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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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Executive Summary

Introduction and Rationale

Since its inception in 1989, the main objective of Asia Pacific
Economic Co-operation (APEC) is to achieve the “Bogor Goals” of free and
open trade and investment in Asia Pacific by the year 2010 for developed
economies and 2020 for developing economies. Some positive side-effects
brought about by the advancement of economic integration are the heightening
productivity, the accelerated potential economic growth and the higher
standard of living. It is observable that trade in Asia and the Pacific has
expanded rapidly in mid-1980s, despite the structural break in 1998 during the
Asian financial crisis. The more intensified inter-dependency and closer
economic relations in the region necessitate and lead to many initiatives to
increase policy co-ordination in various areas of economics.

Despite the positive outcomes of advanced economic integration and
reduction of tariff barriers, there are new kinds of threats and instability
introduced into the region. Massive and rapid capital movement and
fraudulent financial transactions are a few to mention. This further allows
opportunities for conflicts of taxation rights and tax avoidance.
Simultaneously, there are preferential domestic tax treatments amongst
countries so as to promote more influx of capital and prevent the outflow of
capital. The tendency is highly visible in countries less endowed with natural
resources and limited in promising industries. For international tax theorists,
this phenomenon is known as “tax competition”. As tax competition becomes
intensified, tax bases in the economies become eroded and the ground for
national finance deteriorates.

At present, it is urgently important for the public sectors to prepare for

the emerging challenges caused by the reduction in inter-jurisdictional barriers
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to the movement of capitals. A pioneer study can start from within the sub-
group of developing countries in APEC like Thailand and selected ASEAN
countries, forming their own ASEAN Free Trade Area (AFTA). The rationale
for possible tax co-operations and treaties within AFTA should, therefore, be
worth considering at this initial attempt to scientifically analyse the issue.
Later on in the future, when the full effects of the economic integration within
APEC will be realised, further analyses can be extended to include new data
from more countries.

As one of the rare inter-juristic tax research projects employing
economic analysis in Thailand and Asia, this research focuses on the case of
domestic corporate income tax policy packages in Thailand and Vietnam
which are members of a free trade area sub-set of APEC, that is, AFTA. The
latter has particularly been an emerging attractive recipient of FDI, receiving
an increasing share, for the past few years. These two countries are selected in
the study for several reasons. In terms of labour costs and their close
proximity, Thailand is said to be losing comparative advantage to Vietnam in
several sectors. Of all the cumulative foreign direct investment (FDI) inflows
during 1999-2007 to ASEAN, manufacturing constitutes a major share of
35.43 percent. In terms of cumulative FDI inflows to the manufacturing sector
during 2003-2007, Thailand and Vietnam have almost equal share of
approximately 17.39 percent and 17.38 percent, respectively.

This research project conducts four major tasks. First, the case studies
analyse the impacts and influences of corporate income tax decisions of the
government on the investment decision of the multinational enterprises within
an economic integration. The empirical analysis applies to the cases of
Thailand and Vietnam as members of AFTA. The decisions of the
governments can be reflected by the effective corporate tax rates to be
explored by employing the realised corporate tax expenses of the firms
registered in the stock markets of the two countries. This will also indicate

how the actual corporate tax burdens of firms deviate from the statutory rates
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of 30 percent and 28 percent in Thailand and Vietnam, respectively. The
decisions of the firms can be reflected by the nature and quantity of FDI
inflows in each sector. Second, the analysis goes on to consider the impacts of
corporate tax policy packages on the quality of FDI inflows by firms. This
can be observed in the profit levels among firms in the same sector. Third, the
analysis extends to consider the impacts of the effective tax rates on the fiscal
revenue from corporate taxes. Fourth, policy implications regarding the
possibility of tax co-operations and treaties within AFTA, which may develop
into APEC level, are to be derived from the empirical findings. This should
result in a more favourable condition and increased mutual gains for Thailand
as well as other countries in ASEAN as a whole.

The organisation of this Report is as follows. Chapter | explains the
significance of the research and introduces the rationale of the research and its
objectives. Chapter Il briefly recalls the background, purposes and goals of
economic integration in Association of Southeast Asian Nations (ASEAN) and
Asia Pacific Economic Co-operation (APEC). Chapter Il touches on the
important tax issues in the context of economic integration in Thailand and
ASEAN countries. An overview of the tax revenue structure in Thailand and
Vietnam are also briefly mentioned as a background related to the analysis in
the later section. Chapter IV portrays an overview of FDI in Thailand,
Vietnam and overall ASEAN countries. Chapter V reviews major theoretical
foundation of the model. Chapter VI shows the empirical analyses on
effective tax rates and the quality of foreign direct investment. Chapter VI
extends to the fiscal tax revenue consideration and its implications. Chapter
VIII concludes and provides policy implications along with further research

suggestions.
Theoretical Foundation

Several factors can influence the flows of FDI decision by

multinational enterprises. Major factors can include access to markets, profit
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potentials, political and general macroeconomic stability, legal regulatory
framework, labour skills and basic infrastructure. From time to time,
governments may wish to weigh between the objectives of offering a
competitive tax scheme and the desire to collect satisfactory share of domestic
tax revenue from the multinational enterprises. Decision making by the
governments became more difficult at the more advanced level of economic
integration. It is, therefore, important to conduct a theoretical and empirical
assessment of different tax schemes within economic integration and their
impacts on the domestic corporate tax revenue. The methodology employed
in the research is a modification of the general framework of the two widely
known theoretical models of multinationals’ transfer pricing and government
regulations in Horst (1971) and Copithorne (1971). In a two-country model,
when they jointly optimise a common revenue function, the resulting tax rates

in both countries are above the competitive regime level.

Major Research Findings and Policy Implications

The effective tax rates (ETRs) of the firms in Thailand and Vietnam
and their effects on the quantity and quality of FDI movement are calculated
and analysed. In the first part of the analysis in Chapter VI, the ETRs are
calculated from the available financial statement of 240 firms in the Stock
Exchange of Thailand (SET) and 121 firms in the Hochiminh Stock Exchange
(HOSE) of Vietnam during 2005-2008. Previous analysis for Thailand by
Rochanonda (2006) solved for the ETR during 2001-2004 using a relatively
similar approach. This research continues the analysis for the period 2005-
2008 but includes a broader cross-country data set and extends further on to a
more comprehensive panel regression analysis in Chapter VII. The ETR is
calculated from the firm’s corporate income tax expenses out of the profit.
This figure also reflects the outcome of the multinational firms’ decisions in

allocating their resources across jurisdictions.
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While the national statutory tax rates on corporation in Thailand and
Vietnam are 30 percent and 28 percent, respectively, the average ETRs are
approximately 17 percent and 15 percent, respectively. This reveals that
corporations have received various tax-related incentives introduced by the
authorities of both countries. However, these incentives are unevenly
distributed across different sectors as the ETRs vary from 10 percent to 25
percent in the two countries. Since the Thai and Vietnamese governments
place their focus on export-oriented sector, particularly the capital-intensive
sectors such as electrical appliances, and machinery, it can be observed that
the ETRs in these two sectors had significantly reduced on average during
2005-2008. Most capital-intensive industries relies more on tax incentives, for
example, they prefer to depreciate assets due to their possession of fixed
assets. On the contrary, tax incentives on the domestic-specific sector might
not be the key factor on investment decisions. The location-specific
advantages such as domestic market seem more influential. The average
ETRs of firms which are domestic-specific sectors in both countries are
approximately 18-19 percent, which are higher than those of the export-
oriented sectors.

It is observed that during the period of analysis, the average profit of
most sectors in Vietnam remain high compared to Thailand. Currently,
Vietnam poses high prospects to attracting more FDI. This is different for the
case of Thailand whose domestic market becomes relatively more saturated.
However, similarly to Thailand’s experience during the early 1990s, the use of
investment promotion policies such as tax incentives or other privilege is
usually effective in the short-run, but unsustainable in the long run.
Eventually, emerging countries in the region can compete in lowering their tax
rates and providing investment promotion incentives. This could turn out to
be a zero-sum game.

The panel regression across industries in Thailand and Vietnam

suggests that, considering potential tax treaties within AFTA, the overall
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current competitive ETRs can still be raised to increase the joint tax revenue.
That is, the regression suggests that a 1 percent increase in ETR would
increase the sectors’ tax revenue contribution by approximately 1.04 percent
for Thailand’s data and 0.68 percent when combining the data from Thailand
and Vietnam. Interestingly, the calculated effective tax rate has gradually
increased over the last few years, the average ETRs across sectors in Thailand
were 17.07 percent in 2005, 16.25 percent in 2006, 16.85 percent in 2007 and
18.18 percent in 2008. In Vietnam, the rates were 14.97 percent in 2005,
13.51 percent in 2006, 15.67 percent in 2007 and 16.20 percent in 2008.
There had been base-broadening measures by the government which vary
quite significantly across industries.

Overall, the results show that as cross-national non-tax barriers are
removed and with a more intense degree of economic integration and co-
operation, corporate taxes across countries tend to matter more for location
decision. For countries with similar proximity and domestic market size,
multinational enterprises and governments tend to take differential tax rates in
their decision making in terms of investment and tax policies. However, it
should be noted that economic structure, accommodating infrastructure,
human resource, returns from research and development investment, stable
political condition, improvement in protective laws and intellectual rights are
the more necessary conditions in the long-run. These conditions cannot be

compensated by merely introducing low taxes and investment privileges alone.

Prospects on Regional Tax System Synchronisation in AFTA

As cross-border transactions by business enterprises become complex
and sophisticated along with fierce tax competition between jurisdictions,
traditional efforts to secure or allocate taxation rights by means of domestic
law or tax treaty may no longer suffice. A more integrated procedure must,
therefore, be considered. One ideal possibility for countries in the region to

pursue is switching from independent taxation to unitary taxation. The unitary
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taxation system levies tax on world-wide income and, through simplified
administration and formula, distribute the revenue amongst the member
countries. Another possibility is the harmonisation of taxation system can be
done through levelling off corporate and income taxation in countries within
the region. This system would prevent incentives to transfer income from
high tax countries to low tax countries.

At present, it can be observed that countries in the region are in
varying stages of development. The diversity of tax systems and the
increasingly tensed economic integration in the region not only bring about the
possibility of double taxation but also double exemption. To cope with this
complexity and sophistication, more co-operation in the area of administration
between tax authorities have become increasingly important. In Asia and the
Pacific, the priority that calls for urgent attention must be on enhancing the
calibre of the staff of the authority and reducing the gap between tax
administration systems of each country before promoting co-operation
between inter-jurisdictional tax authorities. Amongst countries in Asia, Japan
has been rather advanced in taking steps in this matter. For instance, the
country had supported institutions such as the National Tax Agency (NTA) of
Japan, the National Tax College and Japan International Cooperation Agency
(JICA) to train tax officials from developing countries, thereby contributing to
the improvement in tax administration.

The last point that needs to be remarked concerns the prospects of
unitary taxation and tax harmonisation in the region. For unitary tax system to
function smoothly, an agreement on accounting method and allocation
principle amongst the member economies must be unanimously reached. This
difficult process would require a long transitional period as the new system is
completely different from the existing Arm’s Length Principle. Business
enterprise  would definitely change their behaviour and the overall
consequences remain to be seen. As for the path to pursue harmonisation of

taxation, even the EU, with relatively more homogeneous and integrated
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member economies, has encountered so much difficulty. Needless to say, it
will be a drastic process for countries of so much diversity in Asia and Pacific
region to experience. Moreover, the issue is subject to strong political
debates. The countries required to reduce their tax will oppose to the
harmonisation. Furthermore, the taxpayers of the countries required to raise
tax will exert political pressure against harmonisation. Therefore, the situation
suggests that the initial step toward complete harmonisation might be to start
from developing bilateral tax treaties into multilateral ones as well as

developing the personnel in the authorities responsible for tax issues.
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Chapter |

Introduction

1.1: Significance of the Research

Since its inception in 1989, the main objective of Asia Pacific
Economic Co-operation (APEC) is to achieve the “Bogor Goals” of free and
open trade and investment in Asia Pacific by the year 2010 for developed
economies and 2020 for developing economies. Some positive side-effects
brought about by the advancement of economic integration are the heightening
productivity, the accelerated potential economic growth and the higher
standard of living. It is observable that trade in Asia and the Pacific has
expanded rapidly in mid-1980s. Despite the structural break in 1998 during
the Asian Currency Crisis, the increasing trend of trade and investment has
regained its direction in recent years. The more intensified inter-dependency
and closer economic relations in the region necessitate and lead to many
initiatives to increase policy co-ordination in various areas of economics. For
instance, in May 2000, known as the ‘Chiang Mai Initiative’, the ASEAN+3
(ASEAN members + China, Japan and Korea) Finance Ministers Meeting,
held in Chiang Mai, agreed to form a network of bilateral swap agreements
and repurchase agreements amongst ASEAN+3 members.

Despite the positive outcomes of advanced economic integration and
reduction of tariff barriers, there are new kinds of threats and instability
introduced into the region. Massive and rapid capital movement and
fraudulent financial transactions are a few to mention. This further allows
opportunities for conflicts of taxation rights and tax avoidance.
Simultaneously, there are preferential domestic tax treatments amongst
countries so as to promote more influx of capital and prevent the outflow of

capital. The tendency is highly visible in countries less endowed with natural
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resources and limited in promising industries. For international tax theorists,
this phenomenon is known as “tax competition”. As tax competition becomes
intensified, tax bases in the economies become eroded and the ground for
national finance deteriorates.

At present, it is urgently important for the public sectors to prepare for
the emerging challenges caused by the reduction in inter-jurisdictional barriers
to the movement of capitals. A pioneer study can start from within the sub-
group of developing countries in APEC like Thailand and selected ASEAN
countries, forming their own ASEAN Free Trade Area (AFTA). The
rationale for possible tax co-operations and treaties within AFTA should,
therefore, be worth considering at this initial attempt to scientifically analyse
the issue. Later on in the future, when the full effects of the economic
integration within APEC will be realised, further analyses can be extended to

include new data from more countries.

Figure 1.1: Percentage Share of Cumulative FDI Inflows to ASEAN by Sector,

1999-2007
OTHERS
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ELSEWHERE) FISHERY AND
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3.88% FORESTRY MINING AND
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QUARRYING
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OTHER SERVICES / 7.12%
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\_ MANUFACTURING
FINANCIAL 35.43%
INTERMEDIARIES
AND SERVICES*
21.62% TRADE &
COMMERCE
15.53%

Source: Author's calculation and illustration based on ASEAN FDI Database; ASEAN
Secretariat
*Financial intermediaries and services (including insurance)
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Figure 1.2: Percentage Share of Cumulative FDI Inflows in Manufacturing to
ASEAN by Country, 2003-2007

Brunei Cambodia
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9 —
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>Ingapore \ 16.87%
15.59% Philippines - Myanmar

Source: Author’s calculation and illustration based on ASEAN FDI Database; ASEAN
Secretariat.

