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Abstract 

 

Background: Most governments offer tax incentives to new and existing businesses looking to invest and grow 

in a national or local economic environment (OECD, 2022). However, taxpaying companies do not necessarily 

bear the cost (Martin & Mayneris, 2022). Also, a Government or State that grants a tax exemption may not bear 

the cost of that exemption. Based on this point, the main question of this research is: what is the incidence of 

corporate income tax (CIT) exemption? 

Objective: This paper analyses the incidence of corporate income tax (CIT) exemption. 

Method: The paper applies both tabular or graphical methods of analysis and fixed-effects panel 

models. An initial sample of two hypothetical identical firms is used. A second sample of 20 indebted 

firms with taxable earnings in France is used for the period from 2017 to 2021. It is assumed that no cost 

or income is free. 

Results: Corporate income tax (CIT) exemption results in the firm subject to CIT being the "real" loser 

and the firm exempt from CIT being the "real" winner; the tax incidence cancels out at government level. 

Conclusion: Any tax incentive on investment, financing or company profits is simply a diversion of 

profits from the company not eligible for the tax incentive to the company eligible for the tax incentive, 

the two companies being identical and belonging to the same class of financial and operating risk. 
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1. Introduction 

In order to boost their economies and reinvigorate the business sector, governments are offering tax 

incentives on investment, finance and corporate earnings. The increasing use of tax incentives (Klemm, 
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2010) reflects the political will of many governments to boost their economies (OECD, 2022) by 

attracting foreign capital and preventing the flight of national or local capital (Harrison & Rodriguez-

Clare, 2010). Corporate income tax incentives include corporate income tax exemptions, corporate 

income tax reductions, loss carry-forwards, tax credits, and more; these incentives continue to expand 

in many countries (UNCTAD, 2022).  

Admittedly, any tax incentive, in this case exemption from corporation tax (CIT), favors the firm 

eligible for this form of incentive. However, those who pay tax do not necessarily bear the cost (Martin 

& Mayneris, 2022). Similarly, the government that grants a tax exemption does not always carry the 

cost of this tax exemption. This is why it is necessary to distinguish between the statutory incidence, 

which determines which parties pay the tax or grant the tax exemption, and the fiscal incidence, that 

determines which parties bear the financial burden of the tax or tax exemption. Different theories on tax 

incentives explain why these incentives are proposed, each presenting a different perspective on their 

effectiveness and implications, without analysing their fiscal impact. These include the theories of 

capital arbitrage, neoclassical investment, ownership location and internalization, intangible assets and 

new economic geography, to name but five.  

Capital arbitrage theory on tax incentives focuses on the strategic use of tax planning and 

jurisdictional differences to improve the financial performance of companies which, by taking advantage 

of these tax incentives and optimising their capital structure, aim to gain a competitive advantage and 

maximise shareholder value (Van Parys, 2012). Neoclassical investment theory emphasises that tax 

incentives play an essential role in reducing the cost of capital, and can therefore encourage both 

reinvestment in existing businesses and new investment, thereby promoting economic growth 

(Munongo et al., 2017). The neoclassical theory of ownership, location and internalisation (OLI) 

provides a comprehensive framework for understanding the motivations behind FDI and the strategic 

decisions of multinational companies which, by taking into account the advantages of OLI, can make 

informed decisions about where and how to develop their international operations (Augier & Teece, 

2020). The theory surrounding intangible assets and tax incentives revolves mainly around the way in 

which these assets affect investment decisions and economic measures (Chen & Dauchy, 2017). New 

Economic Geography (NEG) theory suggests that tax incentives are an important policy tool that can 

shape economic geography by impacting on business location decisions, and if combined with other 

factors such as transport costs and market potential, can promote regional development and reduce 

economic disparities (Chen & Dauchy, 2017).  

Most companies are subject to corporate income tax (CIT). CIT is an annual tax on all profits made in 

France by companies and other legal entities. It is characterized by the application of a flat rate to profits. 

Companies that operate on an individual basis or as partnerships are subject to income tax if they have not 

opted for CIT. The standard rate of CIT will be 25% for all companies, for financial years commencing 

on or after 1 January 2022 (as a reminder: it was 28% and 26.5% for financial years commencing on or 

after 1 January 2020 and 1 January 2021 respectively). In France, exemption from income tax ("IR") or 

corporation tax ("IS") is granted to a company set up or taken over before 30 June 2024 that meets the 

following 5 conditions: a) Carry on an industrial, commercial, craft or self-employed activity; b) Have 

their head office and activities located in a rural regeneration zone (ZRR); c) Be subject to actual taxation; 

d) Have fewer than 11 employees on permanent contracts (contract for an indefinite period) or fixed-

term contract (contract for a minimum of 6 months); e) Have less than  50% of its capital held by other 

companies. From 1 July 2024, a new zoning system, called France Ruralités Revitalisation zones 

(ZFRR), will be introduced to support areas in difficulty, replacing the ZRR zoning system.  

