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Tax holidays and profit-repatriation rates for FDI
firms: the case of the Czech Republic
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The Czech Republic has been a promising destination for foreign investors due to its loca-
tional advantages and tax-incentive policy. However, the profit-repatriation rate in the
country is extremely high, which results in less capital being available for development. This
paper studies the differences in profit-repatriation rates among FDI (foreign direct invest-
ment) firms in the Czech Republic after the appearance of tax-holiday incentives from 2008
to 2019. The precondition is to find the determinants of the repatriation rate of FDI firms, and
the results show that the profit repatriation rate of FDI firms is positively affected by firm size
and the liquidity of firms and negatively affected by investment opportunities and leverage.
The paper divides FDI firms into several groups and examines the differences in repatriation
rates between them before revealing the determinants of these differences. Firstly, there is no
difference in profit repatriation between FDI firms with tax incentives and those without tax
incentives. Next, we divide the FDI firms with tax incentives into two groups: those who still
enjoy the tax incentives and those who no longer enjoy the tax incentives. The FDI firms with
tax incentives that are in the tax-incentive period repatriate less than FDI firms with tax
incentives that are not in the tax period any longer. The difference stems from the endow-
ment effect, and three determinants that can reduce the repatriation rate of FDI firms that are
no longer in the tax period are investment opportunities, leverage, and firm size.
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Introduction

oreign direct investment is an important factor that can

create many positive effects for host countries, including

raising capital, job creation, tax contributions, technological
transfer, and spillover effects. Therefore, host countries are now
ready to provide generous investment incentives to attract foreign
investors. One of the most common instruments is the tax holi-
day incentive, which gives FDI firms several tax advantages
during a certain period. Foreign investors may consider it to be an
important determinant of their location decision, in addition to
the economic fundamentals of potential host countries (Klemm
and Parys, 2012; Sabina and Eldin, 2022; Tobing and Jayadi,
2020). However, when investment incentives become more
common and generous, investors may become more footloose
and decide to move from one location to another location
(Flamm, 1984; McLure Jr, 1999). This type of investor can be seen
as rent-seeking, and certainly, hosting countries might be reluc-
tant to welcome such rent-seekers. Because tax incentives are
more popular among host countries than others, the main
motivation of the paper is to examine the impact of tax incentives
on the behavior of FDI firms. It is important to see whether tax
incentives attract rent-seekers or long-term investors. Various
papers confirm the important role of tax holidays in attracting
FDI (Wilson, 1999; Klemm and Parys, 2012; Sabina and Eldin,
2022), but none examine the impact of tax incentives on the
behavior of firms after coming to selected locations. Some papers
have examined the impact of tax holidays on the performance of
firms (Agliardi, 2002; Harris and Li, 2019); however, to the
knowledge of the authors, no papers study the difference in the
repatriation decisions of FDI firms in the presence or absence of
tax holidays. If FDI firms decide to repatriate less of their profits
and reinvest in host countries, they are less likely to be rent-
seekers. This paper fills the above-mentioned research gap, and
the authors expect that the paper will provide empirical evidence
regarding the repatriation decisions of FDI firms after the
appearance of tax holidays.

As FDI is a good source of development, countries may
compete with one another by offering attractive tax incentives.
However, from the perspective of host countries, these tax
incentives have several costs, including administration fees, the
inefficient allocation of capital, tax revenue losses, and more.
Therefore, host countries, when they offer tax holiday incentives
to welcome FDI, expect that the contributions of FDI firms that
have received the tax incentives will be more than these costs.
Thus, the paper puts forward an argument from the perspective
of the host countries that FDI firms that receive tax holidays are
expected to perform better than FDI firms that do not receive this
incentive. Additionally, host countries not only expect better
performance from FDI firms that recieve a tax holiday as com-
pared to others but also expect such FDI firms to stay and create
more value by reinvesting their profits and expanding their
businesses. Thus, the first hypothesis of the paper is as follows:
supported firms repatriate their profits to a lesser degree than
non-supported firms.

Furthermore, tax holidays do not only play an important role
in attracting foreign investors. They can directly or indirectly
impact the performance and investment decisions of firms.
Additionally, several papers have shown that firms have the
motivation to invest more during the tax-holiday period
(Agliardi, 2002; Azevedo et al. 2019; Lin, 2006). Therefore, we
attempt to determine the difference in repatriation rates between
FDI firms with the tax incentive that are still in the tax-holiday
period and FDI firms with the tax incentive that are not in the
tax-holiday period any longer. The second hypothesis of the
paper is as follows: supported firms repatriate less profits during
the tax-holiday period than after this period.
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The paper focuses on the case of the Czech Republic to test the
two hypotheses because this country is a common destination for
FDI and, at the same time, the repatriation rate there is high. The
repatriation rate, which can be presented by the ratio between
dividend repatriation and GDP, is 5.739% in the Czech Republic
(2019), which is higher than in most OECD countries (Annex A).

To test the two hypotheses, the paper divides FDI firms into
two groups: those with and without tax-holiday incentives. Then,
the FDI group with tax-holiday incentives is divided into two
subgroups, specifically FDI firms that are still in the tax-holiday
period and FDI firms that are no longer in the tax-holiday period.
By using the Blinder-Oaxaca decomposition method, the first
hypothesis is tested by comparing the first two groups, and the
second hypothesis is tested by comparing the two subgroups. The
paper not only points out the differences in repatriation rates
between the groups and subgroups but also shows the determi-
nants of the differences in repatriation rates among FDI groups. It
helps to identify factors that can be used to reduce the repatria-
tion rate. To do so, before testing the two hypotheses, it is also
necessary to examine the impact of the determinants of the
repatriation rate of FDI firms by applying a fixed-effects model
with instrumental variables.

Generally, the paper finds that FDI firms that received the tax
incentives and FDI firms that did not receive the tax incentives do
not engage in different behavior in terms of repatriating their
profits. However, among FDI firms with tax incentives, those that
are still in the tax-incentive period repatriate less than those that
are no longer in the tax-incentive period. The difference stems
from the endowment effect between the two groups. Moreover,
among the endowments, three determinants that reduce the
repatriation rate of FDI firms that are no longer in the tax-
incentive period are investment opportunity and leverage and
firm size.

The paper is constructed as follows. Section 2 provides the
background of the paper and develops the hypotheses. Section 3
describes the methodology used to solve the problem. It is fol-
lowed by the Results and Discussions section, which reveals the
main findings and implications of the paper in Section 4. The
final section concludes the paper.

