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CHAPTER 1
°0

INTRODUCTION TO

INTERNATIONAL TAXATION

Learning Objectives:

1. Master the concept of international taxation essentially.

2. Distinguish the difference and connection between international taxation, national
taxation and foreign taxation.

3. Know the developmental trend of international taxation.



INTERNATIONAL TAXATION (Blilngual Edition)

1.1 The concept of international taxation

1.1.1 What is international taxation?

Tax is a kind of compulsory levy on the taxpayers within the government’s jurisdiction
which relies upon its political power. It is a significant way of obtaining revenue for the
government which reflects the levy and payment relationship between the country and the
taxpayers. It includes not only the relationship between the government and its domestic
taxpayers, but also the relationship between the government and its foreign taxpayers. Well, is
international taxation also a kind of compulsory levy? Is it a tool of obtaining revenue for the
international societies which rely on a sort of hegemonical politics? The answer is negative.
Because there isn" t a kind of political power which is superior to independent sovereignty of any
other country, it needn t talk about the compulsory levy in the international societies.

Since long time, some foreign scholars have been engaging in the research on the subject of
international taxation. But after the Second World War, theory of international taxation developed
rapidly and became an important part of foreign taxation. There must be some premises for its

nomination and existence.

1. The conditions of nomination for international taxation

From the point of view of theory, the nomination and existence of international taxation are
decided by two conditions on the basis of tax. The first one is that transnational income exists
largely. The second one is the fact that countries in the world levy the income tax universally and
exercise different tax powers. Only the two conditions exist at the same time, does the problem
of sharing tax profit appear. So, it is necessary to coordinate the tax profit between countries and
then the tax distribution relationships nominate.

The two conditions which decide the nomination and existence of international taxation also
provide judgment standards for the objective existence of international taxation from the point of

view of theory and practice.

1) There is inevitable direct connection between the appearance of transnational
income and the nomination of international taxation

Transnational income is the income owned by a resident taxpayer or a citizen taxpayer of
a country, but actually, it derives from another country. It is the material basis of nomination for
international taxation.

Under the closed economic environment, national collection only involves commodities
produced and circulated within its territory and the income and assets owned by its native

taxpayers. But under the open economy conditions, the goods produced in a country can flow into
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CHAPTER | INTRODUCTION TO INTERNATIONAL TAXATION

another through international trade. The taxpayers of a country who are engaged in international
economic activities like transnational investment will have income or obtain property from
abroad, which leads to the formation of transnational income. At this time, within its scope of
tax jurisdiction, the government will levy on not only the goods imported from foreign countries
and the ones exported from its own country, but also the foreign income or property owned by
national taxpayers as well as the ones owned by foreign taxpayers within its territory. For the
taxpayer’ s income stride across borders, the tax relationship is also crossed the border. As a
result, the problem of how to share tax benefit between states for the same transnational income
appears. Only at this time, does the objective economic condition offer premise condition to the

generation of international taxation.

2) There is substantial connection between the nomination of international
taxation and the fact that countries in the world levy income tax universally and
exercise different tax powers

As the transnational income exists, the concerned countries should list it as their object of
taxation and exercise their taxation right. The source country, where the transnational income
comes from, will levy on the income from source, and the resident or citizenship country
where the owner lives who earns the transnational income will also levy on the same income
in general. Thus it causes the confliction of tax allocation between countries which leads to the
occurrence of tax distribution relationship between countries. Therefore, international taxation
is the performance of governments which exercise their tax power on transnational income of
transnational taxpayers; also it is the “invasion” and “coordination” of a country to another
country’ s financial interests. Only countries in the world levy income tax universally and
exercise different tax jurisdictions, transnational income exists also, could international taxation

be nominated.

2. The concept of international taxation

To sum up, the concept of international taxation could be understood from two aspects of

narrow and generalized sense.

1) Narrow sense

From the narrow sense, international taxation refers to tax allocation and coordination
relationships between two or more governments when they levy on the transnational income of
transnational taxpayers separately, based on their respective tax sovereignty.

The concept includes the following three important meaning.

(1)International taxation cannot exist alone, which is separated from national taxation

National taxation must have its own government revenue collecting office and taxpayers.

8 5 8
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However, international taxation could impossibly have its own specific ones which are separated
from national taxation. It can only depend on national taxation.

