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Agglomeration Economy, Tax Competition and Capital Investment

REN Dexiao', LIU Qingjie’
(1. School of Government, Beijing Normal University, Beijing 100875, China;
2. Emerging Markets Institute, Beijing Normal University, Beijing 100875, China)

Abstract: Local governments attract capital by means of preferential tax, which leads to loss of revenue, and the imbal-
ance of resource allocation. The new economic geography and the theory of tax competition provide new perspectives and ideas
for alleviating the tax competition. Using the provincial government as the research sample, this paper constructs a spatial ob-
ject model to study whether the agglomeration economy is applicable to the mitigation of tax competition in China. The research
results show that the agglomeration economies formed by capital flows in China can effectively coordinate the asymmetric tax
competition between regions. The study provides theoretical and empirical evidence for the policy-making concerning central
cities” development in the “13th Five-Year” plan from the angle of tax competition and confirms the positive role of agglomera-
tion and development of central cities.

Key words: Agglomeration Economy; Tax Competition; Capital Investment Decision
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