As one of the rare inter-juristic tax research projects employing
economic analysis in Thailand and Asia, this research focuses on the case of
domestic corporate income tax policy packages in Thailand and Vietnam
which are members of a free trade area sub-set of APEC, that is, AFTA. The
latter has particularly been an emerging attractive recipient of FDI, receiving
an increasing share, for the past few years. These two countries are selected in
the study for several reasons. In terms of labour costs and their close
proximity, Thailand is said to be losing comparative advantage to Vietnam in
several sectors. Of all the cumulative foreign direct investment (FDI) inflows
during 1999-2007 to ASEAN, manufacturing constitutes a major share of
35.43% (Figure 1.1). In terms of cumulative FDI inflows to the
manufacturing sector during 2003-2007, Thailand and Vietnam have almost

equal share of approximately 17.39% and 17.38%, respectively (Figure 1.2).

Euamporn Phijaisanit (2011)
26



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

This research project conducts four major tasks. First, the case studies
analyse the impacts and influences of corporate income tax decisions of the
government on the investment decision of the multinational enterprises within
an economic integration. The empirical analysis applies to the cases of
Thailand and Vietnam as members of AFTA. The decisions of the
governments can be reflected by the effective corporate tax rates to be
explored by employing the realised corporate tax expenses of the firms
registered in the stock markets of the two countries. This will also indicate
how the actual corporate tax burdens of firms deviate from the statutory rates
of 30 percent and 28 percent in Thailand and Vietnam, respectively. The
decisions of the firms can be reflected by the nature and quantity of FDI
inflows in each sector. Second, the analysis goes on to consider the impacts of
corporate tax policy packages on the quality of FDI inflows by firms. This
can be observed in the profit levels among firms in the same sector. Third, the
analysis extends to consider the impacts on the fiscal revenue from corporate
taxes. Fourth, policy implications regarding the possibility of tax co-
operations and treaties within AFTA, which may develop into APEC level, are
to be derived from the empirical findings. This should result in a more
favourable condition and increased mutual gains for Thailand as well as other
countries in ASEAN as a whole.

1.2: Organisation of the Report

This Chapter explains the significance of the research and introduces
the rationale of the research and its objectives. The organisation of the rest of
the report is as follows. Chapter Il briefly recalls the background, purposes
and goals of economic integration in the Association of Southeast Asian
Nations (ASEAN) and Asia Pacific Economic Co-operation (APEC). Chapter

I11 touches on the important tax issues in the context of economic integration

Euamporn Phijaisanit (2011)
27



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

in Thailand and ASEAN countries. An overview of the tax revenue structure
in Thailand and Vietnam are also briefly mentioned as a background related to
the analysis in the later section. Chapter IV portrays an overview of FDI in
Thailand, Vietnam and overall ASEAN countries. Chapter V reviews major
theoretical foundation of the model. Chapter VI shows the empirical analyses
on effective tax rates and the quality of foreign direct investment. Chapter V1I
extends to the fiscal tax revenue consideration and its implications. Chapter
VI concludes and provides policy implications along with further research

suggestions.
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Chapter Il
Background of Economic Integration in ASEAN
& Asia and the Pacific

11.1: Development of ASEAN and APEC

On 7" August 1967, the Association of Southeast Asian Nations
(ASEAN) was developed and established. The ASEAN Declaration, also
known as the “Bangkok Declaration”, was signed by the foreign ministers of
the give countries at the Ministry of Foreign Affairs in Bangkok, Thailand.
The earlier major emphasis was on the development of political sovereignty
which had been the major issue of such co-operation. Then, it extends to
promotion of common interests in economic, social, cultural, technical,
scientific and administrative areas. The original member countries were
Indonesia, Malaysia, Philippines and Singapore. In the later years, there were
more member countries, namely Brunei Darussalam (1984), Vietnam (1995),
Lao PDR (1997), Myanmar (1997) and Cambodia (1999). This made ASEAN
an economic association of ten member states, consisting of 570 million
people with a combined GDP of more than US$ 1,460 billion (World Bank,
2010). ASEAN trade grew from US$ 10 billion in 1967 to US$ 1,711 billion
in 2008 (ASEAN Secretariat, 2009). With its combined trade value, ASEAN is
the fourth largest trading entity in the world, following the European Union,
the United States and Japan.

Wongboonsin (2005) summarised the three major periods of ASEAN
development, namely, during the cold war, after the cold war and during the
period of globalisation as follows:

1. Cooperation during the cold war. During the cold war period, the
threat of communism had become a common threat to peace and stability
among the ASEAN countries. In the first decade of ASEAN (1967-1976), co-

operation had emphasised on three main dimensions including trust,
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understanding and consultations to achieve economic, social and political
stability. During the second decade (1977-1986), the co-operation emphasised
on resolving common problems among member states such as cross-border
terrorism and Cambodia and Indo-China refugees.

2. Co-operation after the Cold War. After the cold war, there was still
uncertainty towards the future of political stability in the region. Co-operation
among ASEAN members began to expand to include other countries in the
Asia Pacific. As a strategy to regain its power in the world, ASEAN proposed
political restructuring by two means. The first was the enlargement of
ASEAN. The second was the expansion of its role toward Asia Pacific region
though talks about the problems with other powerful countries which are non-
members. For example, the ASEAN Post-Ministerial Conference (ASEAN
PMC) and the ASEAN Regional Forum had attracted dominant non-member
countries into the negotiation forum.

3. Cooperation in the era of globalisation. In the forth decade of
ASEAN development the initiation of the ASEAN Vision 2020 was
formalised under the 2" ASEAN Summit in December 1997. The meeting
identified schemes to enhance political stability and resolve existing problems
of political instability.

In 1990s, there had been increasing drive toward a more intense
economic integration among ASEAN countries and their major trading
partners. This resulted in a co-operative forum, the major influential one of
which was Asia Pacific Economic Co-operation (APEC). APEC was
established in 1989 for the purpose of facilitating economic growth, co-
operation, trade and investment in the Asia-Pacific region. It is the only inter-
governmental grouping in the world that operates on the basis of open
dialogue and respects for the views of all participants who have equal say as a
representative of their countries. However, there are no binding commitments
among the groups. Compliance may be achieved through discussion and

mutual support in the form of economic and technical co-operation.
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At present, APEC comprises of 21 economic jurisdictions, namely,
Australia, Brunei Darussalam, Canada, Chile, People’s Republic of China,
Hong Kong China, Indonesia, Japan, Korea, Malaysia, Mexico, New Zealand,
Papua New Guinea, Peru, Philippines, Russia, Singapore, Chinese Taipei,
Thailand, United States and Vietnam. APEC population is over 2.5 billion
people. The combined GDP of all the jurisdictions accounts for 19 trillion US
dollars, making up 47 percent of the total world trade. The APEC Fact Sheet
issued by its Secretariat states that the institution’s main objective is to achieve
the ‘Bogor Goals’ of free and open trade and investment in the Asia-Pacific by
the year 2010 for developed economies and 2020 for developing economies.
These include: trade and investment liberalisation with less barriers to the
movement of goods, services and people across the borders in the region,

business facilitation and economic and technical co-operation.

11.2: Development of CEPT and AFTA

Initially, the proposal for APEC was opposed by some ASEAN
countries, particularly Malaysia, which favoured the creation of East Asia
Economic Caucus (EAEC). This was intended to be a free trade zone within
ASEAN, China, Japan and Korea proposed in 1990 by former Malaysian
Prime Minister Dr. Mahathir bin Mohamad in response to the deficiency of
AFTA in terms of stimulating economic development and his strong Asian
standpoint of integration without western nations. The intention was to
counter-balance the growing influence of western nations, particularly the
United States, in APEC. However, the proposal for EAEC failed as it faced
heavy opposition from the United States and refusal of participation from
Japan (Aslam, 2009).

Despite the failure to establish EAEC, member states continued to
work for further integration. As a follow-on, in 1992, the agreement on the

Common Effective Preferential Tariff (CEPT) scheme was signed with the
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aim to reduce intra-regional tariffs and remove non-tariff barriers over the ten
years period among member states and increase the region’s competitive
advantage as a production base. In practice, for example, an ASEAN member
may impose tariffs on goods entering from outside ASEAN based on its own
national schedules. However, for goods originating within ASEAN, they are to
reduce and apply a tariff rate of 0 to 5 percent among member states by 2003
(see ASEAN Secretariat, 2010b, 2010c; and Philippines Tariff Commission,
2007 for details). The principles of CEPT had later become the main
framework for the ASEAN Free Trade Area (AFTA), signed on 28" January
1992 in Singapore. The primary goals of AFTA were to increase ASEAN’s
competitive as a production base geared for the world market, and attract more
foreign investment (FDI) to ASEAN. With general exceptions for the
protection of national security, public morals, the protection of human, animal
or plant life and health, and protection of articles of artistic, historic, or
archaeological value, ASEAN members have agreed to enact zero tariff rates
on virtually all imports by 2010 for the original signatories, and 2015 for
Cambodia, Myanmar, Lao PDR and Vietnam.

After the 1997 financial crisis, a revival of EAEC was established in
Chiang Mai, known as the Chiang Mai Initiative. This was a bilateral swap
arrangements that later developed into a multilateral currency swap
arrangement among ASEAN, People’s Republic of China, Japan and South
Korea, commonly known as ASEAN+3, countries to address short-term
liquidity difficulties in the region and to supplement the existing international
financial arrangements. The intention of this arrangement was to avoid future
recurrence of the crisis whereby a pool of foreign exchange reserves is
established to be accessible by participating central bank to fight against
currency speculation (Ministry of Finance, Japan, 2010).

In the 21% century, ASEAN continued to expand its integration.
ASEAN+3 was the first in improving the existing ties with the People’s

Republic of China, Japan and South Korea. This was followed by larger
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collaboration in the East Asia Summit first held in Kuala Lumpur in December
2005. The Summit included ASEAN+3 countries and India, Australia and
New Zealand. During this time, several ASEAN countries had become more
engaged in free trade area (FTA) with outside countries to heighten their
liberalization. Thailand, for example, started formalizing FTA negotiations in
2002 with major trading countries like Bahrain, Australia, India and China,
and later in 2004, with Peru, New Zealand, Japan and United States.
Singapore also concluded FTAs with several countries by that time.
(Department of Trade Negotiations, 2010).

The new groupings of ASEAN plus other countries outside the region
was intended to be a pre-requisite for the planned Ease Asian Community,
which was supposedly patterned after European Community (EC). The
Council of East Asian Community (CEAC) established in Japan in May 2004,
is an organisation to study the concept of an East Asian Community which
was triggered by the Network of East Asian Think-Tanks (NEAT) in 2003 in
Beijing and of the East Asia Forum EAF in 2003 in Seoul (The Council on
East Asian Community, 2005). These studies provide the possibility of
ASEAN creating an economic community and assisted toward the possibility
of drafting an ASEAN Charter enforced in December 2008 at Jakarta
providing a new legal framework and establishing a number of new organs to
boost the ASEAN community-building process (ASEAN Secretariat, 2008).
ASEAN identified its aims to complete all FTAs with China, Japan, South
Korea, India, Australia and New Zealand by 2013, and establish the ASEAN
Economic Community by 2015. Therefore, in the midst of this new dynamic
trade environment, analysis of corporate tax treaties within FTAs should be
one of the major issues of concerns for academicians and policymakers in
order for countries to derive the full potential benefits from such economic

integration.
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Chapter 111
Important Tax Issues in Thailand, Vietnam
& ASEAN countries

111.1: Overview of the Tax Structure in Thailand

Figure 3.1: Comparison of Percentage Share of Tax Revenue over GDP,
Thailand, Vietnam and some OECD countries, 2008
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Source: Revenue Department, Bank of Thailand for Thailand, World Development
Indicator and General Statistics Office of Vietnam for Vietnam data; and OECD Stat
for OECD countries data

The tax revenue in Thailand is the major source of revenue. The total
tax revenue was approximately 10,128 billion Baht in 2010. During the two-
decade period of 1990-2010, the revenue from taxes averaged around 89
percent of the total government revenue and approximately 17 percent of gross
domestic product (GDP). In 2008, the revenue from taxes over GDP was
18.16 percent and 31.65 percent in Thailand and Vietnam, respectively. The

low percentage of tax revenue over GDP in Thailand reflects the smaller size
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and role of the public sector relative to the size of the economy compared with
those of Vietnam and developed countries (Figure 3.1).

Figure 3.2: Percentage Share of Direct and Indirect Taxes in Total Tax Revenue,
1990-2010
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Source: Author’s illustration based on data from Revenue Department, EXxcise
Department, Customs Department, Budget Bureau, Treasury Department, and the
Comptroller General's Department

Taxes can generally be classified into direct and indirect taxes. The
direct taxes in Thailand include personal income tax, corporate income tax and
petroleum income tax. The indirect taxes consist of value-added taxes, excise
taxes, specific business tax, customs duties and stamp duties. The revenue
from indirect taxes has long dominated the government revenue until the
present. However, the trend in Figure 3.2 shows that the share of revenue
from direct taxes has been continuously increasing. In 1990, the revenue from
indirect taxes constitutes approximately 72 percent of the total tax revenue; in
2000, the share reduced to 65 percent and in 2010, it had reduced to
approximately 59 percent.

After the Asian financial crisis in 1997, the Thai economy grew

continuously and taxpayers, in particular, a corporation, began to pay income
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taxes after finishing the five-year loss carry-forward deduction. Among the
types of taxes in Table 3.1, the value-added tax generated the most revenue of
all taxes in Thailand, amounting to approximately 28% in 2010. This is
followed by corporate income tax revenue, about 26% of the total tax revenue
in the same year. The third highest source of revenue is the excise tax, around
23% of the total revenue in the same year. It can also be observed that
corporate income tax is increasing in its share of the total revenue. It can also
be observed that there is a decline in customs duties revenue. This has been
because of the settlement in Free Trade Area (FTAS) between Thailand and
trading partners as indicated in Chapter Il. The Thai government is obliged to

reduce the tariff rates across the board subsequently.

Table 3.1: Composition of Tax Revenues in Percentage Share by Tax Category

Tax Category 1990 1995 2000 2005 2010
Personal Income Tax 11.03% | 11.83% | 12.80% | 11.10% | 11.79%
Corporate Income Tax | 16.51% | 21.57% | 20.29% | 24.83% | 25.72%

Value-Added Tax - 22.40% | 26.84% | 29.07% | 28.41%
Specific Business Tax - 3.89% 2.37% 1.98% 1.30%
Excise Tax 20.54% | 21.32% | 23.53% | 21.06% | 22.96%
Customs Duties 25.51% | 17.65% | 12.16% 8.32% 5.50%
Other Taxes 26.42% 1.35% 2.01% 3.64% 4.33%

Total Tax Revenue 100.00% | 100.00% | 100.00% | 100.00% | 100.00%
Source: Author’s calculation based on data from Revenue Department, Excise
Department, Customs Department, Budget Bureau, Treasury Department, and the
Comptroller General's Department

111.2: Corporate Income Tax in Thailand

Corporate income tax in Thailand is a direct tax levied on a juristic
company or partnership established under Thai or foreign law and carries on
business in Thailand or derives certain types of income from Thailand. This
also includes any joint venture and any trading or profit-seeking activity
carried on by a foreign government or its agency or by any other juristic body

incorporated under a foreign law. The revenue from corporate income tax
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plays an important role in Thailand’s tax revenue. The corporate tax revenue
in Thailand was approximately 454,565 million Baht. The corporate tax
revenue generated 3.08 percent of the GDP in 1992 before the crisis. After the
crisis in 1997, the share of corporate income tax decreased for a few years and
began to recover since 2000. In 2010, the corporate income tax made up 4.49
percent of GDP, the second highest source of tax revenue after value-added

tax whose contribution to GDP was 4.96 percent (Figure 3.3).

