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Perspectives on the Tax Reform Act of 1986

ABSTRACT

The Tax Reform Act of 1986 was the most sweeping tax reform in

decades, but came rapidly on the heels of six other tax changes in the

previous eight years, and in the midst of an intense national debate

concerning large and potentially pernicious budget deficits. These

remarks highlight what I believe to be the most important general issues

with respect to the 1986 Tax Reform Act, its likely impact on the

economy and the likely evolution of tax policy. After discussing the

major features of the Tax Reform Act, the paper points out that the

reform is so complex that its net impact on the economy, both in the

long-run and the short, will reflect the interaction of numerous
features, as well as the interaction of the tax rules with monetary

policy and general economic conditions.

However, it is likely on balance that the tax reform is pro-
consumption and anti-saving and investment. This is because the removal

of the investment tax credit, slower depreciation, the full taxation of
nominal capital gains as ordinary income, and the sharp limits on tax

deferred savings are only partially offset by lower marginal tax rates

and limitations on interest deductions.

After reviewing the recent history of taxation in the United States
and the evidence concerning the response to incentives such as the
capital gains tax reduction in 1978 and the "supply-side" tax cuts of
1981, each partially successful in achieving their goals, the paper
dicusses alternative issues that may affect the evolution of tax laws.
Large budget deficits, the need for technical corrections, the likely
unworkability, inequity, or inefficiency of various anomalies of the new
tax rules and the potential deleterious consequences on investment and
saving will lead to successive rounds of reform in the years ahead.

The paper concludes that the new tax rules under which we are
operating contain many desirable but many undesirable features. Whether
the new tax law will be seen as an improvement over what it replaced
depends heavily upon subsequent changes in the tax law. Restoration of
more carefully crafted saving and investment incentives, handling the
deficit in a way that does not raise rates substantially, broadening the
tax base on personal consumption items, and stabilization of the tax
rules for a span of years are all highly desirable future goals in
improving tax policy.



Introduction

The Tax Reform Act of 1986 was a remarkable economic and political

accomplishment. .While its economic effects, to be discussed more fully

below, are quite uncertain, so was its passage until the last moment.

After several years of proposals, and two temporary derailments, we have

a new tax law that is the most sweeping revision of the tax code in

several decades. This would be remarkable in itself, but the timing is

even more so. It comes rapidly upon the heels of six other tax changes

in the previous eight years. The 1978 tax act began as President

Carter's attack on the three-martini lunch and ended by cutting capital

gains taxes; the 1981 Economic Recovery and Tax Acts (ERTA) phased in a

25% decrease in personal tax rates, accelerated depreciation in the

corporate tax, and made numerous other important changes; the 1982 Tax

Equity and Fiscal Responsbility Act (TEFRA) truncated some of the

acceleration of depreciation enacted in ERTA, and raised other revenues;

the Deficit Reduction Act of 1984 raised additional revenues; we also

had the gasoline tax and Social Security tax increases enacted during

this period. More amazing, the 1986 Tax Reform Act was enacted in the

midst of an intense national debate concerning the large and potentially

pernicious budget deficits. In the past, tax reform most commonly

accompanied tax cuts. The opportunity to deflect criticism and

attention from the budget deficit undoubtedly combined with the genuine

interest in tax reform to keep the process moving.

My comments below are meant to highlight what I believe to be the

most important general issues with respect to the 1986 Tax Reform Act,

its likely impact on the economy and the likely evolution of tax policy.

Space constraints forbid me from going into great detail into any of

these features or to mention a myriad of other issues which might be
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thought of as questionable tax policy although of second order of

importance to the economy (such as the elimination of income averaging)

relative to the issues upon which I focus

Description of the New Law

Table 1 compares the old law, the President's proposal, the bill

passed by the House and by the Senate, and the final reform. Reading

across' each row, one sees the chronological treatment of each feature of

the tax code, e.g., rates, deductions, etc. The Tax Reform Act of 1986

contained some elements of each of the early proposals, such as Bradley-

Gephardt, Kemp-Kasten and Treasury I in addition to the President's

original proposal, but the end product is not really close to any of

them.

