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ABSTRACT

This study examines the extent to which nationatecdual or environmental variables may influenetional
corporate tax rate determination in different caugd. Using arguments based on institutional, taxmpetition and
gravity theories, we develop and test hypothesgarding the influence of exogenous factors on antigis tax rate
determination through imitation. Predictions conogg the gravitational pull between countries, gegahical
relatedness, and religion were either fully or palty supported, while predictions regarding thepiatt of language
and type of legal system in a country were not etpd. The results are discussed with respectriaxtions for future
research.

INTRODUCTION

Much of recent foreign direct investment (FDI) ras# has focused on identifying which factors digxes can
influence the location of multinational enterprisgghe flow of investments. These factors rangenfmarket size, red-
tape alleviation, laws, infrastructure, investmg@nbmotion to taxation. However, as one of the cquoeeces of
globalization, taxation has emerged as an imporactor affecting global investment flows. Taxatinno longer
simply regarded as one of life’s certainties; iais unavoidable part of the strategy behind praltyievery business
decision (Ernst & Young, 2000).

The growing importance of taxation in internatiofmlsiness has, however, not been matched by algaral
development in research on how these tax ratededegmined. The reasons are not far-fetched. Bare(t®99, 2000)
attributes this to the complexity of national taystems, and to the difficulty of tracing back obvser actions of
economic agents to national tax systems. Wherenpteehave been made to study comparative capiatitm, they
have been limited to OECD countries. Stewart anddN2003) have attributed this to the fact thatsale the OECD,
capital movements, to a large extent, depend dor&aot related to observed data.

Previous studies have attributed the strategicantmns between nations which produce identicasomorphic
tax rates to tax competition (Wildasin, 1988; Buetsky, 1991; Edwards and Keen, 1996). Howeverctarpetition
does not appear to explain all the forces behirdrdte setting through fiscal policy mimicking. Fexample, is the
mimicking attributable to the active agency on fiat of nations as implied in tax competition orthe fact that
nations are passive agents compelled by forcdeein ¢nvironments to imitate their more powerfuighdors?

Our objective in this study is thus twofold. Firate offer an alternative explanation to the mimdéighavior of
nations which leads to identical or isomorphic tates. Secondly, we extend the FDI literature bylyipg theories
which have been used to explain local mimetic bihawe the global environment. From a methodologpespective,
the use of the gravity theory contributes to theeltgoment of international business (IB) literatime showing that
theories from the physical sciences can be suadgssfed to explain phenomena in organizationa subsequently
national behavior. The gravity theory also showat thations may not be active imitators but are ipasagents
compelled by more powerful neighbors to imitatartpelicies.
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Tax competition theory has been used to explairptoeesses that lead to the emergence of idensigahter-
jurisdictional policies. The basic tenets of thedty stipulate that national authorities competarfegestment capital by
offering a more favorable tax treatment to investhian is available elsewhere (Edwards and Keed6;1Schulze and
Ursprung, 1999). Given a multi-jurisdiction compieta for a given stock of capital, the theory stgias that an
increase in the tax rate in one country leads ftaht of capital from that country to others. Ither words, a tax rate
increase in one country produces a positive exliggnfor others in terms of increased tax-base ancome
(Bucovetsky and Wilson, 1991; Wildasin, 1989). Téwing countries will retaliate with lower ratesre-attract the lost
capital. The process continues until the ratetiégncompeting jurisdictions are the same or isomorahd equilibrium
is achieved (Edwards, 1993).

The Gravity Theory of Spatial Interaction

The basic principles of the gravity theory derivenfi Newtonian physics, and stipulate that physatgkcts
attract each other, and the force of this grawtetl attraction is directly proportional to the guats of their masses,
but declines with increases in the distances batwbem (Abler, Adams and Gould, 1971,). Shi et1#89() have
assumed the gravitational force field to have trenf

F = -yMm/r? (1)
whereM andm are the masses of attracting bodies a universal constant, ands the distance between the masses.
The formula simply states that the force of gravétynversely proportional to the square of theatise between two
masses and directly proportional to the proddi¢heir masses.

