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The Taxation of
Income from Capital
A Comparative Study of the United States, the
United Kingdom, Sweden, and West Germany

Edited by MERVYN A. KING
AND DON FULLERTON

Taxation—both corporate and personal—has
been held responsible for the low investment
and productivity growth rates experienced in
the West during the last decade. This book,
a comparative study of the taxation of
income from capital in the United States, the
United Kingdom, Sweden, and West
Germany, establishes for the first time a
common framework for analysis that permits
accurate comparison of tax systems. It
represents a collaboration of the National
Bureau of Economic Research with the
Industrial Institute for Economic and Social
Research (Sweden) and the Institute for
Economic Research (West Germany) and is
the most comprehensive study to date of
incentives afforded by the tax system.

The failure of most developed economies
to sustain high growth rates has led to an
increased awareness of the economic lessons
countries can learn from one another. The
Taxation of Income from Capital provides
this vitally important exchange of
information, and it clearly answers questions
that previous studies on this subject have
failed to examine. It compares the effective
tax rates levied on capital income in the
nonfinancial corporate sector in four major
economies, and in so doing, supplies the
reader with detailed information about the
structure of the corporate sector in each
country. The study finds striking variation in

(Continued on back flap)



The Taxation of
Income from Capital



IE
IUI

A National Bureau
of Economic Research
Monograph

Institut fur
• 1 Wirtschaftsforschung

Industriens
Utredningsinstitut



The Taxation
of Income from
Capital
A Comparative Study
of the United States, the
United Kingdom, Sweden,
and West Germany

Edited by

Country
Team
Directors

Collaborating
Authors

Mervyn A. King and
Don Fullerton

United Kingdom
Sweden
West Germany
United States

Julian Alworth
David F. Bradford
Thomas Lindberg
Michael J. Naldrett
James M. Poterba

Mervyn A. King
Jan Sodersten
Willi Leibfritz
Don Fullerton

The University of Chicago Press
Chicago and London



MERVYN A. KING is the Esmee Fairbairn Professor of Investment
at the University of Birmingham. DON FULLERTON is assistant pro-
fessor of economics and public affairs at Princeton University and
a research associate of the National Bureau of Economic Research.

The University of Chicago Press, Chicago 60637
The University of Chicago Press, Ltd., London

© 1984 by The National Bureau of Economic Research,
Institut fur Wirtschaftsforschung, and Industriens Utredningsinstitut
All rights reserved. Published 1984

Printed in the United States of America
91 90 89 88 87 86 85 84 5 4 3 2 1

Library of Congress Cataloging in Publication Data
Main entry under title:

The Taxation of income from capital.

(A National Bureau of Economic Research monograph)
Bibliography: p.
Includes index.
1. Saving and investment—Taxation—United States.

2. Saving and investment—Taxation—Great Britain.
3. Saving and investment—Taxation—Sweden. 4. Saving
and investment—Taxation—Germany (West) I. King,
Mervyn A. II. Fullerton, D. (Don) III. Alworth, J.
(Julian) IV. Series.
HJ4653.A3T39 1984 336.2476 83-17884
ISBN 0-226-43630-6



National Bureau of Economic Research

Officers

Franklin A. Lindsay, chairman
Richard N. Rosett, vice-chairman
Eli Shapiro, president
David G. Hartman, executive director

and corporate secretary
Charles A. Walworth, treasurer
Sam Parker, director of finance and

administration

Directors at Large

Moses Abramovitz Saul B. Klaman Richard N. Rosett
George T. Conklin, Jr. Franklin A. Lindsay Bert Seidman
Jean A. Crockett Roy E. Moor Eli Shapiro
Morton Ehrlich Geoffrey H. Moore Stephen Stamas
Edward L. Ginzton Michael H. Moskow Lazare Teper
David L. Grove James J. O'Leary Donald S. Wasserman
Walter W. Heller Peter G. Peterson Marina v. N. Whitman

