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SUMMARY 
In order to attract foreign investments, developing countries have been fiercely competing 

these past years and have been offering more and more advantages to investors; among 

them, tax incentives. Nonetheless, this tool proves to be effective only when real 

competition occurs between countries, when investors do have a choice between two 

different locations, which happens less often than is usually assumed. Indeed, for a 

consequent part of the total investments, there is no competition between countries due 

to the competitive edge one country possesses. Then, in this case, providing tax 

incentives would seem unproductive and hurtful, without major impacts on the investors’ 

decision process.  

 

The aim of this report is to assess this feature for the region of South East Asia and lay 

the groundwork for further research at the national or regional level. What are the sectors 

and countries that do possess a competitive advantage and where tax incentives might 

not be needed? 

 

The first part of the report provides an overview and analysis of the incentives provided 

by the different government in the region. It underlines that despite being the most hurtful, 

tax exemption is still the most used incentive. In addition to this, given that each incentive 

has its own advantages and drawbacks, they should be focused on specific sectors, 

depending on their impacts. However, instead of that, governments are just giving 

incentives away in multiple sectors without further consideration.   

 

The second part focuses on specific groups of countries to determine in which one of 

them tax incentives might be ineffective due to specific country advantages. Indeed, 

contrary to the common belief, only a handful of countries composed of Thailand, 

Vietnam, Indonesia and the Philippines are subject to competition whereas countries from 

the lower bracket: Laos, Cambodia and Myanmar, own particular advantages such as 

natural resources, providing them a competitive edge which would make incentives in 

these sectors unnecessary.  

 

The third part deals with the political analysis and lays out several leads for further 

researches or studies. On the one hand, countries with strong competitive advantages 

might focus on improving their national tax system by diminishing the amount of tax 

incentives and simplifying the tax administration. On the other hand, countries that are 

engaged in real tax competition might seek regional cooperation to stop the trend of 

increasing incentives. 

 

Finally, as a general recommendation for all countries, it is essential to enhance 

transparency about tax incentives and make data about their costs and beneficiaries 

publicly available. 
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1 INTRODUCTION 

For several decades, there has been a clear trend from developing countries to decrease 

the overall taxation burden (decrease of the CIT rate, proliferation of tax incentives, 

economic zones) in the pursuit of investments, be it from local or foreign investors. The 

reason behind this tendency is the belief of governments that by reducing the taxation 

burden, investors will be attracted to their country, allowing them to enhance their after-

tax profit (Klemm 2009): political stability, infrastructures, transparency, solid legal 

framework, etc. In addition to this, it also represents a loss in terms of public revenue 

whereas most countries are today lacking budget to achieve their social development 

goals while maintaining a balanced budget. 

 

However, claiming that providing tax incentives is totally inefficient is neither the goal nor 

opinion of this report. Sometimes, as a country can lack proper infrastructures or skilled 

workforce, providing incentives can be a useful leverage to impact the decision of 

investors when there is a competition between two countries for the same type of 

investments. Nonetheless, these are quite specific and do not encompass every 

investments: some can only be made in specific countries (natural resources related for 

instance) or if certain specific conditions or met (presence of electrical grid, transport 

infrastructure). Hence, there is competition only when an investment is considered 

mobile, when the investors can decide to invest in a country or another. In addition to 

that, countries often act as if they were competing for one single investment, as if 

investments were exclusive: once, the investment is made, no other investments of the 

same type can happen in the region. Nonetheless, this tends to be false as investors will 

surely find a way to finance a project if this one if financially viable and can generate 

profit. With the global decrease in interest rate, it is not the financial means that are 

lacking today; it is the financial viability of the projects which are currently restraining the 

number of investments. The phenomenon of crowding out does not concern all of 

foreign direct investments.        

 

As a consequence, despite the several evidences displaying the uselessness of providing 

that many incentives, once a country has engaged in easing it taxation burden, it affects 

the neighboring countries as well, which are incited to provide incentives due to a 

competition effect. This vicious spiral effect can affect an entire region and lead to what is 

commonly called: the race to the bottom. This prisoner dilemma can hence only be 

solved by a regional cooperation, involving all the countries in the region to stop this 

trend, which is the overall aim of this paper. 

 

Hence, the goal of this report is first, to give a broad picture of the different incentives 

provided by the governments in the region of South East Asia and the different type of 

foreign direct investments made in that region: to debunk the myth that all investments 

are subject to tax competition and that only a handful of investments are concerned. In a 

nutshell, for the rest of the report, we will call tax competition any tax incentives affecting 

sectors where there is a real competition between countries and where incentives can be 

considered as an effective leverage. On the other hand, we will call tax pressure all the 

tax incentives which are inefficient, mainly due to peer pressure, result of the race to the 

bottom and with minor or insignificant impact in the process of decision-making of 

investors.  

 



Second, this report also tries to set the main guidelines of what could be a regional 

strategy for the different affiliates and Oxfam offices to coordinate their effort, create a 

momentum and stop the race to the bottom in the region of South East Asia. It provides a 

political analysis of the main stakeholders involved and define the potential actions and 

events that can be meaningful to achieve this goal.  

