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What are the effects of investment tax incentives on firms’ production
decisions? An impact analysis of the German investment tax credit programme
(Investitionszulagengesetz)

Average changes from the pre- to post-reform period" for smaller firms2! (which benefitted more from
the programme}, relative to those for larger firms, in percent

Investment Capital stock Employment Domestic sales

UThe post-reform period 1998-2004 is compared with the pre-reform period 1995-1958,
I Firms with up to 250 employees in the manufacturing sector in the former East Germany.
Mate: The sample includes East German manufacturing firms [excluding those in Berlin) that were active throughout the sample

peried 1995 to 2004 and employed between 40 and 1,500 workers in 1998, Changes of small and large firms explained by their
federal state and their industry affiliation have been factored out.

Source: AFID Panel of industrial establishments and Survey of cost structure (AFID-Panel Industriebetriebe und Kostenstrukturerhebung)
of the German Federal Statistical Office, own calculations. Graphic: |1AB
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relocation of production from western to eastern
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Overall, the findings suggest that investment t a
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and job creation.
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