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Effective t~x rat9s, when n=lr are sama as the nominal tax rate, i.e. 60%. 
s~t when n~so~ here an: tffect1ve rates: 
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Two conclusio~s follow. 
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1. T~e ben~fit of tax-d2ferral is regressive as among rates of gain. A 
lower rat~ of gafo11 e.g. 1%~ has a higher effective rate than a higher, e.g. 30%. 
Th~ effective rate on a 1% g~in is 90% of the nominal rate; the effective ~ate on 
20% is 18% of the nominal rate; a11d on 30%;; or.ly 7% of the nominal r·ate. 

2. Ii'lflation steepens the gradient of bias in favor of s1ower paybacks. 
This is because inflation raises the va1u2 of i~ measured in current$. 

Indeed, in the absence of inflat~on~ the present problem would not be very 
serious, relative to other tax loopholes. But inf1ation at 10% or 15% yearly 
raises all nominal yields and profitss ii.nd shifts us fromJ sayt the 5% tolumn to 
the 20% co·i umn. 
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