The most important feature of the new tax law is the very sharp

reduction in the tax rates in the personal income tax -- two rates of

15% and 28%, with a complicated surtax that will put some upper middle

people in a 33% bracket. Thus, the top marginal tax rate in the

personal income tax will have gone from 70% in 1980 to 28% by 1988, an

astounding reduction, making our top marginal tax rate lower than the

bottom marginal tax rate in many countries. The tax base in the

personal income tax was broadened slightly with elimination of the

deductibility of state sales taxes, substantial limitation of

miscellaneous deductions, etc. A large increase in the personal

exemption will remove approximately 6 million poor people from the tax

rolls, and while their tax burden under the current personal income tax

does not amount to very many dollars, this is sensible social policy and

will reduce the burden on the IRS. A substantial fraction of additional
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taxpayers will no longer itemize deductions, thereby simplifying their

taxes. But for the overwhelming bulk of the population, the reporting

requirements, tax forms, record keeping requirements, etc, will be

reduced only slightly. As discussed above, the reduction in the number

of tax rates is not closely related to simplifying the tax system. The

reduction in the level of rates is -- at much lower rates, the incentive

to try to shelter or reallocate income in order to reduce taxes is

greatly reduced.

The next most important feature of the tax reform is a substantial

shift (amounting to about $120 billion over the next five years) of the

tax burden from the individual to the corporate tax. This occurs

despite the fact that the basic corporate tax rate is being reduced from

46% to 34%. Therefore, there will be a very substantial increase in the

corporate tax base. This is achieved through the elimination of the

investment tax credit (common to all the reform proposals), much slower

depreciation, and a stiff alternative minimum tax for corporations (to

insure that no corporation that reports current profits to its

shareholders will avoid paying taxes). A large fraction of the tax

increases are industry-specific, especially those with respect to

defense contractors, real estate, and financial institutions. For

example, banks will no longer be able to tax arbitrage tax exempt bonds;

passive loss rules for real estate tax shelters will be tightened

substantially; defense contractors will no longer be able to use the

completed contract method of accounting; etc.

Other important features of the personal and corporate tax reforms

reflect incentives to save and invest. The tax incentives to defer

compensation are curtailed substantially. The tax deductibility of IRAs

will be income-tested -- well-off individuals will no longer be able to



use them. Other tax deferred retirement accounts, such as 401(k) plans

will be sharply limited in the amounts that individuals can contribute

(the limit goes from $30,000 per year to $8,000 per year, with an offset

to any contribution to an IRA), and, incredibly, capital gains will be

taxed in full as ordinary income, with no inflation adjustment for the

basis of the asset.

Economic Impact 

The tax reform is so complex that its net impact on the economy in

the short and long-run will reflect the interaction of numerous features

as well as the interaction of the tax rules with monetary policy and

general economic conditions. A few basic features deserve considerable

attention, especially in light of the evidence accruing concerning the

partial success of the "supply-side" structural tax cuts of 1981 on

investment,1 and to a lesser extent, of IRAs on saving2 and the

history and instability of tax reform.

First, it is likely on balance this tax reform is pro-consumption

and anti-saving and investment. It is easy to overstate this fact by

focusing only on the removal of specific incentives, such as the removal

of the investment tax credit, slower depreciation, the full taxation of

nominal capital gains as ordinary income, or the sharp limits on tax

deferred saving. Partially offsetting these are lower marginal tax

rates which should increase saving slightly, and more importantly,

sharply reduce the incentive to borrow at both the corpoate and

personal level. Recall that with interest payments deductible, there is

a tax advantage to debt financed (as opposed to equity financed)

corporate investment and also that there is a substantial advantage
 in

.debt finance of many consumer purchases, such as automobiles.
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In addition to the reduction in the incentive to borrow 
because the

interest payments will be deductible at a much lower margi
nal tax rate

for both corporations and individuals, is the elimination 
of the

deductibility of consumer interest payments. At first glance, it might

seem that it would be easy for homeowners to circumvent this
 by

increasing their mortgage, and using the extra equity to fin
ance desired

purchases, such as an automobile, while deducting the extra inter
est.

At least nominally, however, the new tax law confines the use of
 tax

deductible interest payments on mortgages to housing, educational

financing, and medical expenditures. Undoubtedly, this will be

difficult to enforce, but combined with the lower marginal tax ra
tes, we

should be doing less borrowing on average over the business cycle i
n the

years ahead.

Thus, while we may save less because of the structural tax changes,

we also ought to borrow less. The net impact on our saving will reflect

the mix of the two sets of incentives. It is likely that the tax bill

will be somewhat anti-investment and saving, but the impact predicted b
y

people who look only at the removal of specific items, will be partly

offset by lower tax rates and other features.

