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ABSTRACT

Global political-economic changes, geopolitical uncertainty, and supply-chain reorganization affect the
patterns, structures, and routes of foreign direct investment while increasing the importance of tax base
protection and the allocation of Indonesia’s taxing rights. This study analyzes the relationship between
changes in global political-economic conditions and the reconfiguration of foreign direct investment,
identifies their legal consequences for Indonesia’s tax base and taxing rights, and assesses the functions
of the Arm’s Length Principle, tax treaties, anti-avoidance provisions, and the Global Minimum Tax in
protecting the tax base while providing investment certainty. This normative legal research applies the
statute, conceptual, and policy approaches through a literature-based examination of primary legal
materials, academic literature, and institutional data. The findings show that the fiscal consequences
of investment reconfiguration depend on transaction characteristics, functions, assets, risks, financing,
intangibles, and the substance of economic activities. Once the domestic tax base is determined, tax
treaties govern the allocation and limitation of taxing rights across jurisdictions. For Multinational
Enterprise Groups that fall within the applicable scope, the GloBE Rules govern minimum taxation
based on jurisdictional tax outcomes. Tax base protection requires coordinating legal instruments
according to their respective objects, requirements, and stages of application, along with investment
policies that prioritize substantial economic activities, legal certainty, administrative quality, and non-
fiscal competitiveness.

Keywords: Foreign Direct Investment; Global Minimum Tax; International Tax Law; Tax Base; Taxing
Rights.

INTRODUCTION

International investment conditions have changed alongside increasing
geopolitical tensions, trade policy uncertainty, economic security considerations,
technological developments, and the restructuring of global supply chains. In 2025,
global foreign direct investment (FDI) increased by approximately 6% to USD 1.6
trillion after declining for two consecutive years. FDI flows to developing countries
increased by approximately 2% to USD 901 billion, while more than 80% of global
FDI was concentrated in the 20 largest recipient countries. The investment outlook
for 2026 is affected by trade policy uncertainty, geopolitical tensions, conflicts, high
financing costs, and economic fragmentation (UNCTAD, 2026). These data indicate
that the increase in global FDI has been accompanied by greater geographical
concentration of investment.

Global political-economic changes affect corporate decision-making through
economic sanctions, export controls, investment restrictions, changes in trade policy,
reputational considerations, and market expectations. These factors affect decisions
concerning market entry, investment, trade, corporate organization, and supply
chains (Andrews et al,, 2026). The relationship between geopolitical risk and FDI
is also influenced by the institutional conditions of host countries (Bussy & Zheng,
2023). Differences in countries of origin, trade relationships, corporate strategies,
risk tolerance, and state involvement produce varying responses (Cunha et al., 2026).
Studies of several Asian countries indicate that the relationship between geopolitical

146



Amiruddin, A., & Husen, L. O. (2026). Global Political-Economic ...

riskand FDIis associated with macroeconomic conditions and trade openness (Hossain
et al.,, 2024). These findings confirm the heterogeneous relationship between global
political-economic dynamics and corporate investment decisions.

Indonesia is both a host country for investment and a jurisdiction with
an interest in protecting its tax base. FDI is an international statistical category
that describes cross-border investment flows and structures. By contrast, foreign
investment under Indonesian law is a legal category governed by Law Number 25 of
2007 as amended by Law Number 6 of 2023. Changes in capital routes, ownership,
and production locations constitute distinct dimensions with different economic
and legal consequences. Indonesia’s investment attractiveness is also influenced
by infrastructure and macroeconomic stability (Siregar & Patunru, 2021). The
relationship between investment and taxation therefore depends on the structure
of economic activities, legal relationships among entities, investment policies, and
macroeconomic factors.

Investment reconfiguration becomes relevant to taxation when changes in
ownership structures, financing, the use of intangibles, related-party transactions,
intermediary entities, or cross-border payments affect income and deductions among
entities. Erokhin (2023) demonstrates that, within the context examined, tax factors are
more closely associated with the choice between direct and indirect investment routes
than with the ultimate investment location. Investment routes may alter ownership
relationships, financing arrangements, income recipients, or treaty networks while
economic activities remain in the same location. Tax revenue, the tax base, Taxable
Income, profit allocation, and taxing rights therefore constitute analytically distinct
categories with different objects.

Indonesia’s legal framework assigns different functions to different tax
instruments. Law Number 7 of 1983 aslastamended by Law Number 6 of 2023 regulates
special relationships, the redetermination of income and deductions, limitations on
borrowing costs, and taxation of payments to nonresident taxpayers. Government
Regulation Number 55 of 2022 regulates tax avoidance prevention and provides one
of the domestic legal bases for implementing the Global Minimum Tax. The Regulation
was amended by Government Regulation Number 20 of 2026. Minister of Finance
Regulation Number 169/PMK.010/2015 regulates the maximum debt-to-equity ratio,
while Minister of Finance Regulation Number 172 of 2023 regulates the application
of the Arm’s Length Principle (ALP). In allocating taxing rights across jurisdictions,
the 2020 Indonesia-Singapore Tax Treaty and Minister of Finance Regulation Number
112 of 2025 regulate the requirements for and application of tax treaty benefits. The
Multilateral Instrument (MLI) forms part of multilateral developments addressing
base erosion and profit shifting, including preventing treaty shopping through
intermediary jurisdictions. These instruments serve distinct functions: determining
the tax base, allocating taxing rights, and preventing treaty abuse.

