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Previous topic: 2001 tax rebates to households

• Regress change in consumption on

• Time dummies and other controls

• And a measure of rebates (amount of rebates or indicator that is 1 when household had rebates)
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Previous topic:  Households’ responses to tax rebate



4

Previous topic:  Liquidity constraints?
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Plan for today: Investment

• Discuss questions about investment

• Bonus depreciation in the USA

• Capital allowances in the UK
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Questions to discuss

• What are the main features of investment at the micro level? 

• What drives the heterogeneity of investment responses to taxes and why?

• How would you assess the potential impact of tax incentives to promote investment and what is the 
difficulty of doing so based on past experiences? 
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Micro level investment

• User costs?

• Marginal q/ adjustment costs?

• Cash flows important

• Lumpy investment spikes
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Tax policy and heterogeneous investment 
behavior

Zwick, Eric and Mahon, James, 2017 

American Economic Review, Vol. 107(1): 217-248
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Bonus Depreciation of investment
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• Present value of deductions

• Present value of deductions

• In case of bonus depreciation:

• More long-lived investments benefit more from bonus depreciation

• Bonus depreciation first 0.3, then 0.5, then 0, then 0.5 then 1.
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Graphical evidence
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Regression evidence
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Financial frictions
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Liquidity constraints?
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Non-convex adjustment costs?
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Non-convex adjustment costs?
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The impact of investment incentives: 
Evidence from UK corporation tax returns

Maffini, Giorgia, Xing, Jing, Devereux, Michael P., 2019. 

American Economic Journal: Economic Policy, Vol. 11(3): 361-389
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Capital allowance in the UK

• Small and medium-sized firms had larger accelerated first-year capital allowances (→ deduct larger 
proportion of investment in plants and machinery from taxes in first year)

• But how small is medium-sized?

• The definition for this suddenly changed considerably in 2004

• Compare firms that used to be large and suddenly became ‘medium sized‘ (treated firms) with firms that
remained large throughout (control)
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Capital allowance in the UK
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Comparison before and after policy change
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Difference between treated and control
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Difference-in-difference

• We are interested in beta3: how much more do treated firms invest after the reform.
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Regression results
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Reaction time: different year-end
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Firms somehwat manipulate their size
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But bunching is not driving results
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Cash flow effects (liquidity constraint) ?

• Firms that receive cash-flow in year 2 react already in year 1
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Cash flow effects (liquidity constraint) ?
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Cash flow effects (liquidity constraint) ?

• Time of boom in UK economy, unlike stimulus during the recession in the USA inthe other paper

• Responses to tax incentives may differ over time and over the business cycle!