Based on this point, the key research question is as follows: what is the incidence of corporate income 

tax (CIT) exemption? The literature on tax incidence uses models which indicate that changes in price 

or quantity allow the tax burden to be transferred between the various parties. The term price or quantity 

in these models results from sales to customers, remuneration of labor (wages), purchases from suppliers 

and remuneration of equity (net profit). However, there is nothing to indicate that the competing parties 

are in the same position and that all prices or quantities are flexible on the markets. In addition, it must 

be said that, in general, the Government or State seeks to maximize CIT revenues, unlike firms that seek 

to minimize CIT expenses (Alkausar et al., 2021). Overall, the aim of this research is to analyse the 

impact of the corporate income tax (CIT) exemption. In other words, the aim is to determine who 
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actually benefits or not from the CIT exemption. The stakeholders in this exemption are CIT-exempt 

firms, CIT-liable firms and State. The research questions are as follows: 

 

RQ1: What is the incidence of CIT exemption at level of CIT-exempt firm?  

RQ2: What is the incidence of CIT exemption at level of CIT-liable firm? 

RQ3: What is the incidence of CIT exemption at level of State compared with CIT-exempt firm? 

RQ4: What is the incidence of CIT exemption at level of State compared with CIT-liable firm? 

 

This paper aims to analyse the incidence of CIT exemption, by answering those research questions. 

The paper is is structured as follows: Section 2 presents the literature review. Section 3 describes the 

methodology. Section 4 presents the results, and t. The final section.shows the conclusion.  

2. Literature Review and Hyopetheses 

This section includes a theoretical and empirical review, followed by the development of 

hypotheses. 

2.1. Theories and empirical review 

The various theories on tax incentives have shown how these incentives can decrease the tax burden 

(Zee et al., 2002), attract mobile foreign capital and cut the tax rate (Klemm, 2009) and affect foreign 

direct investment (Munongo et al., 2017), without trying to understand who actually bore the cost of tax 

incentives. There are several theories behind the use of tax incentives, four even five of which are used 

in this research. 

2.1.1 Theory of Capital Arbitrage 

Theory of capital arbitrage involves arbitraging on capital returns by comparing the different earnings 

from tax incentives on mobile foreign capital in order to choose the highest earnings from capital 

(Yelpaa, 1985). Theory of capital arbitrage of tax incentives relies more on tax savings than on financial 

savings in corporate financing, investment and earnings decisions. But, in contrast, tax incentives based 

on this theory can distort the rules for finding and raising financing, allocating financing to investment 

and creating earnings within the firm. It is therefore necessary to design tax incentives that incorporate 

capital market efficiency and effectiveness. 

2.1.2 Neoclassical Investment Theory 

Neoclassical investment theory is concerned with the savings in the cost of capital resulting from tax 

incentives on capital (Jorgenson, 1963). Firms will accumulate capital if tax incentives cut the cost of 

capital (Van Parys & James, 2010). The presence of tax incentives encourages company managers to 

make financial decisions for tax purposes rather than on the basis of management objectives. The 

neoclassical investment theory of tax incentives reduces the cost of investment capital, which may lead 

some companies to make unforeseen investments. 

2.1.3 Neoclassical Theory of Ownership, Location and Internalisation (OLI) 

OLI theory was originally known as the "eclectic investment paradigm" (Dunning, 1988). 

Neoclassical theory of ownership, location and internalisation (OLI) studies the factors explaining 

foreign direct investment (FDI) by firms. The neoclassical OLI theory of tax incentives focuses more 

on tax advantages arising from the Location (L) aspect of firms' financial and operating activities. Thus, 

tax competition has arisen between countries that offer low effective corporate tax rates in order to attract 
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FDI. Tax incentives lower the tax rate and increase FDI (Tavares-Lehmann et al., 2012) by influencing 

the choices of multinational companies (Devereux et al., 2007) and creating value (Hirsch, 1976). 

2.1.4 Intangible Assets Theory 

Intangible asset theory is concerned with the growth of immaterial assets that are essential to the 

value and functioning of modern business operations, such as intellectual property rights, goodwill, 

trademarks, patents, software and know-how. Intangible asset theory of tax incentives is concerned with 

the tax benefits that can be derived from business investment in intangible assets. Intangible investments 

are becoming more and more costly and remain today the crucial factor of business performance and 

social success. This is why governments offer tax incentive policies to encourage companies to invest 

in intangible assets. Corporate production capacity has depended more on the size of intangible assets 

than tangible assets in some years' time. Within large companies, the growth rate of intangible assets is 

evolving faster (Hall, 2001) than that of tangible assets (Zingales, 2000). Intangible assets have become 

the key to competitive success (Edmans, 2011) and the main determinants of company value (Dischinger 

& Riedel, 2011). 

2.1.5 Theory of New Economic Geography (NEG) 

Theory of new economic geography (NEG) seeks to optimise the geographical, spatial and temporal 

distribution of economic activities. Focused on tax incentives, NEG theory encourages companies to 

make the most of the tax advantages arising from locating in a particular region or area. Moreover, NEG 

provides a framework to analyse how these tax incentives interact with other factors such as transport 

costs and market size (Gaspar, 2020). These tax incentives can lead to the creation or development of 

economic regions or zones. This dynamic can lead to a more balanced economic development across 

regions, mitigating the concentration of economic activities in already developed areas (OECD, 2001). 

