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Malaysia needs tax incentive framework 
that keeps up with the times 

OECD, MAYBANK KIM ENG ESTIMATES 

Effective CIT rates of selected multinational 
corporations in Malaysia (by country) 

% 
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Note: Data as a t tax year 2016, except for US MNCs, which are from 2018. Data for Mexico 
and Brazil derived from a sample size of less than 10 MNCs. 

B Y E S T H E R L E E 

n 2021, M a l a y s i a ' s a p p r o v e d for-
e i g n d i r e c t i n v e s t m e n t ( F D I ) 
a m o u n t e d t o R M 2 0 8 . 6 b i l l i o n , 
r o u g h l y t h r e e t i m e s m o r e t h a n 
t h e RM64.2 b i l l i o n a c h i e v e d i n 

t h e p r e v i o u s year , t h e M a l a y s i a n 
I n v e s t m e n t D e v e l o p m e n t A u t h o r -
i t y ( M i d a ) a n n o u n c e d r e c e n t l y . 

I t is w o r t h n o t i n g t h a t t h e n e t 
FDI i n f l o w s i n 2021 h a v e r e b o u n d -
ed t o RM54.91 b i l l i on , t h e h i g h e s t 
s i n c e p r e - p a n d e m i c days . I n 2020, 
n e t FDI i n f l o w s t o t a l l e d RM14.64 
b i l l i o n w h i l e t h e y c a m e i n a t 
RM32.36 b i l l i o n i n 2019. 

H o w e v e r , w h e t h e r M a l a y s i a 
c a n a c h i e v e s u c h a p e r f o r m a n c e 
t h i s year , f o l l o w i n g 2021's s t e l l a r 
n u m b e r s , " w o u l d be d i f f i cu l t " ad -
m i t t e d Sen io r M i n i s t e r ( I n t e r n a -
t i o n a l T r a d e a n d I n d u s t r y ) D a t u k 
Seri M o h a m e d A z m i n Ali d u r i n g 
t h e M i d a A n n u a l M e d i a C o n f e r -
e n c e 2022. 

W h i l e i t is u n d e r s t o o d t h a t FDI 
h e l p s to develop t h e e c o n o m i c sec-
t o r s of a c o u n t r y a n d a r e d e e m e d 
i m p o r t a n t t o d e v e l o p i n g n a t i o n s 
s u c h as M a l a y s i a , o n e q u e s t i o n 
t h a t o f t e n c o m e s u p is w h e t h e r , 
i n i t s a t t e m p t s to a t t r a c t FDI, t h e 
c o u n t r y is g i v i n g a w a y too m a n y 
i n c e n t i v e s , r e s u l t i n g i n f o r e i g n 
c o m p a n i e s pay ing lower t axes t h a n 
loca l o n e s . 

A p a p e r p u b l i s h e d b y t h e I n -
t e r n a t i o n a l J o u r n a l of R e s e a r c h 
i n B u s i n e s s S tud i e s a n d M a n a g e -
m e n t i n 2019 s e e m s to sugges t t h a t 
i t c o u l d b e t h e c a s e . I t p r o v i d e d 
e v i d e n c e t h a t m u l t i n a t i o n a l cor-
p o r a t i o n s (MNCs) i n Ma lays i a h a d 
a l ower e f f ec t i ve t a x r a t e t h a n t h e 
g e n e r a l p r e v a i l i n g c o r p o r a t e i n -
c o m e t a x r a t e , b y 3.6%. 

KPMG Malays ia h e a d of t a x Soh 
L i a n S e n g p o i n t s o u t t h a t M N C s 
could also h a v e t h e o p p o r t u n i t y to 
r e d u c e t h e i r t a x b u r d e n t h r o u g h 
a w i d e r a n g e of i n c e n t i v e s . "MNCs 
w i t h g r e a t e r p r e - t a x i n c o m e h a v e 
m o r e i n c e n t i v e s a n d r e s o u r c e s to 
engage i n effect ive t a x p l a n n i n g to 
r e d u c e t h e i r t a x l iab i l i t i es , w h i c h 
w i l l r e s u l t i n l o w e r e f f e c t i v e t a x 
r a t e s (ETRs)." 

