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Abstract

Economic globalization is knitting separate national economies into a
single world economy. That is occurring as a result of rising trade and in-
vestment flows, greater labor mobility, and rapid transfers of technology.
As economic integration increases, the sensitivity of investment and loca-
tion decisions increases. Countries feel pressure to reduce tax rates to
avoid driving away their tax bases. This in turn, increases international
tax competition.

The study of international tax competition has profound meanings for
China. First, after China adopted the reform and opening — up policy in
1979 and especially after its entry into WTO in 2001, China has to face
a more and more integrated world economy. International tax competition
is a new issue brought up by economic globalization, and the study about
this issue will help us construct an optimal tax system against the back-
drop of globalization. Second, it will help us answer the following ques-
tions such as the effectiveness of tax preferences stipulated in the past,
how to deal with tax preferences concerning foreign investments in the
proceeds of incorporation of two sets of enterprise income tax, and etc.
Third, the interest of international tax competition starts with topics
about harmful tax competition suggested by OECD and the Europe
Union. But their opinions unavoidably are on behalf of interests of devel-
oped countries. Thus, the effects of international tax competition should

be further studied based on the facts that China is the biggest developing
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countries in the world. Finally, international tax competition involves the
relationship between market and government. The study about it helps us
solve such problems as how to control the expanding impetus of local
governments in transitional periods from plan economy to market econo-
my.

The arrangement of this book is as follows.

Chapter one focus on the background of this research, its theoretical
and practical meanings for China and main conclusions drawn by foreign
and domestic literatures in this field. The framework, analytical meth-
ods, innovations and shortcomings can also be found in this chapter.

Chapter two is about the connotation and extension of tax competi-
tion and international tax competition. First it analyzes external and in-
ternal prerequisites of tax competition and international tax competition.
The external prerequisite of tax competition is the mobility of production
factors across borders and the internal prerequisite is fiscal federalism.
The external prerequisite of international tax competition is the mobility
of production factors across national borders and the internal prerequisite
is independent taxing power. Second, based on the attitudes of competi-
tors, the author distinguishes international tax competition into active
competition and unconscious competition. Furthermore, based on objects
and methods of competition, active tax competition is classified into four
categories. Finally, it depicts the history of international tax competition
with the examples of tax reforms of OECD countries.

Chapter three is about the effectiveness of active tax competition.
The effectiveness of international tax competition refers to the fact wheth-
er tax competition can attract mobile production factors. As far as mobile
capital is concerned, it can be divided into foreign direct investment
(FDI) and foreign portfolio investment (FPI) . Tax factors can be di-

vided into tax rate, tax base, tax preferences and tax management. This
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chapter studies the correlations between tax factors and mobile capital
and draws several significant conclusions. Tax factors are indeed effec-
tive in attracting mobile capital and the effectiveness is becoming more
and more significant as the mobility of factors increases and other non —
tax factors converge.

Chapter four studies the effects of international tax competition. The
efficiency effect of international tax competition can be analyzed in two
aspects. That is, whether it can help to alleviate the inefficiencies in
public sectors and private sectors. The equity effect can also be consid-
ered from two aspects, tax burden and redistributive policies. Theoreti-
cal and positive literatures show that the effects of international tax com-
petition are two — folded. Moreover, this chapter analyzes the effects of
international tax competition on tax revenue, macro tax burden, tax
structure, tax management in the Europe Union.

Chapter five analyzes strategies of international tax competition and
related system designs. This chapter argues that tax competition and tax
harmonization or tax coordination are not totally contradictive. Then pro-
poses a game model with eagle strategy and dove strategy and concludes
that in a repeated game tax competition will result in natural harmoniza-
tion or coordination. If one country chooses to adopt competition strate-
gy, its optimal method depends on its size, initial tax burden, tax rates
and etc. Related policy suggestions involve macro tax burden, corporate
income tax rate, tax preferences and tax sharing system.

Chapter six is a study combined with Chinese practice. First, after
introducing fiscal measures taken by Chinese government since 1980s,
this chapter argues that we have taken active competition strategy in the
past. Second, the effectiveness of tax competition of China is analyzed.
Quantitative study shows that the effectiveness of some tax competition

measures, especially tax preferences, is decreasing. Third, impacts of
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international tax competition on tax burden, tax system, tax structure,
tax management and so on are considered. Fourth, based on the positive
meanings of tax competition for our country and the orientation that China
is the biggest developing countries in the world, our optimal strategy is
*“active but proper competition, rational and necessary harmonization” .
Lastly, tax system in China should be further reformed to increase its
competitiveness, especially in such fields as macro tax burden, incorpo-
ration of two sets of enterprise income tax, tax preferences and tax sha-
ring system.

The innovations of this book are; First, it distinguishes international
tax competition into active competition and unconscious competition ac-
cording to the attitudes of its competitors. Second, it studies the correla-
tions between tax factors including tax rate, tax base, tax preference and
tax management and foreign direct investment. Third, it analyzes the
effects of international tax competition on tax revenue, tax burden, tax
structure and so on. Fourth, it proposes a game model with eagle strate-
gy and dove strategy and concludes that in a repeated game tax competi-
tion will result in natural harmonization or coordination. Finally, it ana-
lyzes the effectiveness of tax measures taken by Chinese government
since 1980s. The study on effects and optimal strategy of international
tax competition of China is also innovative. The main shortcoming of this

book lies in insufficient use of game theory.



