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CHAPTER I 
INTRODUCTION 

 

1.1 BACKGROUND OF THE STUDY 
Business is one of the activities that every country does to 

strengthen its economics. Nowadays, mostly all countries are open-up 
to relate with each other and doing some business, sharing knowledge 
and technology. All relation between each country is regulated under 
international law. As business is to determine whether one country has 
a good economic or not, then taxation is to support the infrastructure, 
social service programs, education and many other programs. Thus, 
tax is also an important part in making better economic. By doing 
business, there will be an income and when it talks about income, and 
then it will directly link to tax. Applying suitable taxation regulation 
on different type of subjects can increase the efficiency of income tax.  

Every country indeed has different taxation regulation and this 
has become main problem for every country while doing business 
trading. Some countries have higher taxation rate while others have 
lower taxation rate which make import and export companies face 
double taxation which is costly. Because of this complexity, some of 
the companies that has the potential to do export and import business, 
do not want to involve in this international trading. The reason is 
because every country’s taxation law said that they have the right to 
tax income that derived from origin country and source countries 
which the effect is companies need to pay tax on both countries and it 
causes double taxation. The effect of this double taxation, except from 
lack interest in doing international trading, could inhibit in acquiring 
necessary ingredient or raw material for instance for investment, 
selling, production, and distribution to make better economic. 
Therefore, the decision of establish tax treaty which made by many 
countries to avoid double taxation and simplify the regulation for 
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permanent establishment is wise to advance its economy to the next 
level. 

Looking at how wisely other countries overcome this double 
taxation problem, Indonesia also uses this opportunity to create tax 
treaty agreement between Indonesia and its partners which until now 
Indonesia has around 69 partner countries (Ortax, n.d.). The purpose of 
creating tax treaty agreement with partner countries is to simplify the 
regulation for permanent establishment in Indonesia and avoid double 
taxation while doing international trading. Not only that, the other 
purpose is to increase the tax compliance in Indonesia especially for 
companies that do international business.  In Indonesia, tax treaty is 
regulated under the Law number 36 Year 2008 Article 32A which has 
been amendment before from Law Number 7 Year 1983. 

Indonesia is known as a place that is rich of natural resources 
and become the most strategist location to do international trading 
(McPhillips, 2017). Therefore, to have better economy, Indonesia 
participates into several international organizations like ASEAN 
(Association of South East Asian Nation), G20 (Groups of Twenty), 
OPEC (Organization of Petroleum Exporting Countries), WTO (World 
Trade Organization) and many others. By participating in these 
organizations, it is hoped that Indonesia will have more connection 
with other countries to increase international trading. Although, until 
now, Indonesia does many of international trading, it is expected that 
the existence of tax treaty agreement will bring advantages for both 
Indonesia and its partner. For instance, Indonesia will charge special 
taxation rate for permanent establishment and other countries will 
charge lower income tax for source income based on the tax treaty 
agreement. 

In this few years, one of the fastest growing countries in East 
Asia is China (Jennings, 2017). China has a big potential in export and 
import especially Hong Kong. The relationship between Indonesia and 
China has started long ago but officially in 1950. But because of the 
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several problems, in 1967, the relationship between Indonesia and 
China was suspended and then resumed in 1990. The product of China 
has spread all around the world and of course it can be found easily in 
Indonesia too (GlobalSecurity.org, 2016). Started in March 23, 2010, 
Indonesia’s government and Hong Kong’s government had signed the 
tax treaty agreement between two countries. In 1 January 2013, the tax 
treaty agreement was effectively applied and used by Indonesia and 
Hong Kong (Ortax, n.d.).  

Tax treaty between Indonesia and Hong Kong can be a positive 
relationship or negative relationship. Positive relationship means that 
Indonesia can increase the amount of export to Hong Kong, create 
business opportunity in Hong Kong and receive direct investment from 
Hong Kong. While negative relationship means that the amounts of 
import is increase and exceed the maximum quota set by Indonesia’s 
government and Hong Kong is the only one who feels the benefit of 
tax treaty.  

As the stronger the economics of Hong Kong as the impact of 
China’s economic, therefore, the relationship between Indonesia and 
Hong Kong will be an interesting topic to be discussed. The reason 
why the writer chooses Hong Kong rather than China as the partner 
country is because Hong Kong is known as Asia’s World City which is 
popular with financial hub, business center and many others (Dodwe, 
2015). Thus, there will be many business transactions between 
Indonesia and Hong Kong and the role of this tax treaty is to give 
assurance and stabilities control of tax between Indonesia and Hong 
Kong. Another reason to choose Hong Kong as the partner country is 
because Indonesia and Hong Kong’s tax treaty effective year started at 
2013 which is five year ago. Therefore, it makes writer to be able to 
measure the difference before (2008-2012) and after (2013-2017) the 
application of tax treaty.  

