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5. Do multinational enterprises pay less
tax? Empirical evidence for Italy

Francesca Gastaldi and Maria Grazia Pazienza

INTRODUCTION

in recent years, multinational enterprises {(henceforth ME) have increased
their role in more integrated economic systems. As a consequence, interna-
tional taxation issues have attracted the attention of both economists and
policy makers. This focus initially origmated in the United States, Canada
and the United Kingdom, where both the external attitude of firms and the
amount of direct investment flows have been substantial. Recently, following
the process of creation of the Buropean Union (EU), these issues have be-
come more important also in Europe and in Italy. In the EU, direct investment
(DI) outflows tripled, from 1.5 per cent of GDP in 1993 to 4.6 per cent of
GDP in 1998. Inflows more than doubled, from 1.2 per cent of GDP to 2.8
per cent of GDP. In the same period, in the United States, outflows increased
from 1 to 1.5 per cent of GDP, while inflows increased from 0.6 to 2.1 per
cent of GDP.

This sharp change has raised the question whether the corporate taxation
originally introduced in a more regulated financial environment with limited
international capital mobility may still be appropriate. Various factors may
affect the answer: (a) how taxes affect savings and capita] formation in
different countries; (b) how they affect the choice between debt and equity;
{c) how more integrated systems have increased the opportunity for tax
avoidance and/or tax evasion; and (d) the role of the tax systems in leading
international competitivity, Theoretical models have been developed on these
different topics, yet the answer needs some empirical evidence. International
institwtions are added to this picture, institutions which, without actually
trying to regulale the situation, attempt o establish a basis upon which
countries may carry out collaborative efforts amongst themselves,

Empirical studies on corporate taxation have mainly dealt with the effects
of tax policy in different countries and with the way lax incentives may affect
the international allocation of capital. Results are often uncertain, not least
because of lack of data and unciear theoretically grounded tax indicators.

97
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