy changes do not influence the flow of FDI. Hundany
and Orviska (2014) assess data from 26 EU Member States from 2004 to 2011 and report no impact of the statutory corporate
income tax rate on FDI along with significant impacts of other factors such as labor cost, the openness of the economy, GDP per
capita, firing costs, and public debt. Kinda (2016) uses services and manufacturing firm-level data from 30 sub-Saharan African
countries from 2000 to 2006 and concludes that taxation is not a significant driver for the location of foreign firms in the areas,
while other factors such as institutions, human capital, and infrastructure are. The study by Sujarwati and Quibthiyyah (2020) on
112 countries from 2003 to 2017 finds no significant negative effect of the corporate income tax rate on net FDI inflows. Still, it
reports that foreign investors are more interested in countries with broader market sizes and higher GDP.

Furthermore, the study of Asih (2020) on 6 ASEAN countries from 1996 to 2017, states that corporate income tax is found to
have a significant positive effect on FDI while tax holidays and investment allowance show negative impacts. Asih (2020) concludes
that the results should not be interpreted as that countries with higher corporate income tax rates are more attractive to foreign
investors. Still, they should be referred to as evidence that reducing tax rates and providing tax incentives might play non-
significant roles in drawing FDI into ASEAN countries.

From the above evidence, we find that the empirical evidence of corporate income tax and FDI are quite limited for the ASEAN
region, and the current evidence is conflicting. By researching this topic using the context of ASEAN countries and their plans to
apply Global minimum tax, we hope to make a valuable contribution to the current literature. Furthermore, as corporate income
tax is not the only factor affecting FDI inflows, we also consider other important factors, including political stability, infrastructure,
labor force, degree of economic openness, and economic shocks, as suggested in the literature (Nazir et al., 2022). We want to
propose the following hypothesis:

H1: Corporate income tax rates have negative effects on FDI inflows in ASEAN countries in the period 1999-2022.

H2: Political stability, infrastructure, labor force, trade openness, and economic shocks have positive effects on FDI inflows in
ASEAN countries in the period 1999-2022.

lll. METHODS
A. The model

Empirical studies on the determinants of FDI are extensive, and they have proposed many interacting factors related to a
country's ability to attract FDI, including (i) Market factors, (ii) Resources, (iii) Infrastructure, and (iv) Policy institutions.

Market factors include economic factors related to the host country, such as market size, growth level, competitiveness,
economic growth, per capita income, investment level government, and international environment. Common measures for
market factors are GDP growth, GDP per capita, and market size. In addition, many other measures have been used, such as the
import/GDP ratio, export/import ratio, level of economic integration, and production/GDP ratio (Mundena, 2015). These factors
not only affect the expected profit level (through the impact on the business's revenue and costs) but can also affect the level of
risk that investors must bear, which in turn will affect the level of FDI attraction of the host country. Amirahmadi and Wu (1994)
observe that FDI tends to move to countries with greater purchasing power and more open markets. The large market size of the
host country would also allow foreign investors to exploit the economies of scale through the effective use of resources
(Charkrabarti, 2001). Nevertheless, the empirical evidence is inconsistent on the relationship between market size and FDI, with
some studies showing positive relationships (Ang, 2008; Asiedu, 2002) and some finding negative ones (Edwards, 1990; Jaspersen
et al., 2000).

