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In recent decades, economic growth and development has become one of the fundamental goals of all
countries. To achieve this goal, an increase in capital formation is a basic and important strategy. In this
regard, researchers and economists have focused on identifying determinants of capital accumulation.
Meanwile, taxes, such as corporate taxs, play an important role in capital accumulation especially in
developing countries like MENA countries. Accordingly, this study aims to investigate the threshold
effect of corporate tax on capital accumulation in MENA countries during 2000-2024 applyinh threshold
regression method of panel data. According to the results, in countries with economic growth lower than
threshold of 8.6950, corporate tax has a negative impact on capital accumulation. In contrast, in countries
with higher evonomic growth, corporate tax has a positive and significant effect on capital accumulation.
This result shows that in low-income countries, increase in corporate tax increases production cost and
decreases capital investment. Aas a result capital accumulation is reduced. In high-income countries,
however, due to efficient government performance, increased government revenue resulted from
increased taxs may improve public goods and services. This process can increase capital accumulation.
Moreover, the results show that economic growth and openness hav positive and significant effect on
capital accumulation. Inflation rate and government expenditure, however, have negative and significant
on capital accumulation.

1. Introduction

Economic growth and development remain among the core

of capital accumulation is therefore a central task for both

objectives of national economic policy. A durable increase in
capital formation is a basic instrument for pursuing that
objective, because a larger capital stock expands productive
capacity, supports industry and mining, and finances social
infrastructure such as roads, hospitals, and schools. In
developing economies, including the Middle East and North
Africa (MENA), inadequate capital accumulation helps to
lock countries into poverty traps. Identifying the determinants
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researchers and policymakers. Corporate income tax is one of
the most consequential of those determinants. It changes
firms’ after-tax cash flow and the internal funds available for
investment, while also supplying governments with a
domestic revenue source that can reduce reliance on volatile
oil rents.

Theory does not imply a unique sign for the tax—
accumulation relationship. Neoclassical investment theory,
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following Jorgenson (1963), and Tobin’s q approach predict
that a higher corporate tax raises the user cost of capital and
lowers the desired capital stock. Internal-finance arguments
point in the same direction when firms depend on retained
earnings. Endogenous-growth models in the tradition of
Barro (1990), however, emphasize the other side of the
budget: if tax revenue finances productive public goods—
infrastructure, education, health, and research—the private
return to capital can rise. Keynesian reasoning likewise
allows tax-financed public spending to support demand and
private investment. Which channel dominates is unlikely to
be independent of the growth environment. When growth is
low, profitable projects are scarce, internal funds are tight,
and governments often fail to convert extra revenue into
productivity-enhancing public capital. When growth is high,
expected returns are stronger and public spending is more
likely to complement private capital. Extending Fischer’s
(1993) threshold logic, the relationship between corporate
taxation and capital accumulation should therefore be
nonlinear.

The empirical literature has mostly estimated linear models
and has often treated taxes as an aggregate rather than
isolating corporate income tax. Single-country studies for
Nigeria and Iran frequently report a negative tax—
investment link, whereas some cross-country papers,
including Goda (2024), find weak or insignificant effects of
effective corporate tax rates on capital accumulation. Cross-
country MENA evidence that allows the tax coefficient to
switch across growth regimes remains scarce. This paper
addresses that gap by estimating a dynamic panel threshold
model for MENA countries over 2000-2024, with economic
growth as the threshold variable.

2. Methodology

The specification extends the capital-accumulation
framework of Goda (2024) and incorporates a growth-based
regime switch. Capital accumulation is measured by the
annual growth rate of gross fixed capital formation.
Corporate income tax is the share of taxes on income and
corporate profits in total revenue. Controls include trade
openness (exports plus imports as a percentage of GDP),
consumer-price inflation, per capita GDP growth, and the
logarithm of government consumption expenditure. Foreign
direct investment is added in a robustness check. Per capita
GDP growth is also the threshold variable. An indicator
function places an observation in the low-growth regime
when growth is below an unknown threshold $h$ and in the
high-growth regime when growth exceeds $h$. The
corporate-tax coefficient is therefore permitted to differ
across regimes, while $h$ is estimated inside the model
rather than imposed by the researcher.

