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ABSTRACT

Ove; the past three decades, promotion of private investment
- from both domestic and foreign sources - has received top priority
from developing country governments, Many tax-related measures haﬁe
been elaborately deYised and adopted in the hope of encouraging private
domestic investment on the one hand and attracting foreign in#estment
on the other. The investment tax incenti&e schemes of Malaysia, Singapore
and Thailand are no exception to this general practice of inﬁestment

promotion.

The present study presents a description of the tax incentiﬁe
schemes and income tax regulations in Malaysia, Singapore and Thailand,
and also attempts to measure their combined impact on the incenti&es
to inQest in business fixed capital in the three countries. The combined
effect of inﬁestment incentives will be analysed in terms of their impact
on the cost of capital of a representati&e manufacturing firm which bases
its in&estment decision on the marginal basis. The rental cost of capital
measure pro&ides a way of making such calculations, and also allows a

direct cross-country comparison of the level of incentives,



vii

The rental cost calculationé incorporate the effects of various
types of investment incentives (such as accelerated depreciation, invest-
ment tax credits and income tax holidays) into a single figure which indi-
cates the combined effect of these incentives on the cost of capital to
manufacturing firms. The rental cost of capital measure is employed in
the present study to assess numerically the extent to which investment
tax incentiﬁes in Malaysia, Singapore and Thailand affect the cost of
capital to firms locating there, and to compare the level of incentives
across the three countries. The results of the calculations indicate
that selectively available tax incentives (as contrasted with universally
available incentives) have had dramatically produced differential
incenti#es across regions or industries within the same country. These
differential incentiﬁes might have had a significant impact on the
allocation of resources between sectors. When regional comparisons
are made, Singapore appears to have the most attractive tax incentives
as indicated by her rental costs which are lowest among the three countries.
For Malaysia and Thailand, the universally available incentives in the
former are more generous than those in the latter. For special incen-
tives, both countries seem to provide investors with tax incenti&es

which are quite competitive.
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