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Abstract

This paper discusses the influence of international tax policy on MNCs' strategic and financial
behavior. Through mixed research, which employs both statistical data on 50 MNCs from 15
countries for 5 years and the evidence from interviews with MNCs' tax managers, this study can
prove the mechanisms through which tax affects MNCs' behavior. Both descriptive statistic,
correlation analysis, and regression analysis indicates a negative relation between the higher tax
jurisdiction and the amount of capital investment as well as repatriation of the profits, and vice
versa for the lower tax jurisdiction. Compliance costs, tax incentives, and the tax risk level act as
mediating factors to transmit tax policy to corporate behaviors. And the mediating variables can
be affected by the moderator variables, such as economic conditions, industry, and others. As for
the results from regression and correlation analyses, it can be found that the corporation tax rate,
bilateral tax agreements, and establishment of a worldwide minimum tax rule have a significant
effect on MNCs' decision of the location of investments, establishment of subsidiaries, and
redistribution of profits. The research conclusions can be of value to policymakers and managers.
Policymakers need to consider both the goal of maximizing revenue and attracting investment;
managers need to develop an appropriate tax planning strategy to achieve the maximized cash
flow and minimum risk. By considering the relationship between the international tax policy
framework, the MNC's decision-making, and the MNC's financial outcome, the study contributes
to the literature. It offers implications for managers of multinational corporations operating in a
complex tax environment.

Keywords: International Taxation; Multinational Corporations; Corporate Tax Rate; Profit
Repatriation; Investment Allocation; Strategic Decision-Making.

I. INTRODUCTION

International tax is becoming increasingly important in MNC strategy (Tripathi, 2005; Singh,
2009). It is not really surprising, as it has already emerged as one of the top issues for companies
operating in various foreign countries and needing to take into account different tax systems.
Governments with increasing world trade and investment adopt various policies, including
corporate income taxes, value-added taxes, digital taxes, and anti-base-erosion taxes. And
influence decision-making on capital investment, profit repatriation, transfer pricing, and cross-
border investment by MNCs. These all influence not only a firm's competitiveness, financial
position, and market position, but also the firm's overall operations (Bucheli & Aguilera, 2010;
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Pandey & Mansi, 2024).

Tax policy is only one factor to consider for compliance purposes, but its impact on a firm's
business and behavior is extensive. Tax considerations become a key issue when deciding to enter
a new market, defining its subsidiary structure, and determining where to locate its activity or
related functions. Within the dynamic context of the global trade environment, the actions
already taken by international tax policy initiatives, such as the OECD Base Erosion and Profit
Shifting (BEPS) Action Plan and the Pillar Two global minimum tax, have already started to
change the international tax landscape. These policy actions have implications and present
challenges for the MNCs to keep their competitive position (Elbra & Mikler, 2017; Subhash &
Udayakumar, 2021).

Although much work has been dedicated to the corporate tax literature, it still needs to present
an exhaustive review of how international tax policy influences the decision of MNCs from an
international comparative perspective (Pengfei et al., 2025). Many research efforts have focused
on a single country or regime; however, an integrative study that captures how differences in
international tax regimes affect an MNC's investment and location choices and, in turn, its
competitiveness is not widely available. (Hines Jr, 2000) The present paper is one such effort to
analyze the impact of international tax policies on MNCs' business operations and to identify the
patterns of impact.

Key Objectives of the Study:
e Analyze the effects of international tax policies on multinational corporations' (MNCs)
strategic decisions.
¢ Determine how taxation influences corporate behaviors.
e Examine the effects of international taxation on the business performance of multinational

corporations.

Research questions:
e How do different tax rates affect MNCs' investment decisions and location choices?
¢ What is the role of global taxation initiatives in influencing MNC strategy?
¢ How should firms effectively manage international taxation policies for compliance and

competition?

Contributions of the study:
e Connect the frameworks of international taxation principles and strategic management
theory.
o Offer the practical strategies to assist MNC managers in making optimal tax planning in
multinational management.

To analyze international taxation, this study comprises six sections. Section 1 presents research
background, importance, objectives, and research questions, which emphasize the significance of
international taxation in the global strategy of MNCs. In section 2, the literature review and
theoretical framework are presented to explain the connection of international taxation policy
with MNCs' decision-making and to identify the gap. Section 3 is the explanation of the research
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methodology and the related descriptions on research design, data, sample, variables, and
analysis. In section 4, the data will be presented using statistics, tables, and figures so as to
demonstrate how tax policy has influenced MNCs' strategy. Section 5 demonstrates and explains
the findings in management and policy through the analysis based on theory and related
academic literature. Section 6 is the conclusion where all findings, academic contributions,
limitations, and suggestions are discussed.

