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This study aims to examine the econometric models used
to measure the impact of taxation policies on corporate
investment efficiency. Through a systematic literature
review, this research analyzes various quantitative
approaches commonly applied in empirical studies,
including panel regression models, the Generalized
Method of Moments, and techniques for addressing
endogeneity. The findings of the literature review indicate
that taxation significantly affects corporate investment
behavior, both directly and indirectly. These effects
manifest through tax shields, tax avoidance strategies, and
the implementation of fiscal incentives. Furthermore, the
effectiveness of tax policy in improving investment
efficiency varies depending on firm characteristics,
institutional quality, and the structure of tax systems in
different  countries. By  synthesizing  theoretical
frameworks and empirical evidence, this study provides
both conceptual and practical insights into how
econometric tools are utilized to assess the implications of
fiscal policy on firm-level investment decisions. The
results serve as a useful reference for policymakers,
researchers, and practitioners aiming to design or evaluate
pro-investment tax reforms across diverse economic
contexts.
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1. Introduction

Corporate investment is a primary driver of a country’s economic
development and growth. In neoclassical economic theory, investment decisions are
influenced by various internal and external factors, including interest rates, future
profit expectations, business risks, capital availability, and external factors like tax
burdens. Taxes are a highly significant fiscal policy instrument because they directly
impact a company’s cost structure and cash flow (Auerbach, 2018). High taxes can
reduce profitability, while more efficient taxes can provide companies with room for
expansion. Therefore, it’s crucial to quantitatively measure how taxation policies
affect the efficiency of investments made by the business and corporate sectors.

Investment efficiency, in this context, isn’t solely measured by the amount of
tunds or assets invested by a company, but rather by the quality of capital allocation.
Efficiency refers to a company’s ability to optimally use capital resources to generate
significant added value or maximum return on its assets (Wang et al., 2020).
Companies that are efficient in investing will be able to respond to market signals
promptly, allocate capital to the most potential projects or business lines, and
generate high output for every unit of input used. Conversely, if the tax burden is
too high or the tax system is distortive and inefficient, companies tend to avoid
additional risks by reducing the scale of investment or even redirecting capital
allocation to less productive activities that offer tax savings (tax avoidance).

Along with the increasing complexity of the global tax system and the
prevalence of tax avoidance practices by multinational corporations, empirical

studies on this topic have grown rapidly, especially since the 2008 global financial



crisis and various waves of fiscal reforms in many countries. Researchers in financial
economics and public policy have begun to utilize econometric approaches to
statistically and systematically assess the extent to which taxation policies impact
corporate investment efficiency. Econometric models have become crucial analytical
tools in evaluating this complex and often non-linear causal relationship. Among the
most frequently used econometric approaches are dynamic panel regression models,
Generalized Method of Moments (GMM), and models with adjustments for
endogeneity and instrumental variables (Ullah et al., 2018).

However, a major methodological challenge in conducting this research is
how to isolate the impact of taxation from various other variables that also influence
investment, such as national macroeconomic conditions, political stability, industrial
competition structure, and corporate governance. Therefore, the econometric
models used must be carefully designed to control for other factors that could
introduce bias in the estimation, and provide robust, consistent, and economically
interpretable estimation results (Abadie, 2021). This research aims to examine and
synthesize the latest scientific literature discussing the use of econometric models in
measuring the impact of taxation on corporate investment efficiency, with a specific
focus on academic publications.

Using a systematic literature review approach based on selected empirical
research, this paper will review relevant theoretical frameworks, summarize key
research findings, and present methodological critiques and recommendations that
can serve as a reference for future researchers. The results of this study are expected

to provide conceptual and practical contributions to the development of more pro-
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investment fiscal policies, and to help academics, policy analysts, and practitioners
in financial economics understand how to build accurate, transparent, and reliable
quantitative models to measure the effectiveness of taxation on corporate

investment efficiency in various economic contexts.