Resource factors include geographical location, resources, and human resources. Geographic location and resources have an
important influence on FDI capital in fields such as tourism, hotels, mining, oil, etc. Countries that have the advantage of cheap
raw natural resources are often attractive investment destinations for foreign investors. Countries with advantages in natural
landscapes, water resources, environment, and raw materials will become attractive for investment capital in tourism services,
hotels, and restaurants. The impact of human resource factors on FDI has been tested extensively through empirical studies, but
empirical studies have yet to show consistent results. Some studies found positive evidence of cheap labor costs on FDI (Tsai,
1994; Hoang & Bui, 2015), while many have found negative ones (Saunders, 1982; Flamm, 1984; Culem, 1988) or no significant
impact (ODI, 1997; Masron & Nor, 2013). Some other studies measure the quality of labor resources using different metrics, such
as the “ratio of workers with degrees to the total number of workers” (Hans-Rimbert & Nguyen, 2002) or “number of university
lecturers per 1000 people” (Mayer & Nguyen, 2005). However, the labor quality and FDI results are also inconclusive, with studies
showing positive effects (Hans-Rimbert & Nguyen, 2002; Mayer & Nguyen, 2005) and some showing negative ones (Le, 2002).
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The infrastructure factor includes a system of facilities serving the socio-economy, such as transportation infrastructure,
information technology, electricity and water, industrial-economic zones, and service infrastructure. In theory, when a country
has high-quality infrastructure and is at a stage of development, it will attract more FDI due to increasing the potential efficiency
of investment projects (Bakar et al., 2012). However, ODI (1997) states that countries with poor and undeveloped infrastructure
can be a factor in attracting a large amount of FDI capital when their governments allow foreign parties to participate more in the
infrastructure sector. Most of the studies confirm the favorable influence of infrastructure on FDI (Hoang & Bui, 2015; Asih, 2020)
and few studies find no significant influence (Xaypanya et al., 2015).

The institutional factors include (1) state management decentralization mechanism and (2) policy system. Common measures
of institutional factors include the level of institutional change, the number of internal armed attacks, the level of effectiveness of
state management, the level of nationalism, or the role of government in the economy (Mundena, 2015). Common measures of
the policy system include corporate income tax, tax incentive policies, management points for joint venture activities... In general,
because institutional and policy factors have an important relationship with the stability of the socio-economic and political
environment, a country with a good policy and institutional structure will be able to attract more FDI capital than a country with
a poor policy and institutional structure (Benassy-Quere et al., 2007). This observation has been proven through quite consistent
research results of empirical studies such as Du et al.'s (2012) study on US multinational companies investing in China from 1993
to 2000; or research by Nguyen et al. (2014) on FDI attraction of 20 provinces of Vietnam in the period 2006-2010. These studies
all show that FDI capital flows tend to flow to localities with transparency in policy and institutional systems.

Hence, from the above literature and following the research model of Nazir et al. (2020), in addition to the corporate income
tax rate (TR), which is the main independent variable of the model, the authors included other critical independent variables that
affect the FDI, including financial stability index (PS), employment rate (LB), infrastructure (IF), and economic openness (DP).
Furthermore, to account for the impact of economic shocks of the 2008 financial crisis and the 2020 COVID-19 pandemic, we
added to the original model the CRISIS dummy variable. CRISIS takes the value 1 if the year is 2007, 2008, 2009, 2020, and 2021
(Coccia, 2022; RBA, 2024) and 0 otherwise. Specifically, the model is presented as follows:

FDIyy = a + BiTR; + BoPSic + B3LByr + BulFyr + BsDPye + BeCRISIS, + pyr (1)

In which:

+ FDI: foreign investment capital flows into each ASEAN country in the sample. Measured as a percentage of FDI inflows/GDP.

+ TR: normal corporate income tax rate according to the provisions of corporate income tax law in each country.

+ PS: Political Stability and Absence of Violence/Terrorism index.

+ IF: infrastructure, measured using electric consumption per capita.

+ LB: Labor force participation rate, measured as % of the total population age 15 and over.

+ DP: the openness of the economy, measured by the total import-export value over GDP in a year.

+ CRISIS: dummy, equal 1 for years with economic shock; and 0 otherwise.

