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Introduction and Motivation

• For attracting FDI, countries have greater 
incentives to engage in tax competition 
through cuts in their CIT rate.



Bird’s overview of the literature on tax 
competition

• Devereux et al (2008) explain fall in CIT rate in 
OECD countries by tax competition between 
these countries

• Chen et al (2014) test and find the existence of 
tax competition among South Asian countries

• Except Klemm and Van Parys (2012) there is
no study on corporate tax interaction between 
Africa economies.



Trend in statutory corporate income tax rates



CIT RATES IN AFRICA



Potential weaknesses from the study of Klemm 
and Van Parys (2012)

• Regressions carried out using a panel data 
including LAC and African countries : 
heterogeneity and outliers problems.

• Sample size : 22 African economies in Klemm 
and Van Parys (2012) and 36 African countries 
for our study. Risks of selection bias (e.g
Seychelles and Tunisia, under radar as ”tax 
haven” are not in their sample)

• Inadequate weighting matrix



Objective of this study

• Advance understanding on CIT rate and CIT 
base interactions between African economies



Empirical model specification for CIT 
rate interactions



Connectivity matrix and Estimation 
method



Estimation method

• The spatially lagged tax rate is endogenous in 
the tax reaction equation.

• IV technique ; Instruments : The average 
weighted of the control variables in other 
countries except i (Klemm and Van Parys, 
2012, Devereux et al., 2008 ; Chen et al., 
2014).



Control variables
• Xit : GDP per capita, trade openness, government consumption and 

population (Klemm and Van Parys, 2012) and tax revenues.
• Trade openness is employed as a proxy of economic openness to 

control for the impact of the exposure of the country to trade and 
competition for foreign capitals (-)

• GDP per capita proxied level of development. (+/-)
• Total population to proxied the country’s size. larger countries have 

less incentives to engage in tax competition(IMF, 2014). (-)
• Government consumption controls for the impact of government 

financing needs. Sign difficult to predict because government may 
choose to reduce CIT rate to attract tax base.



Data and sample
• Statutory CIT rates data are from the Tax Rate Database of 

the IMF Fiscal Affairs Department (IMF-FAD).
• Data on GDP per capita, trade openness (X+M)/GDP , 

government consumption and population are taken from 
Penn World Table version 9.0 (PWT9.0) (Feenstra et al., 
2014).

• Tax revenues data are extracted from ICTD-GRD database 
(Prichard et al., 2014).

• Finally, we obtain a balanced panel data in CIT rate for 36 
countries over the period 1995-2013 . The average 
statutory CIT rate in Africa is 33.4% with a minimum rate of 
15% and a maximum rate of 60% (applied in Sudan).



Results



Robustness check
• Alternative weighting matrices : separately geographical 

and economic distance matrix.
• Control for possible delay in other countries’ reaction to 

change in the host country’s CIT rate : replacing W(CIT rate) 
by L1.W(CITrate) among the RHS variables.

• Controlling for the impact of PIT rate to take into account 
the potential backstop role PIT could played in a context of 
tax competition.

• Use of FDI inflows weighting scheme (major recipients of 
FDI inflows are more likely to compete among themselves 
for attracting FDI)

• Control for inertia in corporate income tax rate, including
L1.CITrate among the RHS variables.



Testing common intellectual trend

• Uniform matrix to test common intellectual trend 
(Cassette and Paty, 2008 ; Caldeira et al., 2015) 
wij=1/(n-1), n= number of units interacting.

• Results : coefficient of W(CIT rate) positive and 
significant even when time trend are controlled in 
the regressions.

• Conclusion : Manski’s (1993) hypothesis of a 
common intellectual trend that drives countries’ 
fiscal choices in the same directions in the 
absence of strategic behaviors in the countries 
cannot be rejected.



Testing common intellectual trend



CIT base interactions: Trends in CIT rate ,  CIT revenue and CIT base



Rate to base



Impact of the average corporate tax rate of foreign countries on the corporate
tax base of a host country



Base to base



Effect of changes in abroad countries’ CIT base and CIT rate on the host
country’s CIT base



Conclusion
Evidence of pure corporate tax rate competition 

among African countries is weak. positive slope 
reaction between their CIT rates may be explained 
by common policy and intellectual trend.
Cuts in foreign countries’ average corporate tax rate 

reduce the host country’s corporate tax base.
When the host country reacts this ultimately results 

in a net erosion of its corporate tax base by 0.4% 
(represents a 0.25% loss of corporate tax revenue).
Moreover, we find strategic complement responses 

in corporate tax base policies.



Thank you for your attention
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