Background and hypothesis development

Theoretical background. This paper examines the behavior of
foreign firms after the appearance of tax incentives offered by the
host countries. The behavior is seen from the perspective of
dividend-payout policy. There are two main issues here: why tax
incentives are important and why FDI firms may behave differ-
ently after the appearance of tax incentives. The argument can be
backed by two theories: the eclectic-paradigm and dividend
theories.

The importance of tax can be seen based on the eclectic
paradigm. The eclectic paradigm has been one of the leading
theories of the development of multinational corporations
(MNCs) and globalization (Dunning, 1988). Multinational
corporations have ownership advantages (O; brand, rights skills,
technology, or management skills) that create their competitive
advantages over rivals, and they want to utilize them to establish
production in a new location. This new location is attractive
because of its location advantages (L), including geographical
location, cheap workers and raw materials, tax incentives, or a
lack of tariffs. Then, MNCs must consider the internalization
advantages (I) to decide whether it is more profitable to produce a
particular product in house or create a contract with a third party.
Of the three OLI advantages, O and I are more likely to belong to
MNCs, and only the L advantage is a tool that host countries can
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use to attract new foreign investors to their countries. Thus, the
paper focuses on the L factor in the eclectic paradigm, more
specifically the role of tax incentives offered by host countries. In
the past, tax incentives have been underestimated as compared to
other fundamental economic conditions of host countries.
However, this factor is becoming more important as more and
more papers highlight its role (Klemm and Parys, 2012; Sabina
and Eldin, 2022; Wilson, 1999).

Next, the differences in dividend policy among firms are
explained from the perspective of dividend theories. In dividend
theories, there are two major types of financial decisions for firms:
investment and financing decisions. After a company generates
profits, it can decide to pay out or reinvest the profits, or it can
decide to distribute the profits between reinvestment and payout
dividends. The dividend policy can be stable (the stable dividend
theory), which requires the dividend payout to be the same in
every accounting period. According to Baker and Powell (2009),
managers may believe that a stable dividend policy can lead to
high share prices, and shareholders may expect a stable income
source given their frequent consumption. From other perspec-
tives, dividend payouts can be seen as residual or leftover earnings
(the residual theory of dividends). This implies that the dividend
amount should not be the main focus of corporations; rather, it is
simply a leftover from net income and the retained earnings that
are required to finance new investments (Brigham and Houston,
2004). In a perfect market, Miller and Modigliani (1961) argue in
dividend-irrelevance theory, dividend policy is merely a way to
manage the return of a firm’s cash flow and does not affect the
value of a company. Shareholders should be indifferent to
dividends, and therefore, the dividend policy of firms is irrelevant.
However, the market is certainly not perfect. Therefore, the
dividend-relevance theory states that dividend policy is relevant
and must result from market imperfections. There are three
major imperfections outlined in dividend-relevance theory, which
are taxes, asymmetric information, and agency costs. This paper
pays the most attention to the effect of taxes on the dividend
decisions of firms. The theoretical framework for the effect of
taxes on the dividend decisions of firms can be anchored by the
tax preference theory. This theory holds that investors may have
different expectations after the appearance of tax and, therefore,
firms must change their dividend policies. Because the tax effect
differs between different types of investors, the decision about
dividend policy can affect the attractiveness of firms in the eyes of
investors. Another theory that explains the behavior of firms is
the agency theory. The managers of firms may behave in their
own interests, rather than in the shareholders’ interests (Jensen
and Meckling, 1976). They may decide to retain the earnings and
use the money to do something else, rather than paying out
dividends to shareholders. One motivation is that the managers
may see a chance to gain additional profit from the current
profits, rather than repatriating the profits to the shareholders,
and then decide to reinvest in the host countries. One way to gain
profit is to make use of the tax conditions in the investing
countries. Overall, the theories show that the dividend policy of
firms may be affected by several factors. This paper considers the
tax conditions of the host countries. More specifically, the tax
incentives offered by host countries can affect the dividend
policies of firms (Brigham and Houston, 2004).

Hypothesis development. There is an argument that MNCs
decide to invest in a specific location because of the strong eco-
nomic fundamentals in that location (Dunning, 1993; Globerman
and Shapiro, 2003, 1999 Blomstrém et al. 2003) and investment
incentives are simply a minor determinant of FDI decisions. The
primary motivations of MNCs include access to natural resources,

market-seeking, efficiency-seeking, and strategic-asset-seeking.
However, perspectives on the importance of investment incen-
tives changed recently when various hosting countries began
offering incentives to attract FDI. The most common incentive
that developing countries offer is incentive schemes regarding tax
holidays. Unlike other direct financial subsidies, tax holidays can
affect operational decisions regarding FDI for several years. Given
internationalization and regional integration, MNCs can set up
international production and supply all clients from a single
location. Therefore, locational advantages become relatively less
important as compared to investment incentives, including tax
holidays.

Various papers confirm the important role of tax holidays in
attracting FDI. Wilson (1999) argues that given perfectly mobile
capital, higher tax rates lead to a decrease in returns on capital at
one location; then, the capital relocates. Therefore, using tax
incentives to lower tax rates in one country can help attract FDI
to that country. Klemm and Parys (2012) examine the impact of
tax incentives on attracting FDI from 1985 to 2004 and conclude
that lower corporate income tax and longer tax holidays have
positive effects on FDI in Latin America and the Caribbean.
Sabina and Eldin (2022) point out that tax policy is an important
determinant of FDI in some Southeast European countries
(studied in the 2000-2018 period), but the effect of the tax policy
varies depending on the level of technology in the host countries.
This suggests that a smaller difference in the level of technology
between home and host countries may lead to lower importance
on the part of tax incentives. Moreover, Sabina and Eldin (2022)
argue that taxation affects the cost structures of FDI and, thus,
investment decisions. Similarly, Tobing and Jayadi (2020) find a
positive correlation between FDI inflow and tax holidays only in
the long term in their study of Indonesia from 1975 to 2016.
However, this relationship is not detected in the short term. From
another viewpoint, tax incentives can be a signal from host
countries to show a higher level of acceptance of foreign players
in the markets (Munongo et al. 2017). Generally, the role of tax
incentives is becoming more important as more countries use
them to attract the attention of MNCs.

When they receive tax incentives, FDI firms are expected to
perform better than those without investment incentives. The tax
reduction achieved through a decrease in the user cost of capital
makes investments increase (Klemm and Parys, 2012). Taxation
may also affect the cost structure of investment of firms, and tax
incentives are aimed at encouraging investment and economic
growth (Sabina and Eldin, 2022). Therefore, FDI firms that
receive tax incentives are expected to have more chances to earn
high profits, and consequently, they are expected to reinvest their
profits in host countries, rather than repatriating them to parent
companies (Forti et al. 2015; Mrzygltdd et al. 2021).

