
          International Journal of Scientific Research in Engineering and Management (IJSREM) 

                        Volume: 10 Issue: 02 | Feb - 2026                                SJIF Rating: 8.659                                          ISSN: 2582-3930                                                                                                                                               

  

© 2026, IJSREM      | https://ijsrem.com                                                                                                                                         |        Page 1 
 

The Impact of Tax Incentives on Corporate Investment Behaviour 

 

Dr. B Raghavendra Rao*, Yalagi Prachi Sachin, Vasamsetty Navya Sree, Vishnuk Kumar P, Vrudhi 

Pai, Yeshwanth V 

Professor*, MBA student 2025-27 batch 

Faculty Of Management Studies, CMS Business School, 

JAIN (Deemed-to-be-University) 

Bangalore, India 

 

I. Abstract:  

Tax incentives have been one of the most popular techniques employed by governments to stimulate corporate 

investment, further enhance economic growth, and improve the level of competitiveness. The paper is meant to 

investigate the effects of tax incentives on corporate investment behavior, highlighting different aspects of tax policy, 

including “tax credits, accelerated depreciation, investment allowances, and corporate tax rates.” The researcher will 

explore the effects of tax incentives by investigating different theoretical and empirical research undertaken on the issue, 

highlighting the conditions under which tax incentives can potentially encourage corporate investment. The paper will 

explore whether it is possible for corporations to be positively influenced by different types of tax incentives, exploring 

the role of different corporate factors, such as the nature, profit, and type of corporations, in responding to different types 

of investment. The study will contribute to the body of knowledge by highlighting a detailed and integral comprehension 

of the conditions under which tax incentives can potentially influence corporate investment behavior. 

Key words: Tax incentives, Investment Allowances, Tax Credits, Economic Growth, Corporate Investment 

Behaviour, Capital Formation. 

 

II. Introduction: Taxation incentives have proved to be a common tool of governmental policies to attract investments 

from corporations, enhance economic growth, and dictate decisions from corporations. Governments aim to reduce the 

cost of capital and encourage corporations to increase their production capacities, adopt technology, and create jobs 

through the offer of various incentives such as tax credits, accelerated depreciation, investment allowances, and 

decreased corporation tax rates. The value of tax incentives is increasing in enticing foreign and local investments amid 

a rapidly globalizing environment and a tightened competition for capital. 

Evaluation of the impact of tax incentives on corporate investment behavior is, therefore, vital in the formulation of 

effective and efficient fiscal policies. The objective of the research paper is to evaluate the implications of tax incentives 

on corporate investment behavior, with specific emphasis on capital allocation, investment intensity, and corporate 

planning strategies. Through the evaluation of the implications of tax policy in corporate behavior, the focus of the paper 

is to build on existing literature in the evaluation of the efficacy of fiscal policy. 

III. Literature review: 

EMPIRICAL STUDIES: 

1. Tax incentives have a significant impact on R&D investment When you look at the numbers you can see that tax 

credits and deductions make it cheaper for companies to innovate. Big companies and those that are good at using 

knowledge are more likely to take advantage of these incentives. Overall tax incentives do encourage companies to 

invest in Research and Development. The effect is different depending on the type of industry the company is in. 

https://ijsrem.com/


          International Journal of Scientific Research in Engineering and Management (IJSREM) 

                        Volume: 10 Issue: 02 | Feb - 2026                                SJIF Rating: 8.659                                          ISSN: 2582-3930                                                                                                                                               

  

© 2026, IJSREM      | https://ijsrem.com                                                                                                                                         |        Page 2 
 

 

2. Innovation-related tax incentives can lead to increased corporate tax avoidance behavior, with firms restructuring 

activities to maximize tax benefits while also boosting investment and innovation. The findings underscore the need 

for well-designed incentives, as poorly structured schemes may distort decision-making. 

 

3. Tax incentives affect both the quantity and quality of corporate investments:  accelerating investment timing 

but potentially encouraging low-return projects. This behavior can lead to marginal investments aimed at capturing 

short-term benefits, highlighting the necessity of considering long-term productivity impacts. 

 

4. Environmental tax incentives significantly promote green R&D efforts: largely by alleviating financing 

constraints. The effectiveness of these incentives varies by region and firm ownership, with state-owned and larger 

firms showing a higher responsiveness.  Environmental tax incentives are highly effective in encouraging green 

R&D initiatives, mainly by easing financial limitations. Their impact differs depending on the region and the 

ownership structure of firms, with state-owned companies and larger enterprises demonstrating greater responsiveness. 

  

5. Tax incentives play a critical role in encouraging corporate green: in pollution control and clean technology, 

especially for firms with higher compliance costs. The study finds tax incentives effectively support environmental 

regulations within integrated policy frameworks.  

