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0% rate in Korea in 2013, 2014, 2015 

Tax Haven? 
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 There are many things referred to as “tax holidays” 

 Sales tax holidays (back to school, second amendment, etc.) 

 Property tax holidays offered by municipalities and states 

 Repatriation tax holiday offered by US in 2004 

Tax Holidays Tax Holidays 
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 Special corporate tax rates, depreciation schedules, etc., used by 

governments to incent foreign companies to invest 
 

 Can target specific types of investment, specific geographic regions of 

the country 
 

 Are generally of limited duration (sometimes with a phase-out), and, in 

some instances, firms can reapply 

 

 Prior literature mostly focuses on FDI, user cost of capital, economic 

growth, etc., as a result of these holidays 

 Some of this literature is analytical, some uses country-level data 

 None (that we know of) use the population of public firm-level data 

Tax holidays in this paper 
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 Introduce to the literature the first large-sample evidence on foreign tax 

holiday participation by U.S. companies 
 

 What kind of countries offer tax holidays 
 

 The use of tax holidays by U.S. firms over time 

 Has tax holiday use increased since AJCA 2004? 

 What kind of firms use tax holidays? 
 

 Provide estimates that quantify the effect of foreign tax holiday 

participation on U.S. firms’ cash tax savings and financial reporting of 

tax expense. 

 the share of foreign tax relief that eventually flows back to the U.S. 

Treasury under the worldwide tax system 

 

 

 

Primary Research Objectives 
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 We use a perl script to extract thousands of instances of possible firm 

disclosure about tax holidays and hired RAs to help sort through the 

disclosures 

 

 We find over 1,700 firm-year observations disclosing tax holidays from 

the population of US multinationals between 1995-2013 

 

Data 
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 The earnings from our foreign operations in India are subject to a tax holiday from a grant 
effective through March 31, 2009. The tax holiday provides for zero percent taxation on 
certain classes of income and requires certain conditions to be met. We are in compliance 
with these conditions as of December 31, 2007 

 

 The 2005 effective tax rate reflected a benefit of approximately .5% attributable to the 
Domestic Production Activities Deduction and a one-time benefit for a China tax holiday 
of approximately 1.0%.  

 

 We currently benefit from income tax holiday incentives in the Philippines in accordance 
with our subsidiary’s registrations with the Board of Investments and Philippine Economic 
Zone Authority, which provide that we pay no income tax in the Philippines for four years 
under our Board of Investments non-pioneer status and Philippine Economic Zone 
Authority registrations, and six years under our Board of Investments pioneer status 
registration. Our current income tax holidays expire in 2010, and we intend to apply for 
extensions. However, these tax holidays may or may not be extended.  

 

 The Company has been granted tax holidays in several jurisdictions including China, 
Thailand and Bangladesh. The tax holidays expire between 2008 and 2015. These tax 
holidays reduced the Company's consolidated effective tax rate on continuing operations 
by less than 1% in both 2007 and 2006.  

Examples of Disclosures 
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Israel 7.9% 

Switzerland 7.6% 

Ireland 3.7% 

Costa Rica 4.3% 

Brazil 4.0% 

China: 25.7% 

India: 16.6% 

Singapore: 21.1% 

Malaysia: 14.6% 

Philippines 7.5% 

Thailand 6.4% 

South Korea 3.6% 

Taiwan 2.3% 

Vietnam 1.7% 



17   Chow, Hoopes and Maydew 

Chow, Hoopes and Maydew Chow, Hoopes and Maydew 

Click to edit Master title style  Percentage of Firms with Foreign Tax Holidays over Time, 1995-2013  



18   Chow, Hoopes and Maydew 

Chow, Hoopes and Maydew Chow, Hoopes and Maydew 

Click to edit Master title style What kind of countries offer tax holidays? 



