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Abstract 
 

International Tax Competition after Global Financial Crisis 

 

Name: Li Nadezda 

Major and department: International Commerce Major, Graduate school of     

                                      international studies 

Graduate School  

Seoul National University 

 

Since the early 1980s, competition to attract international investments by 

cutting the corporate income tax rate and overall tax burden of international 

companies was a major issue in social science. Decrease of companies’ tax 

burden is to lead to reduction of the counties’ tax revenue and can be the 

reason of welfare state degradation and reduction of public service provision. 

 

There is two main purposes of this thesis. One is to analyze the effect of the 

international tax competition on tax revenue, and the other is to examine 

whether such effect has changed after the global financial crisis. Among other 

reasons international tax competition contributed to the international lowering 

CIT rate. However, it affected not only the CIT but also the PIT as well; thus 

the overall effect on tax rates is positive but statically insignificant.  

 

Based on the panel date analysis main findings of the research are as follows. 

Contrary to the race-to-the-bottom theory, the international tax competition 

positively affects tax revenue level through two main channels: 1. 

Rebalancing the tax system (shifting focuses to the local factors, such as 

consumption), 2. Rebalancing tax structure (widening tax base). Widening tax 

base is believed to be a main factor contributing to maintaining tax revenue, 

however the effect of tax system rebalancing shall also be taken into 

consideration. In addition attracting mobile capital by reduction of tax rates 

lost its efficiency after crisis. 

 

   ……………………………………… 

    Keywords: international tax competition, global financial crisis  

    Student ID.: 2014-24241 
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Chapter 1. Introduction 

For a long time tax competition existed on the national and sub-national levels 

in two forms: “each local government has an incentive to tax the property used to 

produce goods which are traded between regions at a lower rate than property used to 

produce non-traded goods” and “the local government attempts to increase the total 

level of capital investment in the region by lowering the average burden with all 

property is taxed” (Wilson 1986, Oates 1972). Both of these types focused on property 

tax as the main local tax. However, growing globalization brought the tax competition 

to an international level. It started in the 1980s as the barriers for capital and goods 

movement between countries eroded and capital started flowing more freely in and out. 

Another reason for the emerging international tax competition is the extremely high 

marginal income tax rate in the 1970-1980s that made capital holders search for more 

favorable tax treatment, firstly, in the neighboring countries and, later, all over the 

globe. These factors signaled a new period in tax competition history, the period of 

International Tax Competition (hereinafter referred to as “Tax Competition”). 

Nowadays different jurisdictions have to compete by cutting tax rates to attract 

international capital. The governments must face a trade-off between an immediate high 

tax revenue and an attraction of investments that will increase the capital stock and 

hence increase the tax revenue in future.  

Since the early 1980s competition to attract foreign direct investment 

(hereinafter referred to as “FDI”) by cutting corporate income (hereinafter referred to as 

“CIT”) tax rates and the overall tax burden of international companies was a major 
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issue in social science. Facing new challenges of the XXI century, the governments 

have to increase the tax burden to manage the tax consolidation challenge and the 

growing social spending. 

Taking into account all these issues, the author is interested how the tax 

competition affected the tax system of the competing countries, especially the corporate 

income tax  and personal income tax (hereinafter referred to as “PIT”), and whether the 

Global Financial Crisis and the growing issue of debt sustainability affected the 

decision of governments to participate in the tax competition. 
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Source: (Norregaard and Khan 2007). 
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If we look at the statutory tax rate, we observe that it maintained the declining 

trend all over the world. However, contrary to the predictions, tax revenue as a 

percentage of GDP did not decreased. The international tax competition appeared to be 

neither a zero sum game nor a straightforward phenomenon.  
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Source: (Norregaard and Khan 2007). 
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Based on International Monetary Fund research (Norregaard and Khan 2007) 

we can assume that the Global Financial Crisis (hereinafter referred to as “GFC”) shall 

not be the factor that affected Tax Competition as tax revenue was not affected. 

However, after GFC came into full force, many countries faced the fiscal consolidation 

challenge and public debt issues. Some of these countries had to implement the 

austerity policy, the rest, even those who had relatively low levels of public debt, had to 

implement fiscal consolidation due to the growing trend of public debt. Thus, the issues 

of tax competition garnered more attention from politicians and the general public.  

Cooperation in tax policies between countries as measure to deal with tax 

competition became a hot issue among experts, as well as the general public since 2008. 

Nearly each year this issue is the subject for consideration not only on ministerial level 

but also on the highest level, and is discussed among the leaders of the G20. When 

addressing Tax Competition issues, many governments reveal their interest in the “fair 

taxation” of multinational enterprises and the issue of tax base erosion and profit 

shifting (BEPS) by international businesses. Since the leaders of the G20 first addressed 

tax issues, progress was declared nearly each year. However, low-tax jurisdiction still 

exists, despite automatic information exchange (2014, G20 forum) and even 

dismantling hybrid mismatch in the Irish legislation. This year the G20 summit is going 

to discuss another package of measures within the implementation of the BEPS project.  
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Source: World Bank Development Indicator Database, Author’s calculation 
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One can expect that growing tax cooperation would decrease the intensity of 

tax competition and increase the tax revenue. Unexpectedly, the tax revenue share to 

GDP is stable with no clear trend to change. Noticeable after 2008 an upward trend is 

shown only in Europe and among OECD members and could be the result of 

cooperation within the G20 forum. As for Asia, it seems that the Asian region follows 

the historical trend of catching up with other regions with its steady growing revenue 

share.  

