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• Summary
• Macroeconomic analysis of raising the corporate income tax rate from 21% to 28%
• Problems with raising the corporate income tax rate now, as the economy struggles to
emerge from a recession
• The distribution of the burden of the corporate income tax
• How does the US corporate tax rate and corporate tax revenue compare to those in
the OECD and BRIC
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Summary
• Macroeconomic analysis

• The Biden administration has proposed raising the corporate income tax rate from 21% to

28% as part of a larger set of tax and spending proposals.
• The spending proposals include funding infrastructure and other potentially productivity
enhancing activities.
• This study focuses on the macroeconomic effects of the proposed increase in the corporate
income tax where some of the revenue raised is used to pay for infrastructure or other
potentially productivity enhancing public investments.
• The study finds that even when 75% of the revenue raised is used to fund productivity
enhancing public investments, GDP, private investment, labor income and jobs decline.
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Summary (continued)
• Problems with raising the corporate tax now, as the economy is in or just emerging

from a recession
• Tax cuts, not tax increases, are typically seen as the appropriate response to an economic
downturn.
• While the economy appears to be recovering, that recovery remains fragile.
• Some sectors continue to have significant dislocation in their labor markets (e.g., retail,
leisure and hospitality).

• Who pays the corporate income tax?

• Economists generally agree that workers pay a substantial share of the burden of the

corporate income tax, ranging between 20% and 75% depending on the study.
• This analysis finds that about 1/3 of the burden of the corporate tax is shifted onto labor
because labor income declines even when paired with spending on infrastructure.
• While the corporate income tax is progressive, disproportionately borne by upper income
households, much of the burden is on families with incomes well below $400,000, casting
doubt on the Biden administration’s claim that its proposed tax increase would not affect
such families.
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Summary (continued)
• Comparison of corporate tax rates across countries

• Prior to the Tax Cut and Jobs Act (TCJA) the US had a relatively high corporate tax rate.
• After the TCJA lowered the federal rate to 21%, the US has a corporate tax rate that is about

average for OECD countries
• Raising the federal tax rate to 28% would leave the US with one of the highest tax rates in the
world.
• In addition to the macroeconomic problems discussed above, this might add to the incentive
for profit shifting and inversions. It also might discourage investment in the US in favor of
investment in foreign countries. These were problems in the past when the US had a
relatively high corporate tax rate.
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Summary (continued)
• Comparison of corporate revenues as a share of GDP across countries

• The US corporate tax is about 1% of GDP, below the 3.2% average for the OECD.
• Historically, the US has collected corporate tax revenue that is below the average of OECD
countries. One important reason for this is that the US has a larger pass-through business
sector than do most other OECD countries.
• The Tax Cut and Jobs Act (TCJA) lowered corporate income taxes by design, as a reflection of
intended tax policy. This effect was dramatic in 2017 and 2018. However, the size of the tax
cut fades over time, e.g., because of phase out of 100% bonus depreciation through 2026.
• A comparatively low tax to GDP ratio for the US is not in and of itself indicative of a problem.
The US should design tax policy to promote the goals of simplicity, equity, efficiency and
growth. It should not merely mimic the policies of its neighbors.
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Macroeconomic analysis
of raising the corporate
income tax rate from 21%
to 28%
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Summary of results
• Even when a substantial portion of the tax revenue raised is assumed to be spent on
productivity enhancing public investments, the increase in the corporate tax rate
lowers GDP, investment, labor income and jobs in the short run and long run.
• When 75% of the revenue is used to fund productivity enhancing public investments, GDP

falls by about 0.32% or $72 billion annually and the loss in annual labor income is equivalent
to losing over 700,000 jobs.

• The economic losses accumulate over time as the tax increase’s effects accumulate.
• The losses are larger, the smaller the percentage of revenue used to fund productivity

enhancing public investments.
• The analysis finds that labor bears about 1/3 of the burden of the corporate tax
revenue increase, a share consistent with the views of some other economists. This
share is not materially affected by the extent to which revenue is allocated to
productivity enhancing public investment.
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Scope of analysis
• This analysis estimates the macroeconomic impact of increasing the US corporate

income tax rate from 21% to 28% in combination with increased “infrastructure
spending” as proposed by the Biden administration.1
• Revenue from a policy change must be used in some way, whether it is to fund tax
decreases, spending increases, deficit reduction, or a combination thereof; this
analysis includes four scenarios:
• Use 100% of the revenue raised from the corporate income tax rate increase to fund
government transfers; these transfers do not increase the productive capacity of the United
States
• Use 25%/50%/75% of the revenue raised from the corporate income tax rate increase to
fund productivity enhancing public investments (e.g., infrastructure) and the rest to fund
non-productivity enhancing transfers.2

• Estimates are produced using the EY Macroeconomic Model of the US Economy. This

model is similar to some of the models used by the JCT and Treasury to analyze tax
policy changes.