The concept has been used extensively in tradeyth@&be trade model stipulates that after contnglifor size,
trade between two regions decreases in relatidinetalistance between the two regions. In other sydirte greater the
distance between two regions, the smaller woulthbevolume trade between the two regions. In Ma@alk (1995)
estimation, two regions separated by 500 miles tnalle more than 2.67 times as much as two regieparated by
1000 miles. The underlying concept is that the flofngoods from country to countryj equals the product of the
potential capacities of the two countries dividgdabresistance or distance factor (Oguledo and KMeeP1994). In
other words, all things being equal, commerciatrattion between US and Mexico and US and Canaolalcstne
greater than the commercial interaction between dofl Japan or Korea. By the same reasoning, théegita
interaction, including fiscal competition, betwegoximately related countries will be greater tlcaantries which are
further apart. It can be concluded from the foregahat isomorphic pressures can emanate fromraeseurces,
which include institutional theory, tax competititeory and gravity theory.

THEORY AND HYPOTHESES

DiMaggio and Powell (1983) have argued that wheganizations are structured into an actual figlowerful
forcesemerge to lead them to become similar or isomarphipolicies, procedures and structures. This élppen
because the organizations may imitate each othag ueeuristics to economize on search costs (Caedt March,
1963), or in order to achieve legitimacy and subset]ly access to resources (Tolbert and Zucker3;198ott, 1987).
From Newtonian physics, two bodies in a field attr@ach other. The strength of a body’s attradsooroportional to
its mass or weight.

Applied to social physics, it means that when tvations with disparate incomes and populations cbektie
bigger and wealthier country will exert pressuretlog smaller and poorer country. The pressurebeilgreater if the
smaller and poorer country depends on the biggémrigher country for resources, such as investroapital. In that
case, the smaller country will accede to the demaofdthe bigger country by imitating the former’slipies and
procedures to achieve economy of action and suksgiguoecome more efficient (Tolbert and Zucker83;9Scott,
1987). The imitation may also enable the poorernttguto acquire legitimacy (Meyer and Rowan, 197Vhis
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legitimacy provides such countries access to ressurThis imitation will ultimately produce isombip policies,
procedures and structures.

Buettner (1999, 2000) has stated that local govermsnset fiscal policies with those of their imnagdineighbors
in mind, and that fiscal competition is particujadtrong in communities in the same neighborhoodereas more
distant locations are of less relevance. Ashwonth ldeyndels (1997) and Besley and Case (1995) &lseefound that
both politicians and voters compare their fiscdigies (tax rates) with those of their immediatéghéors in what is
tantamount to a yardstick competition. They coneltioht in determining their tax rates, local juiésidns take their
immediate neighbors’ tax rates into consideratibims has also been confirmed by Ladd (1992), whamdbthat city
and state governments in the US imitate the figolties of their neighbors.

Viewed from a different perspective, a nation settits tax rate will look closer to home for guidan For it
stands to reason that given identical conditiorisvéen two jurisdictions or countries, citizens,luting corporate
citizens, will compare their tax burdens with theiost immediate neighbors, which they may be familiith. This
means that nations that are contiguous or proxisnatéated are more likely to interact with eachagtin the form of
trade, investment flows, culture, and in other argeluding governmental and fiscal policies thatians that are
further apart. This thus leads us to hypothesiat th
H1: The global influence potential of a country nasasured by its global distance index, will beitpady related to its

tax rate.
H2: Nations that are proximately related are mikaly to have similar tax rates

Common History and Tax Rates

A common historical heritage, may constrain choiard actions of an organization or a nation (Pethand
Doz, 1987). For instance, countries that sharenanoan historical heritage may also share legalucailtor commercial
policies and procedures. This common heritage mdgnd to fiscal policies. The restraints imposeddaynmon
history may be exemplified by the use of a commamglage, legal system or religion between an esngolnd its
colonial master.

Language, as a vehicle of culture, often serves msnifestation of several aspects of culture.nglsi language
unifying all members of a community is often accamied by a culture, a way of life, preferences taudes (Bada,
2003). For example, the US, an ex-British colashares the English language with Great Britainfatsner colonial
master. The sharing of a common language may irtf@ysharing of identical educational systems thhoudpich
students may be exposed to identical philosopha@dnomic and fiscal issues. Nationals of such t@mmcan thus
easily develop similar outlooks on economic anddisnatters.