It seems clear that the investment tax credit and depreciation

schedules are very powerful determinants (in addition to expected

general business conditions) of investment. Two reasons for the sharp

reduction in investment spending in 1986 were the uncertainty about what

tax rules would ultimately prevail and that all the major reform

proposals proposed removing the investment tax credit retroactively to

January 1, 1986. My NBER colleague, Larry Summers, estimates that

investment tax credits and depreciation allowances are very important
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because corporations use extremely high rates of discount for future

cash flows.3 Thus, cash flows in the near future, such as those that

occur instantly with the investment tax credit and very quickly with

accelerated depreciation, are given disproportional weight in investment

decisions. I believe that there is something to this argument and that,

other things being equal, the net impact of the tax bill will be to

retard capital formation. My own estimates are that the cost of new

capital will rise about 10% (more if inflation rates rise above 4%).

But other things may not be equal. The investment rate will also

reflect general economic conditions, the level of real interest rates

(heavily affected by monetary policy), etc.

A major problem confronting the United States is its very low

national saving rate, and low, but somewhat higher, domestic investment

rate. As a source of increased productivity, disseminating new

technologies, possibly raising our long-term growth rate, and allocating

resources efficiently over one's lifetime, capital formation is

necessary, and it is clear that as a society, the U.S. consumes too much

of its income and does not save enough. This creates all sorts of

problems besides just financing the future retirement for today's

workers or financing enough investment to equip our growing labor force

with an adequate amount of new capital. The shortfall of our national

saving from our domestic investment, caused heavily by our federal

government deficits and by our low private saving rate, tends to make us

a substantial importer of capital. In the short-run this prevents

interest rates from rising still further and helps us to finance

domestic investment. But in the long-run, the returns to this extra

saving will accrue to foreigners, not to Americans. Therefore, these

assets and the returns to them will not be available to finance the
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retirement of the baby-boom generation, for example.

Put another way, it makes little sense to have an anti-.investment

and saving structural tax reform, which if continued indefinitely, would

generate fewer private assets in the hands of American citizens. This is

especially so because we have had rapidly growing national debt relative

to income, and hence, are leaving our children and grandchildren greater

public liabilities. We should be contemplating methods either to reduce

the growing public liabilities, or at least preventing ourselves from

reducing our private assets simultaneously.

These specific changes in capital income taxation, such as the

removal of the investment credit, slowing depreciation, full taxation of

capital gains, and limits on tax deferred saving accounts are a complete

reversal of a historical trend that began about a decade ago. The

easiest way to understand this is to recall the distinction between an

income tax, which taxes saving and investment twice (first when it is

earned as part of income and then when it earns its own return), and a

consumption tax, which taxes saving and investment only once (when it is

ultimately consumed). Th U.S. personal and corporate income taxes have

always been something of a hybrid of the two. Some types of saving and

investment are taxed only once, whereas others are taxed twice.

Housing, the universal Individual Retirement Accounts, etc, are

examples of types of saving taxed only once. Saving in ordinary money

market instruments, such as bank accounts, or saving and loan deposits,

is an example of saving taxed twice.

On the corporate income source side, the story is a little more

complex -- equity income is taxed first at the corporate level and again

at the personal level when dividends are paid or capital gains received
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from the retained earnings. (Treasury I echoed the 1978 proposal of

President Carter in proposing dividend relief; President Reagan's kept

the principle alive with a 10% deduction.) But the tax on the capital

gains tax is deferred, debt financed investment is favored, and a

variety of investment incentives reduce the burden on new investment.

It is fair to say that the tax system had been moving, until this latest

tax reform, closer toward the consumption tax norm than the income tax

norm, i.e., toward taxing a weighted average of all saving and

investment in the economy closer to once than twice. Examples are the

reduction in capital gains tax rates in 1978, the investment tax credit

extension, the acceleration of depreciation in 1981 (truncated in 1982),

universal Individual Retirement Accounts, etc. But this continued the

very uneven taxation of types of saving and across types of assets.4

Substantial variation remained, despite the fact that the variability

was less than in the pre-1981 law. Many economists, myself included,

thus favor cleaning up the tax system by moving toward the consumed-

income tax mentioned above, as outlined in the Treasury's Blueprints For

Basic Tax Reform or the Hall-Rabushka proposal. Debates occur about

which, if any, deductions, such as those for charity, ought to be

allowed; and the appropriate rate structure, whether perfectly flat or

somewhat progressive (but hopefully lower on a much broader base) which

would be the ideal. A consensus was emerging, however, among

professional economists and tax lawyers, that the consumption tax norm

was more desirable than the income tax norm on both equity and

especially efficiency considerations. After a complex transition, a

consumed-income tax would be much easier to administer since most of the

items that cause enormous administrative complexity revolve around

capital income, such as keeping separate depreciation schedules,
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adjusting for inflation, capital gains, etc.

