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Executive Summary

Tax collections in countries throughout the world have adopted the comprehensive tax system
which posits that all types of income reflect similar ability to pay. Accordingly, all income types should be
taxed at the same rate. However, investment and communication are increasingly borderless, and interest,
profit, and dividend are elastic and mobile, company owners and investors tend to execute tax planning and
tax avoidance by moving capital income to countries with tax rate lower than the countries where income
was originated from.

To tackle the problem, Nordic countries invented new tax system called “Dual Income Tax
(DIT)” which will increase revenue base by expanding tax base of capital income, because taxing capital at
a single, low rate will prevent tax avoidance, reduce economic distortion, increase economic efficiency, and
induce more people to tax system.

This paper studies DIT’ s concept, background, models, benefit and cost, as well as its
appropriateness to implement DIT in Thailand. It is found that Thailand’s personal income tax (PIT) is
different from comprehensive income tax system, as the PIT contains many exemptions and allowances.
Furthermore, PIT filers can choose not to file some types of income, so tax burden of each filer with the
same assessable income may vary.

Although DIT leads to higher efficiency of tax collection, it has some difficulties depending
on tax system, culture, objective, potential, and tax policy of each country. DIT can be implemented in
developing countries. Indeed, setting corporate income tax rate similar (or close) to personal income tax
rate of capital income and labor income will enhance competitiveness, increase domestic and foreign direct
investment, expand tax base, and reduce size of shadow economy (which is typically sizeable in developing
countries). This is mainly because DIT will induce people to file tax return and change their business entity
from person to corporate. Moreover, DIT is quite simple so that tax administration costs and tax compliance
costs will be reduced. Most importantly, DIT will decrease tax incentives (which erode tax base), corruption,
and rent-seeking behavior of private sector from government economic measure.

The adoption of DIT in Thailand begins with splitting personal income tax base to capital
income and labor income, followed by applying both income-splitting rule and gross asset method of Nordic
countries.

Two approaches are considered in the paper:

1) DIT is implemented by abolishing all personal income tax exemption and rate reduction,

which will make personal income tax neutral. Capital income both from personal income



2)

(7

tax and corporate income tax will be taxed at a rate of 15 percent. Moreover, for labor
income, the current 150,000-baht net income exemption will be increased to 500,000 baht.
Semi-DIT is implemented as a pilot project by applying some concepts of DIT. Compared
with the first approach, this approach is more realistic. That is, capital income rate is not
set at the lowest level labor income, and each type of capital income can be taxed at
different rates. Moreover, the rate of capital income will be progressive ranging from 5
percent to 20 percent. In this regard, personal’s capital income which is split from labor
income by systematic accounting will be taxed at a maximum rate of 20 percent. On the
other hand, personal’s income which is not categorized will be taxed at the regular
progressive tax rate. Corporate income tax rate is 20 percent, which is the present rate. For
personal income tax exemption and rate reduction, as well as the current system of

withholding tax will be unchanged.

Implementing DIT is still controversial when considered against tax principles including

equity, efficiency, neutrality, and revenue generation. Table below summarized advantages and

disadvantages of DIT.

Advantages and disadvantages of DIT

Advantages

Disadvantages

1. Reducing tax administration costs and tax
compliance costs

2. Preventing capital flight

3. Decreasing tax distortion

4. Promoting economic growth

Creating difficulty in splitting between capital
income and labor income, as well as setting
imputed rate of return

Switching from personal labor income to capital

income

Exacerbating income distribution problem, as high-

income persons earns larger share of capital income

In terms of effect on government revenue, implementing DIT can be categorized into

2 approaches (DIT and Semi-DIT) and with or without switching tax base from income type of 40 (6)

40 (7) and 40 (8), which is mixed between capital income and labor income, to the lowest tax rate.

Accordingly, efficiency of correctly splitting is the key success factor of DIT adoption in Thailand.
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Effect on Government Revenue from DIT Adoption in Thailand

Unit: Baht
Revenue Recovered
Personal Corporate
Approach from Abolishing Total
Income Tax Income Tax
Exemption
1st Approach (DIT) without
- 37,223,042,480 95,008,378,395
Tax Base Switching
- 43,492,579,125 175,724,000,000
1st Approach (DIT) with Tax
- 144,698,754,876 - 12,467,334,001
Base Switching
2nd Approach (Semi-DIT)
- 21,382,622,709 0 0 - 21,382,622,709
without Tax Base Switching
2nd Approach (Semi-DIT)
- 91,165,348,824 0 0 - 91,165,348,824

with Tax Base Switching

In summary, major limitation of DIT adoption in Thailand is splitting business income to capital income

and labor income. Furthermore, implementing 1st approach (DIT) may not be appropriate. This is because

preventing tax avoidance and evasion is difficult; all governments need to utilize tax measures as an

economic policy; abolishment of personal income tax exemption and rate reduction is almost impossible

when considered political economy factor.