However, the international community faces numerous challenges that will 

form the future tax system. According to the IMF working paper “Tax policy: Recent 

trends and coming challenges” (Norregaard and Khan 2007), challenges include : a) 

growing economic integration, b) increasing mobility of capital, labor, goods and 

services, as well as the increasing stability of tax bases, c) devolution of political and 

fiscal power. All these factors can accelerate the Tax Competition, thus the research 

paper points out the growing need in tax policy cooperation.  

Understanding the nature of tax competition is an urgent issue. Exploring the 

controversial and confusing correlation between the competitive trend of the CIT and 

PIT tax rate and the unexpected growing international attention to fair taxation matters 

can facilitate the understanding of Tax Competition and promote international 

cooperation to overcome competitive tax pressure.  

The purpose of this paper is to study the effect of the GFC on international tax 

competition. This paper is mostly focused on tax competition regarding taxes levied on 
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individuals’ and companies’ income, profit and capital gain, leaving aside consumption 

taxes, customs duties and other duties, and social taxes. 

The IMF working paper found strong evidence to suggest that relative stability 

of corporate tax revenues in the face of declining statutory rates can partly be explained 

by income shifting from the personal to the corporate tax base (through increased 

incorporation) and argue that the decline in corporate tax rates consequently entails 

serious negative implications for PIT revenues (Norregaard and Khan 2007). Thus, this 

research questions the following: what is effect of Tax Competition on both CIT and 

PIT; and whether the GFC changed the intensity of Tax Competiton, especially due to 

rising international cooperation on tax policy issues and growing budget consolidation 

challenges.  

Current introduction to the paper is devoted to the general research questions 

and the author’s motivation. In Chapter 2, the theories of tax competition are reviewed 

briefly. Section 1 presents the most commonly used race-to-the-bottom theory, while 

section 2 is devoted to Tiebout theory suggesting that tax competition is generally a 

positive phenomenon leading to high productivity of governmental bodies. Chapter 3 

contains the literature review, and Chapter 4 is devoted to data collection, data 

processing and methodology used by the author. Chapter 5 analyzes the empirical 

results obtained during research and suggests possible interpretations.  
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Chapter 2. Theories of International Tax Competition 

Section 1. Race to the bottom theory 

The Zodrow and Mieszkowski Model (Zodrow and Mieszkowski 1986) was 

initially developed to analyze tax competition between two regions within one 

jurisdiction. However, now it is widely applied to analyze International Tax 

Competition. The key assumption of the two states baseline model is that the tax 

policies of both countries are interdependent and the mobile capital stock is common, 

that is attracted by applied tax policy. Thus, governments face a trade-off between 

immediate tax revenue and long-run economic growth thanks to attracted mobile capital. 

This model predicts that countries will compete to attract mobile capital (i.e. FDI) by 

cutting down the tax rate until it hits the limit. The main focus of numerous researchers 

was whether government social expenditure and taxes would be negatively affected and 

whether implied tax rate would be set below their efficient levels. This model is the 

most basic in explaining the behavior of independent states. 

The empirical research conducted by Egger and Raff (Egger and Raff 2014) 

based on 43 countries panel data proved that governments behave strategically when 

levying taxes. The model was also amended and budget constrains were added, thus, 

the model did not predict a 0% tax rate but the lowest possible taking into account 

demanded public goods supply (Wilson 1999).  

The basic model was amended with the differentials to country size. The 

International Tax Competition between two countries of equal size and with similar 
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incentives to reduce the tax burden and similar welfare losses are considered to be 

symmetric in tax competition. From a game theory point of view in this case both 

countries will fall down into the non-cooperative equilibrium. On the other hand, 

asymmetric tax competition take place between two countries of different size; the 

smaller country believed to have bigger incentives to cut tax and have relatively lower 

welfare losses (Genschel and Schwarz 2011). According to the research, the smaller 

country will face greater pressure to cut the tax rate. Inequality in size is another source 

of inefficiency. Most models developed by scholars refer to the size of the population as 

it is believed the immobile production factor, in this case comes only from cross-border 

shopping. In this case the amount of cross-border shopping (Kanbur and Keen 1993) is 

connected not only with number of consumers, but also with disposable income and 

market size. The small country consequently benefits from opening the border in the 

case that the differences are larger enough to offset the transportation and transaction 

costs. 

Section 2. Tiebout Theory 

In 1956, Tiebout suggested a theory referred to as the theory of efficient tax 

competition. The Tiebout model is a multi-regional model that assumes each region has 

its one preference in the balance between the supply of public goods and imposed taxes. 

According to the model, authorities levying taxes will reflect residents’ preferences in 

the tax rate. The residents who disagree with the balance of levied taxes and the supply 

of public goods will leave the region. Thus, authorities have to levy lower taxes to 



19 
 

provide incentives to live within the region and supply public goods that are expected to 

be provided taking into account the amount of paid taxes. As a result, governmental 

bodies have incentives to provide the optimal scope of public services with the lowest 

possible tax rate that stimulates the governmental bodies efficiency (Wilson 1999).  