 

Research question: How big is the real problem of tax competition and how can the 

issue of excessive corporate tax incentives in the region of South East Asia be 

addressed?   



2 ANALYSIS OF 
THE USE OF TAX 
INCENTIVES  

2.1 OVERVIEW OF TAX INCENTIVES 

This report focuses on the region of South East Asia in response to the demand of 

several countries, feeling there is a current momentum coming from both the government 

and civil society to address these urging issues on tax incentives. Since a restricted study 

could lead to vague or wrong conclusions; we decided to extent this research to most of 

developing countries in the region in order to depict a broad picture of the current 

situation. Hence, the list includes: Myanmar, Laos, Cambodia, Thailand, Vietnam, 

Philippines, Indonesia, Malaysia, Pakistan and Bangladesh. Except for Malaysia, 

which we decided to include in order to have an overview of the tax incentives provided 

by a country from the upper bracket, all are developing countries at different stage of their 

growth. Pakistan and Bangladesh were also included in the region of South East Asia 

because of the demand coming from these countries on the subject and the fact that they 

are essential for the Event It Up campaign. 

 

An utmost precaution has been taken concerning the collection of information about tax 

incentives and foreign direct investments. All the sources and numbers can be tracked 

down and come from official governmental information websites: Ministry of Finance, 

Central Bank, Statistics Center, and IMF.  

 

The results were summarized and gathered in a table (next two pages) to make the 

comparison easier. The table displays the tax ratio of the countries (tax revenue/GDP), 

the level of FDI and the CIT rate. In addition to this, I also decided to divide the table in 

two main parts: on one side I gathered all the tax incentives concerning specific industries 

and sectors and on the other side, tax incentives granted to specific zones and economic 

regions. The reason of this choice was based on the similar and global trend of the 

countries in the region to provide incentives based on criteria on both sector of activity 

and geographic location. I am aware that this configuration may not provide the best 

display but it is the one that in my opinion covers most of the taxation systems.  

 

 



 

 

 

 

Countries
Tax ratio in 2015

Corporate Income Tax 

part

FDI in terms of GDP CIT rate Which Sectors? Kind of CIT Incentives

Pakistan
12,2%

39,9% (Income Tax)

0,3% 
(net)

32%

except for SME with income < 2 130 k€ 

at a rate of 25%

Power generation

Information Technology

Agriculture

Tax exemption from 3 years to whole project life (electric power 

project)

Accelerated depreciation

Bangladesh
8,5%

29% (Income tax)
0,90%

25% for publicly traded companies

42,5% for financials inst

45% for mobile phones and cigarette 

manuf.

35% for others

Industrials undertakings 1

Physical infrastructure facilities

Power producers

Tax exemption for 5, 10 years and 15 years for Power Producers

Myanmar
8,25%

N.S
5,50%

25% for all companies except oil and 

gas (40% to 50%)

Agriculture, forestry, mining, infrastructure, oil and gas, 

hotels and tourisms

Tax exemption 5 years

Accelerated depreciation

Cambodia
14,4%

20,8% (2013)
9,80%

20% 

except for oil, natural gas, production 

or exploitation of natural ressources 

(timber, ore, gold and precious stones) 

at 30%

QIP (Qualified Investment Project) available to all 

sectors except negative list2 (ex. Narcotics, 

forestry,commercial activities, transportation services, 

tourism)

Tax exemption from 3 to 9 years

Accelerated depreciation

Laos
15,9%
12,6%

13,20%

Standard profit rate at 24%

For SME with income < 1300€, a tax 

rate of 3% to 7%

26% for tobacco companies

Agriculture

Industry

Handicraft

Service

Depends on your zone, see the incentives in geographic zones

The government also classify the activities in three levels 

depending on their contribution to poverty reductionm 

improvment of living conditions, construction of infrastructure, 

jobs creation, etc.

Procedures seem complicated though which can discourage 

investors

Thailand
18,7%

33%
1,70%

20%

except for oil and gas industry with a 

50% rate

certains SME are subject to a lower 

progressive rate

Agriculture, mining, light industry, metal product, 

machinery, electronic industry, chemicals, paper and 

plastics, services and publics utilities

CIT exemption up to 8 years

Additional CIT reduction up to 5 years

Vietnam
17,5%
15,6%

3,90%

20%

 Oil and gas operations and natural 

and mineral resources industry are 

taxed at 32% to 50%

Hich-tech activities, research and development, new 

material, new energy, production of products with more 

than 30% of value added, key electronic, mechanical, 

agricultural machinery and products, cars, IT products

Preferential rates of 17%, 15% or 10% for 10 to 15 years, even the 

whole project life for socialized sectors

Four year CIT exemption or 50% reduction for the next 9 years

Certains types of income are exempted from paying CIT: R&D 

contracts, sales of products manufactured by new technology 

and others activities employing disabled people or female staff 

or ethnic minorities

Indonesia
10,9%

47% (Income Tax 2013)
2%

Progressive:

25% in general

1% for income <325K€

50% reduction for income < 3375K€

Metal, oil and gas, machinery, telecommunication and 

information, processing industry in agriculture, forestry 

and fishery and economic infrastructure

CIT reduction:

from 10% to 100% for 5 to 15 years, even 20 years

Philippines

14,9%
43% (Tax on Income, 

Profits and Capital 

Gains)