19   Chow, Hoopes and Maydew 

Chow, Hoopes and Maydew Chow, Hoopes and Maydew 

Click to edit Master title style 

 In a worldwide tax system, tax holidays provide no economic benefit to 

firms under certain assumptions (Hartman 1985) 

 Constant repatriation costs 

 Eventual repatriation 

 

 AJCA 2004 decreased the repatriation cost substantially, violating one of 

the Hartman assumptions (constant tax rates) 
 

 If firms anticipate another repatriation tax holiday, they should be even 

more eager to engage in foreign income tax holidays 

Has tax holiday use increased since 2004? 
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We care about magnitudes 

 Especially relative to other factors 

 

 

 

How do tax holidays affect ETRs? 
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Firm earns $100 in Singapore, with 5% tax provided by a holiday, 

and has 35% US tax rate 

 

 

 

ETR effect under the US Worldwide System 

Example Singapore 

cash tax 

US   

cash tax 

Tax expense 

Pure worldwide system $5 $35 $40 

US Worldwide (foreign tax credit) $5 $30 $35 
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Firm earns $100 in Singapore, with 5% tax provided by a holiday, 

and has 35% US tax rate 

 

 

 

ETR effect under the US Worldwide System 

Example Singapore 

cash tax 

US   

cash tax 

Tax expense 

Pure worldwide system $5 $35 $40 

US Worldwide (foreign tax credit) $5 $30 $35 

US Worldwide 

(foreign tax credit and no repatriation) 

$5 $0 (this year) 

$30 (upon 

repatriation) 

$35 

US Worldwide 

(foreign tax credit, no repatriation, PRE 

designation) 

$5 $0 (this year) 

$30 (upon 

repatriation) 

$5 (this year) 
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 Do tax rates come back up to baseline after a holiday? 

 If the investment of the firm has shifted, we might see post-holiday changes in tax 

rates, as the holiday induced an investment shift 

 

 Mean Effective Tax Rates Before, During, and After Foreign Tax Holidays  

What happens after a holiday? 
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 If firms eventually repatriate earnings from holiday countries, it is 

unclear how taxes (on foreign income) will be affected 
 As long as holidays are material, we expect to see foreign taxes on foreign 

income to decrease 

 Domestic taxes on foreign income may increase if not all income is PRE, 

and as repatriations are eventually made, we expect domestic taxes on 

foreign income to increase 

 Total taxes on foreign income over the long term depends on how large the 

magnitudes of the two previous effects 

 

 Over the very long run, in theory, all earnings have to be repatriated (the 

firm must liquidate) 

How do tax holidays changes taxes over the long run? 
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 For total tax expense to decrease, firms must be designating some 

of the earnings as PRE. 
 

 While it would be strange for PRE not to increase in tax 

holiday situations, given our previous evidence, we 

nevertheless verify that it does 

Indefinitely Reinvested Earnings 
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 Tax holiday use has been increasing, especially since 2004 
 

 Tax holidays are associated with substantial reductions in ETRs (even 

more so than having a tax haven subsidiary) 

 Very large effect for something hitherto ignored in the literature 
 

 Tax holidays are associated with additional federal taxes being paid on 

foreign income in the future over all time spans, decreased foreign taxes 

on foreign income over all time spans, and these two net to a reduction 

in tax expense over all time spans 
 

 Tax holidays are associated increases in PRE 

 

Conclusion 
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Thanks! 

_ 
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…we have obtained several tax incentives from the Singapore Economic Development 
Board, an agency of the Government of Singapore, which provide that certain classes of 
income we earn in Singapore are subject to tax holidays or reduced rates of Singapore 
income tax. In order to retain these tax benefits in Singapore, we must meet certain 
operating conditions specific to each incentive relating to, among other things, maintenance 
of a treasury function, a corporate headquarters function, specified IP activities and 
specified manufacturing activities in Singapore. Some of these operating conditions are 
subject to phase-in periods through 2015. The Singapore tax incentives are presently 
scheduled to expire at various dates generally between 2015 and 2025. Renewals and 
extensions of such tax incentives are in the discretion of the Singapore government, and we 
may not be able to extend these tax incentive arrangements after their expiration on similar 
terms or at all. We may also elect not to seek to renew or extend certain tax incentive 
arrangements. In February 2010, the Malaysian government granted us a tax holiday on our 
qualifying Malaysian income, which is effective for 10 years beginning with our fiscal year 
2009. The tax incentives that we have negotiated in Malaysia and other jurisdictions are 
also subject to our compliance with various operating and other conditions. If we cannot, or 
elect not to, comply with the operating conditions included in any particular tax incentive, 
we will lose the related tax benefits…. For fiscal years 2014, 2013 and 2012, the effect of 
all these tax incentives, in the aggregate, was to reduce the overall provision for income 
taxes by approximately $99 million, $77 million, and $81 million, respectively, and 
increase diluted net income per share by $0.37, $0.31 and $0.33, respectively. 

 

Example – Singapore and Malaysia 
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