The example of European Union can explain this problem well. The European Union is
a regional as well as international organization with high integration of policy and economy.
In European Union, it has common external tariff and unified currency—the euro, even the

““

EU government has its own independent revenue sources which can be called “ own revenue
resources ” . However, this so-called “ own revenue resources” is in fact obtained from
each member government which imposes tax compulsorily on its taxpayers instead of direct
taxation on the taxpayers of member government by the EU government. For example, there is
an item called the tariff revenue in the “own revenue resources” . It is not collected by the EU
government itself, instead, it is paid to the EU budget from each member country after they levy
tariff on imported products and deduct 10% handling fee from the income. As another example,
value-added tax commission is the largest income in “own revenue resources” of European
Union, but it is also not levied directly by the Union government on the taxpayers of member
countries. It is paid to the EU budget by the member states in accordance with uniform diameter
value-added tax base according to a certain proportion.

(2)International taxation cannot leave the key factors of transnational taxpayer

Usually, a “non-transnational” taxpayer bears tax obligations of one country. It involves
only the relationship between two parties of levying and paying in one country without causing
tax distribution relationship between different countries. So in the concept of international
taxation, we must specify that its taxpayer is transnational one. Otherwise, international tax
relation is out of the question.

(3)International taxation is the allocation and coordination relationships between
different countries

When a country levies on transnational income of its transnational taxpayer in its tax
jurisdiction, it often involves the financial interest of other countries. Then, tax relationship
between different countries is implicated in international taxation, and it is just the essence of
international taxation.

Tax relations between different countries mainly perform in two aspects:

(D Tax distribution relationships between different countries.

Tax distribution relationships between different countries relate to the problem of tax
benefit distributions that are on the same object of taxation, which country can levy and
how much the country can levy respectively. When the levy of a country results in another
country cannot levy, or when a country levies more taxes which leads to less taxing of another
country, tax distribution relationships between two countries will occur. For example, when
a transnational income is collected by two governments at the same time, for avoidance

of international double taxation on the same income which will increase the tax burden of
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transnational taxpayer, the residence country of taxpayer can give up its taxation right to
foreign income earned by resident, and let the source country exercise taxation right alone; or
the residence country gives priority to taxation right to the source country and levies on the
difference between the lower tax rate of source country and the higher tax rate of residence
country after the foreign income has been collected by the source country. In two of these
cases, tax distribution relationship will occur between source country and residence country.
Another example is that in order to prevent the import and export countries from levying
domestic commodity tax on the same batch of goods in international trade, international
societies regulate unified that the goods of international trade will be collected by the import
country instead of export country. As a result, the tax benefits of export country will be affected
because it gives up its right to levy on export goods and the import and export countries also
have a certain degree of tax distribution relationship. As another example, when the multi-
national corporation is engaged in international tax avoidance, as the multi-national corporation
usually tries to transfer some profit of the group from a subsidiary which locates in the country
with high tax rate to another subsidiary in the country with low tax rate for achievement,
the income tax base of the country with high tax rate will be affected inevitably. Certain tax
distribution relationship between the two countries will occur of course.

@ Tax coordination relationships between different countries.

Taxation is the sovereignty of a country. A sovereign state has the right to decide on what
to levy and on what not to levy, it also has the right to decide how much to collect. That is to say,
in taxation, a country can go its own way without consideration of other countries” likes and
dislikes. However, in an open world economy, countries in the world rely on and depend on each
other. Actually, states can not set their own tax system at random and exercise their taxation right
arbitrarily. They have to consider the economic relations with other countries on many issues
which require some coordination in the tax system, tax policy and other aspects between counties.
The coordination involves two aspects:

The first aspect is the cooperative coordination which refers to the relevant countries
reaching an agreement by negotiation on their tax base, tax rate, tax rules, etc. According to
the agreement, they can determine the tax system and collection methods on commodity and
taxpayers of other countries. Like the signed agreements for avoidance of double taxation
between countries are the performances of cooperative coordination.

The second aspect is the non-coaperative coordination which refers to a kind of international
tax coordination made by a country to keep its tax system consistent with other countries.
Driven by the competition pressure of other countries, the government can adjust its tax system
unilaterally, meanwhile, the tax system of other countries remain unchanged. The essence

is the tax international competition. For example, in the mid-1980 s, in order to prevent the



