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With the election of Donald Trump and a Republican 
Congress, business tax reform seems a likely bet for 2017. 
Even before the election, Congressional Democrats and 
Republicans seemingly agreed that business tax reform was 
a priority issue—though of course they disagreed about 
important details. Three central reasons for bipartisan con-
sensus on the need for reform are:

 Complexity of the federal tax system: According to Pay-
ing Taxes 2016, the total time a US small or medium-

sized enterprise needed to meet its tax compliance 
obligations was 175 hours in 2014, and its total number 
of tax payments was 11.

 Lagging investment in research and development and 
plant and equipment: US private domestic nonresi-
dential investment in structures, equipment, and intel-
lectual property products has wandered just under 15 
percent of GDP annually for the past two decades and 
is showing a downward trend (figure 1). Investment in 
the intellectual property component of private invest-
ment has remained under 4 percent of GDP.

 Unfavorable disparities between US corporate taxation 
and practices in other advanced countries.

Using a new dataset, this Policy Brief focuses on corpo-
rate tax rate disparities facing US multinational corporations 
(MNCs) and recommends a cut in the corporate tax rate, 
which should be a core component of comprehensive busi-
ness tax reform. Of note, British Prime Minister Theresa 
May has committed to cut the already low British corporate 
tax rate from its current level of 20 percent to 17 percent in 
2020, giving the United Kingdom the lowest rate among 
the Group of 20.1 

The Policy Brief starts by laying out two corporate 
tax reform plans, one proposed by President-elect Donald 
Trump during the presidential campaign, the other pro-
posed by House Speaker Paul Ryan and Ways and Means 
Committee Chair Kevin Brady in June 2016. While the two 
proposals differ in details, they agree on a substantial cut in 
the corporate tax rate. 

To evaluate the tax burden faced by a typical US-based 
MNC, this Policy Brief calculates actual average corporate 
tax rates in a variety of tax jurisdictions using a proprietary 
database purchased from Thomson Reuters. The second 
section in this Policy Brief describes the database, and a 
third section explains how the tax rates for individual coun-
tries were calculated. The fourth section compares three 
US corporate tax rates—statutory, marginal effective, and 
actual average rates—with other country groups covered 
by the dataset. Not surprisingly, the US actual average tax 

1. See “Global Competition to Cut Corporate Taxes Heats Up,” 
Wall Street Journal, November 21, 2016, available at http://www.
wsj.com/articles/global-competition-to-cut-corporate-taxes-
heats-up-1479749644 (accessed on January 4, 2017). 

http://www.wsj.com/articles/global-competition-to-cut-corporate-taxes-heats-up-1479749644
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rate calculated from the dataset—even after taking various 
credits, deductions, and “loopholes” into consideration—at 
31.1 percent is higher than the simple average of foreign 
groups at 28.0 percent. 

High corporate taxation is a US weakness, not only in 
attracting inward foreign direct investment (FDI) but also in 
encouraging domestic investment. Following the comparison 
of US corporate tax rates with other country groups, this 
Policy Brief reviews empirical research on the determinants of 
inward FDI. Tax policies, especially high tax rates, are often 
identified as having a negative impact on inward FDI. If the 
United States lowered its corporate tax rate to approach world 
norms, investment in the United States might rise significant-
ly, as the arithmetic following the literature review indicates. 
The final section concludes, calling for a corporate rate cut 
to be an essential part of comprehensive tax reform in 2017. 

BUSINESS TAX REFORM PLANS 

Donald Trump’s Tax Proposal

During his presidential campaign, Trump proposed reform 
plans for both individual and corporate tax codes.2 In its 

2. See “Tax Plan” for more details on Trump’s tax reform 

details, Trump’s business tax plan (applied to small and 
large businesses) features:

 lowering the corporate tax rate to 15 percent;3

 eliminating the corporate alternative minimum tax;4

proposal, available at https://www.donaldjtrump.com/policies/
tax-plan (accessed on January 4, 2017). 

3. The US statutory corporate tax rate is 40 percent (the federal 
and average state rates combined). Speaking at the event 
“Conference on Income Inequality and Inclusive Growth,” orga-
nized by the McKinsey Global Institute and the Peterson Institute 
for International Economics on November 17, 2016, Paul Krugman 
made the following comments on Trump’s tax reform proposal: 
“Giant tax cuts…to corporations…do nothing. Corporations are 
sitting on large piles of cash, the extent to which their cash 
availability or even cost of capital affects their investment deci-
sions is minimal….” Krugman believes the stock of cash drives 
corporate investment and that the stock pile is now so large 
that any addition will make no difference. A contrary view, 
summarized later in this Policy Brief with cites to the abundant 
empirical literature, holds that expectations of future return drive 
corporate investment. For Krugman’s views, see Event Recap: 
Conference on Income Inequality and Inclusive Growth: Keynote 
by Paul Krugman. Video is available at https://piie.com/events/
conference-income-inequality-and-inclusive-growth (accessed 
on January 4, 2017). 