These incentives, when combined with other factors like transport costs and market potential, can 

promote regional development and reduce economic disparities (Gaspar, 2020). Yet,But tax incentives 

are limited, because in China's development zones, agglomeration rents can replace them (Xi & Ding, 

2023). 

2.2. Developing research hypotheses 

On the whole, most of the theories of tax incentives reviewed have highlighted the advantages & 

disadvantages of these incentives without seeking to understand whether the governments that offer tax 

incentives actually bear the cost of this exemption. This research on the incidence of corporate income 

tax exemption aims to determine the 'real' gainer or loser of this exemption, by considering the 

stakeholders in the said exemption. Thus, we consider two identical and same financing risk class firms, 

with the only difference that one is subject to CIT and the other is exempt from CIT, not forgetting the 

State providing the CIT exemption, in order to develop the research hypotheses. Thus, the first two 

hypotheses are as follows:  

 

H1: There is a positive relationship between the incidence of CIT exemption at level of CIT-exempt 

firm and the tax-free rate due to CIT exemption. 
 

H2: There is a positive relationship between the incidence of CIT exemption at government level 

and the tax-free rate due to CIT exemption. 

However, after attracting foreign investors to the country and preventing local investors from fleeing 

the country through CIT exemption, the State will be faced with a budget deficit. To reduce this deficit, 

the State would be obliged to transfer the entire deficit due to CIT exemption, by arbitration, to firms 

not eligible for CIT exemption, by overtaxing them. The other two hypotheses are as follows: 
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H3: There is a negative relationship between the incidence of CIT exemption at level of CIT-

liable firm and the surtax rate due to CIT exemption. 
 

H4: There is a negative relationship between the incidence of CIT exemption at government level 

and the surtax rate due to CIT exemption. 

3. Data and Method 

Any relevant and valid research must indicate its epistemological posture (Thietart, 2014). The 

present research adopts an objectivist epistemology and a positivist ontology, through a quantitative 

analysis approach and a hypothetico-deductive logic of reasoning (Belkacem, 2023). This section 

includes design, data, and modelling. 

3.1. Research design 

This research is based on a pair of firms (ET; EF) of the same industrial and commercial risk class, 

identical in all respects except that one (ET) is subject to CIT and the other (EF) is exempt, and which have 

an investment project lasting one year. Table 1 presents the data (in billions of  XOF).  

 

Table 1. Project for investment by ET and EF 

Elements Firm ET Firm EF 

Equity S 50 50 

Debt D   50   50 

Investment I   100   100 

Operating revenue (DR1) 326 326 

Operating expenses (DD1)   210   210 

Minimum cash flow required or EBITDA1 (DR1-DD1)   116   116 

Reenactment of   

* Equity capital S (to be recovered) 50 50 

* Debt capital D (to be repaid)   50   50 

Depreciation allowance (DA) at rate t = 100%)   100   100 

EBIT (earnings before interest and taxes)   16   16 

* Interest (of debt D at rate r = 8%)   4   4 

EBT (earnings before taxes)   12   12 

* Corporation income tax (CIT) at rate  = 50%   6   0 

Source: Cobbaut (1997) 

According to Table 1, the two identical firms (ET; EF) have the same investment equal to 100 

currency units (CU) and the same financing structure which is 50 CU of equity and 50 CU of debt. The 

two identical firms ((ET; EF) have the same Earnings Before Taxes (EBT) equal to 12 CU and pay 

different corporate income taxes (CIT), i.e. 6 CU for ET firm and 0 CU for EF firm. 

3.2. Sampling and data 

In the domestic economy, exemption from corporate income tax (CIT) is granted by the public 

authorities (central or local) to firms that meet the required conditions. The parent population for this 

research includes not only the Government or State and CIT-exempt firms, but also firms subject to CIT. 

 
1 EBITDA stands for 'Earnings Before Interest, Taxes, Depreciation and Amortization'.  
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We have accessed and downloaded the social accounts of the companies on the Pappers2 website. 

Companies in the gas industry with between 20 and 500 employees are included in the study period, 

which runs from 2013 to 2022. Excluded from the sample are industries for which information is missing 

and years for which information is not available. Also excluded from the sample are industrial 

companies with negative or zero "Earnings Before Tax" (EBT). For convenience, non-indebted firms 

are excluded from the sample and indebted firms are included because it is more convenient to determine 

the identicalness of an indebted firm than to determine that of a non-indebted firm. The research period 

is 2017 to 2021, and the sample consists of 20 pairs of identical firms for a total of 100 firm-year 

observations.  

3.3. Modelling 

The variable to be explained is the incidence of CIT exemption and named by INCID. This 

dependent variable, though, was analysed at three levels. The first level is that of firms subject  to CIT, 

where the variable is designated INCIDT. The second level is that of firms exempt from  CIT, where the 

variable is designated by INCIDF. The last level is that of the Government or State, where the variable 

is designated by INCIDG. This research investigates the relationship between earnings before tax, 

denoted by EBT and the incidence of CIT exemption, denoted by  INCID. More specifically, the model 

assumes that INCID is a function of EBT. Control variables for the three levels of analysis are also 

included in the model. 

