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Government Investment and Corporate Tax Burden: Evidence from

High-Speed-Railway Construction
XI Penghui (National Academy of Economic Strategy, 100006)
LIN Yongfeng (School of Finance, Renmin University of China, 100872)
Summary: The tax-sharing reform in 1994 led to a situation where local governments experienced
“centralization of fiscal revenue and decentralization of fiscal expenditure” , ultimately resulting in a
vertically fiscal imbalanced system. For one thing, local governments must rely on large-scale transfer

payments from Superior government; for another, they need to promote steady and rapid economic growth
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and expand tax bases and other fiscal revenue sources to increase fiscal revenue to cover their expenditure
that is higher than their income. The current “growth targets management” system has intensified the
pressure on local governments to boost economic growth and fiscal revenue. To fulfill the annual fiscal
revenue targets and economic growth targets is a rigid task for local government, especially for tax and
fiscal departments. The pressure to keep fiscal revenue growcontinuously makes local governments work
harder to ensure the achievement of fiscal revenue targets when real economic growth is lower than
expectations or tax sources are lost. Such changes in government behavior may eventually result in the
increase in the real tax burden of companies.

This paper takes infrastructure investment as the entry point. On the one hand, infrastructure
investment is huge in scale and makes a significant contribution to economic growth, and its importance is
self-evident. There are many related research papers discussing the impact of infrastructure on local
economic growth from the perspective of the mobility of factors such as capital and labor. At the same time,
large-scale infrastructure projects essentially involve huge fixed asset investments that can bring rapid
economic growth and fiscal revenue (e.g. business tax) to local governments during the construction period.
However, they is merely “lump sum revenue” during the construction period. After the completion of the
project, local governments face the loss of tax sources and the potential pressure to increase fiscal revenue.
However, the lump sum nature of government investment and its direct effects on local finance and the
economy have been rarely mentioned. In view of this, this paper takes High-Speed-Railway (HSR)
construction as an example, using the relatively exogenous shock of HSR construction together with macro
data at the county level and micro data from the national tax survey of enterprises to analyze the impact of
one-off revenue sources on local finance and enterprise tax burdens. The empirical results show that as a
large lump sum revenue source, the construction of HSR projects directly expands the GDP scale and fiscal
revenue at the county level; as the HSR projects are completed, the revenue sources of local government
shrink sharply, and local governments increase their efforts to increase fiscal revenue to achieve fiscal
revenue targets, ultimately leading to an increase in the real tax burden on enterprises. The results of this
paper not only provide a new perspective for a comprehensive and scientific assessment of the policy
benefits of government investment projects such as HSR, but also explore the development of one-off
revenue sources and their profound impact on local finance. This not only helps to reveal the key logic
behind the changes in local fiscal revenue in China over the past 20 years, but also provides important clues
to the formation of regional differences in the actual tax burden on enterprises.
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