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Abstract

The corporate income tax is one of the important taxes in tax system of the countries. Its
burden is different between developed countries and developing countries. In Vietnam, the
corporate income tax is a most important tax and its contribution to the state budget is
higher than other taxes. The purpose of this article is to analyze the determinants of
corporate income tax burden in Vietnam. Through the descriptive statistics method, the
findings show that the corporate income tax burden is the highest in all of Vietnam's taxes,
about 10% per year during the period of 1999 - 2012. Through the empirical method, the
author finds that there are three quantitative factors and one qualitative factor affecting the
burden of Vietham's corporate income tax, includes revenue from corporate income tax,
GDP at current prices, tax rate and time trend.
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1 Introduction

In countries, name of this tax law may be different as company income tax law, corporate
income tax law, corporate tax law, profit tax, etc., but their nature is similar. The country
regulates this tax in a separate law, or some other countries combines corporate income tax
and personal income tax in a law, because they argue that the two types of income taxes are
closely related to each other, so regulates them in a tax law will more accessible. Although
its name is the corporate income tax, but this tax also applies to the income of individuals,
business institutions not established by the corporate law, and the part of taxable income is
the remaining income after has been deducted the costs related to the process of production
and business.

From past to now, many economists said that the corporate income tax is a tax in the role
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as an important tool to regulate the macro economy and social justice is least efficient, at
the same time it can cause significant welfare losses to the economy. Determining the
optimal burden level of the corporate income tax will reduce a significant proportion of the
economic losses that it can cause to the economy. The actual evidence shows, in most
developed countries, revenue from this tax has accounted for a low proportion of total tax
revenue and lower than the personal income tax, for example, for the first time in Canadian
history, more than half of the federal government’s revenue in 2014 will come from
personal income taxes [25]. In contrast, in developing countries, revenue from the corporate
income tax has accounted for a relatively high proportion of total tax revenue and higher
than the personal income tax, for example, during the period of 2007 — 2011, 13,96% in
China (ranked the 2nd after VAT), 30,73% in Vietham (ranked the 1st). Thus, in most
developed countries, the burden of corporate income tax is lower than the personal income
tax, the opposite situation in the developing countries.

Due to the conditions of socio-economic development are different between countries, so
the approach of governments on the reform and the specific reform contents of this tax law
between countries is also different, at the same time approaching the research directions
between the researchers on this tax is also different. In fact, many economists have studied
corporate income tax with different contents, such as the burden and the burden distribution
of the corporate income tax [2] [7] [13] [21] [22] [29]; the impact of the corporate income
tax burden on economic growth, investment and business environment, output, wages,
salaries, social justice and other issues [4] [5] [6] [8] [9] [12] [28]; the effect of tax rates
and tax rate cuts of the corporate income tax on socio-economic issues [2] [10] [25]; the
viewpoints for reforming the corporate income tax [1] [40]; the determinants of corporate
income tax revenues [41].

However, so far the studies are the scale and quality about the determinants of corporate
income tax revenues in Vietnam is still considered as a scarcity. In Vietnam, the researchers
mainly use the descriptive statistics method to analyze burden of corporate income tax and
compare its burden rate between Vietnam and other countries in the area. The research
results of this tax are mainly the articles about reform, revenue management, solutions to
enhance the corporate income tax revenues, restructuring of organizational apparatus and
other issues. This is still a question that needs a serious research attention of scientists. The
purpose of this article is to answer some questions: How many factors affect the burden of
corporate income tax? What factors can increase or decrease the burden of corporate
income tax? What factors are most important? To answer these questions, the author will
analyze and evaluate an overview of the determinants of corporate income tax burden in
Vietnam during the period of 1999 - 2012. Furthermore, to enhance the persuasion, the
author will use the empirical method to find out the specific figures about the determinants
of corporate income tax burden in Vietnam to demonstrate for the qualitative conclusions.

2 Theoretical Framework
2.1 Definition, Characteristics and Role

According to the Investopedia’s definition: “A tax that governments impose on financial
income generated by all entities within their jurisdiction. By law, businesses and individuals
must file an income tax return every year to determine whether they owe any taxes or are
eligible for a tax refund. Income tax is a key source of funds that the government uses to
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fund its activities and serve the public” [23]. According to the Business Dictionary’s
definition: “An assessment levied by a government on the profits of a company. The rate
of corporate income tax paid by a business varies between countries, although since
corporations are legal entities distinct from their owners and operators, they are typically
taxed as if they were people” [31]. Another definition is that “a tax that must be paid by a
corporation based on the amount of profit generated. The amount of tax, and how it is
calculated, varies depending upon the region where the company is located” [32]. Thus, the
corporate income tax is a tax that is collected on income of production and business
establishments to encourage a part of their income to the state budget. In addition, the state
can also use this tax to regulate the macro economy through encouraging equitable among
different types of ownership, and through tax incentives to encourage investment of
businesses in order to promote the development of production and business.

For characteristics, due to the corporate income tax is a direct tax, so it is collected so much
easier than indirect taxes. If we make a comparison between direct taxes, the revenue
management for corporate income tax is no more difficult than the personal income tax,
particularly more true for developing countries. Due to the tax management of the tax
authorities for businesses can based on business registration dossiers, other hand the
number of businesses is always less than the number of individuals in a country, so the
corporate income tax will be managed more easily. Although it is a direct tax but sometimes
the taxable objects of corporate income tax can shift the burden to other objects, for example,
the burden of this tax can be shifted to shareholders, or consumers or workers. Stemming
from the liberalization of international investment activities, the operation of businesses
goes beyond the borders of a country, so the source of corporate income tax may be
international law, assignment of the right to tax becomes necessary, the countries tend to
cooperate with each other to delimit the right to tax and reduce tax evasion.