147



SIGn Journal of Social Science, Vol. 7, Issue 1 (June - November 2026)

Developments concerning Base Erosion and Profit Shifting (BEPS) and the
Global Minimum Tax have increased international tax coordination. Globalization,
digitalization, capital mobility, and tax competition affect the relationship between
domestic policies and bilateral treaties (Avi-Yonah & Kim, 2025). Indonesia implements
the Global Minimum Tax through Minister of Finance Regulation Number 136 of 2024.
The regime is relevant to investment policy because incentives that reduce effective
taxation affect the calculation of top-up tax for Multinational Enterprise Groups
(MNE Groups) that fall within its scope. Studies on Indonesia and other developing
countries show changes in incentive effectiveness as tax burdens fall following the
implementation of minimum taxation (Hoi et al.,, 2024; Cahyadini et al., 2025). At
the theoretical level, these developments relate to states’ strategic behavior in tax
competition and cooperation (Dagan, 2017) and to the coordination of taxing rights
between source and residence states (Avi-Yonah, 2007).

Previous studies may be classified into several bodies of literature. Geopolitical
literature examines the relationship between political changes, investment decisions,
and corporate behavior (Bussy & Zheng, 2023; Hossain et al.,, 2024; Andrews et
al,, 2026; Cunha et al., 2026). Transfer pricing studies examine the effectiveness of
arm'’s length rules in reducing intra-group mispricing (Teles et al., 2024). Studies of
intangibles address profit allocation based on economic ownership and the functions
of Development, Enhancement, Maintenance, Protection, and Exploitation (DEMPE)
(Akhmadi, 2025). The literature on treaty networks examines treaty shopping and the
vulnerability of developing countries (Riet & Lejour, 2025), while studies of the Global
Minimum Tax examine the effectiveness of investment incentives and policy responses
(Hoi et al., 2024; Cahyadini et al., 2025). This study’s novelty lies in an integrated
analysis connecting changes in investment structures, tax base determination, the
allocation of taxing rights, and minimum taxation within Indonesia’s legal framework.
The analysis also distinguishes business structures that have an economic basis from
transactions that raise issues concerning profit allocation, the tax base, or entitlement
to tax treaty benefits.

Based on these issues, this study analyzes the relationship between changes in
global political-economic conditions and FDI patterns, structures, and routes. It also
identifies the legal consequences for Indonesia’s tax base and the allocation of taxing
rights and assesses the functions of tax treaties, the ALP, anti-avoidance provisions,
and the Global Minimum Tax in protecting the tax base while providing certainty for
cross-border investment. The analysis covers the relationship between investment
structures, tax base determination and protection, the allocation of taxing rights, and
minimum taxation within Indonesia’s international tax law framework.
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METHOD

This study employs normative legal research using the statute, conceptual,
and policy approaches (Qamar & Rezah, 2020). The statute approach examines
the relationship among investment regulation, Income Tax provisions, the ALP, tax
avoidance prevention, tax treaties, and the Global Minimum Tax according to their
functions and regulatory hierarchy. The conceptual approach analyzes FDI, profit
allocation, the tax base, taxing jurisdiction, source-residence relationships, and
minimum taxation. The policy approach assesses the implications of global political-
economic changes and investment reconfiguration for tax base protection and
Indonesia’s investment competitiveness.

The primary legal materials comprise Law Number 25 of 2007 as amended
by Law Number 6 of 2023; Law Number 7 of 1983 as last amended by Law Number
6 of 2023; Government Regulation Number 55 of 2022 as amended by Government
Regulation Number 20 of 2026; Minister of Finance Regulation Number 169/
PMK.010/2015; Minister of Finance Regulation Number 172 of 2023; the 2020
Indonesia-Singapore Tax Treaty; Minister of Finance Regulation Number 112 of
2025; the MLI; the GloBE Model Rules; and Minister of Finance Regulation Number
136 of 2024. The Indonesia-Singapore Tax Treaty is used to analyze source-residence
relationships, the constitution of a Permanent Establishment (PE), the allocation of
taxing rights over cross-border payments, and entitlement to tax treaty benefits. The
MLI is used to analyze developments in multilateral standards for preventing treaty
abuse. This analysis applies the Indonesia-Singapore Tax Treaty and its implementing
provisions. The GloBE Model Rules serve as an international reference for applying
the GloBE provisions under Minister of Finance Regulation Number 136 of 2024.