From the economic side, the writer wants to know the impact 
of the tax treaty on the international treading between Indonesia and 
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Hong Kong. The implication of tax treaty will affect the international 
trading which applied between Indonesia and Hong Kong. But, the 
significant the effect for Indonesia because of the existence of tax 
treaty agreement with Hong Kong cannot be predicted. Based on this 
information, the writer is indeed interested in researching the impact of 
tax treaty agreement that Indonesia has made with Hong Kong as its 
partner country on the international trading. Thus, the writer decided to 
make this research with the title of “The Impact of Tax Treaty on 
International Trading: A Case Study of Indonesia and Hong Kong 
Tax Treaty”. 

 
1.2 PROBLEM LIMITATION 

Seeing the impact of tax treaty toward international trading, 
there are many factors that will also affect  on the effectiveness of tax 
treaty and also international trading for instance crisis economic, 
government policies on export & import and many others (Acharyya & 
Kar, 2014). But these other factors will be ignored in this research and 
the writer will focus only on the effect of the tax treaty itself on the 
international trading which includes export and import, between 
Indonesia and Hong Kong. The data that will be taken for research is 
the amount of export and import between Indonesia and Hong Kong 
from the year 2008 until 2017 which 2008 to 2012 is the year where 
the tax treaty had not been applied and 2013 to 2017 is the year where 
the tax treaty has been applied. The purpose is to allow writer to 
measure the different before and after the implementation of tax treaty. 

 
1.3 PROBLEM FORMULATION 

From the previous information, it has been mentioned in the 
background of study, so problems that can be arisen from this topic are 
shown below: 

1. Does tax treaty affect international trading between 
Indonesia and Hong Kong? 
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2. Does it give positive or negative impacts toward the export 
and import of Indonesia? 
 

1.4 OBJECTIVE OF THE RESEARCH 
Here are some objectives of the research to solve the above 

formulated problems are: 
1. To identify the impact of the tax treaty on international 

trade between Indonesia and Hong Kong 
2. The impact of tax treaty to Indonesia’s export and import 

value 
 

1.5 BENEFIT OF THE RESEARCH 
 
1.5.1 THEORETICAL BENEFIT 

The purpose of this research for writer is to know the effect of 
tax treaty on international trading between Indonesia and Hong Kong 
whether the impact is positive impact or negative impact. For reader, it 
is to increase the knowledge of the readers about the tax treaty and the 
effect on international trading between Indonesia and Hong Kong. For 
university purpose, it can be a reference for university campus to do 
further research. 

 
1.5.2 PRACTICAL BENEFIT 

The purpose of this research for government is as consideration 
to do better international taxation law or tax treaty regulation between 
Indonesia and its partners. Better international taxation law can be one 
of the ways to attract companies at Indonesia, Hong Kong and other 
partner countries to do international business. Not only that, it is hoped 
that Indonesia will receive more direct investment from Hong Kong 
and partner countries to become better country. 
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1.6 SYSTEM OF WRITING 
To give brief explanation about this research, therefore, the 

writer divided this research into 5 chapters in order to let this research 
to be more structure. The five chapters are: 
CHAPTER I: INTRODUCTION 
This chapter is talking about the background of study, problem 
limitation, problem formulation, objective of the research, significant 
of the research, and also systems of writing that enable reader to 
understand more clearly about the research. 
 
CHAPTER II: LITERATURE REVIEW AND HYPOTHESIS 

DEVELOPMENT 
This chapter is talking about the theoretical background, prior 
research, hypothesis development, research model and the framework 
of thinking. Further and deeper theory of the tax treaty and 
international trading will be discussed in here.  
 
CHAPTER III: RESEARCH METHOD 
The object for this chapter is to see what research design, population 
and sample, data collection method, operational variable definition and 
variable measurement and also data analysis method on researching 
the impact of tax treaty on international trading between Indonesia and 
Hong Kong. 
 
CHAPTER IV: DATA ANALYSIS AND DISCUSSION 
This is the main point of this research which shows the result of the 
research and also the discussion on the impact of tax treaty on 
international trading of Indonesia and Hong Kong. The contents of this 
chapter are the general description of research object, data analysis, 
descriptive statistic, result of data quality testing result of hypothesis 
testing and the most important one is discussion. 
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CHAPTER V: CONCLUSION 
This will be the last chapter in this research and it will consist of 
conclusion and recommendation. 