For its roles, the corporate income tax is an important tool used by the State to regulate
income of production and business entities, from there ensuring the contribution of these
entities to the state budget to be equitable and effective. In addition, the loss-making
enterprises in production and/or business do not have to pay corporate income tax and losses
can be transferred to the next years in order to have a chance of recovery and avoid
bankruptcy of enterprises. The corporate income tax is an important revenue source of the
state budget, especially revenue from this tax in developing countries is more than the
personal income tax, and vice versa in developed countries. Another role of the corporate
income tax is to encourage entities and business production to invest in sectors or regions
through its incentives in each certain period.

2.2 Evidence from Previous Studies

In fact, there are many different research results on the distribution of the tax burden among
related subjects. About the distribution of the tax burden between capital income and labor
income, a study result shows that capital income bears 82% of the corporate income tax
burden, and 18% is distributed to labor income [7]. Another study based on data from the
2011 fiscal year in India, find out that taxpayers paid 9.5 percent of their incomes in state
and local taxes with a per-capita burden of $3,385 on a per-capita income of USD 35,592
[24]. Many economists stress that the tax burden can be distributed only for individuals and
not entities [13]. One study found a correlation between households and corporate income
tax burden. This study shows that, for a variety of reasons, a certain portion of the corporate
income tax is distributed to households [13]. A question is given that: Does labor bear the
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burden of the corporate income tax? Based on the empirical results suggest that labor must
bear a significant portion of the corporate income tax burden [2]. In an open economy, an
economist has identified that labor bears most of the corporate tax burden over 80 percent
[21]. In addition, one study has calculated that labor bears 70 percent of the corporate tax
burden in an open economy [22]. According to modern economic opinion, the incidence of
the corporate income tax is divided, but few economists today believe that its burden falls
entirely on the owners of capital [30]. Other studies have found labor to bear a high share
of the corporate tax burden [39].

For the effect of the corporate income tax burden, recently, many researchers have begun
to exploit cross-country variation to calculate the impact of corporate taxes on wages [3]
[4] [5]. As Auerbach (2006) points out, a tax in an industry with restricted output due to
imperfect competition will be more distortionary than one in a competitive industry since
it will worsen the original distortion to output [6]. Taxation generally and corporate income
tax in particular can adjust investment structure or alter the scale of investment capital.
Allowing for the carryback of losses decreases the distorting impacts of taxation on
investment and, in turn, an increase of economic efficiency [9]. On the relationship between
corporate tax rates and investment capital, if there are the changes of the corporate tax rates
would alter the relative value of existing to new capital [8]. Conversely, there are some
viewpoints that high tax rate for corporations may be accordance with the prosperity
countries that these countries can have high AETRs, attract better managers and/or create
better business opportunities [12]. Regarding the relationship between salaries and tax
burden, many research results show that the relationship between them is a negative sign,
for example, labor bears a significant share of the corporate tax burden in an open economy
[26], for every 1 percent increase in corporate tax rates, wages decrease 1 percent [27], $1
in additional corporate tax reduces wages by 92 cents in the long run [28], a 1 percent
increase in the marginal corporate tax rate would decrease wages by 0.7 percent [29].
About the reform of corporate income tax, previously, its reforms were taken care of by
some U.S. politicians. Such as, during an interview, Paul O’Neill said that, “So, it’s not just
the direct amount of the [corporate income] tax, but the administrative cost of running the
tax process through the businesses and corporations that we could effectively
eliminate”[40]. Politically, reform, reduction, or elimination of the corporate income tax
will be very difficult [1]. Because corporate profits are not stable, it can be increased in the
high growth of the economy and reduced in the economic downturn, and as a result,
corporate income tax revenue of the government also takes to follow this trend [1].

For tax rates and tax cuts, statutory corporate tax rates do not change often within a country
[2]. In Canada, the federal corporate tax rate has been nearly cut in half since 2000, from
28 per cent at the turn of the century to 15 per cent in 2012 [25]. Therefore, in 2012, the
corporate tax accounted for 9.9% of federal tax revenue, whereas the individual and payroll
taxes generated 46.2% and 34.5%, respectively, of federal revenue [10]. For the
significance of tax cuts, there are several factors that help explain the declining significance
of the corporate tax [10]. Two of the reasons are the average effective corporate tax rate
and corporate-sector profitability has decreased over time.
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3 The Vietnamese Corporate Income Tax: A Overview
3.1 Reform Process

Law on the CIT was passed on 05/10/1997 by the National Assembly of Vietnam to replace
the Law on profit tax, and it was formally applied on 01/01/1999 [16]. Based on the contents
of this tax law, the general tax rate was applied for domestic business establishments by
32%; 32% for foreign organizations and individuals (not under the Law on Foreign
Investment in Vietnam), 25% for foreign invested enterprises (under the Law on Foreign
Investment in Vietnam). In addition, foreign and domestic organizations and individuals
conduct search and exploration and exploitation of gas oil by 50%, mining other precious
resources from 32% to 50% in accordance with each project or each business establishment.
After 5 years of implementation, this tax law had ensured its role in encouraging investment
and business and an increase of the state budget revenues. All types of income were covered
and regulated by this tax law. Through tax reduction and exemption policies, foreign
investors and domestic investors could accumulate capital to expand production and
business. Due to the differences of tax polices between foreign investors and domestic
investors were removed step by step, so equitable competition between foreign businesses
and domestic businesses or between the types of ownership has gradually been ensured by
this tax law. However, with the rapid development of the economy and international
economic integration of Vietnam, many articles of this tax law were no longer appropriate,
for example, there was still a discrimination of the tax rate between domestic businesses
and foreign businesses. The existence of this inequality has become one of the causes
reducing the incentive significance of the tax law. To further enhance the role of the
corporate income tax in attracting investment of businesses, it has been modified and added
a number of articles to suit the developmental practices of the economy.

