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Abstract: The pilot program of the Business Tax to VAT (BT—-to—VAT) reform was entrusted with the important missions of adjusting

corporate tax burden structures, boosting the development of the service sector, and promoting industrial structural
transformation. However, following the nationwide implementation of the BT—to—VAT reform and the adjustment of the VAT
revenue —sharing ratio, the growth rate of the tertiary industry declined notably, while that of the secondary industry
remained stable with a slight increase. To explain this phenomenon, this paper constructs the panel data of "manufacturing
firm —city —year" structure and conducts empirical analysis based on the perspective of strategic behavior of local
government.The research findings indicate that the adjustment of the VAT revenue —sharing ratio has strengthened local
governments” incentives to attract investment in the manufacturing sector. Moreover, cities subject to negative fiscal shocks
exhibit stronger investment—attraction motives and thus attract significantly more manufacturing investment.Mechanism tests
reveal that improving the corporate financing environment and enhancing corporate profitability are important channels
through which local governments attract investment in this round. The paper proposes adhering to a systematic approach,
coordinating top —level design with grassroots practice, optimizing central —local fiscal relations, and smoothing financial

support channels for the real economy.
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