Despite the fact that this theory mostly addressed the intrastate tax competition, 

this model can be also applied to the international community on an equal basis. 

According to the theory, competition between local governments for mobile households 

enhances society’s overall welfare. Tax competition provides politicians with incentives 

to improve government efficiency and satisfy voter demands (Edwards and De Rugy 

2002). The same position was shared by various authors (Brennan and Buchanan 

1978),(Brennan and Buchanan 1977). It was also the basis to analyze tax and 

environmental conditions. As a result, the researcher concluded that residents tend to 

avoid low income households attraction and sustain good environmental quality (Oates 

1972). 

The Tiebout theory was challenged by many scholars in various research (Oates 

1985), including the OECD (OECD 1998) and EU research institutions. The Zodrow 

model described above was also developed as criticism to this theory. However 

according to Edwards and De Rugy (2002), “the economics of the critics is often 

contradictory or based on questionable assumptions. Often, beneath the economic 

language, are political goals, not economic theory”. This position is shared by some 

scholars (Anonymous 2002). The basic suggestion of the aforementioned scholars is to 
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apply the Tiebout model, and as result transform the current tax system to a territorial 

one with reliance on consumption tax. 

However, the Leviathan argument developed for the basic tax competition 

model however provides strong support for tax competition and is to be mentioned. It 

suggests that the size of the government would tend to be excessively big with no 

limitation on taxation (Wilson and Wildasin 2004). Thus, the Tiebout theory is worth 

the attention of both scholars and the general public while considering the effects of 

international tax competition.  
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Chapter 3. Literature review 

In 1974, Cary (Cary 1974) arguing that the Delaware zero tax rate should be 

subject to unified requirements on state tax policy within the United States, introduced 

the simple race-to-the-bottom theory. According to the theory, eventually in 

competition to attract investments, the jurisdiction will find itself having a 0% tax rate 

that is not the best option and efficient. It is clear now that the prediction of 0% tax 

rates on internationally mobile capital is not fulfilled for most of the countries. 

However many scholars did observe the downward pressure on such tax rates as 

suggested by the theory. This could satisfactorily explain the situation when the 

governments actually lowered the CIT rates. Thus, the focus tax completion literature in 

the late 1980-90s lied in exploring the challenges to the welfare state and the 

deterioration of tax revenue in the case of growing Tax Competition. The theoretical 

base under which was the race-to-the-bottom or Zodrow model.  

In 1986, by Zodrow and Mieszkowski (1986) the authors claimed that a 

decrease of PIT (personal income tax) marginal lump sum tax rate results in a decrease 

for provided public services. In case of CIT (corporate income tax), the same results 

were obtained if the burden falls on the firms responding to the changes. This research 

contributed to the emerging discussion of the welfare state and Tax Competition. The 

model predicts that “this interdependency to trigger a ‘race to the bottom’ in taxation as 

each country tries to attract mobile tax base from the other” (Genschel and Schwarz 

2011). 
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Motives and sources to decline statutory CIT 

The main motivation for declining statutory CIT according the Norregaard and 

Khan (2007) are as follows:  

 “competition for mobile capital and profit (i.e., tax competition),… 

 outcome of yardstick competition in which countries mimic each other in order 

to win over the votes of local populations (Besley and Case, 1995),… 

 reflection of common intellectual trends across countries.” Among such 

intellectual trend can be public administration reform focused on 

decentralization performed by many countries since 80s on XX century. 

However, growing globalisation and economical integration are commonly 

named as the main reason of the rising international tax competition. “Increasing ease 

with which saving and investment, factors of production, and goods and services can 

move and do move across borders... This increased mobility has far-reaching 

consequences for tax policy design” (Norregaard and Khan 2007). 

Based on mentioned above motives we can define the phenomenon of 

international tax competition more precisely, Tax Competition is the “non-cooperative 

tax setting by independent governments, under which each government’s policy choices 

influence the allocation of a mobile tax base among ‘‘regions’’ represented by these 

governments” (Wilson and Wildasin 2004). 

Since 1986 the discussion on Tax Competition grew rapidly and attracted 

attention not only of economist but also political and other social studies specialists, 

lawyers, as well as business people. The topics and applied methodology of conducted 
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research varies a lot though the discussion. For the purpose of this paper the discussion 

can be divided into several main categories: 1. Tax competition is a damaging 

phenomenon (“race-to-the-bottom”). 2. Tax Competition is a positive phenomenon 

(Leviathan, Tiebout). However, it is difficult to deny the existing trend of cutting down 

the CIT at that period.  
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Figure 4.  

 

Source: (Edwards and De Rugy 2002) 
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Figure 5. 