Prof i tab le MNCs c a n e f f i c i en t ly 
u t i l i s e t a x d e d u c t i o n s , s u c h as t h e 
doub le d e d u c t i o n i n t e r m s of R&D 
e x p e n d i t u r e , p r o m o t i o n of expor t s , 
b r a n d p r o m o t i o n ac t iv i ty , f r e i g h t 
c h a r g e s a n d e m p l o y e e t r a i n i n g 
p r o g r a m m e s , " h e says . 

Soh a d d s t h a t t h e r e s u l t s i n t h e 
p a p e r p u b l i s h e d b y t h e I n t e r n a -
t i o n a l J o u r n a l a r e c o n s i s t e n t w i t h 
a s t u d y d o n e by M a y b a n k Inves t -
m e n t B a n k R e s e a r c h b a c k i n 2021, 
w h e r e t h e s t a t i s t i c s s h o w e d t h a t 
m o s t foreign MNCs i n Malaysia paid 
a lower e f fec t ive c o r p o r a t e i n c o m e 
t a x (CIT) ra te t h a n t h e h e a d l i n e 25% 
ra te , e x c e p t for I n d i a n firms. 

T h e r e p o r t sees a s i m i l a r t r e n d 
a m o n g n e i g h b o u r i n g c o u n t r i e s , 
w h e r e f o r e i g n MNCs i n S i n g a p o r e 
a n d T h a i l a n d l a r g e l y e n j o y l o w 
ETRs, or b e l o w t h e s t a t u t o r y r a t e s 
of t h e r e s p e c t i v e c o u n t r i e s . 

Amarjeet: The global tax reform led 
by the OECD should not result in 
incentives no longer being relevant 

N e v e r t h e l e s s , o t h e r s h i g h l i g h t 
t h a t l ower ETRs do n o t o n l y a p p l y 
to M N C s b u t to a n y c o m p a n y t h a t 
e n j o y s t a x i n c e n t i v e s . 

"The effective t a x ra te of compa-
n i e s e n j o y i n g i n c e n t i v e s is g e n e r -
a l ly lower t h a n t h o s e t h a t a r e n o t . 
T h e e x i s t i n g i n c e n t i v e f r a m e w o r k 
i n Malays ia is n o n - d i s c r i m i n a t o r y 
a n d i n c e n t i v e s a r e g r a n t e d t o all 
e l ig ib le c o m p a n i e s i n c o r p o r a t e d 
i n M a l a y s i a , i n c l u d i n g s m a l l a n d 
m e d i u m e n t e r p r i s e s (SMEs) . As 
l o n g as a c o m p a n y u n d e r t a k e s in-
c e n t i v i s e d ac t iv i t i e s , r ega rd l e s s of 
w h e t h e r i t is a n M N C or FDI, a n d 
m e e t s t h e c o n d i t i o n s f o r t h e in -
c e n t i v e , i t w i l l b e e l ig ib le fo r t h e 
i ncen t ive , " says De lo i t t e M a l a y s i a 
g o v e r n m e n t g r a n t s a n d i n c e n t i v e 
l e a d e r T h a m Lih J i u n . 

As for w h e t h e r p rov id ing MNCs 
w i t h t a x i ncen t i ve s w o u l d be a loss 
of r e v e n u e f o r t h e g o v e r n m e n t , 
EY A s e a n t a x l e a d e r a n d p a r t n e r 
A m a r j e e t S i n g h be l ieves i t w o u l d 
d e p e n d o n t h e t y p e of i n v e s t o r s . 
H e says i t is c r u c i a l t o deve lop a n 
u n d e r s t a n d i n g of w h a t m o t i v a t e s 
i n v e s t o r s to i n v e s t i n a c e r t a i n ju-
r i s d i c t i o n . 

P o t e n t i a l r e s o u r c e - o r m a r -
k e t - s e e k i n g i n v e s t o r s w i l l g e n e r -
al ly i n v e s t i n a c o u n t r y r e g a r d l e s s 
of w h e t h e r i n c e n t i v e s a r e o f f e r e d 
t o t h e m , s a y s A m a r j e e t . I n s u c h 
i n s t a n c e s , i n c e n t i v e s a r e less of a 
key c o n s i d e r a t i o n i n d e t e r m i n i n g 
w h e t h e r or n o t to i nves t . 

