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Abstract

Resear ch background: The problem of base erosion and profit shiftingntylti-national corpo-
rations has been debated from different perspectizause of its multiple impact on the key
actors in the economy. Studies refer to its pasitmpact on companies via corporate taxes saved,
but its negative impact on governments via reddagcollection. A number of empirical studies
conducted in different countries support the sutisthBEPS impact on company performance,
but report differences in its magnitude. Other arghclaim that, despite a wide range of tax
avoidance opportunities available, tax avoidanderiged due to institutional measures imposed
(tax audits, penalties for non-compliance) and filghlementation costs. A majority of the pre-
vious empirical research covered large countrieSAUGermany) or regions (e.g. Europe), but
there is a gap in the re-search assessing the BEBR®t on multinational corporations’ subsidi-
aries’ performance in countries with lower corperiicome tax rates such as the Baltic countries.
Purpose of the article: To assess the impact of base erosion and proftrghbn multinational
corporations’ subsidiaries’ performance in the Bajbuntries.

Methods: Empirical research is conducted based on the frameemployed by Hines and Rice
(1994) to measure BEPS impact on company perforexdegression analysis with fixed effects
was applied to a sample of 3,422 Latvian, Lithuardad Estonian subsidiaries of multinational
corporations, which are characterized by low cafortax rates. The data for the period of
2007-2015 was retrieved from the Amadeus database.
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Findings & Value added: The research revealed that Baltic countries’ tdfexdintials between
multinational corporations’ parent and subsidiasymtries might have a significant impact on the
subsidiary’s financial performance. When the tae wifferences between Baltic and the foreign
countries decrease by 1%, reported profits in Balbuntries increase by 2.3%, indicating profit-
shifting behaviour. This is in line with the empal literature and practices applied by multina-
tional corporations. It is also in favour of ardixtavoidance measures introduced by the EC to be
adopted by Baltic and other EU countries.

I ntroduction

Base erosion and profit shiftinEPS) is about international corporate
income tax avoidance, i.e. taking advantage ofldagpholes, using differ-
ences in different countries’ tax systems. The jgmbof BEPS by multina-
tional corporations has been debated from diffepenspectives because of
its multiple impact on the key actors in the ecoyo®tudies refer to its
positive impact on companies via corporate taxegdsgDevereux, 2006;
Dharmapala, 2014), but its negative impact on gawents via reduced tax
collections (Clausing, 2009; Fuest & Riedel, 200&CD, 2015; Murciego
& Laborda, 2017).

A number of empirical studies conducted in différeountries support-
ed the view that there is a substantial BEPS impaca company perfor-
mance. However, reporting differs in magnitude. édtluthors (Hines,
2014) claim that, despite a wide range of tax aaodg opportunities avail-
able, tax avoidance is limited due to institutionaasures imposed (tax
audits, penalties for non-compliance) and high engntation costs.

Previous research of corporate tax avoidance impathe performance
of companies usually covers US companies (Grubdvtudti, 1991; Hines
& Rice, 1994), foreign subsidiaries of US compan{€ausing, 2009;
Blouin et al., 2011), European companies (Huizinga & Laeve32Dis-
chinger, 2010; Dischinger & Riedel, 2011; Lohse &drel, 2013; Dis-
chingeret al., 2014; Loretz & Mokkas, 2011; De Simone, 2016¢rGan
companies (Weichenrieder, 2009) or companies frefacsd countries
(i.e. Spain — Murciego & Laborda, 2017), where dataresearch is avail-
able. However, in the Baltic countries, characttias small open econo-
mies with comparatively lower taxation,which attré@reign investments
in the form of subsidiaries of foreign multinatibiarporations, the studies
on tax avoidance measure’s impact on the performaficompanies are
very limited.

This paper aims to assess the impact of base arasid profit shifting
on multinational corporations’ subsidiaries’ perfiance in the Baltic
countries. The empirical research is conducted chase the framework
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employed by Hines and Rice (1994) and is adoptaddasure BEPS im-
pact on company performance in the Baltic countries

This research paper consists of four sectionshénfirst section, a re-
view of the profit-shifting literature is presentébthe second section de-
scribes the research methodology used to assesS.BHf third section
provides the results of a regression analysis udififigrent sets of variables
and discusses the empirical findings. The fourtttiee concludes the re-
search findings.