 

Source: (Edwards and De Rugy 2002). 
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“Common intellectual trends across countries” can be the reason for declining statutory 

tax rate for some countries such as New Zealand that introduced public administration 

reform on the first place. The scholars argues that the devolution of political and fiscal 

powers to lower levels of government can also contribute to growing efficiency of the 

tax policy (Norregaard & Khan 2007), and thus deckling tax rate. The common feature 

of public reforms inspired by New Zealand is decentralization and transferring function 

to local authorities. For this purpose the funding was transferred but not directly, the 

authorities were given the right to collect and keep some part of taxes originated from 

economic activity on defined territory. However Spain and Norway maintained the tax 

rate stable, thus, avoiding applying tax stimulus to attract investments, while such 

countries as Luxembourg, Ireland, even Germany significantly lowered applied tax rate 

both on national and regional levels. According to the IMF working paper, “increased 

incentives to incorporate as a result of lower statutory rates such that the corporate 

sector increases in size, and an increase in inward investment as capital flows and profit 

shifting into low tax OECD economies, such as Ireland increased” (Norregaard and 

Khan 2007).  

However, the same IMF working paper admits that there is “empirical evidence 

… that there is an important degree of interdependence across countries in corporate tax 

setting behavior”, however distinguishing one from another looks impossible. For the 

purpose of this paper the author suggests not distinguishing among them as special 

research is needed, and in addition the decreasing tax rate can be a result of a 

combination of these motivations.  
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One more explanation of the current reduction comes from business cyclical 

factors. Before the 2007 GFC, the world economy experienced an extraordinary growth 

that led to a general easing of budgetary constraints (including a growing debt burden 

and lower interest rates that allowed to sustained much higher debt level then before) in 

many countries (Norregaard & Khan 2007). However that allows us to expect that the 

intensity of Tax Competition shall decline during a crisis and it shall be maintained less 

intensive, during a deleveraging period due to low budget constraints and stimulatative 

measures applied by most advanced countries (such as the interest rate falls drastically), 

and as a result, the jurisdiction that provides relatively high sustainable growth do not 

need to compete to attract investments. Thus, the Tax Competition intensity expected to 

decline both during the crisis and later. 

On the other hand, declining CIT tax rate can be offset by growing tax base and 

growing consumption taxes or PIT. This implies that tax systems of many countries can 

be rebalanced from national to local level and from CIT to PIT. Thus, we can anticipate 

that lowering statutory CIT rates will not affect tax revenue levels, as it was 

accompanied with a growing local (less movable) tax burden in many counties. 

However, the scholars also noted that taxation of labor has some specific and subject 

for vast tax evasion, low property tax rate offset by high labor tax resulted in 

underprovision of public goods, in addition recently labor becoming more and more 

mobile factor (Wilson 1995) (Genschel and Schwarz 2011). 

However, although the IMF paper expects the positive effect only on the budget 

of low-tax jurisdiction, the trend to maintain the tax revenue as share to GDP is 
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applicable to the vast majority of countries. Thus, growing the tax base is not the only 

source of a sustained tax revenue. The scholars suggested that these trends may be 

largely cyclical, indicating buoyant tax revenues in the Asia-Pacific region as it 

emerged from the crisis in 1997–98, as well as sustained economic growth in Africa 

and Asia in the recent years. These recent gains in corporate tax revenue may also have 

been significantly affected by buoyant natural resource taxes, particularly pertaining to 

oil (Norregaard and Khan 2007).  

Still many of European and South and Central American countries that are not 

oil exporters still tend to maintain the tax revenue. The OECD paper (1998) suggested 

that negative effect of Tax Competition was mitigated by tax base broadening that is 

true for all OECD members (Norregaard & Khan, 2007). The reference to growing 

green taxes is also applicable mostly to advanced counties, especially in 1990s. 

Various factors determining state’s position in Tax Competition 

Different economy size effect on jurisdictions was reviewed based on simple 

two state models. The scholars argues that differences n size exacerbated the 

inefficiency from non-cooperative behavior…The smaller country loses from 

harmonization” as the small jurisdiction has lower costs in case of cutting tax rate, thus 

higher incentives to do it (Kanbur and Keen 1993), other scholars (Haufler and Wooton 

1999) believed that, jurisdiction with bigger market can maintain positive tax as firm 

can price their goods and services higher than in case of location in small countries. 

Maintaining optimal policy of the level of public goods based on the different 

preferences  of each jurisdiction can resulted in misallocation of capital (Bucovetsky, 
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Marchand, and Pestieau 1998). Thus, policy should be adjusted based on local 

population preferences that allows to avoid race-to-the-bottom behavior. 

Leviathan argument developed by Wilson in 1989 implies that (Wilson 1989) 

Tax Competition can restrain governments’ power to impose  taxes, but cannot provide 

equal or preferable provision of public goods 

After GFC tax policy coordination and cooperation instead of tax competition 

took place, so that we can see obvious move to cooperative equilibrium (Keen and 

Konrad 2012). 
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Chapter 4. Data and Methodology 

Section 1. Data 

The author uses simple methods to reveal the correlation between variables. 

The random effect GLS regression method was applied to all models. The World Bank 

databases (Doing business, Development indices, UN Comtrade datebase) were the 

base for all calculations.  

Proceeded data characterized by: 

1. Big gaps (1896 entries from 1990 to 2012) 

2. Balanced data set (72 countries and 572 entries) 

3. CIT for the period of 2005 – 2012, 

4. TIPCG for the period of 2002 – 2012,  

5. TR for the period of 2002 – 2012 

 

Section 2. Methodology 

The author based research on the race-to-the-bottom theory. The research 

includes 3 stages, the purpose of which, are as follows: 

1. Check the effect of growing openness and mobility of goods and capital on 

CIT rate. 