In the future, if capital flight increases significantly,

implementing 2nd approach (Semi-DIT) may be an appropriate option, which will make personal income

tax more efficient, as well as expanding revenue base to accommodate Thailand’s sustainable social and

economic development.
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“A comprehensive income tax in developed countries may still look best to many tax analysts from an equity perspective,
but it is considerably less desirable from economic and, especially, administrative perspectives. Similarly, while a
consumption tax may be best from the latter two perspectives, it is likely to be less acceptable politically and perhaps less
desirable from an equity perspective. A dual income tax may prove an acceptable compromise. In developing countries in
which administrative constraints are tighter, the need for economic efficiency is greater, and policymakers may care more
about equity considerations, this conclusion seems even stronger. A modestly progressive tax on wage income and a
comprehensive low-rate tax on capital income (at both corporate and individual levels) is likely the most one can or should
aim for in such countries. Along these lines, one approach for a personal income tax for developing countries may be, as
Alm and Wallace (2004) have recently suggested, one with a roughly equal constant marginal rate imposed on a broad
schedular base. Such a tax (coupled with a corporate income tax at the same rate), together with a broad-based VAT,
appropriate excise taxes, more use of local and benefit financing, and, above all, improved expenditure policy, seems likely
to provide much firmer footing for re- distributive policies in developing countries than the 55- year- old model of the one-

size-fits-all highly progressive personal income tax imposed on a comprehensive base. (Bird and Zolt 2005: 944)”
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Income is the increase or accretion in one’ s power to satisfy his wants in a given period in so far that power consists of

(a) money itself, or, (b) anything susceptible of valuation in term of money.
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? Personal income may be defined as the algebraic sum of: (1) the market value of rights exercised in consumption and (2)