Robert V. Roosa

Directors by University Appointment

Marcus Alexis, Northwestern Nathan Rosenberg, Stanford
Charles H. Berry, Princeton James Simler, Minnesota
Ann F. Friedlaender, Massachusetts James Tobin, Yale

Institute of Technology John Vernon, Duke
J. C. LaForce, California, Los Angeles William S. Vickrey, Columbia
Paul McCracken, Michigan Burton A. Weisbrod, Wisconsin
James L. Pierce, California, Berkeley Arnold Zellner, Chicago

Directors by Appointment of Other Organizations

Carl F. Christ, American Economic Rudolph A. Oswald, American
Association Federation of Labor and Congress of

Robert S. Hamada, American Finance Industrial Organizations
Association G. Edward Schuh, American Agricultural

Gilbert Heebner, National Association of Economics Association
Business Economists Albert Sommers, The Conference Board

Robert C. Holland, Committee for Dudley Wallace, American Statistical
Economic Development Association

Stephan F. Kaliski, Canadian Economics Charles A. Walworth, American Institute
Association of Certified Public Accountants

Douglass C. North, Economic History
Association

Directors Emeriti

Arthur Burns Thomas D. Flynn Murray Shields
Emilio G. Collado Gottfried Haberler Boris Shishkin
Solomon Fabricant Albert J. Hettinger, Jr. Willard L. Thorp
Frank Fetter George B. Roberts Theodore O. Yntema



Relation of the Directors to the
Work and Publications of the
National Bureau of Economic Research

1. The object of the National Bureau of Economic Research is to ascertain and to present
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manner. The Board of Directors is charged with the responsibility of ensuring that the work
of the National Bureau is carried on in strict conformity with this object.

2. The President of the National Bureau shall submit to the Board of Directors, or to its
Executive Committee, for their formal adoption all specific proposals for research to be
instituted.

3. No research report shall be published by the National Bureau until the President has
sent each member of the Board a notice that a manuscript is recommended for publication
and that in the President's opinion it is suitable for publication in accordance with the
principles of the National Bureau. Such notification will include an abstract or summary of
the manuscript's content and a response form for use by those Directors who desire a copy of
the manuscript for review. Each manuscript shall contain a summary drawing attention to
the nature and treatment of the problem studied, the character of the data and their
utilization in the report, and the main conclusions reached.

4. For each manuscript so submitted, a special committee of the Directors (including
Directors Emeriti) shall be appointed by majority agreement of the President and Vice
Presidents (or by the Executive Committee in case of inability to decide on the part of the
President and Vice Presidents), consisting of three Directors selected, as nearly as may be,
one from each general division of the Board. The names of the special manuscript commit-
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and volumes issued as a result of various conferences involving the National Bureau shall
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review procedures required in this resolution. The Executive Committee of the Board is
charged with review of all such publications from time to time to ensure that they do not take
on the character of formal research reports of the National Bureau, requiring formal Board
approval.
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Preface

In early 1979 Martin Feldstein suggested that the general approach of
Mervyn King's Public Policy and the Corporation (1977) could be used to
compare effective marginal tax rates for several different countries. Since
the existing studies had employed different methods, thus making inter-
country comparisons hazardous, we decided to launch a study based on a
common method that might shed light on the significant economic differ-
ences among the tax systems in four major economies that have experi-
enced different degrees of economic success—the United States, the
United Kingdom, Sweden, and West Germany. In this book we report
the results of that enterprise, undertaken with the combined financial and
human resources of the National Bureau of Economic Research (NBER)
in Cambridge, Massachusetts, Institut fur Wirtschaftsforschung (IFO) in
Munich, West Germany, and the Industriens Utredningsinstitut (IUI) in
Stockholm, Sweden. In addition, we gratefully acknowledge financial
support from the National Science Foundation under grant numbers
SES791420 and SES8025404.

