


Online Appendix
Appendix A: Descriptive statistics for the treated and control firms

Panel A: Eligible and non-eligible firms
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Panel B: 2014 users and non-eligible firms
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Panel C: 2015 users and non-eligible firms
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Notes: INVRATE is defined as investment divided by the lagged tangible fixed assets. Eligible is a dummy that takes one if firm i is eligible to use the SME tax incentive and zero otherwise. User is a dummy variable that takes one if firm i first used the tax incentive in 2014 (or 2015) and zero if it is not eligible to use the tax incentive. Profitability is the operating profit divided by the tangible fixed assets. The null hypothesis that the difference between Eligible (User)=1 and Eligible (User)=0 is zero is tested. ***, **, and * indicates statistical significance at the 1%, 5%, and 10% level respectively.



Appendix B: Treatment effect of the tax incentive on investment rate in each year: the results from using first use as the treatment. 

Panel A: 2016 users
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Panel B: 2017 users
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Panel C: 2018 users
[image: ]

Panel D: 2019 users
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Notes: Treatment group consists of firms that first used the tax incentive in 2016 in Panel A, 2017 in Panel B, 2018 in Panel C, and 2019 in Panel D. We estimate the treatment effect of the tax incentive on investment rate for each year using Equation (2).


Appendix C: GMM estimation for first-differenced model

[image: ]
[bookmark: _GoBack]Notes: Treatment group consists of the firms that first used the tax incentive either in 2014 or 2015. INVRATE is defined as investment divided by the lagged tangible fixed assets. SALPE and TANPE represent sales per employee and tangible fixed assets per employee, respectively. User is a dummy variable that takes one if firm i first used the tax incentive in 2014 (or 2015) and zero if it is not eligible to use the tax incentive. FYfirst year is a dummy variable that takes one if fiscal year t is 2014 in columns (1) to (3) and 2015 in columns (4) to (6) while it is zero otherwise. Profitability is the operating profit divided by the tangible fixed assets. ***, **, and * indicate statistical significance at the 1%, 5%, and 10% levels, respectively. Clustered robust standard errors are in the parentheses.


Appendix D: Heterogeneous treatment effects on labor productivity that depend on financial constraints

Panel A1: Short-run effects for 2014 users
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Panel A2: Short-run effects for 2015 users
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Panel B1: Long-run effects for 2014 users
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Panel B2: Long-run effects for 2015 users
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Notes: Treatment groups consist of the firms that first used the tax incentive in 2014 in Panels A1 and B1 and 2015 in Panels A2 and B2. SALPE is sales per employees. User is a dummy variable that takes one if firm i first used the tax incentive in 2014 (or 2015) and zero if it is not eligible to use the tax incentive. FY2014 is a dummy that takes one if year t is fiscal year 2014 and zero otherwise. FY2014_19 is a dummy that takes one if year t is between fiscal year 2014 and 2019 and zero otherwise. FY2015 and FY2015_19 are similarly defined. TightFC is a dummy that takes one if the proxy for a financial constraint is less than the threshold of each year and zero otherwise. Cash flow is defined as the sum of operating profit and depreciation. Firm age is defined as difference between the present year t and the founding year of the firm. Control variables are the lagged operating profit divided by the lagged tangible fixed assets, the lagged natural logarithm of one plus fixed assets, and the lagged natural logarithm of one plus number of employees. ***, **, and * indicate statistical significance at the 1%, 5%, and 10% levels respectively. Clustered robust standard errors are in parentheses.



1

image2.emf
User=1 User=0 Difference Std. Err.

(Treated) (Control)

INVRATE 0.343 0.186 0.157 0.012 ***

Lagged profitability 0.516 2.046 -1.530 0.125 ***

Lagged ln fixed assets 5.895 7.456 -1.561 0.027 ***

Lagged ln number of employees 3.948 4.850 -0.902 0.023 ***

Num of obs 2,909 25,814
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User=1 User=0 Difference Std. Err.

