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Abstract: Corporate income tax (CIT) systems across the European Union (EU) present striking diversity
in both statutory rates and effective burdens. While some Member States such as Hungary and Ireland
pursue ultra-low rates of 9% and 12.5% respectively, others like Portugal, France, and Germany maintain
headline rates close to or above 30%. These divergences not only influence government revenues but also
play a central role in shaping foreign direct investment (FDI) flows, competitiveness, and fiscal
sustainability. This study undertakes a comprehensive comparative analysis of CIT rates and their
relationship with FDI in six EU countries—Portugal, Germany, Netherlands, Ireland, France, and
Hungary—using OECD, Eurostat, and World Bank data up to 2023. Employing descriptive comparisons
and an ordinary least squares (OLS) model, the research evaluates whether lower CIT rates
systematically attract higher FDI as a share of GDP. The findings suggest that while statutory rates
remain an important signal, effective tax burdens, investment incentives, and broader institutional
contexts matter more in determining FDI location. The study contributes to the debate on EU tax
harmonization versus fiscal competition by providing empirical insights and policy implications for
balancing competitiveness with revenue mobilization.
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1. INTRODUCTION

Corporate income tax represents a critical source of public revenue and an influential lever in shaping business
investment decisions. Within the EU, CIT accounts for approximately 3—4% of GDP and 10-15% of total tax
revenues. Over the last three decades, statutory CIT rates have declined globally, with the OECD average falling
from nearly 30% in 2000 to around 21% in 2023. Europe mirrors this trend, though significant variation persists
across Member States. For instance, while Hungary and Ireland apply rates below 13%, countries such as Portugal,
Germany, and France maintain relatively high statutory rates. These divergences reflect different national
strategies: some emphasize competitiveness through low taxation, while others prioritize fiscal sustainability and
social spending.

Relevance to Competitiveness and Fiscal Policy: The balance between tax competitiveness and fiscal
sufficiency lies at the heart of EU policy debates. Lower corporate tax rates are often promoted as tools to attract
foreign direct investment, boost employment, and enhance growth. Conversely, higher rates may provide greater
revenue stability, enabling governments to fund infrastructure and social programs. The ongoing introduction of
the OECD/G20 global minimum tax and the EU’s BEFIT (Business in Europe: Framework for Income Taxation)
proposals illustrate attempts to reconcile competition with harmonization. Understanding how CIT variations
affect FDI is crucial to designing policies that safeguard competitiveness without eroding fiscal bases.

Research Gap and Contribution: While extensive literature exists on the impact of taxation on investment,
evidence within the EU remains mixed and often country specific. Prior studies emphasize statutory rates but
neglect effective tax burdens, incentive schemes, and institutional contexts. Moreover, aggregate FDI flows
frequently obscure whether tax advantages genuinely attract new investment or merely facilitate financial routing.
This study contributes by providing a multi-country comparative analysis, integrating statutory and effective tax
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perspectives, and employing regression techniques to evaluate the relationship between CIT rates and FDI/GDP.
The findings aim to inform both scholarly debate and EU policymakers engaged in designing fair and competitive
tax systems.

Statement of the Problem: One of the most pressing challenges in EU corporate taxation is the wide disparity
among Member States. Statutory rates range from as low as 9% in Hungary to more than 30% in Portugal and
Germany. Effective burdens further diverge due to varying allowances, deductions, and sector-specific incentives
such as R&D credits. This heterogeneity complicates the creation of a level playing field within the single market,
as firms often structure investment flows to exploit low-tax jurisdictions.

Challenges of Tax Harmonization vs. Competition: Efforts at harmonization, such as the proposed Common
Consolidated Corporate Tax Base (CCCTB) and its successor BEFIT, seek to standardize tax bases across
Member States. However, strong resistance arises from countries that have built competitive advantages through
favorable tax regimes. The result is a persistent tension: harmonization promises fairness and reduced avoidance,
while competition allows fiscal autonomy and attracts mobile capital. The unresolved question of how to reconcile
these approaches forms the central problem this research addresses.