B. Estimation methods

To test the impact of corporate income tax and other controlling factors on FDI, we implement panel data models, namely
OLS, Fixed Effects, and Random Effects. The procedure is performed as follows. First, as the 6 economies are in the same regions
with some common characteristics, we test cross-sectional dependence in the panel, using the Pesaran CD test. Second, the
Pesaran CD test results help us to determine whether to use the first (LLC, IPS) or second-generation panel unit root test (Pesaran
CIPS) (Kunst, 2016). Thirdly, we perform a panel data cointegration test to test for the presence of a long-run cointegration
relationship, using the Kao or Pedroni test (if our sample demonstrates no cross-sectional dependence) or the Westerlund test (if
our sample demonstrates cross-sectional dependence) (Stata, 2024). Fourthly, depending on the results of the 3 tests, appropriate
panel estimation methods are used. Finally, we perform robustness tests using another measure of corporate income tax and
subsamples.

C. Data

To evaluate the effect of corporate income tax on FDI, we use data from six ASEAN countries, namely Vietnam, Singapore,
Thailand, the Philippines, Malaysia, and Indonesia, for a period of 24 years (1999-2022). The data are strongly balanced and
collected from the World database.

Tables 1 and 2 present the descriptive statistics of FDI, corporate income tax rate, and other control variables used in the
estimation model. Table 1 describes each variable.
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Table 1: Variable description

Variable Variable name Description

FDI Foreign direct investment inflows Percentage of FDI inflow over GDP

TR Corporate income tax rate Statutory corporate income tax rate

PS Political stability Political Stability and Absence of Violence/Terrorism index.

LB Labor force participation % of the total population age 15 and over

IF Infrastructure Electric consumption per capita (kWh per capita)

DP Degree of economic openness Ratio of the total import-export value over GDP

CRISIS Economic shocks Dummy, equals 1 for years with economic shock; and 0
otherwise

Table 2 presents the descriptive statistics of FDI inflows, corporate income tax rate, and other control variables of the model.
As this table shows, ASEAN countries vary significantly regarding FDI attraction, statutory tax rate, political stability, labor
resources, infrastructure, and degree of economic openness. Regarding FDI, the average FDI inflows in ASEAN regions account for
more than 5%, but the highest ratio is 32%. Regarding the statutory tax rate, the average rate is more than 25%, with the lowest
rate being 17% and the highest rate being 35%.

Table 2: Summary statistics of dependent and independent variables

Variable description Variable Obs. Mean Std. Dev. Min Max

FDI inflows FDI 144 5.758 7.428 -2.757 32.691
Corporate income tax rate TR 144 25.508 4.902 17.000 35.000
Political stability PS 144 -0.210 0.946 -2.095 1.599
Labor force participation LB 144 67.278 5.124 54.750 77.200
Infrastructure IF 144 2929.783 2768.327 301.560 9168.817
Degree of economic openness DP 144 151.893 104.257 32.972 437.327
Economic shocks CRISIS 144 0.208 0.408 0.000 1.000

Obs. is the number of observations. Std. Dev is the standard deviation of each variable. The variables are defined in Table 1.

Table 3 reports the average value of each variable by country. Singapore and Vietnam attract the highest levels of FDI, followed
by Malaysia and Thailand. The Philippines has the highest average tax rate of 30%, Singapore has the lowest average tax rate of
19%, and other countries’s rates stay around the mean value of 25%. Singapore, Vietnam, and Malaysia demonstrate higher
political stability levels than the other countries. Vietnam, Thailand, and Singapore have higher levels of labor participation than
the different countries. Singapore and Malaysia rank the highest in infrastructure and degree of openness, followed by Thailand

and Vietnam.

Table 3: Variable distribution by country

Variable descirption Variable | Vietnam Singapore | Thailand Philippines | Malaysia Indonesia
FDI inflows FDI 4.865 20.787 2.653 1.725 3.299 1.221
Corporate income tax rate TR 25.375 19.292 25.542 30.255 25.833 26.75
Political stability PS 0.190 1.271 -0.6746 -1.21 0.183 -1.017
Labor force participation LB 74.551 68.390 70.929 60.597 62.688 66.514
Infrastructure IF 1274.595 | 8345.962 2124.6 732.648 4320.406 780.486
Degree of economic openness DP 139.902 360.779 124.025 70.619 165.311 50.722
Economic shocks CRISIS 0.208 0.208 0.208 0.208 0.208 0.208
Observations 24 24 24 24 24 24

The table report the mean value of each variable. The variables are defined in Table 1.
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IV. RESULTS
A. Estimation results

We perform different tests before estimating the baseline models to choose the appropriate panel data estimation method.

