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- Abstract

Tax policy and investment is the focus of the literature. This paper
try to use the positive analysis means of economics to study chinese
situation ,and try to find out relationship between tax policy and gross
business fixed investment, business fixed investment structure, R&D
investment and FDI . Baed on the new classic basic investment model ,
the cost of capital and maginal effective tax rate are intruduced.

The content is arranged as such: chapter one first present the
pfactical and academic importance of the theme. then systematic review
of the literature and point out the problem of study in our country.
chapter two give several investment model, including early accelerated
model and new classic model, from these model the concept of cost of
capital and effective tax rate is intruduced. The we discuss how
coporate income tax and individual income tax affect this cost of capital
and effective tax rate. Chapter three positive analysis the relationship
between tax and gross business fixed investment. Chapter four talks
about relationship between tax and business investment structure , these
stucture including assets, financing, region and industry. Chapter five
talks about tax policy and R&D investment. And chapter six discuss
tax policy and chinese FDI inflows.

The main findings including: First of all from the tax policy and
gross fixed business investment analysis, we find that the cost of capital

decline from 1991 to 2002, in all the aspects of affecting business
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investment , the discouted value depreciation allowance is increasing. If

we don’t consider tax credit effects, we can drow a conclusion that the
cost of capital of building and plant is low than that of machine. The
change rate of cost of capital increase one pecent,then the change rate
of investment decrease about one point six percent. As to different
asserts, the cost of capital of machine decline one percent,the amount
of investment of machine increase about 0. O8percent, and the cost of
capital of building decline one percent,the amount of that investment
increase about 0. 164 percent. And lead to GDP increase about 5%
and 10% respectively. Secondly, from the analysis of tax and
investment structure ,we find that from 1991 to 2002, our effective tax
rate is very high, this situation is harmful to incentive of investment.
But the low interest rate conceal this situation. Seen from the assets
structure , the tax wedge of machine investment finance from retained
earning is the most favourable one,but finance from the loan is on the
contrary. We also find that the average tax rate of east area province is
the highest, then the west area province, so the middle area province
has the lowest. Average effective tax rate. But if we calculate on the
capital , labour and consumption these three tax bases,we conclude that
the west area province has the highest rate, and the middle area
province is still the lowest. Regressed with the GDP data, the per
capital GDP is negative correlation with marginal effective tax rate,the
marginal effective tax rate increase one percent, then the per capital
GDP decrease about 0. 89 percent. Thirdly, in the analysis of tax policy
and R&D investment, we conclude that our country cost of capital of
R&D investment is among the up-middle level, so our country R&D
international competition isn’t high. Before 1995, the tax policy has

nothing preferential to R&D investment, but after that the cost of
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capital of R&D investment decline very fastly. And finally, in the
positive analysis of tax and FDI, we find that FDI has negative
correlation with average effective tax rate, this conclusion isn’t
consistent with other country’s findings, but FDI is high relative with
the difference between domestic and foreign capital effective tax rate,

and its elasticity is very high.
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