In 2003, the corporate income tax law of Vietnam has officially been amended and formally
applied from 01/01/2004 [17]. Based on the amended contents, adjusted uniform between
foreign investors and domestic investors, for example, a general tax rate by 28% for all
types of businesses, from 28% to 50% for search and exploration and exploitation of gas
oil and other precious resources. Moreover, Vietnam continued to apply the incentives in
the direction of more favorable in order to create an attractive investment environment and
more equitable, at the same time promoted the reform of administrative procedures.

Later 5 years from 2004 to 2008, the tax law has achieved the objectives of amending and
marked a turning point in improving investment environment, encouraging production and
business, creating the favorable conditions for businesses in order to increase capital
accumulation to expand investment in the economy, from that promoting economic growth
and an increase of state budget revenues. According to the statistical data, GDP growth
rates and the growth of the state budget revenues were respectively 7.85% and 22.51% per
year in the period of 2004 - 2008. During this period, many new businesses were established
and many businesses invested width and depth, from that the competitive capacity of
businesses has been enhanced. The investment capital of the non-state sector accounted for
about 37.5% of total whole society investment capital and contributed approximately
44.82% of GDP in the period of 2004 - 2008. Although the general tax rate for foreign-
invested sector have been increased from 25% to 28%, but foreign businesses did not have
to pay tax on transfer of profits abroad, at the same time they have been treated very equally
in an attractive business investment environment, so foreign capital flows have constantly
increased during this period, for example, total foreign implementation capital have been
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increased from USD 2,852.5 million in 2004 to USD 11,500 million in 2008, an annual
average by USD 5,958.28 million. However, this tax law has still had some disadvantages
that need to be further improved to meet the requirements and tasks of the socio-economic
development in the new situation. Because of this reason, the next step continued to reform
the corporate income tax law in 2008.

Due to the impacts of the world economic crisis since 2008, Vietnam's economy was
incurred many new nuances, so the corporate income tax was placed in a status of change
and it has been really continued to modify some articles and came into effect on 01/01/20009.
The crux of this amendment that tax rate was reduced the general tax rate from 28% to 25%
for all types of businesses, from 32% to 50% for search and exploration and exploitation of
gas oil in accordance with each project or each business establishment [18]. Just like the
previous amendments, this time continued to reduce the tax burden for domestic and foreign
businesses to create a fair competitive environment in order to help businesses escaping the
impacts of the economic crisis. In addition, the provisions of the tax calculation bases were
defined more clear and transparent than the previous time, created favorable conditions for
businesses to voluntarily declare fully and clearly.

However, due to the economic crisis in domestic and international was prolonged for many
years and it affected the survival of businesses, for example, the bankruptcy of many
businesses, the existence of many businesses in a vulnerable status. Faced with these
difficulties, in 2013, Vietnam continued to amend and supplement some articles of the
corporate income tax law and came into effect on 01/01/2014 (except for some regulations
came into effect from 07/01/2013) [19]. Based on these amended contents, a general tax
rate was reduced from 25% to 22%, some cases will be applied a 20% tax rate from
01/01/2016. Each year, businesses have the total revenues of not more than VND 20 billion
will be applied a 20% tax rate. For search and exploration and exploitation of gas oil and
other precious resources, tax rate is from 32% to 50% in accordance with each project or
each business establishment.

Through analyzing the tax reform evolution, reducing the tax rate of corporate income tax
is a clear advantage of Vietnam, for example, in 2009, Vietnam's corporate income tax rate
was 25%, lower than the Asian average (25.73%) and the world average (25.38%); in 2013,
although the average corporate income tax rate of the whole Asia was reduced to 22.49%
as well as 24.08% of the world [20], but also in this year Vietnam's tax rate was reduced to
22%. Thus, based on the reform evolution of this tax, Vietnam has had certain advantages
compared with other countries in the region in creating an equitable investment
environment, supporting and encouraging domestic and foreign enterprises to expand
production and business investment, thereby contributing to economic growth and an
increase of the state budget revenues. The reduction of tax rate and the increase of tax
incentives, the burden of Vietnam's corporate income tax is whether in accordance with the
economic and social development conditions? But to have an accurate answer, we need to
further analyze the contents below.

3.2 Tax Burdens

In theory and practice have demonstrated that the relationship between economic growth
and inflation is a positive sign in constant conditions of other factors. This means that the
countries want to have high economic growth but must accept high inflation. The case of
Vietnam is also not an exception, for example, an annual average in the period of 2002 -
2011, GDP growth rate by 7.16% [33], inflation index by 9.84% [34]. Besides annually
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bears a high inflation rate, protection policy and tax overlap are making every citizen of
Vietnam must bear a proportion of the burden of taxes and fees higher than many other
countries in the area, for example, the macro tax burden rate of Vietham and China was
respectively 20.74% and 18.17% per year in the period from 2002 to 2011 [34]. Another
study has also confirmed that the burden rates of taxes and fees are increasing in Vietnam
[35]. Based on the results of this study, the total state budget revenues were relatively stable
during the period of 2007 - 2011 and about 29% of GDP, revenue from taxes and fees by
26.3% of GDP, meanwhile in other countries in the area were lower, such as China (17.3%),
Thailand and Malaysia (approximately 15.5%), Philippines (13%), Indonesia (12.1%) and
India (only 7.8%). According to the original investigation, "Key Indicators for Asia and the
Pacific 2011" by the Asian Development Bank, has presented data comparing the tax
revenue to GDP in 48 countries around the world [36]. Whereby, in 2011, the tax revenue
to GDP of 4/48 countries was about 25%; 5/48 countries from 20% to 24%; 9/48 countries
from 15% to approximately 20%; 30/48 countries under 15%, Vietnam’s ratio was about
23.1%.

