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ABSTRACT

Market Access and Tax Competition*

In this Paper, we show that with international externalities, different country
sizes, imperfect competition and trade costs, tax competition for mobile firms
is efficiency-enhancing with respect to the free market outcome. Nonetheless,
while the latter entails too many firms in the larger country, the former has too
many firms in the smaller one. Under both scenarios the resulting
inefficiencies in international specialization and trade flows vanish when trade
costs are low enough. Otherwise, only international tax coordination can
implement the efficient spatial distribution of firms.
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Figure 1 – Location effects of integration