O n t h e o t h e r h a n d , i n v e s t o r s 
w h o a r e e f f i c i e n c y - s e e k i n g a n d 
s t ra tegic-asset-seeking m a y require 
i n c e n t i v e s to i n v e s t i n a p a r t i c u l a r 
j u r i s d i c t i o n if t h e y a r e n o t ab le to 
avai l t h e m s e l v e s of t h e b a l a n c e of 
e f f i c i enc i e s w h e n c o m p a r e d w i t h 
o t h e r j u r i s d i c t i o n s , h e a d d s . 

S i m p l y p u t , e f f i c i e n c y - s e e k i n g 
FDIs a re i n v e s t m e n t s t h a t look fo r 
f a c t o r s s u c h as l o w log i s t i ca l a n d 
labour costs a n d p len t i fu l supp ly of 
ski l led l a b o u r t o i m p r o v e i t s c o m -
p e t i t i v e n e s s i n t h e g loba l m a r k e t . 
T h e y t e n d t o b e e x p o r t - o r i e n t e d 
i n d u s t r i e s . 

S t r a t e g i c - a s s e t - s e e k i n g FDIs 
t e n d t o i n v o l v e m e r g e r s a n d ac -
q u i s i t i o n s i n o r d e r t o o w n c e r t a i n 
a s s e t s t o c o m p e t e i n p a r t i c u l a r 
m a r k e t s . 

" I n t h e ca se of g r a n t i n g i n c e n -
t ives to a t t r a c t i n v e s t o r s w h o a re 

Jagdev: Countries will have to 
continue building on other non-
tax differentiators to remain as 
competitive investment destinations 

e f f i c i ency - seek ing or s t r a t eg i c -a s -
s e t - s e e k i n g t h a t w o u l d o t h e r w i s e 
n o t h a v e i n v e s t e d , t h e n i t is n o t 
r ea l ly r e v e n u e f o r g o n e t o t h e gov-
e r n m e n t , " says A m a r j e e t . 

" O n t h e c o n t r a r y , s u c h i n v e s t -
m e n t s w o u l d g e n e r a t e m u l t i p l i e r 
e c o n o m i c bene f i t s , fo r e x a m p l e , job 
c rea t ion a n d d e m a n d for local s u p -
pl ies a n d log is t i cs .These ac t iv i t i es 
would in t u r n genera te t a x revenue . 
T h e r e w o u l d also be o t h e r b e n e f i t s 
t o M a l a y s i a , s u c h as a t r a n s f e r of 
t e c h n o l o g y a n d k n o w l e d g e t o t h e 
c o u n t r y as we l l a s t h e u p s k i l l i n g 
of M a l a y s i a n w o r k e r s . " 

Global minimum tax, 
time for reform 
H o w e v e r , w i t h t h e O r g a n i s a t i o n 
f o r E c o n o m i c C o o p e r a t i o n a n d 
D e v e l o p m e n t ' s (OECD) p r o p o s a l 
t o i m p o s e a g loba l m i n i m u m t a x 
b e g i n n i n g n e x t y e a r , u s i n g t a x 
i n c e n t i v e s t o a t t r a c t i n v e s t m e n t 
m a y n o t be a s s t r a i g h t f o r w a r d as 
i t s e e m s t o be . H e n c e , i t c o u l d be 
t i m e l y t h a t M a l a y s i a u n d e r g o e s a 
c o m p r e h e n s i v e r e v i e w of i t s t a x 
i n c e n t i v e f r a m e w o r k . 

T h e p r o c e s s , w h i c h s t a r t e d i n 
2020, a i m s t o e n s u r e t h a t t a x in -
cent ives offered to fore ign a n d local 
i n v e s t o r s r e m a i n r e l e v a n t to t h e 
c u r r e n t b u s i n e s s l a n d s c a p e w h i l e 
m a i n t a i n i n g t h e c o u n t r y ' s c o m -
p e t i t i v e n e s s i n a t t r a c t i n g q u a l i t y 
i n v e s t m e n t s . 

I n a p r e v i o u s i n t e r v i e w w i t h 
The Edge, F i n a n c e M i n i s t e r T e n g k u 
D a t u k Seri Z a f r u l Aziz m e n t i o n e d 
t h a t t h e r e v i e w of t h e t a x i n c e n -
t ive f r a m e w o r k is e x p e c t e d t o be 
finalised t h i s year . 