4. The corporate alternative minimum tax is applied at a rate of 
20 percent on taxable income that exceeds certain thresholds. 
Corporations are required to pay the higher of the regular tax or 
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Source: Bureau of Economic Analysis.
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 taxing the accumulated stock of unrepatriated foreign 
earnings at a 10 percent rate and future foreign earnings 
at the same rate, whether or not repatriated, but allow-
ing a foreign tax credit;5

 allowing firms engaged in manufacturing in the United 
States to choose between expensing capital investment 
or deducting corporate interest expense; and

 eliminating corporate tax expenditures except the re-
search and development credit.

House Speaker Paul Ryan and Ways and Means 
Committee Chair Kevin Brady

On June 24, 2016, Ways and Means Committee Chair 
Kevin Brady issued a comprehensive tax reform plan, called 
the “Blueprint.”6 Key business tax reform proposals in the 
Ryan/Brady Blueprint (applied to small and large firms 
alike) include:

 taxing cash flow rather than corporate income, where 
cash flow is defined as revenues minus purchased inputs 
(including capital expenditures) and minus wages, but 
including net interest payments in cash flow;

 lowering the cash flow tax to a flat rate of 20 percent;
 repealing the corporate alternative minimum tax;
 adjusting the tax at the border by exempting export 

sales and disallowing deductions for import purchases;7 
and

the minimum tax for the taxable year. The calculations are com-
plex; for details, see “Internal Revenue Code, Subtitle A, Chapter 
1, Subchapter A, Part VI – Alternative Minimum Tax,” available at 
https://www.law.cornell.edu/uscode/text/26/subtitle-A/chap-
ter-1/subchapter-A/part-VI (accessed on January 4, 2017). 

5. In principle, the United States currently taxes worldwide 
income; in other words, all income generated by US firms and 
their foreign subsidiaries is subject to US corporate tax, no 
matter where the income is generated. When US companies 
repatriate their foreign profits, the earnings pay US corporate tax 
(minus the foreign tax credit). However, under current law, firms 
can indefinitely delay repatriation (called “deferral” of taxation). 
Trump’s initial plan would end the deferral option; however, in 
more recent statements he has not repeated the idea of taxing 
future foreign earnings at 10 percent. 

6. The plan covers taxes for families and individuals, as well as for 
businesses both small and large. See “A Better Way: Our Vision 
for a Confident America,” available at http://abetterway.speaker.
gov/_assets/pdf/ABetterWay-Tax-PolicyPaper.pdf (accessed on 
January 4, 2017). 

7. The goal of border adjustment is to ensure that taxes are 
imposed on the location of consumption rather than the location 
of production. For this reason, US exports of goods and services 
(consumed abroad) would not be taxed in the United States, but 
US imports would be taxed since no deduction would be allowed 
to the firm that purchases them. Advocates regard border tax 
adjustments (BTAs) as an essential tool for discouraging “inver-
sions,” tax-motivated “outsourcing,” and “transfer price abuse.” 
However, BTAs are highly controversial, and this aspect of the 
Blueprint is explored in a forthcoming Policy Brief by Hufbauer 

 replacing the US worldwide tax system with a territorial 
tax system.8

From this simple comparative sketch, it is evident that 
both Trump and Ryan/Brady want to revise the US corpo-
rate tax in serious ways to make the system more business 
friendly. While differing in details, they agree on repealing the 
corporate alternative minimum tax, slashing the tax rate, and 
adopting the global norm (territoriality) for taxing corporate 
income earned abroad. This Policy Brief contributes to the 
conversation with new international tax rate comparisons for 
large corporations. 

It should be emphasized that this Policy Brief only 
focuses on the tax rate component of US corporate taxation. 
Other hotly debated business tax features, such as taxation 
of intellectual property earnings (IP taxation) and taxation 
of foreign-source income, are beyond the scope of this Policy 
Brief.9 Yet these other tax features, important as they are, do 
not enable large US firms to avoid heavy corporate taxation, 
as this Policy Brief documents. 

REUTERS FUNDAMENTALS DATABASE 

The fresh analysis in this Policy Brief is based on the 
proprietary Reuters Fundamentals database purchased from 
Thomson Reuters. In 1983 Thomson Reuters started to 
collect annual financial and nonfinancial information on 
over 53,000 companies worldwide. The great majority of 
companies covered by the database are publicly traded firms. 
Thomson Reuters displays the information in two views: 
company-specific views, which retain all details reported 
by each company, and standardized views, which assemble 
company-specific financials in a standard template. The 
Peterson Institute purchased the standardized view because 
of its greater utility for comparing information across 
different firms. 

Nonfinancial information covered by the Reuters 
database includes location, sector, and number of full-time 
employees, for example. Financial variables include line 
items reported in company financial statements (balance 
sheet, income and cash flow statements, as well as footnotes 
to these statements). Thomson Reuters codes financial infor-
mation “as reported,” which means that Thomson Reuters 

and Lu, Border Tax Adjustments: Assessing Risks and Rewards.  