At the first level of analysis, the control variables are corporate income tax for the firm subject to 

tax and denoted by CITT and the surtax rate denoted by SURTR. The model 1 for a taxable firm (i) at 

time (t) is as follows: 

 

INCIDTi,t = α0 + α1EBTi,t + α2CITTi,t + α3SURTRi,t+εit (1) 

 

At the second level of analysis, the control variables are corporate income tax for the tax- exempt 

firm denoted by CITF and the tax exemption rate denoted by SUBTR. The model 2 for a tax-exempt firm 

i at time t is as follows: 

INCIDFi,t = β0 + β1EBTi,t + β2CITFi,t + β3SUBTRi,t+εit (2) 

 

At the third level of analysis, the control variables are on the Government's or State's side towards 

the taxed firm, the neutral tax on corporate income, denoted by CITG and the surtax rate, denoted by 

SURTR; and on the Government's or State's side towards the tax-exempt firm, the neutral tax on 

corporate income, denoted by CITG and the tax exemption rate, denoted by SUBTR. 

 

The model 3 at Government or State level for a taxed firm (i) at time (t) is as follows: 

 

INCIDGi,t = γ0 + γ1EBTi,t + γ2CITGi,t + γ3SURTRi,t+εit (3) 

 

The model 4 at Government or State level for a tax-exempt firm i at time t is as follows: 

 

INCIDGi,t = θ0 + θ1EBTi,t + θ2CITGi,t + θ3SUBTRi,t+εit (4) 

 

In all, we have four models with 9 variables, including 3 dependent variables and  6 

independent variables. 

3.3.1 Measuring variables 

We have chosen the effective tax rate (ETR) as the measure of the incidence of corporate income tax 

exemption. Thus, the effective tax rate of the firm subject to tax is referred to as ETRT, that of the tax-

 
2 Papers is a French website providing legal and financial information on firms, from statutes to annual accounts: 

https://www.pappers.fr/ 

https://www.pappers.fr/
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exempt firm is referred to as ETRF and that of the Government or State, also known as the effective legal 

tax rate, is referred to as ELTR. 

3.3.2 Main effects 

Debt interest forms the last point to obtain corporate income tax (CIT) from Earnings Before Tax 

(EBT). From this point onwards, the CIT differential is equal to the sum in absolute value of the zero-

rating and the surtax due to CIT exemption. Consequently, the tax exemption rate (SUBTR) has a 

negative effect on effective tax rate (ETR) or on effective legal tax rate (ELTR) and the surtax rate 

(SURTR) has a positive effect on effective tax rate (ETR) or on effective legal tax rate (ELTR). The 

surtax rate (SURTR) characterizes the tax rise due to CIT exemption and the tax exemption rate (SUBTR) 

characterizes the tax shield due to CIT exemption. 

3.3.3 Control variables 

The control variables are, for the first level of analysis: corporate income tax for tax liable firms 

(CITT) and the surtax rate (SURTR), for the second level of analysis: corporate income tax for tax 

exempt firms (CITF) and the tax exemption rate (SUBTR) and for the third level of analysis: neutral 

corporate income tax (CITG). 

4. Results 

There are theoretical and empirical results. 

4.1 Theoretical results 

Table 2 shows the results of computing CIT not only at the level of the two identical firms, but also 

at State level.  

Table 2. Computing CIT at all three levels of analysis 

Elements Firm ET Firm EF State 

TLTR 50% 50% 50% 

EBITDA 116 116  

DA 100 100  

EBIT 16 16  

INTEREST 4 4  

EBT 12 12  

CIT 6 - 6 

CIT Differential ±6  

CIT Differential Rate ±25,00%  

ETR 50,00% 0,00% 25,00% 

Source: Personal computing 2024. 

According to Table 2, the theoretical legal tax rate (TLTR) is 50% compared with the effective legal 

tax rate (ELTR) of 25%, if we take the common tax base EBT. In these conditions, the effective tax 

rate for the CIT-liable firm (ETRT) is 50% compared with an effective tax rate of 0% for the CIT-

exempt firm (ETRF) and the CIT differential rate is ±25%. CIT paid by the CIT-liable firm amounted 

to XOF 6 billion compared with XOF 0 for the CIT-exempt firm, i.e. a total of XOF 6 billion in revenue 

from CIT on the State's behalf. 

Given that there are no free costs or revenues, the total revenues generated by CIT on behalf of the 

State are the same, both before and after the CIT exemption; since these are internal operations for all 

the stakeholders, direct and indirect in this CIT exemption. An in-depth analysis of the CIT exemption 

in computing CIT has highlighted the tax incidence. 
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4.1.1 Situation before CIT exemption 

For reasons of tax fairness, identical firms pay the same amount of CIT, to ensure tax neutrality. 

Table 3 shows the analysis of CIT exemption in computing CIT. 

According to table 3, there is a "Before CIT Exemption" situation in which the legal tax rate 

(LTR) is 25% compared with 50% in table 2, CIT paid by each identical firm from the EBT tax base 

is XOF 6 billion and CIT revenue on behalf of the State remains unchanged at XOF 12 billion. This 

situation has effectively distinguished the theoretical legal tax rate (TLTR), which is 50%, from the 

effective legal tax rate (ELTR), which is 25%. 