In Vietnam, there are some important indirect taxes, includes value added tax, special
consumption tax, export and import tax, environmental tax (be applied from 01/01/2012).
Revenue from value-added tax always achieved at a high level, about VND 11,817 billion
in 1999, increased to VND 33,130 billion in 2003 (2.8 times higher than 1999) and VND
215,796 billion in 2012 (18.26 times higher than 1999 and 6.5 times higher than 2003).
Revenue from export - import tax and special consumption tax on imports achieved VND
22,374 billion in 2003 and increased to VND 74.005 billion in 2012 (3.3 times higher than
2003). Revenue from special consumption tax on domestic goods was VND 8,851 bhillion
in 2003 and increased to about VND 44,833 billion in 2012 (5.1 times higher than 2003).
Finally, Vietnam issued the Law on environmental tax and came into effect on 01/01/2012,
revenue from this tax by VND 12,768 billion in 2012.

For direct taxes, they are gradually completed under the development trend of the economy.
Total revenues from direct taxes are increasingly contributing to an increase of the state
budget. Initially, direct taxes accounted for a small proportion of total tax revenues, but
along with the development of the economy is an increase in corporate profits and personal
income, so the role of these taxes has gradually been made clear and their revenue was
equal to revenue from indirect taxes. Revenues from direct taxes has reached about VND
81,468 billion in 2003, accounted for approximately 55.87% of total revenues from taxes
and fees; in 2012, based on the 1st estimated data has increased to about VND 349,738
billion, accounted for 50.17% of total revenues from taxes and fees, 4.3 times higher than
2003; the period of 2003 - 2012 has reached about VND 201,628 billion per year.

In Figure 2, the burden of corporate income tax was dropped from 2009 to 2012. What is
the cause? From 2008 to present, due to the impacts of the economic crisis, so it has caused
many implications for Vietham's businesses, such as bankruptcy, prolonged loss, a decrease
of profits and others. To help businesses get rid of these difficulties, Vietnam has made
preferential tax policies for businesses, which included a reduction of tax rates. This is the
important causes making the corporate income tax revenue was decreased in recent years.
If we compare the burden rates between taxes, the burden of corporate income tax was still
the highest in the period of 2003 - 2012, approximately 8.24% per year. The burden of other
taxes is value-added tax (6.36%), import-export tax and special consumption tax on imports
(3.37%), special consumption tax on domestic goods (1.67%), personal income tax (0.89%).
Moreover, the burden of corporate income tax during the period of 2003 - 2008 (8.94%)
was higher than the economic crisis period from 2009 to 2012 (7.23%). Thus, a decrease of
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the corporate income tax revenue and tax rates caused a decrease of its burdens.
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Figure 1: Some important taxes as a percentage of total tax revenue in Vietham
Notes: Data of the year 2012 was estimated the first time
Source: The author’s conculations based on the Ministry of Finance, Vietnam
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Figure 2: Some important taxes as a percentage of GDP in Vietnam
Notes: Data of the year 2012 was estimated the first time

Source: The author’s calculations based on the Ministry of Finance and General Statistics
Office, Vietnam

3.3 Determinants
3.3.1 Corporate income tax revenue

The precursor of the corporate income tax is the benefit tax. The profit tax law was issued
on 06/30/1990 by the National Assembly of Vietnam. It was applied uniformly to all
organizations and individuals in production and business activities of all economic sectors
with the tax rates such as 30% (for electricity, mining, metallurgy, mechanical engineering,
basic chemicals, fertilizers, pesticides, building materials, exploitation and processing of
forest and fishery, construction, transportation), 40% (for light industries, food industry and
other production sectors) and 50% (for commerce sector, meals, all kinds of other services)
[37] [38]. This tax law was replaced by the corporate income tax law in 1997.
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In Vietnam, the corporate income tax not only contributes to regulate equitable income, but
also is an important revenue source of the state budget. From 1999 to 2012, although there
has had some adjustments for reducing tax rates and increasing tax incentives, but revenue
from this tax was still ensured a part of government's spending needs, for example,
increased from VND 14,532 billion in 1999 to VND 217,751 billion in 2012 (see Figure 3),
the growth rate during this period by about 26.52% per year. If we compare the growth
rates between three times of reforming the corporate income tax, the period of 1999 - 2003
was approximately 39.00% per year and higher than the two remaining periods, 24.18% for
the period of 2004 - 2008 and 14.10% for the period of 2009 - 2012. Why? Due to the
impact of the economic crisis in some recent years, Vietnam's economy has been affected,
so the growth rates of total tax revenues in general and corporate income tax in particular
was reduced, especially the growth rate was a negative sign in 2009.

In theory, in constant conditions of other factors, the relationship between the burden rate
and revenue of the corporate income tax is a positive sign. This means that revenue from
the corporate income tax increases, its burden also increases up, and vice versa. The
practical conditions in Vietnam, the author expects that the relationship between them is a
positive significance in the period of 1999 - 2012.
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Figure 3: Data of the corporate income tax revenue in Vietnam
Notes: Data of the year 2012 was estimated the first time
Source: Vietnam Ministry of Finance

3.3.2 Gross domestic product

GDP is closely related to the tax burden in general and the corporate income tax burden in
particular. Revenue from the corporate income tax as a percentage of GDP, in constant
conditions of other factors, the relationship between GDP and the burden of corporate
income tax is a negative sign. This means that the GDP value increases, the corporate
income tax burden will decrease, and vice versa. Why? We have also known that the
economic growth of a country is mainly due to the dedication of businesses [38]. If tax
revenue is not constant over time, while the economic growth rate increases over the years,
businesses will have high profits and will gradually increase capital accumulation and
encourage businesses to invest width and depth. Based on this logic, the width and depth
investment of businesses will continue to encourage economic growth, and as such, the tax
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burden will decrease over time. This is true for all types of taxes, includes corporate income
tax.