Our first meeting was held at NBER in August 1979. This meeting
included Helmut Laumer and Willi Leibfritz from IFO in Germany,
Gunnar Eliasson and Jan Sodersten from IUI in Sweden, Mervyn King
and John Flemming from Britain, and several United States economists
including Alan Auerbach, David Bradford, Larry Dildine, Martin Feld-
stein, Don Fullerton, Charles McLure, John Shoven, and Lawrence
Summers. Subsequent meetings were held in Stockholm, June 1980, in
Munich, November 1980, in Cambridge, August 1981, at the London
School of Economics, January 1982, and again in London, June 1982. We
received valuable comments and assistance from participants at each of
these meetings.

In particular, though all authors participated in writing the whole
manuscript, we would like to acknowledge the primary efforts made with
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respect to each chapter. The United Kingdom chapter was written pri-
marily by Mervyn King of the University of Birmingham and NBER, by
Michael J. Naldrett of the University of Birmingham and later of Prince-
ton University, and by James Poterba of Nuffield College, Oxford, and
NBER. We received invaluable assistance from E. B. Butler, R. M.
Elliss, J. King, and P. Penneck of the Inland Revenue, from R. I.
Armitage of the Central Statistical Office, and from J. S. Flemming and J.
Ryding of the Bank of England.

The chapter on Sweden was written primarily by Jan Sodersten of IUI
and the University of Uppsala and by Thomas Lindberg of IUI. We are
especially indebted to Villy Bergstrom, Goran Normann, Goran Raback,
and Rolf Rundfelt for valuable assistance and helpful comments. Con-
tributions were also made by participants of the research seminar of IUI
and by Ragnar Bentzel, Christen Herzen, Sven-Olof Lodin, Gustav
Sandstrom, and Leif Sundberg.

Primary authors of the chapter on Germany were Willi Leibfritz of IFO
and Julian Alworth of the Bank for International Settlements in Basel,
Switzerland. We are especially grateful to Heinz Ludwig of IFO for
research assistance. Other helpful comments and assistance were re-
ceived from Hans-Georg Jatzek, Robert Koll, Josef Korner, and Stephan
Teschner. We are also grateful for statistical help from Christa Bronny
and Christian Wagner, and from the Deutsche Bundesbank and the
Statistisches Bundesamt.

Don Fullerton was the primary author of the United States chapter,
though frequent assistance was provided by Yolanda K. Henderson. At
several points during our progress we received help from Alan J. Au-
erbach, Larry L. Dildine, Daniel Feenberg, Martin Feldstein, Barbara
M. Fraumeni, Roger H. Gordon, Dale W. Jorgenson, Lawrence B.
Lindsey, Charles E. McLure, John B. Shoven, Martin A. Sullivan,
Lawrence H. Summers, and William Vickrey.

Mervyn King had primary responsibility for the introductory chapters 1
and 2, and he began the computer programming with Michael Naldrett at
the University of Birmingham. Later computer work was undertaken at
Princeton University by Don Fullerton, Michael Naldrett, and Thomas
Kronmiller. Fullerton had primary responsibility for writing chapter 7;
tables for that chapter were drawn up by Thomas Kronmiller. David
Bradford, also at Princeton, and Don Fullerton contributed their efforts
as the primary authors of our concluding chapter. Particular mention
must be made of Don Fullerton's efforts to produce results for each
country from the Princeton computer according to a tight schedule.

Again, although we want to credit those responsible for each chapter,
we also wish to emphasize that this book is a joint product, not a
collection of separate papers. All authors participated in the drafting and
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redrafting of the manuscript and in the development of a common view
on how best to tackle the problem we set ourselves.

Finally, we would like to express our thanks for remarkable efficiency
and patience to those who typed various parts of the manuscript: Ingrid
Hensel, Alice Pattersson, Jenny Saxby, Judy Weinberger, Michael Wick-
ham, and Maja Woxen, and to Annie Zeumer of NBER for making life as
easy as possible for the authors. A last word of thanks must go to Randall
M0rck, who organized and shepherded the preparation of the final
manuscript.




