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Abstract

This chapter examines the relationship between tax policy, foreign direct

investments, and economic growth. The aim of this chapter is to analyze and to

estimate the impact that frequent changes and modifications of tax policies have

on the FDI and economic growth of Greece. The sample is based on time series

data with annual observations from 1980 to 2014. The empirical part utilizes the

methodologies of PCA, OLS regression, GARCH and GARCH-M. In this chapter, tax

policy is measured as the annual number of tax legislation changes that have a

direct negative impact on the income of citizens and businesses. We construct a
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new Tax Policy (TP) Index for Greece, by using the Tax Policy variable and five

other variables as proxies in this analysis. The results suggest that the new TP

Index has negative effects on GDP growth while it has no effects on FDI. The

research provides to policy makers insights into the effects that an unstable tax

environment has on FDI and economic growth.
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Notes

1. The correlation results are not presented here but are available upon request.

References

Aghion, P., Akcigit, U., Cagé, J., & Kerr, R. W. (2016). Taxation, Corruption, and

Growth. European Economic Review, 86, 24–51.

Article Google Scholar 

Aghion, P., & Howitt, R. (1994). Growth and Unemployment. Review of Economic

Studies, 61(3), 477–494.

Article Google Scholar 

Alesina, A., & Perotti, R. (1996). Income Distribution, Political Instability, and

Investment. European Economic Review, 40(6), 1203–1228.

Tax structure and economic
growth: a study of selected
Indian states

Article  Open access

09 May 2020

The relationship between tax
revenue, government
expenditure, and economic
growth in G7 countries: new…

Article  14 May 2020

Tax Buoyancy: A Comparative
Study Between Kenya and
South Africa

Chapter  © 2017

https://www.springernature.com/gp/librarians/licensing/agc/ebooks
https://doi.org/10.1016%2Fj.euroecorev.2016.01.012
https://scholar.google.com/scholar_lookup?&title=Taxation%2C%20Corruption%2C%20and%20Growth&journal=European%20Economic%20Review&volume=86&pages=24-51&publication_year=2016&author=Aghion%2CP&author=Akcigit%2CU&author=Cag%C3%A9%2CJ&author=Kerr%2CRW
https://doi.org/10.2307%2F2297900
https://scholar.google.com/scholar_lookup?&title=Growth%20and%20Unemployment&journal=Review%20of%20Economic%20Studies&volume=61&issue=3&pages=477-494&publication_year=1994&author=Aghion%2CP&author=Howitt%2CR
https://doi.org/10.1016%2F0014-2921%2895%2900030-5
https://scholar.google.com/scholar_lookup?&title=Income%20Distribution%2C%20Political%20Instability%2C%20and%20Investment&journal=European%20Economic%20Review&volume=40&issue=6&pages=1203-1228&publication_year=1996&author=Alesina%2CA&author=Perotti%2CR
https://link.springer.com/10.1186/s40008-020-00215-3?fromPaywallRec=true
https://link.springer.com/10.1007/s10644-020-09280-x?fromPaywallRec=true
https://link.springer.com/10.1007/978-3-319-54166-2_3?fromPaywallRec=true


Article Google Scholar 

Angelopoulos, K., Malley, J., & Philippopoulos, A. (2008). Tax Structure, Growth

and Welfare in the UK (Department of Economics, University of Glasgow, W/P No

2008_05).

Google Scholar 

Asteriou, D., & Price, S. (2001). Political Instability and Economic Growth: UK

Time Series Evidence. Scottish Journal of Political Economy, 48, 383–399.

Article Google Scholar 

Asteriou, D., & Sarantidis, A. (2016). Political Instability and Stock Market

Returns: Evidence from OECD Countries. Economics and Business Letters, 5(4),

113–124.

Article Google Scholar 

Atems, B. (2015). Another Look at Tax Policy and State Economic Growth: The

Long-run and Short-run of It. Economic Letters, 127, 64–67.