The legal system, like language, may be a remnfatiieocolonialism. It may also be a manifestatiatitjzo-
cultural globalization. Much of the observed iniatphenomenon is based on the assumption thatmmigdér much
of the world is represented by American or westastitutions and way of life, where the world turieso CNN for
news and democracy is the preferred form of govemr{Pennycook, 1994). This would imply that seleoantries
would copy governmental institutions, including tegal system, of perceived model countries.

Several countries across the globe share similanirtant religions. For example, both Christianitydslam are
found on all the continents. Generally, people vehare the same religious faith may share identioétural or
philosophical principles which could influence theblicy formulation. For example, Islam forbidseticharging of
interests on loans and also provides guidelinesémnmercial behavior. Such teachings can easilp s#e policy
formulation. It is thus possible to have identipalicies for nations sharing identical dominantgielns.

The effects of a common historical heritage andsjuay distance are the same: the shorter the distan the
commonality of heritage, the more likely some &f tountries will imitate the policies and proceduoé those in the
proximate vicinity. In other words, where countrigisare a similar cultural heritage or where thducal distance
between them is short, there is the likelihood thatpolicies and programs of the countries maydbatical. On the
other hand, the greater the difference in heritagfveen two countries, the more likely their p@gciand programs
may be dissimilar. We thus hypothesize:

H3A: Countries that share a common language are fit@ly to have similar tax rates.
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H3B: Countries that share a common legal systenmare likely to have similar tax rates.
H3C: Countries with similar dominant religions anere likely to have similar tax rates.

METHODOLOGY

To test the relationships posited in Hypothesez dnd 3, a modified and reformulated gravity themigdel was
used. The choice of the model emanates from itsgssson of several characteristics that other alpatdbdels lack.
Lowe and Sen (1996) have claimed that the mode$ do¢ have to include detailed information aboujects (e.qg.
countries). Second, each destination can be rapessby a single parameter (e.g. an index). Inrotfe¥ds, we need
not decide on which of the large number of desaripthat would be useful, nor do we have to addtesshorny
problems of appropriate algebraic form. The modetiasiderable value in analysis stems from itsitgktib separate
purely spatial from the non-spatial characteristita subject (Lowe and Sen, 1996).

The single parameter or index can be developedoligwiing the principles espoused by Reilly (193d)his
“Law of Retail Gravitation”, by aggregating data ®onumber of locations. The index can take themfor

P1 N P2 4 Pi

= @)
Dy D D,
J P,
or more simply: R = z D_2 (3)
=\ D

i
whereR, is the index value for locatian P; is the population of city, and Dfi is the square of the distance between

locationi and cityj. In the Shi et al. (1997) model, instead Rf they computedJ;, which is theurban influence
potential Again, instead of the discretionary income oftg which was used as a proxy for size in the odgimodel,
they used the population of the cities concerned.

To make our hypothesis testable in view of the flaat our study involves 97 countries, not 2 ourdsgictions as
in the Shi et al. and other models, we computeihdax of global distance influence potentidDINDEX) for each
country. Following the Shi et al. example, we medethe influence of one country on another witlelavant variable
for size. However, instead of the discretionaryime of the total residents of a city as used irRa#ly (1931) market
access potential model or the total population oftyaas in the Shi et al. urban potential influemodel, we used the
GDP of each country as a proxy for the size ofdbentry. Our model, which can be regarded agohal distance
influence potentiainodel takes the form:

97
G =GDRY’ GDZP’ (4)

j#l i

wherej represents the countries in the study. This madebunts for the fact that the size of a countyBP or
economic weight is important in determining thduehce of one country on another. Common historyalbées, as
well as lagged own and adjacency tax rates wereiatduded in our modelG in equation 4 above represengtsbal.
However, since the index represents distance infleepotential, we can replace the G with a D to leamjze the
importance of distance in the index. Repladhwith D and addingNDEX, we getDINDEX, the resultant model is of
the form:

TRy =& + B;DINDEX;; + B.LANG;+ BsRELIG; + B4LEGSYS; + BsTRy1 + BsATR 1+ B7(CONT) +eit  (5)
where, TR is the tax rate of countryin periodt, DINDEX is the gravity index of distance influenpetential, LANG
is language (English, French, Spanish, Portuguetber languages), RELIG is religion (Christianitglam, Hindu,
Budhism, other religions), LEGSYS is the legal syst(English common law, civil law, Islamic law, ethlegal
systems), CONT is the continent (Africa, Asia, EpgpNorth America, Oceana, South America) (iR the lagged
own tax rate, ATR; is lagged tax rate of own continent, andepresents the error term.
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Data