2,2%

30% in general

10% are applied for headquarters and 

3% to 7% for specific sectors: banking, 

insurance, finance and transport

Manufacturing, Agribusiness, Fishery, Services, 

Infrastructure and Logistics

Energy, Housing, Hospitals and PPP Projects

Export activities

Regional headquarters for MNCs

Tax holidays from 3 to 6 years

Additional tax credit during 10 years equivalent to the value of 

national internal revenu taxes and duties paid on raw materials 

Additional 5 years deduction for labor expense, equivalent to 

50% of the wages 

Income deduction from investment in major infrastructure works 

(except for forestry and mining)

Malaysia
14,8%
16,6%

-1,7%
24% 

with a lower rate at 19% for SME with 

capital under 570 000€

Agriculture, Manufacturing (see details in annex), 

Electronic Products, Hotal and Tourism, High Tech, 

Renewable Energy, Principal Hub, Islamic Finance, SME, 

Information and Communication Technology

Numerous sectors with specific incentives, the 

following are the most common 

Pioneer Status: during 5 years, only pay tax on 30% of their 

taxable income

Full income tax exemption for 10 years for Green sector, 

Biotechnology and R&D

General Information Incentives

Figure 1: Overview of tax incentives in the region of South East Asia 



  Other tax Incentives Which geographic zones? Kind of CIT incentives Other tax incentives

First year allowance of 90% of the costs of plants in the 

energy field

Credit of 100% of tax liabilities for 100% equity 

financed industrial undertakings

48 Special Economic Zones SEZ (waiting for 

confirmation)
CIT exemption of 10 years

One-time exemption from custom duties and taxes for all 

capital goods imported into Pakistan for the 

development, operations and maintenance of a SEZ

Only for Power producers, exemption on: tax income, 

interest on foreign loans, royalties and capital gains
8 Export Processing Zones (EPZ)

Tax exemption for 2-3 years, then 50% tax 

reduction for 2-3 years and 25% for the last year

Accelerated depreciation

Duty free on imports and exports (machineries, raw 

materials and others)

100% foreign ownership permissible

Full repatriation of capital and dividend

50% on exports tax and deduction on imports

Capital income
3 Special Economic Zones (SEZ)

Tax exemption from 5 to 7 years, followed by 50% 

for 5 years and again if profits reinvested

Exemption from import duties on certain goods

Accreditation of lease for 75 years, with protection 

against nationalisation

Duty free import of production equipment, 

construction materials and others

100% export tax exemption on certains products

30 Special Economic Zones (SEZ) Tax exemption for 3 to 9 years 3
Imports and exports exemptions similar as  QIP

VAT rate at 0% for imports with some exeptions in annex

Depends on your zone, see the incentives in 

geographic zones

The government also classify the activities in three 

levels depending on their contribution to poverty 

reductionm improvment of living conditions, 

construction of infrastructure, jobs creation, etc.

Procedures seem complicated though which can 

discourage investors

Whole country is considered as Investment 

Promotion Zones (3 different types) with a majority 

of zone 1 and 2

Zone 1 and 2 can have a tax exemption from 2 to 

10 years

Exemption of profit tax the next year if profit used 

for business expansion

Exempted from land lease and land concession for 

Education and Healthcare sectors

Exemption of import duties for raw materials, 

equipment, spare parts and vehicles

Exemption of export duties for general goods and 

products

Exemption on imports for machinery and duties used 

for exports, Double deductions from the costs

of transportation, electricity and water supply for 10 

years

Capital Income on certain investments, Additional 

25% deduction of the

cost of installation or construction

of facilities

10 Specia Economic Zones composed of 23 districts 

or 90 subdistricts 

3 year additional CIT exemption, not exceeding 8 

years in total though

Additional 50% CIT reduction for 5 years if not 

granted yet

Exemption on imports for machinery and duties used for 

exports, Double deductions from the costs

of transportation, electricity and water supply for 10 

years

Capital Income on certain investments, Additional 25% 

deduction of the

cost of installation or construction

of facilities

Accelerated depreciation (maximum rate cannot 

exceed twice the ordanary rate though)

Import duty exemption to goods for projects in eligible 

sectors, raw materials intended for exports

Extensive list of goods and services eligible to reduced 

rate of 5% VAT

30 Encouraged Areas and 27 Especially Encouraged 

Areas (53 provinces out of total 63 provinces in the 

country)

Complicated and diverses zones with different tax 

incentives

8 SEZ, 13 KAPET (Integrated Economic Development 

Zones), Bonded Zones,3 FTZ (Free Trade Zones) 

CIT reduction from 20% to 100% for 5 to 15 years, 

even 25 years 

Accelerated depreciation

Non collection of VAT

exemption on import duties

Extension of carry loss forward to 10 years

Exemption of excise

Reduction of net income of up to 30%

10 years exemption from wharfage dues, export tax, 

duty, impost and fees 

Exemption for manufacturing warehouse from custom 

duties and import of required supplies for consigned 

equipment

Possibility to employ foreign nationals in supervisory, 

technical or advisory positions for 5 years

Additional incentives for Regional Headquarters (see 

annex)