Figure 3.3: Corporate Income Tax over GDP and Value-Added Tax over GDP,
Thailand, 1992-2010
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Source: Author’s illustration based on data from Revenue Department and Excise
Department

One of the major objectives of tax reform in the past was to increase
Thailand’s competitiveness. Others may include compensating declining tax
revenues, and supporting the macroeconomic objectives and the income
distribution issues. The rationale is that to increase competitiveness on trade
and investment, the total income tax burden should not be different from that
of Thailand’s competitors. Income taxes, both personal income tax and
corporate income tax, are the key factor that businesses consider before
investing. In Thailand, the personal income statutory tax rate (37 percent) and
the corporate income statutory tax rate (30 percent) are relatively high,
compared with those of neighbouring countries, except the Philippines. In
Malaysia, for example, the personal income tax and corporate income tax rates
are 29 percent and 28 percent, respectively (Table 3.2).
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Table 3.2: Regular Business Tax Regime in some ASEAN Countries

Indonesia Malaysia Philippines Thailand Vietnam

Standard

Corporate 0 1

Income Tax 30% 28% 35% 30% 28%?2

Rate

Personal Progressive Progressive rate Progressive rate Progressive; 0- Progressive; 0-

Income Tax rate from 5- from 0-28%, from 5-32%, 37%, depending | 40%,

Rate 35%, depending on depending on on amount of depending on
depending on amount of taxable | amount of taxable | taxable income the amount of
amount of income income taxable income
taxable income

Interest, Interest: 15% Interest: 28% Interest: 20% Interest: 15% Interest: 0%

Dividends and Dividends:15% | Dividends: 0% Dividends: 19% Dividends:10% Dividends: 0%

Capital Gains Capital gains: Capital gains: 0% | Capital gains: Capital gains: Capital gains:
35% 10.5% 0% 0%

Depreciation Buildings: Buildings: Buildings and Buildings: Buildings:

(method and straight-line- straight-line- plant and straight-line straight-line

allowance; basis: 5%. basis; 10% first machinery: basis; 5%. basis; 5%.

buildings Plant and year, 3% straight-line, Plant and Plant and

versus plant machinery: thereafter. double-declining | machinery: machinery:
and 25% declining | Plant and balance, or the straight-line straight-line

machineries balance or machinery: sum-of-the-years- | basis; 20% basis; 10%
12.5% straight | straight-line digits methods.
line. basis; 14% for 6 Rates not defined;

years based on
economic or

useful life of the

asset or the ones

used for financial
reporting

Source: Botman et al (2008)

! However, progressive rate for small businesses (with paid-up capital below 5 million
baht) or company registered at the Stock Exchange of Thailand from 20% to 25% to
30%.

2 Vietnam’s National Assembly approved the new CIT reduction from 28% to 25%
on 3 June 2008.

The description regarding corporate income tax in Thailand states as
follows (see more details
http://www.rd.go.th/publish/6044.0.html):

“Corporate income tax (CIT) is levied on both Thai and foreign

in the Revenue Department website at

companies. A Thai company means a company incorporated under the law of
Thailand. Thai company is subject to tax in Thailand on its worldwide net
profit at the end of each accounting period (12 months). A foreign company
means a company incorporated under foreign law. Generally, a foreign
company is treated as carrying on business in Thailand if it has an office, a
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branch or any other place of business in Thailand or has an employee, agent,
representative or go-between for carrying on business in Thailand. A foreign
company carrying on business in Thailand is subject to CIT only for net profit
arising from or in consequence of business carried on in Thailand, at the end
of each accounting period. However, a foreign company engaged in
international transport is subject to tax on its gross receipts. When a foreign
company disposes its profit out of Thailand, such profit will be subject to tax
on the sum disposed. Profit also means any sum set aside out of profits as
well as any sum which may be regarded as profit.

A foreign company, not carrying on business in Thailand but deriving
certain types of income from Thailand, such as service fees, interests,
dividends, rents, professional fees, is subject to corporate income tax on the
gross amount received. It is collected in the form of withholding tax by which
the payer of income shall deduct the tax from the income... The corporate
income tax rate in Thailand is 30% on net profit. However, the rates vary
depending on types of taxpayers.

In the calculation of CIT of a company carrying on business in
Thailand, it is calculated from the company's net profit on the accrual basis. A
company shall take into account all revenue arising from or in consequence of
the business carried on in an accounting period and deducting there from all
expenses in accordance with the condition prescribed by the Revenue Code.
As for dividend income, one-half of the dividends received by Thai companies
from any other Thai companies may be excluded from the taxable income.
However, the full amount may be excluded from taxable income if the
recipient is a company listed in the Stock Exchange of Thailand or the
recipient owns at least 25% of the distributing company's capital interest,
provided that the distributing company does not own a direct or indirect
capital interest in the recipient company. The exclusion of dividends is

applied only if the shares are acquired not less than 3 months before receiving
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the dividends and are not disposed of within 3 months after receiving the

dividends.”

111.3: Thailand’s Double Tax Agreement*

Double taxation is a case where tax is being levied twice from the
same amount of income in two or more states. A Double Tax Agreement
between Thailand and other countries is to avoid or eliminate double taxation.
If the rate of tax stipulated in the Revenue Code is different from that of an
agreement, the rate which is more beneficial to the taxpayer is applied.
Residents of Thailand and contracting states are eligible to benefits granted in
the DTA. Thailand first concluded the double tax agreement (DTA) with
Sweden in 1963. The Thai DTA network continues to be expanded and
updated. So far, Thailand has concluded DTAs with 52 countries (as of May
2006). The DTA that Thailand has with countries in APEC are shown in
Table 3.3. In general a DTA comprises 4 major parts:

A. Scope
(1) Persons Covered

The DTA applies to persons who are residents of the Contracting
States. In order to be classified as a Thai resident and be entitled to treaty
benefits, a person must be one of the following:

- An individual who stays in Thailand for a period or periods exceeding in the
aggregate 180 days in a tax year;
- A juristic person who is incorporated under the Civil and Commercial Code
of Thailand.
(2) Taxes Covered

The DTA applies to only income taxes, namely personal income tax,
corporate income tax and petroleum income tax. Other indirect taxes such as

value added tax and specific business tax are not covered by the DTA.

! Information extracted from Revenue Department www.rd.go.th/publish/21973.0.html
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B. Types of income

In general the DTA does not stipulate any specific item of income and
tax rate. It provides whether the source or resident country is entitled to tax
certain income. If the source country has taxing rights, the income will be
subject to tax according to the domestic laws of that country.

The DTA also prescribes a tax rate level on investment income;
namely, dividends, interest and royalties. Then the source country can tax
such income at a rate not exceeding the rate prescribed within the agreement.
In many cases the tax rates within the DTA are lower in comparison to the
domestic tax rates in order to reduce tax impediments to cross border trade and
investment.

Some Articles of the DTA clearly do not allow the source country to
exercise taxing rights on income such as income from international air
transport and business profits provided that the business is not carried through
a permanent establishment in the source country.

C. Elimination of double taxation

The focus of a DTA is the elimination of double taxation. Each DTA
may prescribe different methods of elimination of double taxation of a person
by the resident country:

(1) Exemption method

The country of residence does not tax the income which according to
the DTA is taxed in the source country.
(2) Credit method

The resident country retains the right to tax the income which was
already taxed in the source country. It calculates its tax on the basis of the
taxpayer's total income including income from the other country which
according to the DTA is taxed in that other country. However, it allows a
deduction from its own tax for the tax paid in the other country. Where a DTA

does not exist with a particular country, there are provisions within the Royal
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Decree No. 300 which allow unilateral credit relief against Thai tax for tax
paid in the other country by a Thai juristic person.
D. General provisions

The last part of the double tax agreement provides administrative
assistance such as exchange of information between tax administrations and

dispute resolution procedures.

Table 3.3: Thailand’s DTA with countries in APEC

Country Entered into force Tax Year of Enforcement
Australia 27 December 1989 1 January 1990
Canada 16 July 1985 1 January 1985
China, P. R. 29 December 1986 1 January 1987
Hong Kong 7 December 2005 1 January 2006
Indonesia (amendment) 21 October 2003 1 January 2004
Japan 30 August 1990 1 January 1991
Korea (amendment) 29 June 2007 1 January 2008
Malaysia 2 February 1983 1 January 1983
New Zealand 14 December 1998 1 January 1999
Philippines 11 April 1983/ 1January 1983
Singapore 27 April 1976 1 January 1976
United States of America 15 December 1997 | 1 January 1997
Vietham 31 December 1992 1 January 1993

Source: Revenue Department www.rd.go.th/publish/29163.0.html

[11.4: Corporate Income Tax in Vietnam?

The overall revenue from taxes in Vietnam in 2008 was approximately
155,212 billion Dongs. Table 3.4 shows an overview of tax composition in
Vietnam. It can be observed that taxes on consumption significantly
contributed to the tax revenue, followed by taxes on foreign invested firms and
tax on high income earners. The taxes on foreign invested firms show an

increasing trend since 2002 until the present.

2 Information obtained from the courtesy of Vietnam Institute of Finance. Additional
information extracted from Global Legal Group’s International Comparative Legal Guide to:
Corporate Tax 2011, a Chapter on Taxes in Vietnam; and Vietnam Briefing News,
www.vietnam-briefing.com/news
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Table 3.4: Tax Revenue Composition of Vietnam by Tax Category

Tax Category 2005 2006 2007 2008

Taxes on foreign invested 29.65% 33.42% 29.90% 28.25%
enterprises

Tax on agricultural land use 0.21% 0.14% 0.11% 0.06%

Tax on high income earners 6.58% 6.70% 7.07% 8.34%
License tax 4.35% 4.35% 5.42% 4.77%
Export and import duties, 36.76% | 33.99% | 36.56% | 38.61%

special consumption tax;
Surtax on import

VAT on imports 22.46% 21.40% 20.95% 19.97%

Total Tax Revenue 100.00% | 100.00% | 100.00% | 100.00%

Source: General Statistics Office of Vietnam

Figure 3.4: Share of Vietham Taxes on Foreign Invested Enterprises, Tax on
High Income Earners and Consumption Taxes over GDP, 2002-2008
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Source: General Statistics Office of Vietnam
Note: Consumption taxes include export and import duties, special consumption
taxes, surtax on imports and VAT on imports.

In Vietnam, the headline rate of corporate income tax on profits is
currently 25 percent. This rate had been reduced from 28 percent on 3 June
2008 to allow companies in Vietnam to become more competitive. The
revised incentive regime provides two preferential tax rates, 20 percent which
will apply for 10 years and the 10 percent which will apply for 15 years; it
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dropped the 15 percent tax rate. However, the rate that is applicable to the
activities of prospecting, exploration and mining of petroleum and gas ranges
from 32 percent to 50 percent, respectively. In practice, CIT is paid on a
quarterly basis. The tax base is the accounting profit in the annual financial
statements prepared in accordance with Vietnamese accounting standards,
subject to adjustments stipulated by the Law on CIT. In particular, assessable
income shall equal to the taxable income less exempt income and losses
carried forward from previous years. Taxable income is computed by starting
with revenue/turnover and deducting allowable incurred expenses. Additional
adjustments are made for expenses that are not deductible for income tax
purposes. Taxable income is the difference between total revenue, whether
domestic or foreign sourced, and deductible expenditures, plus other
additional income.

Although Vietnamese accounting law provides a possibility for a
parent company to prepare consolidated financial statements at the end of
annual accounting periods, Vietnamese tax law does not permit a group
company to file a consolidated tax return. There is no relief in Vietnam for
losses of overseas subsidiaries. Losses arising from an offshore investment
project of a Vietnamese company shall not be permitted to be offset against
the Vietnamese taxable income generated by the company for CIT purposes.

For multinational companies, most relevant Vietnamese taxes aside
from CIT and VAT include personal income tax, import and export tax,
special sales tax, foreign contractor withholding tax; natural resource tax,
registration fees (similar to stamp duty in other jurisdictions), business license
tax, property tax; currently there are no actual property taxes in Vietnam but
there are land use fees to be paid to the government by certain users such as
foreign invested enterprises; and compulsory social insurance/health insurance
and unemployment insurance contributions (which may be similar to payroll
tax in other jurisdictions). The taxable profits of a local branch of

multinationals must be determined in the same way as other independent
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entities in Vietnam. A local branch can, however, claim a tax deduction on
the management expenses which are allocated to the branch by its overseas

head office up to the level allowed by CIT regulation.
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Chapter IV
Foreign Direct Investment in ASEAN, Thailand and Vietnam

1VV.1: Overview of FDI in ASEAN

Figure 4.1: Net FDI Flows to ASEAN, 1995-2008, US$ Million
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Source: ASEAN FDI Database, ASEAN Secretariat

The net foreign direct investment (FDI) flows to ASEAN in 2008 was
US$ 63,260 million. The FDI flows in Figure 4.1 shows an increasing trend
during the past decade. According to ASEAN Foreign Direct Investment
Statistics Database, indicated in Table 4.1, FDI inflow from ASEAN during
2006-2008 was 15 percent of total FDI inflows to ASEAN which ranked
second after EU whose share was 22.3 percent. Amidst this scenario, member
countries compete in offering tax and tax-related incentives as a package to
attract investing multinational corporations from within and outside ASEAN.
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Table 4.1: Top Ten Sources of FDI Inflows to ASEAN, US$ million

County/Region

Cumulative Value,

Cumulative Share,

2006-2008 2006-2008
European Union (EU)-25 41,244.94 22.34%
ASEAN 28,079.20 15.21%
Japan 26,281.88 14.24%
USA 13,288.85 7.20%
Other Central & South America’ 6,744.93 3.65%
Bermuda 5,848.44 3.17%
Republic of Korea 5,644.64 3.06%
Cayman Island 5,501.05 2.98%
Hong Kong 3,443.28 1.87%
China 3,391.18 1.84%
Total Top ten 139,468.41 75.56%
Others’ 45,117.50 24.44%
Total FDI inflow to ASEAN 184,585.90 100.00%

Source: ASEAN FDI Database

! Includes countries in Central and South America, other than Argentina, Brazil,

Mexico and Panama

2 Includes inflow from all other countries, as well as total reinvested earnings and

inter-company loans in the Philippines.

Figure 4.2: Percentage Share of Total FDI inflow to ASEAN, 2008
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Figure 4.3: Percentage Share of Cumulative FDI Inflows to ASEAN by Sector,

1999-2007
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Figure 4.4: Percentage Share of Cumulative FDI Inflows in Manufacturing to
ASEAN by Country, 2003-2007
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The total FDI inflow to ASEAN in 2008 was US$ 60,137 million, the
share to member countries is shown in Figure 4.2. In terms of the total share
of FDI inflow, Singapore receives the highest share of approximately 38
percent, followed by Thailand, Indonesia, Malaysia and Vietnam of
approximately similar proportion.  The nature of FDI into ASEAN divides
into several major sectors as illustrated in Figure 4.3. Singapore and Thailand
receives high proportion of investment on financial intermediaries and
services as well as trade and commerce. Much of the mining and quarrying
sector goes to Brunei, Laos, Myanmar and Vietnam. Figure 4.4 illustrates the
cumulative share of FDI in manufacturing sector among ASEAN countries.
Indonesia seems to be the largest recipient of manufacturing sector, followed
by Thailand and Vietnam with similar proportion.

