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Intergovermm ental Tax Campetition on FDI under Chinese

Decentralization and Its Influences on FD I’ s Econan ic Pran otion Effects

Y ang Xiaoli andXu Lei

(I Institte of Intemational Econan ics NankaiUniversity 2 Bushess School NankaiU niversity)

Abstract Under the Chnese— styk decentralization m echanisn, political and econom i ncentives m ake local govemm en ts com pete to

cut tax rates to attract FDI infbws and this paper exan nes the strategic tax can petition betw een beal govemm ents and hov it affects

the grow h effect of FDI TheoreticalM odel shows that there would be strateg it tax can petiion betv een regons which will reduce the

quality of foreign nvesment and thus affect econan ic grow th effects of FDI Using provincil panel data from 1999 — 2006 en pirical

resu lts show that the real tax rate of breign owned canpanies & highly and positively rehted between goverm ents of same econan ic

development level FD1 can significantly pomote regional economic growth but this pumoton effects will be hindered by

governent s tax ncentives more tax preferences can produce stronger mpedm ent
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