108 Proclaimed Economic Zones

All the incentives available for the sectorial 

industries are still available here so these 

described next are additional incentives

Upon expiry of Tax Holiday, 5% Special Tax on 

Gross Income 

Tax and duty free importation of raw materials, capital 

equipment, machineries and spare parts

VAT zero rateof local purchases 

Exemption from payment of any and all local 

gouvernment impost, fees, licenses or taxes

Simplified Import-Export Procedures

Non resident foreign Nationals may be employed Special 

Non Immigrant Visa granted

Investment Tax allowance: 60% of its capital 

expenditure can offset 70% (or even 100%) ot its 

income for 5 years (or even 15 years if a certain level of 

productivity is reached)

Exemption of import duty and sales tax on import of 

raw materials and machinery for biotechnology 

industry

5 special economic regions have been launched 

but only one so far has clearly enacted legislation 

concerning incentives

There are also addtionnal incentives for Less 

Developped Areas (LDA) but these areas have not 

been well defined and application need to be 

evaluated individually

10 years tax exemption which can go up to 15 

years for less developped areas

For LDA, a possible income tax exemption of 100% 

can be applied for capital expenditure for 10 years 

For LDA only, stamp duty exemption on transfer and 

lease of land or building

WHT exemption on fees for technical services or 

royalties related to manufacturing and services 

activities

Import duty exemption on raw materials and 

components, machinery and equipment for 

manufacturing and services businesses

The same incentives are provided for both industries and geographic locations so look for the incentives 

provided for industries

Vietnam is known for having one of the more complex tax system incentives of the ASEAN

Incentives



2.2 OBSERVATIONS 

The first observation that can be drawn is that across our sample of countries, the CIT 

rate is quite similar, ranging from 20% for the lowest (Cambodia, Vietnam) to 32% for the 

highest (Pakistan, the Philippines). The same goes for the tax ratio which gravitates 

around 15% for most of the countries, with the exception of Bangladesh and Myanmar 

with respectively tax ratio at 8,5% and 8,25%. This difference with the other countries 

may be due to a high level of tax evasion as well as an inefficient collection of public 

revenue.   

 

However, it is in the level of FDI that the greatest disparities can be observed. Indeed, 

some countries such as Laos or Cambodia heavily depend on FDI whereas others such 

as Malaysia have become themselves investors. As a consequence, these differences 

greatly impact the number and types of incentives provided by the different governments. 

 

 

Figure 2: Level of FDI in 2015 (net inflows) 

We can observe that: 

 

• The main incentive provided by all the countries is the corporate income tax 

exemption. The period of exemption usually ranges between 3 years up to 8-10 

years for most of the countries.   

 

• Furthermore, we can already notice a difference between countries: most 

advanced countries provide differentiated tax exemption period according to the 

sectors, targeting specific sectors whereas for least developed countries such as 

Cambodia or Myanmar, the tax exemption covers practically all kind of possible 

activity with less differentiation.   

 

• The others incentives mainly used are exemptions on specific imports duties, 

accelerated depreciation and tax allowance. These fiscal tools are favored by 

countries of the upper bracket such as Malaysia, Thailand, Vietnam or the 

Philippines whereas poorer countries such as Myanmar or Cambodia rely more 

on tax breaks. 

 

• As for economic zones, they are widely used in the region of South East Asia but 

are at different stage of their evolution. Some are just emerging as a policy tool 



whereas others have already been set for several years. These zones provide to 

the companies further tax incentives, mainly:  

o Additional tax exemption  

o lower CIT rates  

o exemption from custom duties  

o duty free on imports and exports (most of the time goods for the 

development of the economic zone) 

 

• Other incentives are also available but specific to each country: 100% foreign 

ownership available, accreditation of lease for decades, non collection of VAT, 

deduction of cost of installation, simplified import export procedures or working 

permit for migrants for example. 

 

2.3 FIRST CONCLUSIONS 

The first and main conclusion that can be drawn out of these results is that despite being 

the most hurtful fiscal incentives, tax exemption is and remains the most used one. 

Indeed, due to its nature, it attracts short term, footloose and rapidly profitable 

investments, allows no collection of any public revenue and tends to be renewed several 

times in a row. As a consequence, it favors short sighted project with immediate benefit to 

the cost of long term projects, basically infrastructure investments such as electric grid, 

energy plant or transport infrastructures which would only return profit after several years. 

This is especially unproductive for the poorest countries in dire need of infrastructure and 

who do not have the financial depth to finance such large projects.  

 

On the other hand, be it accelerated depreciation, investment allowance or tax credits; 

they all favor physical investments in a transparent way. Nonetheless, they also have 

their flaws; when limited in time, they provide an incitation towards short-lived goods. 

What is more, even if physical infrastructure and investments remain crucial for 

developing countries, these incentives may steal some investments off from other sectors 

such as human capital.    