To repeat, there is some evidence that there is a "supply-side"

response to these incentives, although neither as large nor as rapid as

extreme supply-siders predicted.5 Capital gains revenues actually went

up subsequent to the reduction in capital gains taxes in 1978. While

other factors are part of the explanation, it appears as if this

increased the incentive to realize capital gains. Capital gains are

taxed only at realization (not as accrued) and are entirely forgiven at

death. The new law runs the risk of a reduction in realizations,

including a greater proclivity to hold the asset until death, when no

taxation will occur.

By 1984-5, $30 to $40 billion a year was flowing into IRAs, and I

believe the best estimate is that about half of it was new net saving.

It also appears that the investment tax credit and accelerated

depreciation were a major reason for the investment boomlet in 1983-5.

Why then do we appear to be shooting ourselves in the foot with

these anti-saving and capital formation of our new tax law? Apparently,

in the search for a political compromise which would allow for lowering

the top marginal rates without the accusation of a giveaway to the rich

and in the mistaken belief that corporations were not paying their fair

share (based in part, inappropriately, on the decline in corporate tax

revenues as a share of total taxes, rather then the share of taxes on

corporate source income) it became easy to shift large amounts of the

tax burden to the corporate tax. In short, we financed a very

substantial additional personal tax cut (above and beyond the three-year

25% tax cut enacted in 1981-3, followed by tax bracket indexing) by a

very substantial corporate tax increase. Worse yet, within the
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corporate tax, we raised taxes on new capital and lowered taxes (by

lowering the corporate rate) on old capital. I believe this was a major

mistake. Some of the items are quite sensible, e.g., the attempt to

equalize tax rates across different types of investment so that the

allocation of our capital stock will be more efficient. But the gains

to the economy from doing so will be modest and will take some time to

accrue.6

Since no one is absolutely sure who ultimately pays the corporate

income tax, it was easy for politicians to say almost all Americans were

going to get a tax cut. But $120 billion of additional corporate tax

collections was conveniently ignored, not attributed back to the people

who would ultimately pay it: the shareholders, workers, and customers

of the corporations. It really is remarkable that so little attention

was paid to how ludicrous it is to claim to that almost every American

was going to get a tax cut if the tax bill is going to be revenue

neutral! In short, a large part of the population will have a tax

increase, although it will come in a roundabout way via lower dividends,

paying higher prices, or having slower wage growth, and perhaps even

some short-run disruption in employment.

The impact of tax reform on the short-term macroeconomic

performance of the economy can be partly mitigated by Federal Reserve

policy setting an activity or GNP target, which it appears to be doing.

While it is not fully offsetting the deleterious short-run consequences

on investment of the tax reform and the tax uncertainty that preceded

it, it is clear that the full impact on GNP can be offset. The

composition of GNP, unfortunately, may shift still further toward

consumption and away from saving and investment. If so, this will

gradually cumulate into a major national concern with worse long-term
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economic performance. But our political process does not deal with

insidious creeping pr6blems,. and tends to respond only to obvious

crises.

Whither Tax Reform?

There will be additional rounds of tax reform for several reasons.

First, there will be many technical corrections made in the current tax

reform in the next year or so. Second, it will become apparent that

some specific features are either unworkable, inequitable, or

inefficient, as various anomalies of the new tax rules unfold. Third,

the potential deleterious consequences on investment and saving

eventually will have to be dealt with. Perhaps this will be done in the

short-run, but perhaps it will take a crisis such as that which might be

precipitated in the 1990s when the retirement part of Social Security

runs a surplus, which may be used to bail out Medicare's deficit, and

therefore, focus attention on the baby-boomers' retirement. If this is

the case, there will be increased clamor for private saving incentives

in the tax laws for the baby-boomers as it becomes more obvious that

Social Security's future is quite uncertain. Or it may come much sooner

as it becomes more difficult to import foreign capital to finance our

domestic investment.