Books and journal articles are used to construct the conceptual framework
and analyze findings from previous studies. Institutional data provide factual context
concerning changes in investment and tax-risk indicators. Primary legal materials
determine tax obligations, adjustments, taxing rights, and top-up tax. The research
materials are classified by function as factual context, legal propositions, theoretical
frameworks, or findings from previous studies. The legal analysis systematically
distinguishes provisions according to their objects, functions, hierarchical
relationships, and stages of application (Sampara & Husen, 2016).

The analysis begins with changes in the location, organization of production,
ownership, and routes of FDI, as well as the legal form of investment in Indonesia. The
nextstage examines transactions thataffect profitallocation and the taxbase. The ALPis
applied to Transactions Influenced by Special Relationships through the identification
of transactions and parties, industry analysis, identification of commercial or financial
relations, identification of transaction conditions, comparability analysis, and the
selection and application of transfer pricing methods. An analysis of functions, assets,
and risks is used to determine economic contributions and remuneration. Certain
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transactions are analyzed through preliminary stages applicable to intangibles,
financing, and business restructuring, depending on each transaction’s characteristics.

Afteranalyzingthe domestictaxbase, theallocation oftaxingrightsis determined
by characterizing income, the tax nexus with Indonesia, the existence of a PE, profit
attribution, the source of income, and the treatment of dividends, interest, and
royalties under the Indonesia-Singapore Tax Treaty. Entitlement to tax treaty benefits
is analyzed based on residence, administrative requirements, beneficial ownership,
ownership requirements, and anti-abuse provisions, including the Principal Purpose
Test (PPT). The GloBE analysis covers MNE Groups, the Effective Tax Rate (ETR),
Excess Profit, Jurisdictional Top-up Tax, and the Substance-Based Income Exclusion
(SBIE). The analysis then distinguishes the Domestic Minimum Top-up Tax (DMTT),
Qualified Domestic Minimum Top-up Tax (QDMTT), Income Inclusion Rules (IIR),
and Undertaxed Payment Rules (UTPR). Each stage concerns a different object and
produces distinct legal consequences.

RESULTS AND DISCUSSION

A. Global Political-Economic Dynamics and Changes in the Structure and

Routes of Foreign Direct Investment

Global FDI increased in 2025 alongside greater investment concentration.
Global FDI increased by approximately 6% to USD 1.6 trillion, with more than 80%
of that value concentrated in the 20 largest recipient countries. Strategic sectors
accounted for approximately 44% of the value of global greenfield projects in 2025,
compared with approximately 16% in 2020 (UNCTAD, 2026). These developments
occurred amid geopolitical tensions, trade policy uncertainty, conflicts, financing
costs, and economic fragmentation. Dagan (2017) characterizes states as strategic
actors because domestic policies affect capital responses and interact with the
policies of other jurisdictions. Capital mobility increases the influence of tax
competition on national policy choices (Avi-Yonah & Kim, 2025). FDI growth must
therefore be analyzed together with changes in geographical distribution, sectoral
allocation, and the structure of investment decisions.

Political-economic changes affect investment decisions through sanctions,
exportcontrols,investmentrestrictions, trade policies, reputational considerations,
and changes in market expectations. Andrews et al. (2026) identify relationships
between geopolitical changes and decisions concerning market entry, investment,
trade, corporate organization, and supply chains. Bussy and Zheng (2023) find a
relationship between rising geopolitical risk and declining FDI and demonstrate
the importance of governance quality to host-country resilience. Cunha et al.
(2026) identify different responses to geopolitical risks associated with the
United States and China based on country of origin, trade relationships, strategies,
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risk tolerance, and state involvement in the Latin American context. Hossain
et al. (2024) demonstrate an association between geopolitical risk and FDI,
macroeconomic conditions, and trade openness in several Asian countries. These
findings show variations in the direction and intensity of investment responses by
country and firm characteristics.

Investment changes are also associated with the location and organization
of production. The number of countries maintaining investment-screening
regimes increased from 21 in 2016 to 52 in 2025. The scope of screening also
expanded to include critical technologies, data, strategic infrastructure, and
economic security-related activities (UNCTAD, 2026). Friendshoring, location
diversification, and changes in the allocation of production functions demonstrate
the increasing influence of security considerations and geopolitical relationships
on investment decisions (Cunha et al., 2026). The location of activities determines
the jurisdiction in which economic capacity is situated, while the organization of
production determines how functions and risks are allocated among entities or
territories. Location changes may affect the economic nexus with a jurisdiction.
Changes in organization may affect economic contributions and remuneration by
altering functions and risks.

Ownership structures and capital investment routes perform functions that
differ from those of the ultimate investment location. Erokhin (2023) distinguishes
decisions about the ultimate location of investment from decisions about using
direct or indirect investment routes. In the context examined, tax factors are more
strongly linked to the choice of investment route. The same destination may be
reached through different ownership tiers or intermediary jurisdictions. Within
the framework of strategic state behavior and capital mobility, these structural
choices are associated with policy differences across states (Dagan, 2017).
Changes in investment routes have legal consequences when they affect ownership
relationships, payment recipients, financing arrangements, or treaty networks
associated with the transactions. Investment routes therefore constitute a distinct
dimension that may alter the legal structure of transactions while maintaining the
location of the underlying economic activities.