Literaturereview

Murciego and Laborda (2017) classify the empir@ssessment of profit
shifting behaviour into direct and indirect approes. The indirect ap-
proach focuses on estimating the overall expeasdlts of BEPS. It origi-
nates from the Hines and Rice (1994) conceptuahdveork, which has
been widely used by other researchers. The dinggtoach focuses on
estimating the impact of particular BEPS stratediies transfer pricing,
debt shifting, and usage of intellectual propeAgcording to Dischinger
(2010), significant data limitations restrict thepéication of the direct ap-
proach, so the indirect approach is more widelyusempirical studies.

As presented in Table 1, a literature review onittileience of profit
shifting on corporate performance shows that mesgarchers agree on the
existence of the corporate tax avoidance phenomnimriathere is no con-
sensus on its magnitude.

Hines and Rice (1994) were one of the first to timat US multinational
firms in 1982 reported significantly higher (predtaprofits in low-tax
countries than in high-tax countries after coninglifor labour, capital and
local economic conditions. There have been sewtasequent studies of
this type by Grubert and Mutti (1991), Hines andeR{1994) and Clausing
(2009).

Huizinga and Laeven (2008) show that a 1% lowerrsa& differential
in absolute terms is related to 1.43% (1.43 semnstality) increased profit-
ability of European firms and their estimated effiscsmaller than the one
reported by Hines and Rice (1994) — 6.3% (6.3 sdasticity). The key
methodological reason for such a significant défere might be related to
the use of firm level data by Huizinga and Laev2@08) and the employ-
ment of firm fixed effects. Furthermore, it is wonboting that both Hine
and Rice and Huizinga and Laeven used cross-sattitata (1982 and
1999 respectively) while recent studies mostly paeel data, giving more
reliable estimations.
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In contrast to the previous studies, Loretz and kask(2011) analysed
the impact of corporate taxes on both pre- and-faasprofitability using a
2003-2011 panel dataset of European subsidiartesy Tound that a 1%
decrease in the tax rate increases post-tax friya(excluding financial
profits) by up to 0.06%. Furthermore, they indictttat financial profits
and losses are particularly responsive to taxdstadl increase up to 0.11%
percentage points of post-tax profitability (indlugl financial profits) indi-
cates that a large part of profit shifting (i.effefience of 0.05% of post-tax
profitability) takes place via debt shifting.

Using panel data of European firms from 1999 to®860d controlling
for affiliate location, Lohse and Riedel (2013) moueven smaller effects
than those reported by Huizinga and Laeven (20083ir findings suggest
that 1% higher tax rate is related to 0.4% redywredtability.

Analysis of tax avoidance from the perspective p&i8 for the period
2005-2014 by Murciego and Laborda (2017) also fedethat reported
profits are influenced by taxes. When the tax mifeerences between
Spain and foreign countries vary by 1%, reporteditsrof Spanish subsid-
iaries vary by around 2.7-3%.

According to studies by Dischinger and Riedel (2088d Dischinger
(2010), which exploit a large data set of Europi@ams for the years 1999-
2006, profit shifting is not homogenous. The alére explanation for
low profit shifting might indicate that parents anere profitable than sub-
sidiaries (with a profitability gap of 30%) duettte agency costs and par-
ents control of value enhancing functions and Jakiaassets (vertical
FDI), and due to the higher competitiveness of pgren their home mar-
kets (horizontal FDI). Furthermore, researchers ribat the profitability
gap has been declining over time in vertical FDhE due to falling com-
munication and travel costs, but remains constahbrizontal FDI group.

Based on mixed research outcomes, Hines (2014)estayt) that the
BEPS problem might be overstated. He claims thatettonomic conse-
guences of corporate tax avoidance cannot be rabtensidering that CIT
amounts to 8-10% of the total tax revenues of reoshomies in OECD
countries. Only a fraction of CIT revenues is paydmultinational compa-
nies, and only 2-4% of profits of multinationalse ashifted to low-tax
countries. Tax enforcement regulation introducedjtwyernments results in
substantial tax planning costs, which restrictsaaxidance.
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Resear ch methodology

This research, based on Baltic country data, adridentify the existence
of profit shifting and base erosion from bigger andre developed coun-
tries with higher corporate income tax rates tollemand less developed
countries with lower corporate income tax ratese Baltic countries were
selected as they are characterized by lower cagpanaome tax rates and
are dominated by the subsidiaries of multinatigrerlent companies from
bigger and more developed countries with higherases.

