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Local competition, overcapacity and fiscal sustainability
SUN Zheng, CHEN Xudong, SU Xiaoyan

('School of Public Finance and Administration, Tianjin University of Finance and Economics, Tianjin 300202, China)

Abstract: Overcapacity caused by local competition has long-term and profound effect on fiscal sustainability. Based on
the simple theoretical analysis, the paper used provincial panel data from 1998 to 2015 to examine the inherent economic logic
between local competition, overcapacity, and fiscal sustainability. It was found that local governments pursuit of GDP-based
tax competition and the accompanying overcapacity have improved fiscal sustainability. The conclusion remained robust after
excluding various possible mechanisms. Further research found that local governments showed significant difference in the
competitive behavior of different tax types. Local government competition for value-added tax and corporate income tax
revenue enhanced fiscal sustainability, and strengthened the positive impact of overcapacity on fiscal sustainability. However,
business tax revenue competition did not have a significant impact on finance sustainability. In the long run, the positive
impact of local competition and overcapacity on fiscal sustainability is rapidly weakening.

Key words: local competition; tax benefit; overcapacity; government revenue; fiscal sustainability