 

In a nutshell, on one hand, tax exemptions favor short term and rapidly profitable 

investments whereas depreciation schemes and capital allowances are most valuable for 

investment projects of low profitability. Even if these incentives have advantages, they 

should be focused on specific sectors with specific goals and targets. The catch is that 

governments are currently giving them away in multiple sectors without further 

consideration which may be harmful and provide few or no results.  

 

As for the borders tariffs are concerned, or taxes on imports custom, they are still widely 

used, especially in special economic zones. However, there is a risk that with the 

multiplication of trade agreements and the upcoming of the Asian Economic Community, 

governments may be forced to rely less and less on trade tariffs (due to a decrease in 

customs duties) and more on CIT rate which would make the others incentives, such as 

tax breaks or tax credits, even more dominant in the future.  

 

Concerning the economic zones, their effect on foreign direct investments is still to be 

proven given the little empirical evidence available. Indeed, most of the time, the 

implementation of these special economic zones are meant to boost the growth and 

development of poor or regions at disadvantage which lack proper infrastructures. This 

means that strong and heavy investments are often needed beforehand to settle a proper 

business environment. This may require time and benefit would only appear on the long 

run. As a consequence, to compensate those effects, most of the time, a generous 

package of incentives will be offered to those implanted companies: corporate income tax 



reduction or exemption, duty-free importation of raw material, capital goods and 

intermediate inputs, no charges on exports and even exemption from most local and 

indirect taxes. Hence, the tax pressure between economic zones from different countries 

is taken to another level, increasing the pool of potential ineffective tax incentives.   

 

All these tax incentives have a common point is that they all come with a cost for the 

countries delivering them. For instance, if an investment would have been made anyway, 

even without tax incentives, all the taxes this company is going to avoid represent a loss 

of public revenue.  

 

In addition to this, tax incentives usually imply administration costs but also, to another 

extent, tax evasion. Indeed, some companies already implanted in the country may use 

the incentives as an opportunity to avoid paying taxes by creating a new company from 

an old one in order to benefit from the incentives. It is easy for a multinational, through 

the use of sophisticated tax schemes to take advantage of weak tax administration. As a 

consequence, tax incentives not only harm a country’s potential revenue but can also hurt 

the current tax base. One more reason for governments to carefully process whether or 

not their incentives are worth the cost. 

 

In the second part of the report, a deeper analysis based on each country specific 

features (economy, FDI, industry, etc.) will be conducted in order to distinguish useless 

and hurtful incentives within theses group and find some leads for improvement. 

 

   



3 TAX 
COMPETITION 
ANALYSIS 
3.1 ANALYSIS OF COUNTRY GROUPS 

Despite the fact that it is a regional issue, the strongest competition and struggle for 

investments often occurs within a small group of countries. As a consequence, in 

terms of analysis, dealing with groups of 2-3 countries is sufficient to tackle most of the 

tax competition and furthermore, it allows deeper insights and analysis. 

The composition of these groups will be based on different characteristics such as foreign 

direct investments, the source and destination of the FDI, the different strengths and 

weaknesses of the countries, what the pillars of their economy are and their state of 

evolution (poverty level, corruption, transparency, HDI).    

 

The whole point of creating different groups is to form a strategy within each group, 

supposedly competing within the same range of investment, in order to determine what 

could be done for each group and country specifically? And then, create a synergy 

between these groups to finally obtain a regional overview of the situation and come up 

with a regional strategy.  

 

In the region of South East Asia, even if the whole region shares close rate of growth, the 

difference between each economy is wide, with developing countries and developed 

countries sharing common frontiers. Some of them already display a great and well 

diversified economy, whereas others are still struggling and are only at the early stage of 

industrialization. Consequently, depending on their stage of evolution, countries are not 

targeting the same investments.  

 



 

Figure 3: GDP Growth in 2015, International Monetary Fund, World Economic Outlook Data-
base, October 2015 

3.2 MALAYSIA 

Among our sample of countries, we can see from Figure 4 that Malaysia is clearly on a 

different level compared to the other countries. With its highly open economy, Malaysia 

belongs to the upper-middle income country with a well developed and diversified 

economy, oriented towards high-value added products and looking for opportunities of 

investments among its neighbours, reflected by its negative rate of net FDI. 

  

 

Figure 4: GDP per capita in 2015, International Monetary Fund, World Economic Outlook 
Database, October 2015 

 

Furthermore, the focus of their tax incentives is clearly oriented towards high added value 

products and lays the emphasis on innovation and “niche” sectors: green sector, 

biotechnology and research and development. As a consequence, there is no real 

competition between Malaysia and the other countries of the sample since they do not 

belong in the same bracket, or play in the same league.  

 



As for the other countries, the difference is less obvious but given the size of the 

economy, we could separate Vietnam, the Philippines, Indonesia and Thailand apart from 

the rest (see figure 5). 

 

 

Figure 5: GDP in US$ (millions) in 2015 

Indeed, the four of them are currently in the period of transition, having focused all their 

effort in the secondary and tertiary sector development. They have a diversified economy 

as well, mostly oriented towards manufacturing and services, but are still looking for 

foreign investments and lag behind countries such as Singapore or Malaysia.  

 

Nonetheless, the level of development in these countries has significantly grown during 

the past decades and the level of poverty has quite diminished. In addition to this, due to 

their differences in terms of political influence and tax regimes, these four countries have 

been separated into two groups. 