In 2010, Southeast Asian countries saw a significant rebound in FDI
inflows. Due to favourable demographic and robust domestic demand,
Indonesia and Vietnam are expected to be the most attractive to foreign
investors. Other countries are also expected to receive increase FDI inflows
but at slower pace. Thailand, although having domestic demand and strong
export sectors, the country faces political risks. There will be general election
in 2011 and businesses are expected to delay plans until the political
atmosphere becomes more stable. For Malaysia, the recently announced 10-
year Economic Transformation Program (ETP) is expected to help boost the
country’s attractiveness to foreign investors in the coming years.

Along with various initiatives to intensify the Association of Southeast
Asian Nations (ASEAN) integration and ASEAN Free Trade Area (AFTA),
the long term trend of intra-ASEAN foreign direct investment (FDI) inflows

during the past two decades has shown a positive projection (Figure 4.5).
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Figure 4.5: Intra-ASEAN FDI Inflows, US$ Million
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Pertaining to their motives, multinational corporations cautiously plan
so as to enhance investment flows from regions of low anticipated profits to
those of high returns. In terms of internal efficiency, production costs can be
reduced as factor prices tend to differ across nationals. Moreover, through
FDI within economic integration, it can bypass protective instruments and
some restrictions in the importing member country (for the case of export-
oriented investments). For instance, both EU and non-EU multinationals
investing in the European Union circumvented a common external tariff
barrier and benefitted from location-specific advantages. Taking into account
the behaviour of multinationals, member countries in the EU have been jointly
considering about optimising tax policy designs through tax treaties. The
same holds true for the future of ASEAN as the degree of integration becomes

more intense.
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1V.2: Overview of FDI in Thailand

Figure 4.6: Total FDI Inflow to Thailand, 1990-2010, US$ Million
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The overall FDI inflow to Thailand during the last two decades is
represented in Figure 4.6. In common with other Southeast Asian countries,
FDI has been one of the important factors contributing to the economic growth
in Thailand. FDI inflow to Thailand has been on the rise with exceptional
pace since 1988. This increase was partially due to the 1985 Plaza Accord,
upon the sharp appreciation of Japanese yen causing a rise in production cost.
The effects spread to several Asian newly industrialising economies (NIEs) at
that time like Taiwan, Hong Kong and Singapore. This led to a relocation of
several Japanese companies’ production base in Thailand and other
developing counties, particularly in the labour-intensive industries. During
this period, the Thai government considered switching from import
substitution to export promotion. This also induces FDI to the country. Other
factors aside from Plaza Accord which induce FDI to Thailand include
stability of Thai baht, devaluation of currency that generates competitiveness
of the products in the global market and the low wages due to the conservative

minimum wage policy. There was also the Investment Promotion Act in 1987
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that allows tax privileges and the establishment of industrial and export
processing zones (Tangkitvanich et al, 2004). The trend began to decline in
1994 due to the completion of production bases of NIEs, emergence of
infrastructure and human resource bottlenecks, and existence of domestic and
international political instability in Thailand (Pupphavesa and Pussarungsri,
1994).

In 1997, there was a financial crisis in Asia which could have negative
impact on the Thai economy. However, it turned out that FDI was more
profitable during the economic downturn since cost of investment reduced
excessively inducing increasing number of mergers and acquisitions.
Siamwalla et al (1999) explained that the revival of FDI to Thailand after 1997
was the result of several supporting factors including the exchange rate shift,
promising growth of recipient economies, cheap and good quality inputs into
the production, special privileges granted by the Thai government in support
of foreign industries, and stability of political and economic policies in
Thailand.

Tangkitvanich et al (2004) divides the periods of FDI development

policies as shown in Table 4.2.

Table 4.2: Thailand’s Major Developments in FDI Policy Regime

Period Development

State Capitalism
(1940s-1950s)

State monopolisation of most imports and exports.

Import e First Economic Development Plan (1961-1966) brings reduction in direct
Substitution government involvement in the economy and greater promotion of private
(1958-1971) investment.

Import substitution policy was introduced.

o High level of protection in the form of tariff and local content requirement
provided for capital-intensive industries, i.e. Automobile and Steel industry.

o High tariff imposed on finished consumer products.

Industrial Promotion Act of 1960 establishes an organization that later becomes

the Board of Investment, establishing the use of tax concessions.

o Tariff structures revised several times to give greater protection to domestic

industries.

e Balance of payments problems arise due to the import of parts and components,
leading to discussions of the sustainability of the import substitution policy.
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Export
Promotion
(1972-1992)

Promotion of
Industrial
Decentralization
(1993-1996)

Post Crisis
Liberalization
(1997-present)

Third Economic Development Plan (1972-1976) brings shift toward export
promotion.

Investment law revised in 1972 to provide exemptions from duty on raw
materials and intermediate items for exporting industries.

Alien Business Law of 1972 enacted, prohibiting foreigners from entering
several business areas.

21 provinces were designated as investment zones.

Investment Promotion Act in 1977 introduced income tax holidays and 50%
concessionary import duty on machinery.

Four investment zones established in 1978.

Tax incentives on raw materials and machinery reduced for Bangkok and Samut
Prakarn to promote industrial decentralization.

Baht devaluations between 1983 and 1991.

Investment Promotion Act revised in 1987 introducing tax privileges and
refunds, industrial zones, and export-processing zones.

6th Economics Development Plan (1987-1991) aims to improve income
distribution and reduce incomes disparity.

Encourage industries to locate away from city areas.

Seventh Economics Development Plan (1992-1996) aims to reduce income
disparity between urban and rural areas and promote sustainable development.
Investment Promotion Act revised in 1993 to promote industrial
decentralization with incentives provided to encourage industrial to locate
outside Zone 1.

Local content requirement eliminated for motorcycles in anticipation of the
TRIMs Agreement of 1995.

Liberalization extended as part of IMF-led reform package.

Foreign Business Act 1999 enacted, allowing full foreign participation in most
manufacturing sectors.

Condominium Act revised in 1998 to allow foreigners to wholly own buildings
on two acres or less of land.

Corporate Debt Restructuring Advisory Committee established to monitor and
accelerate debt restructuring.

ASEAN Investment Agreement adopted in 1998.

Bankruptcy Act revised in 1999 to establish a central bankruptcy court.

Local content requirements eliminated for vehicle assembly in 1999.
Foreigners allowed to own 100% of shares in promoted manufacturing projects
in 2000.

Local content requirements eliminated in dairy products in 2003.

Source: Tangkitvanich et al (2004), p. 244

The Board of Investment provides tax and non tax incentive for foreign

investors. Tax incentives include corporate income tax holidays up to 8 years,

import duty reductions or exemptions on machinery and raw materials,

additional 50 percent reductions of corporate income tax for 5 years, double

deduction of public utility costs, and 25 percent deductions for infrastructure

construction or installation costs in addition to normal capital depreciation.

Non-tax incentives include land ownership rights for foreign investors,

permission to bring in foreign experts and technicians, work permit and visa
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facilitation where by a One-Stop-Shop will be provided to assist foreign
investors and Visas and Work Permits can be issued in 3 hours. Exemption
from corporate income tax and dividend tax can last for around three to eight
years depending on the zones that the businesses are located in. Zone 1
provides the lowest incentive with tax holidays for 3 years, while zone three
provides the highest incentives with tax holidays for eight years. Only for
priority activities that foreign investors will be given maximum priorities
regardless of zones. These priority activities include agriculture and
agro-industries, biotechnology, molds & dies, jigs and fixtures, farm
machinery and food processing machinery, sintered products, alternative
energy, research and development, and software development. BOI had also
set out new policy direction for 2010 called the “Investment Promotion Policy
for Sustainable Development” where provision of incentives would be more
specific on three groups of targeted industries namely 1) activities that are
related to manufacture of eco-friendly material and product, e.g. bio plastic; 2)
activities that are related to energy saving and alternative energy; and 3)
activities that are involved in high technology, e.g. automotive electronics,
biotech, nano-tech, and functional textile (Asawachintachit, 2010 and BOI,
2004).

The survey by UNCTAD (2004) indicates that in 2004-2005 Thailand
ranks the third in economic attractiveness in FDI after China and India. With
the rapidly rising wages in several newly developing economies, several
investors had found Thailand to be still an attractive country for investment
where in 2006 FDI value had increase at tremendous level with several
investing countries doubling investment capital during that year. Even though
there seems to be a downward trend since 2005 due to increasing competition
from Asian countries becoming more liberalised, as well as political instability
during some period, and external factors like the US crisis in 2008 which had
also impact Japan’s economy and FDI worldwide, the overall trend still show

potential for growth. In 2008-2009, FDI from major countries started to
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reduce consistently as political riot in Thailand makes investors feel uncertain
about the economic and investment stability. Still, with the development of
economic integration among ASEAN and other economies (China, India,
Australia, New Zealand, Korea, and Japan) in terms of free trade areas
(FTASs), this seems to generate positive impacts on Thailand’s investment
climate. ~ With the reduction in tariff and non-tariff barriers, greater
liberalisation of services, trade facilitation measures, improved investment
rules and more transparent regulatory environment, Thai government,
particularly BOI, are positive about the impacts of FDI from formulating
FTASs. In fact, FTAs with developed countries tend to add credibility to Thai
government’s policies and would induce FDI inflows from other countries.
However, for small countries like Thailand, this could lessen the bargaining
power in negotiating with developed countries. This could be one of the
reasons why the intensification of integration within the region of Southeast
Asia is being observed. However, the strength and success also depends on
the internal administration, one of which is the tax issue discussed in this

research.

Figure 4.7: FDI Inflow to Thailand by Country, 2000-2010, US$ Million
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Source: Author’s calculation and illustration based on data from the Bank of Thailand
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Four major countries with highest FDI inflows to Thailand include
Japan, Singapore, which has very dominant share among ASEAN countries,
US and Hong Kong (Figure 4.7 and Table 4.2). In terms of the number of
firms, Japan has the highest share of foreign participation of 37.9 percent in
2000 followed by Taiwan 16.8 percent, European countries 12.3 percent, US
7.5 percent, China 6.9 percent, Singapore 4.4 percent and Korea 2.5 percent
(Hill, 2004).

Table 4.3: FDI Inflow to Thailand from ASEAN, by country, 1990-2010, US$
Million

Country 1990 1995 2000 2005 2010p
Brunei 0.83 0.04 0.00 6.66 0.32
Indonesia 2.56 12.39 5.38 4.74 3.34
Malaysia 18.11 14.07 22.66 122.48 174.26
Philippines 0.25 0.59 0.92 30.99 40.06
Singapore 459.45 346.13 1,504.35 3,268.66 1,614.18
Cambodia 0.00 1.33 2.31 1.78 6.23
Laos 0.17 4.18 4.10 0.83 6.00
Myanmar 0.00 0.00 0.63 0.10 0.22
Vietnam 0.00 0.01 0.22 1.39 0.73
ASEAN 481.36 378.73 1,540.58 3,437.63 1,845.34

Source: Bank of Thailand

Only after 1999 had FDI from Japan increased and had been a major
contributor to Thailand’s economic revival representing a significant amount
of capital inflow until 2008. In the beginning of 2008, Japan’s total direct
investment in Thailand totalled 3,154 million US dollars representing 30
percent of net FDI into Thailand. It was the highest level of Japanese FDI in
Thailand. According to lwami (2009 ), Japan’s outward direct investment in
2008 grew by 53 percent which represent the highest percentage of FDI from
Japan. The increase in investment was different from that in the early 1980s

which concentrated on manufacturing sector. Instead the increase in FDI went
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to non-manufacturing sector which increased 115 percent in 2008 due to two
reasons. First, there was an increase in non-manufacturing sector investment
represented by a series of investments by Japanese financial institutions to
strengthen their capital base. Second, with the rising commodity prices, this
had doubled the investments in the mining industry to secure the investor’s
access to natural resources. However, the surge in Japanese investment was
short lived as the US economic crisis imposes a negative growth on the
Japanese economy. Particularly during the fourth quarter of 2008 onwards,
Japanese economy shrank by double digit percentages. The impact from the
US crisis was very severe as it led to dramatic decrease in Japanese exports
and the drop in private-sector capital investment with the largest impact on the
manufacturing sector whereby investment dropped by 24.3 percent. Thus, the
impact on the Japanese economy reflected a fatal impact on the Japanese
investment atmosphere worldwide as well as in Thailand where value of FDI
dropped significantly from US$ 3,154 million in 2007 to US$ 2,533 million in
2008 and further to US$ 2,267 million in 2009.

Apart from Japan, Figure 4.7 illustrates that ASEAN investment in
Thailand is also substantial. During past decade, Intra-ASEAN FDI flows
have grown substantially. According to Uttama (2009), there was a growth of
52 percent in intra-FDI flows or of US$ 9.5 billion in value during 2007. This
was facilitated by the ASEAN Investment Area (AlA) agreement in 1998 and
enlarged through the ASEAN Comprehensive Investment Agreement (ACIA)
in 2007. Major ASEAN countries investing in Thailand included Singapore,
Malaysia and Indonesia. Singapore is largest investor among the ASEAN
countries. Singapore contributed over 90 percent of investment capital in
Thailand as compared with other ASEAN 5 (Brunei Darussalam, Indonesia,
Malaysia, Philippines and Singapore).

Although Singapore had continuously been a major investor in
Thailand amongst ASEAN countries, their movement of capital inflow had

been significant after 2000. With the high level of savings and outward
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looking strategy, Singapore’s investment in Thailand had concentrated in the
following sectors namely finance, petroleum, and real estate where many came
in the form of loans to affiliated companies. Reasons for the large amount of
foreign capital from Singapore had been attributed to the increasing
acquisitions of firms by Singaporean investors mainly among financial and
insurance services and manufacturing sectors. Examples of Singaporean FDI
in financial services include United Overseas Bank, Singapore’s largest bank,
bought Thailand’s Bank of Asia from ABN Amro, the Dutch financial group;
and investment of Temasek Holding in Thailand’s Shin Corporation (Manager
Online, 2006).  However, after the political problem engaged by a
Singaporean firm and a Thai company in 2006 along with the instability in the
Thai economy in 2006, investment from Singapore dropped drastically until
the present.

The third major country investing in Thailand is United States with
total value of FDI during the past 3 decades from 1980-2009 of around 9.16
billion US dollar. In the early 1980s, US had been the largest investor into
Thailand. Value of FDI investment from US to Thailand peaked in 1997 with
inflows of US$ 1.28 billion. However, after mid-1998, FDI from US
gradually reduced until the present. Investment from US had been focused in
financial, trade, service and industrial sector mainly in resource-based
industries (relatively large proportion of FDI in the chemical industry). The
value of FDI to Thailand was negative during 2007 — 2009 as US entered the
economic crisis and slowly trends of FDI started to recover as US crisis
situation improves.

