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Abstract

This review systematically analyzes the literature on the effect of tax rates on tax compliance in
International Joint Ventures. Of the 19 studies reviewed, 16 studies show that tax rates have a positive
influence on International Joint Venture compliance, by increasing transparency, investment incentives,
and financial stability. Meanwhile, the remaining 3 studies suggest that rate uncertainty can have a
negative impact on joint venture compliance, especially in countries with unstable tax regulations. The
results of this study provide a deeper understanding of the role of taxation in providing a reference for
investors and policymakers in designing tax policies that are more conducive to cross-border
investment.
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1. Introduction

An International Joint Venture (1JV) is a separate legal entity organization partially held by
parent companies from different countries (Shenkar & Zeira, 1987) that is widely used in the
world of global markets and competition. In addition to other economic benefits, [JVs promise
cost advantages of coordination, increased knowledge flows and risk sharing between
countries. Due to these advantages and influenced by government interests, I[JVs have been the
preferred form of market entry and governance structure in China since the mid-1980s e.g.
(Walsh et al., 1999) . Despite China's entry into the World Trade Organization (WTO) an

increasing number of wholly foreign-owned companies still play a major role in post WTO
China, (e.g. (Meschi & Cheng, 2002) . Despite their widespread use, IJVs have not been an
economic success. Research shows that 1JVs especially in developing countries (Sim & Ali,
1998) experience unsatisfactory performance and serious management problems. As a result,
most IJVs are terminated before achieving the objectives pursued by their partners.
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Tax compliance in IJV schemes is a complex issue and involves various factors, one of which
is the tax rate. This study aims to systematically examine how rates affect tax compliance in
the context of [JVs through literature from various academic studies. The distribution of taxes
imposed on each company is based on an agreement between IJV members in the application
of taxes (Dewi & Lestari, 2012) . Studies on taxes in the economic context have shown that
under certain conditions the government can increase welfare by adjusting consumption taxes
and tariffs. In the same context, (Keen & Ligthart, 2002) examined a case involving a reduction
in tariffs with an increase in domestic unit taxes, they further pointed out that for economies
characterized by competition it can be detrimental to welfare as a result of shifting profits from
home to foreign countries. International Joint Ventures (1JVs) are a form of business
cooperation between companies from two or more countries that aim to improve
competitiveness and market expansion, in the context of taxation, tax rates are one of the main
factors that can affect tax compliance in 1JVs. Studies by (Hanlon & Heitzman, 2010) show
that high tax policies can encourage tax avoidance strategies, while strict regulations can
increase compliance levels.

Apart from financial aspects, management factors and cultural differences also affect the
success of [JVs. Research conducted by Tetteh et al. revealed that applicable taxation policies
can affect the dynamics of relationships between partners in 1JVs, especially in the aspects of
conflict management and business strategy alignment (Tetteh et al., 2021). Therefore, adaptive
taxation policies can help reduce operational barriers and improve the efficiency of 1IJV
management. Differences in tax regulations between countries as well as tax incentive policies
can affect the tax compliance strategies implemented by companies (Dharmapala, 2020) .
Therefore, this systematic literature review aims to identify and analyze the relationship
between tax rates and tax compliance in IJVs based on previous research.

2. Literature Review

2.1 Agency Theory

Agency theory explains the relationship between principals and agents, where there is a
potential conflict of interest that can affect business decisions, including in the context of
international joint ventures (1JV) (Yassine, 2023) . In an 1JV, the principal owner of capital is
the government that collects and prescribes taxation policies and the agent management is the
taxpayer who pays taxes in accordance with applicable regulations. Taxation plays an important
role in this case, because tax policy can affect the incentives for both parties in decision making.
For example, high taxes can reduce the net profit received by capital owners, so they may be
more reluctant to invest in IJVs (Edwards & Todtenhaupt, 2020) . In addition, different taxes
in the home and destination countries may create greater uncertainty, which in turn may affect
the capital structure of the IJV (Wild et al., 2023) .

2.2 Tax rates and international joint

According to Mardiasmo (2019), tax payment is a form of state obligation and taxpayers in
state financing for state development. Research (Zou & Chen, 2016) states that tariff reduction
can be considered as a way for a country to achieve trade openness by reducing trade barriers
and increasing trade flows. For the government, the potential revenue loss caused by tariff cuts
is always a major concern. Therefore, tariff reductions are combined with domestic tax
increases. However, empirical evidence shows that such reforms have no impact on the rate of
income recovery in low-income countries (Baunsgaard & Keen, 2010)
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2.3 The importance of tax and the IJV decision

IJV performance is also affected by tax policy. Research shows that [JVs operating in more
favorable tax environments tend to perform better than those operating in strict tax
environments (Chapagain et al., 2023) . International business activities confront a range of
legal and taxation issues e.g. voting rights, property rights, profit taxation, income shifting
which can influence the decision to establish, maintain and close an IJV (Nippa & Reuer, 2019)

3. Research Methods

This research uses a Systematic Literature Review (SLR) approach to collect and analyze
previous research related to this topic. A total of 19 scientific journals relevant to this topic will
be systematically reviewed. The journals were obtained from academic databases such as
Scopus, ScienceDirect, Research Gate and Google Scholar with the inclusion criteria of
journals that discuss taxation in the context of international joint ventures, published within a
certain time span, and have a clear methodology with the keywords "fax rate compliance",
"joint venture tax policy", and "international taxation." The studies taken were those published
in the range of 2005 - 2023.