O n e of t h e i n i t i a t i v e s o n t a x 
r e f o r m b y t h e OECD is t h e BEPS 
2.0 Pi l lar 2 m e a s u r e s , w h i c h is ex-
p e c t e d t o c h a n g e t h e g l o b a l t a x 
i n c e n t i v e l a n d s c a p e s ign i f i can t ly . 

The concep t of global m i n i m u m 
t a x w i l l see f o r e i g n MNCs h a v i n g 
t o pay add i t iona l t a x i n t h e i r h o m e 
c o u n t r i e s if t h e y e n j o y t a x i n c e n -
tives t h a t resul t i n t h e m pay ing less 
t h a n 15% t a x . T h e Pillar 2 m e a s u r e s 
w o u l d a p p l y t o M N C s t h a t h a v e a 
g r o u p t u r n o v e r of € 7 5 0 m i l l i o n 
a n d above . 

"This creates a n e w level p laying 
field w h e n i t c o m e s t o a t t r a c t i n g 
FDIs t h a t w o u l d fal l u n d e r t h e n e t 
of BEPS 2.0 Pillar 2 m e a s u r e s , w h i c h 

i n a w a y r e d u c e s t h e r ace d o w n to 
zero. Given t h e m o r e l i m i t e d r o o m 
for h i g h l y a t t r a c t i v e fiscal i n c e n -
tives, coun t r i e s — i n c l u d i n g Malay-
sia —will have to c o n t i n u e bu i ld ing 
o n o t h e r n o n - t a x d i f f e r en t i a to r s to 
r e m a i n as a c o m p e t i t i v e d e s t i n a -
t i o n f o r i n v e s t m e n t s , " s a y s P w C 
M a l a y s i a t a x l e a d e r J a g d e v S i n g h . 

Never the less ,Tham believes t h a t 
t a x i n c e n t i v e s wi l l still be r e l e v a n t 
a s n o t all c o m p a n i e s wil l fall u n d e r 
t h e BEPS 2.0 Pil lar 2 m e a s u r e s . 

" T h e g loba l m i n i m u m t a x in -
c l u d e s ' s u b s t a n c e c a r v e d o u t ' i n 
c o m p u t i n g t h e m i n i m u m t a x ra te . 
M a l a y s i a m a y c o n s i d e r w o r k i n g 
w i t h t h e r e l e v a n t p a r t i e s t o d r a w 
u p a p o l i c y f o r i n v e s t m e n t t h a t 
h a s e c o n o m i c s u b s t a n c e w h e r e 
t h e g loba l m i n i m u m t a x r u l e s do 
n o t apply," h e a d d s . 

"After al l , t h e p r i n c i p l e of t h e 
g loba l m i n i m u m t a x is t o p r e v e n t 
a r t i f i c i a l s h i f t i n g of p r o f i t s t o l o w 
t a x j u r i s d i c t i o n s , a n d g e n u i n e in -
v e s t m e n t s w i t h e c o n o m i c s u b -
s t a n c e s h o u l d n o t b e p a r t of t h a t 
scope." 

T h e r e f o r e , w i t h t h e c h a n g e s 
h a p p e n i n g g lobal ly , t h e r e is cer-
t a i n l y a n e e d fo r M a l a y s i a t o look 
i n t o i t s e x i s t i n g t a x i n c e n t i v e 
s t r u c t u r e t o see w h e t h e r i t is s t i l l 
r e l e v a n t . 

" T h e g loba l t a x r e f o r m led b y 
t h e OECD s h o u l d n o t r e s u l t i n i n -
c e n t i v e s n o l o n g e r b e i n g r e l e v a n t . 
I n c e n t i v e s , fiscal a n d n o n - f i s c a l , 
w i l l c o n t i n u e t o p l ay a p a r t , e spe -
c ia l ly a m o n g A s e a n c o u n t r i e s , a s 
w e c o m p e t e to a t t r a c t a n d r e t a i n 
FDI," says A m a r j e e t . 

" I n t h i s r e g a r d , a n d b e a r i n g i n 
m i n d t h a t t h e proposed i m p l e m e n -
t a t i o n of Pillar 1 a n d 2 of t h e OECD's 
BEPS 2.0 p ro j ec t i n 2023,Malaysia 's 
t a x i ncen t ive f r a m e w o r k shou ld b e 
r e f o r m e d to b e m o r e n i m b l e a n d 
f lexible, w i t h t h e agi l i ty t o p ivot i n 
t a n d e m w i t h t h e latest i n t e rna t ion -
al t a x pol ic ies a n d inves to r needs ." 

