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The Impact of China’s Controlled Foreign
Company Rules on Corporate Income Tax
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Abstract: To prevent multinational enterprises from avoiding taxes through profit shifting,
many countries have introduced anti-tax avoidance measures, notably through transfer
pricing regulations and Controlled Foreign Company (CFC) rules. This paper examines
China’s tax environment and evaluates the impact of its 2008 CFC implementation on
corporate income tax revenue using the synthetic control method. The results show that
CFC rules significantly increase corporate income tax as a proportion of total tax revenue,
demonstrating their effectiveness in curbing tax avoidance and their broader economic
implications. These results are robust to further analysis using the Difference-in-
Differences approach. These findings have significant policy implications for Taiwan. In
2016, Article 43(3) of the Income Tax Act formally introduced the CFC regime, followed
by the release of relevant implementation measures and review guidelines in 2017, though
its enforcement was initially delayed due to a sunset provision. To align with the OECD’s
global minimum tax initiative, Taiwan officially implemented the CFC regime in 2023.
The empirical findings from mainland China provide critical insights for Taiwan’s tax
policy framework.
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%1 OECD g E R CFC #HALdl & 2 735
B Fe 3 &9 % CFC FHER e
£ = 11 I (Australia) Yes 1990
23 4] (Austria) Yes 2019 *
v {1pF (Belgium) Yes 2017
‘e £ %+ (Canada) Yes 1976
41 (Chile) Yes 2014
& i+ 3; (Colombia ) Yes 2017
#_. % {v R (Czech Republic) Yes 2019 :
2 % (Denmark) Yes 1995
& % & I (Estonia) Yes 2000
i (Finland) Yes 1995
+ B (France) Yes 1980
?,&J_ail (Germany ) Yes 1972
# " (Greece) Yes 2014
&7 41 (Hungary ) Yes 1997
7k & (lceland) Yes 2010
€ f @ (lreland) Yes 2019 *
r2d 7 (lsrael) Yes 2003
&~ 1 (ltaly) Yes 2001
p ~ (Japan) Yes 1978
% §& (Korea) Yes 1995
Fw i (Latvia) Yes 2013 p 2k *
2019 = &
* 14 #» (Lithuania) Yes 2004
J # % (Luxembourg) Yes 2019 *
E & # (Mexico) Yes 1997
J7 i (Netherlands ) Yes 2007
o # (New Zealand ) Yes 1988
= (Norway ) Yes 1992
A% (Poland ) Yes 2015
557 (Portugal) Yes 1995
2175 % 5 £ fo R (Slovak Republic ) Yes 2019 *
#7072 > R 17 (Slovenia) Yes 2019 *
& F17 (Spain) Yes 1995
i (Sweden) Yes 1989
4 (Switzerland) No *
B H (Turkey) Yes 2006
# B (United Kingdom ) Yes 1984
% ® (United States ) Yes 1962

1. F# &R : OECD 2020, Corporate Tax Statistics Database : Controlled Foreign Company rules -
% CFCHIAZ MFo 1F5 &~ dl el fee
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18 Wl2eFeE

%K S piE
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Ao DID thig - 8% £ F L4 7 st > A3 30 m LT T 7484 Bk
(parallel trend assumption) | » 7= ¥ ¥ &+
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