First, we tested for cross-sectional dependence on the sample using the Pesaran CD test, and the results are presented in Table 4.

The results show no cross-sectional dependence between panels in the estimation period from 1999 to 2022.

Table 4: Pesaran CD test for cross-dependence

HO: cross-sectional independence
H1: cross-sectional dependence

Persaran’s test of cross-sectional independence

1.172

Pr

0.2412

Second, due to the results of cross-sectional independence, we used the first-generation unit root test, which is reported in

Table 5. The results show that the two variables, FDI and CRISIS, are stationary at the levels. However, the panel unit root tests

fail to reject the null hypothesis at the 1% significance level, meaning that variables TR, PS, LB, IF, and DP are non-stationary in the

levels. Therefore, we proceeded to test the stationary of the first differences, and the results showed that all of them were

stationary in the first difference.

Table 5: Panel unit root test

HO: All Panel contain unit roots

H1: Some panels are stationary

Variable Level of variables First difference
Z(t)-stat. p-values Z(t)-stat. p-values

FDI -3.675 0.000 -7.107 0.000
TR 2.627 0.996 -4.912 0.000
PS -1.985 0.024 -6.657 0.000
LB 1.980 0.976 -5.091 0.000
IF 4.683 1.000 -5.861 0.000
DP -0.303 0.381 -5.575 0.000
CRISIS -3.002 0.001 -3.002 0.001

Next, we test for panel cointegration using Pedroni and Kao tests, which are used for panels with cross-sectional independence.

We find evidence of panel cointegration and proceed to use ARDL models to estimate the model. However, the assumptions of

this model are not met, and no evidence of a long-run relationship was confirmed. This is consistent with the suggestion of Stata

(2024), as panel cointegration is more appropriate for data containing many long panels (large-N and large-T case) while our panel

is small-N large-T. We proceed to use traditional panel estimation methods, namely OLS, Fixed Effects, and Random Effects, to

estimate the model. We continue to perform tests to confirm the assumption of OLS and find that our data and model contain no

multicollinearity, no heteroscedasticity, and no autocorrelation. The baseline results are presented in Table 6.

Table 6: Corporate income tax and FDI in ASEAN country (1999-2022)

Variable description Variables Dependent variable: FDI inflows
Pooled OLS Fixed Effects Random Effects
Corporate income tax D.TR 0.317 0.326 0.317
(0.58) (1.50) (0.58)
Political stability D.PS 0.798 -0.394 0.798
(0.29) (-0.36) (0.29)
Labor force participation D.LB 0.295 0.0454 0.925
(1.20) (0.15) (1.20)
Infrastructure D.IF 0.0131** 0.00812*** (0.0131)**

(2.18) (3.30) (2.18)
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Degree of Economic D.DP 0.00311 -0.0007 0.00311
openness
(0.06) (-0.04) (0.06)
Economic shocks CRISIS 1.416 0.963 1.416
(0.85) (1.47) (0.85)
Observations 144 144 144
R-squared 0.049 0.092
F-test (prob>F) 0.0000
Hausman test (Prob>chi2) 0.0000 (Random Effects is chosen)

The variables are defined in Table 1. *** ** and * represent significance at the 1%, 5%, and 10% levels,
respectively.