In the Indonesian context, FDI as a statistical category must be distinguished
from foreign investment as a legal category under Indonesian law. Article 1 point
3 of Law Number 25 of 2007 defines foreign investment as investment activities
conducted by foreign investors to carry on business within the territory of the
Republic of Indonesia. Article 5 section (2) and section (3) of the Law principally
regulate foreign investment through a limited liability company established under
Indonesian law and domiciled in Indonesia, subject to exceptions where otherwise
provided by law. The provisions also regulate capital participation, share purchases,
and othermethods permitted underlaws andregulations. This structure determines
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the legal status of Indonesian entities within a corporate group. Licensing certainty
is associated with investment competitiveness (Bachtiar et al.,, 2026), whereas
regulatory fragmentation may reduce certainty for investors (Hasan et al., 2026).
Sectoral studies demonstrate an association between normative disharmony and
increased investment costs and risks (Pohan et al., 2025). Obligations under the
TRIMs Agreement are relevant to investment measures associated with trade in
goods (Hasyim et al.,, 2023). Simbolon (2023) also demonstrates a relationship
between national investment policies and international trade obligations within
a sectoral context. These institutional conditions are among the factors affecting
investment.

These developments demonstrate four dimensions of investment change:
location and market-entry decisions, the organization of production and supply
chains, forms and tiers of ownership, and capital investment routes. Location and
the organization of production concern the geographical placement and allocation
of economic activities. Ownership structures and capital investment routes
determine legal and corporate relationships among entities across jurisdictions.
These four dimensions may occur within a single investment restructuring
and produce tax consequences according to the relationships and transactions
generated. Relationships and transactions between Indonesian entities and other
members of a corporate group subsequently provide the basis for determining
functions, assets, risks, financing, profit allocation, and Indonesia’s tax base.

Determination of Profit Allocation and Indonesia’s Tax Base through the
Arm'’s Length Principle and Anti-Avoidance Provisions

Investment structures affect the tax base when relationships among entities
generate transactions that affect Indonesian entities’ income or deductions.
Article 18 section (4) of Law Number 7 of 1983 juncto Law Number 7 of 2021
regulates special relationships based on capital participation, control, or family
relationships. Article 18 section (3) of the Law authorizes the redetermination of
income and deductions and the characterization of debt as equity in accordance
with the ALP. Minister of Finance Regulation Number 172 of 2023 regulates
Transactions Influenced by Special Relationships, including transactions between
parties that do not directly have a special relationship but in which an affiliated
party determines the counterparty and the price. Applying the ALP determines
whether transaction conditions satisfy the arm’s length standard and provides the
basis for redetermining income or deductions under the applicable requirements.
Conceptually, the arm’s length principle links the remuneration of related-party
transactions to conditions prevailing between independent parties (Avi-Yonah,
2007).

Arm’s length conditions are determined based on the actual circumstances.
Article 4 section (4) through section (6) of Minister of Finance Regulation Number
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172 of 2023 regulates the stages for applying the ALP through the identification of
transactions and affiliated parties, industry analysis, identification of commercial
or financial relations, identification of transaction conditions, comparability
analysis, selection of a transfer pricing method, and application of that method.
Article 7 of the Regulation governs contractual terms, functions performed,
assets used, risks assumed, product characteristics, economic circumstances, and
business strategies as economically relevant characteristics. A transfer pricing
method is applied after identifying the transaction characteristics and economic
contributions. Teles et al. (2024) demonstrate that stronger transfer pricing
rules in low- and middle-income countries may reduce intra-group mispricing
and increase reported taxable income and corporate tax revenue. Indonesian
taxpayers’ adjustments are determined by examining specific transactions under
the applicable provisions. CbCR statistics concerning mismatches between the
location of profits and indicators of economic activity function as BEPS risk
indicators (OECD, 2026). The heterogeneity of profit-shifting behavior according
to firm characteristics also demonstrates the need for transaction-specific
examination (Overesch & Willkomm, 2025).

Intangibles demonstrate the distinction between formal ownership and
economic contribution. Article 13 section (3) of Minister of Finance Regulation
Number 172 of 2023 requires a preliminary examination concerning the existence,
type, value, legal and economic ownership, use or right of use, parties contributing
to DEMPE functions, and economic benefits. Akhmadi (2025) shows that post-BEPS
developments treat economic ownership, DEMPE contributions, and economically
significant risks as key elements in allocating profits from intangibles. Legal
ownership of trademarks, patents, technologies, or similar assets is one element
to be analyzed alongside value-creating functions and the risks assumed by each
entity. This examination provides the basis for allocating profits according to each
party’s economic contribution.