After the literature review, the journals will be categorized based on their findings, i.e. whether
they state the effect of tax rates on international joint venture compliance or not. The data
obtained will be analyzed descriptively to see the patterns that emerge and determine the
proportion of journals that support or do not support the research hypothesis. Final conclusions
will be made based on the majority of the findings as well as considering the factors that
contribute to the differences in research results.

4. Research Results

Table 1 Source of Journals and Articles

No. Accreditation Number of
Index Articles
1 Scopus Q1 1
2 Scopus Q4 5
3 Sinta 2 1
4 Sinta 4 3
5 Sinta 5 1
6 Sinta 6 1
7 Not Identified 7

Table 1 presents data regarding the source of journals and the number of indexed articles with
their respective accreditations, showing that these journals are recognized at the national level
in Indonesia, although with varying quality and influence. In addition, there are two journals
indexed in Scopus, namely the Journal of Business Research with Q1 quartile, which indicates
higher international quality than journals with Sinta accreditation. The table also shows
variations in the number of articles published in each journal, with some journals publishing
only one article, while others publish more articles. This gives an idea of the productivity and
contribution of each journal to the development of knowledge in management, accounting and
taxation.

Table 2. Research Countries
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No Country Number
1 Indonesia 14
2 China 2
3 Amerika 3

Table 2 shows the country distribution of the recorded studies. Out of a total of 19 studies, the
majority came from Indonesia with 14 studies, reflecting that these research topics are mostly
done in Indonesia. The US contributed 3 studies, China recorded 1 study, indicating that despite
their smaller contributions, China and Amerika also participated in the topics raised in this
study. Overall, Indonesia did not dominate the number of studies.

Overall, studies in these sectors show that taxation not only affects the level of corporate tax
compliance, but also has a significant impact on financial planning, capital structure and the
effectiveness of international joint ventures. The integration of tax and business strategy in the
context of international joint ventures is crucial, especially to minimize tax risks and maximize
returns on cross-border investments.

Table 3. Research Results on the Effect of Tax Rates on Tax Compliance

Author Findings | Country

Mufidah (2024); Wulanningrat & Rachmawati (2023); Hendo Indonesia
& Marfiana (2024); Kurniandi & Yanuar (2023); Ayem &
Staquf (2022); Maulana et al. (2024); Masyhur (2013);
Rahman et al. (2022); Muhtadi & Hernat (2023); Damanik &

Zulian (2021); Dewi & Lestari (2012) +)

Jin dan wang (2021); Zou & Chen, (2016) China
Nippa & Reuer (2019); Konara & Mohr (2023) Amerika
Dewi & Wijaya (2023); Septiananda & Pratiwi (2023); (-) Indonesia

Suvanto, (2020)

(+) Efek Positif; (-) Efek Negatif

Research on the effect of tax rates on [JV compliance has been widely conducted by academics
and practitioners in various countries. Some of the previous studies highlighted how tax
policies can influence a company's strategy in forming 1JVs. This research provides a basis for
further studies in understanding the role of taxes as a determinant factor in business decisions.

Based on the table above, it can be seen that more studies discuss the positive impact of taxation
on the joint venture structure than the negative impact. From a total of 19 studies summarized
in the table, 16 journals found that taxation has a positive effect on 1JV tax compliance. This
finding suggests that taxation policy can provide incentives for companies to form strategic
partnerships, either through optimization of tax burden, capital efficiency, or reduction of
business risk. Meanwhile, only three journals found a negative impact of taxation on 1JV tax
compliance. These studies generally highlight how high tax burdens or complex regulations
can act as barriers to the formation and operation of joint ventures. This suggests that while
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taxation has potential benefits, in some cases, unfavorable policies can actually hinder a
company's business strategy.

4.1. Discussion
4.1 Tax Rates and Tax Compliance

Indonesia dominates the research in this context, given the large amount of foreign investment
in the country that is potentially affected by tax policy. Overall, the dominance of research from
Indonesia reflects the need to understand and respond to the challenges faced. This research is
expected to make a major contribution to the development of business strategies in the era of
globalization Research (Zou & Chen 2016) shows welfare impacts are highly relevant to
competitors' profit margins in [JVs, if the host government implements tax and tariff changes
jointly to set world prices, such reforms cannot have an impact on joint venture profits. The
increased tax liabilities and administrative complexities associated with 1JVs result in the
reduced attractiveness of the co-ownership structure, thus demonstrating the important role of
tax policy in determining the ownership strategy of foreign investment.