1 See,

e.g., U.S. Department of the Treasury, The Made in America Tax Plan, April 2021; and The White House, Fact Sheet: The American Jobs Plan, March 31, 2021.
Views differ on the extent to which the Biden administration’s $2.7 trillion (as amended) of proposed spending would be on productivity enhancing activities. Some Republicans say it as low as 5% to
7% (Geoff Colvin, “How much infrastructure in Biden’s infrastructure plan?” Fortune, April 6, 2021), The Penn Wharton Budget Model assumes that over 75% is potentially productivity enhancing, but
the extent of the productivity gain varies across programs (Penn Wharton Budget Model, “President Biden’s $2.7 trillion American Jobs Plan: Budgetary and Macroeconomic Effects,” April 7, 2021).
The 0% to 75% range spans the range discussed by others.

2
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Modeling approach
• This analysis uses the EY Macroeconomic Model of the US Economy to estimate the

macroeconomic impacts of increasing the corporate income tax rate to 28%
• The model used for this analysis is similar to those used by the Congressional Budget Office,

Joint Committee on Taxation (JCT), and US Treasury Department; key model parameters are
generally from JCT1
• The corporate income tax rate increase is modeled as a change in the cost of capital and the
EY Macroeconomic Model of the US Economy then simulates how households and
businesses would respond to such a policy shock
• An increase in the corporate income tax rate will generally raise the cost of capital and
reduce new investment in the United States; with less investment there is less capital
available for each worker to work with, labor productivity falls, and the wages are lower than
they would otherwise be. Ultimately, Americans’ standard of living would decline

1 See,

for example, Jaeger Nelson and Kerk Phillips, (2019), “Macroeconomic Effects of Reducing OASI to Payable Benefits: A Comparison of Seven Overlapping Generations Models,” National Tax
Journal 72(4), pp. 671-692. Key model parameters are generally from Joint Committee on Taxation, “Macroeconomic Analysis of the Conference Agreement for H.R. 1, The ’Tax Cuts and Jobs Act,’ ”
December 22, 2017 (JCX-69-17).
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Macroeconomic impact of increasing corporate income tax rate to
28%

Scenario 1:

2022-31

Long run

-0.3%
0.3%
-2.4%
-0.3%
-0.3%

-0.4%
-0.3%
-0.9%
-0.8%
-0.6%

GDP
Consumption
Investment
Private capital
Labor income

Increase corporate income tax
rate to 28%, revenue funds
Annual impacts relative to 2021 US economy
gov’t transfers
GDP ($bil)
GDP per household ($)
Job equivalents (thousands)

Scenario 2:
Increase corporate income tax
rate to 28% with productive
spending (25% of revenue
funds productive
infrastructure; outside of
budget window public capital
expenditures maintain total
factor production (TFP)
increase)
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-55
-365
-400

-90
-610
-845

2022-31

Long run

-0.3%
0.3%
-2.4%
-0.3%
-0.3%

-0.4%
-0.3%
-0.9%
-0.8%
-0.5%

GDP
Consumption
Investment
Private capital
Labor income
Annual impacts relative to 2021 US economy
GDP ($bil)
GDP per household ($)
Job equivalents (thousands)
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-55
-360
-395

-85
-565
-820

Macroeconomic impact of increasing corporate income tax rate to
28% (continued)
Scenario 3:

2022-31

Long run

-0.2%
0.3%
-2.5%
-0.3%
-0.3%

-0.4%
-0.3%
-0.8%
-0.8%
-0.5%

GDP
Consumption
Investment
Private capital
Labor income

Increase corporate income tax
rate to 28% with productive
spending (50% of revenue
funds productive
Annual impacts relative to 2021 US economy
infrastructure; outside of
GDP ($bil)
budget window public capital
GDP per household ($)
expenditures maintain TFP
Job equivalents (thousands)
increase)

Scenario 4:
Increase corporate income tax
rate to 28% with productive
spending (75% of revenue
funds productive
infrastructure; outside of
budget window public capital
expenditures maintain TFP
increase)
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-55
-345
-395

-80
-515
-770

2022-31

Long run

-0.2%
0.3%
-2.5%
-0.3%
-0.3%

-0.3%
-0.2%
-0.8%
-0.7%
-0.5%

GDP
Consumption
Investment
Private capital
Labor income
Annual impacts relative to 2021 US economy
GDP ($bil)
GDP per household ($)
Job equivalents (thousands)
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-50
-335
-395

