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almost 20 years ago by the Tax Reform Act of 1986 was tax neutrality -- the idea that economic
efficiency and economic welfare are promoted if the distorting impact of taxes on business and
other economic decisions is minimized. Based on this principle, the 1986 act broadened the tax base
and reduced statutory tax rates set forth by the tax code. In time, however, the underlying thrust of
tax policy has changed. Rather than neutrality and efficiency, recent business tax legislation has
been guided more by a concern for promoting investment and capital formation, and by attention
to the perceived impact of taxes on the ability of U.S. firms to compete with foreign companies.
Further, recent interest in fundamental tax reform has been partly stimulated by these same
concerns for capital formation and competitiveness. As 2005 closes, business tax policy is thus
potentially at a crossroads, and it is useful to take stock of where the system stands, the economic
effects it is known to have, and the principal options...
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