(Treated) (Control)

INVRATE 0.324 0.186 0.138 0.017 ***

Lagged profitability 0.508 2.046 -1.538 0.190 ***

Lagged ln fixed assets 5.849 7.456 -1.607 0.039 ***

Lagged ln number of employees 3.786 4.850 -1.064 0.035 ***

Num of obs 1,245 25,814
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(1) (2) (3) (4) (5) (6)

User*FYfirst year 0.145 ** 8.025 *** -0.553 * 0.251 ** 3.190 ** -0.909

(0.061) (3.061) (0.310) (0.119) (1.422) (1.357)

ΔLagged profitability -0.018 0.679 ** -0.115 0.026 *** 0.620 * -0.111

(0.018) (0.329) (0.093) (0.009) (0.331) (0.095)

ΔLagged ln fixed assets -0.054 13.38 *** -2.548 0.017 14.52 *** -1.802

(0.143) (4.550) (2.539) (0.106) (4.888) (2.551)

ΔLagged ln number of employees -0.108 -55.12 ** -2.859 0.027 -76.07 *** -5.648

(0.122) (24.44) (11.80) (0.042) (24.58) (11.58)

User -0.020 -3.512 0.193 -0.002 -0.249 -0.063

(0.041) (2.27) (0.25) (0.073) (1.01) (0.30)

Constant 0.012 2.833 *** 0.293 ** 0.017 0.817 ** 0.438 ***

(0.011) (0.423) (0.133) (0.011) (0.409) (0.147)

User*each FY dummy Y Y Y Y Y Y

Year fixed effects Y Y Y Y Y Y

Instrument variables:

  Profitability and natural logarithm of two size mesures lagged by

                          2 year N Y N Y Y N

                          3 year Y Y Y Y Y Y

                          4 year Y N Y Y N Y

  Other dummy variables Y Y Y Y Y Y

Hansen's J chi squared 3.965 4.022 6.226 10.48 3.771 5.473

                    (p-value) (0.265) (0.259) (0.101) (0.106) (0.287) (0.140)

Number of obs 24,132 24,481 23,935 22,841 23,088 22,624

Dependent variable:

First year: 2014 First year: 2015

ΔINVRATE ΔSALPE ΔTANPE ΔINVRATE ΔSALPE ΔTANPE
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(1) (2) (3) (4) (5) (6)

User*FY2014 3.214 * 1.318 6.264 * 7.431 4.623 * 6.731 *

(1.779) (1.224) (3.244) (5.653) (2.544) (3.941)

TightFC*User*FY2014 5.933 5.667 * -4.164 -3.452 -0.008 -4.256

(7.157) (3.397) (3.683) (6.151) (3.201) (4.127)

TightFC*FY2014 -0.865 -1.569 ** -0.654 -0.586 -1.422 -1.260

(1.115) (0.762) (1.420) (0.989) (1.191) (0.814)

Constant 233.12 *** 233.10 *** 233.21 *** 233.26 *** 234.39 *** 234.33 ***

(21.41) (21.41) (21.40) (21.40) (21.85) (21.86)

User*each FY dummy Y Y Y Y Y Y

Control variables Y Y Y Y Y Y

Year fixed effects Y Y Y Y Y Y

Firm fixed effects Y Y Y Y Y Y

Number of obs 28,508 28,508 28,536 28,536 27,871 27,871

R-squared 0.098 0.098 0.098 0.098 0.097 0.097

Dependent variable: SALPE

quartile median

TightFC: TightFC: TightFC:

Lagged cash flow below Lagged sales below Lagged firm age below

quartile median quartile median
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(1) (2) (3) (4) (5) (6)

User*FY2015 2.600 *** 1.305 1.613 * 2.226 1.772 * 1.623

(0.970) (1.208) (0.964) (1.648) (0.923) (1.026)

TightFC*User*FY2015 -0.548 1.919 3.527 ** 0.254 2.665 1.499

(1.492) (1.336) (1.719) (1.858) (1.783) (1.319)