-70
-470
-730

Caveats and limitations
•

Any modeling effort is only an approximate depiction of the economic forces it seeks to represent, and the economic model
developed for this analysis is no exception. Although various limitations and caveats might be listed, several are particularly
noteworthy.
• Estimated macroeconomic impacts based on stylized depiction of US economy. The general equilibrium model used for this analysis

•

•

•
•
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is, by its very nature, a stylized depiction of the US economy. As such, it cannot capture all of the detail of the US economy or the
existing US tax system.
Macroeconomic estimates are sensitive to the particular way that tax revenue is used. Because of the government’s budget
constraint, it is not possible to separate entirely the impact of a given tax increase from the impact of the use of the revenues it may
generate. Revenue raised in this analysis must be used in some way and how the revenue is used can affect the estimated impacts.
Typical uses of the revenue in analyses like this have included deficit reduction, government spending or transfer increases, tax
reductions, or a combination thereof. This analysis reports results for four assumptions: an increase in government transfer spending
that does not enhance productivity then 25%/50%/75% of revenue used for productivity enhancing investments and the rest for
transfers. This range seems broadly representative of the range that has been asserted or assumed by other groups for the allocating
the $2.7 trillion spending in the American Jobs Plan or the spending in its predecessors. Assuming other uses of the revenue could
produce different results than those obtained in this analysis.
Full employment model. The EY Macroeconomic Model of the US Economy, like many general equilibrium models, focuses on the
longer-term incentive effects of policy changes. It also assumes that all resources throughout the economy are fully employed; that is,
there is no slackness in the economy (i.e., a full employment assumption with no involuntary unemployment). Any increase in labor
supply is a voluntary response to a change in income or the return to labor that makes households choose to substitute between
consumption and leisure.
Estimated macroeconomic impacts limited by calibration. This model is calibrated to represent the US economy and then forecast
forward. However, because any particular year may reflect unique events and also may not represent the economy in the future, no
particular baseline year is completely generalizable.
Estimates are limited by available public information. The analysis relies on information reported by government agencies (primarily
the Bureau of Economic Analysis and Internal Revenue Service). The analysis did not attempt to verify or validate this information using
sources other than those described in this appendix.
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Caveats and limitations (continued)
•
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Stylized modeling of productivity-enhancing infrastructure spending. The productivity increases included in the productivityenhancing government spending scenarios are consistent with estimates of productivity found in the economic literature on public
infrastructure. Our approach is to impose productivity increases that are consistent with those found in the literature on the effects of
increases in the stock of public capital, such as roads, bridges, and other types of public infrastructure. There is no consensus in the
academic literature on the responsiveness of private output with respect to changes in the stock of public capital. However, this report
is consistent with the Congressional Budget Office’s review of the academic literature and related analysis that estimated a 1% increase
in public capital would be associated with an increase in private output of between 0.04% and 0.09% in the long run. The moderate
increase in productivity scenarios are calibrated such that a 1% increase in public capital is associated with a 0.065% increase in private
output. This is the center of the 0.04% and 0.09% range. See Congressional Budget Office, The Macroeconomic and Budgetary Effects of
Federal Investment, June 2016.
Depending on the specifics of a policy proposal, the effects could be significantly different than those reported in this analysis. That is,
specific policy proposals could result in differences in the overall magnitude of the impact, the adjustment costs associated with the
investment, and the sector-specific impact resulting from the investment. Overall, the results of this analysis should be viewed as
illustrative of the potential impact of a stylized increase in productivity associated with government spending. Any specific policy
proposal should be explicitly modeled to examine its economic impact.
An additional area of uncertainty is the time horizon in which funding for public infrastructure investment is spent and when this public
infrastructure investment, in turn, impacts productivity in the private sector. Specifically, while public infrastructure can generally be
used and impact the productivity of the private sector once it is built, large increases in federal infrastructure can be subject to
significant delays. For example, in the aftermath of the American Recovery and Reinvestment Act of 2009, less than 10% of
infrastructure funds had been spent by the end of fiscal year 2009. This analysis assumes that investment in public infrastructure is
spent ratably over four years. See Congressional Budget Office, “Policies for Increasing Economic Growth and Employment in 2012 and
2013,” Testimony/statement by Douglas W. Elmendorf, CBO Director, November 15, 2011.
There is also uncertainty surrounding how spending policy will evolve outside of the 10-year budget window. This analysis assumes that
productivity-enhancing spending will continue at the level necessary to maintain the increase in productivity obtained by the end of the
10-year budget window. That is, the increase in productivity obtained by the end of the 10-year budget window is assumed to be
maintained permanently.