The data for the study consist of historical tatesaof a sample of 97 countries extracted from C@MT
international tax tables covering the decade 0D192001. Appendix A is a list of countries usedha study. We also
categorized the countries on the continental bafsisfrica, Asia, Europe, North America, Oceana &alith America.
Oceana consists of Australia, Indonesia, Malay&ilagapore and New Zealand. In addition to COMTA#en sources
of data include The World Bank — World DevelopmBetport (various years), Penn World Tables, Unitedidhs —
UNCTAD, Bali Online Service, and the Exporters Etlopedia (various years).

Appendix A: Ligt of CountriesUsed in Study

Corporate Corporate

# | Country Corporate Tax Rate * Country Tax Rate| # | Country Tax Rate

(2000) (2000) (2000)
1 | Algeria 35 34| Hungary 18 67| Peru 30
2 | Argentina 36 35 Iceland 30 68 Philippines 32
3 | Australia 39 36| India, Distributed| 38.5 69| Poland 30
4 | Austria 34 37| Indonesia 35 7Q Portugal 32
5 | Bahamas 0 38 Iran 54 71| Puerto Rico 39
6 | Bahrain 0 39 Ireland 43 72| Qatar 35
7 | Barbados (Offshore 2.5 40| Israel 40 73] Romania 30
8 | Belgium 43 41| Italy 42 74| Russia 30
9 | Bermuda 0 47 Jamaica 40 > | Saudi Arabia 45
10 | Bolivia 25 43| Japan 41 ° | Senegal 35
11 | Brazil 30 44| Kazakstan 30 771 Singapore 26
12 | Bulgaria 36 45 Kenya 32.5 78 Slovak Republic 29
13 | Cameroon 35 46 Korea, Rep. Of 36.5 79 Slovenia 25
14 | Canada 38 47 Kuwait 55 80| South Africa 37.8
15 | Cayman Islands 0 4BLatvia 25 81| Spain 35
16 | Chile 35 49| Lebanon 30 84 Sri Lanka 35
17 | China 33 50| Lithuania 29 83| Sweden 28
18 | Colombia 30 51 Luxembourg 36 84 Switzerland 17
19 | Costa Rica 40 52 Malawi 38 85| Thailand 30
20 | Cote d'lvoire 35 53 Malaysia 39 86| Togo 40
21| Croatia 35 54 Mali 35 87| Trinidad & Tobago 40
22 | Czech Rep. 31 55 Mauritius 35 88| Tunisia 35
23 | Denmark 32 5 Mexico 35 89| Turkey 33
24 | Ecuador 25 57 Morocco 35 90| Ukraine 30
25 | Egypt 40 58| Netherlands 35 91 U. Arab Emirates 50
26 | El Salvador 25 59 New Zealand 33 92 United Kingdom 30
27 | Finland 29 60| Nicaragua 35 93 United States 35
28 | France 42 61 Nigeria 30 94| Uruguay 30
29 | Gabon 35 624 Norway 28 95| Venezuela 34
30 | Germany 42 63 Oman 50 96 Vietnam 25
31| Greece 46 64 Pakistan 43 91 Zimbabwe 35
32 | Guatemala 25 65 Panama 30
33 | Hong Kong 16.5 66 Paraguay 30

M easures

Source: Tax rates: Comtax (2002)

Table 1 is a list of the variables used in the wtldhe variables are conceptualized and operatmathbelow.
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Table 1. Description of Independent Variables

Construct Hypothesis Variable Name Definition

Dependent variable
Tax rates 1-3 TRATE Percentage of corporatenmecpaid to the fiscal authority

Predictor variables:

1 Global distance index 1A DINDEX GDP/(sum of intexpital distances squared.)
2 Continent (Adjacency) 2B CONT Countries located on same continent

3 Language 3A LANG Official /dominant language ofauntry

4 Religion 3B RELIG The dominant religion of a coyntr

5 Legal system 3C LEGSYS The official legal system

Control Variables

To provide for the desired robustness of the hygsitted relationships, we controlled for the vaeabthat may
offer alternative explanations or may possibly exgftuences on the dependent variable. These Masanclude:

Openness or level of trad€he variable openness (OPEN) which is a measusecolntry’s integration into the
world economy through trade, has been found toctfiscal policy (Rodrick, 1997). The measure igaifed from
Penn World Tables.