However, when investment incentives become more common
and generous, investors may become more footloose and decide
to move from one location to another location to earn more
benefits (Flamm, 1984; McLure Jr, 1999). This type of motivation
can be seen as rent-seeking. Certainly, no governments want to
attract rent-seeking investors that only arrive to make use of
policy privileges and do not have many positive impacts on the
local economy. When a government offers tax holidays for
specific MNCs, they expect that these MNCs will bring capital
flow to the host country, create new jobs, transfer management
and technological skills, and have other promising externalities
(Moosa, 2002). Additionally, tax incentives have certain other
costs, including administration fees, the inefficient allocation of
capital, and tax revenue losses (Fowowe, 2011). Tiebout (1956)
points out that the use of tax incentives involves the inefficient
provision of public goods, which represents an expense. Certainly,
when attracting and offering privileges to certain FDI firms, the
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host country expects that the benefits from these firms will
outweigh the cost of offering the investment incentives. This can
only happen when foreign firms, after receiving investment
incentives, decide to remain and reinvest in the host countries.
Otherwise, investment incentives may be not effective, and host
countries may lose capital for accumulation and reinvestment,
which may negatively affect capital flow for these countries
(Akkermans, 2017).

Despite the importance of tax incentives, to the knowledge of
the authors, existing papers only examine the impact of tax
incentives on the location decisions of FDI firms. No papers
empirically study the difference in repatriation decisions between
FDI firms with and without tax incentives. Therefore, the authors
of the paper argue that because tax holidays play an important
role in the location decisions of FDI firms, host countries can
expect that FDI firms that have received tax holidays will perform
better than FDI firms that have not received these investment
incentives and that, consequently, the former may reinvest their
profits in host countries.

H1: Supported firms repatriate less profits than non-
supported firms.

A variety of papers examine the effect of tax incentives on the
performance of firms in general and FDI firms specifically. Harris
and Li (2019) consider Chinese firms from 1998 to 2007 and
conclude that assisted firms contribute to TFP (total factor
productivity) growth more heavily than non-assisted firms.
Huang (2015) studies the impact of tax policy on productivity
in Taiwan from 2001 to 2008 and shows the positive and
statistically significant influence of tax credits on the productivity
of Taiwanese firms in the manufacturing sector. Czarnitzki et al.
(2011) examine the link between tax credits and innovation
activities among Canadian manufacturing firms from 1997 to
1999. The authors conclude that tax credits led to more
innovation activities among Canadian firms during this period.
Furthermore, Du et al. (2014) investigate the effect of tax and
tariff policies on FDI spillovers in China and find that tax
holidays enhance the positive externalities of FDI. Aghion et al.
(2015) argue that industrial policies, including tax holidays, may
encourage firms to be active in specific sectors and, therefore, it
can complement competition and speed up innovation and
economic growth. This paper uses a dataset of Chinese firms
between 1998 and 2007 and shows that industrial policies,
including tax holidays, foster competition and increase produc-
tivity growth. Nunn and Trefler (2010) suggest that tariff
protection may create a “skill bias,” as firms may be pushed
toward skill-intensive sectors. Consequently, there is a significant
positive correlation between this “skill bias” and productivity
growth on the part of firms and sectors. Generally, many papers
favor the argument that tax incentives have a positive impact on
the performance of firms.

As the main goal of any firm is to generate profit, if tax
incentives create more earnings, firms may have an incentive to
invest more and earn more profit. More specifically, firms are
motivated to recognize revenue during the tax period, and they
tend to exaggerate their expenses and losses in the following
period to avoid higher tax rates (Lin 2006). Lin (2006) shows that
firms increase their income accruals during the tax holiday
period, which is consistent with income-shifting behavior. It
implies that firms want to have more profits during the tax
holiday period by accelerating their final goods, decreasing debt,
reducing inventory, or delaying expensive inventory purchasing.
Azevedo et al. (2019) show that tax holiday duration has a
nonmonotonic effect on the timing of investment and that a long
tax-holiday period boosts investment. Agliardi (2002) examines
the reinvestment or disinvestment decisions of firms under the
impact of tax systems. Agliardi (2002) proves that there are

4

thresholds for reinvestment and disinvestment decisions and that
profit tax is one important determinant. Fiscal policies play an
ambiguous role, and an increase in profit tax leads to a decrease
in the investment incentives of firms. This also implies that firms
want to invest more during the period when the profit tax is low
(the tax-holiday period). Azevedo et al. (2019) examine reinvest-
ment and disinvestment flexibility under the impact of tax policy,
which includes tax holidays. The authors argue that firms may
agree not to divest during the tax holiday period and that a long
tax holiday may speed up investment. These existing studies show
that firms may want to reinvest during the tax holiday, but to the
knowledge of the authors of this paper, no papers compare the
investment behavior of FDI firms during and after the tax period.
Thus, we argue that during the tax-holiday period, firms may
want to reinvest their profits and thus gain more profit via the
incentives. However, when the tax-holiday period ends, they may
want to invest less, which leads to a higher repatriation rate.

H2: Supported firms repatriate less profits during the tax-
holiday period than after this period.

The paper tests the two above hypotheses in the case of FDI
firms in the Czech Republic because of the following reasons: the
Czech Republic has been one of the most promising destinations
for foreign investors, as a leading country in the V4 group, and
the ratio of FDI stock to GDP has increased by six-fold since 1993
(Szabo, 2019). One of the reasons for this is that the Czech
government has created favorable conditions to attract FDI in the
form of both greenfield and brownfield investments. Further-
more, repatriated profits in the Czech Republic are high, as can be
seen in Annex B. The ratio between dividend repatriation and the
GDP of the Czech Republic stands in fifth place among OECD
countries. For all these reasons, the repatriation rate for FDI firms
after the appearance of tax holidays is worth studying.