This CIT exemption is analyzed in two phases: one phase for the effective tax shield and one phase 

for the effective tax rise.  

4.1.2 Analysis of effective tax shield 

According to Table 3, analysis of the first phase of the CIT exemption in computing CIT reveals that, 

for the EF firm exempt from CIT, the effective legal tax rate (ELTR) is 25%, its effective tax rate 

(ETRF) is 0%, its effective tax shield (SUBTAX) amounts to XOF -3 billion for a rate (SUBTR) of -

25% and its corporate income tax (CITF) amounts to XOF 0. 

Table 3. Analysis of CIT exemption in computing CIT 

Firm ET Firm EF State 

ELTR 25,00% 25,00% 25,00% 

EBT 12 12 24 

CITG 3,00 3,00 6 

C
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the CIT charge by providing a tax shield at the level of the eligible firm, i.e. the firm exempt from CIT. 

This CIT exemption also creates a tax loss at the level of the State, which finds itself in a temporary 

budgetary imbalance; the tax effect remains unchanged at the level of the firm subject to CIT for the 

time being. 

In short, the CIT exemption provides a tax gain for the firm exempt from CIT, and a tax loss for the 

State. Here, a first prediction can be written as follows: 

 

Prediction 1: "CIT exemption initially arbitrarily creates an effective tax shield (SUBTAX) to benefit 

CIT-exempt firm and to the detriment of the State”. 

 

This tax shield is equal to the product of the effective legal tax rate (ELTR) and the earnings before 

tax (EBT), i.e. 𝐒𝐔𝐁𝐓𝐀𝐗 = 𝐄𝐋𝐓𝐑 × 𝐄𝐁𝐓.  

4.1.3 Analysis of effective tax rise 

According to Table 3, analysis of the first phase of the CIT exemption in computing CIT reveals that, 

for the ET firm subject to CIT, the effective legal tax rate (ELTR) is 25%, its effective tax rate (ETRT) 

is 50%, its tax rise (SURTAX) amounts to XOF 3 billion for a rate (SURTR) of 25% and its corporate 

income tax (CITT) amounts to XOF 6 billion. 

The government's public investment policy was hit by a lack of financial resources due to a temporary 

budgetary imbalance caused by the granting of CIT exemption to the firm EF exempt from CIT. In order 

to restore the budget balance, the State had to unintentionally overtax the firm ET subject to CIT, by 

transferring the entire cost resulting from the initial CIT exemption to the said firm. The result is 

therefore a tax gain for the State, which has just balanced its budget, and a tax loss for the CIT-liable 

firm; the effect of the surtax remains unchanged for the EF firm exempt from CIT. In short, the CIT 

exemption offers a tax loss to the firm ET subject to CIT and a tax gain to the State. Here, a second 

prediction can be stated as follows: 

Prediction 2: "CIT exemption arbitrarily creates, in a second phase, an effective tax rise (SURTAX) 

to the detriment of the CIT-liable firm by transferring in full the capital loss on tax receipts previously 

recognized at State level as a result of this CIT exemption”. 

The effective tax rise (SURTAX) and the effective tax shield (SUBTAX) are the same absolute value. 

4.1.4 Tax differential analysis 

According to Table 3, analysis of the CIT exemption reveals a tax differential (TAXDIF) resulting 

from the tax shield (SUBTAX) enjoyed by the CIT-exempt firm and the tax rise (SURTAX) suffered 

to the CIT-liable firm, amounting to XOF ±6 billion for a rate of ±25% on the EBT tax base; the effect 

remains zero at the level of the State. In sum, the CIT exemption generates a tax shield at the level of 

the EF firm exempt from CIT and a tax rise at the level of the ET firm subject to CIT; the tax effect 

is cancelled out at the level of the State. Here, a third prediction can be given as follows: 

Prediction 3: "CIT exemption initially arbitrarily creates a tax differential (TAXDIF) between 

CIT-exempt firm and CIT-liable firm”. 

 

This tax differential is either double the tax shield or double the tax rise.  

4.1.5 The "real" losing or winning analysis 

By analyzing the incidence of CIT exemption, we can consider three cases where both firms are subject 

to or exempt from CIT.  
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4.1.5.1  Case 1 where one firm is subject to CIT and the other is exempt from CIT 

For tax policy reasons aimed at supporting organizations that prioritize the public benefit over 

generating profits, the State decides to exempt the EF firm from CIT. The CIT exemption process takes 

place in two phases. In the first phase, the State offers a tax shield to the EF firm exempt from CIT, 

amounting to   XOF 3 billion, by reducing   its tax revenue from XOF 6 billion to XOF 3 billion, 

thereby creating a temporary budgetary imbalance. In a second phase, as a result of its public investment 

policy (PIP), the State was faced with a shortage of financial resources and was involuntarily forced to 

transfer the entire burden of this CIT exemption to the firm ET subject to CIT, after arbitration between 

this firm and the State, until it reached equilibrium for the same amount of XOF 3 billion. The tax 

differential between the ET firm subject to CIT and the EF firm exempt from CIT amounts to XOF 6 

billion. 

