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Abstract. In order to catch up with the development of developed countries, ASEAN countries, the
majority of which are developing countries such as Indonesia, Malaysia, Thailand, the Philippines,
Vietnam, Singapore, require substantial funds as a source of financing for the development of a country.
foreign Direct Investment (FDI) has an important role for a country's economy in the development sector
and economic growth. because FDI is considered much better than others. Because this FDI provides an
effect in the form of capital, transfer of knowledge and technology that is truly felt by a country. . The
purpose of this study is to determine whether there is an effect of corporate tax, FDI in 6 ASEAN countries
using panel data regression with independent variables corporate tax, inflation, unemployment, interest
rates and pdb taken from the world bank for the period 2017-2022 and the dependent variable is FDI taken
from the word bank for the period 2017-2022. The results of this study indicate that the corporate tax
variable has a significant effect on FDI, inflation has no significant effect on FDI, unemployment has a
significant effect on FDI, and finally the GDP variable has no significant effect on FDI.
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1 Introduction

In the current era of globalization, the economy can affect economic relations between
one country and another, from developed countries to developing countries. Including ASEAN
countries. Globalization makes dependence between countries and can bring economic
cooperation. The amount of environmental damage experienced by developing countries in
ASEAN are countries that have low income, and the problem of poverty in a country is an
economic development problem that needs to be addressed. (Suripto & Istanti, n.d.). This
happens because the growth of industrialization is still in the early stages, which is still focused
on economic development and employment so that the country needs more capital. (A’yun &
Khasanah, 2022). So Investment is a component that has an important role to face economic
globalization.

One form of this investment is foreign investment or what is commonly called Foreign
Direct Investment (FDI). Foreign Direct Invesment (FDI) has a very important role for the
international economy, especially for countries that are still developing. The existence of direct
investment, such as technological renewal, physical capital, expert labor can provide benefits,
namely increased employment, increased state revenue, and technology transfer. productivity
and output increase so that as a result it can increase the rate and increase national
income..(Anwar, 2016). FDI can make economic relations stable, direct, and long-lasting. In
terms of the home country, FDI is one of the investments that has a long term in the form of
greenfield, mergers & acquisitions and joint ventures so that it can widen market segmentation.
While from the host country side, FDI acts as a foreign exchange enhancer for economic
development in each country..(Eko et al., 2018).
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ASEAN is a geopolitical organization, consisting of developing countries and strongly
influenced by the process of economic globalization. Countries that are included in ASEAN
countries have very close economic cooperation, including through foreign direct investment
(FDI). ASEAN is a region targeted by investors to invest through FDI.. (Fajar Nurbani Aslam
& Ari Rudatin, 2023). On the other hand, when the country is chosen as a place for foreign
investment, it requires state cash receipts from the tax sector. The term used for taxation for
business entities is corporate tax. Corporate tax is used by business entities to be a form of
benefit sharing from the profits operating in the country. Corporate Tax is also still often
emphasized as an important determining factor in Foreign Investment.

Besides corporate tax, inflation can also affect investment. Inflation is a symptom that
shows the level of general price increases that take place continuously. (Lutfi et al., 2014). The
impact of an increase in inflation directly makes people's purchasing power decrease, because
prices are increasing so that the company's production costs will increase. The occurrence of
inflation can lead to economic instability in a country, causing people to choose to own assets
rather than cash. (Kurniawan et al., 2022). (Mishkin & Serletis, 2011),)Inflation can affect the
level of investment indirectly. In addition to inflation GDP is also an indicator used by investors
to evaluate the potential of a country to be a place of investment. because the lack of factors of
production results in reduced opportunities for added value (GDP) (Zakiyyah et al., 2023).
Furthermore, the unemployment rate, unemployment is not only a problem of unemployment,
but can also cause various social and economic challenges. (Sunni et al., n.d.). The existence
of foreign investment in the country allows the formation of new goods and capital so that it can
absorb new factors of production in the form of forming jobs, which will reduce unemployment
in the country.

