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Abstract

Under the background of economic globalization, the international
flow of capital is continuously strengthened. Countries in the world are
trying every effort to attract such ambulatory economic factors as
capital and technology. International tax competition is becoming more
intensive with the world-wide wave of tax cuts which started in the
1980’s. -Meanwhile, after entering the new century, many developed
countries have successively begun to introduce fundamental tax
reforms, aiming at raising the competitiveness of their tax systems.

With the increasingly intense international tax competition, after
mid-1990’s, OECD launched a movement of “ anti-harmful tax
competition initiatives” targeting the “harmful tax practices” of tax
havens and some of its member countries, trying to check tax
competition through international tax coordination. Simultaneously ,
the European Union also tried countering harmful tax competition and
promoting tax harmonization among member countries. Whether to
have competition or coordination is the question now facing many
countries due to economic globalization.

China established in its tax reform in 1994 as a tax system that
was in primary accordance with a market economy. While our country
is currently undertaking the task of tackling the problems remaining in
the gradual reform process and perfecting our tax system, there are

new challenges brought by the economic globalization and international
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tax competition. How to cope with international tax competition and
tax coordination, and how to establish a capital tax system with
international competitiveness, has become a new topic for us.

In the face of growing heatedness of international tax competition
and complex international tax coordination, the author tries to seek a
solution for our country in terms of stance and measures to take, on the
basis of an exploration and research on a series of elementary issues
such as the real economic effect of international tax competition,
whether international tax competition is harmful or not, the nature of
international tax coordination and its necessity and trend of
development, and the optimal capital taxation under the condition of
open economy, and in consideration of our national status and the
current implementation of capital tax system.

The fundamental viewpoint and principal result of research is as
follows .

The interaction of international tax competition and multi-national
company behavior affects the world investment regional choice and
resources allocation, accelerates the decline of income tax rate of the
participating countries, and causes the transfer of tax burden among
various factors. On account of the variance of resources endowment in
different countries, the actual competition in the world is asymmetric
tax competition, with the country size, concentration, degree of
productive activities and preference for redistribution and other factors
influencing a country’s status and gains and losses in the international
tax competition. Therefore, the real economic effect of tax competition
to an individual country depends on this country’s actual situation and
its choice of tax competition strategy.

From the overall perspective, international tax competition may
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facilitate the optimization of tax system, raise the efficiency of

government work, and accelerate economic development, thus
promoting the world economic efficiency. Only the type of tax
competition aiming at absorbing other countries’ tax base with
taxpayer’s tax avoidance measures like transfer pricing should be
deemed as harmful since it would breach the fair-play principle and
damage the economic efficiency due to the caused imbalance of
consumption of and payment for public goods. An effective measure to
contain such wrongful tax competition is to enhance anti-avoidance
regulations and break the profit shifting mechanism on which the
implementation of wrongful competition is dependent.

The nature of tax coordination aiming at containing tax
competition is a tax cartel among governments of different countries.
Such a coordination system may have such negative effects of reducing
the sensitiveness of a government reacting toward market changes,
weakening the government’s ability of macro-economic adjustment with
the adoption of tax policies, and blocking the way of conducting reform
and optimizing domestic tax system. Additionally, from the perspective
of future development, containing tax competition through tax
coordination seems unlikely to be effective. Hence, tax competition is
an unavoidable trend under the background of economic globalization.
How to keep pace with this trend and establish a competitive capital
tax system is a major task of our future tax system reform.

The open economic conditions and international tax competition
raises new requirements for optimal capital taxation. In the capital tax
structure, the demand for decreasing economic double taxation on
capital by way of company income tax and individual income tax

becomes higher for big countries. As for taxation on cross-border
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income, territorial tax system should be a good orientation for
establishing a tax system with international competitiveness. In the
strategy of international tax competition, tax incentives could only
serve as a supplementary tool to be applied in specific aspects.
Recently, under the force of international tax competition, the
world capital tax system reform has shown some common features and
trends. This mainly includes lowering tax rate and widening tax base,
cross-border income taxation principle gradually moving to a preference
of source-based tax system, more efforts being made to diminish
economic double taxation on capital, enlarging scope of influence of
the flat tax reform in Eastern Europe, more tax incentives to research
and development activities, tax-holiday policy being weakened in the
FDI-absorbing strategy of some developing countries. These features
and trends have great significance to our country in deciding the
international tax competition strategy and tax system reform measures.
Based on the above research conclusion, and considering from
our national status as a big developing country, our fundamental
strategy for international tax competition is: on the one hand, actively
participating in the international tax competition and raising the
competitiveness of our tax system; and on the other hand,
strengthening  anti-avoidance measures, enhancing international
administration and cooperation, and restricting the avoidance activities
of multi-national companies. For this purpose, we need to adjust our
policy of absorbing foreign investment with tax incentives, and to
fundamentally reform the tax system to establish a capital tax system
with international competitiveness to be in accordance of the economic
globalization. The measures in detail could include; (1) introducing

the participation exemption rules into the enterprise income tax to deal
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with  cross-border income taxation, aiming at raising the

competitiveness of the tax system; (2) applying the exemption of
dividends from personal income tax to abolish economic double
taxation toward capital; (3) researching and clarifying the tax status
of oversea partnership for China’s income tax purpose; (4) further
enhancing and perfecting tax incentives to research and development
activities.

On the other hand, in regard of the problems like tax haven
competition and increase of tax avoidance through transfer pricing
brought by the international tax competition, we should further
strengthen anti-avoidance measures, do more research and make
regulations on measures against tax haven avoidance-Controlled
Foreign  Corporation rules, emphasize international information
exchange and other forms of international cooperation, and facilitate
anti-avoidance administration practice, to prevent the negative
influence of wrongful international tax competition to our tax

sovereignty and fiscal revenue.
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