Article Google Scholar 

Barro, R. J. (2013). Inflation and Economic Growth. Annals of Economics and

Finance, 14(1), 121–144.

Google Scholar 

Bollerslev, T. (1986). Generalized Autoregressive Conditional Heteroskedasticity.

Journal of Econometrics, 31, 307–327.

Article Google Scholar 

De Mooij, R., & Ederveen, S. (2008). Corporate Tax Elasticities: A Reader’s Guide

https://doi.org/10.1016%2F0014-2921%2895%2900030-5
https://scholar.google.com/scholar_lookup?&title=Income%20Distribution%2C%20Political%20Instability%2C%20and%20Investment&journal=European%20Economic%20Review&volume=40&issue=6&pages=1203-1228&publication_year=1996&author=Alesina%2CA&author=Perotti%2CR
https://scholar.google.com/scholar?&q=Angelopoulos%2C%20K.%2C%20Malley%2C%20J.%2C%20%26%20Philippopoulos%2C%20A.%20%282008%29.%20Tax%20Structure%2C%20Growth%20and%20Welfare%20in%20the%20UK%20%28Department%20of%20Economics%2C%20University%20of%20Glasgow%2C%20W%2FP%20No%202008_05%29.
https://doi.org/10.1111%2F1467-9485.00205
https://scholar.google.com/scholar_lookup?&title=Political%20Instability%20and%20Economic%20Growth%3A%20UK%20Time%20Series%20Evidence&journal=Scottish%20Journal%20of%20Political%20Economy&volume=48&pages=383-399&publication_year=2001&author=Asteriou%2CD&author=Price%2CS
https://doi.org/10.17811%2Febl.5.4.2016.113-124
https://scholar.google.com/scholar_lookup?&title=Political%20Instability%20and%20Stock%20Market%20Returns%3A%20Evidence%20from%20OECD%20Countries&journal=Economics%20and%20Business%20Letters&volume=5&issue=4&pages=113-124&publication_year=2016&author=Asteriou%2CD&author=Sarantidis%2CA
https://doi.org/10.1016%2Fj.econlet.2014.12.035
https://scholar.google.com/scholar_lookup?&title=Another%20Look%20at%20Tax%20Policy%20and%20State%20Economic%20Growth%3A%20The%20Long-run%20and%20Short-run%20of%20It&journal=Economic%20Letters&volume=127&pages=64-67&publication_year=2015&author=Atems%2CB
https://scholar.google.com/scholar_lookup?&title=Inflation%20and%20Economic%20Growth&journal=Annals%20of%20Economics%20and%20Finance&volume=14&issue=1&pages=121-144&publication_year=2013&author=Barro%2CRJ
https://doi.org/10.1016%2F0304-4076%2886%2990063-1
https://scholar.google.com/scholar_lookup?&title=Generalized%20Autoregressive%20Conditional%20Heteroskedasticity&journal=Journal%20of%20Econometrics&volume=31&pages=307-327&publication_year=1986&author=Bollerslev%2CT


to Empirical Findings. Oxford Review of Economic Policy, 24(4), 680–697.

Article Google Scholar 

De Mooij, R., & Keen, M. (2012). Fiscal Devaluation’ and Fiscal Consolidation:

The VAT in Troubled Times (IMF Working Paper No WP/12/85). International

Monetary Fund.

Google Scholar 

Devereux, M. P., & Freeman, H. (1995). The Impact of Tax on Foreign Direct

Investment: Empirical Evidence and the Implications for Tax Integration

Schemes. International Tax and Public Finance, 2, 85–106.

Article Google Scholar 

Easterly, W., & Rebelo, S. (1993). Fiscal Policy and Economic Growth: An

Empirical Investigation. Journal of Monetary Economics, 32(3), 417–458.

Article Google Scholar 

Enders, W. (1995). Applied Econometric Time Series. New York: Wiley.

Google Scholar 

Engen, E. M., & Skinner, J. (1996). Taxation and Economic Growth. National Tax

Journal, 49(4), 617–642.