One important point is that before examining the differences in
the repatriation rate of FDI firms to investigate Hypotheses 1 and
2, it is necessary to identify the determinants of repatriation rates.
In this regard, it helps to point out the factors that contribute to
the differences in the repatriation rates of FDI firms. The size and
age of firms are the most common determinants of dividend
decisions. The agency theory shows that large and old firms are
more likely to pay more dividends on average (Brawn and Sevi¢,
2018; Forti et al. 2015). Age can be seen as representing the
market strength and development of firms. A higher value for age
means a longer period of competition and a better understanding
of the host market (Mrzygldéd et al. 2021), and such firms thus
become more cash abundant. Another important factor is
profitability, which can be represented by return on assets
(ROA) or return on equity (ROE). This is the most obvious factor
in this regard because only profitable firms are able to decide to
repatriate or reinvest their profits (Fama and French, 2002;
Jabbouri, 2016). Firms may increase their dividend payments
when they have more profit to avoid retaining earnings. The next
factor is investment opportunity (Botoc and Pirtea, 2014; Faccio
et al. 2001; Mitton, 2004), and it is clear that if firms see a
profitable opportunity, they will be more likely to reinvest their
profits to earn more in the future. Therefore, the repatriation rate
will be lower. Finally, the paper examines the impact of the
liquidity and leverage of firms on repatriation rates. These
determinants are widely used in the literature. Various previous
papers show a negative relationship between leverage and
dividend payment, as firms with high levels of debt tend to
lower their dividend payment and use cash to meet their debt
obligations (Crutchley and Hansen, 1989; Gugler and Yurtoglu,
2003). Additionally, when firms plan to access credit markets,
they tend to cut dividends to increase the confidence of their
creditors and show a low agency cost for their debts (Mather and
Peirson, 2006; Nini et al. 2009). In terms of liquidity, it is
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Fig. 1 Conceptual framework. The paper examines the impact of age, size, liquidity, leverage, profitability, and investment opportunities on the repatriation
rates of FDI firms. As these variables potentially affect the repatriation rate, they can lead to the differences in repatriation behaviors outlined in Hypothesis

1 and Hypothesis 2.

considered one of the most important factors in the repatriation
rate because firms are unable to pay dividends if they are
experiencing levels of cash liquidity that are too low. Therefore,
various studies describe the relationship between firm liquidity
and dividend payouts (DeAngelo et al. 2004; Deshmukh, 2003;
Khang and King, 2006).

Generally, the paper examines the impact of age, size, liquidity,
leverage, profitability, and investment opportunities on the
repatriation rates of FDI firms. As these variables potentially affect
the repatriation rate, they can lead to the differences in repatriation
behaviors outlined in Hypothesis 1 and Hypothesis 2. The
conceptual framework of this research project is as shown in Fig. 1.

Methodology

As can be seen in the conceptual framework, the two main
hypotheses can be tested by using the Oaxaca-Blinder decom-
position. However, before testing the hypotheses, it is necessary to
identify the determinants of the repatriation decision. Otherwise,
it is not possible to find the sources of the differences in dividend
policy among FDI firms. The details are as follows:

The paper begins with a comparison of the mean difference in
profit repatriation among groups by running a regression of profit
repatriation on the dummy variables Support and Tax_period.
This approach can provide initial findings regarding the differ-
ences among groups, but it is unable to show the components of
these differences. Therefore, it is necessary to estimate the
determinants of profit repatriation before examining the con-
tributions of these determinants to these differences.

The main determinants of the repatriation rate of FDI firms
in the Czech Republic are found by estimating the following
equation:

Vie = & + BiXi + & 1

where X is a set of the determinants of repatriation that have been
used widely in the literature, including the Age and Size of firms
(Al-Najjar and Kilincarslan, 2017; Brawn and Sevi¢, 2018;
Labhane, 2017; Mrzyglod, U. et al. 2021), Liquidity, Leverage,
Profitability, and Investment Opportunities. ROA (return on
assets) represents the profitability of firms, and Asset growth
represents investment opportunities for FDI firms.

Equation 1 is estimated by applying the fixed-effects model
with instrumental variables to the entire sample after using the
Hausman test to reject the validity of the random-effects model
(the Chi-square result of the Hausman test is 61.41, and the
p-value is 0.000, which shows that the fixed-effects model is
preferable in this case). The fixed-effects model allows a corre-
lation between the error term and covariates, while the random-

effects model strictly requires that there is no correlation between
them. Therefore, the fixed-effects model is more realistic than the
random-effects model. The fixed-effects model helps in resolving
potential omitting-variables bias, which will be absorbed by «;. In
this paper, a; captures firm- and industry- (NACE) fixed effects;
therefore, using the fixed effect model can help control for the
heterogeneity of firms. The instrumental variables resolves the
endogeneity problems created by using Liquidity and Leverage, as
these two determinants that can affect repatriation rates and
repatriation rates can affect these two factors as well (simulta-
neity). The paper uses the lag value of the two variables as
instrumental variables because using lagged variables is a way to
avoid simultaneity and resolve endogeneity (Reed, 2015). The
paper investigates the validity of the instrumental variables by
using Stock and Yogo criteria values. The results show that the
instrumental variables are not weak (Annex C). Then, we run the
regression on each sub-sample. First, the paper divides the entire
sample into FDI firms that received tax incentives and FDI firms
that did not receive tax incentives. Then, the group of FDI firms
with tax incentives are divided into two sub-groups, specifically
FDI firms that are in the tax-incentive period and FDI firms that
are not in the tax-incentive period.

After that, we test the two main hypotheses by applying the
Blinder-Oaxaca decomposition to panel data, which is based on
the methodology of Kroger and Hartmann (2021). The decom-
position with panel data shows group differences by levels and
changes. The decomposition of levels shows the differences
between groups at certain specific time points, while the
decomposition of changes examines the differences between
groups across time.

Decomposition of levels. The decomposition of levels can be
applied to cross-sectional data at a specific time by using the
original Kitagawa-Oaxaca-Blinder (KOB) decomposition. The
outcome (Y) of groups A and B depends on covariates X as
follows:

Yo =Xp +4 @)

where 1 is group A or B, E(¢!) = 0, and Cov (X,e) = 0. Y is the
repatriation rate, and X is the set of independent variables, as in
Eq. 1. The KOB method decomposes the difference in the mean
outcome of the two groups as follows:

AY, = E(¥}) ~ E(Y)) = E()B - E(DE O)
It transforms to the following:

AYt = Et + Ct + It (4)
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where
E = {B(X}) —E(X7)} B ()
C=E(X}) * (B = ) (6)
L={EX}) —E(X?)}* (B’ — A7) 7)

E, is the endowment effect, which explains the differences in the
group’s characteristics at time t. C, is the coefficient effect, which
shows the differences in the coefficients at time t, and I, is the
interaction effect, which can be seen as an unexplained part of the
mean difference between group A and group B. This decomposi-
tion is created from the viewpoint of group B when the
endowment effect is weighted by the coefficients of group B
and the coefficient effect is weighted by the endowment of group
A. E, shows the expected change in the mean output of group B if
group B has the same endowment as group A at time t, and C;
measures the expected change in the mean output of group B if it
has the same coefficient as group A at time t.