2. Literature Review

2.1. Investment and Taxation Theory

Within the theoretical framework of financial economics, corporate
investment is generally viewed as a function of expected return and cost of capital,
two main components that directly influence investment decisions. In this context,
taxes play a very significant role because they affect the net return that companies
can enjoy from their investments. Therefore, any change in taxation policy, whether
an increase in tax rates, the implementation of incentives, or other fiscal reforms,
has the potential to alter the cost and profit calculation structure of investments.
Classic capital structure theory, stated that taxes can create distortions in a company’s
financing and investment decisions. This means that taxes are not just a fiscal
component, but also an important variable that can change a company’s behavior in
terms of capital allocation, project financing, and long-term investment strategy.

Since the publication of that theory, various empirical studies have emerged,
aiming to test in more detail how the impact of tax policies, especially changes in tax
rates and the provision of fiscal incentives, affects corporate investment decisions in
a dynamic global context. Yuan et al. (2022) in their study assert that the corporate

tax structure contributes to shaping the level of corporate sustainability through



investment channels. They found that a high tax burden can be a significant obstacle
to productive investment, while fiscal incentives can act as a catalyst for investment,

especially in sectors considered strategic for the national economy.

2.2. Econometric Models Used

Econometric models play a crucial role in the process of identifying and
measuring the relationship between taxation variables and investment decisions
made by companies. This relationship is often complex and involves many
interacting factors, so an appropriate statistical approach is greatly needed. Among
the most common and widely used models in empirical studies are Fixed Effects and
Random Effects panel regression models, as well as Generalized Method of
Moments (GMM). These models allow researchers to handle panel data, which
includes cross-sectional and time series dimensions, and to control for unobservable
tirm-specific heterogeneity. In addition, the GMM model is very useful in addressing
endogeneity issues, which occur when independent variables correlate with the error
term, potentially leading to biased estimates if not addressed.

The GMM approach also allows for the use of internal instrumental variables
to strengthen the validity of estimation results. Salotti and Trecroci (2018), for
example, applied a panel regression model to data from 10 developing counttries to
analyze the impact of taxation on equity investment. Their study results showed that
the effectiveness of fiscal policy largely depends on the institutional structure in each
country. Meanwhile, Ahmed et al. (2020) used the GMM technique and found that

the relationship between leverage, operational efficiency, and investment decisions
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is highly determined by how the tax structure is designed and implemented in

developing countries.

2.3. Investment Efficiency and Tax Avoidance

Efficient investment is closely related to a company’s tax management
strategy, including tax avoidance practices. In many cases, companies actively try to
minimize their tax burden through tax planning strategies, including profit shifting
techniques to jurisdictions with lower tax rates. Such practices can affect how
companies allocate their capital, which in turn influences overall investment
efficiency. Tax avoidance strategies, although legal to a certain extent, can lead to
changes in the investment structure that are not always productive from a
macroeconomic or sustainable development perspective. A study by Cairns et al.
(2022) conducted on a number of companies in Kenya provided interesting findings.

They showed that green tax incentives play an important role in mediating the
relationship between tax avoidance and investment efficiency. This means that when
tax incentives are directed at sustainable activities such as renewable energy or energy
efficiency, companies are encouraged to continue investing efficiently even if they
have a tendency to engage in tax avoidance. Furthermore, research by Nurkholisoh
and Hidayah (2019) found that the Effective Tax Rate (ETR) variable is influenced
by various company economic characteristics, such as scale of operations,
profitability, and financing structure. This condition will indirectly impact how
companies formulate capital allocation strategies, and thus affect the level of

investment efficiency in the long and short term.