 

3.3 GROUP OF THAILAND AND VIETNAM 

These two countries are tightly bound due to their political ties and their common will to 

become leaders in the region, facing the growing influence of China in the region on 

Cambodia, Laos and Myanmar. Moreover, they both have much more diversified and 

advanced economies than their direct neighbors, allowing them to attract much diverse 

investors in several sectors: main investors in Vietnam are Korea, Japan, Singapore and 

Taiwan (more than half of the FDI until 2014) in mostly the manufacturing sector and real 

estate activities (75% of the total investments) whereas in Thailand, Japan dominates the 

investments (almost half of the FDI over the last years) followed by the E.U, The U.S and 

China and they are investing mostly in metals products, machinery, electric and electronic 

products as well as in chemicals and services.  

ANALYSIS AND IDEAS: 

• The framework of their tax incentives is wide and complex with multiple industries 

targeted combined with different incentives for each group. They are both competing for 

high value added investments as they try to escape the middle income trap. 



• Indeed, their incentives systems focus on the same group of investments: new 

energy projects, high tech products, information technology, biotechnology and forestry. 

These fields are often subject to the maximum number of years of tax exemption (15 for 

Vietnam and 8 for Thailand) combined with numerous others advantages: accelerated 

depreciation, import duty exemption among others.  

• Moreover, these investments are strongly mobile due to the presence of well 

established infrastructure and manufacturing background. Hence, at least in the field of 

high valued added manufacturing, these two countries are competing with each other. As 

a consequence, this is typically a situation where a regional coordination is needed.  

• On the other hand, for other projects such as energy-related or forestry ones, 

given the growing need of these countries, it is useless to provide tax exemption, only 

depreciation and others might be useful at first.  

 

3.4 GROUP OF PHILIPPINES AND INDONESIA 

These two countries are similar to Vietnam and Thailand due to their more advanced 

economies, ahead of Cambodia, Myanmar or Laos and behind Malaysia or Singapore. 

They are competing for investors of the same regions (Europe, Japan and the US) and 

both in the manufacturing field. Moreover, the last couple of years, their economy seem 

to have run out of breath as both countries are today looking for new channels of growth. 

Analysis and Ideas:  

• Their tax incentives are both focused on the manufacturing sector, reflecting their 

will to diversify their economy: automotive, electronics, metals, chemicals, machinery, 

agro-based products are the focus points.  

• Similar to Thailand and Vietnam, their incentives package includes tax breaks 

and exemption from import duties mostly. However, the incentives provided by the 

Philippines are broader and cover income deduction from investments in major 

infrastructures work, exemption of VAT payment for local purchases among others 

advantages.      

• Since they are competing in the same field, for the same investors, they are also 

in a competitive situation (except when it concerns agro related because of natural 

resources) where a regional cooperation is needed.  

 

 

 

 

Concerning the other countries, we can clearly see that in terms of GDP, Laos, Cambodia 

and Myanmar are still one step behind the remaining countries. Indeed, their economy is 

focused on only a handful of activities and the level of poverty in these regions are still 

quite high. 

TAX COMPETITION WITHIN SOUTH EAST ASIA (BUDIANTORO, 
2015) 
In a nutshell, these four countries are facing each other over manufacturing 

investments and as a consequence, tax incentives could have an impact and make a 

difference to attract investors. These countries are aware of it and the race to the 

bottom has already begun years ago. For example, back in 1996, in the competition 

to lure investment from the General Motors, the Philippines offered corporate income 

tax exemption for 8 years and Thailand offered similar exemption, with an additional 

15 million dollars grant for training facilities. In 2001, to appeal investment from 

Canon, Vietnam provided corporate income tax exemption for 10 years, but the 

Philippines competed Vietnam by changing its regulation and gave corporate income 

tax exemption from 8 to 12 years. Recently, in 2014, in order to entice Samsung’s 

investment, Indonesia offered the exemption of corporate income tax for 10 years 

while Vietnam offered 15 years. 



 

3.5 GROUP OF MYANMAR, LAOS AND CAMBODIA 

Their geographical closeness and the fact that they are the countries with the lowest 

income were the decisive argument to group them together. All three receive important 

amount of FDI and clearly display an attitude to attract investors (generous incentives, 

low CIT rates). However, the main difference with the countries from above is that they 

are not targeting a specific industry; their incentives cover a wide range of activities with 

little differentiation in the incentives granted.  

ANALYSIS AND IDEAS:  

Despite the broad range of activities subsidized, each one of these countries is 

specialized and attracts investors in different and specific sectors: Laos attracts investors 

mostly in electricity, agriculture and mining projects (around 80% of the FDI over the last 

5 years); Myanmar in the oil and gas and power projects as well as transport, 

communication and manufacturing sector; Cambodia in the infrastructure field (65% of 

FDI).  

 

Each of them is attracting these investors because they each have their specific features 

and strengths that grant them with comparative advantage in their field: Laos and 

Myanmar have unique natural resources in the region (hydropower for Laos and off-shore 

gas for Myanmar as well as minerals and forestry) and Cambodia offer a cheap labor and 

maintains close relations (both commercial and political) with China and Vietnam. 