J a g d e v h o p e s t h a t t h e r e f o r m 
wi l l r e s u l t i n a h o l i s t i c c h a n g e i n 
t h e t a x incen t ive f r a m e w o r k w h e r e 
t a x i n c e n t i v e s a r e g r a n t e d o n a n 
o u t c o m e bas i s , w h e r e t h e level of 
i n c e n t i v e is c lose ly l i n k e d t o t h e 

del ivery of t h e o u t c o m e s cr i t ical to 
t h e coun t ry . H e be l ieves t h e g lobal 
m i n i m u m t a x m e a s u r e s m a y re-
su l t i n t a x h o l i d a y s for c o m p a n i e s 
b e i n g less r e l e v a n t a n d h o p e s t h a t 
t h e g o v e r n m e n t w i l l i n t r o d u c e in-
novat ive t ax incent ive m e c h a n i s m s 
t h a t wi l l be c ruc i a l i n d i f f e r e n t i a t -
i n g M a l a y s i a f r o m i t s n e i g h b o u r -
i n g c o u n t r i e s . 

"At t h e e n d of t h e day, t a x in -
c e n t i v e s a r e o n l y o n e p a r t of t h e 
equa t ion . W i t h t h e c h a n g i n g global 
t a x l a n d s c a p e , c o u n t r i e s w i l l h a v e 
t o w o r k o n a h o l i s t i c a p p r o a c h t o 
d i f f e r e n t i a t e t h e m s e l v e s i n a r e a s 
t h a t a r e c r u c i a l t o i n v e s t o r s a n d 
b e i n g very focused o n i n v e s t m e n t s 
t h a t a re s t r a t eg ic t o t h e economy," 
h e says . 

T h a m sees a m o r e p r a c t i c a l as -
p e c t of t h i n g s , a s h e be l i eves t h a t 
t h e t a x i n c e n t i v e r e f o r m s h o u l d 
a l so r e s u l t i n a c o n s o l i d a t i o n of 
t h e i ncen t ive process a n d approva l 
u n d e r o n e a g e n c y so as t o p r o v i d e 
c l a r i t y t o i n v e s t o r s a n d avoid d u -
p l i c a t i o n of i n c e n t i v e s . 

" O n e of t h e c h a l l e n g e s o f t e n 
f a c e d b y i n v e s t o r s i s n a v i g a t i n g 
t h e va r ious i n v e s t m e n t p r o m o t i o n 
a g e n c i e s fo r d i f f e r e n t i n c e n t i v e s 
a n d i n v e s t m e n t locat ions in ident i -
f y i n g t h e m o s t r e l evan t i n c e n t i v e s 
for t h e m , " h e exp la ins , a d d i n g t h a t 
t h i s m a y n o t p r o v i d e a c o h e s i v e 
f r o n t w h e n p r o m o t i n g M a l a y s i a 
as a p r e f e r r ed d e s t i n a t i o n for FDIs. 

KPMG Malays i a ' s Soh be l i eves 
t h a t c rea t ing a n ef f ic ient t a x incen-
t ive s y s t e m t h a t i s s i m p l e , t r a n s -
p a r e n t a n d a u t o m a t i c w o u l d re -
m o v e u n c e r t a i n t y a n d be relat ively 
easy to e n f o r c e . "This could p o t e n -
t i a l ly i n c l u d e a m o r e s t r a i g h t f o r -
w a r d or i n t e g r a t e d p l a t f o r m a n d 
accelera ted p rocess ing t i m e for t h e 
a p p l i c a t i o n of t h e t a x i n c e n t i v e s 
a n d b u s i n e s s licences," h e suggests . 

" I n c e n t i v e s o f f e r e d s h o u l d be 
e a s i l y a d o p t e d w i t h o u t b u r d e n -
s o m e a d m i n i s t r a t i v e a p p l i c a t i o n 
p r o c e d u r e s . P e r h a p s o n l i n e app l i -
c a t i o n s a n d e x p e d i t e d a p p r o v a l 
b a s e d o n a f i x e d s e t of c r i t e r i a 
m a y b e c o n s i d e r e d fo r c e r t a i n t a x 
i n c e n t i v e s , s u c h as i n c e n t i v e s ta r -
g e t e d a t SMEs." I I 
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