Practice in Vietnam and other countries, the tax burden increases or decreases depending
on a combination of different factors, including GDP. During the period of 1999 - 2012,
Vietnam was a country with high economic growth rates and higher than many countries
in the area, at the same time Vietnam was also ranked among the countries of high economic
growth rates in the world [38]. Indeed, the GDP growth rate was 6.79% per year during the
period of 1999 - 2012, in which the period of 1999 - 2007 was highest around 7.63% per
year. But this situation was gradually decreased in recent years, for example, 5.86% per
year during the period of 2008 - 2012. What is the cause? Firstly, due to the impact of the
economic crisis from 2008 to present, Vietnam's economy has been affected relatively
severe, such as many socio-economic indicators did not achieved, losses or bankruptcy of
businesses, unemployment. Secondly, Vietnam's economic growth model could be obsolete
[33]. Thus, although GDP growth in the period of 1999 - 2007 was higher than the economic
crisis period from 2008 to 2012, but the burden of corporate income tax in the economic
stability period was lower than the economic crisis period, for example, 7.64% per year
during the period of 2008 — 2012 and 7.52% per year during the period of 1999 — 2007.
Through this analysis, the author expects that the relationship between the tax burden and
GDP at current prices was a negative significance during the period of 1999 - 2012.
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Figure 4: GDP growth rates and GDP at current prices of Vietnam
Source: Vietnam General Statistics Office

3.3.3 Tax rates

As we know, the role of businesses in the economy is very important. On the one hand, the
macro-economic indicators are mainly contributed by businesses, on the other hand
businesses contribute to create jobs, raises incomes for workers, enhances residential life.
Derived from the important role of businesses on the economy, to create favorable
conditions for businesses and create a healthy competitive environment, the countries
always have policies to support businesses, including the tax policy. The recent trend of the
countries is decreasing the general tax rate of corporate income tax to create the appeal and
competitiveness for businesses, in order to stimulate expansion investment of businesses.
Evidence from some countries, Malaysia reduced corporate income tax rate from 28% in
2005 to 26% in 2008, and 25% from 2009 to the present; Thailand decreased from 30% to
23% in 2012. In addition, the regulations of many countries that small and medium
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businesses are applied lower tax rates, such as China by 20% (while the general tax rate is
25%), Thailand by 15% (while the general tax rate is 23%), Malaysia by 20%. In Vietnam,
the general tax rate is reduced to 23%, and 20% tax rate for small and medium businesses
to improve competitiveness of businesses. These changes will not cause a sudden drop
impact of revenue from corporate income tax and does not create a pressure to the state
budget balance, and will not tamper much to the incentive tax policy system.

As we know, the role of businesses in the economy is very important. On the one hand, the
macro-economic indicators are mainly contributed by businesses, on the other hand
businesses contribute to create jobs, raises incomes for workers, enhances residential life.
Derived from the important role of businesses on the economy, to create favorable
conditions for businesses and create a healthy competitive environment, the countries
always have policies to support businesses, including the tax policy. The recent trend of the
countries is decreasing the general tax rate of corporate income tax to create the appeal and
competitiveness for businesses, in order to stimulate expansion investment of businesses.
Evidence from some countries, Malaysia reduced corporate income tax rate from 28% in
2005 to 26% in 2008, and 25% from 2009 to the present; Thailand decreased from 30% to
23% in 2012. In addition, the regulations of many countries that small and medium
businesses are applied lower tax rates, such as China by 20% (while the general tax rate is
25%), Thailand by 15% (while the general tax rate is 23%), Malaysia by 20%. In Vietnam,
the general tax rate is reduced to 23%, and 20% tax rate for small and medium businesses
to improve competitiveness of businesses. These changes will not cause a sudden drop
impact of revenue from corporate income tax and does not create a pressure to the state
budget balance, and will not tamper much to the incentive tax policy system.

4 Empirical Analysis
4.1 Method

As analyzed above, the burden of corporate income tax is affected by many different factors.
The influence of each factor on the burden of this tax can be a positive or negative sign. To
have a comparison the role between factors, the authors will use empirical analysis method
to perform a regression analysis about the impact of quantitative independent variables
(corporate income tax revenue, GDP at current prices and tax rate) and a qualitative
independent variable (time trend) on dependent variable (the burden of corporate income
tax - Y).

Implementation method will undergo four steps. Step 1, we will conduct a regression
analysis on the relationship between dependent variable (the burden of corporate income
tax) and an independent variables (corporate income tax revenue). The regression results
of this step are not statistical significance. Because the value of the block coefficient C is a
positive sign, not consistent with economic rules, at the same time, the values of R2 and
Durbin-Watson test are too small and p_ value is too big, the regression model is not
appropriate. We can conclude that the model may have been omitted variables. Step 2, the
regression analysis on the relationship between the dependent variable (the burden of
corporate income tax) and two independent variables (corporate income tax revenue, GDP
at current prices). The results of this step show that tests of t-statistic and p_value are
statistically significant, the values of R2 and Durbin-Watson test are relatively large.
However, the sign of the block coefficient C is not consistent with economic rules, and this
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model is autocorrelation phenomena step 1. Step 3, the author adds an independent variable
(tax rate), but most regression results of this step are not statistically significant. Step 4, the
author adds a qualitative independent variable (time trend), most regression results are not
statistically significant, but only one Durbin-Watson test suggests that the regression model
is autocorrelation phenomena step 1. To remedy this violation, the author will use the
general differential equation to implement the regression process. The regression results
are statistical significance. Based on the results of R2 and Durbin-Watson test suggests that
the regression model is appropriate. The model of a dependent variable and four
independent variables is suitable more than other models.

