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THE IMPACT OF TAX COMPETITION ON INDUSTRIAL
STRUCTURE UPGRADING IN THE CHENGDU-CHONGQING
REGION

ABSTRACT

The high-quality development of China's economy cannot be achieved without solid
support from regional economies. And creating powerful growth poles and sources of driving force
is the key to pushing forward this process. In recent years, the upper reaches of the Yangtze River
cities cluster centered on Chengdu and Chongqing have rapidly emerged, exerting a positive and
far-reaching impact on the sustainable development of southwestern China and even the whole
country. To further promote regional development, the Central Committee of the Communist Party
of China and the State Council issued the Outline for the Construction of the Chengdu-Chongqing
Double-City Economic Circle on October 2021, (referred to as the "Outline" hereafter), which
clearly stated that the concept of integration should be adhered to, and regional cooperation should
be deepened continuously. The economic leadership of Chengdu and Chongqing should be
strengthened, driving surrounding cities and western regions to shift to high-quality development
and playing a role as the fourth growth pole to promote China's economic development. However,
the economic development levels of cities in the Chengdu-Chongqing region are different, and the
industrial structures of economically developed cities show a high degree of homogeneity. Tax
incentive policies are often used by local governments as an important means to attract external
investment, promote local enterprise development, and create employment opportunities. When
multiple regions adopt similar tax incentive strategies, they may enter into a state of tax competition.
When this state gradually turns irrational, it can cause the irrational flow of industrial resources and
constitute a certain obstacle to the upgrading of the industrial structure. Currently, the literature on
tax competition in China is mainly concentrated on macro-level discussions on overall tax system
reform and tax policy adjustments. There are few scholars who have studied the role of tax
competition in upgrading the industrial structure from a regional perspective. Therefore, it is of great
significance to study how tax competition affects the upgrading of the industrial structure in depth,

First, this paper systematically summarizes and organizes relevant literature both domestically and
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internationally, based on the organized theoretical materials, it explores how tax competition affects
the upgrading of industrial structure from the perspectives of industrial agglomeration, tax types,
regions, and micro-level. Second, this paper selects the panel data of 16 cities within the
Chengdu-Chonggqing dual-city economic circle from 2005 to 2021, calculates the tax competition
index of the region, and uses the entropy method to calculate the industrial structure upgrading index
of each city. It then uses the fixed effect model to analyze the impact of tax competition on industrial
structure upgrading.

The empirical results show that: (1) Tax competition suppresses the upgrading of industrial
structure in the Chengdu-Chongqing region. (2) The suppression effect of tax competition on
industrial structure with high homogeneity is more obvious. (3) Economic development level and
import and export level have a positive impact on industrial structure upgrading. (4) The suppression
effect of corporate income tax competition on industrial structure upgrading is greater than that of
turnover tax. (5) Industrial agglomeration to some extent weakens the inhibitory effect of tax
competition on industrial structure upgrading.

Based on the above conclusions, this paper puts forward the following policy
recommendations: (1) Optimize internal regional coordination and adjust regional industrial layout.
(2) Implement differentiated tax incentive policies and provide "tailor-made" tax incentives. (3)
Promote the integration of tax collection and administration to push for standardized and unified tax
enforcement in both regions and build a new pattern of coordinated tax administration. (4) Advance
the reform of the tax distribution system to correct the deviation between tax revenue and tax

collection.

Keywords: tax  competition; industrial  structure; twin-city economy  of

Chengdu-Chongging region
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