2. RESEARCH QUESTIONS & OBJECTIVES
This study is guided by the following research questions:

1. How do statutory and effective corporate income tax (CIT) rates and structures differ across EU
states? The aim is to identify divergences in tax systems across Portugal, Germany, Netherlands, Ireland,
France, and Hungary, focusing on statutory rates, effective burdens, and incentive schemes.

2. What is the relationship between CIT rates and FDI inflows within the EU? The study investigates
whether lower statutory or effective tax burdens systematically correlate with higher inward foreign
direct investment as a percentage of GDP.

3. What reforms could enhance both competitiveness and fiscal equity in the EU corporate tax
system? Attention is given to EU-level initiatives such as the OECD/G20 Pillar 11 (global minimum tax)
and the Business in Europe: Framework for Income Taxation (BEFIT), evaluating their potential to
reduce tax avoidance while preserving investment attractiveness.

Objectives of the Study

e To compare statutory and effective CIT rates across selected EU countries from 2015-2023.

e To assess the empirical relationship between corporate tax rates and FDI inflows.

e To analyze the extent to which tax incentives and allowances drive divergence between statutory and
effective tax burdens.

e To evaluate the policy implications of EU-level harmonization efforts in balancing competitiveness and
equity.

Hypotheses
This research tests the following hypotheses:

e H1: Lower statutory corporate income tax rates are associated with higher FDI inflows.

o H2: Effective tax burdens diverge significantly from statutory rates due to the widespread use of
allowances, credits, and incentives.

e H3: EU-level harmonization initiatives such as Pillar Il and BEFIT reduce opportunities for profit-
shifting and create a more level playing field across Member States.

Justification of the Study

Practical Justification Corporate taxation lies at the intersection of fiscal sustainability and economic
competitiveness. For policymakers, understanding how differences in CIT regimes shape investment flows is
critical in designing reforms that protect revenues while avoiding harmful tax competition. The EU’s current
debates on implementing a minimum effective tax rate and consolidating tax bases illustrate the urgency of
balancing national autonomy with collective fiscal stability. Findings from this study provide actionable insights
for governments seeking to attract investment without undermining equity.
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Academic Justification Scholarly debates on fiscal competition versus tax harmonization remain unresolved.
While traditional theory posits that lower tax rates attract capital, empirical findings in Europe show mixed
evidence, often distorted by multinational tax planning. This study contributes by applying a comparative, multi-
country approach, incorporating both statutory and effective measures, and linking them directly to FDI inflows.
The analysis advances the literature by integrating policy reforms such as BEFIT and Pillar Il into the academic
discussion.

3. METHODOLOGY

Data Sources The study relies on secondary data from established international institutions. Key datasets are
drawn from:

e Eurostat: Tax revenue statistics, FDI inflows as % of GDP, effective tax burden indicators.
e OECD Tax Database: Statutory corporate tax rates, effective average and marginal tax rates, corporate
tax revenues.
e World Bank (WDI): Macroeconomic variables including GDP growth, FDI net inflows.
e Timeframe: 2015-2023, to capture both pre- and post-pandemic fiscal adjustments.
Methods

e Comparative Analysis: Statutory and effective CIT rates across Portugal, Germany, Netherlands,
Ireland, France, and Hungary are tabulated and compared.
o Descriptive Statistics: Measures of central tendency and dispersion are employed to analyze variation
in CIT rates and FDI inflows.
e Regression Model:
o The study uses an ordinary least squares (OLS) regression model to evaluate the relationship
between CIT rates and FDI inflows (% of GDP).
o The baseline model is specified as:

FDI/GDP,, = a + p,CIT Rate; + B2GDP Growth;; + 83Trade Openness;, + €;

4. DATA ANALYSIS AND INTERPRETATION

TABLE 1. Statutory CIT Rates across Selected EU Countries (2015-2023)