The results in Table 6 suggest positive signs between corporate income tax and FDI inflows in ASEAN countries; however, the
relationships are insignificant. This result is consistent with the study of Jensen (2012), Hundany and Orviska (2014), Kinda (2016),
and Sujarwati and Qibthiyyah (2020). The results can be interpreted as that statutory corporate income tax rate probably is not
an important determinant of FDI inflows in Southeast Asian countries. Several reasons can explain the results. First, Li (2006) notes
that the small impact of the corporate tax rate on the choice of international investors may be due to the ability of foreign firms
to negotiate special tax incentives with the host government. Second, Sujarwati and Qibthiyyah (2020) explain that corporate
income tax is levied on all business sectors and applied worldwide, so the corporate income tax rate change will impact all
companies without exception.

Furthermore, corporate income tax is influenced by many factors, such as economic conditions, government policies, or the
fairness principles of taxpayers. This causes the sensitivity of FDI inflows to corporate income tax rate changes to be decreased.
Third, as reviewed earlier, ASEAN countries are on the trend of cutting their corporate tax rate to around 20% (as seen in Graph
1), which might make each country more attractive to foreign investors than in earlier periods, but the tax advantage is reduced
when all countries levy similar rates. However, as noted by Jensen (2012), though corporate income taxes may have a small
influence on FDI decisions in the ASEAN region, they significantly impact firms’ reported profit. The results of this study are drawn
from the national-level data, hence it should not be concluded that corporate income tax cut does not matter at FDI firm levels.

Graph 1: Corporate tax rate changes in ASEAN countries from 1999-2022
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In terms of control variables, we also find no significant impacts of political stability, labor resources, economic openness, and
economic shocks on ASEAN countries' ability to attract FDI during the examined period. We found significant positive relationships
between infrastructure and FDI inflows, which suggest that countries with better infrastructure will attract more FDI. This result
is consistent with previous empirical results such as those of Hundany & Orviska (2014), Hoang and Bui (2015), World Bank (2018),
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and Asih (2020). This confirms the argument of Bakar et al. (2012) that a country with a higher infrastructure quality and at a
developing stage will signal foreign investors of potential investment efficiency and attract more FDI.

We examine the corporate income tax rate and FDI inflows to ASEAN regions based on data availability. Our data are collected
for six countries, of which five are categorised as developing countries and Singapore is a more developed economy. Singapore’s
GDP per capita in 2023 is US$133.759, much higher than the ASEAN average of US$16,183 (IMF, 2023). Hence, we proceed to test
our hypotheses for a sub-sample of developing ASEAN economies, and the results are reported in Table 7.

Table 7: Corporate income tax and FDI in developing ASEAN countries (1999-2022)

Variable description Variables Dependent variable: FDI inflows
Pooled OLS Fixed Effects Random Effects
Corporate income tax D.TR -0.0235 -0.0469 -0.0235
(-0.19) (-0.47) (-0.19)
Political stability D.PS -0.179 -0.0984 -0.179
(-0.28) (-0.20) (-0.28)
Labor force participation D.LB 0.088 0.0659 0.088
(0.50) (0.47) (0.50)
Infrastructure D.IF 0.00975*** 0.0044*** 0.00975***
(4.84) (2.48) (4.84)
Degree of Economic openness | D.DP 0.0344%* 0.0299 0.0344%*
(1.85) (1.50) (1.85)
Economic shocks CRISIS 1.015** 0.667** 1.015**
(2.54) (2.09) (2.54)
Observations 115 115 115
R-squared 0.230 0.107
F-test (prob>F) 0.0000
Hausman test (Prob>chi2) 0.0000 (Random Effects is chosen)

The variables are defined in Table 1. *** ** and * represent significance at the 1%, 5%, and 10% levels,
respectively. Singapore is excluded from the original sample.

The results in Table 7 confirm our findings for the whole sample and provide some interesting additional information. Unlike
the results for the entire sample, corporate income tax shows signs of negative impacts on FDI inflows in developing ASEAN
countries. However, the impacts are not statistically significant. Infrastructure continues to have strong positive influences on
international investors’ decisions.