 In conclusion, the tax incidence is zero for the State in relation to its policy of exempting 

firms from CIT. The "real" loser of this CIT exemption is "the ET firm subject to CIT" and the 

"real" winner is "the EF firm exempt from CIT". 

4.1.5.2  Case 2 where two firms are subject to CIT 

If the two firms are subject to CIT, the first leg of CIT exemption process will not take place until 

further notice. However, the second leg of this process is proceeding normally and each CIT-liable firm 

will be faced with a tax rise (SURTAX) in terms of CIT for the benefit of the State. In conclusion, the 

"real" loser of this CIT exemption is "the ET firm subject to CIT" and the "real" winner is the State. 

This result does not exist or is very rare in reality because, in a given national economy, there are always 

both CIT-liable firms and CIT-exempt firms. 

4.1.5.3  Case 3 where two firms are exempt from CIT 

In the case of two firms are exempt from CIT, the first leg of CIT exemption process proceeds 

normally and each firm benefits from a tax shield (SUBTAX) in terms of CIT to the detriment of the 

State. But the second leg of this process will not take place until further notice. In conclusion, the "real" 

loser of this CIT exemption is the State and the "real" winner is "the EF firm exempt from CIT". It 

should also be said that this case does not exist or is very rare in reality because, in a given national 

economy, there are always both CIT-liable firms and CIT-exempt firms. Table 4 provides a summary 

of the three cases examined.  

Table 4. Summary of incidence of CIT exemption 

Case « Real » Loser « Real » Winner Observation 

1 the ET firm the EF firm Close to reality 

2 the ET firm State Far from reality 

3 State the EF firm Far from reality 

Source: Personal analysis 2024 

4.1.6 Situation after CIT exemption 

According to Table 3, there is an "After CIT Exemption" situation in which the rate of 50% is the 

theoretical legal tax rate (TLTR) or the effective tax rate of the firm subject to CIT (ETRT) and 

constitutes the maximum tax rate (MAXTR). The rate of 0% is the effective tax rate of the firm exempt 

from CIT (ETRF) and is the zero corporate income tax rate (ZCITR). The rate of 25% is the effective 

legal tax rate (ELTR) and represents the average effective tax rate (AETR). CIT amounts to XOF 6 

billion for the ET firm subject to CIT and XOF 0 for the EF firm exempt from CIT; CIT revenue on 

behalf of the State remains unchanged at XOF 6 billion. Now, a fourth prediction can be put as 

follows: 
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Prediction 4: "CIT exemption arbitrarily modifies tax rates by setting an effective tax rate for the 

CIT-liable firm, an effective tax rate for the CIT-exempt firm, and a legal tax rate that is the average of 

the two effective tax rates". 

4.2 Empirical results 

We use Fisher and Hausman tests, model estimation results and descriptive analysis. 

4.2.1 Fisher Test 

The hypotheses of the test are as follows: 

H0: No fixed effects 

H1: Presence of fixed effects 

Under hypothesis H0, the calculated Fischer statistic follows a Fischer distribution. The hypothesis 

of the presence of fixed effects will not be rejected when the calculated statistic is greater than the critical 

value read from the Fisher table. The test results are as follows. 

Table 5. Summary of Fisher test results 

Equation of ETRT   

 Statistic Prob. 

Fisher test 5.838915 0.0000 

No test because ETRF=0% for CIT-exempt firm 

Equation of ELTR for CIT-liable firms 

 Statistic Prob. 

Fisher test 5.838915 0.0000 

Equation of ELTR for CIT-exempt firms 

 Statistic Prob. 

Fisher test 5.838915 0.0000 

Source: Test Fisher Eviews 13. 

For three endogenous variables, the effective tax rate for CIT-liable (ETRT), the effective tax rate 

for CIT-exempt firms (ETRF) and the effective legal tax rate (ELTR), the p-values of the Fisher 

significance test are less than 1%. So the H0 hypothesis is rejected and the fixed-effects model is more 

fitting.  

4.2.2 Hausman Test 

The Hausman test is used to test whether or not there is a correlation between the specific effects and 

the explanatory variables in the model. This makes it possible to choose between the fixed-effects model 

and the random-effects model, (Kpodar, 2007). The Hausman test is based on the following hypotheses:  

H0: There is no systematic difference in coefficients  

H1: There is a difference between the coefficients 

The results of the post estimation Hausman test are as follows. 
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Table 6. Summary of Hausman test results 

Equation of ETRT 

ETRT  Coefficients 

 Fixed effects (b) Random effects (B) Difference (b-B) 

EBT 0,000000 0,000000 0,000000 

CITT 0,000000 0,000000 0,000000 

SURTR 2,000000 2,000000 0,000000 

 Chi-Sq. Statistic Prob.  

 372.280711 0.0000  

No test because ETRF=0% for CIT-exempt firm 

Equation of ELTR for CIT-liable firms 

ELTR   Coefficients  

 Fixed effects (b) Random effects (B) Difference (b-B) 

EBT 0,000000 0,000000 0,000000 

CITG 0,000000 0,000000 0,000000 

SURTR 1,000000 1,000000 0,000000 

 Chi-Sq. Statistic Prob.  