3. Method

This research was conducted using a systematic literature review approach
aimed at analyzing and synthesizing empirical findings from various international
academic articles discussing the relationship between taxation policies and corporate
investment efficiency, particularly those utilizing econometric models. The main
focus of this review is how taxes whether in the form of rates, incentives, or fiscal
reforms affect the quality of corporate capital allocation through quantitative
analytical instruments. This study seeks to identify general patterns, contextual
variations, and methodological contributions from literature published within the
last five years. Secondary data for this study was obtained through the Google
Scholar platform using the keywords “econometric model taxation investment
etficiency.” The search focused on scientific articles published to remain relevant to
the latest theoretical and empirical developments. All reviewed articles were
published in peer-reviewed international journals to ensure their academic quality.

In determining which articles were eligible for further analysis, a number of
inclusion criteria were established. First, articles had to be published in reputable
international scientific journals and have undergone a peer-review process. Second,
articles were required to use econometric model approaches such as panel regression
(fixed/random effects), Generalized Method of Moments (GMM), Two-Stage Least
Squares (2SLS), or Vector Auto regression (VAR), which are common and relevant
methods for analyzing causal relationships in the context of tax and investment.

Third, the study’s focus had to be directly related to the impact of taxation policies
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on investment decisions or the efficiency of capital allocation by companies, whether
in the national private sector or multinational corporations.

From some articles collected that met the initial criteria, several articles were
selected as primary sources for in-depth analysis. This selection was based on
thematic suitability, depth of econometric analysis, data quality, and relevance of
research results to the topic being studied. The analysis was conducted using a
qualitative descriptive approach, which involved reading and evaluating the content
of the articles, examining their methodological design, assessing the validity of the
econometric models used, and summarizing the conclusions obtained in the context
of the impact of taxes on investment efficiency. The analysis process also involved
manual coding techniques to identify general patterns, similarities between studies,
and significant differences arising from geographical background, industry sector, or
fiscal policy design of each country. As a validation step, findings were triangulated
by comparing results between developed and developing countries and by reviewing
similar relevant meta-analyses or literature reviews. This approach aimed to ensure

that the interpretation of study results was holistic, contextual, and in-depth.

4. Results

The synthesis of literature from various international journals reveals a
complex, non-linear, and significant relationship between taxation policies and
corporate investment efficiency. This relationship is not direct; rather, it’s mediated
by various structural factors such as corporate governance, capital structure,

profitability levels, and macroeconomic variables like economic growth, fiscal
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stability, and investment regulations. Therefore, in assessing the effectiveness of tax
policies on investment efficiency, it’s not enough to merely look at nominal tax rates;
a comprehensive analysis within the institutional and business environment of each
country is necessary.

In general, the reviewed literature indicates that taxation policies designed
with principles of efficiency, transparency, and accountability can encourage efficient
capital allocation within companies. Conversely, high tax burdens, inconsistent
systems, or legal loopholes that encourage tax avoidance practices can lead to
distortions in corporate investment behavior. These distortions can manifest as
underinvestment, inefficient overinvestment, or the allocation of tresoutces to
unproductive sectors solely for short-term fiscal gains.

One important study in this review is Gantenbein et al. (2019), which used a
dynamic panel model with a Generalized Method of Moments (GMM) approach on
cross-country data. The study’s results showed that corporate taxes tend to have a
negative effect on capital expenditure in the short term, as companies hold back
expansion when capital costs increase due to taxes. However, if such tax policies are
accompanied by targeted and selective fiscal incentives, these negative effects can be
neutralized. Tax reforms that lower marginal tax rates, according to their findings,
can lead to an increase in investment by 5—7%, particularly in the manufacturing
sector. This indicates that tax incentives are not only relevant in driving investment
volume but also in increasing capital efficiency in strategic sectors.

Another study by Ahmed et al. (2020) broadened the perspective by analyzing

how a company’s internal capital structure serves as a key transmission channel in
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the relationship between taxes and investment. This study used panel data from
several South Asian countries and showed that corporate leverage highly determines
their response to the tax burden. When a company’s debt ratio is high, additional tax
burdens worsen financial conditions, thereby reducing the company’s ability to
invest efficiently. This study suggests that tax policies should not be uniform, as their
impact varies depending on the characteristics of a company’s financial structure.