Additionally, we find significant positive effects of economic openness on FDI attraction in 5 less developed ASEAN economies.
This is in line with the findings of Masron and Nor (2013), Hoang and Bui (2015), and Sujarwati and Qibthiyyah (2020). Demirhan
and Masca (2008) explain that a developing country’s trade openness provides various benefits for foreign investors because it
increases mobility and decreases both tariff and non-tariff barriers. Hence, as developing countries' economic and institutional
conditions are not as stable as those of developed ones, their trade openness can be more sensitive to FDI inflows.

Furthermore, we find a significant positive relationship between economic shocks and FDI inflows in developing ASEAN
economies. This result is quite interesting as it differs from previous literature's suggestion that FDI flows tend to decline during a
crisis. Saleh (2023) gives a comprehensive summary of FDI inflow decline during economic shocks, such as the FDI to Southeast
Asia falling 5-7% from 1997 to 1998 or global FDI flows falling 16% in 2008 and a further 40% in 2009. However, during our
examined period from 1999-2022 and particularly in 2007-2009 (the global financial crisis) and 2020-2021 (the COVID-19
pandemic), the FDI inflows to ASEAN are actually at their peaks and recover quickly after the shocks, as shown in Graph 2. This
might suggest that economic shocks happen when investments peak and it takes time for foreign investors to re-evaluate their
investment decisions and take action (Saleh, 2023). Furthermore, due to economic shocks, foreign investors might increase their
investments in regions that provide cheap resources to reduce costs.
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Graph 2: FDI inflows to ASEAN countries from 1999-2022 (% of GDP)
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To test the robustness of our results, we replace our main independent variable, corporate income tax rate (TR), with
alternative tax measures. Devereux et al. (2008) and Mistura and Roulet (2019) argue that although FDI inflows are predicted to
be sensitive to statutory rates, effective tax rates also make significant contributions. We use three alternative tax measures from
the World Bank database, including total tax rate, profit tax, and the share of tax revenue in GDP. We re-estimate the models, and
the results are reported in Table 8 for the entire sample and Table 9 for developing ASEAN countries. The results from the

robustness tests confirm our baseline findings reported earlier.

Table 8: Corporate income tax and FDI in ASEAN country (1999-2022) — Robustness test

Variable description Variables Dependent variable: FDI inflows
Total tax rate Share of  tax | Profit tax
revenue in GDP
Alternative corporate income | D.TR1 -0.301 -0.391 0.355
tax measures
(-0.67) (-0.84) (0.36)
Political stability D.PS -0.171 -0.415 1.479
(-0.03) (-0.08) (0.47)
Labor force participation D.LB 1.946 1.909 1.604*
(1.51) (1.52) (1.70)
Infrastructure D.IF -0.00008 -0.0002 0.0122%*
(-0.01) (-0.02) (1.82)
Degree of Economic openness | D.DP -0.0604 -0.0608 0.0123
(-0.89) (-0.91) (0.21)
Economic shocks CRISIS -1.408 -1.243 1.425
(-0.56) (-0.49) (0.712)
Observations 76 76 105

The variables are defined in Table 1. *** ** and * represent significance at the 1%, 5%, and 10% levels,
respectively. Coporate income tax rate is replaced by Total tax rate, Share of tax revenue in GDP, and Profit tax. We

reports the results for Random Effects models.
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For the developing ASEAN sample, we find additional significant negative impacts of Political stability on FDI inflows for the
Total tax rate and Share of tax revenue in GDP variables. This indicates that countries with higher political stability attract lower
levels of FDI, which confirms the findings of Kurecic and Kokotovic (2017), Shan et al. (2018), and Le et al. (2023). Le et al. (2023)
explain that developing countries with high levels of political stability may be accompanied by traits such as excessive government
intervention or unfavorable regulatory policies, which might discourage foreign investors. In other words, foreign investors might
have to cope with the risk of production inefficiencies when operating under restrictive regulations, unpredictable policy changes,
or complex bureaucratical environments (Busse & Hefeker, 2007).

