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Abstract

Investigating the effect of tax exemptions on the performance variables of
free trade and special economic zones in the international trade literature
has been considered in recent years and has occupied an important part of
theoretical and empirical studies. Hence, the main objective of this paper is to
investigate the effect of tax exemptions along with other effective explanatory
variables, such as logistics performance index, population, and distance from
the nearest airport, on foreign direct investment in 7 free trade zones (FTZs)
and 31 special economic zones (SEZs) during the years 2001-2022. For
achieving this, the econometric model has been estimated by applying the
dynamic panel data approach and the generalized method of moments during
the above period. The results of the model estimation indicated that a positive
but insignificant effect of tax exemptions on foreign direct investment in
these areas was found in both dynamic and static models, such as fixed
effects. So, the robustness of the results has been confirmed. Moreover, the
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variables of logistics performance index and population have a positive effect,
and distance from the nearest airport has a negative and significant impact on the
foreign direct investment in free trade and special economic zones. Based on the
research findings, it is suggested that economic and tax policymakers provide
the basis for the entry of domestic and foreign companies and the attraction of
foreign direct investment by improving the logistics performance index, thereby
facilitating the promotion of production and growth in these regions.

Introduction

Despite the benefits that can be expected from tax exemptions, some experts and
analysts have criticized these exemptions. They believe that tax exemptions can
lead to inequality and rent-seeking, and instead of strengthening social justice,
they can lead to the separation of economic and social regions. Moreover,
Failure to properly organize these exemptions can also lead to a decrease in
government tax revenues and an increase in the budget deficit.

The fundamental questions are: Is there a rational reason for the government to
provide such incentives? And is there a logical justification for increasing these
incentives at this time? Are the size of these incentives sufficient to overcome
the higher costs of the targeted free zones? Overall, although tax exemptions
in free zones can be a powerful tool to achieve economic goals, they must be
implemented with care and proper management to achieve the desired result.
Moreover, investigating the effect of tax exemptions on the performance
variables of free trade and special economic zones in the international trade
literature has been considered in recent years and has occupied an important part
of theoretical and empirical studies.

Methods and Materials

Hence, the main objective of this paper is to investigate the effect of tax
exemptions along with other effective explanatory variables, such as logistics
performance index, population, and distance from the nearest airport, on
foreign direct investment in 7 free trade zones (FTZs) and 31 special economic
zones (SEZs) during the years 2001-2022. For achieving this, the econometric
model has been estimated by applying the dynamic panel data approach and
the generalized method of moments during the above period. The results of
the model estimation indicated that a positive but insignificant effect of tax
exemptions on foreign direct investment in these areas was found in both
dynamic and static models, such as fixed effects. So, the robustness of results
has been confirmed. Moreover, the variables of logistics performance index and
population have a positive effect, and distance from the nearest airport has a
negative and significant impact on the foreign direct investment in free trade
and special economic zones. Based on the research findings, it is suggested that
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economic and tax policymakers provide the basis for the entry of domestic and
foreign companies and the attraction of foreign direct investment by improving
the logistics performance index, thereby facilitating the promotion of production
and growth in these regions.

Results and Discussion

The results obtained in this paper are consistent with the theoretical framework
and empirical studies such as Zhou and Wang (2017), Tongur et al. (2020), and
Heydari et al. (1400), although none of the domestic studies have examined
the effects of tax exemptions on foreign direct investment in free trade
zones. Since the 2025 Vision Document plans to achieve the first economic,
scientific, and technological position in the region, improving logistics services
and infrastructure can greatly help in pursuing this path and achieving the
desired goal. On the other hand, reducing the Iranian economy’s dependence
on oil revenues, as the most important solution for the country’s economic
development, is dependent on the supply of domestic products with competitive
quality, price, and speed in the global market, which is not possible without
an appropriate and optimal logistics infrastructure. Therefore, serious attention
to the logistics sector and investment in expanding and developing logistics
infrastructure are essential for the country’s economic and commercial progress
and development. Strengthening infrastructure and infrastructure facilities
can provide the necessary incentive for the presence of foreign capital and the
entry of foreign companies into these regions, and help improve technology
and knowledge transfer, and increase foreign direct investment and production.
Also, policies related to increasing the population and creating attractiveness in
these regions can lead to an increase in foreign direct investment.

Conclusion

The results of this paper indicate that there is no dependence between the sections
(free and special economic zones) during the period under study, and all the
variables of the model are at a stable level. Therefore, there is no need to examine
the long-term equilibrium relationship between the explanatory and dependent
variables. The results of the model estimation indicate a positive and significant
effect of the logistics performance index on foreign direct investment, and tax
exemptions have a positive but insignificant effect on foreign direct investment
in 38 free trade and special economic zones. Therefore, granting tax exemptions
has not been able to contribute to a significant and dramatic increase in foreign
direct investment in these areas. This conclusion regarding the estimation of
the model using the static panel data method and the fixed effects method is
still valid, and the tax exemption variable has not had a significant effect on
attracting foreign direct investment in these areas. On the other hand, population
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variables have a positive and significant effect on foreign direct investment,
which shows that with the increase in population and demand, the need to
attract foreign capital in these regions increases, and as a result, the amount
of foreign direct investment increases. The variable of the distance of regions
from the provincial center airport also has a negative and significant effect on
the attraction of foreign direct investment, which shows that with the increase
in distance from the center, the attractiveness of regions for attracting foreign
capital and foreign direct investment decreases, which is consistent with the
theoretical literature of the attraction model presented by Tinbergen.

Keywords: Dynamic Panel Data Approach, Free Trade and Special Economic
Zones, Foreign Direct Investment, Tax Exemptions.

JEL Classification: C23, H20, H30.
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