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Regional Differences in Tax Sharing and Capital Factor Flows:

A Perspective of Cross-regional Investment by Enterprises
XIE Zhenfa and WANG Zhen

(School of Economics, Xiamen University)

Summary: The construction of a unified national market is based on the coordination of interests and collaborative link-
ages among regions, which requires an incentive-compatible and regionally coordinated fiscal and tax system to serve as
the institutional support. Under the tax-sharing system, each important fiscal and tax reform has required provincial-level
regions to take the lead in designing their own sub-provincial fiscal systems according to local situations. This has led to
significant interprovincial differences in fiscal relations, which is one of the core features of the current fiscal and tax sys-
tem. Based on the 2016 VAT sharing reform, this paper analyzes how regional differences in tax-sharing affect capital fac-
tor flows, aiming to provide references for planning the next round of fiscal and tax reforms in the context of accelerating
the construction of a unified national market.

This paper points out that the fiscal incentives arising from the 2016 VAT sharing reform stemmed from changes in
structural sharing differences between industries, generating broadly positive incentives for local governments to develop
industries originally contributing to the VAT tax base. However, regional differences in tax-sharing incentives produced
significant variations in local governments’ behaviors in restricting the outflow of capital from tax-base industries and at-
tracting capital inflows to these industries. This has resulted in the flow of tax-base industrial capital toward regions with
higher tax-sharing incentives. Based on this logic, this paper utilizes the cross-regional investment data of listed manufac-
turing companies from 2011 to 2022 and constructs an intensity difference-in-differences (DID) model to empirically ana-
lyze the impact of the 2016 VAT sharing reform on the cross-regional flow of manufacturing capital. The study finds that
regional differences in tax-sharing incentives drive capital flows from regions with lower incentives to those with higher
incentives. This is reflected in the investment preferences of listed manufacturing companies for regions with higher tax-
sharing incentives and a relative reduction in their investment in regions with lower tax-sharing incentives. This effect is
particularly concentrated in non-state-owned, labor-intensive, and technology-intensive enterprises, and is significantly in-
fluenced by the degree of local government intervention.

Specifically, this paper finds that regions with high tax-sharing incentives enhance their attractiveness to manufactur-
ing investment mainly by providing greater tax preferences, more credit resource support, and cheaper industrial land.
These measures are the primary pathways for guiding capital factor flows. This paper further finds that the differences in
investment by manufacturing companies among regions are mainly reflected in the types of subsidiaries that undertake
specific production activities. In contrast, the cross-regional investment behavior of service enterprises has not changed
significantly. Accordingly, although the current VAT sharing arrangements can effectively motivate local governments,
the resulting tax-base competition may become a key factor in hindering the free flow of production factors and market-
based allocation.

The contributions of this paper are as follows. First, this paper highlights the impact of regional differences in fiscal
relations on local government behavior and the flow of production factors. This holds significant practical value for under-
standing the role of the fiscal and tax system in building a unified national market and identifying avenues for its optimi-
zation. Second, grounded in fiscal incentive theory, this paper theoretically and empirically analyzes the fiscal motives, in-
fluencing logic, and specific pathways of local governments’ tax-base competition under regional differences in tax-
sharing incentives, which provides robust empirical evidence for the theoretical underpinnings of fiscal competition
among local governments. Third, anchored in the characteristics of the 2016 VAT sharing reform, this paper comprehen-
sively captures the fiscal incentives this reform generated for local governments, thereby offering a scientific framework
for evaluating the incentive effects of the 2016 VAT sharing reform.

Keywords: Tax Sharing; Capital Factor; Unified National Market
JEL Classification: H32, H71, L22
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