the change in the value of the store of property rights between the beginning and the end of the period in question.
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2,000,001-4,000,000 233,973,477,496 0.79 021 30 15 7,275,405,283 55,641,232,683 62,916,637,966
4,000,001-6,000,000 122,164,060,385 0.79 021 30 15 3,798,691,458 29,051,835,200 32,850,526,658
6,000,001-8,000,000 63,183,341,169 0.79 021 35 15 1,964,685,994 17,529,902,091 19,494,588,084
8,000,001-10,000,000 43,019,396,638 0.79 021 35 15 1,337,688,138 11,935,516,500 13,273,204,639
10,000,001-20,000,000 95,023,000,465 0.79 021 35 15 2,954,740,199 26,363,656,364 29,318,396,563
20,000,001 11’1 154,039,269,109 0.79 021 35 15 4,789,851,073 42,737,425,018 47,527,276,091
EETY 39,675,139,900 268,324,175,461 307,999,315,361
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mmm"lﬂqm v Ao - - uy My My Capital Income Labor Income @+
@weldmens | duldan [uld »
4 Labor Capital =1)*(3)*(5) =1)*(2)*(4) nsﬁ?’lumagm
mi) U5ANY NNYU
1-100,000 0 0.79 0.21 0 0 0 0 0
100,001-150,000 0 0.79 0.21 0 0 0 0 0
150,001-200,000 638,706,222 0.79 0.21 5 5 6,620,190 25,315,121 31,935,311
200,001-250,000 1,668,651,873 0.79 021 5 5 17,295,577 66,137,017 83,432,594
250,001-300,000 7,519,415,700 0.79 0.21 5 5 77,938,744 298,032,041 375,970,785
300,001-350,000 8,218,329,152 0.79 0.21 10 10 170,365,963 651,466,952 821,832,915
350,001-400,000 13,300,864,229 0.79 0.21 10 10 275,726,915 1,054,359,507 1,330,086,423
400,001-450,000 18,099,085,386 0.79 0.21 10 10 375,194,040 1,434,714,499 1,809,908,539
450,001-500,000 22,752,144,092 0.79 0.21 10 10 471,651,947 1,803,562,462 2,275,214,409
500,001-750,000 | 108,028,178,015 0.79 0.21 15 15 3,359,136,195 12,845,090,507 16,204,226,702
750,001-
99,411,201,091 0.79 0.21 20 20 4,121,588,397 15,760,651,821 19,882,240,218
1,000,000
1,000,001~
154,508,140,510 0.79 0.21 25 20 6,405,907,506 30,619,650,745 37,025,558,251
1,500,000
1,500,001~
130,385,843,480 0.79 0.21 25 20 5,405,797,071 25,839,214,532 31,245,011,602
2,000,000
2,000,001~
233,973,477,496 0.79 0.21 30 20 9,700,540,377 55,641,232,683 65,341,773,060
4,000,000
4,000,001~
122,164,060,385 0.79 0.21 30 20 5,064,921,944 29,051,835,200 34,116,757,144
6,000,000
6,000,001-
63,183,341,169 0.79 0.21 35 20 2,619,581,325 17,529,902,091 20,149,483,415
8,000,000
8,000,001-
43,019,396,638 0.79 0.21 35 20 1,783,584,185 11,935,516,500 13,719,100,685
10,000,000
10,000,001-
95,023,000,465 0.79 0.21 35 20 3,939,653,599 26,363,656,364 30,303,309,963
20,000,000
20,000,001
3 154,039,269,109 0.79 0.21 35 20 6,386,468,097 42,737,425,018 49,123,893,115
wuly
32 50,181,972,072 273,657,763,061 323,839,735,132
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) Uszanams ) 3 L. 4| @ |@dan | ) aelion Y msthegvu = swldsau
e Fagau .| @ Faaaui . . ® swldan .
Yooy o ﬂmNH"«lﬂ o aned | e my my Capital 1)*@)* (a3 (7) +(8)+(9)
Tuiduldignd v oaw Aula G/ LSt Labor Income dl .
wldmisan Al | Labor | Capital | Income = (1)* mifismiiga LR CRMRED)
. 9N HIOMTINU =M*@2)*() , oy
i) N (%) (%) (3)*6) 3EHIN (5) fhegu
N )
130 (6)
0 0 0.73 0.15 0.12 0 15 0 0 0 0
1-100,000 0 0.73 0.15 0.12 0 15 0 0 0 0
100,001-150,000 0 0.73 0.15 0.12 0 15 0 0 0 0
150,001-200,000 638,706,222 0.73 0.15 0.12 0 15 14,295,144 0 0 14,295,144
200,001-250,000 1,668,651,873 0.73 0.15 0.12 0 15 37,346,778 0 0 37,346,778
250,001-300,000 7,519,415,700 0.73 0.15 0.12 0 15 168,295,108 0 0 168,295,108
300,001-350,000 8,218,329,152 0.73 0.15 0.12 0 15 183,937,775 0 0 183,937,775
350,001-400,000 13,300,864,229 0.73 0.15 0.12 0 15 297,692,065 0 0 297,692,065
400,001-450,000 18,099,085,386 0.73 0.15 0.12 0 15 405,083,008 0 0 405,083,008
450,001-500,000 22,752,144,092 0.73 0.15 0.12 0 15 509,225,012 0 0 509,225,012
500,001-750,000 108,028,178,015 0.73 0.15 0.12 15 15 2,417,822,692 11,903,938,823 1,882,465,187 16,204,226,702
750,001-1,000,000 99.411,201,091 0.73 0.15 0.12 20 15 2,224,962,618 10,954,409,098 2,309,744,596 15,489,116,313
1,000,001~
154,508,140,510 0.73 0.15 0.12 25 15 3,458,109,681 17,025,700,943 4,487,350,755 24,971,161,378
1,500,000
1,500,001~
130,385,843,480 0.73 0.15 0.12 25 15 2,918,218,717 14,367,594,943 3,786,771,436 21,072,585,096
2,000,000
2,000,001-
233,973,477,496 0.73 0.15 0.12 30 15 5,236,655,783 25,782,217,321 8,154,297,041 39,173,170,145
4,000,000
4,000,001-
122,164,060,385 0.73 0.15 0.12 30 15 2,734,203,638 13,461,612,775 4,257,585,290 20,453,401,703
6,000,000
6,000,001~
63,183,341,169 0.73 0.15 0.12 35 15 1,414,132,116 6,962,355,950 2,569,030,588 10,945,518,654
8,000,000
8,000,001~
43,019,396,638 0.73 0.15 0.12 35 15 962,834,654 4,740,432,313 1,749,165,901 7,452,432,868
10,000,000
10,000,001~
95,023,000,465 0.73 0.15 0.12 35 15 2,126,748,511 10,470,860,521 3,863,629,088 16,461,238,120
20,000,000
Y
20,000,001 Al 154,039,269,109 073 0.15 0.12 35 15 3447615679 | 16974034641 | 6263226775 |  26,684,877,05
W 28,557,178,979 132,643,157,329 39,323,266,657 | 200,523,602,965
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M3197 20: Uszanamsseld PIT e DIT anlFlunsal 2 Gimsthagiumi)

