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Table 1 Analysis of corporate tax burden under thin capitalization rules
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Table 3 Descriptive statistics of the main variables

N Mean Std Q1 Median Q3
ThinCAP 334 939 1.829 4.099 0.382 0.936 2.048
TaxRate 334 939 0.098 0.127 0.000 0.023 0. 160
Size 334 939 10. 582 1.394 9.567 10.445 11.464
ROA 334 939 0.076 0.149 0.005 0.040 0.114
Growth 334 939 0.197 0.613 -0.073 0.050 0.280
Volatility 334 939 1.318 0.928 0.902 1.099 1.419
PPE 334 939 0.302 0.196 0.143 0.270 0.428
CVOA 334 939 0.509 0.219 0.346 0.509 0.673
FinRisk 334 939 0.010 0.017 0.000 0.005 0.016
SOE 334 939 0.011 0.068 0.000 0.000 0.000
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Table 4 Comparison of main variables of foreign-invested enterprise before and after the thin capitalization rules

R ST BRI fS
¥IE « K Ff R 2 KT
A F-H{H LREIVR FHME LREITR 4
ThinCAP 1.849 0.96 1.806 0.909 3.01%** 11.00***
TaxRate 0.089 0 0.108 0.059 —42.74 %% —47.31 %
Size 10. 446 10.296 10. 745 10.618 ~61.94 %% -62.35%*
ROA 0.07 0.038 0.083 0.042 -26.01*** -16.72**
Growth 0.215 0.086 0.176 0. 005 17. 84 66.07 ***
Volatiliry 1.357 1.158 1.272 1.011 26.30 % 80.39***
PPE 0.302 0.272 0.301 0.267 2.65*** 4,837
CVOA 0.512 0.511 0.506 0.506 7.55%** 7.33 7%
FinRisk 0.009 0.005 0.011 0.005 -21.41 % —14.27 %
SOE 0.012 0 0.01 0 10. 17 6.41 7%
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Table 5 DID regression results of tax reform on thin capitalization

06 ~09 05 ~10 04 ~11
AR
ThinCAP ThinCAP ThinCAP
0. 405 *** 0.358 %% 0.033
TCR
(16.150) (17.14) (1.07)
4.301 7% 4,311 4.307 7%
Treated
(119.552) (1144.95) (158.04)
—1.5627%** —-0.853*** —-1.101
TCR x Treated
( —26.848) ( -18.90) ( -26.92)
—-0.628 -0.569 *** —-0.657
TaxRate
( =9.630) ( -11.10) (-13.93)
0.051*** 0.059 *** 0.058 ***
Size
(7.438) (10.86) (11.68)
-0.976*** -0.828 % -0.917**
ROA
( -15.295) ( -16.41) ( -19.80)
0.3517* 0.325™* 0.330***
Growth
(16.048) (18.38) (22.25)
0.026" -0.000 -0.004
Volatility
(1.940) ( -0.01) ( -0.44)
—1.313%* —1.239*** —-1.320*
PPE
(-17.491) ( -20.76) (-24.13)
0.420 %% 0. 4257 0.430 %%
CVOoA
(6.099) (7.78) (8.60)
6.938 "% 5.196 % 6.508 ***
FinRisk
(10.797) (10.25) (13.73)
-0.200 —-0.259** -0.276***
SOE
( -1.396) ( -2.35) (-2.84)
0.249*** 0.207*** 0.320***
Constant
(2.645) (2.77) (4.57)
Year il il il
Industry il il it
N 176 341 278 046 334 939
Adj R? 0. 186 0.203 0.198
F1{a 508.041 818.83 914.98
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Table 6 The impact of thin capitalization rules on the tax burden of foreign enterprises