Intra-group financing is subject to provisions governing limitations on
borrowing costs and the ALP. Article 18 section (1) of Law Number 7 of 1983
juncto Law Number 7 of 2021 provides the legal basis for limiting borrowing
costs. Article 18 section (3) of the Law provides the basis for examining arm’s-
length conditions and characterizing debt as equity in a special relationship.
Article 42 of Government Regulation Number 55 of 2022 regulates limitations on
borrowing costs through a debt-to-equity ratio, a comparison of borrowing costs
with specified business income, or other methods. Minister of Finance Regulation
Number 169/PMK.010/2015 establishes a maximum debt-to-equity ratio of 4:1
for taxpayers falling within its scope. Loans under Transactions Influenced by
Special Relationships are also subject to the ALP. Article 13 section (4) of Minister
of Finance Regulation Number 172 of 2023 regulates the examination of the
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substance and need for the loan, use of funds, legal and economic characteristics,
the ability to obtain financing from independent parties, payment obligations,
consequences of default, and economic benefits. Financing between entities with
a special relationship is one mechanism that may be associated with profit shifting
(Hoi et al.,, 2024). Tax adjustments are determined by applying the relevant
provisions to the transaction concerned.

Business restructuring requires distinguishing between formal and
economic changes. Article 13 section (7) of Minister of Finance Regulation
Number 172 of 2023 regulates the preliminary stages, covering the motive,
purpose, and economic rationale of the business restructuring; the consistency of
the restructuring with its substance and actual circumstances; expected benefits;
and whether the restructuring constitutes the best available option. Transfers
of functions, assets, decision-making, or risks may alter economic contributions
and remuneration among entities. Contractual changes that are not accompanied
by changes in actual circumstances produce economic conditions different from
restructurings involving changes in functions, assets, or risks. Article 14 of the
Regulation provides that certain Transactions Influenced by Special Relationships
do not satisfy the ALP where a taxpayer fails to demonstrate the transaction in
accordance with the preliminary stages referred to in Article 13 of the Regulation.
The legal consequences of the transaction therefore depend on compliance with
the required stages.

The relationship between specific instruments and anti-avoidance
provisions determines the form of adjustment that may be applied. Article 32
of Government Regulation Number 55 of 2022 regulates the ALP, limitations
on borrowing costs, and other mechanisms based on the characteristics of the
tax-avoidance practice concerned. The provision also provides a legal basis for
redetermining the tax payable based on the actual economic substance where
specific tax-avoidance prevention mechanisms cannot be applied. Clarity on
the relationship among these provisions supports legal certainty in applying
anti-avoidance rules (Wijaya et al.,, 2020). The examination may preserve the
parties’ allocation where remuneration corresponds to economic contributions
or may adjust income, deductions, borrowing costs, or transfer prices where the
requirements for adjustment are satisfied. Article 37 section (1) of Minister of
Finance Regulation Number 172 of 2023 treats certain differences arising from
ALP adjustments as indirect distributions of profits treated as dividends. Under
the single tax principle, domestic adjustments require coordination with other
jurisdictions to determine a coordinated allocation of taxation (Avi-Yonah, 2007).
Once domestic law determines the amount and tax treatment of income, the
applicable tax treaty determines how jurisdictions exercise taxing rights.
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C. Allocation of Indonesia’s Taxing Rights under the Tax Treaty over Business

Profits and Cross-Border Income

Article 26 section (1) of Law Number 7 of 1983 juncto by Law Number 6 of
2023 provides the domestic legal basis for withholding tax on specified categories
of income paid to nonresident taxpayers. Article 32A of the Law provides the legal
basis for entering into international tax agreements. Where a tax treaty applies,
Indonesia’s exercise of taxing rights is determined under the relevant treaty
provisions. In the Indonesia-Singapore relationship, the Tax Treaty characterizes
income, determines the nexus for taxation, and allocates or limits the taxing rights
of the source and residence states. The benefits principle provides a normative
basis for both states’ taxing rights based on their relationship to the income in
question (Avi-Yonah, 2007). Dagan (2017) explains tax treaties as distributive
instruments that affect the taxing rights of source states and capital-exporting
states. The functions of a tax treaty therefore include determining how taxing
rights are exercised after the domestic basis for taxation has been established.

For business profits, the source state’s taxing rights depend on the existence
of a PE. Article 5 of the Indonesia-Singapore Tax Treaty governs the concept of
a PE and specified temporal thresholds, including construction, installation,
or assembly projects lasting more than 183 days, a three-month threshold for
specified installation or assembly projects performed by persons other than the
main contractor, and the furnishing of services for more than 90 days within any
12 months. Article 7 of the Tax Treaty provides that the profits of a Singapore
enterprise are, in principle, taxable in the residence state unless the enterprise
carries on business in Indonesia through a PE. Once a PE exists, Indonesia’s
taxing rights extend to profits attributable to that PE, as it is treated as a separate
enterprise dealing independently. Minister of Finance Regulation Number 112 of
2025 regulates the application of tax treaty provisions on forms of activity, agents,
aggregation of activities, and activities of a preparatory or auxiliary character
under the applicable treaty. Indonesia therefore determines the profits of a foreign
enterprise that may be taxed based on the existence of a PE and the attribution of
profits under the Tax Treaty.

