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Tax Preferential Policies and FDI: An Empirical Research
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Abstract: This paper, based on the theory of tax incentives as signals
and the panel data of 28 provinces from 1986 to 2004, investigates the effect
of China’ s tax preferential policies on FDI. The author believes that tax
preferential policies have exerted different impact on FDI during the different
phrases of market reforming and across the regions with unbalanced develop-
ment in market economy. By extending the regional preferential indices orig-
inated by Sylvie Demurger (2002) for measuring the preferential relativity
and dividing samples into two groups according to the province marketization
indices worked out by Fan and Wang (2001, 2003, 2004), we find out that
from 1986 to 2004, the tax preferential policy was indeed a significant factor
in affecting FDI, however, during the period from 1993 to 2004, it had been
less significant then as it had been before. Moreover, tax preferential poli-
cies were much more ineffective in highly marketized regions than they were
in low marketized regions.
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