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Figure 2. Real gross business investment in the OECD has barely caught up its pre-crisis trend  Figure 7. The investment performance of large and young firms has been stronger relative to small

and old firms since the GFC

— Median —-  Weighted average
5 Firm-level average investment rate trends (normalised to 0 in 2004) by firm characteristics
& 120
S A. Size B. Age
% 100 Small Big —  Baseline Old Young (<5 years) —  Baseline
= 80 % | 2% -
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& & o < +° >
Note: The weighted average of growth rates is computed for OECD countries with available data (see Annex A for more details on the coverage 4% i i i i 4% b i i i :
with investment in USD in 2015 as weights. The shaded area represents the interquartile range. The blue line corresponds to the extension A N o
i i £ N N N S N N 5
the 1995-2007 trend after 2007 for median real investment. W ® N P » & ) P

Source: National accounts; and authors’ calculations.

*) AR R0 ESNE. A BERR EEOFHTHRE (EONRBOVNMEE, HOEE)

HFhr : Hanappi, T., V. Millot and S. Turban (2023), "How does corporate taxation affect business investment?: Evidence from aggregate and firm-
level data", OECD Economics Department Working Papers, No. 1765, OECD Publishing, Paris,
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LECEEHES M.

BRI, BE. EATHIEETOIFRICI O TEREERD BYINDIZE(L. s%fmt>intangiblelltt
NRTEDARNHIGICRBERNH D, KFRIE, Z[EFE. intangible-intensive. BUNETPZE TIXEIDARGIC
RAEENGDD. AREL T, HETHERE, IREZRRN(CIBTB0(CE. BRADRICEDEE M2 EE
Ufe. SEARRICLBBERICT T 317 ADHZEHHN R 7 TO-FHREBETHI L ZRIELT 3,

Table 1. Baseline results of investment regressions

(1) (2) (3) 4) (5) (6) (7) (8) (9) (10)
Industry-level Industry-asset level Firm-level
Investment ratex: 05127 0.509"* 0513 0.510%= 0438 0437 0.440™* 0.43g*
(0.0232) (0.0231) (0.0233) (0.0237) (0.0139) (0.0139) (0.0142) (0.0143)
PRERfE EMTRe 0.0208"* 20,0367 10,0335 0.0405™* 0.0493" 0174
(0.0105) (0.0129) (0.00776) (0.00863) (0.0138) (0.0206)
MTRc11 X 4o 0.0335%* 0.0198** 0.155"*
Bﬂﬁﬁfxzowuﬁq (0.00910) (0.00672) (0.0192)
Tigfs EATRe 0.0345 0.0786" -0.0365" 2008187
(0.0242) (0.0306) (0.0218) (0.0265)
EATRct1 X 1g2008 0.0802*** 0.0810%**
EIFEER 20090 % (0.0262) (0.0218)
Value added growthic: 0.0229** 0.0224%™ 0.0230%* 0.0215 0.0128" 0.0124* 0.0129* 00113" 0.0721** 0.0631*
(0.00630) {0.00625) (0.00635) (0.00630) (0.00512) (0.00509) (0.00516) (0.00514) (0.0109) (0.0105)
Country“industry FE YES YES YES YES NO NO NO NO NO NO
Industry*year FE YES YES YES YES NO NO NO NO YES YES
Country*industry*asset FE NO NO NO NO YES YES YES YES NO NO
Industry*asset*year FE NO NO NO NO YES YES YES YES NO NO
Firm FE NO NO NO NO NO NO NO NO YES YES
Observations 10,137 10,137 10,137 10,137 27,687 27,687 27,687 27,687 12,866,542 12,866,542
R-squared 0.852 0.853 0.852 0.853 0.885 0.885 0.885 0.885 0.278 0.279

Note: The estimated equations in Columns 1, 5 and 9 correspond to Equation (1b), (1a), (1c), respectively, where the dependent variable is the investment rate at the industry , industry-asset or firm-level.
The estimated equation in Columns 6 corresponds to Equation (2). OLS estimates. Robust standard errors clustered at country*year level are presented in parentheses. *** indicates statistical significance
at the 1% level, ** at the 5% level, * at the 10% level.

Source: OECD National Accounts; Orbis; Spengel et al. (2020p) http:/hdl.handle net/10419/231440; and authors” calculations.

{7 : Hanappi, T., V. Millot and S. Turban (2023), "How does corporate taxation affect business investment?: Evidence from aggregate and firm-

level data", OECD Economics Department Working Papers, No. 1765, OECD Publishing, Paris,
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([RX]
Potential options include:

o Eliminating or reducing non-profit taxes on domestic and
international businesses. These taxes are likely to generate
larger adverse effects on investment than taxes on profits.

o Limiting cuts in the headline STR. Such cuts are relatively
costly compared with other policies, as they lower the ETRs of
all firms regardless of their tax sensitivity. In addition, even
high STRs, combined with more generous capital allowances,
are likely to be less distortive as the CIT would then weigh
more on economic rents.

o Considering the use of targeted CIT instruments to support
specific investments, provided that a coherent policy rationale
and a strong institutional framework exist. Differences in ETRs
across assets and firms can be justified when there are positive
externalities (which may occur, for example, with respect to
knowledge spillovers and innovation). However, decisions to
implement targeted measures should also account for costs of
the induced distortions and potentially increased compliance
costs and administrative burden for taxpayers and tax
authorities. In addition, targeted support should consider
whether the impact of any incentives would be affected by the
Global Minimum Tax.

o0 Making use of more generous capital allowances to reduce
ETRs where they are expected to induce strong investment
responses. Such policies would likely be less affected by the
Global Minimum Tax under the Global Anti-Base Erosion
(GloBE) Rules due to the deduction of a fraction of the value of
assets and payroll from the base of the minimum tax, and the
fact that the GIoBE Rules are designed to avoid imposing
additional Top-up Tax as a result of timing differences (e.g.
due to accelerated depreciation or immediate expensing).

[1%ER]
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