06 ~09 05 ~10 04 ~11
RAR
TaxRate TaxRate TaxRate
0.008 *** 0.005*** 0.037 ***
TCR
(8.189) (6.660) (33.687)
-0.008 *** —-0.008 *** —0.008 ***
Treated
( -9.103) ( -10.462) ( —11.451)
-0.005 *** -0.005 *** —-0.004 ***
TCR x Treated
( -3.874) ( -4.615) ( —4.428)
—0.000 *** —0.000 *** —-0.001 ***
ThinCAP
( —6.790) ( =7.894) ( =10.509)
0.000 -0.000** —-0.001 ***
Size
(0.935) ( -2.564) ( —4.476)
0.033 *** 0.040*** 0.037 7
ROA
(16.068) (24.315) (24.424)
0.002 *** 0.003*** 0.003 ***
Growth
(3.024) (7.175) (7.004)
—-0.037 —-0.035*** —-0.038***
PPE
( —22.897) (=27.224) ( -31.702)
—-0.024 —-0.023*** —-0.022 %
INV
( -13.087) ( -15.328) ( -16.147)
0.011 0.074 0.035***
FinRisk
(0.667) (5.264) (2.681)
-0.076 " —-0.068 *** —0.069 ***
Loss
( —115.165) ( =129.447) ( -141.279)
0.014 7% 0.015*** 0.0157*
SOE
(2.994) (4.137) (4.776)
0.032*** 0.0327*** 0.0327**
Age
(66.840) (90.207) (90.207)
0.053 %% 0.0557** 0.058 ***
Constant
(17.885) (23.201) (26.307)
Year il P £l
N 176 341 278 046 334 939
Adj R? 0.110 0.105 0.114
FAH 735.882 1011.332 1262.439
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Table 7 The impact of thin capitalization rules on wholly foreign-owned enterprises

ARt AR ThinCAP TaxRate
0.056" 0.036***
TCR
(1.790) (30.895)
4,278 7 —-0.008 ***
Treated
(139.594) ( -10.677)
-0.062*** -0.015***
WSDZ
( —4.605) ( —22.033)
—0.980 *** —0.003 ***
TCR x Treated
( =20.975) ( —=3.069)
0.127" -0.001
TCR x WSDZ
(1.910) ( -0.412)
-0.051** 0.009 ***
Treated x WSDZ
(-2.475) (8.962)
—0.524*** -0.001
Treated x TCR x WSDZ
( -5.415) ( -0.603)
-0.677 %
TaxRate
( -14.321)
—-0.001 ***
ThinCAP
( -10.783)
0.060 *** —0.000***
Size
(12.010) ( -2.925)
-0.910*** 0.038 %
ROA
( —19.645) (25.143)
0.329*** 0.003 ***
Growth
(22.149) (6.813)
-0.004
Volatility
( -0.462)
—-1.306*** —-0.036 "
PPE
( —23.848) ( —30.646)
0.4317**
CVOA
(8.623)
6.2357%* 0.019
FinRisk
(13.139) (1.415)
-0.336**" 0.008 ***
SOE
( -3.439) (2.626)
—-0.022***
INV
( -16.056)
—-0.068 ***
Loss
( -139.695)
0.031 %%
Age
(93.164)
0.319** 0. 060 ***
Constant
(4.569) (27.206)
Year il il
Industry payl Baks|
N 334 939 334 939
Adj R? 0.198 0.115
F1{H 846.331 1187.872
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Table 8 Robustness test: Alternative measurement of dependent variable

- 06 ~09 05 ~10 04 ~11
I LEV LEV LEV
0.008 *** 0.006 *** —0.020***
TCR
(4.305) (4.333) ( -10.251)
0.304 *** 0.301 *** 0.296 ***
Treated
(233.044) (279.544) (300.137)
—0.045*** -0.023 %" ~0.032 %
TCR x Treated
( —21.028) ( —14.440) ( -21.579)
~0.160*** -0.153 %" ~0.161 ***
TaxRate
( -39.142) ( —47.554) ( —54.570)
. 0.009 *** 0.010*** 0.010 ***
e (23.358) (31.234) (34.296)
—0.301 *** -0.297 *** —0.307 ***
ROA
( -66.775) ( -82.189) ( -92.750)
0.009 *** 0.007 *** 0.010 ***
Growth
(6.937) (7.583) (12.138)
0.010*** 0.007 *** 0.008 ***
Volatility
(13.010) (13.018) (16.543)
—0.293 *** ~0.288 *** —0.297 ***
PPE
( -73.365) ( -90.622) ( -101.701)
0.168 *** 0.165*** 0.165***
CVOA
(48.426) (59.929) (65.680)
1.926*** 1.797 *** 2.023 7%
FinRisk
(55.415) (63.771) (77.163)
0.034 *** 0.024 *** 0.027 ***
SOE
(4.050) (3.647) (4.720)
0.351 *** 0.357 *** 0.360 ***
Constant
(62.917) (80.874) (87.268)
Year 2 il i i
Industry st i il
N 176 341 278 046 334 939
Adj R? 0.361 0.368 0.363
F 3259.333 5071.148 5 661.189
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Table 9 Robustness test: Ruling out the effect of confounding events