FDI from Hong Kong represents the third largest investor in Asian
region to Thailand. The amount of FDI increased steadily from US$ 54
million in 1981 to US$ 582 million in 1992 and was highest at US$ 613
million in 2003. Many of the investment went to resource based projects
especially in the canned food, wood furniture, and rubber industry products

which are export oriented industries (Pupphavesa, 1991). Apart from Hong
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Kong, Taiwan’s investment in Thailand is also significant. Taiwan started to
increase their FDI into Thailand since 1987 with the largest investment of US$
280 million in 1990, third largest foreign capital supplier in that year.
Taiwanese investment in Thailand is concentrated in manufacturing industries
with a few in finance, trade and construction. During 1988-1990s, Taiwan’s
investment in Thailand increased significantly mainly in labour intensive light
industries such as textile, electronic parts, plastics, food processing, and
agricultural products. Many of the Taiwanese investment in Thailand are also
concentrated on the export-oriented industries. However, as the scales of
Taiwanese firms are relatively smaller as compared to Japan, US, and Hong
Kong investors, they contributed significantly in terms of number of
establishments in Thailand (Akrasane, 1991). The trend of Taiwanese

investment application in Thailand is illustrated in Figure 4.8.

Figure 4.8: Trend of Taiwanese Investment Application in Thailand, Billion
Baht
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Figure 4.9: Percentage Share of FDI Inflow to Thailand by Sector, Average
2005-2008
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The inflow of FDI in industrial sector, which include electrical
appliances, machinery and transport equipment and metal and non-metallic
industries, has received the highest share among all the sectors. It had already
been mentioned that the reason for Thailand’s rapid economic growth in the
early 1990s was due to the FDI where growth reached double digit.
Moreover, Thailand’s transformation in from agricultural to industrial
economy has also been supported by FDI especially in the electronics and
automobile industry where these are export-oriented. It was after the crisis
that there seems to be structural problems in industrial and financial sectors
that contributed to the crisis. However, by that time, Thailand’s competitive
advantage over other countries in terms of labour cost began to diminishes.
Investors started to shift to China and later on Vietnam. Thailand had been
criticised for its incapability of shifting toward higher value-added activities

due to under-investment in appropriate skill trainings. Despite the loss of
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competitive advantage, the share in the industry remains still dominant as

shown in Figure 4.9.
1V.3: Overview of FDI in Vietnam

Vietnam has experienced the transition from a central planning system
to a socialist-oriented market system. The transition process involves the
liberalisation of markets and opening up of the economy to trade and
investment in the global market. This also includes the increasing of
recognition of private property rights. During the past decade, the country has
experienced a significant structural change. The shares of industry and
services over GDP had steadily increased to approximately 40 percent and 39
percent, respectively, while the share of agriculture, including fisheries and
forestry had declined to around 21 percent. During the same period, the
average GDP growth rate was about 7.25 per year, where the rate was 5.3
percent in 2009. Vietnam is said to be one of the fastest growing economy in
the region. This also, however, resulted in a significant trade deficit and

inflation of around 10 percent.

Figure 4.10: FDI Inflow to Vietnam 1990-2009, US$ Million
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Figure 4.11: FDI Inflows to Vietnam as percentage of GDP
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Figure 4.12: FDI Net Inflow to Vietnam 1990-2009, US$ Million
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Figure 4.13: Share of net FDI inflow to Vietnam as percentage of GDP
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Vietnam assumed its accession to the World Trade Organisation
(WTO) in January 2007, after which the country began a new phase of foreign
direct investment with a dramatic increase since  FDI has seen a dramatic
increase over the past decade. From Figure 4.11, the share of FDI inflow to
GDP has risen considerably from 13 percent in 2005 to 79 percent in 2008.
According to a survey conducted by the Asian Business Council Vietnam
ranked third for investment attraction among Asian nations in the 207-2009
period after China and India (Vietnam Investment Review no. 837).

The trend started to slow down in 2009 due to the global financial
crisis which led multinationals to delay investment plan, investment projects,
scarcity of credits, other regional countries has raised up their competitions
indexes, which could attract more FDI flow and other reasons such as
competitiveness of infrastructure, administration processes. Figures 4.12 and
4.13 also show the net FDI inflows to Vietnam in amount and percentage of
GDP, respectively. Even though the registered FDI suffer a dramatic
reduction compared to a year earlier, the disbursed FDI at around US$10
billion was not significantly different to the prior year. It had been observed

that FDI contributed considerably to the development of the economy.
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Therefore, Vietnam government has continued to encourage foreign investors
to invest in Vietnam. Given the relatively poor infrastructure, the country
strongly needs foreign investment to fund economic growth. As with other
developing countries, Vietnam's FDI policy tries to attract capital, advanced
technology and management skills so as to increase savings and improve the
population’s living standards. In 2010, Southeast Asian countries saw a
significant rebound in FDI inflows in 2010. Similarly to Indonesia, this has
been due to favourable demographic and robust domestic demand. Indonesia
and Vietnam are expected to be the most attractive to foreign investors.

Figure 4.14: Cumulative FDI Inflow (registered capital) to Vietnam, by Top-
Twenty Source Country, 1988-2009, US$ Million
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Figure 4.15: FDI Inflow (registered capital) to Vietnam by Country by Top-
Twenty Source Country, 2009, US$ Million
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Figure 4.16: Cumulative Share of FDI Inflow to Vietnam by Sector, 1988-2009
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Figure 4.17: Share of FDI Inflow to Vietnam by Sector, 200
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As for the sources of FDI to Vietnam during 1988-2009, Thailand has

been among the top-twenty countries investing in Vietnam, constituting 3.19

percent of total FDI inflows (Figures 4.15 and 4.16). Figure 4.17 portrays the

cumulative share of FDI by sector during 1988-2009. Manufacturing

comprises 46 percent of total FDI, while real estate comprises of 23 percent of

total. By 2009, however, the share of manufacturing has reduced to 17

percent. Manufacturing was overtaken by hotels, restaurant and recreations,

and real estates, which made up 40 percent and 34 percent, respectively.
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Chapter V

Theoretical Foundation

V. 1: Background and Practical Issues of Cross-country Corporate
Taxation

Measures to alleviate double taxation in the economic area

When two countries try to impose a domestic corporate income tax on
the same income, “double taxation” occurs. For example, Company X, a
resident of Country A, may be subject to double taxation when it sells
commaodities in Country B and, upon realising profits, both Countries A and B
try to impose tax on the Company X’s income at the same time. This scenario
calls for a formalisation of a ‘treaty’ on inter-jurisdictional taxation rules. In
fact, there had been theoretical principles and methods for inter-jurisdictional
taxation dating back to 1920 when the League of Nations was formed.
However, the tax treaties had never been formed during the inter-war political
transition period. In the League of Nations’ 1928 draft convention, the
“Permanent Establishment (PE)” approach was proposed and, in its 1933
report, favoured the “Separate Accounts Principles” (currently known as the
“Arm’s Length Principle”). These two methods were the bases forming the
groundwork of today’s international tax principles.

The PE approach secures each country’s independent taxation rights on
the incomes of the permanent residence. The description of the Arm’s Length
Principle given by the UK Inland Revenue (Chapter 8) explains as follows:

“This [the arm’s length principle] means that the terms and pricing of
such transactions undertaken in the course of conducting business (such as the
sale and purchase of goods and services) and in the provision of finance (both
borrowing and lending) should be the same if the transactions had been
between completely different parties.”
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A more theoretical approach on the Arm’s Length Principle can be
obtained from (Hirshleifer, 1956, p. 183). This Arm’s Length Principle has
been promoted and developed after the discussions by the Fiscal Committee of
the League of Nations (now the Committee on Fiscal Affairs in the
Organisation for Economic Co-operation and Development (OECD)). An
example of its application can be referred to the widely-spoken Section 482 of
the US Internal Revenue code which provides guidelines on measurement of
the standard arm’s length price.

In general, a country may choose to avoid inter-jurisdictional double
taxation by means of either unilateral relief by domestic law or bilateral relief
by tax treaties. By employing domestic law, a country of taxpayer’s residence
has the following options: (i) allowing for a deduction of foreign taxes in
calculating taxable income, (ii) imposing foreign tax credit and (iii) exempting
foreign income. Of these, most developed economies such as Japan and the
United States adopted foreign tax credit after World War Il on the basis of the
theory of “capital export neutrality of taxation”. The rationale of this theory
indicates that taxation does not affect the decisions by domestic businesses on
whether to invest at home or abroad. In most cases of foreign tax credit in the
unilateral measure, however, the country of residence sets the upper bound as
maximum limit of credit in the foreign tax credit system. Therefore, inter-
jurisdictional double taxation is not necessarily avoided only by relying on the
foreign tax credit. Hence, bilateral or multilateral tax treaties are strongly
required to stimulate the economic activities of the economies in the Asia and
the Pacific economic integration. This necessity is evidenced in various
treaties between most developed nations in their past experiences such as the
US-France tax treaty in 1945, the US-UK tax treaty in 1946 and the US-Japan
tax treaty in 1954,
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Tax avoidance and securing of taxation rights amongst jurisdictions

As business enterprises become more multinational, they have more
incentive to take advantage from the increasingly borderless nature of the
economy. For instance, non-EU companies circumvented a common external
tariff barrier in the European Union. Many Japanese corporations located their
vehicle assembly plants in the US to bypass the Voluntary Export Restraints®
(VERs). Some more interesting stylised facts based on a detailed survey on
the MNESs’ characteristics and motives are reported in Markusen (1995, 1998a,
1998b). Other incentives for multinationals would also be to lessen their tax
burden by transferring income to low tax countries. Some common examples
of the reactions by most developed economies to such multinationals
behaviours have been the employment of Controlled Foreign Corporation
(CFC) taxation, transfer pricing taxation and thin capitalisation.

Based on the perspective of principle of “fair’ corporate taxation, the
CFC taxation system levies domestic companies on their world-wide income
and foreign companies on their domestic-source income. The transfer pricing
taxation system levies tax on the “adjusted difference” between the higher
price that a domestic firm pays to its foreign-based subsidiary in a low-tax
country and the Arm’s Length Price. This way, the system aims to prevent the
transfer of income to low tax countries through transactions between
multinationals units. The last example of the reactions of tax authorities, the
thin capitalisation, denies the deduction for excessive payment of interest by a
local subsidiary to the foreign-owned multinationals’ parent firm located
abroad. It is important to note that the interest on loans is deductible from
taxable income whilst dividends are non-deductible. Hence, there are often
incentives to lower tax burden by increasing interest payments and reducing

dividends by the multinationals.

® A Voluntary Export Restraint (VER) is a restriction imposed by the government, which
limits the amount of good to be exported from a country during a specified period of time.
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V.2: Theoretical Foundation of Corporate Taxation and Economic

Integration

General Framework

Several factors can influence the flows of FDI decision by
multinational enterprises. Major factors can include access to markets, profit
potentials, political and general macroeconomic stability, legal regulatory
framework, labour skills and basic infrastructure. From time to time,
governments may wish to weigh between the objectives of offering a
competitive tax scheme and the desire to collect appropriate share of domestic
tax revenue from the multinational enterprises. Making decision by the
governments became more difficult at the more advanced level of economic
integration. It is, therefore, important to conduct a theoretical and empirical
assessment of different tax schemes within economic integration, like FTA,
and their impacts on the domestic corporate tax revenue. However, not much
analysis had been conducted due to several difficulties. First, it is difficult to
factor in the tax strategy decision of multinational enterprises. Second, in
reality, there is no uniform pattern of business response by the multinationals.
Third, it is difficult to construct a model that simultaneously secures the tax
revenue without imposing excessive business cost on the multinationals.

The theoretical foundation employed in this research is based on a
modification of the general framework of the two widely known theoretical
models of multinationals’ transfer pricing and government regulations in Horst
(1971) and Copithorne (1971). The mechanism of the model will be reviewed
and explained here. The objective of the model is to solve for equilibriums in
three assumed stages. In the first stage, the governments choose tax rates. In
choosing their tax rates, the major aim of the governments in the two countries
is to maximise their tax revenue functions. The tax rates are set to be 0 < ta,

ts, 7a, 8 < 1. In the competitive regime, each country’s government
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maximises its own fiscal revenue function. In the co-operative regime, they
jointly maximise tax revenue which is a combination of the tax revenue
functions in the two countries. In the second stage, the multinationals chooses
its transfer price by maximising its overall profit function. The profits of all
firms in the models are assumed to be non-zero and non-negative. It is
assumed that transfer price is derived from marginal cost and a mark-up value,
m, in all the regimes. It is, then, to be determined how different tax regimes
would affect this mark-up value on the transfer price. In the third stage, the
downstream firms choose the quantity of the intermediate good required by
maximising their profit functions.

The model comprises of three firms, two of which constitute the
multinationals’ internal linkage. Firm 1, the headquarters, is located in
country A, the home country. Firms 2 and 3 are situated in host country B.
Both countries are members of a free trade area (FTA) and, hence, no tariffs
within the area are levied. Firm 2 is a part of the multinationals whereas firm
3 is a local firm in the host country. The internal and external trades amongst
the firms in the model are patterned as downward vertical integration. It is
assumed that firms 2 and 3 are symmetric and are oligopolistic buyers of input

X produced by firm 1 and produce the final output, Y, where Y, = f.(x)

represents the production of output Y; from input x;, where f,” > 0 and f3” > 0.
Firm 1 sells the intermediate good x to firms 2 and 3 at a transfer price denoted
by €. This differs from Eden’s (1985) model in that firm 3 does not belong to
the multinationals nor sell its final output to firm 2, which resides in the same
country. The transfer price of good x is observed by the government in
country B. The inclusion of firm 3 is also an added feature to Elitzur and
Mintz’s (1996) model in which a “fictitious” transfer price is employed. This
ensures, to a higher degree, that transfer price is closer to the idealised arm’s-
length standard in the open market as applying the same transfer price to firms
2 and 3 makes it easier for the host country’s government to observe. Despite

this, it is to note that in reality, it is still possible that the multinationals give a
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false report to the tax authorities by keeping two accounting books and this
would lead to further complexities in the analysis. Thus, the model assumes
that the governments have complete knowledge of the multinationals’
accounting book. This pattern portrays an oligopolistic market structure of an
industry comprising of a local firm (firm 3), possibly a public enterprise, and a
foreign firm (firm 2). In order to protect its own industry, the host country
government may impose a restriction on the multinationals that the price of the
intermediate goods sold to its subsidiary must equal the price sold to the local
firm. Again, this is effective as the model assumes that the governments have
complete knowledge of all the firms” account balance.

Throughout the model, the following symbols are employed: IT = total
profit of the multinationals, 7 = firm i’s profit, Y; = final output of firm i, x; =
quantity of intermediate good required by firm i, P = price of good Y, 6=
transfer price of good X, ¢ = cost of producing a unit of x and t; = corporate

tax rate in country j, wherei =1, 2, 3;and j = A, B.

Optimisation of Firm

There are different levels of taxation in countries A and B. Subject to
corporate taxes, the profit functions of firms 1 in home country, and firms 2
and 3 in the host countries B are shown in (1), (2) and (3).

= (1-1,)(0—-c)[x,(0) + x,(0)] (1)
7y = (L—t5)[P(f,(%;) + F5(%;)) F,(%,) — 6K, ] 2)
Ty = (1_tB)[P(f2 (Xz) + f3(X3))f3(X3) _@(3] (3)

Maximising (2) and (3) with respect to x, and X3, respectively, the optimal x;
and x3 can be obtained from the first order conditions in (4) and (5).
X,* =%, (6%) (4)

X* = %,(0%) (5)
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Thus, with corporate taxation in the host country, the quantity of intermediate
goods required in the downstream firms remain unaffected by tg. X, and X3

are dependent on the value of 6.

The multinationals’ profit function is shown in (6).