Google Scholar 

Engen, E. M., & Skinner, J. (1999). Taxation and Economic Growth. In J. Slemrod

(Ed.), Tax Policy in the Real World (pp. 305–330). New York: Cambridge

University Press.

Chapter Google Scholar 

https://doi.org/10.1093%2Foxrep%2Fgrn033
https://scholar.google.com/scholar_lookup?&title=Corporate%20Tax%20Elasticities%3A%20A%20Reader%E2%80%99s%20Guide%20to%20Empirical%20Findings&journal=Oxford%20Review%20of%20Economic%20Policy&volume=24&issue=4&pages=680-697&publication_year=2008&author=Mooij%2CR&author=Ederveen%2CS
https://scholar.google.com/scholar?&q=De%20Mooij%2C%20R.%2C%20%26%20Keen%2C%20M.%20%282012%29.%20Fiscal%20Devaluation%E2%80%99%20and%20Fiscal%20Consolidation%3A%20The%20VAT%20in%20Troubled%20Times%20%28IMF%20Working%20Paper%20No%20WP%2F12%2F85%29.%20International%20Monetary%20Fund.
https://link.springer.com/doi/10.1007/BF00873108
https://scholar.google.com/scholar_lookup?&title=The%20Impact%20of%20Tax%20on%20Foreign%20Direct%20Investment%3A%20Empirical%20Evidence%20and%20the%20Implications%20for%20Tax%20Integration%20Schemes&journal=International%20Tax%20and%20Public%20Finance&volume=2&pages=85-106&publication_year=1995&author=Devereux%2CMP&author=Freeman%2CH
https://doi.org/10.1016%2F0304-3932%2893%2990025-B
https://scholar.google.com/scholar_lookup?&title=Fiscal%20Policy%20and%20Economic%20Growth%3A%20An%20Empirical%20Investigation&journal=Journal%20of%20Monetary%20Economics&volume=32&issue=3&pages=417-458&publication_year=1993&author=Easterly%2CW&author=Rebelo%2CS
https://scholar.google.com/scholar_lookup?&title=Applied%20Econometric%20Time%20Series&publication_year=1995&author=Enders%2CW
https://scholar.google.com/scholar_lookup?&title=Taxation%20and%20Economic%20Growth&journal=National%20Tax%20Journal&volume=49&issue=4&pages=617-642&publication_year=1996&author=Engen%2CEM&author=Skinner%2CJ
https://doi.org/10.1017%2FCBO9780511625909.021
https://scholar.google.com/scholar_lookup?&title=Taxation%20and%20Economic%20Growth&pages=305-330&publication_year=1999&author=Engen%2CEM&author=Skinner%2CJ


Engle, R. F., Lilien, D. M., & Robins, R. P. (1987). Estimating Time Varying Risk

Premia in the Term Structure: The ARCH-M Model. Econometrica, 55, 391–407.

Article Google Scholar 

European Commission. (2015). Study to Quantify and Analyse the VAT Gap in the

EU Member States. European Commission.

Google Scholar 

Hajkova, D., Nicoletti, G., Vartia, L., & Yoo, K. Y. (2006). Taxation and Business

Environment as Drivers of Foreign Direct Investment in OECD Countries. OECD

Economic Studies, 2006(2), 7–38.

Article Google Scholar 

Head, J. G., & Krever, R. (2009). Tax Reform in the 21st Century: A Volume in

Memory of Richard Musgrave (p. 7). NY: Wolters Kluwer Law & Business.

Google Scholar 

Heitger, B. (2002). The Impact of Taxation on Unemployment in OECD Countries.

Cato Journal, 22(2), 333–354.

Google Scholar 

International Monetary Fund (IMF). (2015). Causes and Consequences of Income

Inequality: A Global Perspective (pp. 6–7). Washington: IMF Strategy, Policy, and

Review Department. Retrieved from

https://www.imf.org/external/pubs/ft/sdn/2015/sdn1513.pdf.