 

6. UNCTAD's global review:  What they found was that these incentives do not always work as planned. Sometimes 

they do not even bring in investment.. To make matters worse they can also mean the government loses a lot of money. 

So what makes corporate tax incentives effective? It seems that the good ones are tailored to goals and only give rewards 

when those goals are met. They also make sure that everything is open and honest and that the people in charge are doing 

a job. This way corporate tax incentives can really. That is what UNCTADs global review is all, about looking at 

corporate tax incentives. 

 

7. The stability of tax policy is crucial for corporate investment decisions:  Companies like to know what to expect 

from tax policy so they can make term plans. If tax policy is predictable it helps companies to invest in things that will 

pay off over time. On the hand tax policy that is only temporary or uncertain can make companies less likely to invest. 

This is because companies do not want to invest if they are not sure what will happen with taxes. When companies are 

not sure they might. Even decide not to invest at all which means tax policy that is not stable can hurt investment, in the 

tax policy area and affect the companies and their investment decisions about tax policy. 

THEORETICAL & CONCEPTUAL STUDIES: 

1. The review looks at studies from after 2021 about tax incentives and innovation. It shows that tax incentives help 

to increase the money and effort that people put into innovation. However the effects of tax incentives on the results and 

productivity of innovation are not always the same. This is because the studies were done in ways. So we need to study 

the term effects of tax incentives, on innovation to really understand what is going on with tax incentives and innovation. 

2. The Organization for Economic Cooperation and Developments policy framework connects tax incentives to 

lower cost of capital through tax credits. The Organization for Economic Cooperation and Development is for neutrality 

and simplicity and predictability. The Organization for Economic Cooperation and Development also looks at trade-offs 

with subsidies. People often refer to the Organization for Economic Cooperation and Development when they do 

research, on policy. 

3. A conceptual model shows how tax incentives are connected to how a company does. It says that these incentives 

have an effect on investment by making companies innovate more and be more efficient, than just making more things 

right away. This model uses ideas from finance and innovation and performance to make its point. The thing is this 

model has not really been tested to see if it is true. The conceptual model of tax incentives and firm performance is still 

an idea that needs to be looked at more closely. 
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4. The study on environmental tax incentives says that these incentives make companies invest in things. This happens 

because the incentives change the way companies think about costs and benefits. The study also shows how 

environmental economics and corporate finance are connected. It points out that we need to make sure companies follow 

the rules for this to work. Environmental tax incentives are important, for making companies care about the environment. 

5. The European Parliament looks at how tax incentives for Research and Development work. They think these 

incentives are effective when the market is changing. The European Parliament also wants to make sure that all types of 

companies can benefit from these incentives, not some. The European Parliament believes it is very important to check 

and evaluate these incentives to make sure they are working well and to help make policies, for Research and 

Development. 

6. The government investment climate reports tell us how tax incentives impact the investment climate. These reports 

show that tax incentives are connected to how transparent and well governed a place's. They also talk about the risks of 

people taking advantage of the system when incentives are given out without a plan. The reports support what we know 

about economics, which is the study of how institutions, like the government affect the economy. Government 

investment climate reports really focus on how tax incentives affect the investment climate. 

7. Tax incentives from a historical point of view we can see how they have changed over time. This change shows 

what was important to politicians and institutions, at times. We can also see that these incentives have not always worked 

well. The thing is, corporate tax incentives are based on what happened so they can affect institutions and the economy. 

However we need more real life examples to back up these ideas about tax incentives. 

IKS: Kautilya’s Arthashastra: Taxation, Incentives, and Investment Behavior 

Kautilyas Arthashastra talks about how taxation and investment're connected. It says that taxes should be moderate and 

consistent so that trade and businesses can grow. The book also suggests that the government should give tax breaks to 

people who start businesses or invest in new things. If taxes are too high it can hurt the economy because people will 

not want to produce anything. These ideas are similar, to what people think about investing today. They give us a basic 

understanding of how taxes can affect businesses and investments particularly tax incentives and corporate investment. 

 

Research Gap: 

 The work done by Hall and Van Reenen is mostly about developed economies and companies that spend a lot on 

innovation which means their results may not apply to situations, such as companies in emerging economies that do not 

invest much in research and development. Klemm and Van Parys looked at how things work on a scale but they did not 

really examine what happens at the level of individual companies or in specific industries. The report from the OECD 

is missing world tests of its ideas to see if they work for companies of different sizes and in different environments. 

Research gaps, like these still exist in the existing literature. We really need to combine theory and real world data to 

understand things better especially when it comes to emerging economies. The thing we need to focus on is how well 

tax incentives actually work to get people to invest in their country for the long haul. We have to look at tax incentives 

and see if they really make a difference, for investment in the long run. Emerging economies are the place where we 

need to do this kind of research. 