TightFC*FY2015 0.342 -0.378 -1.664 -0.040 -1.196 -0.801

(0.904) (0.639) (1.310) (0.874) (0.945) (0.695)

Constant 239.46 *** 239.45 *** 239.27 *** 239.23 *** 239.91 *** 239.91 ***

(22.44) (22.43) (22.40) (22.40) (22.79) (22.79)

User*each FY dummy Y Y Y Y Y Y

Control variables Y Y Y Y Y Y

Year fixed effects Y Y Y Y Y Y

Firm fixed effects Y Y Y Y Y Y

Number of obs 26,791 26,791 26,852 26,852 26,247 26,247

R-squared 0.108 0.108 0.108 0.108 0.107 0.107

Dependent variable: SALPE

TightFC: TightFC: TightFC:

Lagged cash flow below Lagged sales below Lagged firm age below

quartile median quartile median quartile median
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(1) (2) (3) (4) (5) (6)

User*FY2014_19 2.372 ** 1.188 2.341 ** 0.833 2.415 ** 2.531 *

(0.953) (1.029) (1.142) (2.690) (1.011) (1.491)

TightFC*User*FY2014_19 1.588 3.988 *** 5.675 ** 4.484 -0.736 -0.631

(1.433) (1.193) (2.420) (3.377) (2.216) (2.114)

TightFC*FY2014_19 -4.403 *** -4.342 *** -7.108 *** -3.767 *** 0.948 0.417

(0.757) (0.682) (1.956) (0.910) (1.414) (0.989)

Constant 235.45 *** 237.09 *** 236.44 *** 236.42 *** 235.00 *** 234.58 ***

(21.43) (21.44) (21.24) (21.42) (22.03) (21.97)

User*FY2012 Y Y Y Y Y Y

Control variables Y Y Y Y Y Y

Year fixed effects Y Y Y Y Y Y

Firm fixed effects Y Y Y Y Y Y

Number of obs 28,508 28,508 28,536 28,536 27,871 27,871

R-squared 0.099 0.100 0.099 0.099 0.096 0.096

Dependent variable: SALPE

quartile median quartile median quartile

Lagged cash flow below Lagged sales below Lagged firm age below

TightFC: TightFC: TightFC:

median
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(1) (2) (3) (4) (5) (6)

User*FY2015_19 1.751 * 0.988 2.147 ** 3.607 ** 2.641 *** 3.026 ***

(0.955) (1.126) (0.977) (1.773) (0.897) (1.030)

TightFC*User*FY2015_19 5.461 *** 4.475 *** 5.880 *** 0.630 -2.239 -1.804

(1.485) (1.265) (2.201) (1.995) (2.344) (1.669)

TightFC*FY2015_19 -4.486 *** -3.903 *** -6.169 *** -3.074 *** 1.435 0.930

(0.850) (0.719) (1.839) (0.868) (1.260) (0.952)

Constant 241.91 *** 243.30 *** 242.14 *** 241.83 *** 241.17 *** 240.63 ***

(22.50) (22.51) (22.29) (22.44) (22.97) (22.93)

User*FY2012 and

User*FY2013

Y Y Y Y Y Y

Control variables Y Y Y Y Y Y

Year fixed effects Y Y Y Y Y Y

Firm fixed effects Y Y Y Y Y Y

Number of obs 26,791 26,791 26,852 26,852 26,247 26,247

R-squared 0.110 0.111 0.109 0.109 0.107 0.107

Dependent variable: SALPE

TightFC: TightFC: TightFC:

Lagged cash flow below Lagged sales below Lagged firm age below

quartile median quartile median quartile median
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Eligible=1 Eligible=0 Difference Std. Err.

(Treated) (Control)

INVRATE 0.178 0.186 -0.008 0.005 *

Lagged profitability 0.747 1.375 -0.628 0.015 ***

Lagged ln fixed assets 4.408 7.424 -3.017 0.012 ***

Lagged ln number of employees 2.662 4.794 -2.132 0.008 ***

Num of obs 767,307 25,814