Economic considerations for raising the top US corporate income tax rate

Problems with raising the
corporate income tax rate
now, as the economy
struggles to emerge from
a recession
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Problems with raising the corporate income tax rate during or
emerging from a recession
• The Great Depression may provide a sobering object lesson on the dangers of raising taxes in a

recession.
• The tax increases between 1929 and 1932 are credited by some with helping to turn a recession into a
depression, as are the Smoot-Hawley tariffs (another tax increase), even though the prevailing view is that
fundamentally the Great Depression was caused by a combination of ill-advised monetary policy and a fall
in aggregate demand.1

• There remains a widespread view that the US economy is not yet out of the danger zone. It

would be imprudent to raise taxes in an economic environment that remains uncertain.
• A majority of Americans (58%) rated the economy negatively in a recent Washington Post/ABC New poll.

That view has not changed since late September.2
• While the recent economic news is clearly positive (e.g., 6.4% growth in the 1st quarter), the Wall Street
Journal notes that there remains substantial uncertainly about the outlook for the rest of the year: “In the
past year, economists have alternated between excessive optimism and pessimism. Vaccine hesitancy,
faster-spreading virus variants or the potential drag from a lagging overseas economy could yet undercut
growth this year.”3

Mark J. Perry, (2008), “Lessons from the Great Depression and One of the Biggest Tax Hikes in U.S. History,” Seeking Alpha, https://seekingalpha.com/article/105002-lessons-from-the-greatdepression-and-one-of-the-biggest-tax-hikes-in-u-s-history (Accessed November 10, 2008); Chris Edwards (2005),“The Government and the Great Depression, Tax and Budget Bulletin, Cato Institute
No. 25; Ellen R. McGrattan, (2011), “Capital Taxation During the U.S. Great Depression,” Federal Reserve Bank of Minneapolis Research Department Staff Report 451; Milton Friedman and Anna
Jacobson Swartz. (2008), The Great Contraction, 1929-1933, Princeton University press; Robert Whaples, (March 1995). “Where Is There Consensus Among American Economic Historians? The Results
of a Survey on Forty Propositions,” The Journal of Economic History, pp. 139-154.
2 Dan Baltz et al. (April 2021), “Narrow Majority Approve of Biden”, The Washington Post, p. 1 and 10.
3 Gwynn Guilford and Anthony DeBarros, “With Economy Poised for Best Growth Since 1983, Inflation Lurks,” The Wall Street Journal, April 11, 2021. https://www.wsj.com/articles/with-economypoised-for-best-growth-since-1983-inflation-lurks-11618149601 (Accessed April 11, 2021).
1
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Problems with raising the corporate income tax rate during or
emerging from recession (continued)
• Basic Keynesian economics counsels lowering taxes and raising spending during a recession.

Raising revenue by raising the corporate tax rate runs directly counter to this standard
prescription.
• The Congressional Budget Office, Congressional Research Service, and the Tax Policy Center point to tax
cuts, not tax increases, as the ways to stimulate the economy, as required in recession.1

• Both Democrats and Republicans agree that taxes should not be raised in a downturn. For

example, Mitt Romney counseled against doing this in his 2012 presidential campaign and
President Obama famously rejected tax increases during the 2009 recession.2 As did Senator
Grassley recently. Even Treasury Secretary Yellen agrees that taxes should not be raised until the
pandemic has been dealt with.3
• In the current environment, there is a widely held view that deficit finance is an appropriate way
fund desirable government spending, in part because interest rates are so low.4 There is no need
to raise taxes to fund that spending.
1Tax

Policy Center, “How do taxes affect the economy in the short run?” June 2019. https//www.taxpolicycenter.org/briefing-book/how-do-taxes-affect-economy-short-run (Accessed June 20, 2019);
Congressional Research Service, “Fiscal Policy Considerations for the Next Recession,“ Congressional Research Service Report R45780, June 20, 2019; Congressional Budget Office, Options for
Responding to Short-Term Economic Weakness, January 2008.
2 Timothy Noah, (2012), “You Don’t Raise Taxes in a Recession,” The New Republic, October 5, 2012.
3 Naomi Jagoda et al., “Yellen Champions Big Spending at Confirmation Hearing,” The Hill, January 19, 2021.
4 This view is most prominently associated with Jason Furman and Lawrence Summers, see, for example, Jason Furman and Lawrence H. Summers, “A Reconsideration of Fiscal Policy in the Era of Low
Interest Rates,” November 30, 2020. https://www.piie.com/system/files/documents/furman-summers2020-12-01paper.pdf. (Accessed November 20, 2020). See also Paul Krugman, “Time To
Borrow,” The New York Times, August 8, 2016. https://www.nytimes.com/2016/08/08/opinion/time-to-borrow.htm (Accessed August 8, 2016); Paul Krugman, “Return of the Phony Deficit Hawks,”
The New York Times, December 19, 2020. https://www.nytimes.com/2020/12/17/opinion/coronavirus-stimulus-deficit.html. (Accessed December 18, 2020); David Wessell, “How much should we
worry today about the rising federal debt,” December 14, 2020. https://www.brookings.edu/opinions/how-much-should-we-worry-today-about-the-rising-federal-debt/. (Accessed December 14,
2020).
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Problems with raising the corporate income tax rate during or
emerging from recession (continued)
• Frequent changes in basic tax parameters, such as the corporate tax rate, make it difficult for