 

Their incentives system is way simpler and includes tax breaks (ranging from 3 to 9 years 

for Cambodia, 5 years for Myanmar and 2 to 10 years for Laos) as well as accelerated 

depreciation and exemption of import (for all three of them) and export duties (for 

Cambodia and Laos).  

 

 As a consequence, they are not competing against each other when it comes to 

investments in certain sectors; the fact that they provide that many incentives may 

simply be a signal to investors that they wish to diversify their economy. 

 

3.6 GROUP OF BANGLADESH AND PAKISTAN 

And finally, due to their geographic locations and the nature of their FDI, it seemed 

natural that Pakistan and Bangladesh were gathered in the same group. Indeed, among 

the different sectors granted by incentives, they are both giving the strongest incentives 

(respectively 15 years for Bangladesh and life exemption for Pakistan) to power 

producers. In addition to tax breaks, both of the countries coupled it with other incentives: 

tax allowance for Pakistan and exemption on interest on foreign loans, royalties and 

capital gains for Bangladesh as well as duty free on both imports and exports. 

ANALYSIS AND IDEAS:  

• These incentives reflect the great need of these two countries in terms of energy 

supply and electric networks, vital to any businesses.  

 

• Given the structure of the incentives, we could suppose there would be a 

competition going on between these countries when it comes to energy-related 

projects. However, Pakistan still has tremendous unexploited hydro resources, 

resources that do not possess Bangladesh. As a consequence, until now, it is 

Pakistan that is drawing most of the investment in energy (almost half of the 



FDI). Furthermore, it may also be due to their great difference when it comes to 

environment business (Ease of doing Business ranking: 138 out of 189 for 

Pakistan and 174 for Bangladesh) 

 

• Instead, Bangladesh is mostly attracting manufacturing sector investments 

(garment industry mostly), due to its cheap workforce.   

 

• As a consequence, they are no competition between these two countries when it 

comes to energy projects, which is the sector that is granted the strongest 

incentives. The only reason behind these incentives for Bangladesh would be to 

attract investors despite the poor business environment of the country. 

 

3.7 CONCLUSION 

In a nutshell, only a handful of countries are competing with each other when it comes to 

foreign direct investments and only in certain specific sectors. These are the situations 

where a regional cooperation is needed in order to restrain tax competition. Otherwise, 

most of the other incentives are given due, on one hand, to the tax pressure, and on the 

other hand, to compensate their weak business environment. 

 

As a consequence, in the third part of this report, we will aim to analyze what could be 

done for each group and what could be a possible strategy on both the smaller and larger 

scale.    

 

 

 

 

 

 

 

 

   



4 POLITICAL 
ANALYSIS  
4.1 GROUP OF THAILAND AND VIETNAM 

These are the countries with the highest political influence due to their commercial and 

political ties with the other group made of Cambodia, Laos and Myanmar. In addition to 

this, there is a recent trend from the Vietnamese government to find a way to raise 

revenues; hence reducing incentives could be a way to achieve such a goal. Actually, 

given the high level of complexity of the tax incentives system of these two countries, a 

simplification could already provide great results due to a decline in administration costs 

and tax expenditures. In addition to this, the simplification of their tax incentives system 

could be a signal for a more transparent and clear framework in the region.   

 

Nonetheless, there are two main problems to this evolution. The first one being the 

simplification of the tax system itself. If these countries were to reduce or even delete 

some tax incentives, which one should they start with? Which are the most hurtful to the 

economy?  

Second, even if we were to find a clear way to simplify efficiently their tax incentives, to 

put it into practice would be extremely complex or even impossible. Indeed, since tax 

incentives are provided by different ministries; gathering this authority to deliver 

incentives under a single state body would not be welcomed by these administrations. 

 

However, if both of these countries were to walk the path of reducing incentives through 

cooperation, it would send a great message across the region given how strongly these 

countries are competing for foreign investments. 

 

4.2 GROUP OF INDONESIA AND THE PHILIPPINES 

In the same situation than Thailand and Vietnam, Indonesia and the Philippines are 

currently suffering from the complexity of their tax incentives. Indeed, due to the diversity 

of the incentives, it implies great administration costs and the state bodies responsible for 

tax revenues are struggling to enforce tax compliance which is leading to a high rate of 

tax evasion.  

 

As a consequence, the simplification of their system would be a significant first step. 

Nonetheless, the problem about simplification remains. Indeed, due to the lack of 

information on tax expenditures, it is complex to clearly determine which the most costly 

tax incentives are and which sectors do profit the most of it? And above all, do these tax 

incentives really benefit the society as a whole? 

 

Nonetheless, these four countries are the only one competing with each other when it 

comes to FDI. As a consequence, they should be in the center of the discussion for the 

regional coordination.  

 

The main issue here is the manufacturing sector since there are mostly short term 

projects which would be more attracted by tax breaks. Moreover, they are also highly 

mobile in the region which allows investors to promote competition among countries.  