Dividends, interest, and royalties are subject to different rules for allocating
taxing rights. Article 10 of the Indonesia-Singapore Tax Treaty grants taxing rights
to the residence state while preserving limited taxing rights for the source state.
A 10% ceiling on the gross amount of dividends applies where the recipient is
a company that is the beneficial owner and directly owns at least 25% of the
capital of the company paying the dividends. In other circumstances, a 15%
ceiling applies. Article 20 of Minister of Finance Regulation Number 112 of 2025
sets the minimum shareholding period for a nonresident corporate taxpayer to
qualify for the lower dividend rate. The ownership must be maintained for at
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least 365 calendar days, including the day on which the dividend is paid. Article
11 of the Indonesia-Singapore Tax Treaty limits source-state taxation of interest
to 10% where the recipient is the beneficial owner. Article 12 of the Tax Treaty
limits taxation of royalties to 10% or 8%, depending on the applicable category.
The applicable rate is determined according to the source of income, its effective
connection with a PE, the characterization of the income, special relationships,
and other requirements under the Tax Treaty. A secondary adjustment treated
as a dividend under domestic law is subsequently subject to all requirements for
obtaining treatment under Article 10 of the Indonesia-Singapore Tax Treaty.

Entitlement to tax treaty benefits determines the relevance of investment
structures and routes to taxing rights. Article 2 of Minister of Finance Regulation
Number 112 of 2025 requires a nonresident taxpayer to be a resident of a treaty
partner, to qualify as a nonresident tax subject of Indonesia, and to satisfy the
provisions preventing treaty abuse. The beneficial owner requirement examines
the recipient’s control over the use or enjoyment of income, the assumption of risks
relating to assets, capital, or liabilities, and obligations to pass on part or all of the
income to another party. The Regulation also governs treaty anti-abuse provisions
thatmay be contained in atax treaty,including ownership requirements, prevention
of the avoidance of PE status, limitation on benefits, and the PPT, according to the
applicable treaty provisions. Under the Indonesia-Singapore Tax Treaty, beneficial
ownership is required for dividends, interest, and royalties, and Article 28 of
the Tax Treaty provides the PPT. The investment routes discussed by Erokhin
(2023) may therefore affect the application of tax treaty provisions because those
routes determine the income recipient and ownership structure. Hoi et al. (2024)
demonstrate the use of treaty networks in repatriation strategies, while Riet and
Lejour (2025) examine the vulnerability of several developing countries to treaty
shopping. Investment routes through intermediary jurisdictions are therefore
examined according to the requirements for entitlement to tax treaty benefits.

Treaty anti-abuse provisions are applied according to the object of
examination under each provision. Article 28 of the Indonesia-Singapore Tax
Treaty provides for the denial of benefits where, having regard to all relevant facts
and circumstances, it is reasonable to conclude that obtaining the benefit was one
of the principal purposes of an arrangement or transaction, unless granting the
benefit would be consistent with the object and purpose of the relevant provisions.
Minister of Finance Regulation Number 112 of 2025 regulates the application
of the PPT through an analysis of the scheme, contract, legal form, economic
substance, timing, parties, relationships among the parties, rights and obligations,
treaty benefits, non-treaty benefits, and other relevant facts and circumstances.
At the level of international tax law, Article 6 and Article 7 of the MLI reflect
developments in BEPS standards concerning the prevention of treaty shopping
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and the PPT. In the Indonesia-Singapore relationship, the examination is based
on the applicable 2020 Tax Treaty and Minister of Finance Regulation Number
112 of 2025. Beneficial ownership and the PPT address different aspects of the
examination. Beneficial ownership concerns the recipient’s position in relation
to specific income, while the PPT concerns the purposes of an arrangement or
transaction and its consistency with the treaty’s object and purpose. Clarity in
applying tax treaty mechanisms supports taxpayer certainty in cross-border
activities and the resolution of tax disputes (Silalahi et al., 2025).

Domestic law and tax treaties perform sequential functions. Domestic
law determines the basis for taxation, the tax treatment of transactions, and the
amount of income. A tax treaty determines the characterization of income for
treaty purposes, the nexus for taxation, the allocation or limitation of taxing rights,
and entitlement to treaty benefits. A transfer pricing adjustment determines the
amount or treatment ofincome under domestic law, while the tax treaty determines
the exercise of taxing rights over that income across jurisdictions. Once the tax
base and the allocation of taxing rights have been determined, MNE Groups that
fall within the scope of the GloBE Rules are subject to jurisdictional ETR and top-
up tax calculations.