IT=(1-1,)(0 - 0)[%,(0) + X, (O) ]+ Ltz )[P(,(x,) + F,(%,))f,(x,) —6%,]  (6)

In this case, the home country, country A, employs a tax system in which the
foreign tax paid by the subsidiary abroad is not subject to further tax in the
home country. This is the case of tax exemption, but no country enters into
such agreement. In most cases, if there is double taxation, countries enter into
a double tax agreement (DTA) and mostly assume ordinary tax credit. By
differentiating (6) with respect to 6, through simplification and using Envelope
Theorem, the first order condition is given in (7).

dI1

99 (L=t)[%, + X, + (=) (%, +X) ]+ L=t)[P f3' %" T,(%,) =%, ]=0  (7)

From (7), the optimal transfer price is solved in (8).
fd=c+m (8)

where the mark-up on cost, m, is

e At A . (9)

(X, "+%3)

) gy fz(Xz)]”ZE_:B _1})(3

From (8), the effect on transfer price with respect to the change in the
tax rates in country A and country B are shown in (10) and (11), respectively.

40 _ (A-t5) (%, —P %" (X))
th - (:I-_tA)2 (X2I+X3I)

(10)

and
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df _ (6 =P f'%'f,(4)) _ -(A-t,) do

av (11)
dtB (1_tA)(X2l+X3') (1_t3) th

It can be observed from these two equations that the relative tax rates
in countries A and B influence transfer price in negative correlation manner.
The generality of these solutions is that the effect of the tax rates on transfer
price would depend, first on how the two governments would determine tax
rates relative to each other and second, the nature of the demand and
production functions of the downstream firms. The theoretical exercise in this
paper aims at providing a generalised outcome and, hence, do not specify any

of these functions.

Government Decisions in Competitive Tax Regime
The tax revenue in the home country A is represented by equation (12).
T,=t,(0-C)(X, +X;)
(12)

T, =t,(0(t,,t5) — )X, (O(t,, )+ %, (O(t,, t))]

By maximising tax revenue equation in (12) with respect to ta, the first order

condition is expressed in (13).

dT,
dt,

= (0—C) (K + %) + Byl (%, + X))+, (O—C)(%,' Oy +%'0,) =0 (13)

Solving (13) gives the optimal tax rate in country A as expressed in (14).

— (‘9 — C)(Xz + X3)

Op[X, + X + (0 = C) (X, +X;")] (4

t,=

The tax revenue in country B is expressed in (15).

TB :tB[P(( fz(xz)+ f3(X3))f2(X2)—@(2 + P(( fz(xz)+ f3(X3))f3(X3)—@(3] (15)
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Through maximisation of (15) with respect to tg, and simplification, the first

order condition is obtained in (16).

dT,
dtB = sz (Xz) + Pfs(xs) —6’(X2 + Xa)
B
+tB [P' fslxslgtB fz(xz) _‘9th2 +P f2|X2'€tB f3(X3) _etBX(i]: 0
tB — 0(X2 + X3) B sz (Xz) B Pf3(X3) (17)

0[P 5%, T,(%,) = X, + P £,"%," (%) — X, ]

Government Decisions in Co-operative Tax Regime

When Countries A and B in a free trade area agree on a tax treaty and
operate a co-operative (harmonised) tax regime, the values of ta and tg that
maximise the sum of the two countries’ tax revenue, T and Tg, are solved for.

Both countries jointly maximise a common tax revenue equation in (18).

T=T,+T,
T =t,(0-c)(x, +X3) +tB[P(f2(X2)+ f3(X3))f2 (Xp) — 6%, + P(fz(xz)"' f3(X3))f3(X3)—@(3]

(18)

Maximising equation (18) with respect to ta solves for the first order condition
in (19).
ar ﬂ 0Ty

dt, ot, ot

where JT ala is solved in (13) and,

ot P P
o OutalP T £, 06) = + P 1" () =] > 0 (20)

A

Proof of ﬂB/O’tA >0 If [P’f3’X3’f2(X2)-X2+P’f2’Xz’fg(X3)-X3] < 0, then Op <0 in (10)
Congruently, if [P,f3’X3’fz(Xz)'Xz"'P,fz,Xz’f3(X3)-X3] > 0, then O >0 in (10)

As for country B, maximising equation (18) with respect to tg solves for the

first order condition in (21).
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dt, ot, ot,

dT _9Ts  ITs (21)

where JTg/Ag is solved in (16), and

%:QBtA[XZ + %, + (8 —C)(X,'+%;)]> 0. (22)

B
Proof of JTa/dg > 0: Referring to equation (8) and by substitution, if (x, — P’f3’X3’f,(x,)) >
0, then O >0 in (11) If (Xz - P’fg’Xg’fz(Xz)) <0, then O <0 in (11)

From (20), since JTg/da > 0, it follows that JTa/da < 0 so that the
first order partial derivative of T with respect to ta, JT/&a = 0 for co-operative
tax revenue maximisation.  Congruently, from (22), since JTalig > O, it
follows that JTg/Ag < 0 so that JT/Ag = 0.

The second-order cross derivatives with respect to ta and tg are then examined
in (23) and (24), respectively.
0T,

—A =0 [%, + X + (0 =) (X, +%;") + 2t, 0, (%, "+X,)] > 0. (23)
a‘tBatA

Proof of FTaldgdta > 0: If B > 0, then the term in the bracket is positive based on earlier
proofs in (22). If 6 <0, then the term in the bracket is negative.

Under the assumption that the multiplier effect of transfer price and
corresponding production decision of one firm on the other firm’s production
decision must be greater than unity, (24) must also be true. This is reasonable
an assumption under the model’s setting, given the evidence of the competing

downstream firms shown in equation (8).

0%,

atAé’tB =HtA[P' 1:3')(3I fz(xz)_x2 +P fZ‘XZ' f3(X3)_X3

+ 0.t [%, (P £, %, f,=1)+ x,'(P' £,'x," f,~1)]|> 0 (24)
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From (23) and (24), it can be observed that FTa/dacts and FTal/dksta are
greater than zero in the model.
According to Young’s (or Schwarz’s) Theorem,
0T, _ 0T, 0Ty _ 07T,
otot,  otgot, ot.ot, ot,ot,

for continuous variables (Berck and

Sydsaeter, 1991). Hence, this implies (25).

2 2
i—;&,% 50 (25)

The first-order partial derivatives of the tax revenue in each country
with respect to its own tax rate are negative, JTa/da < 0, and JTg/Ag < 0.
This implies that increasing the tax rate from the point of the co-operative tax
rate would lower the tax revenue. The condition in (25) indicates that the
cross (or mixed) partial derivatives for both To and Tg, are positive.
Considering the influence of the reaction functions of both countries, the tax
rates in the co-operative regime lie between the individual country’s optimised
competitive tax level and the downward sloping end of the its revenue curve.
Thus, when considering cross-country joint tax revenue of the two countries,
(23) and (24) (25) suggest that the competitive tax rates in countries A and B
are relatively low and can still be raised to the co-operative tax regime level
for higher revenue.

When the two countries jointly optimise a common revenue function, it
is found that the resulting tax rates in both countries are above the competitive
regime level. The result is congruent with the models with different settings in
Wildasin (1986), Mieszkowski and Zodrow (1989) and Bloch and Lefbvre
(1999). This implies that the equilibrium competitive tax rates are relatively
low and can be raised to contribute to higher tax revenue. The effect of
corporate tax regime on the transfer price would depend on the solution

obtained from the reaction functions of the two countries’ tax revenue
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maximisation. This would depend on the relative tax rates of the two
countries and the demand and production functions of the two downstream
firms. Due to the generality of the analysis, it is only possible to indicate the
signs of the variables. However, the results clearly show in (11) that the tax

rates in the two countries affect the transfer price in the opposite directions.
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Chapter VI
Effective Tax Rates and Foreign Direct Investment Quantity & Quality

VI.1: Data and Description of the Methods

The standard view on cross-country capital movement, according to
Becker et al (2010), implies that “high-tax countries have lower equilibrium
stocks of FDI (quantity effect), but the marginal unit of investment contributes
more to tax revenue (quality effect) than in low-tax countries because of the
higher marginal return and larger tax rates.” At the margin, it can further infer
that high-tax countries are expected to receive higher-quality investment than
low-tax countries. Currently, the statutory corporate tax rates in Thailand and
Vietnam are 30 percent and 28 percent, respectively. Nevertheless, in order to
recognise the magnitude of the realised tax expenses of the firms, it is
necessary to employ the effective tax rates using real data.

This chapter solves for the effective tax rates (ETRs) of the firms and
consider their effects on the quantity and quality of FDI movement. The ETRS
are calculated from the available financial statement of the firms in the Stock
Exchange of Thailand (SET) and the Hochiminh Stock Exchange (HOSE) of
Vietnam. The SET has been opened in 1975 as the Securities Exchange of
Thailand under legislation passed in 1974, its later name changed to the Stock
Exchange of Thailand in 1991. HOSE was originally Ho Chi Minh City
Securities Trading Center and later transformed into Hochiminh Stock
Exchange on 8 August 2007. According to Rochananonda (2006),
approximately 60 percent of the corporate income comes from companies
listed in the SET. For the case of Vietnam, the financial statement of firms in
the stock exchange has a more universal format across the board, making it
more accurate for the analysis. Previous analysis for Thailand by Rochanonda
solved for the ETRs during 2001-2004 using a relatively similar approach.
This paper continues the analysis for the period 2005-2008 but includes a
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broader cross-country data set and extends further on to a more comprehensive
panel regression analysis in Chapter VII.

The ETRs are calculated from 240 companies listed in the Stock
Exchange of Thailand (SET) during 2005- 2008. To maintain the consistency
of the data, these exclude firms which are listed in the Market for Alternative
Investment (MAI) and financial intermediation. For the case of Vietnam, the
ETRs are calculated from 121 companies during the same period. The ETRS
are calculated from the firm’s corporate income tax expenses out of the profit.
This figure also reflects the outcome of the multinational firms’ decisions in
allocating their resources across jurisdictions. The analysis then considers the
relationship between the solved ETRs with FDI inflows in terms of the amount
and the profit level and their contribution to corporate tax revenue among all

the companies considered.

V1.2: Estimation Results and Implications

The calculated average ETRs by sector categories and their rates of
change during 2005-2008 for Thailand and Vietnam are shown in Table 6.1.
The average ETRs of all the sectors are 17.09 percent and 15.09 percent for
Thailand and Vietnam, respectively. The calculated rates for Thailand during
this period is close to Rochananonda’s (2006) calculation in the period 2002-
2004 except for some variation of the rates across sectors. Generally, it is
evident that many tax incentives have been introduced to corporations in
Thailand and Vietnam. However, these incentives are unevenly distributed
across industries. It can be observed that both the Thai government and the
Vietnamese government focus the tax incentives on the export-oriented
sectors, particularly the capital-intensive industries whose rates are 15.03
percent and 12.80 percent, respectively. Also for both countries, the ETRS in

the domestic specific sectors are 18.95 and 17.92 percent, respectively, the
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highest rates of all the sectors. Overall, both countries experience a positive

average change in ETRs in all sectors during the period (Figures 6.1 and 6.2).

Table 6.1: Average ETRs and Average Change in ETRs by Category Sector,
Thailand and Vietnam, 2005-2008

Average ETR ETR, Average
Sectors - - - Changf_a

Thailand | Vietnam | Thailand | Vietnam
Domestic Specific Sectors 18.95% | 17.92% 3.10% 6.24%
Labour-intensive Export- 16.66% | 14.15% 0.07% 8.83%
oriented Sectors
Capital-intensive Export- 15.03% | 12.80% 3.99% 3.46%
oriented Sectors
All Sectors Average 17.09% | 15.09% 2.27% 3.20%

Source: Author’s calculation based on financial statements of firms in SET and
HOSE

Figure 6.1: ETRs by Sector in Thailand, 2005-2008
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Figure 6.2: ETRs by Sector in Vietnam, 2005-2008
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Figure 6.3: Average Changes in ETRs and FDI Inflow to Thailand by Sector,
2005-2008
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Figure 6.4: Rate of Change of FDI Inflow in Domestic-Oriented Sectors in

Thailand, 2005-2008

500.00%
446.37%

400.00%
300.00%

200.00% 171.76%

100.00% -
’ 53,01

-0.34.
||

-31.35% -24.60%

0.00%

-100.00% -
2005

208.46%

135.38

2006
= Trade = Construction and materials ® Mining & quarrying = Services = Real estate

84.12%
67.14%
3.89% 12.59%
| ]
= e — —— .
-13.34% 12289 -20.30%
—_— _ 0, —
C— 394N oo
2007 2008

Source: Author’s calculation based on data from Bank of Thailand

Figure 6.5: Rate of Change of FDI Inflow in Export-Oriented Sectors in

Thailand, 2005-2008
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Table 6.2: Average ETRs, Average Profit and Average Tax Contribution
by Sector in Thailand, 2005-2008

Average | ETR, Average Average Average Tax
Sector ETR Change Profit | Contribution
Domestic-Specific 18.95% 3.10% 13.40% 15.25%
Sectors
Trade 21.52% 5.08% 2.34% 12.53%
Construction & 15.69% 8.90% 7.64% 1.05%
materials
Services 20.97% 1.29% 20.49% 37.29%
real estate 17.61% -0.47% 23.11% 10.12%
Labour-intensive 16.66% 0.07% 9.97% 1.20%
Export-oriented Sectors
Food & sugar 14.04% -5.10% 5.86% 1.38%
Textiles 17.57% -1.52% 11.82% 1.63%
Metal & non metallic 18.38% 6.83% 12.23% 0.61%
Capital-intensive 15.03% 3.99% 11.00% 4.01%
Export-oriented Sectors
Electrical appliances 9.58% -5.25% 8.14% 0.84%
Machinery & transport 16.80% -7.23% 8.17% 1.98%
equipments
Chemical and 18.72% 20.49% 16.68% 9.23%
petroleum products
All Sectors Average 17.09% 2.27% 11.65% 7.66%

Source: Author’s calculation based on data from SET, Bank of Thailand and Revenue
Department

Figures 6.3-6.5 show the rate of changes of FDI inflow by sector to
Thailand during 2005-2008. Table 6.2 shows the sector average ETRs, profit
and fiscal revenue contribution in Thailand. The FDI inflow in real estate
shifted sharply during 2004-2005 and began to decline sharply later on during
the period of analysis. Trade, another domestic-specific sector, experienced
increase in FDI but on average has negative change in profit and tax
contribution. Construction and materials has relatively the lowest ETR among
the domestic-specific sectors. This sector experience positive FDI change.

Overall, the domestic-specific sectors contributed highest share to the fiscal
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revenue, despite higher ETRs. For the export-oriented sectors, textiles,
electrical appliances, chemical and petroleum products are recovering in FDI
inflows. Only services and food and sugar sectors experience annual positive
change of FDI throughout the period. FDI inflow in machinery and transport
equipment increase and decline slightly in 2008. It can be observed that
electrical appliances experience the lowest rate of ETR but received the lowest
profit rate among capital-intensive sectors and contributed lowest to the fiscal
revenue. On the other hand, domestic-specific sector such as services
experience highest ETRs, but also contributed higher profit rate and
contributed more on fiscal revenue.

