
 

Accepted Manuscript

Short-run and Long-run Effects of Capital Taxation on Innovation and
Economic Growth

Ping-ho Chen, Angus C. Chu, Hsun Chu, Ching-chong Lai

PII: S0164-0704(17)30019-8
DOI: 10.1016/j.jmacro.2017.07.002
Reference: JMACRO 2967

To appear in: Journal of Macroeconomics

Received date: 18 January 2017
Revised date: 5 July 2017
Accepted date: 7 July 2017

Please cite this article as: Ping-ho Chen, Angus C. Chu, Hsun Chu, Ching-chong Lai, Short-run and
Long-run Effects of Capital Taxation on Innovation and Economic Growth, Journal of Macroeconomics
(2017), doi: 10.1016/j.jmacro.2017.07.002

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service
to our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and
all legal disclaimers that apply to the journal pertain.

http://dx.doi.org/10.1016/j.jmacro.2017.07.002
http://dx.doi.org/10.1016/j.jmacro.2017.07.002


ACCEPTED MANUSCRIPT

ACCEPTED M
ANUSCRIP

T

Short-run and Long-run Effects of Capital Taxation
on Innovation and Economic Growth

Ping-ho Chen

Department of Economics, National Cheng Chi University, Taiwan

Angus C. Chu

China Center for Economic Studies, School of Economics, Fudan University, Shanghai,

China

Hsun Chu

Department of Economics, Tunghai University, Taiwan

Ching-chong Lai

Institute of Economics, Academia Sinica, Taiwan

Department of Economics, National Cheng Chi University, Taiwan

Institute of Economics, National Sun Yat-Sen University, Taiwan

Department of Economics, Feng Chia University, Taiwan

July 2017

Abstract

In this study, we examine the effects of capital taxation on innovation and economic

growth in an R&D-based growth model. We find that capital taxation has drastically

different effects in the short run and in the long run. An increase in the capital income

tax rate has both a consumption effect and a tax-shifting effect on the equilibrium

growth rates of technology and output. In the short run, the consumption effect domi-

nates the tax-shifting effect causing an initial negative effect of capital taxation on the

equilibrium growth rates. However, in the long run, the tax-shifting effect becomes the

dominant force yielding an overall positive effect of capital taxation on steady-state

economic growth. These contrasting effects of capital taxation at different time hori-

zons may provide a theoretical explanation for the mixed evidence in the empirical

literature on capital taxation and economic growth.
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