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Some facts
• Critical role of K-Flows in the current globalisation 
process (intermediate good specialisation, privatisation,
competition service industry, ageing process)

• Despite large scope for potential competition on the 
basis of net returns, only some emerging countries benefit 
from FDI inflows (China, Latin America and recently India 
and CEECs). Most FDI flows are among OECD countries 
and disproportionately to the US.

• Based on case studies, tax exemptions are usually 
secondary to the location decision (cf. OECD country 
surveys) 

• Evidence on convergence and decline of statutory tax 
rates across countries



What have we learned?

• Taxation is certainly among location factors (and a «race 
to location» is important in many industries, because of
scale economies, irreversabilities)

• Despite convergence in statutory tax rates, effective tax 
rates still display striking differences in effective tax rates 
across countries and regions

• But there is no reason to expect a «race to the bottom».
In the same way that enterprises can escape pure price 
competition (product differentiation, etc.), countries can 
adopt alternative strategies to attract FDI. Overall, 
taxation may matter less than is commonly believed and 
needs to be assessed in a broader context

• Controlling for the many potential drivers of FDI (notably
broad policies) has an important impact on the estimates 
of tax elasticities



Comments (1/2)
• Good to use knowledge-capital model (Markusen) 

combining both vertical and horizontal MNEs 

• The impact of taxation may be related to the type of 
industry competition/strategy (Homogeneous vs. highly 
differentiated, sunk costs, etc); none of the papers 
presented tackle this issue.

• It would be interesting to control for how the taxation 
depends on the distance to frontier. The impact of many 
policies depend on how far countries/industries are 
distant from the PF (Aghion/Howitt)

• When countries are distant from the frontier the 
interaction with domestic savings may be important (high 
tax rates discourage aggregate savings/investment)



Comments (2/2)

• In addition to infrastructure, public goods produced in a 
decentralised way are important in a knowledge 
economy (interactions, spill-overs, business networks)

• In this regard, differences in taxation of high-skilled
workers may play a key role; though, ICT innovation can
reduce agglomeration advantages

• Many tests assume one-way capital flows, while there is
evidence on intra-industry capital flows

• The test of the impact of taxation on productivity could
be more accurate if done in a two stage estimation (also
level effect vs. growth rates)
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