Table 6.3 shows the sector average ETRs, profit and fiscal revenue
contribution in Vietnam. Figure 6.6 shows the average rate of change in FDI
inflow to Vietnam during 1998-2009. Similar to the case of Thailand, the
domestic-specific sectors contributed highest share to the fiscal revenue,
despite higher ETR. For the export-oriented sectors, chemicals and
pharmaceutical, and electrical appliances experience lowest ETRs among all
the sectors. Electrical appliances and transportation experience negative
change in ETRs rates. However, unlike the case of Thailand, these two sectors
yield high profit rates. This is probably it is at the beginning stage of market
exploration as FDI inflow began to increase significantly during 2005 (Figure
4.10). FDI inflow rate of change in domestic-oriented sectors such as trade,
hotel and restaurants and recreation are seen to have a dominant increase

during the period.
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Table 6.3: Average ETRs, Average Profit and Average Tax Contribution
by Sector in Vietnam, 2005-2008

Average ETR, Average | Average Average Tax
Sector ETR Change Profit Contribution
Domestic-Specific 17.92% 6.24% 16.57% 9.79%
Sectors
Construction 16.44% 4.28% 20.65% 11.48%
Mining & Quarrying 15.44% 4.03% 19.55% 2.77%
Real Estate 17.22% 5.95% 25.63% 20.86%
Services 24.91% 7.66% 10.25% 3.89%
Telecommunication 15.61% 85.84% 6.79% 9.98%
Labour-intensive Export- 14.15% 8.83% 10.97% 3.13%
oriented Sectors
Fishery 10.27% 10.77% 7.30% 3.90%
Food & Sugar 12.62% 7.33% 17.76% 4.00%
Forestry 14.20% 30.57% 10.91% 0.42%
Labour-intensive 19.53% 1.21% 7.93% 4.19%
Manufacturing
Capital-intensive Export- 12.80% 3.46% 17.44% 7.71%
oriented Sectors
Chemicals & 9.55% 60.32% 18.93% 7.88%
Pharmaceuticals
Electrical Appliances 10.19% -10.29% 28.21% 2.24%
Manufacturing 17.26% 0.25% 12.99% 15.62%
Petroleum 14.21% 14.48% 9.62% 10.91%
Transportation 13.77% -17.77% 8.88% 1.88%
All Sectors Average 15.09% 3.20% 14.67% 7.14%

Source: Author’s calculation based on data from HOSE, General Statistics Office of
Vietnam and Ministry of Finance
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Figure 6.6: Average Rate of Change FDI Inflow in Vietnam, 1998-2009
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Figure 6.7: Scatter Plot of Sector ETR and Profit in Thailand and
Vietnam, 2005-2008
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Figure 6.8: Scatter Plot of Sector ETR and Fiscal Revenue Contribution in
Thailand and Vietnam, 2005-2008
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Figures 6.7 and 6.8 show the scatter plots of the sector average ETR,
profit levels and fiscal revenue contribution in Thailand and Vietnam during
2005-2008. As expected, the ETR is generally negatively correlated to the
profit rate and positively correlated to fiscal revenue contribution. However, it
is more positively correlated to the fiscal revenue contribution. Both
governments place more focus on export-oriented sectors, particularly the
capital-intensive sectors such as electrical appliances and machinery.
Therefore, most capital-intensive industries relies more on tax incentives, for
example, they prefers to depreciate assets due to their possession of fixed
asset. On the contrary, tax incentives on domestic-specific sector might not be
the key factor on investment decisions. The location-specific advantage and
legal regulations, for example, seems more influential. For both countries, it
can be observed that tax incentives do not have a crucial impact on investment
decisions in the domestic-specific sector. This means that the domestic market
and the location seem to be a crucial factor on investment decisions in this

sector. It is observed that during the same period, the average profit of most
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sectors in Vietnam remain high compared to Thailand. Currently, Vietnam
seems to have very high prospects to attracting more FDI as it is the beginning
and, unlike Thailand, the market for FDI remain unsaturated. However, the
same that Thailand experienced during the early 1990s, the use of investment
promotion policies such as tax incentives or other privilege is usually effective
in the short-run, but unsustainable in the long run. Other developing and
emerging countries can compete lowering their tax rates and provide
investment promotion incentives. This could turn out to be a zero-sum game
competition. The more important condition is that of the economic structure,
accommodating infrastructure, human resource, return to R&D Investment, a
more stable political condition, improvement in protective intellectual rights,
and other legal framework.
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Chapter VII
Panel Data Analysis on Effective Tax Rate, FDI

and Tax Revenue Contribution

VI1. Data and Description of the Methods

The application empirically investigates Thailand’s corporate effective
corporate tax rates (ETRs) calculated from publicly available financial
information of 240 companies listed in the Stock Exchange of Thailand (SET)
during 2005- 2008 and their contribution to the country’s corporate tax
revenue as conducted in Chapter VI. These exclude firms which are financial
institutions, firms under rehabilitation and firms that are listed in the Market
for Alternative Investment (MAI). According to Rochananonda (2006), most
of the corporation incomes, approximately 60%, are from companies listed in
the SET. The ETRs are calculated from the firm’s corporate income tax
expenses out of the profit. This figure also reflects the outcome of the
multinational firms’ decisions in allocating their resources across jurisdictions.
The calculated average ETRs and their rates of change in Thailand and
Vietnam during 2005-2008 have been illustrated in Table 6.1.

Table 6.1 shows that, while the national statutory tax rates on
corporation is 30 percent and 28 percent, respectively, the average ETRs are
approximately 17 percent and 15 percent, respectively. This portrays that
corporations have received various tax-related incentives introduced by the
authorities of both countries. However, these incentives are not evenly
distributed across different sectors as the ETRs vary from 10 percent to 25
percent in the two countries. Since the Thai and Vietnamese governments
place their focus on export-oriented sector, particularly the capital-intensive
sectors such as electrical appliances, and machinery, it can be observed that
the ETRs in these two sectors had significantly reduced on average during
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2005-2008. Most capital-intensive industries relies more on tax incentives, for
example, they prefer to depreciate assets due to their possession of fixed
assets. On the contrary, tax incentives on the domestic-specific sector might
not be the key factor on investment decisions. The location-specific
advantage, for example seems more influential. The average ETRs of firms
which are domestic-specific sectors in both countries are about 18-19 percent,
which is higher than that of the export-oriented sector.

In investigating how tax rates in each sector contribute to the fiscal
revenue in Thailand and Vietnam, panel estimation is applied. This allows for
more degrees of freedom. Moreover, the omitted variable bias can be
controlled and the problem of multi-colinearity can be reduced. According to
Hsiao (2003), this improves the accuracy of parameter estimates. The
calculated results of the 240 companies in Thailand and 121 companies in
Hochiminh Stock Exchange are averaged and then grouped into sectors. The
estimated function involves the following variables: corporate tax revenue
contribution (CT) of each sector as a dependent variable on foreign direct
investment (FDI) inflows, effective tax rate (ETR) and profit (PROF) by
sector.

The firms’ data in the financial reports are obtained from SET Smart
Database and HOSE electronic database, the data on FDI is obtained from the
Bank of Thailand’s electronic database and General Statistics Office of
Vietnam, and the corporate tax revenue is obtained from the Revenue
Department of Thailand and the General Statistics Office of Vietnam. The
dummy variable indicates whether the source of FDI is from an ASEAN
country. The function is treated as log-linear which has an interpretation as
elasticities. The estimation results and the tests for joint significance and
serial correlation for Thailand’s data are shown in Table 7.1. The estimation
results using data from Thailand and Vietnam are shown in Table 7.2.
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VI1.2: Estimation Results and Implications

Table 7.1: Estimation Results for OLS Panel Data Regression using Thailand

Data
Dependent variable: LCT

Variable Coefficient Estimates Standard Error t-value
LETR 1.0382 0.3721 2.79**
LFDI -0.2034 0.1840 -1.11
LPROF 0.2550 0.0380 6.71%**
DUM 0.1210 0.0637 1.90*
CONS -1.4525 0.5088 -2.85

Wald (joint): Chi*2 = 8070 [0.000] **
Wald (dummy): Chi”2 = 8.150 [0.004] **
AR (1) test: N (0,1) = -1.440 [0.150]

AR (2) test: N (0,1) = -4.349 [0.664]

***x ** and * indicate significance at p<0.001, p<0.05, and p<0.1, respectively.

Table 7.2: Estimation Results for OLS Panel Data Regression using Thailand

and Vietnam Data
Dependent variable: LCT

Variable Coefficient Estimates Standard Error t-value
LETR 0.6807 0.2358 2.89**
LFDI -0.1251 0.2390 -0.18
LPROF 0.2036 0.0753 2.70**
DUM 0.0076 0.1222 0.06
CONS 0.0587 0.4035 0.14

Wald (joint): Chi~2 = 307.3 [0.000] **
Wald (dummy): Chi*2 = 0.021 [0.884]
AR (1) test: N (0,1) = -1.240 [0.215]
AR (2) test: N (0,1) = -1.008 [0.313]

*** ** and * indicate significance at p<0.001, p<0.05, and p<0.1, respectively.

The coefficients for tax and profit elasticities show positive sign and are

significant at the confidence interval of 99 percent and 95 percent,

respectively.  FDI, on the other hand, is insignificant to tax revenue
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contribution. In these equations, show that when ETR increase by 1 percent,
there will be reduction of 0.15-0.20 percent of FDI. This is in line with most
studies finding that as ETR increases by 1 percent this decreases FDI in the
range of O percent to 5 percent. This variation partly reflects differences
between the industries and countries being examined, or the time periods
concerned (OECD, 2008).

For the regression in Table 7.1, the dummy variable indicates that
investments that are ASEAN sources contribute significantly to the fiscal
revenue in Thailand. This further emphasises the significance of the fiscal
influence of the member countries” government behaviour and firms’ strategic
planning within economic integration. However, when Vietnam data is
considered, the dummy becomes insignificant. This is also reflected in the
Wald test for joint significance. It may be that ASEAN firms were still at their
earlier stages of investment during the period.

The panel regression across industries in Thailand and Vietnam
suggests 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 tax revenue. That is, the regression suggests that a 1 percent
increase in ETRs would increase the sectors’ tax revenue contribution by
approximately 1.04 percent for Thailand’s data and 0.68 percent when
combining the data from Thailand and Vietnam. Interestingly, the calculated
effective tax rate has gradually increased over the last few years, the average
ETRs across sectors in Thailand were 17.07 percent in 2005, 16.25 percent in
2006, 16.85 percent in 2007 and 18.18 percent in 2008. In Vietnam, the rates
were 14.97 percent in 2005, 13.51 percent in 2006, 15.67 percent in 2007 and
16.20 percent in 2008. There had been base-broadening measures by the
government which vary quite significantly across industries.

The results show that as cross-national non-tax barriers are removed
and with a more intense degree of economic integration and co-operation,

corporate taxes across countries tend to matter more for location decision. For
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countries with similar proximity and domestic market size, multinational
enterprises and governments tend to take differential taxes in their decision
making in terms of investment and tax policies. However, from the results in
Chapter VI, it should be noted that economic structure, accommodating
infrastructure, human resource, return to R&D Investment, a more stable
political condition, improvement in protective intellectual rights, and other
legal framework are a more important conditions in the long-run. These
conditions cannot be simply compensated by low tax and investment

incentives holidays alone.
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Chapter VIII

Conclusion and Implications

VI111.1: Conclusion

The effective tax rates (ETRs) of the firms in Thailand and Vietnam
and their effects on the quantity and quality of FDI movement are calculated
and analysed. In the first part of the analysis in Chapter VI, the ETRs are
calculated from the available financial statement of 240 firms in the Stock
Exchange of Thailand (SET) and 121 firms in the Hochiminh Stock Exchange
(HOSE) of Vietnam during 2005-2008. Previous analysis for Thailand by
Rochanonda (2006) solved for the ETRs during 2001-2004 using a relatively
similar approach. This research continues the analysis for the period 2005-
2008 but includes a broader cross-country data set and extends further on to a
more comprehensive panel regression analysis in Chapter VII.  The ETRs are
calculated from the firm’s corporate income tax expenses out of the profit.
This figure also reflects the outcome of the multinational firms’ decisions in
allocating their resources across jurisdictions.

While the national statutory tax rates on corporation is 30 percent and
28 percent, respectively, the average ETRs are approximately 17 percent and
15 percent, respectively. This portrays that corporations have received various
tax-related incentives introduced by the authorities of both countries.
However, these incentives are not evenly distributed across different sectors as
the ETRs vary from 10 percent to 25 percent in the two countries. Since the
Thai and Vietnamese governments place their focus on export-oriented sector,
particularly the capital-intensive sectors such as electrical appliances, and
machinery, it can be observed that the ETRs in these two sectors had
significantly reduced on average during 2005-2008. Most capital-intensive
industries relies more on tax incentives, for example, they prefer to depreciate

assets due to their possession of fixed assets. On the contrary, tax incentives
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on the domestic-specific sector might not be the key factor on investment
decisions.  The location-specific advantage, for example seems more
influential. The average ETRs of firms which are domestic-specific sectors in
both countries are about 18-19 percent, which is higher than that of the export-
oriented sector.

Both governments place more focus on export-oriented sector,
particularly the capital-intensive sectors such as electrical appliances and
machinery. For both countries, it can be observed that tax incentives do not
have a crucial impact on investment decisions in the domestic-specific sector.
This means that the domestic market and the location seem to be a crucial
factor on investment decisions in this sector. It is observed that during the
same period, the average profit of most sectors in Vietnam remain high
compared to Thailand. Currently, Vietnam seems to have very high prospects
to attracting more FDI as it is the beginning and, unlike Thailand, the market
for FDI remains unsaturated. However, the same that Thailand experienced
during the early 1990s, the use of investment promotion policies such as tax
incentives or other privilege is usually effective in the short-run, but
unsustainable in the long run. Other developing and emerging countries can
compete lowering their tax rates and provide investment promotion incentives.
This could turn out to be a zero-sum game competition.

The panel regression across industries in Thailand and Vietnam
suggests 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 tax revenue. That is, the regression suggests that a 1 percent
increase in ETRs would increase the sectors’ tax revenue contribution by
approximately 1.04 percent for Thailand’s data and 0.68 percent when
combining the data from Thailand and Vietnam. Interestingly, the calculated
effective tax rate has gradually increased over the last few years, the average
ETRs across sectors in Thailand were 17.07 percent in 2005, 16.25 percent in
2006, 16.85 percent in 2007 and 18.18 percent in 2008. In Vietnam, the rates
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were 14.97 percent in 2005, 13.51 percent in 2006, 15.67 percent in 2007 and
16.20 percent in 2008. There had been base-broadening measures by the
government which vary quite significantly across industries.

Overall, the results show that as cross-national non-tax barriers are
removed and with a more intense degree of economic integration and co-
operation, corporate taxes across countries tend to matter more for location
decision. For countries with similar proximity and domestic market size,
multinational enterprises and governments tend to take differential taxes in
their decision making in terms of investment and tax policies. However, it
should be noted that economic structure, accommodating infrastructure,
human resource, returns to research and development investment, a more
stable political condition, improvement in protective intellectual rights, and
other legal framework are a more important conditions in the long-run. These
conditions cannot be compensated by simply lowering taxes and providing

investment privileges alone.