2. Define the effect of openness on PIT rate 

3. Define the effect of tax rate on tax revenue level 
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Figure 6. Main expectations 

 

  

1. CIT rate is the subject of Tax 
Competition  

=> CIT rate is declining while the 
opennes is rising 

=> Intenscity of Tax Competition 
declined after crisis 

2.1. PIT tax rate in order to offsrt 
declining CIT rate is to rise 

2.2. PIT rate could decline while 
openness is rising  if considering 
labor as a mobile factor  

=> Overall effect on  PIT rate is 
uncertain     

3.1 Tax competition's effects on tax 
revenue is uncertain 

3.2 GFC effect is ambiguous 
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The author uses common methods to reveal the correlation between variables: 

the random effect GLS regression method was applied to all stages.  

 

Regression 1. 

As mentioned there can be several reasons for a decreasing trend of CIT rate. 

To prove the effect of Tax Competition, the main independent variable is openness, 

while the dependent variable is the CIT rate. This model shows the simple correlation 

between the main variables mentioned. 

ijijijijij GDPgrowthTradeconstTTR   321 *  (1) 

Where: 

TTR – total tax rate as a share of profit of enterprise.  

Trade – a proxy for openness and the level of integration in international market 

Growth – annual GDP growth  

GDP – a proxy for size of the country / level of development (in case of per capita). 

The total tax rate is an average effective tax rate on the profit that incorporated entities 

are to pay. Thus, this could be treated as a proxy for the CIT rate.  

The main challenge was the lack of available data. For the total tax rate, the 

available data was limited to the period of 2005 - 2012 (72 countries and 572 entries) 

the panel data set was balanced to avoid accidental fluctuations between the periods.  

As result of the analysis, the author reveals the correlation between the total 

effective tax rate levied on incorporated businesses and 1) level of openness 
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(international trade to GDP), 2) annual growth, as a proxy for average return, 3) size of 

the economy, and 4) level of development proxied by GDP per capita.  
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The expected signs of the independent variables are as follows: 

Figure 7. Expected results of regression 1, 2 and 3 

Expected results of regression 1 and 2 

Value of trade to GDP - Openness (mobility of factors) - 

GDP - size of the country’s economy  + 

GDP per capita - level of development  + 

Annual growth rate of GDP  -  

 

Expected results of regression 3 

Value of trade to GDP - Openness (mobility of factors) - 

TIPCG + 

GDP per capita - level of development  + 

Annual growth rate (average return to investments) + 
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For Regression 2, the dependent variable is taxes on income, profits, and capital 

gains (hereinafter referred to as “TIPCG”) that are levied on “the actual or presumptive 

net income of individuals, on the profits of corporations and enterprises, and on capital 

gains, whether realized or not, on land, securities, and other assets” as explained in the 

World Bank Data Base metadata. The main difference with Regression 1 is the 

inclusion the personal income tax in the consideration. As mentioned above, the 

existing theory expects taxes levied on less mobile tax bases raise while the tax burden 

on enterprises decreases. The effect on PIT is ambiguous; there is research proving that 

declining CIT is to be offset by a growing PIT burden (ex. Dual tax regimes of Nordic 

countries) or by a growing territorial tax system (based on consumption or withdrawing 

taxes as Tiebout model predicted) (Edwards and De Rugy 2002). By means of 

Regression 2 the author expects to reveal the effect of Tax Competition on tax system 

of competing states. 

ijijijijij GDPgrowthTradeconstTIPCG   321 *
     (2) 

For TIPCG, the available data was limited to the period of 2005-2012 (72 

countries and 572 entries); the panel data set was balanced to avoid accidental 

fluctuation between the periods.  

As mentioned above, the PIT is to offset the declining CIT so overall effect on 

TIPCG (which includes both) is to be uncertain. However the differences of Regression 

1 and 2 can help to reveal the different impacts of Tax Competition on the CIT and the 

PIT, and to evaluate which of the factors has a bigger influence on the tax burden 

imposed on both capital and individuals. 
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Regression 3.  

The dependent variable is tax revenue as a share of GDP; the data set includes 

the all available data from 1991 to 2013, 141 countries, and 1989 entries. 

ijijijijijij GDPgrowthTIPCGTradeconstTR   4321 ***  (3) 

The strongly balanced data set includes information from 2002 to 2012 period 

for 76 countries, 832 entries.  

The initial purpose is to define the impact of tax rate adjustments on tax 

revenue and short run economic growth, both before and after the GFC on these 

correlations. As participation in Tax Competition is believed to be trade-off between 

long-run and short-run economic growth, the annual growth effect is expected to be 

negative. The lower growth, the higher taxes are levied on the economy. 
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Chapter 5. Empirical results 
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Table 1. Correlation among variables (total tax rate as percent of profit) 
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Although explanatory power is not high, the results are in line with 

existing theory and signs are as expected. Openness is negatively 

correlated with imposed on enterprise tax burden; however during the GFC, 

the effect of openness declined in absolute terms but bounced and even 

grew in the 2010 - 2012 period compared to pre-crisis numbers. Thus, 

negative pressure on corporate tax burden rate exists at both pre-crisis and 

post-crisis periods at a significant level. The expected decline of intensity 

of Tax competition appeared to be wrong.  