Table 9: Corporate income tax and FDI in developing ASEAN country (1999-2022) — Robustness test

Variable description Variables Dependent variable: FDI inflows
Total tax rate Share of tax | Profit tax
revenue in GDP
Alternative corporate income | D.TR1 -0.127 -0.158 -0.0739
tax measures
(-1.23) (-1.51) (-0.46)
Political stability D.PS -1.920* -1.953* -0.366
(-1.72) (-1.77) (-0.73)
Labor force participation D.LB 0.336 0.313 -0.009
(1.23) (1.19) (-0.06)
Infrastructure D.IF 0.0136%** 0.0133*** 0.00601***
(4.46) (4.42) (3.76)
Degree of Economic openness | D.DP 0.0642** 0.0649** 0.0368**
(2.35) (2.41) (2.08)
Economic shocks CRISIS 1.566*** 1.632%** 0.222
(2.83) (2.95) (0.64)
Observations 62 62 83

The variables are defined in Table 1. ***, ** and * represent significance at the 1%, 5%, and 10% levels,
respectively. Singapore is excluded from the sample. Coporate income tax rate is replaced by Total tax rate, Share
of tax revenue in GDP, and Profit tax. We reports the results for Random Effects models.

IV. CONCLUSIONS

This study analyzes the impacts of corporate income tax on FDI inflows in ASEAN countries from 1999 to 2022. We employ
panel data estimation methods to analyze a balanced sample of 144 annual observations in 6 ASEAN nations.

Our study produces the following interesting results. First, our findings show that corporate income tax rates do not
significantly impact the FDI inflows into the ASEAN region at the national level, implying that statutory corporate income tax rates
might not be a main consideration of foreign investors when choosing to locate their investments overseas. Second, infrastructure
significantly impacts FDI inflows, indicating that foreign investors favor ASEAN countries with better infrastructure conditions.
Third, when we consider the impacts of corporate tax on FDI in developing ASEAN countries, we find significant positive impacts
of economic openness and shocks on FDI inflows. This indicates that foreign investments are more sensitive to the degree of
economic openness and shocks in the less developed ASEAN nations. Fourth, when we check the robustness of our results using
different corporate income tax measures, we discover foreign investors prefer countries with lower levels of political stability in
ASEAN.

Our results provide important practical implications for academics and policymakers in emphasizing the role of corporate
income tax, infrastructure, economic openness, political stability, and economic shocks on FDI. First, given that corporate income
tax has no significant impact on FDI inflows at the national level, we suggest that governments in the ASEAN region should not
focus too much on reducing the corporate income tax rate to attract foreign investment, particularly under the current situation
of implementing Minimum Global Tax that makes low statutory tax rates a less effective instrument to increase FDI inflows.
Second, instead of reducing the corporate income tax rate, the governments in ASEAN nations should focus more on policy
strengthening their infrastructure and increasing trade openness. Thirdly, for developing countries in the area, the results
emphasize the importance of trade openness and political stability. Developing nations could increase their trade openness via
various methods, including negotiating and entering into Free-Trade Agreements (FTAs) to reduce trade barriers between
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members; implementing measures to streamline and simplify administration and customs processes such as utilizing electronic
systems; providing support for importers and exporters such as information services or market research; and enhancing
infrastructure and logistics networks for cross border trade. As our results indicate, developing countries with higher levels of
political stability have lower FDI inflows, so developing countries need to enhance their political stability and create an investment-
friendly environment at the same time. Their government can implement measures such as simplifying regulations, reducing
bureaucratic administration, applying anti-corruption policies, and promoting transparency and accountability in public
administration.

Although this study contributes to the growing literature on tax policies and FDI in ASEAN countries, it has its following
limitations: the sample does not cover the entire areas of ASEAN consisting of 11 countries due to missing data, and the study
only focuses on corporate income tax as a measure of tax policies and competition. Hence, we suggest that future studies cover
other countries in the ASEAN areas and use different measures of tax policies such as tax incentives and the application of Global
minimum tax.
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