Global Minimum Tax and Its Implications for Indonesia’s Investment
Incentive Policies

Article 52 and Article 54 of Government Regulation Number 55 of 2022
provide the domestic legal basis for implementing international tax agreements
and the Global Minimum Tax. Minister of Finance Regulation Number 136 of 2024
governs the imposition of the Global Minimum Tax pursuant to international
agreements. Article 2 section (1) of the Regulation applies to Constituent Entities
of MNE Groups with annual revenue of at least EUR 750 million based on the
consolidated financial statements of the Ultimate Parent Entity in at least two
of the four Fiscal Years preceding the Fiscal Year of application. This threshold
is consistent with Article 1.1.1 of the GloBE Model Rules. The revenue threshold
determines which MNE Groups fall within the scope of the Global Minimum Tax.
Within the framework of Avi-Yonah and Kim (2025), this development is linked
to changes in international tax coordination driven by capital mobility and tax
competition. Dagan (2017) demonstrates thatinternational coordination continues
to provide states with policy choices consistent with their national interests.

The GloBE calculation is based on a jurisdictional ETR. Article 5.1.1 of the
GloBE Model Rules calculates the ETR based on Adjusted Covered Taxes and Net
GloBE Income. Article 5.2.3 of the GloBE Model Rules determines the Jurisdictional
Top-up Tax by reference to the Top-up Tax Percentage, Excess Profit, specified
additional tax components, and domestic minimum tax. The nominal corporate
income tax rate constitutes one element of a jurisdiction’s tax conditions, while
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top-up tax liability is determined by the overall GloBE calculation. Article 5.3.1
of the GloBE Model Rules also takes the SBIE into account based on payroll and
tangible asset components. Accordingly, the profit used to calculate top-up tax
is determined after applying the required components. Schjelderup and Stahler
(2024) demonstrate that the design of the SBIE affects incentives relating to
labor and investment. The ALP determines the conditions and remuneration of a
transaction, while the GloBE Rules determine jurisdictional tax outcomes under
the applicable formula.

The IIR allocates top-up tax based on an entity’s position within an MNE
Group’s ownership structure. Article 2.1.1 of the GloBE Model Rules applies the IIR
to a parent entity that directly or indirectly holds an ownership interest in a low-
taxed Constituent Entity. Article 14 of Minister of Finance Regulation Number 136
of 2024 governs the allocation of top-up tax under the IIR to an Ultimate Parent
Entity, Intermediate Parent Entity, or Partially-Owned Parent Entity according
to the ownership structure. Johannesen (2022) demonstrates that minimum
taxation may reduce the benefits of locating profits in very low-tax jurisdictions
while affecting the strategic responses of states and firms. GloBE consequences
are determined after the scope of the MNE Group, the ETR, and the amount of top-
up tax have been calculated under the applicable rules. Ownership structures are
relevant at this stage because they determine the location of parent entities and
the mechanism for allocating top-up tax.

In the jurisdiction in which low-taxed profits arise, Article 52 of Minister
of Finance Regulation Number 136 of 2024 governs the DMTT imposed on
Constituent Entities in Indonesia that form part of an MNE Group falling within
the applicable scope. The DMTT as a domestic mechanism must be distinguished
from QDMTT status under the GloBE Rules. Article 17 of the Regulation governs
the UTPR as a mechanism for imposing top-up tax after taking into account top-
up tax allocated under the IIR. Article 73 of the Regulation provides that the
UTPR applies beginning on January 1, 2026. The relationship among the DMTT,
QDMTT, IIR, and UTPR determines which jurisdiction is entitled to impose top-up
tax under the GloBE mechanisms. Riet and Lejour (2025) show that the design
of domestic minimum taxes and other jurisdictions’ positions under the Global
Minimum Tax affect the distribution of top-up tax revenue. Indonesia’s position
in collecting top-up tax is determined by the DMTT under domestic law and the
relevant qualification requirements under the GloBE Rules.

Tax treaties and the GloBE Rules regulate different objects within
international tax law. Tax treaties determine taxing rights over categories of
income according to source-residence relationships, the nexus for taxation, the
characterization of income, and entitlement to treaty benefits. The GloBE Rules
calculate the ETR and top-up tax on a jurisdictional basis for MNE Groups falling
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within their scope. Income that receives treatment under a tax treaty remains
included in the relevant components of the GloBE calculation. Top-up tax under
the GloBE Rules performs a function distinct from the characterization of income
under a tax treaty. Article 72 of Minister of Finance Regulation Number 136 of
2024 provides that GloBE terms under the domestic Regulation are interpreted
in accordance with the GloBE Rules unless specifically regulated otherwise. Tax
treaties and the GloBE Rules are therefore applied according to their respective
objects and legal consequences.

