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CORPORATE TAXES AND ECONOMIC GROWTH
Introduction
While the United States is a relatively low-tax country by OECD standards, with taxes as a
share of GDP ranked fourth lowest among the 30 OECD member countries in 2007, it currently
has the second highest corporate tax rate and has historically relied on corporate taxes to fund
a larger share of the cost of government than the average OECD country.1
This paper reviews empirical studies of the effects of high corporate tax rates and revenue
shares on the economic growth of nations. The studies reviewed find that high statutory and
effective corporate tax rates hinder a country's investment, productivity, and economic growth
and, paradoxically, high statutory tax rates do not appear to result in higher corporate tax
revenues.
OECD Studies (2008)
The burden of taxes typically exceeds the revenue raised by government due to adverse effects
on savings, investment, labor supply, and costs of compliance and administration. This
"excess" burden of taxation is the hidden cost of taxation on the economy, also referred to as a
"deadweight loss." Economic theory suggests that taxes that impair capital accumulation and
productivity gains, such as corporate taxes, over time will have the most detrimental impact on
the economy.
This theoretical result is confirmed by three recent OECD studies.
The first study examines the effects of corporate taxes on corporate investment and productivity
growth using a sample of 100,000 domestic-only firms in the Amadeus database covering 41
European countries over the 1998-2004 period.2 This study finds that corporate income taxes,
as measured by the user cost of capital, reduce investment, with a 10 percent increase in the
user cost of capital lowering investment by 7 percent.
Corporate taxes also were found to have a significant adverse impact on firm-level productivity
growth, potentially resulting from lower levels of capital accumulation. The results indicate that
over ten years, a reduction in the corporate tax rate from 35 to 30 percent would increase
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annual productivity growth by 0.4 percent per year relative to median productivity growth for
OECD member countries of 1.1 percent over the 2000-2005 period.3
The second OECD study examines the effects of taxes on investment and productivity growth at
the industry level for 21 industries in 16 OECD countries over the period 1983-2001.4 Like the
OECD study of firm-level data, this study finds that higher effective corporate tax rates, as
measured by the user cost of capital, lower industry investment and productivity. The study also
finds that tax incentives for R&D have a positive effect on productivity.
The third OECD study examines the relationship between tax structure and economic growth at
the national level for 21 OECD member countries over a 30 year period (1971-2004). The study
finds that: 5
"Corporate income taxes appear to have the most negative effect on GDP per capita.
These findings suggest that a revenue-neutral growth-oriented tax reform would be to
shift part of the revenue base towards recurrent property and consumption taxes and
away from income taxes, especially corporate taxes."
The implication of this OECD research is that per dollar of revenue raised by the government,
the corporate income tax, more than any other tax studied, imposes the greatest penalty on
national economic growth.
Gordon-Lee Study (2005)
Roger Gordon and Young Lee analyzed the effects of tax structure on per capita GDP growth
over the 1970-1997 period in a sample of 70 countries. The authors found that higher statutory
corporate tax rates are associated with lower per capita GDP growth, both across countries and
within the same country over time.6 The coefficient estimates suggest that cutting the corporate
tax rate by ten percentage points can raise the real fannual per capita growth rate by between
1.1 and 1.8 percentage points.7 By comparison, the annual real per capita U.S. growth rate
over the 1970-1997 period was about 1.5 percent.
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World Bank Study (2009)
A recent study by Andrei Shleifer and World Bank economists uses the 2004 effective corporate
tax rate calculated for a hypothetical mid-size domestic manufacturing firm in 85 countries to
estimate the impact of corporate taxes on investment and entrepreneurial activity.8 The authors
find that higher corporate taxes are associated with lower investment and entrepreneurial
activity. Raising the corporate effective tax rate by 10 percentage points: (1) reduces the gross
fixed capital formation as a percent of GDP by 2.2 percentage points (mean is 21.5 percent), (2)
reduces the direct investment by foreign investors as a percent of GDP by 2.3 percentage
points (mean is 3.36 percent), and (3) reduces the entry rate for new firms by 1.4 percentage
points (mean is 8 percent).9
Joint Committee on Taxation Study (2005)
The staff of the Joint Committee on Taxation analyzed three different proposals to reduce taxes
by $500 billion over the period from 2005-2014: (1) a decrease in individual income tax rates, (2)
an increase in the personal exemption, and (3) a decrease in the corporate income tax rate.10
Both the Joint Committee Macroeconomic Equilibrium Growth model and an overlapping
generations life cycle model were used in the simulations. The Joint Committee staff concluded
that "the corporate tax rate reduction has the greatest effect on long-term growth, as the stock of
productive capital accumulates and leads eventually to higher labor productivity."11 The
implication of this study is that corporate taxes, particularly high corporate tax rates, have a
more adverse effect on U.S. economic growth than individual income taxes.
Oxford Study (2006)
Based on data from 20 OECD countries over the period 1965-2004, Professor Michael
Devereux finds that while the average corporate tax rate has fallen, the level of corporation tax
revenues has risen as a proportion of GDP and the revenue increase cannot be explained
solely by changes in the corporate tax base.12 The econometric analysis in the paper finds little
relationship between statutory corporate tax rates and corporate tax revenues, which
"contradicts the common assumption that a higher tax rate tends to increase revenue."13
Possible explanations are that high corporate tax rates shift business activity into non-corporate
legal entities, encourage debt finance, and create an incentive to reduce the domestic share of
reported profits.
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