Oil production.The production of oil (OILPDN) is operationalizesl @ dummy control variable, with 1 indicating
the country as a producer and exporter of oil, @imticating otherwise.

Population.Population has been used to as a proxy for maikessveral studies on investment flows (Ajami and
Ricks, 1981).

Analysis

To estimate H1, H2, and H3 we used a modified gyawiodel, which necessitated the computation oinaex
(DINDEX). Also, to account for jurisdictional taxompetition or mimetic isomorphism, we included th& rates of
competing jurisdictions as endogenous variableghimm model. However, including the tax rates of cetimy
jurisdictions creates a simultaneity problem (Boetf 2000). This meant that the OLS assumption hatlictor
variables were uncorrelated with a dependent vie'mlerror was not tenable (Bae & Lawler, 2000)efiiore, we
estimated the parameters of the model with a tagesteast squares (2SLS) regression analysis dnstreimental
variable technique using STATA 7 software. The oordnd exogenous variables served as instrumeatbles.

Another problem was the sample size. In a smatietyslimited to one focal country, it would be edsyidentify
a jurisdiction’s immediate neighbors. In the pressndy, with over 90 countries spread over sixtio@mts, identifying
each country’s competing jurisdictions was not ifdlas Rather, we assumed that countries on the smménent
constituted immediate competing jurisdictions. Histcase, we averaged the continent’s tax ratespiesent the rates
of immediate competing jurisdictions of any focalatry. The tax rate of immediate competing jukdsidins variable
was, however, lagged because tax rates are normsetlgx-ante. In other words, a jurisdiction cafy dmitate a
neighbor’s existing tax rate. The use of laggedeslfor the competing tax rate variable as welagged values for a
nation’s own tax rate, avoids a possible simultigrigias.

Using the endogenous variables as instruments, egeessed tax rates on DINDEX as well as the dummy
variables representing common histories and th&r@ovariables openness and presence of oil. Thededed LANG
(English, French, Spanish, Arabic, Portuguese,ahdr languages), RELIG (Christianity, Islam, Bugihj Hinduism,
and other religions), and LEGSYS (civil law, Englisommon law, Islamic law, and other legal systems)

RESULTS

The 2SLS regression results of the estimated mm@eproduced below in Table 2. Hypothesis 1 predithat a
country’s global distance index potential will besiively related to its tax rate. Hypothesis 2 tbe other hand
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predicted that countries that share a proximatiogiship will have identical tax rates while caugs that do not share
such a relationship or are far apart will have satdich are substantially different. In other wqrdgferences in tax
rates increase with increases in distance. Suppastfound for H1. DINDEX, the distance influenceegtial, has a
positive and significant coefficient.

Table 2: Regression Results

Intercept 23.6766***
(3.25)
Distance influence potential (DINDEX) 0.1833*
(1.92)
Lag of own continent rate 0.1651***
(3.35)
Africa 5.1391*
(1.72)
Asia 12.2557**
(4.55)
Europe 1.3129
(0.46)
North America -2.4732
(0.78)
South America -9.9988*
(-2.23)
English -9.5116*
(-2.12)
French -5.0200
(-1.10)
Spanish 6.749
(-1.69)
Other Languages -4.1504
(-1.10)
Christianity 7.6223
(149
Islam 9.0556*
(191
Hinduism 12.4957*
(2)26
Budhism -5.2442
(7)0
Civil Law -0.3033
(-0)1
English common law 5.0114
(@)3
Other law -4.3036
(-2)2
Log of population .3925
(0M9
Openness -0.0252*
(-3)8
Oil production -2.5011*
82)
N 285
F (23, 261) 411
p 0.0000
R? 2703
Adjusted R 2060

Results are for test of Hypotheses 1 & 2; valuesuastandardized regression coefficients, witHuesin parentheses.
*p<.05; *p<.0l; **p <.001
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Hypothesis 2 was also supported. CONTINENT, whih iproxy for adjacency or proximate relatedneas,ah
positive and significant coefficient. Continentalndmy variables of Africa (p< .05) and Asia (p< .p8how significant
and positive effects, while South America (p< .88} a significant but negative coefficient, indiogtthat the closer
the countries are in South America, the greatediffierences in their tax rates.