 372.280711 0.0000  

Equation of ELTR for CIT-exempt firms 

ELTR   Coefficients  

 Fixed effects (b) Random effects (B) Difference (b-B) 

EBT 0,000000 0,000000 0,000000 

CITG 0,000000 0,000000 0,000000 

SUBTR -1,000000 -1,000000 0,000000 

 Chi-Sq. Statistic Prob.  

 372.280711 0.0000  

Source: Test Hausman Eviews 13 

The probability of the test is less than 1%. The fixed-effects model is therefore preferable to the 

random-effects model. 

4.2.3 ETRT estimation results and interpretation 

Estimation of the factors determining ETRT in model 1 gives the results in Table 7. The R 2 value 

below in table 7 indicates that 100 per cent of the total variability in the effective tax rate of CIT-liable 

firms (ETRT) in France was explained respectively by the variables in model 1.  

Table 7. Regression result - ETRT Model 1. 

Dependent Variable: ETRT 

Variable Coefficient Prob. 

EBT -6.60E-23 0.0000*** 

CITT 2.00E-22 0.0000*** 

SURTR 2.000000 0.0000*** 

C 2.55E-15 0.0000*** 

F-statistic 1.14E+29  

Prob(F-statistic) 0.000000***  

R-squared 1.000000  

Observations 100  

Source: Computed from Eviews 13 statistics. 

Note: *** , ** and * indicate that significant at 1 , 5 and 10 per cent. 

Equation for variable ETRT is: 

ETRT = -6.59829788653e-23*EBT + 2.00434218104e-22*CITT + 2*SURTR + 

2.55403886952e-15 + [CX=F] 

The results of the estimations indicate that the most attractive factors for ETRT in France are 

corporate income tax of CIT-liable firms and the surtax rate linked to CIT exemption. The surtax rate is 

positively associated with the effective tax rate of firms subject to tax, with a coefficient equal to 2. 
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There is therefore a positive relationship between the surtax rate and the effective tax rate (ETRT). This 

means that, holding the other explanatory variables constant, a 1 per cent increase in the surtax rate 

(which is symmetrical to the exemption tax rate) leads to a 2 per cent increase in the effective tax rate 

(ETRT). 

4.2.4 ETRF for CIT-exempt firms 

CIT-exempt firms have an effective tax rate of zero (ETRF= 0%). It is not a matter of estimating 

and interpreting a zero rate. There is therefore no estimate of ETRF for CIT-exempt firms in Model 2. 

4.2.5 ELTR estimation results and interpretation for CIT-liable firms  

Estimation of the factors determining ELTR in model 3 gives the results in Table 8. The R 2 value 

below in table 8 indicates that 100 per cent of the total variability in the effective legal tax rate (ELTR) 

of CIT-liable firms at Government or State level in France was explained respectively by the variables in 

model 3. 

Table 8. Regression result – ELTR Model 3 

Dependent Variable: ELTR 

Variable Coefficient Prob. 

EBT -3.30E-23 0.0000*** 

CITG 2.00E-22 0.0000*** 

SURTR 1.000000 0.0000*** 

C 1.28E-15 0.0000*** 

F-statistic 1.14E+29  

Prob(F-statistic) 0.000000***  

R-squared 1.000000  

Observations 100  

Source: Computed from Eviews 13 statistics. 

Note: *** , ** and * indicate that significant at 1 , 5 and 10 per cent. 

Equation of variable ELTR of CIT-liable firms at Government or State level is: 

ELTR = -3.29914894327e-23*EBT + 2.00434218104e-22*CITG + 1*SURTR + 

1.27701943476e-15 + [CX=F] 

The results of the estimations indicate that the most attractive factors for ELTR of CIT-liable firms at 

Government or State level in France, are the neutral corporate income tax and the surtax rate linked to 

CIT exemption. The surtax rate is positively associated with the effective legal tax rate of Government or 

State, with a coefficient equal to 1. There is therefore a positive relationship between the surtax rate and 

the effective legal tax rate (ELTR). This means that, holding the other explanatory variables constant, a 

1 per cent increase in the surtax rate (which is symmetrical to the exemption tax rate) leads to a 1 per cent 

increase in the effective legal tax rate (ELTR).  

4.2.6 ELTR estimation results and interpretation for CIT-exempt firms 

Estimation of the factors determining ELTR in model 4 gives the results in Table 9. The R 2 value 

below in table 9 indicates that 100 per cent of the total variability in the effective legal tax rate (ELTR) 

of CIT-exempt firms at Government or State level in France, was explained respectively by the variables 

in model 4. 
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Table 9. Regression result - ELTR Model 4 

Dependent Variable: ELTR 

Variable Coefficient Prob. 

EBT -3.30E-23 0.0000*** 

CITG 2.00E-22 0.0000*** 

SUBTR -1.000000 0.0000*** 

C 1.28E-15 0.0000*** 

F-statistic 1.14E+29  

Prob(F-statistic) 0.000000***  

R-squared 1.000000  

Observations 100  

Source: Computed from Eviews 13 statistics. 

