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		Abstract

		The goal of this brief note is to clarify the role of deferral in income taxation by introducing a distinction between pure deferral and counterparty deferral.  Pure deferral (such as a current deduction for a capital expenditure) is equivalent to an interest-free loan from the government and, under certain assumptions, to a tax exemption for investment income.  Counterparty deferral (such as qualified or nonqualified deferred compensation) shifts taxation of investment income to another party or account, so the advantage depends on the counterpartyâ€™s tax rate.  Failure to understand these relationships can lead to erroneous conclusions.  For example, it is sometimes said that capital gain property will suffer a tax disadvantage if placed in a qualified retirement account because the gain will be subject to full ordinary rates on withdrawal.  Similarly, deferral of the employerâ€™s deduction is often said to offset the benefit of deferring an employeeâ€™s inclusion of nonqualified deferred compensation.  The note demonstrates that both of these statements are erroneous under standard assumptions. 
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