Google Scholar 

IOBE. (2015). IOBE Notes: The Elements of the Economy. Characteristics, Income

and the Effects of VAT (In Greek). Athens: Foundation for Economic and Industrial

https://doi.org/10.2307%2F1913242
https://scholar.google.com/scholar_lookup?&title=Estimating%20Time%20Varying%20Risk%20Premia%20in%20the%20Term%20Structure%3A%20The%20ARCH-M%20Model&journal=Econometrica&volume=55&pages=391-407&publication_year=1987&author=Engle%2CRF&author=Lilien%2CDM&author=Robins%2CRP
https://scholar.google.com/scholar?&q=European%20Commission.%20%282015%29.%20Study%20to%20Quantify%20and%20Analyse%20the%20VAT%20Gap%20in%20the%20EU%20Member%20States.%20European%20Commission.
https://doi.org/10.1787%2Feco_studies-v2006-art8-en
https://scholar.google.com/scholar_lookup?&title=Taxation%20and%20Business%20Environment%20as%20Drivers%20of%20Foreign%20Direct%20Investment%20in%20OECD%20Countries&journal=OECD%20Economic%20Studies&volume=2006&issue=2&pages=7-38&publication_year=2006&author=Hajkova%2CD&author=Nicoletti%2CG&author=Vartia%2CL&author=Yoo%2CKY
https://scholar.google.com/scholar_lookup?&title=Tax%20Reform%20in%20the%2021st%20Century%3A%20A%20Volume%20in%20Memory%20of%20Richard%20Musgrave&publication_year=2009&author=Head%2CJG&author=Krever%2CR
https://scholar.google.com/scholar_lookup?&title=The%20Impact%20of%20Taxation%20on%20Unemployment%20in%20OECD%20Countries&journal=Cato%20Journal&volume=22&issue=2&pages=333-354&publication_year=2002&author=Heitger%2CB
https://www.imf.org/external/pubs/ft/sdn/2015/sdn1513.pdf
https://scholar.google.com/scholar_lookup?&title=Causes%20and%20Consequences%20of%20Income%20Inequality%3A%20A%20Global%20Perspective&pages=6-7&publication_year=2015


Research.

Google Scholar 

Jong-a-Pin, R. (2009). On the Measurement of Political Instability and Its Impact

on Economic Growth. European Journal of Political Economy, 25, 15–29.

Article Google Scholar 

King, M., & Fullerton, D. (1984). The Taxation of Income from Capital: A

Comparative Study of the United States, United Kingdom, Sweden, and West

Germany (p. 1984). Chicago: University of Chicago Press.

Book Google Scholar 

Koester, R. B., & Kormendi, C. R. (1989). Taxation, Aggregate Activity and

Economic Growth: Cross Country Evidence on Some Supply-Side Hypotheses.

Economic Inquiry, 27(3), 367–386.

Article Google Scholar 

Lee, Y., & Gordon, H. R. (2005). Tax Structure and Economic Growth. Journal of

Public Economics, 89, 1027–1043.

Article Google Scholar 

Musgrave, R. A. (1957). A Multiple Theory of Budget Determination.

Finanzarchiv, 17(3), 333–343.

Google Scholar 

Okun, A., & Summers, L. (2015). Equality and Efficiency: The Big Tradeoff.

Brookings Institution Press.

