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The Effects of Taxation
on Capital Accumulation
Edited by MARTIN FELDSTEIN

Research on capital formation has long been a
major focus of studies sponsored by the National
Bureau of Economic Research because of the cru-
cial role of capital accumulation in the process of
economic growth. The papers in this volume
examine the influence of taxes on capital forma-
tion, with specific focus on the determinants of
saving and the process of investment in plant and
equipment.

As Martin Feldstein notes in his introduction,
tax rules affect the return savers receive in ex-
change for postponing consumption and thus are
an important influence on the rate of saving. An
increase in saving can lead to investment in plant
and equipment, which directly contributes to rais-
ing productivity and so to improving the nation's
standard of living. This increase in saving may
also stimulate housing or foreign investment. The
research reported here shows that the allocation of
capital among different kinds of investment is
shaped by a variety of factors. What unites these
disparate elements is their influence on the relative
profitability and riskiness of alternative types of
investment. The findings clearly show that current
tax rules and changes in tax rules have powerful
effects on business investment in plant and
equipment, on personal saving, and on the realiza-
tion of capital gains.

Individual papers examine a variety of issues,
among them: the effect of Individual Retirement
Accounts on personal saving, and that of the
after-tax interest rate on consumer spending; the
influence of anticipated changes in tax rules on
decisions regarding business investment and, in-
directly, on the international location of invest-
ment; the bias in current tax law's allocation of

{Continued on back flap)
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