Decomposition of changes. The decomposition of changes
measures the change in the outcome difference between group A

and group B across times t and s:
AY = &Y, — aY, = (E(¥}) ~ B(Y})) — (B(¥) ~E(¥)) o
= (5(30) - B(3)) - (6(37) — B()) = av* - av @

This change in gaps then can be decomposed into the following
parts:

AY = AYA — AY® = AE+ Al + AC 9)

where
AE = {E(X}) —E(X3)} + B — {E(X7) —E(X])} + ] (10)
AC=E(XE) x (B — ) —E(S) = (B2 6% (1)

A= {B(X}) —E(X7)} + (B = B7) + {B(X?) —B(XO)} + (B — )
(12)
AE shows that given the difference in the coefficient between
groups A and B, the change in group output is explained by the
endowment change within groups from time s and t. AC shows
that given the initial endowment difference between the groups at
time s, the change in group output is explained by the coefficient
change within a group from time s to time t. is an unexplained
part of the output difference between groups A and B from time s
to time t.
Note that when using panel data, the time-constant individual
error term can be added to Eq. 2 as follows:

V=X +ao +é (13)

Then, there is another component of the difference between
the time-constant individual error terms of groups A and B:
Aa =E(a*) — E(aP). In the case of the random-effects model,
the impact of Aa on the difference should be 0, as the
consumption of the random-effects model is Cov(a, Xlt) =0.

Data

The paper exploits the panel data derived from the financial
statements of FDI firms in the Czech Republic from 2008 to 2019
using the CRIBIS database. The reason for using this period is
that it is a 10-year period that covers the financial crisis period
from 2008 to 2012 and it can fully capture the behavior of FDI
firms over time. The total number of observations is 7669, which
includes 3142 year-observations of FDI firms that received tax
incentives when they began running a business in the Czech

6

Table 1 Variable constructions.

Name Construction Unit
Profit repatriation Dividend/Net earnings %
Age Current year-establishing year year
Size The logarithm of total assets %
Liquidity Current assets/Current liabilities %
Leverage Total Liabilities/Total Equity %
Profitability EBIT/Total Assets proxies for %
profitability
Investment Growth rate of assets that proxy for %

opportunities investment opportunities

Source: Authors.

Republic and 4,527 year-observations of FDI firms that did not
receive tax incentives when they started. The information about
tax incentives has been collected manually from the Ministry of
Trade and Investment. The dummy variable Support is con-
structed based on this information. It has a value of 0 for firms
without tax incentives and 1 for firms with tax incentives.
Additionally, this paper makes use of the information about the
tax-incentive period for each FDI firm with a tax incentive to
create the dummy variable Tax_period. For example, one firm
received tax incentives from 2005 for 10 years; then, in 2017, it is
not in the tax incentive period any longer, and the Tax_period
dummy has a value of 0. This paper is the first to make use of this
information in the Czech Republic. Among 3142 observations of
FDI firms that have received tax incentives, 1555 year-
observations are still in the tax-incentive period, and 1587 year-
observations are not in the tax-incentive period any longer. This
implies that one firm can be in the tax-incentive period in 2008,
but then, in 2009, it may not be in the tax-incentive period any
longer, because the tax period ends in 2008. The main reason for
dividing the samples into groups instead of constructing an
indicator for having tax incentives or not or still being in the tax-
incentive period or not is because the duration of the tax-
incentive period in the Czech Republic has changed from 2008 to
2019. Additionally, by dividing the samples into groups, the
decomposition can be applied properly.

As the main purpose of the paper is to examine the profit
repatriation rate of FDI firms in the Czech Republic, Y in Eq. 2 is
the ratio of dividend to net earnings of FDI firm i at time t, and X
is a set of independent variables. The constructions of these
variables are shown in Table 1. The variables‘ description can be
seen in Annex B. Other variables are calculated from the CRIBIS
database, which includes information about the financial state-
ments of firms in the Czech Republic. All variables are checked
for stationarity via the Im-Pesaran-Shin unit root test for unba-
lanced panel data (see Annex D).

Results and discussion

Models 1 and 2 show the results of the regression of profit
repatriation on the dummy variables Support and Tax_period,
respectively (Table 2). The results of Model 1 imply that the mean
difference in profit repatriation for supported and non-supported
firms is 1.5305 and that it is not statistically significant. Therefore,
there is no difference in repatriation behavior between these two
groups. However, among firms that were supported when they
began, there is a difference in profit repatriation between those
that are still in the tax-incentive period and those that are not in
the tax-incentive period any longer. Firms that are in the tax-
incentive period repatriate less than firms that are not in the tax-
incentive period. The coefficient is statistically significant at the
5% level. At this stage, Models 1 and 2 only compare the mean
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difference in profit repatriation among groups; they are unable to
show the components of the differences. Therefore, this paper
estimates the determinants of profit repatriation before examin-
ing the contributions of these determinants to the difference in
repatriation.

Models 3 to 7 estimate the impacts of key determinants on the
profit repatriation of FDI firms in the Czech Republic by using a
fixed-effects model (Table 3). Model 3 shows that the profit
repatriation of FDI firms depends on Leverage, Liquidity,
Investment Opportunity, and Firm size. Liquidity and Firm size
affect the profit-repatriation rate of FDI firms in the Czech
Republic positively, while Leverage and Investment opportunities
have negative impacts. More specifically, a 1% increase in the
Liquidity of firms leads to a 0.1803% increase in the repatriation
rate of FDI firms. This is equivalent to the results of Das (2017)
and Jabbouri (2016) and confirms the importance of the liquidity
of firms in the repatriation decisions of FDI firms in the Czech
Republic. The positive and significant coefficient of Firm size
implies that bigger firms tend to repatriate much more than
smaller firms. Large firms are more mature and can access capital
markets for financial sources more easily than small firms; thus,
they are able to pay higher dividends. This is equivalent to the
transaction cost theory (Holder et al. 1998; Koch and Shenoy,
1999). Moreover, a 1% increase in Leverage leads to a 0.1135%
decrease in the repatriation rates of FDI firms. Firms with a
higher level of debt pay fewer dividends (Faccio et al. 2001;

Table 2 Regression Result 1.