Google Scholar 

https://scholar.google.com/scholar?&q=IOBE.%20%282015%29.%20IOBE%20Notes%3A%20The%20Elements%20of%20the%20Economy.%20Characteristics%2C%20Income%20and%20the%20Effects%20of%20VAT%20%28In%20Greek%29.%20Athens%3A%20Foundation%20for%20Economic%20and%20Industrial%20Research.
https://doi.org/10.1016%2Fj.ejpoleco.2008.09.010
https://scholar.google.com/scholar_lookup?&title=On%20the%20Measurement%20of%20Political%20Instability%20and%20Its%20Impact%20on%20Economic%20Growth&journal=European%20Journal%20of%20Political%20Economy&volume=25&pages=15-29&publication_year=2009&author=Jong-a-Pin%2CR
https://doi.org/10.7208%2Fchicago%2F9780226436319.001.0001
https://scholar.google.com/scholar_lookup?&title=The%20Taxation%20of%20Income%20from%20Capital%3A%20A%20Comparative%20Study%20of%20the%20United%20States%2C%20United%20Kingdom%2C%20Sweden%2C%20and%20West%20Germany&publication_year=1984&author=King%2CM&author=Fullerton%2CD
https://doi.org/10.1111%2Fj.1465-7295.1989.tb02011.x
https://scholar.google.com/scholar_lookup?&title=Taxation%2C%20Aggregate%20Activity%20and%20Economic%20Growth%3A%20Cross%20Country%20Evidence%20on%20Some%20Supply-Side%20Hypotheses&journal=Economic%20Inquiry&volume=27&issue=3&pages=367-386&publication_year=1989&author=Koester%2CRB&author=Kormendi%2CCR
https://doi.org/10.1016%2Fj.jpubeco.2004.07.002
https://scholar.google.com/scholar_lookup?&title=Tax%20Structure%20and%20Economic%20Growth&journal=Journal%20of%20Public%20Economics&volume=89&pages=1027-1043&publication_year=2005&author=Lee%2CY&author=Gordon%2CHR
https://scholar.google.com/scholar_lookup?&title=A%20Multiple%20Theory%20of%20Budget%20Determination&journal=Finanzarchiv&volume=17&issue=3&pages=333-343&publication_year=1957&author=Musgrave%2CRA
https://scholar.google.com/scholar?&q=Okun%2C%20A.%2C%20%26%20Summers%2C%20L.%20%282015%29.%20Equality%20and%20Efficiency%3A%20The%20Big%20Tradeoff.%20Brookings%20Institution%20Press.


Organisation for Economic Co-operation and Development (OECD). (2014). Rising

Inequality: Youth and Poor Fall Further Behind. Paris: Income Inequality Update.

Retrieved from https://www.oecd.org/social/OECD2014-Income-Inequality-

Update.pdf

Padovano, F., & Galli, E. (2001). Tax Rates and Economic Growth in the OECD

Countries (1950–1990). Economic Inquiry, 39(1), 44–57.

Article Google Scholar 

Papageorgiou, D. (2009). Macroeconomic Implications of Alternative Tax

Regimes: The Case of Greece (WP Series 97). Bank of Greece.

Google Scholar 

Pitchford, J., & Turnovsky, S. J. (1976). Some Effects of Taxes on Inflation. The

Quarterly Journal of Economics, 90(4), 523–539.

Article Google Scholar 

Romer, C. D. & Romer, D. H. (2010). The Macroeconomic Effects of Tax Changes:

Estimates Based on a New Measure of Fiscal Shocks. American Economic Review,

American Economic Association, 100 (3), 763–801.

Google Scholar 

Taxheaven. (2016, April 14). The VAT Increase in Greece and His Difficulties in

Collecting (In Greek). Retrieved from

http://www.taxheaven.gr/news/news/view/id/28735

Tosun, S. M., & Abizaleh, S. (2005). Economic Growth and Tax Components: An

Analysis of Tax Changes in OECD. Applied Economics, 37(19), 2251–2263.

