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(=) BUR fid 17) B4 45 AiE

1. LA (i 1] 54 £ 455 A

SRR AR T AT B0 RS T 37 4 T A Ml 4% B — B AR AT AR B, (H B AT IF 58 3 BTN B Al B B
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Why Enterprises Enter the Market Counter-Cyclically:

From the Perspective of Tax Incentives
ZHAO Ying, HE Tianxiang (Zhongnan University of Economics and Law, 430073)
Summary: As the role of macroeconomic regulation becomes increasingly prominent, it is difficult to
explain the rapid increase in the number of and the increasing correlation of Chinese enterprises in recent
years from the perspective of social division of labor and transaction costs. The sustainable development of
an economy cannot rely solely on external stimulus such as policy formulation and adjustment; it also
requires the entrepreneurship of market entities, i.e. more startups to enter the market. We examined the
effect of the biggest adjustment China made to the income tax policy in history, namely, the Enterprise
Income Tax Law that came into effect in 2008 to reduce the statutory income tax rate for domestic
enterprises from 33% to 25%. The implementation of the law has created a strong tax incentive for
enterprises, making the law an important subject to study to find out whether and how enterprises are
motivated by tax incentives. We collected the list of all market entities established from 2006 to 2008, and
by matching it with Qichacha and Tianyancha data, we constructed data on new entrants to the market at the

year-month-city-industry level. We used the year-month DID research method to confirm that tax incentives
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are an important factor influencing the emergence of enterprises.

The research findings are as follows. (1) Tax incentives significantly promote domestic enterprises to
enter the market. We confirmed the reliability of the conclusion through a series of robustness tests. (2) The
logic of the promoting effect is that the tax incentives lighten the corporate income tax burden and increase
corporate connections. (3) The reform has produced a biased effect, with the number of smaller and more
environmentally friendly enterprises significantly increasing, while that of exits of enterprises has
decreased. (4) The internal and external correlations of enterprises began to increase during this process. A
certain degree of substitution of labor for capital occurred in both domestic and foreign-funded enterprises.
At the same time, the reform has not reduced the willingness of foreign capital to invest in China. The
development of domestic enterprises has not come at the expense of the development of foreign-funded
enterprises.

The contribution of this paper lies in the following three aspects. First, this paper explains the logic for
the counter-cyclical entry of enterprises from the perspective of taxation, enriching existing literature that
adopts the perspective of social division of labor and transaction costs. As the role of modern government
continues to improve, public policies represented by the taxation policy have an increasingly important
impact on the emergence of enterprises. Second, this paper studies the income tax incentives while existing
literature tends to focus on the incentives associated with the commodity turnover tax. The commodity
turnover tax is ultimately borne by the end consumer and the tax burden can be shifted. In contrast, the
corporate income tax is borne by enterprises, difficult to pass on, and only levied on positive taxable
income, which distinguishes it from the taxing added value model and reduces the burden on the
enterprises to a certain extent. Third, this paper constructs a sample that includes all market entities,
including self-employed individuals, micro and small enterprises, and medium and large enterprises,
overcoming the limitation of previous research that limited their research to specific types of enterprises.
This paper uses China’s daily national business registration data and tax information data from 2006 to
2008 to analyze the behavior of entities with different tax status in entering the market against the tax policy
background.
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