4.2 Data

The data source of GDP at current prices is from the General Statistics Office of Vietnam,
but only in 2012 is estimated data. The data source of corporate income tax revenue is from
the Ministry of Finance of Vietnam, but only in 2012 was estimated the first time. The data
source of tax rate is from corporate income tax law in 1997, corporate income tax law in
2003 and corporate income tax law in 2008, and the tax laws were issued by the National
Assembly of Vietnam. The data source of corporate income tax burden is calculated by the
author based on GDP at current prices and corporate income tax revenue. The time period
that the author will use by 14 years (from 1999 to 2012).

4.3 Model

In the method, the author has introduced four steps to determine the most appropriate model,
and corresponding four steps are the following four models.

Model 1: Y, = f,+ B, X, + 4 o)
Model 2: Y, = A+ f, Xou+ 3, Xy + @)
Model 3: Y, = B+ B, Xy B, Xout By X + 14 @A)
Model 4 Y, = f,+ B, X+ Sy X+ o Xout BT+t 4)

In which, t is time period from 1999 to 2012, Y is corporate income tax burden (%), X; is
corporate income tax revenue (billion VND), X, is GDP at current prices (billion VND),
X3 is tax rate (%), T is time trend (year).

After performing the regression on all four models, the results show the model 4 is most
suitable compared with the remaining three models, but the value of Durbin-Watson test
shows that this model has an autocorrelation phenomena grade 1. The author will use the
general differential equation to remedy this violation.

Y, —pY)=5Q0-p)+ B(Xy—p Xl(t—l))
+ B, (X, _pXZ(l—l))+ﬁ3(X31 _pXS(t—l)) (5)

+ BT —pT )+ — p 1 y)
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To test the autocorrelation phenomena grade 1, the author will use the two following
auxiliary regressions:
The model has not the block coefficient: & = a,¢,_, + v, (6)

The model has the block coefficient: ¢, = «, + a5, ;, + v, (7)
After performing the regression model (6) and (7), the correlation coefficient estimation

gradel p= 0.22 , to substitute into the equation (5):
(Yt - 0'22Yt—1) = ﬂo (1_0-22) + ﬂl(xlt _0'22X1(t—1))
+ 162 (XZt - 0'22X2(t—l)) + :Bs (X3t - 0'22X3(t—1)) (8)

+ B, (T, —0.22T, ;) + (24, —0.2244, ;)

4.4 Estimation Results

In this content, the author will perform four regressions on the relationship between the
burden of corporate income tax and one independent variable (corporate income tax
revenue), two independent variables (corporate income tax revenue, GDP at current prices),
three independent variables (corporate income tax revenue, GDP at current prices, tax rate),
four independent variables (corporate income tax revenue, GDP at current prices, tax rate,
time trend). After performing the operations, the regression results are in the data tables
below:

Table 1: The regression results of the model (1)

Variable Coefficient  Std. Error t-Statistic ~ Prob.
C 0.066467 0.008101 8.205102 0.0000
X1 9.85E-08 7.34E-08 1.342226 0.2044
R-squared: 0.130534 Durbin-Watson stat: 0.471389
Adjusted R-squared: 0.058078 F-statistic: 1.801572

Table 2: The regression results of the model (2)

Variable Coefficient Std. Error t-Statistic ~ Prob.
C 0.067256 0.003590 18.73399 0.0000
X1 1.14E-06 1.51E-07 7.568837 0.0000
X -8.14E-08 1.15E-08 -7.082101  0.0000
R-squared: 0.843611 Durbin-Watson stat: 1.203611

Adjusted R-squared: 0.815177 F-statistic: 29.66880
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Table 3: The regression results of the model (3)

Variable Coefficient Std. Error t-Statistic  Prob.

C 0.023228 0.083966 0.276631 0.7877

X1 1.14E-06 1.56E-07 7.310365 0.0000

X2 -7.86E-08 1.30E-08 -6.046094  0.0001

X3 0.001505 0.002867 0.524877 0.6111

R-squared: 0.847804 Durbin-Watson stat: 1.158569
Adjusted R-squared: 0.802146 F-statistic: 18.56829
Table 4: The regression results of the model (4)
Variable Coefficient  Std. Error t-Statistic ~ Prob.

C -0.067643 0.066665 -1.014663  0.3368

X1 7.41E-07 1.67E-07 4.429228 0.0016

X2 -6.85E-08 9.87E-09 -6.938149  0.0001

X3 0.004350 0.002243 1.938947 0.0845

T 0.005146 0.001600 3.215470 0.0106

R-squared: 0.929172 Durbin-Watson stat: 1.287945
Adjusted R-squared: 0.897693 F-statistic: 29.51707
Table 5: The regression results of the model (8)
Variable Coefficient  Std. Error t-Statistic  Prob.

C -0.024634 0.034208 -0.720113  0.4920
X1-0.22X1(-1) 5.32E-07 9.85E-08 5.399346 0.0006
X2-0.22X5(-1) -5.37E-08 6.72E-09 -7.994016  0.0000
X3-0.22X5(-1) 0.003108 0.001463 2.124456 0.0664

T-0.22T(-1) 0.004634 0.001206 3.842213 0.0049
R-squared: 0.913759 Durbin-Watson stat: 2.184553
Adjusted R-squared: 0.870639 F-statistic: 21.19088