II. LITERATURE REVIEW AND THEORETICAL FRAMEWORK

Due to the importance of international business activities carried out by Multinational
Enterprises (MNEs) and globalization, international taxation has been a topic of concern with rich
research (Blouin, 2012; Akhtar, 2015). Initially, researchers focused on the impacts of corporate
income tax rate on MNCs' decision-making on site location selection, profit repatriation, and
transfer pricing (Blouin, 2012). In various research, some authors indicated that a high corporate
income tax rate could induce the MNCs to shift profits into low tax jurisdictions and influence
the firm strategy (Corrick, 2016). In recent research, some authors paid attention to the ever-
increasing complexity of international tax regulations, such as digital tax and global minimum
tax rates, which could affect the firm's strategic decisions and enhance the burden of tax
compliance. OECD's Base Erosion and Profit Shifting (BEPS) initiatives and Pillar Two global
minimum tax rates are reforming international tax regimes and stopping tax planning by MNEs
while enforcing more transparency. In a study, it was indicated that the BEPS and Pillar Two
could influence MNCs' subsidiary location choice, capital resource allocation, and tax risk
management (Umeaduma, 2022). Moreover, through a comparison of MNC behavior in
countries, it was indicated that a variety of bilateral tax treaties, incentive systems, and tax
enforcement systems are influencing MNEs' cross-border investment behavior (Fernandez &
Pope, 2002).

Theories such as tax competition and economic integration were utilized to explain the impacts
of international taxation policy (Kuzmenko et al., 2019; Chandrakumar & Sikalu, 2025). In terms
of tax competition, it implies the policy adopted by the government in the reduction of tax rate to
gain a competitive advantage by attracting MNEs to invest. Economic integration means that the
coordinated policy will benefit businesses in the combined economic blocks. By considering the
above theories, this study attempts to build a theoretical framework by linking the international
taxation policy (like corporate income tax rate, tax treaties, and global minimum tax rate) and
MNC outcomes (like capital investment decision, profit repatriation, and tax strategy planning)
(Jensen, 2012).

In reviewing literature, it has been observed that various studies were dedicated to
investigating the impact of different tax instruments on MNCs; however, there is rare research
focusing on an integrative and comparative investigation of the impacts of the entire international
taxation policy framework on MNC behaviors. This research intends to combine the studies on
tax policies with empirical findings to fill this research gap.
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III. METHODOLOGY

Research Design

A combined quantitative and qualitative methodology (mixed-methods approach) is used to
determine the effect of international tax policy on the strategic behavior of multinational
corporations (MNCs). In particular, a comparative cross-country research design has been used
where quantitative methods have been implemented to quantitatively ascertain the links between
international tax policy and the decisions of MNCs. The findings were supplemented by
qualitative information from interviews that explained the behaviors identified in the data.

Independent Variable Mediating Dependent Variables
INTERNATIONAL TAXATION MNC STRATEGIC DECISIONS & FINANCIAL
POLICIES e Compliance Costs PERFORMANCE
e Corporate Tax Rate e Tax Incentives Utilization| « Investment Allocation

e Perceived Tax Risk

> » Location Choice / Subsidiary Establishment

\ 4

o Tax Treaties & Agreements

e Tax Planning Strategies

e Tax Incentives * Profit Repatriation

e Transfer Pricing Rules + Cash Flow Management
e Anti-BEPS / Global Minimum| T + Firm Performance & Competitiveness
Tax

Moderating Factors

4 A

*  Economic Stability
+ Industry Type

*  Market Size

*  Regulatory Quality

Feedback Effect

Performance outcomes influence future tax planning, lobbying, and strategic responses to taxation

A

policies.

Figure 1: Impact of International Taxation Policies on Multinational Corporations

Figure 1 outlines the research's conceptual framework, where taxation policies impact the
strategic decisions and financial outcomes of the multinational enterprises (MNCs). The
independent variables are corporate tax rate, bilateral tax treaties, global minimum tax, and tax
incentives. The intervening mechanisms mediating between the taxation policy and corporate
behaviors were the cost of compliance, tax planning strategies, and perceived tax risk. The
moderating variables are economic stability, industry, market size, and quality of regulation.
Direct relations between independent and dependent variables are indicated with solid arrows,
and between independent and intervening variables, mediating and moderating factors as
dashed arrows, and between performance outcome and the previous strategic choices for the next
taxation planning/strategic response as feedback.

