Tax Treaties in Asia Pacific Economic Integration & Cross-Country Fiscal Implications

Abstract

Given the various initiatives to intensify ASEAN integration and
ASEAN Free Trade Area, the long-term trend of intra-ASEAN foreign direct
investment inflows during the past two decades has shown a positive
projection. Amidst this scenario, member countries compete in offering tax
and tax-related incentives to attract investing multinational corporations.
Despite the statutory tax rates announced by jurisdictions, the realised
corporate tax expenses can be revealed by their effective tax rates. Theoretical
foundation has addressed the non-optimality of the current competitive tax
policy packages offered by most developing countries. This research project
empirically investigates the effective corporate tax rates (ETRS) in Thailand
and Vietnam, calculated from the publicly available financial information of
240 companies listed in the Stock Exchange of Thailand and 121 companies
listed in the Hochiminh Stock Exchange of Vietnam during 2005-2008. The
analysis considers value of inbound investments, the structure of their profit
which reflects investment quality, and their contributions to the countries’
corporate fiscal revenue. For both countries, the domestic-specific sector has
the highest average ETRs with moderate to high profit rates and contributed
the highest share to the fiscal revenue. The capital-intensive export-oriented
sectors incur the lowest ETRs with low to average profit rate and contributed
the least to the fiscal revenue. Panel regressions across industries suggest that,
considering potential tax treaties within ASEAN Free Trade Area, the overall
current competitive effective tax rates can still be raised to increase the joint

fiscal revenue without significantly harming investment inflows.
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