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Abstract %,25:(
In 2005, the Belgian government introduced a rdlgiceew measure into the cor g@@tgxl
system: the so-called notional interest deductidhis tax inventigib'\jllo%g Belgian
companies to deduct a fictitious interest cost quitg from th ir@q}(\ﬁaée and directly tackles
the classical tax discrimination between equity d?gétkﬁa’fh%ing, which characterizes the tax
system of most countries. This paper @@i&?&tbether the capital structure of Belgian
small and medium sized \%Q{gm&es' (SMEs) refltogs cross-sectional variation in tax
incentives induce(% lgy\(ﬁhg notional interest dedwctithree year after its introduction. To
measu(r\%\{b(é\‘féi incentives of the notional intedestuction we incorporate the notional
‘ \(\e@'@rgét deduction into a simulation procedure afgmal tax rates. For our sample of SMEs,
?\)\0\\6 we find that, due to the notional interest deduttihe simulated marginal tax rates declined
from 29% to 2.9%. Consistent with the trade-offdityeon capital structure, our regression
analysis reveals that the explanatory power ofitit® rates of Belgian SMEs on marginal tax
rates is higher if the marginal tax rates takertbgonal interest deduction into account. We
interpret this as evidence consistent with a dedicy of Belgian SMEs that takes into

account the tax incentives of the notional intedestuction.
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