Economic growth expected to be negative appeared to be negative 

before crisis and positive but insignificant after crisis. Zodrow and 

Mieszkowski theory implies that underprovision of public goods does not 

affect growth, however, if consider public goods as part of economic 

activity (for example infrastructure) underprovision may negatively affect 

growth. Thus, undermine tax position (Dhillon, Wooders, and Zissimos 

2007). Threfore, the trade-off relations between growth and tax rate cut off 

weakened. Taking into account coefficient of opennes after GFC, we can 

coclude that counties with high opennes tend to have lower tax rate, 

however, it does not stimulate short-run growth. 
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As the theory expected, low growth countries will have a higher 

tax burden on the corporate sector. Scholars assumed that high growth is 

connected with the attraction of investments by a low tax rate. However 

during the crisis the situation changed to opposite: the growth positively 

connected with tax burden; moreover all specifications appears to be 

statistically significant for a positive effect of growth, while during the 

pre-crisis and post crisis, the results are statistically insignificant. This can 

be explained in that during the crisis, countries with high growth were able 

to attract investment without lowering the CIT rate by promising high 

returns. 

As for GDP per capita as a proxy for development level, before 

and during the GFC, it stays significant and negative. This implies that 

more developed countries tend to be more persistent to the pressure of Tax 

Competition, while less developed jurisdictions cut CIT rates more often to 

attract foreign investments. In line with the theory, size of the country has 

negative correlation: small countries tend to face higher pressure (lower 

losses) to reduce the tax rate, thus, low tax rate. Therefore, we can imply 

that countries with bigger and more advanced economy have better 
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opportunity to rebalance the tax system facing declining CIT rate. That is 

explanation supported by the logic of Leviathan argument. 

The negative pressure on the tax burden of the corporate sector 

exists at the pre-crisis period, declines significantly during the crisis, and 

reappears at the post-crisis period. Thus, the effect of Tax Competition is 

that countries with higher openness tend to have lower tax rate if the rest 

conditions are equal. 
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Figure 8. 

 

Source: Author’s calculation 
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Table 2. Correlation among variables (TIPCG)  
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According to the theory, Tax Competition leads to race to the 

bottom behavior and results in the degradation of public services and 

undermines the welfare state. However, contrary to expectations, the CIT 

facing pressure due to Tax Competition did decline, although to offset it 

the tax burden on local factors (less mobile) increased. Based on the results 

of the regression (see Table 2) the author concludes that 1) not only CIT is 

the subject of Tax competition, PIT is affected as well, 2) the effect on PIT 

offsets CIT rate reduction. Moreover, openness is positively connected 

with the composed tax rate that includes both the CIT and PIT. This allows 

author to conclude that as for rates, the rising of PIT is much higher than 

the reduction of CIT. This fact can be explained with specific features of 

PIT (for example, expensiveness and difficulty with administering) don’t 

imply increasing tax revenue. 

Growth, on the other hand, had a negative sign before the GFC and 

appeared to be positive during the crisis and afterwards. Before the crisis 

according to theory, there was vicious cycle: by having a low tax burden 

you attract FDI and actually stimulate the economy resulting in higher 

growth, however to sustain it you have to levy a low tax rate- generating 
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race-to the bottom. According to the regression results, the cycle was 

broken during the crisis: since then, having high growth did not require a 

reduction on the tax burden on income. This might be explained by the 

lack of high growth jurisdiction with moderate risks for investments. Such 

a result was expected based on the declining intensity of Tax Competition, 

however the Regression 1 proved that Tax Competition intensity did not 

declined. This controversial fact can be explained with declined 

effectiveness of cutting tax rate policy in order to attract investments.  

As predicted by Tax Competition models, with the adjustment of 

the size of the economy small countries tend to have a lower tax burden 

and are under bigger pressure to reduce the rate, as welfare costs are lower. 

As for disposable income (GDP per capita variable), it is in line with the 

author’s expectation that not only does the population define the elasticity, 

but so do the size of economy and income per capita. Thus more 

developed countries has higher taxation levels as the welfare losses from 

adjustments are higher. 

Despite the fact that Tax Competition maintained the effectivnes 

of tax rate cutting policy declined both during the crisis and afterwards. 
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The bigger economies and more developed economies tend to have higher 

taxation rates, that is in line with theory . 
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Figure 9. Regression 2’s coefficients 

 

 

Source: Author’s calculation  
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Table 3. Correlation among variables (Tax revenue as share to GDP-balanced dataset, 2002-2012) 

  1 2 3 4 5 6 7 8 

Openness 0.0091553 0.0051163   0.0140346** 0.0109125* 0.0066315 0.0083658 0.0049095 

  (0.0051368) (0.0048638)   (0.0050853) (0.0051419) (0.0048663) (0.0051783) (0.0048905) 

                  