In the research conducted by (Fathan et al., 2017) corporate tax has no significant effect
on FDI. because it can be seen that the instruments that can encourage investment are tax
incentives and tax write-offs. (Jan Hunady dan Marta orviska,2014) explains that another
important determinant of FDI is economic openness. The higher the economic openness in a
country means the weaker the barriers to the market and the more attractive the economy is to
foreign investors. So that in this study the GDP variable has a significant effect on FDI
(Futuhatul Barorah,dkk, 2019) in his research explains that inflation has a significant negative
effect, because when there is an increase in an item, it will have an impact on reducing FDI
because the high level of inflation will result in reduced public consumption. There are still few
studies that explain how corporate tax affects FDI. Thus, the purpose of this study is to find out
how corporate tax affects the variables of inflation, GDP, interest rates and unemployment in
the ASEAN region.

2 Research Methods

The method used in this research is to combine cross section and time series data
secondarily from the wordbank website. The data collected is secondary data, using data for 6
ASEAN countries with a time period from 2017 to 2022. The research variables are FDI,
corporate tax, inflation, unemployment, and GDP with information:

VARIABEL DESCRIPTION SYMBOL SOURCE

FDI Percentage of FDI value to annual GDP FDI WordBank




Corporate tax Percentage of corporate tax rate to commercial profit ~ Corp Tax WordBank
of business entity

Inflation Inflation Presentation Inf WordBank

Unemployment Percentage of labor force not working unemploy WordBank
to total labor force

Interest Rate Percentage interest rate value Interes rate WordBank

GDP GDP per capita pdb WordBank

The method used in this research is the panel data regression model, in general the
equation is formed from the following model:

fdiy = Bo + Bicorptax; + Bopdby + Bsinfy + fzunemploy +;¢ e;

Describtion

fdi :FDI

corptax : Corporate tax

pdb : GDP per capita

inf . Inflation

unemploy : Unemployment

Interes Rate : Interest Rate

Bo : Average value modifier
B1234 : Slope

i : Country Shows

t : Time series from 2017-2022
e : error time series and cross section.

3 Result and Discussion

Panel Data Processing Result

TABEL 1.1
Static Panel Data Model
VARIABEL
CEM FEM REM
Corp Tax -1.593736 (- 1.197005 -1.593736 (-
4.46)*** (1.43) 4.46)***
Inf -1.103183 (- -0.358651 (- -1.103183 (-
1.18) 0.97) 1.18)
unemploy 3.066056 -0.2277591 (- 3.066056
(3.21)** 0,16) (3.21)***
Interes rate -0.1300333 (- -0.4423426 (- -0.1300333 (-
0.32) 1.70) 0.32)



PDB

Source : Data Processed

Chow Test and Hausman Test Result

source : Data Processed

0.2467739 0.119748

(1.67) (0.69)

33.60175

(4.75) 1.10)
TABEL 1.2

Diagnostics Tools

-17.10991 (-

0.6773924
(1.67)

33.60175
(4.75)"*

Chow test

Hausman test

0.0000

0.0339

In table 1.2, it is known that the probability value of the chow test is 0.0000, which is
smaller than the 5% or 0.05 significant level. So that based on the chow test the best model for
this study is the fixed effect model. Next, based on the hausman test, the chi-square probability
value is 0.0339, the value is smaller than the 5% or 0.05 significant level. The result of the
hausman test researchers chose the random effect model for this study and no more lagrange
multiple tests were needed. So based on the result of the chow and hausman tests, the model
used in the study is fixed effect model.

Interpretation used Random Effect Model

TABEL 1.3

VARIABEL COEF. PROB. SIGNIFICANT

corptax -1.593736 0.000 Significant
(-4.46)*

inf -1.103183 0.236 Not significant
(-1.18)

unemploy 3.066056 0.001 Significant
(3.21 )%

interes rate -0.1300333 0.750 Not significant
(-0.32)

pdb 0.6773924 0.095 Not significant
(1.67)

c 33.60175 0.000 Significant




(4.75)"*

PROB >F =0.0000

Individually, at a significant level of 5%, the results of the Random effect model test in
table 1.3 can explain that the 4 independent variables are not significant to FDI in the ASEAN

Region.

Interpretation used T-Tabel

TABEL 1.4
DF FORMULA : Number Of Observation
DF :32-1
131
T-Tabel :2,744042

Corporate tax variable t-count value -4.46, smaller than the t-table value (2.744042).
means, the hypothesis (HO) is accepted and rejects Ha so that the corptax variable has
no effect but significant on FDI in 6 ASEAN countries.