Hypothesis 3A predicted that countries with a comrhistorical heritage will have identical tax rag&n if they
are far apart. The dummy variables tested hereaudecl LANG (English, French, Spanish, Portuguesd, ather
languages), RELIG (Christianity, Islam, Hindu, Bigith, and other religions), and LEGSYS (English camnfaw,
civil law, Islamic law, and other legal systems)ithfegard to language, the evidence was contmagxpectations. No
support was found for French, Spanish and otheyuages. Arabic was dropped in the regression dueltimearity.
English was found to have a negative impact orafipolicies. Thus, Hypothesis 3A was not supported

Hypothesis 3B predicted that countries that sHagesame religion will have identical tax rates, levtilypothesis
3C predicted that countries with identical legasteyns will have similar tax rates. With regard étigion, again the
results were mixed. Islam and Hinduism all showeditive and significant coefficients (p<.01) inchkacase. Other
religion was dropped due to collinearity and Budhishowed a negative and insignificant effect. Gianisty did not
show any impact. With regard to legal system, @gtto expectation, apart from the English commaw lvhich
showed a positive but insignificant effect, cildt and other law showed negative and insignifiedigicts. Islamic law
was dropped due to collinearity.

Support was also found for the relationship betwssme continental dummies and tax rates. Spedificafrica
(p<.01), and Asia (p<.001) showed positive impacSouth America, on the other hand, showed a negdtut
significant relationship (p< .05). Further, NoAAmerica showed a negative and insignificant refegfop. Oceana was
dropped due to collinearity.

DISCUSSION

The overarching purpose of this study was to ingast whether apart from the answers provided &gitional
equilibrium analysis in economic theory, there aa¢ional contextual or environmental variables timaty influence
national corporate tax rate determination. Theltesndicate that the distance between nationsattatt the level of
interactions between them. They also confirm thanhmon historical or cultural ties between natiomsdidferent
jurisdictions can produce similar policies in thetions or jurisdictions concerned. Several suggestcan be offered
for these findings.

First, as has been suggested by Scott (1983), lneerand Lorsch (1967), organizations are creatofdhe
environment. Practices and policies of the morees&ful or established organizations are readibyecbor imitated by
less successful or newer ones with the objectivacbfeving the same measure of success. This apjpyimimicking
produces conformity and hence isomorphism. Moredwemimicking successful organization’s policiaspoactices,
organizations avoid learning by trial and erroratoive at their own appropriate policies. This satleem time and
expense. These reasons for organizational poliapicking also apply to nations. If an emerging cownlike
Afghanistan is formulating fiscal policy, it willat have to reinvent the wheel, but imitate thegeé of those countries
perceived to be successful.

The study also indicates that physical distancevéen countries can influence their mimetic behawitsing the
gravity theory to examine the extent of the pontifluence one nation may have on another, ibbexs apparent that
distance or proximate relatedness influences theetit behavior of nations. This, for example, implithat the US,
which has the greatest index of all the countniethe sample (45.24) would exert more pressurdsondighbors and
force them to imitate its policies and procedurBEisis may explain the similarities in the fiscal ip@s of the US,
Mexico and Canada, although in the latter casatigallideology and other variables may moderate affect of the
pressure.

The effects of common historical heritage are ag@als to the effects of physical distance betwedioma A
common language usage between nations reducemation costs and facilitates communication. Fre&ganish and
Portuguese all have positive and significant impadEnglish, the global language of commerce, contta
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expectations, does not show a positive effect. @h@maly may be attributed to the fact that Engdtiak now become a
global language and because of the multitude andtyaof countries using it, the bonds between ¢hesuntries have
been weakened.

Religion also appears to play a role in the mimbgbavior of countries. Islam and Hinduism all hpesitive
effects. The most important explanation that camffered for this is that religious teachings cafluence economic
thinking. For example, Islamic teachings forbid fivactice of usury or even the charging of inter&his implies that
laws relating to usury may be similar in Saudi AsaliEgypt, Morocco, Tunisia and the other Islanbcrtries in the
sample. These similarities may extend to fiscaicpes. Christianity on the other hand does not appe affect national
mimetic behavior. This may partly be due to theed$e nature of the countries which are regardechaistian. Again,
it may be due to the fact that in such countrieligion does not drive political or fiscal policy.