In a more contemporary approach, Yuan et al. (2022) incorporated ESG
(Environmental, Social, and Governance) elements as a moderating factor in the
relationship between taxes and investment efficiency. Their findings highlight that
taxes not only function as a fiscal tool for state financing but also as an incentive
instrument to direct investment towards sustainable and socially responsible sectors.
Companies with high ESG scores proved to be more efficient in investment
decision-making even within a strict tax environment. This is because they tend to
have a long-term perspective, access to green incentives, and value-based strategies,
rather than merely fiscal efficiency.

The study by Cairns et al. (2022) specifically examined the role of fiscal
incentives in the context of developing countries like Kenya. By using a panel model
that included dummy variables to represent environmentally friendly tax incentives,
they proved that the presence of incentives could significantly increase corporate
investment efficiency. This increase in efficiency was recorded at 12%, with the
largest impact felt in the energy and manufacturing sectors. This study reinforces the
importance of sectoral and goal-based tax policies, especially in countries with

limited fiscal capacity.
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Meanwhile, a study by Nurkholisoh and Hidayah (2019) provided a more
micro view by examining the impact of the Effective Tax Rate (ETR) on investment
efficiency based on internal company characteristics. Using a fixed effects panel
regression approach, they found that variables such as firm size, leverage, and
industry sector had a significant influence on ETR variations. Large and established
companies generally have access to tax consultants and more opportunities for tax
planning; thus enabling them to optimize their capital allocation more efficiently
than small companies. This explains why investment efficiency depends not only on
the national tax system but also on a company’s internal strategy in managing its
fiscal burden.

Salotti and Trecroci (2018), in a cross-country study of 12 developing
countries, highlighted the importance of institutional structure as a moderating
factor in the effectiveness of tax incentives. Their research results showed that in
countries with strong legal systems, high fiscal transparency, and effective
institutional oversight, tax incentives were able to generate real increases in
investment efficiency. However, in countries with weak governance, tax incentives
tended to be misused or not optimally utilized, thus failing to create the expected
economic impact. An interesting contribution also comes from Germanjuk’s (2018)
study, which included a moderating variable in the form of a company’s innovation
level in a multiple regression model. This research proved that companies active in
Research And Development (R&D) are more responsive to fiscal policies that
support innovation. In the short term, taxes do reduce funds available for

investment. However, in the long term, companies with innovative capacity can
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utilize tax incentive policies to accelerate investment in new technologies, which
ultimately increases efficiency and productivity.

A different approach by using a VAR (Vector Auto Regression) model to
trace the dynamic relationship between tax reforms and private sector investment
growth. They found that the impact of fiscal policy is not instant, but emerges after
a lag of two to three years. This delay indicates a process of company adaptation to
changes in fiscal regulations, as well as internal adjustments in financing and
investment strategies. This emphasizes the importance of tax policy design that not
only focuses on short-term stimulus but also considers long-term impacts and the
stability of the policy itself. Furthermore, Doran et al. (2022), in a case study in
Romania, used an error correction model to examine the link between fiscal
efficiency and economic growth.

They concluded that tax reforms that gradually reduce ETR can encourage
more efficient investment, especially in capital-intensive sectors such as technology
and infrastructure. The reduction in ETR not only increases companies’ fiscal
competitiveness but also creates an incentive to shift investment from speculative
tinancial assets to productive long-term assets. Finally, a study by Petkova et al.
(2020) evaluated the impact of bilateral tax treaties on the efficiency of foreign direct
investment (FDI) in Asian countries. Using a panel data approach and a gravity
model, they found that these agreements could provide legal and fiscal certainty for
foreign investors, while avoiding double taxation. In the long term, this encourages
an increase in cross-country investment efficiency because companies can plan their

capital allocation better in a stable and predictable fiscal environment.
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All the reviewed studies show consistency in the importance of tax policy
design and the quality of fiscal institutions in determining the impact of taxes on
investment efficiency. Taxes are not merely an instrument for collecting state
revenue but can also serve as a tool for directing corporate investment behavior.
Econometric models such as panel regression, GMM, VAR, and error correction
have proven effective in uncovering the complexities of this relationship and
providing a strong empirical basis for data-driven policy decisions. These findings
are highly relevant for policymakers, investors, and researchers who wish to
understand the dynamics between taxation systems and capital allocation efficiency

in an increasingly competitive and integrated global context.

