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Fiscal Decentralization and Corporate Tax Incentives An Analysis from

Views of Local Government Competition

JIA Jun—-xue, YING Shi-wei
(School of Finance, Renmin University of China, Beijing 100872, China)

Abstract: This paper calculates effective average tax rate and effective marginal tax rate for enterprises under
three different kinds of forms of ownership based on the data from 233 prefecture —level cities and industrial
enterprises above designated size from 2000 to 2008, and explores the effect of fiscal decentralization on the
corporate tax incentives. Our study shows that both kinds of tax rate in the sample period experienced a rising
trend, meaning that tax incentives is decreasing. Actual tax burden of private enterprises (especially for discrete
investment) is the heaviest. Granting local government more taxing autonomy will result in lowering all corporate
effective average tax rates and granting more expenditure decentralization has an opposite effect. However, fiscal
decentralization has weak influence on effective marginal tax rate of them.

Key Words: fiscal decentralization; tax competition among local governments; corporate tax incentives;
effective average tax rate; effective marginal tax rate
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