Year | Portugal Germany Netherlands Ireland France Hungary EU Avg*
2015 | 31.5% 29.8% 25.0% 12.5% 33.3% 19.0% 23.4%
2017 | 31.5% 29.8% 25.0% 12.5% 33.3% 9.0% 22.5%
2019 | 31.5% 29.8% 25.0% 12.5% 31.0% 9.0% 22.0%
2021 | 31.5% 29.9% 25.0% 12.5% 28.9% 9.0% 21.7%
2023 | 31.5% 30.0% 25.8% 12.5% 25.8% 9.0% 21.3%

*EU Avg = unweighted mean of Member States.

Statutory CIT rates in the EU declined steadily between 2015 and 2023. France implemented the most dramatic
cut (from 33.3% to 25.8%), aligning more closely with the EU average. Hungary reduced its rate from 19% to
9%, making it the lowest in the bloc. Portugal maintained a consistently high rate (~31.5%), positioning itself
among the least competitive on a headline basis. Ireland kept its 12.5% rate unchanged, reinforcing its reputation
as a tax-competitive hub. The EU average dropped from 23.4% in 2015 to 21.3% in 2023.

TABLE 2. Effective CIT vs. Statutory CIT Rates (Approximate, SMEs vs. MNCs, 2023)

Country Statutory CIT Effective CIT (SMEs) Effective CIT (MNCs)
Portugal 31.5% 28.0% 23.0%

Germany 30.0% 28.5% 25.0%

Netherlands 25.8% 22.5% 18.0%

Ireland 12.5% 11.0% 6.0%

France 25.8% 23.0% 19.0%

Hungary 9.0% 8.5% 5.0%

Effective tax burdens diverge sharply from statutory rates due to deductions, credits, and aggressive tax planning.
SMEs typically face effective rates close to statutory levels because they cannot exploit sophisticated international
tax strategies. Multinationals, however, often benefit from R&D credits, profit-shifting, and treaty shopping,
lowering their effective tax rates by 5-10 percentage points (and in Ireland, nearly halving the burden). This
confirms Hypothesis H2 that effective tax burdens diverge significantly from statutory rates.
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TABLE 3. CIT Revenue as % of GDP and % of Total Tax Revenue (EU Average vs. Countries, 2021-2023)

Country CIT % of GDP (2021) | CIT % of GDP (2023) | CIT % of Tax Revenue (2023)
Portugal 3.6% 3.4% 11.5%

Germany 2.5% 2.7% 9.8%

Netherlands | 4.2% 3.9% 12.0%

Ireland 6.3% 6.8% 21.0%

France 2.8% 2.9% 7.6%

Hungary 1.9% 2.1% 8.5%

EU Average | 3.2% 3.3% 10.5%

CIT contributes between 2% and 7% of GDP across EU states, with Ireland an outlier due to the presence of
multinationals booking profits locally. Portugal and the Netherlands generate slightly above-average CIT-to-GDP
ratios, while Germany and France rely more heavily on other taxes. As a share of total tax revenues, Ireland’s
21% demonstrates high dependence on CIT receipts, creating fiscal vulnerability to multinational relocation. In
contrast, larger economies like Germany diversify across labor and consumption taxes.

TABLE 4. Regression Results: Impact of CIT Rate on FDI Inflows and GDP Growth (Panel Data, 2015-2023, N=54)

Variable Coefficient (B) Std. Error t-Statistic Significance
CIT Rate (statutory) -0.08 0.03 —2.67 p <0.05
GDP Growth (%) +0.45 0.12 3.75 *p < 0.01
Trade Openness (%) +0.12 0.05 2.40 p <0.05
Constant +1.25 0.80 1.56 ns

R? 0.41

Interpretation:

The regression indicates that statutory CIT rates have a statistically significant negative relationship with FDI
inflows (B = —0.08, p < 0.05). Specifically, a 1 percentage-point increase in CIT rate is associated with a 0.08
percentage-point decline in FDI inflows as a share of GDP, holding other variables constant. GDP growth emerges
as the strongest positive predictor of FDI inflows, suggesting market fundamentals outweigh tax incentives. Trade
openness also plays a moderate but significant role. The R2 of 0.41 indicates the model explains 41% of the
variance in FDI/GDP, leaving room for other institutional and political factors.