business to plan for the future. Tax policy should be as stable as possible.1 Raising the corporate
tax rate now after lowering it three years ago may create needless uncertainty about tax policy.
Raising the rate seems especially damaging now because deficit financing seems a feasible
option.
• A temporary economic crisis should not be used as an excuse to pursue an economic policy that
may have deleterious long-term effects on economic performance. From the perspective of
economic performance and growth, increases in the corporate income tax is among the least
attractive policies.2

AICPA. (2017). “Guiding Principles of Good Tax Policy: A Framework for Evaluating Tax Proposals.” https://www.aicpa.org/ADVOCACY/TAX/downloadabledocuments/tax-policy-concept-statementno-1-global.pdf
2 Asa Johansson, Christopher Heady, Jens Arnold, and Laura Vartina. (2008). “Tax and Economic Growth.” OECD Economics Department Working Paper No. 620, July 11, 2008;
Jane G. Gravelle, “International Corporate Tax Rate Comparisons and Policy Implications,” Congressional Research Service, January 6, 2014. https://fas.org/sgp/crs/misc/R41743.pdf; Alan J. Auerbach,
Michael P. Devereux, and Helen Simpson, “Taxing Corporate Income,” NBER Working Paper No. 14494, November 2008. http://www.nber.org/papers/w14494; Eric Toder and Alan D. Viard, “A
Proposal
to
Reform
the
Taxation
of
Corporate
Income,”
Tax
Policy
Center,
Urban
Institute
&
Brookings
Institution,
June
2016.
https://www.taxpolicycenter.org/sites/default/files/alfresco/publication-pdfs/2000817-a-proposal-to-reform-the-taxation-of-corporate-income.pdf.
1
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Problems with raising the corporate income tax rate during or
emerging from recession (continued)
• Even though the economy is showing signs of recovering, that recovery is still in its nascent

stages. For example, counting those who are unemployed and those who have abandoned the
search for employment, about 8.5 million more Americans are out of work today than were
before the pandemic.1 In addition, the Bureau of Labor Statistics’ employment report for April
suggested an uncertain pace of economic recovery: economists expected about 1 million new
jobs bout only 266,000 were created.2
• Increasing taxes could be especially harmful for industries, such as leisure and hospitality, including

restaurants, that are struggling to recover.
• While retail as a whole has been recovering, some segments are struggling. Food services and drinking
places have sales below those in February of 2020. Electronics and appliance stores, food and beverage
stores, and health and personal care stores, are recovering at a below average rate for the sector.3
Furthermore, retail’s future performance may decline as the current round of stimulus induced spending
wears off.

Jerome Powell, “Interview by Scott Pelley,” CBS News, 60 Minutes, 11 April 2021 [Online] Available at: www.cbsnews.com/news/60-minutes-jerome-powell-federal-reserve-economy-update-202104-11/ .
2 Sarah Chaney Cambon and Gwynn Guilford, “U.S. Employers Added 266,000 Jobs in April as Hiring Slowed,” The Wall Street Journal, Updated May 7, 2021.
3 US Census data cited in weekly US Economic Conditions and Outlook slide deck, EY’s Quantitative Economics and Statistics (QUEST) Group, April 23, 2021.
1
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The distribution of the
burden of the corporate
income tax
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Who bears the burden of the corporate income tax, workers or
capital owners?
• Nearly all economists and policy analysts agree that workers bear a substantial share of the