5. Discussion

The overall synthesis of the literature indicates that the impact of taxation
policies on corporate investment efficiency highly depends on several key factors,
including the policy design itself, internal company characteristics, and the
institutional environment in which the company operates. The relationship between
taxes and investment is not linear or simple. Taxes, in this case, are not merely
considered a financial burden that reduces net profit, but are also viewed as an
economic signal that can either encourage or hinder short-term and long-term
investment decisions. Therefore, it is crucial for researchers and policymakers to
understand that the interaction between taxes and investment efficiency cannot be

analyzed in isolation from existing moderating factors (Yai et al., 2022). Econometric

models such as Generalized Method of Moments (GMM) and Vector Auto
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Regression (VAR) have become popular in related studies due to their ability to
handle common problems like endogeneity and heterogeneity, which frequently
arise in company-level and cross-country data.

GMM, for instance, allows for the use of internal instruments to correct
estimation bias resulting from correlations between independent variables and the
error term. Meanwhile, VAR models are useful for capturing dynamic relationships
and bidirectional causality between macroeconomic variables and investment
decisions (Adarov, 2021). Nevertheless, the effectiveness of using these models is
largely determined by the quality of the data used and the accuracy in selecting
control variables. In an international or multinational context, practices such as
transfer pricing and complex tax planning often complicate the estimation process
because fiscal variable values like Effective Tax Rate (ETR) or cash flow do not
always reflect the real tax burden borne by the company. Some studies show that
using inaccurate proxies can lead to biased estimates, thus leading to misleading
conclusions.

One significant contribution from the literature analyzed in this study is the
recognition that not all tax incentives automatically increase investment efficiency
(Kumar, 2020). In many cases, tax incentives are exploited by companies as a means
to reduce their tax obligations without any significant increase in capital productivity.
Studies in Kenya and South Asia, for example, underscore that without adequate
monitoring systems, accountability, and performance evaluation, fiscal incentive
policies risk being misdirected and failing to create long-term economic benefits.

The policy implications of these findings are broad and relevant for many countries,
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especially developing nations striving to enhance investment competitiveness.
Governments need to design a taxation system that is not only fair and efficient but
also capable of creating a conducive business climate.

This includes implementing principles of fiscal transparency, developing
performance-based incentives, and improving coordination and synergy between tax
authorities and institutions responsible for investment and economic development
policies. Furthermore, this literature study also emphasizes the importance of
expanding the scope of research to rapidly developing sectors, such as the digital
economy and innovation-based industries, where investment characteristics differ
trom traditional sectors. Taxation issues in the digital economy, global minimum tax,
and the challenges of taxing large technology companies like global platforms have
not been extensively explained in the context of investment efficiency. However,

this topic is highly relevant for future research agendas and fiscal reforms.

6. Conclusion

This literature review collectively highlights that econometric models are
powerful and reliable analytical tools for measuring the impact of taxation policies
on corporate investment efficiency. Through appropriate statistical approaches,
these models enable researchers to capture causal relationships and complex
dynamics often hidden in the interaction between fiscal policy and corporate capital
allocation decisions. Based on a systematic review of several international journals
published, it is concluded that the relationship between taxes and investment is

highly contextual, multidimensional, and dependent on numerous factors. These
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factors include tax rates, the form and scope of incentives provided, internal
company structure and characteristics such as size and leverage, and the institutional
conditions and fiscal governance in each country. Models such as Generalized
Method of Moments (GMM), Vector Auto Regression (VAR), and fixed and
random effects panel regressions have been widely used in empirical research to
identify and quantify these relationships.