Another problem arises because of our large budget deficits. This

adds an increased concern for the instability of the structural tax

reforms. If we cannot reduce the budget deficits exclusively via

programmatic spending reductions, there will be growing pressure to

raise tax revenues as a last resort. If tax rates are raised, a large

fraction of the potential benefits of the new tax law will be lost,
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including those which will decrease the incentives to debt finance,

thereby offsetting some of the decreased saving incentives.

We have had five major tax bills in less than a decade. Tax

instability is becoming as much of a problem as monetary instability.

In the U.S. recently, the only things one can count on are death and tax

reform. It would be better to move toward a tax system whose major

features can remain in place, and can be counted upon to remain in

place, for many years, rather than just a year or two. The present tax

reform may be a step in that direction, since the lower marginal tax

rates mean that the value of remaining deductions is decreased. Thus,

the political opposition to broadening the tax base on consumption type-

items in the personal tax may gradually erode, additional revenue

raised by a broader base can be used to restore some of the saving and

investment incentives (more properly understood as the removal of the

disincentives to save and invest inherent in the double taxation in our

income tax).

At the very least, if we are going to raise additional revenue, the

marginal revenue ought to come from a tax or features of our current tax

system which are neutral with respect to the consumption/saving choice.

This may lead toward the consumed income tax I prefer or toward adoption

of a very broad based consumption type value-added tax sometime in the

future. If so, it would be desirable to accompany a broad based value-

added tax with additional structural restraints on the spending side to

prevent the tax from financing unnecessary government spending. It will

also be necessary to prevent the erosion of the tax base in avalue-

added tax, if that is the last resort for revenue, rather than riddling

it with a substantial number of exemptions for specific items. If we

are concerned with the effect of such taxes on the poor, that issue
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should be dealt with via a refundable credit, not by exempting items

such as food for everyone, rich and poor alike. That is a recipe for

sharp reductions in the ability to raise revenue or much higher tax

rates in such a tax, rather than a targetted assistance program for low

income taxpayers.7

There are many laudable features in the current reform in addition

to the lower marginal tax rates and the slightly broader personal tax

base, as well as the attempt to equalize tax rates across types of

investment Only partially achieved). These include the elimination of

6 million poor people from the tax rolls, some simplification for other

low and middle income taxpayers who will no longer have to itemize their

deductions, and perhaps most importantly, if it occurs, turning the

growing tide of unrest brought about by the feeling that the tax system

was blatantly unfair, and confidence in its ability to collect taxes via

voluntary compliance falling apart. When one thinks about it, an

alternative minimum tax is a blatant admission that we cannot design a

proper basic tax. That is a public embarrassment. We should first

design a proper tax system, and if it leads to a perception of

unfairness which is ill-founded, such as some corporation paying no tax

one year because it is carrying forward losses from previous years, we

ought to have the courage to explain why this is the case. But our tax

system badly needs some restoration of confidence. It will certainly be

the case that many persons and corporations who pay little or no taxes

under the previous tax laws in a given year will do so under the new tax

law. There will be fewer complaints that the typical individual paid

more in taxes than a set of corporations which managed to pay none.

Beside the fact that this misses the point that personal taxes were
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probably paid on dividends paid by the corporation or that it may be

paying no taxes because of carrying forward substantial losses, we

probably could benefit from a decrease in the public stridency with

which our tax system was continually denounced.

Perhaps the Internal Revenue Service was overly concerned that tax

cheating and evasion were becoming so pervasive that we would have a

difficult time collecting the revenue, but some of that concern was

I believe that in attempting to ameliorate these problems we

have gone way too far in the alternative minimum tax, the full taxation

of nominal capital gains at ordinary rates, and a variety of other

features. These will cost the economy much more benefit than we obtain,

but hopefully some balance can be restored in the not-too-distant

future.