burden of the corporation income tax.
• An increase in the corporate income tax rate reduces the incentive to save and invest. As
investment falls, workers have less capital with which to work, which makes them less
productive and so lowers labor earnings. In this way, part of the burden of the corporate income
tax is shifted onto workers in the form of lower earnings.
• Initially, an increase in the corporate tax is paid by corporate shareholders in the form of lower after-tax
profits.
• Lower after-tax corporate profits reduce the incentive to produce in corporate industries. Consequently,
capital and other resources shift out of the corporate business sector into the rest of the economy. This
shift depresses returns in the pass-though sector so that all owners of capital, not just corporate
shareholders, bear part of the burden of the tax.
• Lower investment returns throughout the economy discourage investment generally which shifts some of
the burden of the tax onto workers.
• It can take time for resources to shift across sectors and for the stock of capital to contract.
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Who bears the burden of the corporate income tax, workers or
capital owners? (continued)
• Estimates of the share of the tax shifted onto labor vary widely. Although there are outliers,

plausible estimates range between 20% and 75%.1
• One thorough review of economic studies concluded that it is reasonable to assume that about
40% of the tax is shifted onto labor.2
• The Tax Policy Center and the US Treasury assume that about 20% of the tax is shifted onto
labor.3
• The Joint Committee on Taxation, the group that is responsible for doing the distributional tables
used by Congress, assumes that about 25% of the tax is shifted onto labor.4

Stephen J. Entin, “Labor Bears Much of the Burden of the Cost of the Corporate Tax,” Tax Foundation Special Report No. 238, October 2017, and Jane G. Gravelle, “Corporate Tax Reform: Issues for
Congress,” Congressional Research Service, September 22, 2017, offer reviews with differing perspectives. While the range here is intended to be suggestive, the US Treasury assumes 20% of the
burden is shifted onto labor (Julie Anne Cronin et al., (2013), “Distributing the Corporate Income Tax: Revised US Treasury Methodology,” National Tax Journal, Vol. 66, No. 1, pp. 239-62) while other
research estimates that 71% of the burden might be shifted onto labor (William Randolph, “International Burdens of the Corporate Income Tax,” CBO Working Paper 2006-09, August 2006).
2 Jennifer Gravelle (2013), “Corporate Tax Incidence: Review of General Equilibrium Estimates and Analysis”, National Tax Journal, Vol 66, No.1, pp. 185-214.
3 Tax Policy Center, (2020), “Who Bears the Burden of the Corporate Tax?” Tax Policy Center Briefing Book, https://www.taxpolicycenter.org/briefing-book/who-bears-burden-corporate-income-tax;
Julie Anne Cronin et al. (2013), “Distributing the Corporate Income Tax: Revised US Treasury Methodology,” National Tax Journal, Vol. 66, No. 1, pp. 239-62.
4 Joint Committee on Taxation, Modeling the Distribution of Taxes on Business Income, (JCX-14-13), October 16, 2013.
1
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Distribution of the corporate tax by income
• Conventional calculations suggest that the distribution of the burden of the corporate tax is
progressive, i.e., is disproportionally borne by those at the top of the income distribution.
• This is because those at the top earn a disproportional share of both labor and capital income
and hold a disproportional share of wealth.
• The US Treasury’s distributional analysis allocates 10% of the burden to families in the 80th-90th
income decile and 72% to families in the top income decile. The top 0.1 percent of families bear
nearly 30% of the burden.1
• While the burden of the tax is progressive, nonetheless the tax is not borne only by millionaires.
• The 80th percentile of the income distribution starts at a family income of $86,481 and the
90th percentile at $123,716.
• This casts doubt on the claim that the Biden administration’s proposed tax increases -- which
include an increase in the corporate tax rate from 21% to 28% -- will not impose a burden on
families with incomes below $400,000.2

1
2

US Department of the Treasury, Office of Tax Analysis, Table: Distribution of Families, Cash Income, and Federal Taxes under 2019 Current Law, April 18, 2018.
Leonard E. Burman, “President Biden’s No Tax Hike Pledge Problem,” Tax Vox, The Tax Policy Center, March 24, 2021.
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How does the US
corporate tax rate and
corporate tax revenue
compare to those in the
OECD and BRIC
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Corporate income tax rates of major economies: US, OECD and
BRIC, 2020
India
United States (pre- TCJA)
Brazil
US with 28% federal rate
France
Mexico
Australia
Germany
Japan
US with 25% federal rate
Italy
OECD GDP weighted average
Korea
Canada
United States (post- TCJA)
China (People's Republic of)
Spain
Netherlands
OECD average
Turkey
Sweden
Switzerland
Russia
United Kingdom
Ireland

•
•
•

48.3%
39.0%
34.0%
32.5%
32.0%
30.0%
30.0%
29.9%
29.7%
29.7%
27.8%
27.7%
27.5%
26.8%
25.9%
25.0%
25.0%
25.0%
23.5%
22.0%
21.4%
21.1%
20.0%
19.0%
12.5%

The US tax rate is about average compared to OECD countries and BRIC
Raising the US federal rate to 25% would push the US substantially above the OECD average rate.
A federal rate of 28% would give the US one of the highest corporate tax rates in the world and higher than any other OECD country.