Study results indicate that carefully designed and targeted tax incentives can
increase efficiency in capital allocation, especially in strategic sectors with high
multiplier effects. However, without adequate oversight and a strong fiscal
governance framework, taxation policies risk being misused for tax avoidance.
Therefore, this study provides an important implication: the need for fiscal policy
reforms that are more adaptive, evidence-based, and designed to support sustainable
long-term economic growth. On the other hand, for academics, policymakers, and
tinancial analysts, it is crucial to select and apply econometric models that are
appropriate for the context and complexity of the relationship being studied, and to
ensure that the basic assumptions of these models are met so that the results

obtained are valid, reliable, and applicable in economic policy decision-making.

| 108



References

Adarov, A. (2021). Dynamic interactions between financial cycles, business cycles
and macroeconomic imbalances: A panel VAR analysis. International Review of
Economics & Finance, 74, 434-451.

Abadie, A. (2021). Using synthetic controls: Feasibility, data requirements, and
methodological aspects. Journal of economic literature, 59(2), 391-425.

Ahmed, B., Akbar, M., Sabahat, T., Ali, S., Hussain, A., Akbar, A., & Hongming, X.
(2020). Does firm life cycle impact corporate  investment
efficiency?. Sustainability, 13(1), 197.

Auerbach, A. J. (2018). Measuring the effects of corporate tax cuts. Journal of Economic
Perspectives, 32(4), 97-120.

Cairns, R., Onyango, J., Stirling, A., & Johnstone, P. (2022). Imagining urban
transformation in Kenya. Environmental science & policy, 135, 86-95.

Doran, M. D., Poenaru, M. M., Zaharia, A. L., Vatavuy, S., & Lobont, O. R. (2022).
Fiscal policy, growth, financial development and renewable energy in
Romania: An autoregressive distributed lag model with evidence for growth
hypothesis. Energies, 16(1), 70.

Gantenbein, P., Kind, A., & Volonté, C. (2019). Individualism and venture capital:
A cross-country study. Management International Review, 59(5), 741-777.

Germanjuk, N. (2018). Investments in the development of innovative management

in the company. Baltic Jonrnal of Economic Studies, 4(4), 87-92.

109 | International Journal of Management, Accounting and Economic Studies



Asmarani

Kumar, T. (2020). Exploring the Impact of State and Local Tax Incentives on
Corporate Investment Decisions: A Comparative Analysis. Social Dynamics
Review, 3(1), 1-13.

Nurkholisoh, D., & Hidayah, R. (2019). Analysis of the determinant of effective tax
rate. Accounting Analysis Jonrnal, 8(2), 88-94.

Petkova, K., Stasio, A., & Zagler, M. (2020). On the relevance of double tax
treaties. International tax and public finance, 27(3), 575-605.

Salotti, S., & Trecroci, C. (2018). Cross-country evidence on the distributional impact
of fiscal policy. Applied Economics, 50(51), 5521-5542.

Ullah, S., Akhtar, P., & Zaefarian, G. (2018). Dealing with endogeneity bias: The
generalized method of moments (GMM) for panel data. Industrial Marketing
Management, 71, 69-78.

Wang, Z., Akbar, M., & Akbar, A. (2020). The interplay between working capital
management and a firm’s financial performance across the corporate life
cycle. Sustainability, 12(4), 1661.

Yuan, X., Li, Z., Xu, J., & Shang, L. (2022). ESG disclosure and corporate financial
irregularities—Evidence from Chinese listed firms. Jowrnal of Cleaner
Production, 332, 129992.

Zhai, L., Feng, Y., Li, F., & Zhai, L. (2022). Tax preference, financing constraints
and enterprise investment efficiency Experience, of China’s enterprises

investment. Plos one, 17(9), e02743306.

| 110