The inflation variable has a t-count value of -1.18, smaller than the t-table value
(2.744042). This means that the hypothesis (HO) is accepted and rejects Ha so that the
inflation variable has no significant effect on FDI in 6 ASEAN countries.

The unemployment variable t-count value of 3.21 is greater than the t-table value
(2.744042). This means that the hypothesis (HO) is rejected and Ha is accepted. so that
the unemployment variable has a significant effect on FDI in 6 ASEAN countries.
The interest rate variable t-count value of -0.32 is smaller than the t-table value
(2.744042). This means that the hypothesis (HO) is accepted and rejects Ha so that the
interest rate variable has no significant effect on FDI in 6 ASEAN countries.

The pdb variable has a t-count of 1.67 which is smaller than the t-table value
(2.744042). This means that the hypothesis (HO) is accepted and rejects Ha so that the
pdb variable does not have a significant effect on FDI in 6 ASEAN countries.

EXPLANATION

Corporate Tax to FDI

Based on the t-count value of the Corporate tax variable, it is found that the corporate tax
variable has no influence but is significant to FDI 6 ASEAN countries. This result contradicts
the research conducted by (Fathan et al., 2017) where the corporate tax variable does not have
a significant effect on FDI in 35 countries in the Asian region. this is because when the tax rate
is high it will cause investors to be less interested in investing in the country. Because when the



tax rate is high, the company's profits. Therefore investors will invest in countries that have low
tax rates, this can benefit investors.

Inflation to FDI

The results of the t-count obtained show that the inflation variable does not have a
significant effect on FDI in 6 ASEAN countries as well as in research. (Davis & Akbar, 2022)
stated that inflation has no effect on FDI. High inflation will have an impact on FDI because
when inflation occurs, prices will soar, causing investors to be reluctant to invest. Similarly, in
research (Barorah et al., 2019) Inflation has a negative effect on FDI in 5 developing countries
in the Southeast Asian region because inflation has a negative impact on investment activities
in the form of high investment costs. When the inflation rate is low, it will have an impact on
low investment costs so that it can increase foreign investment.

Unemployment to FDI

The t-count value of the unemployment variable is greater than the t-table value (3.21 >
2.744042), which means that unemployment has a significant effect on FDI because when the
unemployment rate is high, it can reduce people's purchasing power, hamper economic growth,
and create uncertainty. This can make foreign investors hesitant to invest due to low potential
market demand and economic uncertainty. This is in contrast to the research conducted
(Hidayah & Seno Aji, 2022) where the foreign investment variable has a positive influence on
unemployment because the presence of investors who invest in the country will bring new
industries so as to create jobs. Research conducted (Astrid & Soekapdjo, 2020) foreign
investment has a negative but significant effect on unemployment. thus unemployment has no
effect on FDI.

Interest Rate to FDI

The results obtained show that the interest rate variable has no significant effect on FDI.
this is indicated by the proba value (0.750>0.05) so that when the interest rate increases by 1%
it will increase by -0.1300333 This can happen especially high interest rates will have a negative
effect on FDI. High interest rates can increase borrowing costs for investors. in accordance with
research (David Lembong, 2013) stated that interest rates have no significant effect on FDI. this
can be suspected because interest rates do not affect investment activities but there are other
factors that can affect investment.

GDP to FDI

The t-count results obtained show that the Pdb variable has no significant effect on FDI.
Same thing with research (Zulfa & Millati, n.d.) stated that GDP has a negative effect on FDI.
In the research conducted (Kurniawan & A’yun, 2022) This is not in accordance with the
assumption because when GDP growth is high, it will be a factor that can encourage investors
to invest.(Hendra Permana & Rivani, n.d.) states that GDP has a positive influence on FDI.
Because of the increase in GDP, the economy of a country shows improvement, thus
encouraging investors to invest.

4 Conclusion

Based on the tests that have been carried out, it can be concluded that of the five
independent variables, namely corporate tax, inflation, unemployment, interest rates anddb,



there are 2 variables that have a significant effect on FDI including the Corporate Tax variable
and unemployment. What the government of each country must do is maintain the stability of
the country's economy because investors are attracted to countries with good economic growth
so that business opportunities are much better and allow investors to plan their investments for
the long term.
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