Similarities in legal systems showed a negative iasijnificant impact on fiscal policies. This wesntrary to
expectations. This is because it is conceivabledbantries with similar legal systems may haveilsinfiscal policies.

The African and Asian continental dummies all sheignificant positive effects. This implies that ottes in
Africa and Asia pay attention to each other’s gec The South American dummy showed a significagfative effect,
indicating large variations in tax rates. On thbeothand, the North American dummy, showed an mifignt and
negative effect. This may be due to the fact thate are several countries which were categorizedaath America
which have fiscal policies which are at variancéhthose of the major countries of the North Amanicontinentyiz.,
Canada and USA. Such countries include the Caysiands, with a corporate tax rate of 0%, The Baha@f# and
Bermuda (0%). Those of the USA and Canada were 3%9@8% respectively. Thus instead of proximity leadio
similarities in tax rates, it has led to dispaiityrates. This may be attributed to the fact Cayiséands, The Bahamas
and Bermuda are small, resource-poor countrieshiiwe to offer tax incentives to attract investors

SUMMARY AND CONCLUSIONS

This study presents a model of inter-jurisdictiomamicking behavior that includes both previouségagnized
but ignored variables. Based on our results anittal analysis, it is clear that tax rates havelationship with such
exogenous variables as adjacency, common histaaimélcultural ties, and gravitational pull or pressexerted by
neighbors.

By utilizing a modified gravity concept to providm alternative explanation for mimetic fiscal isaptusm
espoused by tax competition theory, the stodhadens our understanding of the strategic intieras between nations
in competing for investment capital through the o$discal policies. Indeed, the study helps td &ilvoid in the
mimetic isomorphism literature by developing andpéially testing the concept on a global scaleug,hthe study
contributes to international business research ftenpoint of view that theories from the physiseiences can be used
to explain the behavior of nations. By using a éadgtaset, the study extends previous studies vitgieh been limited
to the mimetic behavior between different politicalits in a particular country, such as betweetesfacounties or
other forms of local government.

The study will enable countries to examine whetheir corporate tax rates are too high or too Iowelation to
their neighbors, and to adjust them accordinglgriater to be able to compete for investment capitiaé findings may
also have some implications for advancing our ustdeding of multinational firm strategy. As an aif# at describing
the impact of taxation on investment location decis, our findings suggest that tax rate is an irgm factor in
influencing a multi-national firm strategy. This évidenced by the mimetic behavior of nations ideorto achieve
legitimacy, economy and efficiency in the globagpital markets. Given a near factor-cost parityhia global economy,
multinational enterprises can maximize their resusg investing in nations with lower tax rates. major limitation of
the study was the classification or definitionngighborsor adjacency. Because of the complexity involvedefining
all the neighbors of each of the 97 countries emgampleneighborhoodvas defined as all the countries on a continent.
This means that countries such as Japan, Sri Lan#dran were all classified as neighbors or adjat® each other.
Again, apart from the fact that all these countaes on the Asian continent, there is very littecommon between
them which makes them neighbors. A solution to tirisblem will be to subdivide the continents inegions. For
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example, Asia could be divided into the Middle E&lsé Far East, Central Asia, the Indian sub-centinindo-China
etc. Again, such a division may further complictite study and may add very little explanatory poteehe results.

Since research is a knowledge accrual processstidy was guided by previous studies in term#efdture and
modeling. This study has in turn opened a few diffié¢ avenues for future research by providing andiation for
expanding the literature on the effects of contakttariables on national fiscal policy, mimetic nsorphism and its
effects on capital investment flows. One way toeegt our findings is to re-estimate the models usffgctive
corporate tax rates. Research can also be extandind effect that membership of strategic groups mave on a
country’s mimetic behavior. Finally, several oppmities exist to apply gravity theory in studyirlgetcompetitive
interactions between countries. A start has alrdein made with network analysis. Using the gravigory approach
in network analysis, future researchers can exafmimea country’s position in the global networkeabnomic entities
influences its mimetic behavior and subsequensigdi policies.
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