Note: *** , ** and * indicate that significant at 1 , 5 and 10 per cent. 

Equation of variable ELTR of CIT-exempt firms at Government or State level is: 

ELTR = -3.29914894327e-23*EBT + 2.00434218104e-22*CITG - 1*SUBTR + 1.27701943476e-

15 + [CX=F] 

The results of the estimations indicate that the most attractive factor for ELTR of CIT-exempt firms 

at Government or State level in France, is the neutral corporate income tax. The sub tax rate is negatively 

associated with the effective legal tax rate of Government or State, with a coefficient equal to minus 1. 

There is therefore a negative relationship between the sub tax rate and the effective legal tax rate 

(ELTR). This means that, holding the other explanatory variables constant, a 1 per cent increase in the 

sub tax rate (which is the exemption tax rate) leads to a 1 per cent decrease in the effective legal tax rate 

(ELTR). 

4.2.7 Other statistical analyses  

Descriptive statistics for the variables ETRT(TLTR), ELTR, ETRF, SURTR and SUBTR are 

presented in Table 10.  

Table 10. Descriptive statistics for variables ETRT, ELTR, ETRF, SURTR and SUBTR. 

 ETRT(TLTR) ELTR ETRF SURTR SUBTR 

Mean 0.284497 0.142249 0.000000 0.142249 -0.142249 

Median 0.277777 0.138889 0.000000 0.138889 -0.138889 

Maximum 0.476526 0.238263 0.000000 0.238263 -0.065414 

Minimum 0.130828 0.065414 0.000000 0.065414 -0.238263 

Std. Dev. 0.054708 0.027354 0.000000 0.027354 0.027354 

Observations 100 100 100 100 100 

Source: Eviews 13 Statistical results report. 

According to Table 10, the results testify that, for CIT-liable firms in France, the mean ETRT or 

TLTR is at 28.45%, while the mean ELTR is 14.22%. Moreover, the average ETRF is found to be 

0%. Furthermore, the average SURTR is that of 14.22% and the mean SUBTR is minus 14.22%. It 

should be noted that TLTR of 28.45% is close to reality for corporate income taxation in France, since 

the mean theoretical legal tax rates (TLTR) for the period from 2017 to 2021 in this country are 

respectively 31%, 31%, 28%, 28% and 26.5%, i.e. an average of 28.77%. 

Descriptive statistics for the variables CITT, CITG and CITF are presented in Table 11. 
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Table 11. Descriptive statistics for variables CITT, CITG and CITF 

 CITT CITG CITF 

Mean 3586925. 1793462. 0.000000 

Median 417413.0 208706.5 0.000000 

Maximum 48306468 24153234 0.000000 

Minimum 11251.00 5625.500 0.000000 

Std. Dev. 8260171. 4130085. 0.000000 

Observations 100 100 100 

Source: Eviews 13 Statistical results report. 

As per Table 11, the results testify that, for CIT-liable in France, the mean CITT is 

€ 3 586 925, while the mean neutral tax CITG is € 1 793 462. Moreover, the average CITF is 

found to be € 0 for CIT-exempt firms in France. 
 

The curves for ETRT, ELTR, ETRF, SURTR and SUBTR are shown in Figure 1. 
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Figure 1: Effective Tax Rate Graphs 

Source: Personal computing 2024. 

The curves for variables CITT, CITG and CITF are shown in Figure 2. 

 

40,000,000 

 

30,000,000 

 

20,000,000 

 

10,000,000 

 

0 

 
 

 

Figure 2: Effective Tax Graphs 
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Source: Personal computing 2024. 

The results reinforce the irrelevance theory of the CIT exemption (Faisol & Hakim, 2021) and 

contradict some previous research findings that the CIT exemption increases customer consumption 

(Liu, 2023) and tax exemption, which is a form of tax reduction, increases tax revenue (Tumanyants, 

2018). In fact, as a result of the CIT exemption, the consumption of customers of CIT-exempt firms 

increases, while that of customers of CIT-liable firms decreases in the same proportion, so that total 

consumption remains unchanged. 

5. Conclusions 

All research hypotheses are confirmed, subject to inflation being taken into account. CIT exemption 

has no tax incidence at the level of the Government or State granting it, but has a negative incidence on 

a CIT-liable firm and a positive incidence on a CIT-exempt firm. An analysis of the progressivity or 

regressivity of African common and incentive tax systems, reveals that many countries still use a 

mechanism that has been abandoned by most developed countries: the corporate income tax exemption 

(Dama et al., 2024). This benefits the most profitable companies, sacrifices significant tax revenue and 

does not allow governments to target the investments they want. Yet, this previously lost tax revenue is 

recovered from firms that are not eligible for tax incentives. It is therefore clear that any tax incentive on 

investment, financing or corporate earnings is simply a diversion of earnings from the firm not eligible for 

the tax incentive to the firm eligible for the tax incentive, the two firms being identical and belonging to 

the same financing risk class. Governments that have fallen victim to the tax illusion must disabuse 

themselves of the illusion and carry out tax reforms in order to do justice and repair the damage. 
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