A A A A

Based on the regression results in Table 5, signs of g,, £, B, f,va p,are in

accordance with economic rules. The value d of Durbin-Watson test by 2,184553,
meanwhile the significance level o = 5% = 0.05, the sample numbers n = 14, number of
independent variables in the model k' = 4, inferred d. =0,632 and dy = 2,030. Due to d >
du, so the results do not show that the model is autocorrelation phenomena. At the same
time, due to p_value of X3, Xz and T is so small, so the impact of corporate income tax
revenue, GDP at current prices and time trend on the corporate income tax burden is too
strong, but the effect of reducing the tax rate is not strong. The table of the regression results
also shows us, R? = 0.913759, which means the change of the independent variables (tax
burden for foreign-invested sector, unit labor costs and inflation index) explained 91.3759%
of the dependent variable's fluctuation. R? and F-statistic are large, the regression model is
appropriate. After the change of variables, the block coefficient estimate of the differential

model is -0.024634, therefore the block coefficient estimate of the model (4): ,[30 = [-
0.024634/(1 - 0,22)] = -0,01921452. The slope estimate of the original model ,l% =5,32E-
07, f,=-537E-08, £, =0,003108 v 3, = 0,004634.
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Thus, the author performs the regression on the relationship between the burden of
corporate income tax and the independent variables through four regression models. The
regression results show that the model (4) is more suitable than the three remaining models.
Why? Firstly, due to the block coefficient in the model (1), (2), (3) is a positive sign,
meanwhile sign of the block coefficient and slopes in the model (4) is consistent with
economic rules. Secondly, R? and F-statistic in the model (1), (2), (3) are smaller than the
model (4).

4.3 Discussion

The research results of this article are consistent with tax theory and practical evidence.
This suggests a marvelous similarity. A comparison between tax theory and Vietnam’s
practice, the author points out two coincidences: The corporate income tax contributes
equitable distribution of income and an increase in the state budget; the change of the
corporate income tax burden is affected by the change of revenue from corporate income
tax, GDP, tax rates and time. A comparison between the findings of other authors and
Vietnam’s practice, there are some coincidences or differences: Statutory corporate tax
rates do not change often within a country [2], but it could change in the medium term about
from 4 to 5 years for one change time in Vietnam; the state budget revenue depends on
unstable profit of businesses, and the practical situation of Vietnam also took place in this
direction; reducing corporate income tax rates has also been performed both in Vietnam
and other countries to reduce the burden of this tax.

5 Conclusion

In this article, the author has found four factors that they affect the burden of corporate
income tax, including three quantitative factors (corporate income tax revenue, GDP at
current prices and tax rates) and one qualitative factor (time trend). But the findings also
show that, based on p_value, the impact of reducing tax rate on the burden of corporate
income tax is not greater than corporate income tax revenue and GDP at current prices. This
means that taxable objects of Law on corporate income tax are fairly broad. Measures to
this problem is to reduce taxable objects, for example, tax exemption for small and medium
businesses has just been established for a longer period; tax exemption for businesses
operating in the fields of education, health, scientific research, infrastructure; tax exemption
in the first years for businesses operating in manufacturing industries; to increase
investment capital during the current economic crisis period, needs to exempt income tax
from interest on deposits. In the ineffective business context of many state-owned
enterprises, equitization rapidly and eliminating the less effective state-owned enterprises
will reduce the burden on the state budget, it also means that reducing tax burden for
businesses and economy. These policies will stimulate the increase of the number of
domestic private businesses and foreign businesses, capital accumulation, investment
expansion, jobs, and thereby contribute to economic growth.



118 Nguyen Huu Cung

References

[1] John S. Barry (2001). The Corporate Tax Burden: Corporate Income Tax Collections
Rise Despite Proliferation of S Corporations; Compliance Burden Remains High. Tax
Foundation, Special Report No. 107, October 2001.
http://taxfoundation.org/sites/taxfoundation.org/files/docs/sr107.pdf

[2] LiLiuand Rosanne Altshuler (2013). Measuring the Burden of the Corporate Income
Tax under Imperfect Competition. National Tax Journal, March 2013, 66 (1), 215-
238.

[3] Arulampalam, Wiji, Michael P. Devereux, and Giorgia Maffini (2012). The Direct
Incidence of Corporate Income Tax on Wages. European Economic Review, 56 (6),
1038-1054.

[4] Desai, Mihir A., Fritz Foley, and James Hines (2007). Labor and Capital Shares of
the Corporate Tax Burden: International Evidence. Unpublished manuscript. Harvard
University, Cambridge, MA.

[6] Hassett, Kevin A., and Aparna Mathur (2010). Spatial Tax Competition and Domestic
Wages. Working Paper No. 185. American Enterprise Institute for Public Policy
Research, Washington, DC.

[6] Auerbach, AlanJ. (2006). Who Bears the Corporate Tax? A Review of What We Know.
In Poterba, James M. (ed.), Tax Policy and the Economy, Volume 20, 1-40. The MIT
Press, Cambridge, MA.

[7] Julie Anne Cronin, Emily Y. Lin, Laura Power, and Michael Cooper (2012).
Distributing the Corporate Income Tax: Revised U.S. Treasury Methodology. Office
of Tax Analysis Technical, Paper 5 May 2012.

[8] Auerbach, AlanJ. (1983). Corporate Taxation in the United States. Brookings Papers
on Economic Activity 14, 451-513.

[9] Evsey D. Domar and Richard A. Musgrave (1944). Proportional Income Taxation and
Risk-Taking. The Quarterly Journal of Economics, vol. 58, May 1944, p. 388.

[10] Mark P. Keightley, and Molly F. Sherlock (2014). The Corporate Income Tax System:
Overview and Options for Reform. CRS Report for Congress R42726, February 14,
2014.

[11] Mark P. Keightley. Reasons for the Decline in Corporate Tax Revenues. CRS Report
for Congress R42113, pp. 149-158.

[12] Kevin Markle, and Douglas A. Shackelford (2009). Corporate Income Tax Burdens
at Home and Abroad. March 9, 2009.

