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Investment, Volume 3
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Dale W. Jorgenson and Kun-Young Yun

This book presents a comprehensive treatment of the cost-of-capital approach for analyzing the eco-
nomic impact of tax policy. This approach has provided an intellectual impetus for reforms of capital
income taxation in the United States and around the world. The cost of capital and the marginal effective
tax rate are combined with estimates of substitution possibilities by businesses and households in analyzing
tax and spending programs.

Studies of the economic impact of tax policies have taken two forms. First, the cost of capital has been
incorporated into investment functions in macroeconomic models, which are used to model the short-
run responses to tax policy changes. Second, the cost-of-capital approach has been integrated into applied
general-equilibrium models used in evaluating the long-run economic effects of tax reforms.

The cost-of-capital approach suggests two avenues for tax reform. One would retain the income tax base of the
existing U.S. tax system, but would equalize tax burdens on all forms of assets as well as average and
marginal tax rates on labor income. The other would substitute consumption for income as a tax base,
while equating average and marginal tax rates on labor income.

Available • 6 x 9 • 504 pp. • $60.00 cloth • 0-262-10091-6

“Understanding how taxes affect corporate investment decisions is one of the most important, yet one of the most difficult, questions
in applied economics.  Dale Jorgenson’s ongoing research on this topic stands as a how-to guide for applied economists in any
field.  It shows how theory and data analysis can come together to generate critically important insights on policy issues.”

Dale W. Jorgenson is Frederic Eaton Abbe Professor of Economics at Harvard University.
Kun-Young Yun is Professor of Economics at Yonsei University, Korea.

—James M. Poterba, Mitsui Professor of Economics, MIT

“The most rigorous analysis available of tax reform, the cost of capital, and economic growth.  A must-read for serious partici-
pants in the reform debate.”

—Michael J. Boskin, T. M. Friedman Professor of Economics and Hoover Institution Senior Fellow, Stanford University;
former Chairman, Council of Economic Advisers

“The last word on the important subject of capital taxation and growth.  Belongs in the library of every economist interested in
the aggregate U.S. economy.”

—Robert E. Hall, McNeil Professor of Economics and Hoover Institution Senior Fellow, Stanford University

Lifting the Burden: Tax Reform, the Cost of Capital, and U.S. Economic Growth
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“Dale Jorgenson’s Cost of Capital launched a revolution in macroeconomic theory by applying microeconomic rea-
soning about firms and individuals to macroeconomic issues.  Capital Theory and Investment Behavior collects all of
Jorgenson’s seminal works in one volume.  It is a book that serious students of both micro- and macroeconomic theory
should want to own.”
—Lawrence H. Summers, President of Harvard University; former Secretary of the Treasury

Praise for Investment, Vol. 1, Capital Theory and Investment Behavior:

Praise for the author:

“This is a testament to a brilliant career devoted to applying serious economic theory and econometric methods to the
analysis of real-world problems and policy issues.  Jorgenson’s work on tax policy and the cost of capital has been
tremendously influential in the thinking of professional economists on tax policy, both in the United States and
around the world.  This volume is essential reading for anyone interested in the development, evolution, and current
application of economic thinking on tax policy and the cost of capital.”

Praise for Investment, Vol. 2, Tax Policy and the Cost of Capital:

—Michael J. Boskin, T. M. Friedman Professor of Economics and Hoover Institution Senior Fellow,
Stanford University; former Chairman, Council of Economic Advisers

1996 — 468 pp. — $60.00 — 0-262-10057-6

Investment, Volume 2

Tax Policy and the Cost of Capital

Investment, Volume 1

1996 — 512 pp. — $60.00 — 0-262-10056-8

Capital Theory and Investment Behavior

“Dale Jorgenson . . . is preeminently the master of the territory between economics and statistics, where both have to
be applied to the study of concrete problems.  His prolonged exploration of the determinants of investment spending,
whatever its ultimate lessons, will certainly long stand as one of the finest examples in the marriage of theory and
practice in economics.”
—John Bates Clark Medal citation by the American Economic Association
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