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The tax competition mode based on industrial clusters
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Abstract The paper tried to build a tax competition model by the reference of industrial clusters rents
variable, and discussed the government’s choices of tax rates and its effective factors under the circumstance
of centralizations and decentralizations. The results show that, under the impact of clustered rents, the
government is capable to fix tax rate and choose regional infrastructure patterns to influence the choice of
enterprises’ investment location, whose capital is undivided. This paper, by forming the central and local
governments’ effective functions and correlated restricted terms, elicits the optimal equilibrium solution
for tax competition between the central and local governments, besides, the paper discusses factors for the

establishment of this solution.
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