Article Google Scholar 

https://www.oecd.org/social/OECD2014-Income-Inequality-Update.pdf
https://doi.org/10.1093%2Fei%2F39.1.44
https://scholar.google.com/scholar_lookup?&title=Tax%20Rates%20and%20Economic%20Growth%20in%20the%20OECD%20Countries%20%281950%E2%80%931990%29&journal=Economic%20Inquiry&volume=39&issue=1&pages=44-57&publication_year=2001&author=Padovano%2CF&author=Galli%2CE
https://scholar.google.com/scholar?&q=Papageorgiou%2C%20D.%20%282009%29.%20Macroeconomic%20Implications%20of%20Alternative%20Tax%20Regimes%3A%20The%20Case%20of%20Greece%20%28WP%20Series%2097%29.%20Bank%20of%20Greece.
https://doi.org/10.2307%2F1885319
https://scholar.google.com/scholar_lookup?&title=Some%20Effects%20of%20Taxes%20on%20Inflation&journal=The%20Quarterly%20Journal%20of%20Economics&volume=90&issue=4&pages=523-539&publication_year=1976&author=Pitchford%2CJ&author=Turnovsky%2CSJ
https://scholar.google.com/scholar?&q=Romer%2C%20C.%20D.%20%26%20Romer%2C%20D.%20H.%20%282010%29.%20The%20Macroeconomic%20Effects%20of%20Tax%20Changes%3A%20Estimates%20Based%20on%20a%20New%20Measure%20of%20Fiscal%20Shocks.%20American%20Economic%20Review%2C%20American%20Economic%20Association%2C%20100%20%283%29%2C%20763%E2%80%93801.
http://www.taxheaven.gr/news/news/view/id/28735
https://doi.org/10.1080%2F00036840500293813
https://scholar.google.com/scholar_lookup?&title=Economic%20Growth%20and%20Tax%20Components%3A%20An%20Analysis%20of%20Tax%20Changes%20in%20OECD&journal=Applied%20Economics&volume=37&issue=19&pages=2251-2263&publication_year=2005&author=Tosun%2CSM&author=Abizaleh%2CS


Tresch, R. W. (2015). Public Finance: A Normative Theory (Third ed.pp. 154–174).

London: Academic Press is an imprint of Elsevier.

Google Scholar 

Vidal, R., Ma, Y., & Sastry, S. S. (2016). Generalized Principal Component

Analysis. New York: Springer Verlag.

Book Google Scholar 

Yang, Z. (2016). Tax Reform, Fiscal Decentralization, and Regional Economic

Growth: New Evidence from China. Economic Modelling, 59, 520–528.

Article Google Scholar 

Zipfel, F. (2007). One Europe, One Tax? Plans for a Common Consolidated

Corporate Tax Base. Frankfurt: Deutsche Bank Research.

Google Scholar 

Author information

Authors and Affiliations
Tax Revenue Agency, Ministry of Finance and Economics, Athens, Greece

Grigorios Spirakis

Economist, Athens, Greece

Antonios Sarantidis

Editor information

Editors and Affiliations
Department of Economics, University of Peloponnese, Tripolis, Greece

Dimitrios D. Thomakos

https://scholar.google.com/scholar_lookup?&title=Public%20Finance%3A%20A%20Normative%20Theory&pages=154-174&publication_year=2015&author=Tresch%2CRW
https://link.springer.com/doi/10.1007/978-0-387-87811-9
https://scholar.google.com/scholar_lookup?&title=Generalized%20Principal%20Component%20Analysis&publication_year=2016&author=Vidal%2CR&author=Ma%2CY&author=Sastry%2CSS
https://doi.org/10.1016%2Fj.econmod.2016.07.020
https://scholar.google.com/scholar_lookup?&title=Tax%20Reform%2C%20Fiscal%20Decentralization%2C%20and%20Regional%20Economic%20Growth%3A%20New%20Evidence%20from%20China&journal=Economic%20Modelling&volume=59&pages=520-528&publication_year=2016&author=Yang%2CZ
https://scholar.google.com/scholar_lookup?&title=One%20Europe%2C%20One%20Tax%3F%20Plans%20for%20a%20Common%20Consolidated%20Corporate%20Tax%20Base&publication_year=2007&author=Zipfel%2CF


Bangor Business School, Bangor University, Bangor, United Kingdom

Konstantinos I. Nikolopoulos

Appendix

Table 16.4 Definition and source of the variables
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