Estimation follows Hansen’s (1999, 2000) panel threshold
method in a dynamic setting that accounts for unobserved
country heterogeneity and potential endogeneity. The
lagged dependent variable captures persistence in capital
accumulation. Descriptive statistics, Pearson correlations,
and variance inflation factors are used to inspect
multicollinearity. Panel unit-root tests are applied to all
series. The Sargan test of over-identifying restrictions, the
Arellano—Bond tests for first- and second-order residual
autocorrelation, and a formal test of threshold effects
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against a linear alternative are then reported. The sample
covers MENA countries during 2000-2024. Time-invariant
structural differences among these economies are absorbed
by country effects, while the estimated growth threshold
captures regime-dependent heterogeneity in the tax—
investment link.

3. Results and Discussion

Mean capital-formation growth in the sample is 7.404
percent, ranging from —88.585 percent in Lebanon in 2022
to 137.082 percent in Iraq in 2008. The mean corporate-tax
share of revenue is 18.358 percent. Correlations among the
regressors remain below 0.80 and the mean VIF is 1.51, so
multicollinearity is not a serious concern. Unit-root tests
reject non-stationarity for all variables. The Sargan test does
not reject instrument validity (y* = 226.14,p = 0.6663).
First-order autocorrelation is present at the 10 percent level,
as expected in a first-differenced dynamic panel, but
second-order autocorrelation is rejected (p = 0.2119). The
threshold-effects test strongly rejects linearity (y* =
24.84,p = 0.000).

The estimated growth threshold is 8.6950 percent. Below
this threshold, the corporate-tax coefficient is —0.0433 (z =
—2.76,p = 0.006), so a higher corporate-tax burden
reduces capital accumulation. Above the threshold the
coefficient is 0.0447 (z = 4.97,p = 0.000), so the same
instrument is associated with faster accumulation. Capital
accumulation is highly persistent: the lag coefficient is
0.5096 and highly significant. Economic growth (0.4553)
and trade openness (0.0029) raise capital accumulation.
Inflation and government expenditure enter with negative
signs; the expenditure effect is significant at the 10 percent
level in the baseline model. When foreign direct investment
is added, the threshold remains 8.6950 percent, the high-
growth tax coefficient stays positive and significant
(0.0420), and the low-growth coefficient remains negative
and significant and becomes larger in absolute value
(—0.1518). FDI itself has a small positive effect. The
qualitative conclusions are therefore robust.

The sign switch is consistent with the two theoretical
channels discussed above. In the low-growth regime,
investment opportunities are limited, and governments are
less able to turn tax revenue into productive public goods,
so the cost-of-capital channel dominates. This finding
accords with Jorgenson (1963), Tobin (1969), Goda (2024),
and Iranian studies that report a negative linear tax—
investment relationship. In the high-growth regime, stronger
demand, higher expected returns, and more effective public
spending can outweigh the direct tax penalty, in line with
Barro (1990). Faster output growth supports accumulation
through saving and profitability. Openness operates through
competition, technology transfer, and larger markets.
Inflation raises input costs and uncertainty, and larger
government consumption appears to crowd out private
capital formation in this sample

4. Conclusions

Capital accumulation in MENA countries is dynamic, and
the effect of corporate income tax on that process is
nonlinear. The critical growth threshold is 8.6950 percent.
Below it, higher corporate taxation reduces capital
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accumulation; above it, higher corporate taxation is
associated with greater accumulation. Trade openness and
economic growth are supportive, whereas inflation and
government expenditure are not. Policy should therefore be
regime-contingent. In low-growth economies, a lighter
burden on productive investment, incentives for reinvested
earnings, and selective relief for export-oriented and
employment-intensive activities are more appropriate than
across-the-board rate increases. Taxes on unproductive
activities can still redirect resources toward higher-yield
sectors. Once growth exceeds the threshold, broader
collection and productive use of revenue can support
accumulation. Disinflation, further trade opening, and
containment of non-productive public spending are useful
complements. Corporate tax design in the MENA region
should be conditioned on the growth regime rather than
applied as a uniform rule.
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Table (2): Pearson Correlation Matrix
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Table (3): VIF Test Result
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Table (4): Unit Root Test Results of Variables
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Table (1): Descriptive Statistics of Variables
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Table (5): Sargan Test Result
P-Value
0.6663

Chi2
226.1356
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Table (6): Arellano-Bond Test Result

P-Value ool A e
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Table (7): Threshold Effects Test Result

P-Value Chi2
0.0000 24.84
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Table (8): Results of Estimating the Dynamic Model
Using the Threshold Method
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Table (9): Results of Estimating the Dynamic Model
Using the Threshold Method
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