TIPCG 0.1935*** 

0.1862056**

* 

0.2010496**

* 

0.1948356**

* 

0.1916257**

* 0.182737*** 

0.1902869**

* 

0.1819394**

* 

  (0.0160049) (0.0152159) (0.0162036) (0.0162459) (0.0161673) (0.0153866) (0.0160867) (0.0153284)  

                  

Country size:                 

GDP PC CUSD 

0.0000493**

*       0.000044***   0.000047***   

  (0.0000102)       (0.0000104)   (0.0000104)   

GDP PC PPP   

0.0001695**

*       

0.0001671**

*   

0.0001666**

* 

    (0.0000154)       (0.0000158)   (0.0000157) 

Geographical 

variables                 

Asia dummy     -6.528026*** -6.739788*** -5.610702*** -4.45786** -5.719003*** -4.605443** 

      (1.678342) (1.617868) (1.604687) (1.628386) (1.613678) (1.638526) 
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Africa dummy     -3.20182 -2.777901 -1.516336 1.594869 -1.67244 1.398373 

      (1.679325) (1.624157) (1.613342) (1.668713) (1.622521) (1.679154) 

New Zealand     -0.5120687 0.4286259 0.1290338 -0.1784316 0.0061088 -0.253366 

      (3.747971) (3.626456) (3.564138) (3.618867) (3.583072) (3.638921) 

America dummy     -3.690999 -3.259242* -2.476511 -0.6782748 -2.522092 -0.760887 

      (1.534299) (1.48514) (1.4679) (1.502189) (1.475808) (1.510774) 

Growth rate     0.0554411** .049054**     0.0560508** 0.04502** 

      (0.0173805) (0.0175187)     (0.0173832) (0.0163537) 

R-squared (between) 0.1546 0.1726 0.2285 0.2741 0.2826 0.2617 0.2804 0.2615 

*, **, *** for significance at the 90, 95, 99 per cent level        
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Table 4. Correlation among variables (Tax revenue as share to GDP - by period) 

  1 2 3 

  2002-2007 2008-2012 2002-2008 2008-2012 2002-2009 2008-2012 

Openness 0.0213634** 0.0112621 0.0171503* 0.0188846**  0.0129897 0.0153109** 

  (0.0066739) (0.0060963) (0.0067848) (0.0058886) (0.0068667) (0.0058547) 

Tax on income 0.1715943*** 0.1682473*** 0.1571296*** 0.1624914***  0.1546976*** 0.1630239*** 

  (0.0253987) (0.0204161) (0.0257499) (0.0209179) (0.0254332) (0.0204195) 

Country size:             

GDP PC CUSD     0.0000429** 0.0000665***     

      (0.0000152) (0.0000178)     

GDP PC PPP         0.0001084*** 0.000112*** 

          (0.0000259) (0.0000207) 

Georgaphical variables:             

Asia dummy -7.448253*** -6.270085*** -6.48541*** -4.366291* -5.768964*** -4.661221** 

  (1.577461) (1.775221) (1.588086) (1.786354) (1.636122) (1.754914) 

Africa dummy -2.318844 -3.086517 -1.322474 -0.3567988 0.3589478 0.4712599 
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  (1.580817) (1.78965) (1.586985) (1.835033) (1.705056) (1.830314) 

New Zealand 1.731673 1.001592 1.95544 1.051185 1.525738 1.080607 

  (3.622095) (3.983661) (3.572038) (3.9171) (3.64411) (3.912029) 

America dummy -3.050873* -3.14743 -2.389575 -1.300988 -1.46254 -0.9942262 

  1.445445 (1.637613) (1.441482) (1.648347) (1.502898) (1.63586) 

Growth rate 0.0327877 0.0955732***         

  0.0274983 (0.0184807)         

R-squared (between) 0.3837 0.1702 0.3946 0.2091 0.36 0.2221 

*, **, *** for significance at the 90, 95, 99 per cent level 
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As expected, the TIPCG is one of the determinants of tax 

revenue share, as well as a level of development. Mentioned above 

Asian dummy is negative and statistically significant. The 

development level proxied by GDP per capita in PPP terms appeared 

to be positively correlated with tax revenue as well. 

Supporting the results of Regression 2, Regression 3 argues 

that openness positively affects the tax revenue level, contrary to the 

prediction of the Tax Competition theory. Even though sometimes 

insignificant, the effect on the openness on the tax revenue was 

positive. There are two channels: 1. Rebalancing tax elements - the 

openness resulted in the attraction of inward FDI and increased the 

tax base, thus despite the declining tax rate, the tax revenue appeared 

to be stable and even increased; 2. Rebalancing tax base - the tax 

burden was moved to the local elements of taxation (such as 

consumption and PIT). 

The same trend can be observed with regards to GDP growth 

(statistically significant positive connection). According to regression 

4 (period is divided before and after crisis). The growth was 
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insignificant before the crisis, but after the crisis period the 

coefficient grew 3 times and became significant on the 99 percent 

level. Thus, after the crisis, countries with high growth tend to collect 

higher taxes, that is in line with results of the regression 2. 

Another notable change is the growing coefficients of the 

level of development of countries, as after the crisis, advanced 

countries maintained higher tax revenue. This fact might be the result 

of the efforts that many advanced countries took to deal with the 

fiscal consolidation challenge, (tax policy cooperation based on 

OECD and G28 forum initiatives).  