Research method

The main question addressed in this research iat i8St BEPS’s impact
on the performance of Baltic subsidiaries of maitional corporations.
Based on the previous research practices, the agptoy Hines and Rice
(1994), employing an indirect method to verify tiydstence of BEPS ac-
tivity, was chosen as a conceptual framework ofyaie The model was
extensively used and further developed by Hauther &chjelderup (2000),
Grubert (2003), Weichenrieder (2009). Their studiegport the main hy-
pothesis, which states that, given the inputs pitahand labour, a larger
tax rate difference of two companies leads to adnigptimal level of shift-
ing between the two companies, which consequeetiyices the pre-tax
profits of high-tax companies and, vice versa, éases pre-tax profits of
the low-tax company. The Hines and Rice approachased on the as-
sumption that reported profits are equal to the sérttue profits derived
from real economic activity and profits artificialshifted. Reported profits
act as the dependent variable. The tax incentivasare takes the form of
various types of tax rates or tax rate differentiahd acts as a tax avoid-
ance proxy. Real economic activity is expressedveidous assets, em-
ployment and productivity measures and act as covairiables.

The following expression in logarithms can be usednalyse the exist-
ence of the BEPS activity:

Ln (i) = B1 + BolnAye + BainLic + BulnKy; 1)
— y(Tax incentive) ;s + ¢; + pr + 1;

Wherem; are reported profits in countryand at yeat, A is the level of
productivity in the country, L is the labour inp#t,is the capital input; the
sample units are individual companiégs,expresses affiliate fixed effects
which comprise unobservable characteristics constear the period (like
subsidiary position in the value chain or accunaddtnow-how) ang. are
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the time effects, which control for common shocksrahe years (common
changes in the profitability of all affiliates ingiven year).

Profitability, as the dependent variable in our elocbuld be measured
by pre-tax profit (profit before tax — PBT or eargs before tax — EBT),
earnings before interest and taxes (EBIT), posptafit (profit after tax —
PAT or earnings after tax — EAT) and return on §g@ROE) measures,
therefore, four regression models with four altéuea profitability
measures are constructed and tested. PBT/EBT astsdl| because it cap-
tures all the BEPS channels (TP, debt, IP). EBIiisisd as it does not cap-
ture debt shifting and afterwards the results cawedmpared with the PBT
measure. PAT and ROE are primarily used to conalzistness test.

In our model, invested capital, the labour force @mpany level
measures) and country GDP per capita (as a coledgf measure) are
chosen to act as control variables. The key indégeinvariable is tax
avoidance measure. Some papers use the statutaités or statutory tax
rate differentials while the others (De Simone, (0¥arkle, 2016) calcu-
late weighted average tax rate differences. Acogrtth Dischinger (2010),
tax rate differentials are more accurate in capgugrofit shifting than sin-
gle tax rates, because a single tax rate may itsethtivise investment in
a given country. Based on the above reasoningautteors use the tax rate
difference between territories (the subsidiary #redparent residence coun-
try) as a proxy for the international tax incentigeshift profits, in the same
way as some earlier authors (Clausing, 2009; Digri 2010).

As presented in Table 1, in the model’s economiwviig is expressed
via the invested capital measure — fixed assets @mpany. Most of the
studies used total fixed assets or total asseds @svested capital measure.
In some studies (Murciego & Laborda, 2017), mordaitkd capital
measures like intangible fixed assets and tandikésl assets were used.
They aimed to capture intangible assets’ impactparfitability as its
uniqueness may result in the difficulty of settiang arm’s length transfer
price and may be used as a tool for BEPS. In cagareh, total fixed as-
sets, total assets and a set of intangible fixesgtastangible fixed assets
and other fixed assets are used as invested capi@ures. The variable
representing labour is usually expressed as em@oyoosts in most of the
previous empirical studies. Due to data limitatiom&\madeus database on
Baltic countries, in our research it is replacedhs number of employees
in each company. Our productivity measure is exga@sn GDP per capita
and acts as a proxy for overall economic developmalso, the model
uses fixed effects to capture individual comparfga$ and time dummies
— to capture common shocks.
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Data set

The analysis rests on a sample of companies frohuduia, Latvia, and
Estonia, taken from the AMADEUS database (from Boeeau Van Dijk)
for the period from 2007 to 2015. The analysignstéd to non-financial
subsidiaries owned by industrial parents. In the@e the parent compa-
nies consist of those denominated as Global Ulen@vners (GUOS) in
the AMADEUS database and having a minimum sharémgldercentage
in subsidiaries of 50.01%.

