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Abstract

Turnover is a key indicator of economic activity, but we know little about how much
entrepreneurs adjust it as a response to taxation. This paper exploits a discontinuity
in the Italian tax schedule of solo self-employed to study turnover responses to
taxation. I consider the notch created by the eligibility cut-off of the preferential
turnover tax scheme. I find substantial and significant bunching by solo self-
employed below the turnover threshold. The effects of the tax scheme on bunching
are heterogeneous across sectors, with professionals, business intermediaries and
retailers having the largest observed responses. I estimate the turnover tax elasticity
in these three sectors by focusing on the marginal buncher. To do so, I build on
Kleven and Waseem (2013) to develop a theoretical framework that fits the
institutional set-up and rationalises the observed responses to it. Professionals have
the largest turnover elasticity (0.066). Difference in compliance costs across regimes
explains less than half of the observed responses, therefore highlighting the key role
of low taxation for the observed bunching behaviour.

1 Questo paper ¢ il primo capitolo della mia tesi intitolata “Essays in Public Economics: Behavioural
Responses to Taxes, Public Good Provision, and Social Welfare”.