One also must be concerned that while an item such as a capital

gains tax differential may be very effective in generating funds for

risk-taking in the economy, it was also part of the archetypical

structure of abusive tax shelters, that is, the tax shelters were set up

to depreciate an asset more rapidly than its value really declined, and

then sold it, paying only capital gains taxes on the difference. Often,

these tax advantages were leveraged with various multiples. As these

became blatantly advertised in the media, it is clear that some action

had to be taken. Confidence in the tax system was eroding on the one

hand, and our scarce investment resources were being misallocated on the

other. In the long-run the economy will benefit from a more efficient

allocation of our capital stock based on fundamental economic returns,

rather than tax considerations. But we need to avoid major damage to

the economy in the course of doing so, and this will require restoring

saving and investment incentives in the near future.
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Finally, one item which appears to have survived the meat axe has

been the R&D tax credit. Neutrality ought to be our standard. in tax

policy. We ought not-to be subsidizing one investment at the expense of

another, such as equipment at the expense of structures, or industry X

at the expense of industry Y, as has been the case under previous tax

laws. A substantial amount of statistical research, by economists, as

well as basic common sense, suggests that the returns from research and

development to society May dramatically exceed the return appropriable

by the individual entrepreneur or firm. In fact, estimates suggests

that the value returned to society may be many times whatever personal

or corporate fortune is obtained. While the R&D tax credit is continued

only for another three years, rather than made permanent, and

eligibility tightened to insure that it is targetted to activities

likely to generate much greater social returns than private ones this,

is likely to be one of the few activities for which a strict neutrality

standard would not be in society's best interests.

Conclusion

The new tax rules underwhich we will soon operate contain many

desirable but many undesirable features. Taken as a whole, I think the

new tax law, plus the option to improve it, is probably preferable to

our old tax law. The new tax law and the considerable uncertainty

surrounding the specific features which would ultimately be adopted

already have caused some damage to the U.S. economy, and there may be

some deleterious consequences to investment and saving in the future.

These will be partly offset by some other desirable features in the tax

laws, such as lower marginal tax rates. The final evaluation of the
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1986 tax reforms will heavily reflect subsequent changes in the tax law,

the handling of the deficit in a way that does not create tremendous

pressure to raise rates substantially, and the ability to stabilize tax

rules for a span of years. Each of these items is quite uncertain, but

I am cautiously optimistic that common sense and good economics will

eventually win out and that we will move toward a more stable tax

system, 'keeping most of the benefits of substantially lower marginal tax

rates, while broadening the tax base on personal consumption items and

restoring some of the saving and investment incentives which were

removed in this round of reform. This will not occur all at once, but

unfold gradually over a span of years as the vicissitudes of our

economy's performance and our political capabilities dictate.
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Footnote

1. See M. Feldstein and J. Jun, "The Effect of Tax Rules on

Nonresidential Fixed Investment: Some Preliminary Evidence:" in M.

Feldstein, ed, Tax Policy and Capital Formation, University of Chicago

Press, forthcoming for the National Bureau of Economic Research.

Numerous other studies of the impact of investment incentives on

investment come to similar conclusion, including some of my own,

although a skeptical note is voiced in B. Bosworth, "Corporate Taxes and

the Investment Recovery," Brooking Papers on Economic Activity, 1986.

2. See S. Venti and D. Wise, "IRAs and Saving," in M. Feldstein, ed.,

Op. cit. See also my discussion in M. Boskin, "A Closer Look at

Investment Incentives," Tax Notes, 1985, and "Tax Policy and Economic

Growth," Journal of Economic Perspectives, forthcoming 1987.

3. See L. Summers, "Investment and the Discounting of Depreciation

Allowances," in M. Feldstein, ed., pp. Cit.

4. See, for example, A. Auerbach, "Corporate Taxation in the United

States," Brookings Papers on Economic Activity, 1983, and J. Gravelle,

"Capital Income Taxation and Efficiency in Allocation of Investment,"

National Tax Journal, 1983. They document the wide variation in

effective marginal tax rates, but each conclude that the efficiency loss

to the economy of these uneven inter-asset and inter-industry

distortions is quite modest.

5. See L. Lindsey, "Taxpayer Behavior and the Distribution of the 1982

Tax Cut," NBER Working Paper #2049, November 1985.
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6. The modest efficiency gains of the equalization of effective

marginal tax rates across assets and industries is documented i
n studies

such as that by Auerbach and by Gravelle mentioned above and d
iscussed

in more detail in Boskin, Tax Notes, Op. cit. 

7. See C. Ballard and J. Shaven, "The Value-Added Tax: The Efficiency

Cost of Achieving Progressivity by Using Exemptions," in M. B
oskin, ed.,

Modern Developments in Public Finance, Basil Blackwell, Ltd,

forthcoming 1987.
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