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Promotion Effect of Overseas Income Tax Reduction on Outbound
Investment: Empirical Test Based on the Reform of Corporate Income
Tax in 2008

XIE Zhen-fa, YANG Jian-peng, MEI Si-yu

(School of Economics, Xiamen University, Xiamen 361005, China)

Summary: There are two main types of jurisdictions in taxation, namely, the personal jurisdiction and the territorial
jurisdiction, respectively. Most countries adopt both jurisdictions, which applies the personal jurisdiction to domestic
residents and the territorial jurisdiction to foreign residents. It leads to double taxation, which violates the fairness and
neutrality of taxation. In practice, tax credit and tax exemption are used to eliminate double taxation, with the former
following the capital export neutrality and the latter following the capital import neutrality. Since there are differences in tax
rates and tax base between countries, the capital export neutrality and capital import neutrality cannot be realized
simultaneously. Compared with tax credit, the tax exemption can eliminate the double taxation completely, reduce the cost
of tax compliance, and promote domestic enterprises to participate in global competition. But it can reduce the fiscal
revenue of government, so whether to turn to tax exemption fully is the topic of concern of the government.

Using the reform of Corporate Income Tax Law in 2008, we empirically explore the potential effect of changing the tax
credit method into the tax exemption method. Chinese multinational corporations that invested in host countries whose
income tax rate was less than 25% were most affected by the reform, and their parent company’s income tax rate decreased
by 8% after the reform. On the one hand, overseas income tax exemption means that the capital costs of transnational
corporations have decreased and financing constraints have been eased, which may promote overseas subsidiaries to
increase their investment in host countries. On the other hand, the income tax rate when multinational companies repatriate
overseas dividends is reduced, which may lead to an increase of dividend distribution of overseas subsidiaries to their
parent companies. Therefore, Using the BvD data of global listed companies from 2003 to 2013 and difference - in -
differences estimation, we explore the impact of overseas income tax exemption on the investment and dividend distribution
of Chinese multinational corporations. It shows that the overseas income tax exemption significantly increases the
investment growth rate of Chinese multinational subsidiaries in host countries, but has no significant effect on their dividend
distribution rate. Based on the theory of reverse technology spillover, we find that the overseas income tax exemption
optimizes the industry structure and location choice of Chinese multinational investment. Further analysis shows that the tax
compliance of Chinese multinational subsidiaries in host countries is also improved.

This paper enriches research on the relation between overseas income tax and investment behavior of multinational
corporations, and has enlightenment for making the domestic institutional rules conform to international standards and
improving the guarantee mechanism for high-standard opening-up.

Key words: overseas income tax; outbound investment; tax credit; tax exemption
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