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Effects of Tax-cut on the Attractiveness of a Country’s Investment

WANG Xin, LIU Nan-nan

(School of Public Finance and Taxation, Southwestern University

of Finance and Economics. Chengdu. Shchuan 611130, China)

Abstract:In an increasingly competitive global economy, governments have introduced tax
cuts policies to attract more foreign investment and to boost domestic investment. Based on the
tax and economic data of 157 countries in 1980 — 2016, this paper constructs a panel data model
and discusses the impact of tax cuts on the attractiveness of a country’s investment from a more
comprehensive perspective. The result shows that the impact of tax cuts on the attractiveness of a
country’s investment varies according to the form of investment and the categories of taxes. On
the one hand, the tax cut will significantly affect the level of FDI in a country, but it will not
have a significant impact on the total domestic investment. On the other hand, from the compari-
son of tax categories, the negative impact of commodity tax rate on foreign direct investment is
significant. The corporation income tax rate also has a negative influence on foreign direct invest-
ment, but statistical results do not pass the significance test. This suggests that tax cuts help
keep the country attractive to foreign direct investment, but if we want to improve the country’s
total investment level, we need to consider more factors including tax policy, GDP growth rate
and investment environment.

Key words: tax-cut; the attractiveness of a country’s investment; FDI; domestic investment
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