The initial sample of Baltic companies comprise¢g93R observations,
but was reduced to 18,740 observations (3,422 compadue to missing
data. Non-positive values of profitability measunee eliminated in order
to transform the financial variables to logarithms.

The number of Estonian (1,177) and Latvian (1,68@npanies are
more than two to three times higher than Lithuam@mpanies (563 obser-
vations),respectively. This is slightly in contragth the sizes of the rele-
vant economies. In this respect, Lithuania is tiggdst (GDP is of billion
47 USD, GDP per capita is 16,681 USD in 2017), laat+ the second
(GDP is of billion 30 USD, GDP per capita is 15,398D in 2017), Esto-
nia — the third (GDP is of billion 26 USD, GDP paapita is 19,704 USD
in 2017). It can be assumed that, due to the shigllanian sample in
comparison with Latvian and Estonian samples, theey may arrive at
biased estimations.

Table 2 shows the data sample split by countrylaba) ultimate own-
er, which indicates that GUO are dominated by Sicewian, EU, and
Western European countries and close neighbouringtdes. In most
cases, the tax rates in those countries are hifla@r in Baltic countries.
Exceptions are EU tax haven countries like Cyptusembourg, and the
Netherlands, which are known for their favourabbx tregimes on
a particular type of income.

Latvia and Lithuania had similar tax rates of 1&%@ similar taxable
bases (with a number of tax adjustments like tgpret®ation, bad debts,
accruals, etc.). In contrast, Estonia had a higgverate of 21%, different
taxable moment — upon dividend distribution (instefaccrual principle)
and different tax base — accounting profits witmamiadjustments (trans-
fer pricing and non-business related expenseshisrresearch, differences
in taxable moment and tax base are not considerati from the tax per-
spective it is assumed that Lithuania, Latvia astbia represent a single
region with similar taxation rules, but with difart tax rates. Taking
a deeper look at each particular country’s sangulbstantial differences in
the structure of GUOs is noted. Lithuanian compgini@UOs are quite
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well balanced; they are represented by differerdstiy higher tax rate
countries. Estonian companies’ GUOs are strongiyidated by a higher
tax rate Finnish (26—20% corporate tax rate) anddist (28—22%) parent
companies, followed by UK (30—-20%), Norwegian (28%), and German
(38—-30%) parent companies. Latvian companies’ Ga@sstrongly domi-
nated by lower tax rate Lithuanian (15% corporate rate), Cypriot (10—
12.5%), much higher — German (38-30%), as well assin (24—20%),
and Estonian (21%) parent companies.

Empirical results
Descriptive statistics

Tax rate differences are dominated by negativedtx difference (80% of
all the cases of which 68% are the tax rate diffees of more than 5 per-
cent in absolute terms) which shows that in the¢i@abuntries tax rates are
lower than in shareholder countries and may giveugds for profit shift-
ing. Instances of positive tax differences (15%albfthe cases) are rather
low, neutral tax differencse (5% of all the casas immaterial, mostly
appearing in Latvia, which has a similar tax rat&ithuania.

Correlation analysis showed that the tax incentiae a relatively low
correlation (0.23) with GDP per capita. The cofielamatrix indicates the
strongest correlation (0.53) between profitabiliigd fixed assets, a bit
weaker (0.44) relationship with the number of emgplss and an almost
similar correlation (0.43) between fixed assets tmednumber of employ-
ees. GDP per capita as a measure of productivityshelatively low vari-
ability; therefore, a weak relationship with prability can be expected.

Results of regression analysis

To assess the impact of base erosion and praofitnghon multinational
corporations’ subsidiaries’ performance in the Badtates four regression
models using four different profitability measuresyploying control vari-
ables and utilising fixed effects and time dummiese tested. The results
of the regression analyses are presented in TabMl he specifications
with different profitability measures show a negatrelationship between
the tax incentive and reported profits. The seras#tity is in range of
2.28-2.46. It shows that if the tax rate differe(Baltic subsidiary’s coun-
try tax rate minus foreign parent country tax ratedreases by 1% in abso-
lute terms, reported profits in the Baltic courdgriacrease by 2.3-2.4%.
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The results show that among other control varialbhes one with the
strongest impact on profitability is the numbereofiployees (elasticity of
0.43-0.48), followed by tangible fixed assets wéthsticity of 0.06 and
other fixed assets (elasticity of 0.03), while ngéle assets and GDP per
capita are not statistically significant.