VI11.2: Prospects on Regional Tax System Synchronisation in AFTA

As cross-border transactions by business enterprises become complex
and sophisticated along with fierce tax competition between jurisdictions,
traditional efforts to secure or allocate taxation rights by means of domestic
law or tax treaty may no longer suffice. A more integrated procedure must,
therefore, be considered. One ideal possibility for countries in the region to
pursue is switching from independent taxation to unitary taxation. The unitary
taxation system levies tax on world-wide income and, through simplified
administration and formula, distribute the revenue amongst the member
countries. Another possibility is the harmonisation of taxation system can be
done through levelling off corporate and income taxation in countries within
the region. This system would prevent incentives to transfer income from

high tax countries to low tax countries.
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This research reflects only some areas on the part of inter-jurisdictional
corporate and income taxation. The other part of the story not discussed in
this article relates to inter-jurisdictional consumption taxation, namely ad
valorem (eg., the value-added tax) and specific or lump-sum taxes. This
relates to the principles in international taxation on consumption, comprising
of “destination principle” and “origin principle”. A detailed and theoretical
study can be found in Lockwood (2000), Lockwood, de Meza and Myles
(19944, 1994b) and Lopez-Garcia (1996). In short, the destination tax system
does not levy taxes on exported goods; whereby the origin tax system levies
taxes on goods whether they are exported or domestically consumed. In the
European Union, where harmonisation of tax system has been reached to some
extent, there is a high potential to switch to the origin principle (Keen, 1989,
1993, Lockwood, de Meza and Myles, 1995). However, in the case of Asia
and the Pacific, it may require more comprehensive studies of the
consequences along the long integration process.

At present, it can be observed that countries in the region are in
varying stages of development. The diversity of tax systems and the
increasingly tensed economic integration in the region not only bring about the
possibility of double taxation but also double exemption. To cope with this
complexity and sophistication, more co-operation in the area of administration
between tax authorities have become increasingly important. In Asia and the
Pacific, the priority that calls for urgent attention must be on enhancing the
calibre of the staff of the authority and reducing the gap between tax
administration systems of each country before promoting co-operation
between inter-jurisdictional tax authorities. Amongst countries in Asia, Japan
has been rather advanced in taking steps in this matter. For instance, the
country had supported institutions such as the National Tax Agency (NTA) of
Japan, the National Tax College and Japan International Cooperation Agency
(JICA) to train tax officials from developing countries, thereby contributing to

the improvement in tax administration.
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The last point that needs to be remarked concerns the prospects of
unitary taxation and tax harmonisation in the region. For unitary tax system to
function smoothly, an agreement on accounting method and allocation
principle amongst the member economies must be unanimously reached. This
difficult process would require a long transitional period as the new system is
completely different from the existing Arm’s Length Principle. Business
enterprise  would definitely change their behaviour and the overall
consequences remain to be seen. As for the path to pursue harmonisation of
taxation, even the EU, with relatively more homogeneous and integrated
member economies, has encountered so much difficulty. Needless to say, it
will be a drastic process for countries of so much diversity in Asia and Pacific
region to experience. Moreover, the issue is subject to strong political
debates. The countries required to reduce their tax will oppose to the
harmonisation. Furthermore, the taxpayers of the countries required to raise
tax will exert political pressure against harmonisation. Therefore, the situation
suggests that the initial step toward complete harmonisation might be to start
from developing bilateral tax treaties into multilateral ones as well as

developing the personnel in the authorities responsible for tax issues.

VI111.3: Further Research Implications

The current research on the prospects of tax treaties within economic
integration offers a preliminary insight for potential cross-country tax
consideration for AFTA in the next few years. There remain several research
possibilities to be explored, some of which will be mentioned here. First, by
the next few years, when the effects of economic integration become more
fully realised, the analysis should extend to include more countries and longer
time period. Second, while most studies place their major focuses on
corporate income taxes as tariff barriers and non-tariff barriers within free

trade areas are removed, other taxes and their importance must also be
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recognised. For example, energy taxes, payroll taxes and non-profit-related
activities taxes are receiving increasing interests among investors and policy
makers which may eventually create possible loopholes. Third, there had been
much discussion about taxing FDI inflows and very little over FDI outflows
and the comparison of the tax burden with FDI inflows and other domestic

investment.
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Salient Issues of Inter-jurisdictional Taxation in the Asia Pacific Economic Integration

Dr. Euamporn Phijaisanit

Introduction

In 2003, Thailand hosted the Asia Pacific Economic Co-operation (APEC)
Ministerial Meeting. As a matter of background. APEC comprises of 21 economic
jurisdictions, namely Australia, Brunei Darussalam, Canada. Chile, People’s Republic of
China, Hong Kong China. Indonesia. Japan. Korea, Malaysia. Mexico, New Zealand.
Papua New Guinea, Peru. Philippines. Russia. Singapore, Chinese Taipei. Thailand.
United States and Vietnam. The APEC population i1s over 2.5 billion people. The
combined GDP of all the jurisdictions accounts for 19 trillion US dollars., making up 47
percent of the total world trade. The APEC Fact Sheet issued by its Secretariat states that
the institution’s main objective is to achieve the ‘Bogor Goals’ of free and open trade and
investment in the Asia-Pacific by the year 2010 for developed economies and 2020 for
developing economies. Since its inception in 1989, the revealed mechanisms towards the
Bogor Goals include: trade and investment liberalisation with less barriers to the
movement of goods, services and people across the borders in the region, business
facilitation and economic and technical co-operation.

Some positive side-effects brought about by the advancement of economic
integration are the heightening productivity, the accelerated potential economic growth
and the higher standard of living. It is observable that trade in Asia and the Pacific has
expanded rapidly in mid-1980s. Despite the structural break in 1998 during the Asian
Currency Crisis, the inereasing trend of trade and investment has regained its direction in
recent years. The more intensified inter-dependency and closer economic relations in the
region necessitate and lead to many initiatives to increase policy co-ordination in various
areas of economics. For instance, in May 2000, known as the ‘Chiang Mai Initiative’, the
ASEAN+3 (ASEAN members + China. Japan and Korea) Finance Ministers Meeting.
held in Chiang Mai. agreed to form a network of bilateral swap agreements and

repurchase agreements amongst ASEAN+3 members.

! Paper published for internal distribution and “ASEAN + 3 Policy Discussion Seminar Series” at
the Central Umiversity of Fmance and Economucs, Beyjing, China, in March 2009. The author
grateful acknowledges the generous research funding from Thai Research Fund and Commussion
on Higher Education of Thailand. The author also expresses sincere appreciation to Professor
Tran Van and Professor Charles Harvey for kindly inviting her to be the key speaker from
Thailand.
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Despite the positive outcomes. there are new kinds of threats and instability
introduced mto the region. Massive and rapid capital movement and fraudulent financial
transactions are a few to mention. This further allows opportunities for conflicts of
taxation rights and tax avoidance. Simultaneously. there are preferential tax treatments
amongst countries so as to promote more influx of capital and prevent the outflow of
capital. The tendency 1s highly visible in countries less endowed with natural resources
and limited in promising industries. For international tax theorists. this phenomenon is
known as “tax competition”. As tax competition becomes intensified, tax bases in the
economies become eroded and the ground for national finance deteriorates. Hence, as a
look- ahead for the near-future challenges. some aspects of inter-jurisdictional taxation

amongst the APEC countries can be worth considering.

Measures to alleviate double taxation in the economic area

When two countries try to impose a tax on the same income. “double taxation”
occurs. For example, Company X. a resident of Country A. may be subject to double
taxation when it sells commeodities in Country B and. upon realising profits, both
Countries A and B try to impose tax on the Company X’s income at the same time. This
scenario calls for a formalisation of a ‘treaty’ on inter-jurisdictional taxation rules. In
fact, there had been theoretical principles and methods for mter-jurisdictional taxation
dating back to 1920 when the League of Nations was formed. However. the tax treaties
had never been formed during the inter-war political transition period. In the League of
Nations® 1928 draft convention, the “Permanent Establishment (PE)” approach was
proposed and. in its 1933 report, favoured the “Separate Accounts Principles™ (currently
known as the “Arm’s Length Principle”). These two methods were the bases forming the
groundwork of today’s international tax principles.

The PE approach secures each country’s independent taxation rights on the
incomes of the permanent residence. The description of the Arm’s Length Principle
given by the UK Inland Revenue (Chapter 8) explains as follows:

“This [the arm’s length principle] means that the terms and pricing of such
transactions undertaken in the course of conducting business (such as the sale and
purchase of goods and services) and in the provision of finance (both borrowing and
lending) should be the same if the transactions had been between completely different

parties.”
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A more theoretical approach on the Arm’s Length Principle can be obtained from
(Hirshleifer. 1956, p. 183). This Arm’s Length Principle has been promoted and
developed after the discussions by the Fiscal Committee of the League of Nations (now
the Committee on Fiscal Affairs in the Organisation for Economic Co-operation and
Development (OECD)). An example of its application can be referred to the widely-
spoken Section 482 of the US Internal Revenue code which provides guidelines on
measurement of the standard arm’s length price.

In general. a country may choose to avoid inter-jurisdictional double taxation by
means of either unilateral relief by domestic law or bilateral relief by tax treaties. By
employing domestic law. a country of taxpayer’s residence has the following options: (1)
allowing for a deduction of foreign taxes in calculating taxable income, (ii) imposing
foreign tax credit and (iii) exempting foreign income. Of these, most developed
economies such as Japan and the United States adopted foreign tax credit after World
War IT on the basis of the theory of “capital export neutrality of taxation™. The rationale
of this theory indicates that taxation does not affect the decisions by domestic businesses
on whether to mvest at home or abroad. In most cases of foreign tax credit in the
unilateral measure, however. the country of residence sets the upper bound as a maximum
limit of credit in the foreign tax credit system. Therefore, inter-jurisdictional double
taxation is not necessarily avoided only by relying on the foreign tax eredit. Hence.
bilateral or multilateral tax treaties are strongly required to stimulate the economic
activities of the economies in the Asia and the Pacific economic integration. This
necessity 1s evidenced in various treaties between most developed nations in their past
experiences such as the US-France tax treaty in 1945, the US-UK tax treaty in 1946 and

the US-Japan tax treaty in 1954,

Tax avoidance and securing of taxation rights amongst jurisdictions

As business enterprises become more multinational, they have more incentive to
take advantage from the inereasingly borderless nature of the economy. For instance.
non-EU companies circumvented a common external tariff barrier in the European Union.
Many Japanese corporations located their vehicle assembly plants in the US to bypass the

Voluntary Export Restraints’ (VERs). Some more interesting stylised facts based on a

? A Voluntary Export Restraint (VER) is a restriction imposed by the government, which limits the amount
of good to be exported from a country during a specified period of time.
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detailed survey on the MNEs® characteristics and motives are reported in Markusen
(1995, 1998a. 1998b). Other incentives for multinationals would also be to lessen their
tax burden by transferring income to low tax countries. Some common examples of the
reactions by most developed economies to such multinationals behaviours have been the
employment of Controlled Foreign Corporation (CFC) taxation, transfer pricing taxation
and thin capitalisation.

Based on the perspective of principle of ‘fair’ corporate taxation, the CFC taxation
system levies domestic companies on their world-wide income and foreign companies on
their domestic-source income. The transfer pricing taxation system levies tax on the
“adjusted difference” between the higher price that a domestic firm pays to its foreign-
based subsidiary in a low-tax country and the Arm’s Length Price. This way. the system
aims to prevent the transfer of income to low tax countries through transactions between
multinationals units. The last example of the reactions of tax authorities. the thin
capitalisation, denies the deduction for excessive payment of interest by a loeal subsidiary
to the foreign-owned multinationals” parent firm located abroad. It is important to note
that the interest on loans are deductible from taxable income whilst dividends are non-
deductible. Hence, there are often incentives to lower tax burden by increasing interest

payments and reducing dividends by the multinationals.

Prospects on regional tax system synchronisation

As cross-border transactions by business enterprises become complex and
sophisticated along with fierce tax competition between jurisdictions. traditional efforts to
secure or allocate taxation rights by means of domestic law or tax treaty may no longer
suffice. A more integrated procedure must, therefore. be considered. One ideal
possibility for countries in the region to pursue is switching from independent taxation to
unitary taxation. The unitary taxation system levies tax on world-wide income and.
throngh simplified administration and formula, distribute the revenue amongst the
member countries. Another possibility is the harmonisation of taxation system can be
done through levelling off corporate and income taxation in countries within the region.
This system would prevent incentives to transfer income from high tax countries to low

tax countries.
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L

Comments and concluding remarks

This article reflects only some areas on the part of inter-jurisdictional corporate
and income taxation. The other part of the story not discussed in this article relates to
inter-jurisdictional consumption taxation, namely ad valorem (eg.. the value-added tax)
and specific or lump-sum taxes. This relates to the prineiples in international taxation on
consumption, comprising of “destination principle” and “origin principle”. A detailed
and theoretical study can be found in Lockwood (2000), Lockwood. de Meza and Myles
(1994a, 1994b) and Lopez-Garcia (1996). In short, the destination tax system does not
levy taxes on exported goods: whereby the origin tax system levies taxes on goods
whether they are exported or domestically consumed. In the European Union, where
harmonisation of tax system has been reached to some extent. there is a high potential to
switch to the origin principle (Keen, 1989, 1993, Lockwood, de Meza and Myles, 1995).
However, in the case of Asia and the Pacific, it may require more comprehensive studies
of the consequences along the long integration process.

At present, it can be observed that countries in the region are in varying stages of
development. The diversity of tax systems and the inereasingly tensed economic
integration in the region not only bring about the possibility of double taxation but also
double exemption. To cope with this complexity and sophistication. more co-operation in
the area of administration between tax authorities have become increasingly important.
In Asia and the Pacific, the priority that calls for urgent attention must be on enhancing
the calibre of the staff of the authority and reducing the gap between tax administration
systems of each country before promoting co-operation between inter-jurisdictional tax
authorities. Amongst countries in Asia, Japan has been rather advanced in taking steps in
this matter. For instance, the country had supported institutions such as the National Tax
Agency (NTA) of Japan. the National Tax College and Japan International Cooperation
Agency (JICA) to train tax officials from developing countries, thereby contributing to
the improvement in tax administration.

The last point that needs to be remarked concerns the prospects of unitary taxation
and tax harmonisation in the region. For unitary tax system to function smoothly, an
agreement on accounting method and allocation principle amongst the member
economies must be unanimously reached. This difficult process would require a long
transitional period as the new system is completely different from the existing Arm’s
Length Principle. Business enterprise would definitely change their behaviour and the

overall consequences remain to be seen.  As for the path to pursue harmonisation of
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Appendix IV

Vietnamese Translation of the Research Briefing
By the Vietnam Ministry of Finance

(For domestic policymakers and public distribution)

Conference Paper presented at the Bi-Annual Conference

Co-organised by Australian Research Council, the Vietnam Institute for Trade
and Vietnam Research Institute of Finance, Ministry of Finance

Hanoi, Vietnam

April 2011

Euamporn Phijaisanit (2011)
132



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

Euamporn Phijaisanit (2011)
133



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

Euamporn Phijaisanit (2011)
134



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

Euamporn Phijaisanit (2011)
135



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

Euamporn Phijaisanit (2011)
136



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

Euamporn Phijaisanit (2011)
137



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

Euamporn Phijaisanit (2011)
138



	1.pdf
	2.pdf
	I.1: Significance of the Research



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