Data Sources

We use country-level data regarding corporate tax rate, bilateral tax treaties, digital tax, and
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adoption of global minimum tax. The international data can be obtained from international data
providers, national statistics institutions, and government agencies. Data regarding MNCs'
inward FD], subsidiary establishment, and profit repatriation are collected from financial reports
of MNCs, which are available in the public domain. In order to support the quantitative data,
structured interviews with tax managers of a sub-sample of MNCs have been conducted. The
interviews explored the MNCs' strategic response and the decisions taken in response to changes
in tax policies.

Sample Selection

Fifty multinational companies from different industries, namely manufacturing, information
technology, pharmaceutical, and fast-moving consumer goods, constitute our sample. There are
tifteen countries that exhibit a variety of tax systems, ranging from high-tax countries to low-tax
countries to tax-harmonized countries. Data for the period ranging from 2018 to 2023 (5 years)
have been considered as a result of changes in policies like BEPS implementation and global
minimum tax.

Variables and Measurements

Independent variables include corporate tax rate, number of bilateral tax treaties, presence of
global minimum tax, and existence of tax incentives. Dependent variables comprise investment
allocation, profit repatriation ratio, and number of subsidiary establishments. We have
considered intervening variables, namely cost of compliance, tax planning strategies, and
perceived tax risk, to have an in-depth understanding.

Statistical Analysis

Descriptive statistics were used to provide a summary of variables in the study, which
included mean, standard deviation, and range. For instance, the mean corporate tax rate for the
15 countries was 23.8 percent, and the effective tax rate in the sample ranged from 18.2 percent to
28.6 percent. Pearson correlation coefficients were used to examine the correlations among the
independent variables, which include corporate tax rate and investment allocation (r = .41, p<.01),
profit repatriation (r =.36, p<.05), number of subsidiaries (r = .29, p<.05). To assess the relationship
between each of the independent variables and dependent variable, controlling for the
intervening variables, multiple regression models were applied. For example, the multiple
regression analysis suggests that, for every one percent increase in corporate tax rate, investment
allocation declines by approximately 2.3 million U.S. Dollars (= 2.3, t= 3.52, p<.01). We control for
mediating effects of economic stability and industry type in the multiple regression analysis
through interaction terms.

IV. RESULT

In this section, we presented the empirical results analyzing the effect of international taxation
policy on the strategic decisions and financial outcomes of multinational enterprises (MNCs). The
analysis utilizes data from fifty MNCs operating in 15 different countries from 2018 to 2023,
generating 250 firm-year observations. The correlations, descriptive statistics, and multiple
regression analyses were used to investigate the relationship between corporate tax rates, tax
incentives, global minimum tax rate, and MNC outcomes of investment allocation, profit
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repatriation, and number of subsidiaries.

Descriptive Statistics

Key statistics are presented in Table 1. Descriptive statistics provide the average of key
variables included in the study. The average country-level corporate tax rate for the 15 countries
included in the study was 23.8 percent (SD = 4.5). Mean investment allocation per firm was 520
million U.S. Dollars (SD = 85 million U.S. Dollars). Profit repatriation mean was 68 percent, while
the average number of subsidiaries established by a firm was between 5 and 7 across the sample
countries. Furthermore, there is variation between high-tax and low-tax countries in terms of
compliance cost and tax incentives. Descriptive statistics provide context of variability for
subsequent correlation and regression analyses.

Table 1: Sample Countries, Corporate Tax Rates, and MNC Investment Allocation

Average Investment | Profit g

Country Corporate Allocation (USD Repatriation Subsidiaries

Tax Rate (%) o1 Established

millions) (%)

Country A | 28 450 62 5

Country B | 21 520 70 6

Country C | 18 610 75 7

Country D | 25 480 65 5

Country E | 22 530 68 6

Average Investment Allocation by Corporate Tax Level
610

600 4

200 1

Average Investment Allocation (USD millions)

High Tax Medum Tax Low Tax
Corporate Tax Level

Figure 2: Average Investment Allocation by Corporate Tax Level

Figure 2 displays the average investments by countries of the multinational corporations
according to levels of corporate taxes. According to Figure 2, on average, the level of investments
by multinational corporations in low-tax countries is greater than that in medium-tax countries
(USD610 million against USD520 million), which in turn is greater than that in high-tax countries
(USD520 million against USD480 million).
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Relationship between Corporate Tax Rate and Profit Repatriation

75 1

70 4

65 1

Profit Repatriation (%)
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Figure 3: Relationship Between Corporate Tax Rate and Profit Repatriation

Figure 3 illustrates the negative relationship between corporate tax rate (%) and profit
repatriation (%) in MNCs. The trend line shows a moderate negative correlation (r = 0.36, p <
0.05). It reveals that the higher the corporate tax rates, the lower the percentage of profits
repatriated to parents. It proves that tax policies influence the allocation of corporate profit and
the management of cash flow.