Dependent: profit repatriation Model 1 Model 2
Support =1 —1.5305
(3.6315)
Tax_period = 1 -10.07072
(4.5964)
Constant —1.34033 3.483539
(3.699) (3.6902)
Year dummy Y Y
N 7669 3142
Wald 329.72 190.14

3significant at the 5% level.
(i) Robust standard errors in the parenthesis are adjusted for 24 NACE (sectors) clusters.
Source: Authors.

Jabbouri, 2016). Higher debt may make firms riskier and more
dependent on retained earnings (Hufft and Dufrene, 1996); thus,
cash may be used to pay for debt rather than dividends. In terms
of investment opportunities, the coefficient is negative and sta-
tistically significant, as in previous papers (Mitton, 2004;
Mrzygldd et al. 2021; Porta et al. 2000). This suggests that if firms
sense more profitable opportunities, they might want to reinvest
and thus earn more profits rather than repatriate their profits as
dividends. Put differently, investment opportunities can exhaust
the cash resources that could be used to pay dividends (Faccio
et al. 2001). The coefficients of Age and ROA are not statistically
significant. This suggests that firm age and profitability do not
influence repatriation rates among FDI firms in the Czech
Republic.

We also run the estimation with four sub-samples, which are
FDI firms with tax incentives, FDI firms without tax incentives,
FDI firms with tax incentives that are still in the tax-incentive
period, and FDI firms with tax incentives that are not in the tax-
incentive period any longer, in Models 4 to 7, respectively.
Models 4 and 5 are comparable because they are sub-samples of
Model 1. Models 6 and 7 are comparable because they are sub-
samples of Model 4 and FDI firms with tax incentives when they
began are divided into two groups: firms in the tax-incentive
period and firms not in the tax incentive period any longer.

Models 4 and 5 show that the profit repatriation of FDI firms
with and without tax incentives when they began depends on
various determinants. In the case of FDI firms with tax incentives
when they began, the leverage, liquidity, investment opportunity,
and size of firms are the significant determinants, while in the
case of FDI firms without tax incentives, the determinants are age,
leverage, liquidity, and investment opportunity.

Similarly, Models 6 and 7 show the various determinants of
profit repatriation among FDI firms that were in the tax-incentive
period and firms that were not in the tax-inventive period any
longer. The decisions of the former depend on leverage, liquidity,
investment opportunity, and firm size, and the decisions of the
latter depend on liquidity, firm size, and investment opportunity.

Next, the paper applies the Blinder-Oaxaca method to
decompose the difference in profit repatriation among firms.
Firstly, the authors examine the difference between FDI firms
with tax support and FDI firms without tax support when they
began. Secondly, a similar approach is applied to FDI firms that
are in the tax-incentive period and FDI firms that are not in the

Table 3 Regression Results 2.
Expectation Model 3 Model 4 Model 5 Model 6 Model 7
Leverage - —0.1135*** —0.1364** —0.1038** —0.220*** —0.1120
(0.0285) (0.0481) (0.0337) (0.0593) (0.1170)
Liquidity + 0.1803*** 0.1570** 0.2004*** 0.2340* 0.2376*
(0.0333) (0.0544) (0.0401) (0.0841) (0.1202)
Age + 0.75%96 —0.0696 1.3371+ 1.29M —0.5395
(0.5890) (0.8573) (0.7848) (1.0796) (1.3765)
ROA + —0.0687 0.2200 —0.2473 0.1140 0.2738
(0.1690) (0.3029) (0.2019) (0.3588) (0.5854)
Size + 3.2615* 4.4393* 3.0476 7.3292+ 7.5921*
(1.5551) (2.1869) (1.9276) (3.7983) (3.0459)
Investment Opportunities - —0.3611"** —0.6980*** —0.1974* —0.4381** —0.889***
(0.0671) (0.1193) (0.0788) (0.1530) (0.2220)
Year dummy NA Yes Yes Yes Yes Yes
Constant NA Yes Yes Yes Yes Yes
Observation 7669 3142 4527 1555 1587
Wald test 84.68 87.06 5494 58.32 491
Above, + indicates significance at the 10% level, * indicates significance at the 5% level, ** indicates significant at 1% level, and *** indicates significance at 0.1% level. The robust standard errors, in the
parentheses, are adjusted for 24 NACE clusters. Liquidity and Leverage are instrumented using their lag value to resolve endogeneity.
Source: Authors.
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tax-incentive period. All these firms received tax incentives when
they began, but some are not in this period any longer.

Table 4 shows the decomposition of profit repatriation into the
composition of levels and the composition of changes. The paper
takes 2008 as a reference year to compare with 2014 and 2018, as
the differences in these years are the most visible (Fig. 2). The
upper part of Table 4 shows the composition of levels, which
considers the difference between firms in each year, 2008, 2014,
and 2018, and the lower part shows the changes in these differ-
ences over the year. The results imply that there are no differ-
ences in repatriation decisions between supported and non-
supported firms in terms of levels or changes.

The results from Table 4 disprove the first hypothesis and show
that the repatriation rate of FDI firms with tax incentives is not
significantly different from that of FDI firms without tax incen-
tives. The behavior of these two groups in terms of profit repa-
triation is not different. In fact, many authors agree that tax
incentives only play a minor role in the investment decisions of
FDI firms. In some cases, tax incentives can negatively impact
FDI inflows. For example, Klemm and Parys (2012) only find a
positive impact on the part of tax holidays in Latin America and
the Caribbean; the authors do not find such an impact in African
countries. Hsu et al. (2019) use province-level data from 1998 to

Table 4 Oaxaca-Blinder decomposition of levels and
changes.

2008 2014 2018
Composition of levels coefficient/SE
Supported versus non-supported —3.986 2.89 —12.357
(8.97) (9.43) (9.46)
Tax_period versus Non tax period  31.443* 34.734* 27.938*
(19.365) (14.872)  (14.816)
Composition of changes coefficient/SE
Supported versus non-supported 0 6.876 —-8.37
(14.64) (13.49)
Tax_period versus Non-tax_period O 3.292 —3.505
(26.024) (26.782)

Above, * indicates significance at the 5% level. The bootstrap robust standard errors, in the
parentheses, are adjusted for 24 NACE clusters.
Source: Authors.
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2008 and cannot find a statistically significant relationship
between tax-incentive policies and FDI inflow in China. Similarly,
Fowowe (2011) also finds a negative link between tax incentives
and FDI in Nigeria from 1970 onward. Another explanation for
this result on our part is that many FDI firms in the Czech
Republic do not receive tax holidays from the Czech government
but do receive another kind of support directly from the Eur-
opean Union. Therefore, the benefits derived from tax holidays
can offset the benefits of support from the EU, and consequently,
unassisted firms decide to reinvest/repatriate at a similar rate as
assisted ones.

