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wL- C-B + + bB - bR) +

+yC+R) 1 B-f· PF-wL - c

C-
1 -T
.L S

) +]'3
<11 )

D:
-T

S

:= O <12 )

I: -A 1 + <13 )

K:

+

+r) -

( -~

J-. 2 (l-T s) +'TJ

S +1] 1 f +11 2 - ~ 1 := (14

B: -Å 2 (T S + 'Tj1 + 'Tj2 - P2 := O

1) 1 ( . (PF-wL- -yC) := O

"12 B-( C - l-T
S

o

<15 )

C: 3 (y +r) + y ( -Å s +71 +'1] 2) - 'f... 3 := O. <16 )

R:

13 3 Il := O

J3 := O

4 o 17>



- 10 -
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Table 2 The cost of capita l for regimes 1-3 in some special cases
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3 )
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(12) (15) gives

-A
2

(34)

ions 33)

general expression

23)

(34), A2 - T* = 1 - T
S

•

eost of eapital

s to

= l-T
S

(35)

where T* is tax rate as g

net eost of investment.

in (33)

We as d i s t ..L u. '1 LLU" H..L 11. '1

IF.
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leost of
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Table 3 The net cost of investment ( -Al/PK) in

the case of constrained IF-allocations.

Regimes 4-6

No re ease Fund release

of R ::: R < PKI

l-T J"l
l_bsH l 3

l-T l-T
S S

( 4 ) 5) ( 6 )

IF.
l
(35)

) states reg number. -A3 is
a1.S(~Ol11nl:€~a val ue tax from
depreciation (see (28 ), and
marg l from increasing the size

general express east of
case of maximum IF-all is given
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Table 4 The net cost of capital for regimes 4-6 in some

special cases

No release release

R = I

(-)32 = O)

( +r-TI) - 1 + l-b
+r-TI

( 4 )

: ( ) states
O, is

(I-T s) (see

5 )

regime. For
imum value,

( 37) •

6)

(4 )

reg
( 5 )

6,
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4 is the i not in a re-

lease • This means that ~3=O

(13) and (34)

-A 1 -
= +

3

seounted value

rl""nl"''''''''iation allov

eost

3 is the

s from

net eost of investment

tax

where as

anees.

"'a .......... o.l will on eurrent future

the firm's IF.

values ~ 2 whieh

10pIUentt

turn on the

For the spe-

2 0, i. e. , where the firm

never exhaust its

regime 4) is to

tax rate T in rds

ial ease,

aee the

that it will

IF-

expression

( see

IF

Central Bank de-

4reg 1

s it elear,

al
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on

lent to allis

rate b. A eomparison

spee l

11

r
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thermore that the
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net eost stment

13 , (17)
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= l-T
S

(36)

From (35) (36) it is elear then that

toontax

tax code allows

firm va• Theof

l eost is

the extent

2; nate that

the more

its IF in the future - lower

value st deduc-

value of is

the lower is

the sooner

t

is T*

- which oecurs

to

to I F ( i. e.

2 is zero.
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"excess " case

it will never

s IF. In this spec l ease eost l

fers from that free iation

on to b from T s.

6 is

net cost

R< l. s means fl 3 = O

1 - TS ' In this

case we are e to solve

(17) (34)

to

(37)

(38)

s

ial

ieanee - is A3 =
T* = O -)3 2 =

l is of no value and

l then becomes

- 13 2 = b( l-T ) + 3(1-b)s

T* = -A 3' (16 )

3
= O

One so ion to s
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O. implieation of this is

b(l-T S ). Interest

the eost of
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= +r-TI (39)

low

etely

release isthe

(the marginal) investment

fund allocations are

the assumptl0ns

icient to f~ ..,~ ••~c

max

Combin

not

and

tax

To see intuition behind this result, note

-A2' is marginal Tobin's q, now is 1 - T S '

s discount in valuation ma
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Table 5 Numerical illustration of capita l cost

effects of the investment funds system in

some special cases

location to
IF

Maximum

Below maximum

No release release
of funds
(-Fl2=0 R= R<PKI

( -)3 2 O) ( -)3

6.6 1.7 6.0

(1) ( 2 ) 3 )

6.5 1.5 5.0

( 4 ) ( 5 ) ( 6 )

lowing aso"""'Y"+
= 0.10, J1 =

cost
%. Free

,.71'\"" .. """, S without
See p.

s.
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redu.ces l cost

tax l
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-8.
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