Investment incentives have implications for the GloBE Rules where they
affect Covered Taxes and the jurisdictional ETR. Where the ETR falls below the
Minimum Rate and Excess Profit exists, tax rate reductions or tax holidays affect
the calculation of top-up tax under the GloBE mechanisms. The magnitude of the
effect depends on the scope of the MNE Group, the components of the ETR, the
SBIE, the characteristics of the incentive, and the applicable GloBE mechanisms.
Cahyadini et al. (2025) explain Indonesia’s need to reduce its reliance on rate-
based tax incentives in the era of the Global Minimum Tax. Cantikasari et al. (2026)
show that implementing the Global Minimum Tax changes the effectiveness of tax
holidays for large multinational enterprises. Vietnam’s experience shows reduced
differential benefits of tax rates for groups within the scope of minimum taxation
(Hoi et al., 2024). The effectiveness of investment incentives must therefore
be assessed based on their economic benefits, after accounting for all GloBE
consequences.

Indonesia’s investment policies must consider fiscal and non-fiscal factors
together. Siregar and Patunru (2021) demonstrate the relationship between
fiscal incentives and FDI in Indonesia and the importance of infrastructure
and macroeconomic stability. The design of the SBIE also affects labor and
investment incentives (Schjelderup & Stahler, 2024). Production capacity,
research and development, workforce quality, infrastructure, relationships with
domestic suppliers, regulatory certainty, and administrative efficiency constitute
components of investment competitiveness (Hoi et al., 2024; Cahyadini et al.,,
2025). Implementation of the GloBE Rules also requires administrative capacity
to identify MNE Groups, Constituent Entities, Net GloBE Income, Covered Taxes,
the ETR, and the allocation of top-up tax. Studies of Indonesia’s tax administration
institutions show relationships among organizational capacity, legal certainty,
and revenue administration performance (Hapsari & Putra, 2025). The quality of
economic activities and institutional capacity is therefore associated with both
investment attractiveness and tax base protection.

The overall analysis demonstrates a sequence of relationships with distinct
legal functions. Global political-economic dynamics affect choices about location,
production organization, ownership, and FDI routes. Investment structures
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determine corporate relationships and transactions that affect profit allocation.
Domestic law, through the ALP, borrowing cost limitations, and anti-avoidance
provisions, determines how transactions are treated and what forms the tax
base. Tax treaties determine how taxing rights are allocated and limited across
jurisdictions. For MNE Groups falling within the applicable scope, the GloBE Rules
determine minimum taxation based on the jurisdictional ETR and mechanisms for
allocating top-up tax. Distinguishing the objects and legal consequences of each
instrument provides the basis for coordinating tax base protection and investment
certainty within Indonesia’s international tax law framework.

CONCLUSIONS AND SUGGESTIONS

Global political-economic dynamics are associated with FDI reconfiguration
across four dimensions: the location of economic activities, organization of production,
ownership structures, and capital investment routes. Changes in location and
organization affect the distribution of economic activities, while ownership structures
and routes determine corporate relationships and cross-border transactions.
Consequences for the tax base arise when these structures affect the income or
deductions of Indonesian entities. The ALP, analyses of functions, assets, and risks,
preliminary examinations applicable to intangibles and financing, the economic
rationale of business restructuring, limitations on borrowing costs, and anti-avoidance
provisions determine the fiscal consequences according to their respective objects
and requirements.

Once domestic law determines the tax base and income amount, tax treaties
govern the allocation and limitation of taxing rights through tax nexus, characterization
and source of income, PE status, profit attribution, residence, beneficial ownership,
ownership requirements, and treaty anti-abuse provisions. For MNE Groups falling
within the applicable scope, the GloBE Rules govern the calculation of the jurisdictional
ETR and top-up tax through the DMTT, IIR, and UTPR according to the group structure
and relevant qualification status. Coordination among these instruments requires
precise distinctions among their objects, requirements, stages of application, and
legal consequences.

The normative legal character of this study provides a basis for empirical
research on the relationships between changes in investment routes, intra-group
financing, intangibles, the use of tax treaties, and the Global Minimum Tax, on the
one hand, and corporate behavior and Indonesia’s tax revenue, on the other. Future
studies may compare enterprises within and outside the scope of the GloBE Rules,
direct and indirect investment structures, and changes in ownership locations and
routes. Such analyses should preserve the distinction among the location of economic
activities, profit allocation, the tax base, taxing rights, and tax revenue when assessing
the effects of legal regulation on corporate behavior and state revenue.
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Policy may be formulated sequentially by identifying investment structures
and routes, examining transactions and the tax base, applying tax treaties, identifying
GloBE scope and top-up tax, and evaluating investment incentives. For MNE Groups
falling within the applicable scope, evaluation should consider the jurisdictional ETR,
the DMTT and its qualification status, the IIR, and the UTPR. Investment policy should
also strengthen substantial economic activities, production capacity, research and
development, workforce quality, infrastructure, relationships with domestic suppliers,
legal certainty, and administrative efficiency. Coordinating these policies supports the
attractiveness of productive economic activities and Indonesia’s ability to protect its
tax base within an increasingly coordinated international tax system.
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