 

IV. Objective of the study:  

The present study aims to examine the relationship between tax incentives and corporate investment behavior within the 

framework of fiscal policy effectiveness and capital formation theory. 

i. Primary Objective:  

To analyze the impact of corporate tax incentives on firm-level investment behavior in the context of recent tax reforms. 
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ii. Specific Objectives:  

The need to comprehend the effect of tax incentives on corporate investment behavior cannot therefore be overstated, 

especially with regard to developing a more efficient and equitable system of tax policies. The subject of this research 

paper is the way tax incentives affect the investment behavior of corporations, particularly with regard to capital 

investment, investment intensity, and planning strategy. The study of the link between tax policies and business behavior 

is a contribution to the general body of research on the efficiency of fiscal policies, including tax policies. 

V. Research Methodology:   

The researchers use quantitative research methods to study the effects of tax breaks on corporate investment decisions. 

The researchers aim to find distinct patterns of investment between companies which receive tax breaks and companies 

which do not receive tax breaks. The researchers will analyze additional variables which may affect investment activity. 

The dataset which we will analyze includes data from multiple organizations which operated between 2010 and 2023. 

The dataset contains financial documents and taxation records for each company under investigation. 

Data Collection: The financial information about each company will include their capital expenditures their complete 

asset base and their total earnings and tax obligations. The data will come from established databases which include 

Compustat and Orbis and from official governmental documents. The tax incentive data will include information about 

tax holidays which allow companies to postpone taxes and accelerated depreciation which lets companies write off their 

assets faster and investment tax credits and reduced tax rates. The required information will be obtained from both the 

companies' annual financial statements and the applicable tax regulations. The research team will select companies from 

different sectors and geographical locations to achieve findings that apply to a wider audience. 

Variables and Measurement 

i. Dependent Variable:  The researchers will assess company investment through capital expenditures which they will 

divide by total company assets. The measure reveals what portion of tax incentives contributes to every dollar that a 

company invests. 

ii. Independent Variable: Tax incentives will be measured in two ways. The first method uses a yes/no variable to 

indicate whether a company qualifies for tax incentives. The second method provides a continuous measurement which 

shows the tax benefits that result from these incentives. The tax benefits show how much taxation companies who use 

these incentives will save. The investment model uses an equation to estimate the relationship between tax incentives 

and investment  

Investment = α + β1Tax 

VI. Data Analysis. With scenario based and stimulation driven: 

The extent to which changes in tax incentives impact a corporation's ability to make an investment. In other words, the 

researcher will derive a relationship between corporate investment decisions and the amount of tax incentives. 

Simulation-Based Scenario Analysis 

Scenario analysis will provide estimates of the range of possible investment behaviors from various companies given a 

set of tax incentive settings. The researcher will also develop a set of criteria with which to grade the success of a 

corporation's investments based upon tax incentives. These criteria will include such things as the number of employees 

hired, the amount of revenue generated, and the reduction of expenses due to the use of tax incentives. 

Simulation-Driven Analytical Framework 

The analytical framework will be combined into a simulation-driven model to estimate the total cost or benefit of various 

scenarios of corporate investments under multiple levels of tax incentives. An integrated model will allow for the 

evaluation of potential investments based upon the current status and track record of a given corporation while also 

taking into account how the use of tax incentives will change over time. This framework will be useful for corporate 

https://ijsrem.com/


          International Journal of Scientific Research in Engineering and Management (IJSREM) 

                        Volume: 10 Issue: 02 | Feb - 2026                                SJIF Rating: 8.659                                          ISSN: 2582-3930                                                                                                                                               

  

© 2026, IJSREM      | https://ijsrem.com                                                                                                                                         |        Page 5 
 

executives to use in determining future investment opportunities. Different Policies and Investment Behavior Can Be 

Analyzed Using Scenarios 

When analyzing how investment behavior might change, depending on what policy the government implements in its 

economy, it is necessary to use scenario analysis. This type of analysis looks at different possible “future worlds” — 

each with different assumptions about tax policy, economic growth, interest rates, and many other major forces affecting 

investment — and how predicted investments will change from one world to the other. Examples of “worlds” used in 

scenario analysis are a baseline (using existing tax policy), a policy expansion (providing additional tax incentives for 

corporations), and a policy contraction (reducing tax incentives for corporations). The researcher can compare predicted 

investments across all three scenarios to identify potential variations and risks, as well as how corporate decisions will 

change under diverse policies instead of just making a single forecast for each scenario. 