However, the difference is detected between firms that are in
the tax-incentive period and firms that are not in the tax-
incentive period. Therefore, the second hypothesis is confirmed.
Moreover, the difference occurs each year and does not change
significantly over the years. This is why the coefficients in the
lower section are not statistically significant. It implies that FDI
firms that are in the tax-incentive period repatriate less than FDI
firms that are not in the tax-incentive period and that the dif-
ference remains unchanged over the years.

This paper takes a further step and examines the reasons for
the difference in repatriation behavior between FDI firms that are
in the tax-incentive period and FDI firms that are not in the tax-
incentive period. The Oaxaca-Blinder method decomposes the
difference into three parts: endowments, coefficients, and the
interaction between endowments and coefficients. The endow-
ments part shows the differences in the mean Age, ROA, leverage,
liquidity, investment opportunity, and size of FDI firms, while the
coefficients part shows the differences in the coefficients, that is,
the marginal effect of using these endowments. As the difference
occurs but remains unchanged over the observed period, as
shown in the lower part of Table 4, the authors treat the panel
data as extended cross-sectional data to examine the impact of
endowments, coefficients, and interactions.

The results in Table 5 show that FDI firms that are in the tax-
incentive period repatriate 9.89% less than FDI firms that are not in
the tax-incentive period. The first two rows of Table 5 show the
average repatriation rates of FDI firms in the tax-incentive period
and FDI firms not in the tax-incentive period. The endowment
difference explains more than 50% of this difference in the repa-
triation rate (5.1754/9.8929 = 0.5227). It is statistically significant at
the 0.1% level. About 50% of the difference in the repatriation rate is
caused by the coefficients and interaction; however, the coefficients

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

non tax period

tax period

Fig. 2 Profit repatriation rate of FDI firms in the tax incentive period and not in the tax incentive period (%). The blue line is the average profit
repatriation rate of FDI firms which are still in the tax incentive period and the orange line is the average profit repatriation rate of FDI firms which are no
longer in the tax incentive period. The differences can be seen clearly in 2008, 2014 and 2018. Source: Authors.
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Table 5 Oaxaca-Blind decomposition of levels.
Overall
Not tax-incentive period 64.6347**
(2.9310)
Tax-incentive period 54.7418***
(2.5877)
Difference 9.8929*
(3.9099)
Endowments 51754***
(1.4683)
Coefficients 21063
(4.154)
Interaction 2.61M
(2.6296)
Endowments
Age 2.3434***
(0.6730)
ROA —0.04220
(0.3362)
Leverage 14447
(0.5556)
Liquidity 1.0207
(0.7722)
Investment Opportunities 2.5279***
(0.6543)
Size —2.191*
(0.8455)
Note: Above, * indicates significance at the 5% level, ** indicates significant at 1% level, and
*** indicates significant at 0.1% level. The bootstrap robust standard errors, in the parenthesis,
are adjusted for 24 NACE clusters.
Source: Authors.

are not statistically significant. Therefore, in this case, we can only
detect the impact of endowments.

The lower part of Table 5 shows the decomposition of endow-
ments. The determinants that have the largest impacts are the Age of
firms, Investment opportunity, Size of firms, and Liquidity. The
positive sign means that if the gap in these variables between the two
groups is reduced, then the repatriation gap is decreased and vice
versa; the negative sign means that if the gap is reduced then the
repatriation gap is increased. All the differences are expressed from
the perspective of FDI firms that are not in the tax-incentive period.
More specifically, Age contributes 45.28% of the variation (2.3434/
5.1754 =0.4528); Investment opportunity contributes 48.84%
(2.5279/5.1754 = 0.4884) of the variation. Next is Leverage, with
27.92% (1.447/5.1754 = 0.2791), and Size, with —40.95% (—2.1191/
5.1754 = —0.4995) of the variation. The contributions of ROA and
Liquidity are not statistically significant. Therefore, the percentage of
48.84% for Investment Opportunities can be interpreted as follows: if
the FDI firms that are not in the tax-incentive period have the same
level of Investment Opportunities as FDI firms that are in the tax-
incentive period, then the profit-repatriation rate can be reduced by
48.84%. Generally, the model shows that the difference in the repa-
triation rate can be reduced or increased, depending on the sign of
coefficient, if the level of endowments for FDI firms that are not in
the tax-incentive period reach the level of endowments for FDI firms
that are in the tax-incentive period. Statistically, the repatriation rate
of FDI firms that are not in the tax-incentive period can be decreased
via Age, the Size of firms, Leverage, and Investment opportunities.
However, in reality, it is not possible to affect the Age of a firm, as it
increases every year and cannot be adjusted. Therefore, the three
determinants that can be used to keep the repatriation rate low are
Investment opportunity, Leverage, and the Size of firms.

Investment opportunity is proxied by asset growth, and the
mean value of asset growth for FDI firms that are not in the tax-

incentive period is lower than that for FDI firms that are in the tax-
incentive period. Therefore, the former must increase the growth of
their assets to reach the level of the latter, and this process will
reduce their repatriation rate, as the relationship between invest-
ment opportunity and repatriation rates is negative (Model 7).
Generally, these results imply that the investment opportunity for
FDI firms that are in the tax-incentive period is higher as com-
pared to others, which may stem directly from conditions
regarding tax incentives or other determinants in the host coun-
tries, and that if FDI firms that are not in the tax-incentive period
have the same opportunity, they will repatriate their profits less.
Similarly, if the FDI firms that are no longer in the tax-incentive
period can increase their leverage levels to that of FDI firms that
are in the tax-incentive period, their repatriation rate will be lower.

Inversely, the sign of the Firm-size coefficient is negative,
which means that if the FDI firms that are no longer in the tax
incentive period have a size (measured by the logarithm of total
assets) similar to that to FDI firms that are in the tax-incentive
period, the difference in the repatriation rates between the groups
will be increased. Foreign-direct-investment firms in the first
group are smaller than FDI firms in the second group, and Model
7 shows that larger firms repatriate more of their profits.