A robustness check revealed that the regressiorlsadwhich invest-
ed capital (control variable) was measured by tosdd assets or total
assets did not result in statistically significaatculations because three out
of the four profitability models reported a nontisiically significant rela-
tionship between the tax incentive and reporteditsrameasures. The in-
vested capital represented by lower aggregatioel teariables: intangible
assets, tangible fixed assets and other fixedsapsetluced viable results in
all four profitability models and shall be usedpaexy for invested capital
measure.

Discussion

The previously conducted analysis allows us to bmecthat tax rate dif-
ferentials between the Baltic subsidiaries of mialfional corporations and
their parent countries have a significant impacsobsidiary financial per-
formance. The results of the regression analysisated, that a 1% nega-
tive difference in the tax rate in absolute terraiteen a Baltic subsidiary
and its parent company leads to 2.28% increas®in B.29% increase in
EBIT, 2.46% increase in EAT and 1.6% increase irdifited ROE. The
literature analysis revealed that a majority okegshers use EBT or EBIT
as profitability measures. For further discussitig first (tax incentive
impact on EBT) and the second (tax incentive impacEBIT) results are
rounded to 2.3% and used further in the analydie. fhird and the fourth
results are only used for robustness check purposes

Such findings indicate that international groupshveiubsidiary compa-
nies located in Baltic countries may be involvedEPS. Baltic companies
may report profits higher when the home countryrte is lower than the
tax rate of the country where the parent compasytusited.

In our research, the estimated negative impaati{etasticity -2.3%) is
stronger than reported in previous empirical wollkee closest results were
received by Heckemeyer and Overesch (2013) andedhorean tax semi-
elasticity of -1.78. Other studies report signifittg smaller influence. For
example, Lohse and Riedel (2013) using Amadeus-4Z33%® data found
semi-elasticity of -0.4, Dishinger et al. (2014jngsAmadeus 1995-2007
data found semi-elasticity of -0.5, De Simone (20i€ing Amadeus 2003—
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2012 data found semi-elasticity of -0.74. We suggleat profit shifting
phenomena is two to four times stronger in theiBathuntries if compared
to the other European countries as tax rates arpatively lower (LT,
LV — 15%, EE — 0%, if no profits distributions).

A few previous studies with even higher profit shi evidence also
exist. For example, Dishinger and Riedel (2011hgishmadeus 1995
2005 data found semi-elasticity of -3.2. Howevéeyt used average tax
rate of all the entities in the group rather theatwory tax rates difference
between subsidiary and parent countries used instudy. Also, using
Amadeus 2005-2014 data Murciego and Laborda (2@daHnd semi-
elasticity of -2.74, but they concentrated only mofit shifting from for-
eign parents to Spain, which is not directly corapé to all Baltic coun-
tries in aggregate.

In our research, reliable regression results weoeived using lower
level capital intensity measure (comprising intétegiassets, tangible fixed
assets and other fixed assets) rather than tatatsaer (total) fixed assets.
Capital measures employed by other researchenscat@omogenous. The
majority of researchers (Hines & Rice, 1994; Huijan& Laeven, 2008;
Weichenrieder, 2009; Dischinger, 2010; Bloeinal, 2011; Dischinger &
Riedel, 2011; Lohse & Riedel, 2013; Disching¢ral, 2014; Murciego &
Laborda, 2017) used fixed assets, some of themk{®|&2016; De Simone,
2016) employed tangible fixed assets, and otheesl uangible assets
(Loretz & Mokkas, 2011). The BEPS related literatsuggests that intan-
gible assets may be used as a tool for BEPS. Howthe results of our
study (see Table 3) did not reveal a significanpant (elasticity of 0.01—
0.02, but p-values of 0.11 -0.72) of intangibleefixassets on any profitabil-
ity measure. In contrast, it could suggest thatghiesidiaries of multina-
tional corporations in Baltic countries do not aatbfor their own intangi-
ble assets but use the ones provided by parentartiegp(leading to trans-
fer pricing issues). In this study, tangible fixaskets have an impact (elas-
ticity of 0.06) on earnings before tax and inter@SBIT) profitability
measure only, but does not influence EBT or EA&ggtity of 0.04 but p-
values of 0.15-0.18). The authors assume thatlinfijked assets may be
financed via debt and it may be used to reduce &BHEAT and erode the
tax base. Other fixed assets are comprised of iresgs in financial assets
like loans and shares. They contribute to finangiafits and to EBT/PBT,
but not to operating profits (i.e. EBIT). As pretahin Table 3, other fixed
assets have the strongest impact on EBT and EAsBt{gty of 0.03), but
no impact on EBIT (elasticity of 0.00), which ismsistent with the content
of other fixed assets.
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Conclusions

This paper addresses the issue of base erosioprafidshifting in multi-
national corporations and assesses the impact BSBinh the performance
of subsidiaries of foreign multinational corporatsan the Baltic countries.