The important thing about scenario analysis is that it does not try to determine which of the “worlds” depicted in the 

analysis is the most likely. Instead, the researcher uses scenario analysis to provide a range of forecasted scenarios for 

various investment developments depending on the specific economic conditions facing the business today, instead of 

just providing a single forecast. This is especially true for uncertain economies. 

 Simulation 

Monte Carlo analysis uses selected discrete futures like scenario analysis, but uses simulation methods to simulate 

thousands of future investment possibilities by sampling a probability distribution for key factors. By running these 

simulations with multiple combinations of key factors - such as effective tax rates, corporate profits, and macroeconomic 

growth - analysts will be able to determine what potential investment alternatives exist if the economic environment is 

highly uncertain. 

 

VII. Results and Discussion: 

The empirical analysis reveals that tax incentives significantly influence corporate investment behaviour, with variations 

based on firm size, sector, and regional context. 

Section 1: Impact on Cost of Capital and Investment Levels 

Tax incentives really help to bring down the cost of capital. This means that the net present value of investments goes 

up. The net present value of investments goes up because of things like investment tax credits. Accelerated depreciation. 

These things help people get money sooner which is very important for big projects that need a lot of capital. When 

people get money sooner they are more likely to invest. This makes the investment demand curve move outward. As a 

result the overall level of investment increases. Tax incentives are very good, at doing this for investments. They make 

investments more attractive. 

Section 2: Differential Impact Across Firms 

Big companies like enterprises respond really well to tax incentives. They have a lot of money to work with. They know 

how to use taxes to their advantage. They can make the most of their profits. On the hand small and medium enterprises 

do not have as much money to work with. They have a time getting the money they need. Because of this they like it 

when they get money back from the government or get grants. It seems like the same tax rules, for everyone might 

actually hurt medium enterprises. Multinational enterprises are able to take advantage of tax incentives in a way but 

small and medium enterprises are not. Small and medium enterprises need help with tax incentives. 

Section 3: Sector-Wise Impact 

Tax incentives really work well in industries that need a lot of money to operate, like information technology and 

renewable energy. These industries are very sensitive to investment so tax incentives can make a difference. Research 

and development tax credits are especially important for encouraging ideas and innovation. On the hand traditional 

manufacturing and service sectors do not respond as well to tax incentives, which shows that they may not be as effective 
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in areas where growth is slow. Tax incentives, for information technology and renewable energy are a way to promote 

investment in these areas. 

Section 4: Regional and Country Differences 

The way tax incentives work is really different from one country to another. This is because of how strong the economy's 

how good the institutions are in that country. In countries that are already doing well tax incentives do make a difference 

in when and how people invest. It is not a huge difference. In countries that are still developing tax incentives can bring 

in money from countries, which is called foreign direct investment. However this money often goes into areas that do 

not create a lot of value. For investments to really work and be good for the environment you need important things like 

people, with good skills and a government that works well. Tax incentives are important. They are not the only thing 

that matters for sustainable investment and tax incentives. 

Overall, while tax incentives are potent policy tools, their success relies on thoughtful design and contextual application 

to avoid revenue loss and achieve productive investment and economic growth. 

 

VIII. Conclusion: 

In conclusion, tax incentives play a significant role in influencing corporate investment behaviour, but their effectiveness 

depends largely on contextual and structural factors. While economic theory suggests that lowering tax burdens reduces 

the cost of capital and stimulates investment, real-world outcomes are often more complex. Evidence indicates that tax 

incentives can increase investment levels, particularly when they are well-targeted, temporary, and implemented within 

a stable macroeconomic environment. However, in many cases, incentives mainly influence the timing, scale, or 

geographical location of investments rather than generating entirely new economic activity. 

The impact of tax incentives also varies across firms and industries. Large firms with greater access to financial resources 

may respond differently compared to small and medium enterprises that face financial constraints. Similarly, industries 

with high capital intensity are more likely to benefit from measures such as accelerated depreciation and investment tax 

credits. The broader economic environment, regulatory stability, infrastructure quality, and market demand also 

significantly shape corporate responses to tax policies. 

Moreover, poorly designed tax incentives may lead to revenue losses for governments without delivering proportional 

economic benefits. There is also a risk of creating distortions in capital allocation or encouraging tax planning strategies 

rather than productive investment. Therefore, policymakers must carefully evaluate the cost-effectiveness, transparency, 

and long-term sustainability of such measures. 

Overall, tax incentives can be a useful policy tool when strategically structured and aligned with broader economic 

objectives. For sustainable economic growth, governments should combine tax incentives with sound institutional 

frameworks, infrastructure development, and regulatory certainty. A balanced and evidence-based approach is essential 

to ensure that tax policies effectively promote genuine corporate investment and long-term economic development. 
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