Robustness check

We find that FDI firms that are in the tax-incentive period
repatriate less than FDI firms that are no longer in the tax-
incentive period. However, as an alternative explanation, the
correlation may relate to the lifecycle of firms. In their early stages
and during the tax-incentive period, firms have less or no profit to
repatriate, and consequently, the repatriation rate is low. Then,
when they enter the more stable stages after a few years (and may
not be in the tax-incentive period any longer), they gain more
profit and repatriate more. If this argument holds, the results of
this paper are not robust, and the difference in repatriation rates
between firms that are in the tax-incentive period and those that
are not in the tax-incentive period may stem from the investment
cycle. Therefore, this paper examines the impact of the lifecycle
on the repatriation rate in the Czech Republic for firms that
received tax incentives. The lifecycle is calculated using patterns
regarding operating cash flow, investment cash flow, and financial
cash flow. It is based on the methodology of Dickinson (2011).
There are five stages: introduction, growth, mature, shakeout, and
decline. We create an interaction term between the Tax_period
and Stage variables and regress the repatriation rate on this
interaction term. The Stage variable is a dummy variable. Then,
we adds the Stage variable to Model 4 to test the impact of
lifecycle on the repatriation rate of FDI firms with tax incentives.
The results can be seen in Table 6.

In Model 8, the base is firms that are not in the tax-incentive
period and are in Stage 1 of their lifecycle. Therefore, the coeffi-
cient of the interaction term Stage = 2*Tax_period = 1 indicates
the difference in the repatriation rate between firms that are in the
tax-incentive period and in Stage 2 of the lifecycle as compared to
the base of the model. However, none of the coefficients are sta-
tistically significant. Therefore, the firm’s lifecycle and the tax-
incentive period do not have a joint impact on repatriation rates.
Turning to Model 9, the dummy variable Stage is not statistically
significant, which implies that lifecycle does not correlate with
repatriation rates. Models 8 and 9 show that the repatriation rate
is not affected by firm lifecycle or the investment cycle in this case.

Additionally, as the period from 2008 to 2019 covers the global
financial crisis, the paper examines the impact of this event. The
period from 2008 to 2012 was the crisis period in the Czech
Republic. The dummy variable crisis is created, which equals 0 for
the year before 2012 and 1 from 2012 onward. Model 10 shows
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Table 6 Robustness test.
Model 8 Model 9 Model 10 Model 11
Stage = 2 —2.3003 —14.0348
(12.9653)  (7.9711)
Stage = 3 18.1496 7.9779
(14.2924)  (8.5928)
Stage = 4 35.3503 31.4638
(22.7644)  (16.9358)
Stage =5 2.2249 —17.9547
(19.7229)  (14.3341)
Tax_period =1 —20.9913 -1.6965 —3.7077+
(15.9200) (7.477) (9.122)
Stage =2 # 8.5401
tax_period =1 (15.6179)
Stage =3 # 17.3851
tax_period =1 (16.7812)
Stage=4 # 17.9547
tax_period =1 (33.1193)
Stage =5 # —21.7169
tax_period =1 (21.1181)
Crisis =1 2.5877 —16.561+
(6.155) (9.165)
Crisis = —0.4920 —0.2925
#tax_period = (8.7147)  (9.5459)
1
Leverage —0.1420* —0.1366**
(0.0483) (0.0485)
Liquidity 0.1305* 0.1409*
(0.0522) (0.0553)
Age ~1.0647 —2.084
(0.8570) (0.9541)
ROA 0.0865 0.2433
(0.3186) (0.2934)
Size 4.4428* 4.668*
(2.2513) (0.2934)
Investment —0.6413*** —0.6995***
Opportunities (0.1210) 0me7)
Constant Y Y Y Y
Year dummy Y Y N N
N 3,142 3,142 3142 3,142
Wald 178.91 121.32 8.62 63.95
Above, + indicates significance at the 10% level, * indicates significance at the 5% level, **
indicates significant at the 1% level, *** indicates significant at the 0.1% level. Robust standard
errors in the parenthesis are adjusted for 24 NACE clusters.
Source: Authors.

that the interaction term between Tax_period and Crisis is posi-
tive but not statistically significant. This implies that the financial
crisis does not have any impact on the difference in repatriation
rates between the two groups. Next, Model 11 is used to investi-
gate the impact of the interaction term between Tax_period and
Crisis with the presence of other control variables, and the model
shows similar results. The coefficient of the interaction term is
negative but statistically insignificant. Therefore, the difference in
repatriation decisions between FDI firms in the tax-incentive
period and FDI firms not in the tax-incentive period was not
influenced by the financial crisis in the case of the Czech Republic.

Conclusion

This paper examines the repatriation rates of FDI firms in the Czech
Republic from 2008 to 2019 by dividing FDI firms into groups: the
FDI firms with tax-holiday incentives, FDI firms without tax-holiday
incentives, FDI firms with tax-holiday incentives that are still in the
tax-holiday period, and FDI firms with tax-holiday incentives that are
no longer in the tax-holiday period. The first step was to identify the
determinants of the repatriation rate of FDI firms in the Czech
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Republic. After applying a fixed-effects model with instrumental
variables and a Oaxaca-Blinder decomposition, the results of the
paper are as follows: the profit repatriation rate of FDI firms is
positively affected by Liquidity and Firm Size and negatively affected
by Investment Opportunities and Leverage. Next, there is no differ-
ence in profit repatriation between FDI firms with tax incentives and
those without tax incentives. Finally, FDI firms that are in the tax-
incentive period repatriate less than FDI firms that are no longer in
the tax-incentive period, and the three determinants that can reduce
the repatriation rate of FDI firms that are not in the tax-incentive
period are Investment Opportunity, Leverage, and Firm Size.

This paper is unable to examine the difference in the repa-
triation rates of FDI firms in various tax-incentive-period stages.
Further research should divide the tax period into smaller stages,
for example, the first 2 years or the first 5 years. Understanding
the behavior of FDI firms in different stages within the tax period
might be useful.

The repatriation rates of FDI firms with tax incentives in the
Czech Republic can be a good lesson for developing and transi-
tioning countries. Foreign direct investment is still a significant
capital flow that can help boost the economy of various host
countries, and governments continue to use tax holidays as a tool
to attract foreign investors. This implies that the situation is
becoming more common around the world. Therefore, the
repatriated profits of FDI firms in the Czech Republic during tax
holidays could serve as a reference for the Czech government and
other governments when they consider offering tax incentives to
foreign investors. The policy implication is as follows: firstly, even
though tax incentives can attract FDI, they are not a good tool via
which to keep FDI firms reinvesting their profits in the Czech
Republic, as there is no difference in the dividend policy between
FDI firms with and without tax incentives. Secondly, as the fac-
tors that can help to reduce the repatriation rate of FDI firms that
are no longer in the tax-holiday period are Investment Oppor-
tunity, Leverage, and the Size of Firms, the government might
consider creating more investment opportunities and enhancing
the financial market. Additionally, the government might con-
sider providing more support for small and medium-sized firms.
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