Tax rates include both national and subnational statutory corporate income taxes.
OECD average excludes the US. The GDP weighted average is calculated as the sum of each country’s tax rate multiplied by the share of that country’s GDP in total OECD GDP. BRIC is Brazil, Russia,
India, and China.
Countries chosen to be reflective of rates in the OECD with an emphasis on US trading partners.
Source: Organization for Co-operation and Development (OECD), EY analysis.
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Statutory corporate tax rates1 1981 to 2020: US, OECD, and BRIC

Combined national and subnational top
corporate tax rate
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•
•
•
•
•
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Following TRA86’s cut in the US corporate tax rate, rates in other OECD countries began to fall.
Although the US rate remained essentially constant, while OECD rates fell, the US rate remained below the OECD average until 1999.
Between 2000 and 2017, rates continued to fall in OECD countries while the US rate stayed constant and exceeded the OECD average. The relatively high
US corporate income tax rate provided an incentive for inversions and profit shifting and discouraged investment in the US.3
The TCJA lowered the US federal rate to 21% which gave the US a rate approximately equal to the OECD and BRIC averages.
A 25% or 28% federal rate would push the US well above the OECD and BRIC averages.

Tax rates include national and subnational statutory corporate income taxes. Averages are weighted by exchange rate adjusted nominal GDP. OCED average includes only countries that were OECD
members from 1981 through 2020. BRIC is Brazil, Russia, India and China. Source: Organization for Co-operation and Development (OECD), EY analysis.
2 Combined national and subnational rates with national rates of 28% and 25%, respectively.
3 For an overview of problem with US business taxation prior to the TCJA, see: US Department of the Treasury, The Case for Responsible Business Tax Reform, A Report by the US Department of the
Treasury’s Office of Tax Policy, January 2017.
1
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Corporate Income Tax Relative to GDP: US Compared to OECD
Countries in 2018
• As a share of GDP, the corporate income tax burden is much smaller in the US than in other developed
countries

•
•

US: Corporate income taxes represent about 1% of GDP1
OECD (excluding the US): Corporate income taxes represent about 3.2% of GDP

• The ratio of corporate tax to GDP has been lower in the US than in the OECD since 1990. This relationship is
not new and is not due to the Tax Cut and Jobs Act.
• There are four traditional reasons for the low US corporate tax relative to GDP
•
•

The overall tax burden in the US is much lower than in other countries,
• US: Total federal, state and local taxes are about 24% of GDP
• OECD (excluding the US): Total taxes are about 34% of GDP
The pass-through business sector is larger in the US than in other developed countries. Taxes on pass through businesses are
counted as individual income taxes in the US.
• Pass through businesses account for about 50% of all business income in the US, but on average only about 25% for a sample of
OECD and G20 countries.2

•

Historically, the US has taken a smaller share of corporate profits as tax than have other OECD and developed countries.3
This reflects in part differing views on the desirability of different revenue sources.

• The ratio of tax to GDP in other developed countries does not define appropriate tax policy for the US.

Appropriate US tax policy is designed according to the principles of efficiency, simplicity, equity, and growth
not according to aggregate tax statistics from our major trading partners.

Taxes on business income, including pass through income, represent a larger share of GDP as discussed below.
Organization for Economic Cooperation and Development, “Taxation of SMEs in OECD and G20 Countries,” OECD Tax Policy Studies, No. 23, September 5, 2015.
3 US Department of the Treasury, Treasury Conference on Business Taxation and Global Competitiveness, July 23, 2007.
1
2
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The Tax Cut and Jobs Act and Corporate Profits: 2018 and beyond
• The TCJA made a number of changes that affected corporate tax receipts, some of which were

permanent and some represented timing changes. These includes a cut in the corporate income
tax rate; 100% bonus depreciation, completely phased out by 2026; restrictions on NOLs;
restrictions on interest deductions; a one time tax on previously untaxed foreign profits;
amortization of R&E; switching to a modified territorial tax system.
• The Tax Policy Center estimated that the TCJA reduced federal corporate receipts by about 0.7
pp of GDP in 2018.1
• Overtime, the TCJA has a complicated effect on federal corporate receipts because some
provisions cut taxes, other raise them, and some phase in or out.