Findings

1. Variation in CIT Regimes Persists Despite global convergence, wide disparities remain across the EU.
Hungary applies the lowest statutory CIT at 9%, while France and Portugal maintain high rates near 30—
31%. This divergence reflects different national priorities: fiscal sufficiency versus competitive
positioning.

2. Effective Rates Are Lower than Statutory Rates Across the EU sample, multinationals typically face
effective tax burdens 5-10 percentage points below statutory levels due to incentives, allowances, and
profit-shifting opportunities. SMEs, in contrast, pay closer to statutory rates, indicating uneven
distribution of benefits.

3. Mixed Relationship Between Lower CIT and FDI Regression analysis confirms a statistically
significant negative association between CIT and FDI inflows, but the effect is modest (B = —0.08).
Moreover, countries with very low CIT (Ireland, Netherlands, Hungary) sometimes report negative net
FDI inflows, underscoring that tax alone does not guarantee investment attraction. Market fundamentals
and institutional factors play equally important roles.

Discussion

Interpretation Relative to Literature The results align with earlier studies (e.g., Deloof, 2003; Bafios-Caballero
et al., 2012) showing that taxation influences investment but is not the sole determinant. Consistent with Erokhin
(2023), this study finds that statutory rates shape financial routing more than the location of real economic activity.
The divergence between statutory and effective tax rates also supports OECD evidence that tax incentives
substantially reduce burdens for multinationals, challenging the fairness of current regimes.

Implications for EU Tax Policy The findings highlight the persistent tension between fairness and
competitiveness in EU tax policy. While high-tax countries risk discouraging investment, excessively low rates
undermine fiscal capacity and trigger harmful tax competition. The EU’s adoption of the OECD/G20 Pillar IT 15%
global minimum tax is a step toward curbing profit-shifting. Similarly, BEFIT proposals promise to harmonize
tax bases, potentially reducing distortions and compliance costs.
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Suggestions and Recommendations

1. Balanced CIT Policy with Fewer Distortive Incentives Member States should avoid excessive reliance
on targeted incentives that disproportionately benefit large firms. Instead, adopting broad-based,
transparent tax structures would ensure equity and predictability.

2. Stronger EU-wide Anti-Avoidance Enforcement To reduce base erosion, the EU must strengthen
mechanisms such as transfer pricing rules, mandatory country-by-country reporting, and coordinated
audits. This will minimize loopholes that currently enable multinationals to exploit jurisdictional
differences.

3. Gradual Harmonization via BEFIT Full tax harmonization may not be feasible immediately. However,
a gradual move toward BEFIT—beginning with a common corporate tax base calculation—could strike
a balance between national sovereignty and market integration.

5. CONCLUSION

This study examined corporate tax rates and their impact on FDI across six EU countries. Findings confirm that
while statutory CIT rates remain diverse, effective burdens are consistently lower due to incentives and planning
strategies. The empirical analysis revealed a modest but significant negative effect of higher CIT rates on FDI
inflows, though broader economic fundamentals such as growth and trade openness remain more influential.

The research adds evidence to theories of fiscal competition, showing that tax differentials influence capital
allocation but not uniformly across contexts. Policymakers must weigh the trade-off between tax competitiveness
and fiscal equity. Harmonization initiatives like Pillar 11 and BEFIT represent crucial steps toward reducing
harmful competition while ensuring fair taxation of global corporations. Further work should incorporate panel
data across all EU-27, consider sector-specific FDI patterns, and examine the long-term effects of the global
minimum tax once fully implemented.
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