TCROS TCRO6 TCRO7
A 4R - - -
ThinCAP ThinCAP ThinCAP
0.016 -0.003 -0.035
TCR
(0.777) ( -0.132) ( -1.608)
4,427 4.3657* 4,327
Treated
(65.280) ( 104.556) (133.390)
-0.081 -0.011 0.109"
TCR x Treated
( -1.103) ( -0.194) (1.828)
-0.492** -0.493 *** -0.493 ¥
TaxRate
( -8.123) ( -8.128) ( -8.137)
0.0627** 0.062 *** 0.062 ***
Size
(9.438) (9.428) (9.400)
-0.597 *** -0.597 *** -0.598 ***
ROA
( -9.138) ( -9.144) ( -9.161)
0.290 *** 0.290 *** 0.290 ***
Growth
(14.186) (14.188) (14.211)
0.004 0.004 0.004
Volatility
(0.355) (0.355) (0.366)
—-1.026*** —-1.027 —-1.027 %
PPE
(-14.113) (-14.116) (-14.119)
0.384 7 0.384 *** 0.384
CVOA
(5.829) (5.830) (5.836)
2.593 % 2.607 *** 2.617***
FinRisk
(3.963) (3.982) (3.997)
-0.315** -0.316** -0.316**
SOE
( -2.569) ( -2.572) ( -2.573)
0.193** 0.210** 0.222%*
Constant
(2.147) (2.322) (2.449)
Year i E2yiil E2yil
Industry I i 1
N 182 358 182 358 182 358
Adj R? 0.241 0.241 0.241
F1H 676.477 676.347 676.111
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Thin capitalization rules and tax avoidance of foreign-funded enterprises

HUANG Bing~i', LIN Jia-wei®, WANG Yan-yan'
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2. The People’ s Bank of China Quanzhou Central Sub-branch, Quanzhou 362000, China

Abstract: Thin capitalization is a common means of tax avoidance for multinational corporations. China’ s thin
capitalization rule was established in 2008. However, there is few research on the effect of China’ s thin capi—
talization rule on foreignHunded enterprises at present. Based on data from Chinese manufacturing enterprises
database in 2004 —2011, this paper uses difference in difference model to test the impact of the thin capitali—
zation rule on the tax avoidance behavior through thin capitalization of foreign{funded enterprises empirically.

The results show that China’ s thin capitalization rule has effectively reduced the degree of thin capitalization of
some foreign-funded enterprises, especially those whose debt-equity ratio is higher than 2, and inhibited the
tax avoidance through thin capitalization of foreignfunded enterprises. Due to the strong tax avoidance motive,
the actual tax burden of foreignHunded enterprises is far lower than the statutory tax rate. Though the thin cap—
italization rule has effectively improved the actual tax burden of foreign{funded enterprises, the tax burden of
foreignHfunded enterprises with high degree of thin capitalization is still less than that of foreign{unded enter—
prises with low degree of thin capitalization. At the same time, the thin capitalization rule has a learning effect
on foreignHfunded enterprises that fail to meet the regulatory requirements: foreignHfunded enterprises whose
debt-equity ratio does not exceed the statutory standards will increase their degree of thin capitalization.

Key words: thin capitalization rule; thin capitalization; foreign{funded enterprises; tax burden