1

William Gale, “Did the 2017 tax cut – the Tax Cuts and Jobs Act – pay for itself?” Policy 2020 Brookings, February 14, 2020.
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The Tax Cut and Jobs Act and Corporate Profits: 2018 and beyond
(continued)
• The largest of the timing effects is from 100% bonus depreciation. CBO initially estimated that
the phaseout of bonus depreciation would raise federal corporate receipts by 0.2 percentage
points of GDP between 2018 and 2028.1
• Overall, in its last pre-pandemic forecast, CBO expected federal corporate receipts to rise from
1.1% of GDP in 2020 to 1.4% by 2025 and then fall to 1.3% by 2030. The TCJA provisions are the
main source of this year to year variation. The TCJA phase outs and phase ins account from
about 1 pp of the 2 pp increase in federal corporate receipts relative to GDP between 2020 and
2030 and rising corporate profits for the other 1 pp.2
• While by 2030 the ratio of corporate tax to GDP does not rise to its average before the TCJA
(1.7% for 2000 -2017)3, this is not a sign of a problem with the US tax system. Rather, it is a
reflection of the intentional policy to lower corporate taxes in the US in order to promote
investment, growth, and international competitiveness.

Congressional Budget Office, “The Budget and Economic Outlook: 2018-2028,” April 2018, p. 70.
Congressional Budget Office, “The Budget and Economic Outlook: 2020-2030,” January 2020, pp. 25-26.
3 Office of Management and Budget (2020), Historical Table 2.3 – Receipts by Source as percentages of GDP – 1934-2025.
1
2
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Taxes on business income vs taxes on corporate profits in the US
• Taxes on business income represent approximately twice taxes on corporate profits, or about 2%

of GDP. Adding taxes on capital gains and dividends would raise the level to about 2.8% of GDP.
• According to an EY study, pass through businesses paid about $250 billion in taxes in 2018 while
corporations paid about $205 billion.1
• Much of pass-though income, however, is labor income.
• Roughly prorating for labor income, based on CBO’s approximate 50% share for sole
proprietorships and partnerships2, and assuming that S corp. income is all business income, gives
taxes of about $190 billion paid on pass-through business income.
• Including capital gains and divided taxes (paid by business owners) in the analysis raises the total amount
of tax paid by each type of business but does not change the conclusion that each type pays roughly the
same amount of tax on its business income.3

EY, “Large S Corporations and the Tax Cuts and Jobs Act: The economic footprint of the pass-through sector and the impact of the TCJA.” Report prepared on behalf of the S Corporation Association,
October 2019. Includes federal taxes only. State and local taxes would raise this amount.
2 Congressional Budget Office, “The Taxation of Capital and Labor Income through the Self-Employment Tax,” September 2012, pp 19 -20.
3 Ibid, note #1.
1
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Comparing tax systems: Major revenue sources as shares of GDP
in 2018 in the US and OECD
Tax revenue by tax type as a percent of GDP: 2018
Total
34.1
Total
24.4

2.7

Other

11.1

Consumption tax

3.0
4.3

Business
taxes paid
by passthroughs-

9.1

Social insurance1

3.2

Corporate income tax2

8.1

Individual income tax

6.1
1.0

10.0

United States

OECD (ex US)

Social insurance includes other payroll taxes
Does not include taxes on pass-through businesses, which are counted in individual income taxes. For the US, pass-through businesses pay about the same amount of federal tax as do corporations,
bringing overall business taxes to roughly 2% of GDP.
Note: The average for OECD (ex. US) is unweighted. Includes both national and sub-national revenues.
Source: OECD, Revenue Statistics, 2020 (reporting 2018 data).

1
2
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US federal income taxes paid by businesses: corporations and
pass-through businesses
US Federal Income Taxes Paid By Businesses, Corporations and Pass-Throughs
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Comparing tax systems: Corporate tax revenue as a share of GDP
in the US and OECD: 1990 - 2018
•
•
•
•

Corporate tax receipts as a share of GDP have generally been lower in the US than in the OECD.
Corporate receipts dipped in the recessions of 2001-2002 and 2008-2009. The dips were larger in the US than in the other
countries.
The TCJA, passed in 2017, lowered corporate receipts in the US, relative to pre-TCJA US levels and to the OECD.
As the economy recovers from the pandemic and the TCJA phase ins and outs occur, the CBO’s latest forecast estimates that US
federal corporate taxes will rise from 1% of GDP in 2020 to 1.2% in 2031.1
4.0%
3.5%
3.0%
2.5%
2.0%
1.5%
1.0%
0.5%
0.0%
1990

1995

2000

2005
United States

2010

OECD (ex. US)

1 Congressional

Budget Office (2021), The Budget and Economic Outlook: 2021-2031, p.2.
Note: The average OECD (ex US) is unweighted. Includes both national and sub-national revenues.
Source: OECD, Revenue Statistics, 2020 (reporting 2018 data).
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