@) . (9) s1e/ldanmsthe
2) 3 o o (6) o051 Y Y . Y
wisznums | . Famm | (5) oam . @ swldon | () 1wlden Labor [g1u = (1)*@)*@an swldsam
Y oy o P g | TATIW | AW 5 Ly | L adi g
duduldgns | gl ewld | ) o | fuihdl@ia [mE Labour Capital Income Income miifisiiga (7)+8)+9)
e o |G| Swld N Capital , - N
mieanmi) GED) (%) = (1)*(3)*(6) = ()*Q@)*() 3TN nsdlannsadnag
U | NU (%) -
1599 (5) %30 (6)
0 o 073 0.15 0.12 0 0 0 0 0 0
1-100,000 o 073 0.15 0.12 0 0 0 0 0 0
100,001-
o o073 0.15 0.12 0 0 0 0 0 0
150,000
150,001~
638,706,222 0.73 0.15 0.12 5 5 4,765,048 23,460,298 3,709,965 31,935,311
200,000
200,001~
1,668,651,873 |  0.73 0.15 0.12 5 5 12,448,926 61,291,199 9,692,468 83,432,594
250,000
250,001-
7519415700 | 0.73 0.15 0.12 5 5 56,098,369 276,195,421 43,676,994 375,970,785
300,000
300,001~
8218329152 | 0.73 0.15 0.12 10 10 122,625,183 603,734,379 95,473,353 821,832,915
350,000
350,001-
13,300,864229 | 0.73 0.15 0.12 10 10 198,461,376 977,107,251 154,517,795 1,330,086,423
400,000
400,001-
18,099,085,386 |  0.73 0.15 0.12 10 10 270,055,339 1,329,593,872 210,259,328 1,809,908,539
450,000
450,001-
22,752,144,092 | 073 0.15 0.12 10 10 339,483,341 1,671,416,578 264,314,490 2,275,.214,409
500,000
500,001-
108,028,178,015 | 073 0.15 0.12 15 15 2,417,822,692 11,903,938,823 1,882,465,187 16,204,226,702
750,000
750,001-
99,411,201,091 0.73 0.15 0.12 20 20 2,966,616,824 14,605,878,798 2,309,744,596 19,882,240,218
1,000,000
1,000,001-
154,508,140,510 |  0.73 0.15 0.12 25 20 4,610,812,907 22,700,934,591 4,487,350,755 31,799,098,253
1,500,000
1,500,001-
130,385,843,480 | 073 0.15 0.12 25 20 3,890,958,289 19,156,793,258 3,786,771,436 26,834,522,983
2,000,000
2,000,001~
233973477496 | 073 0.15 0.12 30 20 6,982,207,711 34,376,289,761 8,154,297,041 49,512,794,513
4,000,000
4,000,001-
122,164,060385 | 073 0.15 0.12 30 20 3,645,604,850 17,948,817,033 457,585,290 25,852,007,174
6,000,000
6,000,001-
63,183341,160 | 0.73 0.15 0.12 35 20 1,885,509,489 9,283,141,266 2,569,030,588 13,737,681,343
8,000,000
8,000,001~
43,019396,638 | 0.73 0.15 0.12 35 20 1,283,779,538 6,320,576,418 1,749,165,901 9,353,521,856
10,000,000
10,000,001~
95,023,000,465 |  0.73 0.15 0.12 35 20 2,835,664,682 13,961,147,361 3,863,629,088 20,660,441,131
20,000,000
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ussu | o (%) u
R (5) vi30 (6)
20,000,001
. 154,039,269,109 |  0.73 0.15 0.12 35 20 4,596,820,905 22,632,046,188 6,263,226,775 33,492,093,868
gin
3 36,119,735471 |  177,832,362,496 |  40,104911,051 |  254,057,009,017
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2558 2559 2560
N A Yaa
mudulatayana
566,150,000,000 506,275,389,556 523,360,702,141
(PIMFIU CIT = 20% 1442 2559)
=
ETR (D38i§ 14 CIT = 20%) 4.22 3.61 3.61
N A Yaa
mudulatayana
. 566,150,000,000 506,275,389,556 479.868,123,016
N A =
(SN CIT = 15% 141 2560)
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ETR (R38N 1 111 DIT 311%) 4.22 3.61 3.31
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