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On the Effect of Tax Competition in
Agglomeration Economy

SUN Min

(School of Public Economy Administration, Shanghai University of Finance
and Economics, Shanghai 200433, China)

Abstract: The article first briefly reviews the content of the standard/
classic international tax competition model, and then relaxes its basic as-
sumption of perfect-competition market by introducing agglomeration econo-
my so as to make a new analysis of the model. The conclusion is that the
government is inclined to subsidize enterprises in agglomeration economy and
the tax rate of the location with agglomeration is higher than that without
agglomeration under tax equilibrium. As far as our country is concerned, the
article finally brings forward some policy suggestions for goverment to par-
ticipate in the tax competition,

Key words: agglomeration economy; international tax competition; tax
harmonization; Pareto improvement (FHEHE F )
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