Thus, international tax competition is not necessarily a 

harmful or damaging phenomenon, while tax cooperation initiatives 

may be effective to cope with it.  

As mentioned, the geographical dummies appeared to be 

negatively correlated the tax revenue while the benchmark case was 

Europe, is known to be the center of Tax Competition. That can be 

explained by several mechanisms: 1. Europe has higher tax discipline 

than the other regions; 2. According to Figure 3 Europe has the 
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highest tax revenue among all regions. 3. The better institutions can 

be the source of higher tax revenue as well. 
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Figure 10. Regression 3’s coefficients 
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Chapter 6. Conclusion 

The international trend to lower the CIT rate and its reasons 

are still the essential topics of academic discussion. One of the factors 

may be that international taxation emerged due to growing 

globalisation. The theories of Tax Competition suggest that there is a 

direct connection between the mobility of factors the CIT rate and the 

deterioration of tax revenue. According to the results of Regression 1, 

the author concludes that openness and CIT have a negative relation, 

i.e. high openness corresponds with low a CIT rate both before and 

after the GFC. That is the effect of Tax Competition on the CIT raet. 

The Regression 2 supports the findings of the Regresion 1 

and additionally implies that bigger and more developed economies 

tend to have higher taxation levels; however the effect declined 

during and after crisis, which also implies a lower intensity of Tax 

Competition. However, the combined effect of Tax Competition on 

both the CIT and PIT is generally positive, that implies the balancing 

of the tax system.  
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Maintained stable tax revenue with a low CIT rate can be 

explained by various reasons: a widening tax basis, decentralization 

process, cyclical nature of levied tax rates, and others. The author 

suggested that the pressure to decrease the CIT tax rate resulted in 

growing PIT burden. Theoretical conclusions are controversial on this 

issue. Based on the conducted research, the author concluded that 

rebalancing the tax system from CIT to PIT focused took place before 

and after the GFC. Negative pressure on the CIT rate existed at the 

pre-crisis period, decline significantly during the crisis’ years and is 

uncertain at the post-crisis period. This proposition is in line with the 

suggestion of the cyclical nature of the declining tax burden before 

and after the crisis. However, as the data set was limited, it is 

impossible to check the findings on longer time series. Thus, it is 

should be the subject for further research to reveal the cyclical nature. 

As mentioned above another reason can be international tax 

cooperation, which is the subject of many research. 

However, the declining pressure on tax rate has to broaden 

governmental discretion on imposing taxes, although, it does not lead 
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to a growing tax rate and maximization of the tax revenue, as the 

Tiebout theory predicts. Therefore, the race-to-the-bottom-theory 

with budget constraints predicted that Tax Competition will be 

limited. 

The last suggestion is that openness positively affects the tax 

revenue. This implies that Tax Competition creates a downward 

pressure on the tax burden but does not erode the tax revenue of the 

state, and thus does not have a negative effect to the function of 

welfare state. The reason of a sustained CIT rate among other can be 

the rebalancing of the tax system and the focusing on local factors, 

for example, PIT. 

A high development level is also associated with high tax 

revenue as well as a GDP growth rate that is also in line with the 

existing Tax Competition theory. All findings are predicted and 

explained by the current theory. 
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Figure 11. Main findings 
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Abstract (in Korean) 

 

 

글로벌 금융위기 후 국제조세경쟁 

 

   1980대 초반부터 법인세율을 줄이거나 글로벌 기업들의 조세부담 

감소를 통해 국제투자를 유치하는 것은 정부정책의 주요 관심사 중의 

하나였다. 조세수입이 감소하는 경우 복지국가 역할이 저하되거나 

공공서비스 공급이 감소될 것이기 때문이다. 

   이 논문은 첫째, 국제조세경쟁이 정부의 조세수입에 어떠한 영향을 

미치는가, 둘째, 그러한 영향이 글로벌 금융위기 이후 변화되는가를 

분석한다. 국제적으로 법인세율을 감소시킨 이유는 여러 가지가 있는데 그 

중에 국제조세경쟁도 중요한 역할을 했다. 하지만 국제조세경쟁은 

법인세율을 감소시킬 뿐만 아니라 개인소득세에도 영향을 미졌다. 따라서 

법인세의 변화와 개인 소득세 변화를 결합시키면 국제조세경쟁의 영향이 

명확하게 나타나지 않을 수도 있다.  
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각국 데이터를 이용해 분석한 결과 주요 발견은 다음과 같다. Race-

to-the-bottom 이론과 달리 국제조세경쟁은 세수입을 증대시키는 것으로 

나타난다. 이는 크게 두 가지 경로를 통해 가능하게 되는데, 하나는 

조세제도의 리밸런싱(지방세 강화), 다른 하나는 조세구조의 

리밸런싱(과세표준 확대)이다. 과세표준을 확대하는 것이 주요 원인으로 

생각되지만 조세제도의 리밸런싱도 영향을 미치고 있다. 글로벌 금융위기 

이후에는 국제조세경쟁을 통해 국제투자를 유치하는 것은 효율성이 

낮아지는 것으로 나타났다. 

        …………………………………… 
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