 

4.3 GROUP OF CAMBODIA, LAOS AND MYANMAR 

These three countries are still in their early stage of development, so they are still 

exploiting to the fullest their natural resources before switching to the secondary and 

tertiary sector. As a consequence, since each one of them has a specialty and 

advantages in a field, they could simply stop or reduce incentives in their respective 

domains of excellence and coordinate with the other countries so that investors won’t 

have a point of pressure anymore. There is no competition between them in these 

sectors; the fact that they are giving incentives may be due, on one hand, to the peer 

pressure for the neighboring countries, and on the other hand, to compensate their weak 

business environment. Hence, the focus should be on the national level rather than 

creating a regional cooperation. 

 

Furthermore, they can take out most of the incentives in their field of expertise since they 

are mostly immobile investment (oil and gas, electricity, construction, forestry). 

Concerning the other industries, the focus point would be to convince them that instead of 

giving away incentives, they will be rather off by simplifying their procedures and 

improving their business environment to attract FDI.  

 

However, the problem is that the tax incentives cover a wide range of activities, reflecting 

their will to diversify their narrow economic base. As a consequence, it also comes down 

to the same question: apart from the sectors where they hold a comparative advantage, 

which sectors should they focus on?  

 

In addition to this, when it comes to low skilled and intensive-labor, investors are going to 

look at these three countries, so the competition for these investment will remain within 

this region. Hence, there is room for a regional cooperation, in the garment industry for 

example, or all industries that profit from generous tax exemption and are based on 

cheap workforce.    

 

Furthermore, a lot of FDI are currently attracted towards SEZ which are the areas that 

provide the strongest incentives. Hence, these regions could be a focus point of regional 

coordination as well. 

 

4.4 GROUP OF BANGLADESH AND PAKISTAN 

Given the current situation, it is clear that Pakistan has no clear need for further 

incentives in the energy sector due to its important amount of hydro sources. Pakistan 

has anyway much more natural resources and investors are already investing in this area 

so the best outcome for them would be that both of the countries would abandon the 

incentives in order to take off all kind of possible pressure from investors. Indeed, there is 

always the risk that investors would threaten to turn their investments towards 

Bangladesh.  

A solution could be a promise of reinvestment in Bangladesh in such needed projects 

from the gain of the tax revenue collected with the absence of incentives by Pakistan. 

Moreover, with these incentives reduced or dismissed, they could focus on increasing the 

transparency of their system which is currently the main focus and goal of their 

institutions.  

What is more, Pakistan has already started some measures to cancel incentives which 

could provide momentum for this campaign, provides an example of success when it 

comes to reducing incentives.  Pakistan is the only country that produces and gives 

public access to tax expenditures documents in the region. Hence, it could be useful to 



build a study case from Pakistan to perform a Cost Benefit Analysis and lead the way to 

others countries. 

 

4.5 THE UPCOMING OF ASEAN ECONOMIC 
COMMUNITY 

Through the recent announcement of the ASEAN Economic Community, which aims at 

ensuring free flows of goods, services, investment, capital and skilled labor among 

countries within the ASEAN, the issues raised by tax competition might be amplified in 

the near future. Indeed, the ambition of this project implies several measures that will 

probably reduce the number of sources for tax revenues: elimination of tariffs (import 

duties) on most of products, elimination of non-tariffs barriers and liberalization of transfer 

or repatriation of capital, profits or dividends. As a consequence, through this process of 

globalization, the tax base will become narrower and as the countries try to maintain a 

certain level of public spending, the burden will be laid on immobile factors which usually 

consist of the local population.   

 

On top of that, in the AEC-Blueprint-2025 defining the goals of the AEC, the topic of 

taxation within the AEC is only raised twice and only deals with withholding taxes and 

ensuring that bilateral agreement are well established in order to avoid double taxation 

among countries. Tax issues are neither a priority nor a concern for the future AEC. 

And since no clear cooperation or agreement will be held on these issues about tax 

competition (certainly due to the will of the countries to keep their sovereignty on this 

matter), the integration of the AEC could potentially enhance the “race to the bottom”, as 

it happened in the European Union or African regions. This issue need to be tackled as 

soon as possible if countries in the region of South East Asia wish to avoid making the 

same mistake as Europe, which is still struggling to limit the “tax war” between the EU 

countries. 

 

   



5 NEXT STEPS 
Hopefully these results will help the different country offices and provide some leads to 

work with for each region. However, in order to provide more concrete indications and 

precisely assess the tax incentives provided by governments, the first and essential 

step could be a focus on transparency and produce data available to general public 

disclosure. It would enhance the business environment, decrease the administration 

costs and increase the civil society space. In addition to this, it will also clear the process 

of giving out incentives: how, by who, for who and why a tax incentive is provided, which 

will allow clearing suspicion of corruption at the same time. Moreover, by insisting on the 

condition surrounding tax incentives, country offices could lay the emphasis on the 

necessity to clearly assess the efficiency of a tax incentive before its delivery. It is time to 

flip the table and put the burden of checking the usefulness of incentives on investors 

who are the one asking for them.    

Of course, since this report is only supposed to be a support document to country offices, 

I hope that we will be able to get feedbacks from the different affiliates to understand their 

national focus points and see how this document can help them in their respective 

campaigns. 
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