[13] AlanJ. Auerbach (2005). Who Bears the Corporate Tax? A review of What We Know.
NBER Working Papers 11686, National Bureau of Economic Research, Inc.
http://www.nber.org/papers/w11686.pdf

[14] Mark N. Harris, and Simon Feeny (1999). The Determinants of Corporate Effective
Tax Rates: Evidence from Australia. Melbourne Institute Working Paper No. 21/99,
ISSN: 1328-4991, ISBN: 0734014759.

[15] National Assembly of Vietnam. Law on profit tax. Issued on 30/6/1990. (Vietnamese
Version)

[16] National Assembly of Vietnam. Law on corporate income tax. Issued on 10/5/1997.
(Vietnamese Version)

[17] National Assembly of Vietnam. Law on corporate income tax (amendment). No.
09/2003/QH11, issued on 17/6/2003. (Vietnamese Version)



Corporate Income Tax Burden and its Determinants: Evidence from Vietnam 119

[18] National Assembly of Vietham. Law on corporate income tax (amendment). No.
14/2008/QH12, issued on 03/6/2008. (Vietnamese Version)

[19] National Assembly of Vietnam. Law on corporate income tax (amendment). No.
32/2013/QH13, issued on 19/6/2013. (Viethamese Version)

[20] Ngo Nga (2013). Corporate income tax reduction: Vietnam is going after the world.
Vietnam Report, Posted: 11/22/2013. (Vietnamese version)

[21] Arnold C. Harberger (1995). The ABCs of Corporation Tax Incidence: Insights into
the Open-Economy Case. Chap. 2 in Tax Policy and Economic Growth, Washington,
D.C.: American Council for Capital Formation, 1995), pp. 51-73.

[22] William C. Randolph (2009). International Burdens of the Corporate Income Tax.
Congressional Budget Office Working Paper No. 2006-09.

[23] http://www.investopedia.com/terms/i/incometax.asp

[24] http://www.indystar.com/story/money/2014/04/02/hoosiers-shoulder-nd-highest-tax-
burden-study-says/7213753/

[25] http://iwww.huffingtonpost.ca/2013/11/24/corporate-personal-taxes-
canada_n_4333694.html

[26] William M. Gentry (2009). A Review of the Evidence on the Incidence of the
Corporate Income Tax. U.S. Department of the Treasury Office of Tax Analysis Paper
No. 101, December 2007.

[27] Kevin A. Hassett and Aparna Mathur. Taxes and Wages. American Enterprise
Institute Working Paper No. 128, June 2006.

[28] Wiji Arulampalam, Michael P. Devereux, and Giorgia Maffini. The Direct Incidence
of Corporate Income Tax on Wages. Oxford University Centre for Business Taxation
Working Paper No. 0707.

[29] R. Alison Felix. Passing the Burden: Corporate Tax Incidence in Open Economies.
Federal Reserve Bank of Kansas City Regional Research Working Paper No. 07-01,
October 2007.

[30] Rob Norton. Corporate Taxation: The Concise Encyclopedia of Economics. An
updated version of this article can be found at Corporate Taxation in the 2nd edition.

[31] http://mwww.businessdictionary.com/definition/corporate-income-tax.html

[32] http://www.investorwords.com/6775/corporate_tax.html

[33] Hua Liu, Huu Cung Nguyen and Thu Huong Tran (2012). Tax Burden and Economic
Growth: Theory and Practice in Vietnam. In Proc. of 2nd International Conference
on Business and Economics Research (ICBER), Phnom Penh, Cambodia, Sep. 2012,
Vol. 46, pp. 78-85.

[34] Hua Liu, Huu Cung Nguyen, Hong Son Nguyen and Thu Huong Tran. Analysis of
Differences of The Personal Income Tax Regime between Vietnam and China. In Proc.
of 2nd International Conference on Financial Management and Economics (ICFME),
Singapore, July 2012, VVol.43, pp. 231-237.

[35] The Economic Committee of Vietnam National Assembly and UNDP. Report on
Macroeconomic 2012: From macroeconomic instability to restructuring. Knowledge
Publishing House, Vietnam, 2012.

[36] Asia Development Bank. Key Indicators for Asia and the Pacific 2011. Special
chapter, 42" Edition, August 2011, ISBN: 978-92-9092-369-5.

[37] National Assembly of Vietnam. Law of profit tax. No. 270b-NQ/HPNNS, June 30,
1990.


http://www.investopedia.com/terms/i/incometax.asp
http://www.indystar.com/story/money/2014/04/02/hoosiers-shoulder-nd-highest-tax-burden-study-says/7213753/
http://www.indystar.com/story/money/2014/04/02/hoosiers-shoulder-nd-highest-tax-burden-study-says/7213753/
http://www.huffingtonpost.ca/2013/11/24/corporate-personal-taxes-canada_n_4333694.html
http://www.huffingtonpost.ca/2013/11/24/corporate-personal-taxes-canada_n_4333694.html
http://www.businessdictionary.com/definition/corporate-income-tax.html
http://www.investorwords.com/6775/corporate_tax.html

120 Nguyen Huu Cung

[38] Nguyen Huu Cung and Liu Hua (2013). Tax Burden and Foreign Direct Investment:
Theory and Practice in Vietnam. Advances in Management and Applied Economics,
Vol. 3, No. 3, pp. 85-103.

[39] An excellent review of this literature can be found in “Corporate Tax Reform — The
Time Is Now,” Business Roundtable, April 15, 2013.

[40] Transcript: Interview with Paul O'Neill, US Treasury secretary. May 17, 2001 in
Washington.
http://www.amityshlaes.com/articles/2001/2001-05-21b.php

[41] Aaron Margevich (2008). The Determinants of Corporate Tax Revenues in OECD
Countries. Senior Honors Thesis, April 14, 2008.
http://economics.rutgers.edu/dmdocuments/Margevich.pdf


http://www.amityshlaes.com/articles/2001/2001-05-21b.php
http://economics.rutgers.edu/dmdocuments/Margevich.pdf