Correlation Analysis

The correlation analysis shows that the corporate tax rate has a negative relationship with
investment allocation (r = 0.41, p < 0.01) and profit repatriation (r = 0.36, p <0.05), indicating that
a higher corporate tax rate will lead to a lower allocation of capital and a smaller amount of profits
repatriated to parent companies. The relationship between setting up a subsidiary and tax rate is
negatively correlated (r =0.29, p <0.05). That is, with the increase in tax rate, the subsidiaries will
be established at a lower rate.

Regression Analyses

These relations were examined through the multiple linear regression models, taking into
account the mediator variables (compliance cost, tax incentive, and risk perception). A 1
percentage increase in corporate tax rate leads to decreased investment allocation of 2.3 million
dollars (= 2.3, t =3.52, p < 0.01) and decreased profit repatriation (= 0.18, t = 2.87, p < 0.05). Tax
incentive here is a proxy for the global minimum tax. Tax incentives are shown to have a positive
effect on the establishment of a subsidiary (= 0.24, t =3.12, p <0.01). The coefficients of moderators
(economic stability and industry type) are significant at the 5% level, indicating that the degree
to which taxation affects the firm outcome depends on macroeconomic and sector-level
conditions.
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V. DISCUSSION AND IMPLICATIONS

Overall, the results demonstrate that international tax policies have a significant impact on
MNCs' strategies. From the bar chart analysis, low-tax-rate jurisdictions attract more investment
than higher-tax-rate ones, suggesting tax rates serve as an effective tool to attract or deter capital
inflows, and the relationship is in line with the theoretical framework stated earlier. Similarly,
from the scatter plot of corporate tax rates against profit repatriation percentage, higher tax rates
are correlated with lower profit repatriation, indicating that higher taxes drive MNCs' cash flow
strategy and manage it under tax implications, which is statistically supported by the negative
coefficient (r = 0.36, p < 0.05).

The regression outcomes show the mechanisms through which tax policies influence the
outcomes. Both the corporate tax rate on investment allocation and the global minimum tax on
profit repatriation exhibit a negative relationship, implying that higher taxes hinder capital
inflows and raise the proportion of profit to stay in the subsidiary. A positive correlation was
found between the tax incentives and subsidiary establishment. In addition, the compliance cost
and risk perception serve as mediating variables enhancing the relations, whereas economic
stability and industry type act as moderating variables showing the context dependency. The
finding is policy-implicative by suggesting that although it is essential for the government to
collect the tax revenue from the MNCs, imposing overly high and rigid tax policy will deter
investment and then capital accumulation.

Furthermore, the finding has implications for the managers. Managers are encouraged to take
into account differences among countries, to understand the role of taxes, and adopt optimal tax
planning techniques by taking advantage of incentives and adjusting the organizational
structures so as to increase after-tax profit. Effective cash flow management in conjunction with
diversified jurisdictions would give firms benefits. A well-structured international tax strategy is
not only likely to lead to higher profits but also make the firm more competitive. Managers might
use scenario analysis to prepare for changing tax policies and the consequent changes in the
MNC's financial strategy. The role of tax policy for the MNC is that it is a governmental tool on
one hand, and a component of the decision process in the MNC on the other hand, as the study
shows.

VI. CONCLUSION

The findings establish that international tax policy is essential in influencing multinational
firms' strategic decision-making. As we can observe, generally, when the corporate tax rate
increases, FDI to the host country decreases and vice versa. When the corporate tax rate increases,
it shows a negative correlation with the repatriation of profit; in this sense, its role in managing
MNCs' cash flow is key to MNCs' profit maximization. The mediating effects exist through
compliance cost and risk perception in the relations between tax policy and the MNC's decision
outcomes. The characteristics of countries and industries matter to an extent, given the strong
moderating effects of economic stability and industry types. Both the government and MNCs
have to cope with the trade-off between the revenue collections and the firms' investment
environment, and incorporate tax policy as a part of the strategic decision-making of long-term
plans of firms. This paper provides empirical evidence for existing theories of the close
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relationship between international tax policy and MNCs' strategic decisions, and this information
might serve for designing effective tax policies and managerial decisions in the future.

Nevertheless, limited by a small sample and limited time series data in three years, the long-term

dynamic process may not be adequately represented in the current analysis. Thus, future research
should endeavor to identify long-term effects of policy changes by adopting long-run analysis
with longitudinal data, enlarge the sample, and consider other factors such as regulatory policies
and implications of digital tax.
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