In addition, host country tax policies, including corporate tax rates, withholding taxes on
dividends, and international tax treaties, also affect the attractiveness of joint ventures. For
example, a high corporate tax rate or the absence of tax treaties to prevent double taxation may
discourage companies from entering into a joint venture in a particular country. Conversely,
tax incentives such as reduced tax rates for joint ventures, tax holidays, and investment tax
credits can encourage the formation of joint ventures by providing financial advantages over
full ownership by a foreign company (Chen & Ma, 2010) . Thus, tax policies ranging from
corporate tax reform, environmental taxes, foreign ownership restrictions, to investment
incentives play an important role in shaping the joint venture structure. These factors affect not
only ownership decisions, but also the investment strategies of multinational companies and
the investment climate in the host country. In the context of IJVs, tax compliance is influenced
by international regulations and differences in tax policies between countries. IJVs that operate
in multiple jurisdictions tend to experience higher tax uncertainty, which may impact tax
compliance.

4.2 Impact of Tax Rates on Tax Compliance in IJVs

Some studies suggest that excessively high tax rates may encourage tax avoidance practices in
1JVs. Studies by (Mihir et al 2004) show that differences in tax rates between countries affect
IJV capital structure and tax compliance. In addition, it found that firms tend to engage in
financial engineering to reduce tax burden if tax rates are too high. Differences in tax rates
between partner countries in IJVs can lead to aggressive transfer pricing schemes to allocate
profits to countries with lower taxes. Tax compliance with tax rates is particularly high in
multinational companies that have flexibility in determining the location of their profits.

Tax policy has a significant role in determining the ownership and control structure in
international joint ventures. Ownership decisions in R&D joint ventures are affected by volatile
tax risks, which may hinder the efficiency and sustainability of the IJV. In many cases,
companies choose a majority or minority ownership structure based on the tax incentives
available in a country.

4.3 Additional Factors Affecting Tax Compliance

In addition to tax rates, some other factors that affect tax compliance in IJVs include:
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1. The tax administration system, namely the clarity of regulation, transparency, and efficiency
of the tax administration system which greatly affects tax compliance. Where countries that
have a complex tax administration system often face lower compliance problems because
taxpayers feel burdened.

2. Stricter penalties and certainty of law enforcement have an impact on tax compliance. From
the study (James, et al), 2015 shows that when tax sanctions are applied consistently and in
adequate amounts, the level of tax compliance increases significantly.

3. The ownership structure in [JVs suggests that companies with majority ownership in an [JV
are more likely to comply with tax regulations due to greater managerial control over
compliance strategies compared to companies with minority ownership.

According to Luo (2004), the complex characteristics of transactions in joint ventures are often
complicated by changing tax regulations, leading to increased compliance costs and legal risks.
These uncertainties can affect the competitiveness of companies in carrying out business
partnerships abroad. (Meschi & Cheng, 2002) also asserts that political and economic risks
related to taxation have a significant impact on the sustainability of joint ventures. Unexpected
changes in tax policy can increase a company's financial burden, thereby reducing the incentive
for investors to remain committed to the partnership. For international joint ventures to run
optimally, a more stable and supportive tax policy is necessary.

5. Conclusion

This research shows that taxes have a significant role in influencing investment decisions and
corporate tax compliance structures. This study analyzes 19 scientific journals published
between 2005 and 2023, focusing on how tax policy affects IJVs in various countries,
especially in Indonesia.

First, the results of the study show that different tax policies between the home and destination
countries can create uncertainty that disrupts the decision-making process by capital owners
and management in [JVs. Research conducted by Ed wards & Todtenhaupt (2020) emphasizes
that high tax rates can reduce the incentive for capital owners to invest, as it potentially reduces
the net profit they receive. In addition, the existence of complicated and high taxes may
encourage companies to engage in tax avoidance through aggressive transfer pricing schemes,
potentially increasing legal risks and high administrative costs.

Secondly, the study also found that the majority of the 19 journals studied showed that taxes
can provide positive incentives for compliance in [JVs. A total of 16 out of 19 journals proved
that tax policies, such as reduced tax rates for joint ventures, tax exemptions, and investment
tax credits can increase the attractiveness of IJVs. In this context, the rewards of tax compliance
can stimulate the formation of strategic partnerships that benefit both parties. On the other
hand, only 3 journals show a negative impact, where high taxes and overly complex regulations
become barriers to the implementation of 1JVs.

Third, in addition to tax rates, additional factors such as the tax administration system, legal
sanctions, and ownership structure in IJVs have an important impact on tax compliance. Clarity
in regulation, transparency, and administrative efficiency are key to improving the level of tax
compliance. In addition, companies with majority ownership in IJVs tend to have greater
control over tax compliance than those with minority ownership.

Fourth, that the stability and clarity of tax policy is critical to the sustainability of 1JVs.
Unexpected changes in tax policy can increase uncertainty and financial risk, prompting
companies to withdraw from international collaboration. Therefore, there needs to be a more
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stable and supportive tax policy, which not only focuses on increasing state revenue but also
considers the impact on foreign investment.
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