The research revealed that in the Baltic counttis,differentials be-
tween multinational corporations’ parent and subsyd countries might
have a significant impact on company financial perfance. When the tax
rate differences between Baltic subsidiaries aneido parents decrease by
1%, reported profits increase by 2.3%. This isiie Iwith the empirical
literature. In light of our results, there is agument for anti-tax avoidance
measures introduced by the EC and to be adoptéduelyaltic countries.

In this study, subsidiaries located in all thredtiBaountries (Latvia,
Lithuania and Estonia) and controlled by foreigmepés were analysed in
a single sample. Previous research proved thait gtofting is not homog-
enous. Samples of each Baltic country may be aedlgeparately, espe-
cially taking into consideration slightly differestructures of controlling
parent companies’ countries. In addition, the sampbuld consist of
a larger number of companies, including such with-oontrolling owner-
ship. Moreover, from the perspective of internagiocompetition for FDI,
it would be interesting to compare data of the iBatbuntries with other
countries characterized by low tax rates and domtiparent companies
from more developed, higher tax rate countries.

The main limitations of this research are relatethe data sample. Due
to the unequal distribution of the number of comesetween the coun-
tries and unequal composition of higher tax ratempacompanies (owning
LT, LV, EE subsidiaries) in each country’s sampihe results of the survey
may be biased.
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Table 2. Baltic companies split by country of foreign global ultimate owner
(GUO)

GUO Country Estonia Latvia Lithuania  Grand Total %
SE 175 130 49 354 10.34%
Fi 224 63 28 315 9.21%
DE 70 145 61 276 8.07%
LT 44 189 233 6.81%
RU 33 165 11 209 6.11%
NO 76 73 45 194 5.67%
DK 50 86 56 192 5.61%
GB 78 84 25 187 5.46%
cY 37 114 21 172 5.03%
EE 105 52 157 4.59%
us 61 68 26 155 4.53%
NL 39 49 32 120 3.51%
CH 32 33 21 86 2.51%
FR 21 26 20 67 1.96%
LV 54 12 66 1.93%
BY 5 52 7 64 1.87%
LU 30 17 10 57 1.67%
PL 5 18 26 49 1.43%
AT 24 13 7 44 1.29%
UA 4 37 41 1.20%
Top 20 1062 1467 509 3038 88.78%
Others (31) 115 215 54 384 11.22%
Total 1177 1682 563 3422  100.00%

Source: compiled by authors using Amadeus database.



Table 3. Results of regression analysis

(€3] 2 (3 (4)
LN EBT LNEBIT LN EAT LN g'oo‘éf'ed
Congt 3.85%** 3.96%** 3.07%+* 1817
Tax diff 2.0g** 2. Dgrw 2.46%* -1.60*
LN Intangible fixed 0.01 0.02 0.01 0.00
assets (0.41) (0.12) (0.26) 0.72)
LN Tangible fixed 004 0.06%** 0.04 -0.04
assets (0.15) (0.18) (0.18)
LN Other fixed assets ~ 0.03** 0.00%** 0.03¢ 0.03**
LN Labour 0.48%** 0.43++* 0.46%+* 0.06
(0.40)

LN GDP pc 0.00 0.00 0.00 0.00

(0.95) (0.84) 0.43) (0.36)
R2 0.82 0.84 0.81 0.67
Subsidiary FE Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes

Note: All the variables are in logarithms except for Tax diff. LN EBIT, LN EAT, LN Modified ROE act
as alternative dependent variables for robustness check purposes; Tax diff is the difference between the
Latvian, Lithuanian, Estonian tax rate and the tax rate of the foreign country where the parent company
is situated. Fixed Effectsand Y ear dummies are also included.

**x %% and * denoting statistical significance at the 1, 5 and 10 per cent levels, respectively.