8. Different from the US worldwide corporate tax system, under 
a territorial tax system profits earned abroad are not subject to 
US corporate tax. However, safeguards prevent mobile income 
(especially interest income and possibly royalties) from taking 
advantage of the territorial feature. 

9. For a detailed discussion on IP taxation triggered by headlines 
over Apple’s recent tax dispute with the European Union on its 
earnings in Ireland, see “Act Three: US Tax Reform Agenda in 
2017” in Hufbauer and Lu (2016).

https://www.law.cornell.edu/uscode/text/26/subtitle-A/chapter-1/subchapter-A/part-VI
http://abetterway.speaker.gov/_assets/pdf/ABetterWay-Tax-PolicyPaper.pdf
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makes no adjustments to what a company reported in its 
financial statements, including currencies, time periods, etc. 
If a company did not report a specific line item in its finan-
cial statement in a specific year—say for example, deprecia-
tion and amortization—then that company has a missing 
value in the depreciation and amortization cell for that 
year. In other words, Thomson Reuters does not attempt 
to construct a value based on available information. Apart 
from financial data sourced directly from company financial 
statements, the Reuters database also reports widely used 
financial ratios, such as profit margins, current ratios, and 
quick ratios. 

Each variable covered by the dataset is associated with a 
Chart of Account (COA) code. Thomson Reuters provides 
a detailed glossary that defines the COA codes used in the 
database.10 The financial information cells used for analysis 
in this Policy Brief are total revenue, corporate income 
tax, and income before tax, all as reported in the Reuters 
Fundamentals database. Corporate income tax includes 
income taxes paid to federal, state, and local authorities, and 
includes deferred as well as current income taxes, income 
taxes paid by consolidated subsidiaries, income taxes paid 
by foreign subsidiaries (if consolidated), and income taxes 
refunded. Income tax excludes excise, sales, value added, 
and similar product taxes.

COUNTRY GROUPS AND TAX RATES 

The Reuters dataset used in this analysis covers 2,611 unique 
firms selected for companies that generated at least $1 bil-
lion in revenue in at least one year during the period covered 
by the Reuters Fundamentals database. Because of their size, 
many of these 2,611 firms are probably MNCs. The 2,611 
unique firms are distributed among 68 countries. To com-
plement the Reuters dataset tax rates, statutory corporate tax 
rates for the selected countries are compiled from KPMG, 
while marginal effective tax rates applicable to MNCs based 
in the same countries are compiled from Chen and Mintz 
(2015) (see table 1).11 Both 2005 and 2014 statutory and 

10. The glossary is available at http://www.bradycorp.com/
sitecore/shell/Controls/Rich%20Text%20Editor/~/media/
BradyCorp/Download%20Files/ReutersFundamentalsGlossary.
pdf (accessed on January 4, 2017). 

11. Chen and Mintz model a multinational company that tries to 
maximize returns on its investment projects through a com-
bination of debt and equity financing. The estimated marginal 
effective tax rate on capital investment incorporates not only 
corporate income taxes, but also sales and excise taxes on 
capital purchases and capital-related taxes (such as asset-based 
taxes). See Chen and Mintz (2008) for a detailed explanation 
on their methodology. Due to lack of data for a few countries, 
figures from PricewaterhouseCoopers (PwC) are used as an 
approximation to marginal effective tax rates for those countries. 
See the appendix for a detailed explanation of PwC data. 

marginal effective rates are displayed in table 1, and to high-
light tax trends in major advanced countries, figures for the 
G-8 countries are bolded (Canada, France, Germany, Italy, 
Japan, Russia, the United Kingdom, and the United States).

To calculate representative actual tax rates for a mean-
ingful number of firms, the Reuters dataset figures were 
grouped into categories with 50 or more firms in each cat-
egory. Among the countries included in the dataset, 13 of 
the largest countries have 50 or more unique firms.12 The 
remaining 55 countries are categorized into groups based on 
geography and similarity of tax rates and GDP per capita.13 
Some adjustments are made in the groupings mainly for geo-
graphical reasons. Together with the countries that stand as 
groups on their own, the whole dataset is divided into 24 
distinct groups (table 2). 

For each group, three tax rates are calculated: the weight-
ed statutory tax rate from KPMG, the average actual tax rate 
from the Reuters dataset, and the weighted marginal effective 
tax rates from Chen and Mintz (table 2). The weights for 
statutory and marginal effective rates are designed to mirror 
the composition of the Reuters dataset country groups. 

Before exploring the details of each calculation, it is 
worth considering the utility of each tax rate. The statutory 
tax rate essentially acts as a headline, announcing to firms 
and citizens the country’s warmth to business. A statutory 
rate of 35 percent is obviously less inviting than a 15 percent 
rate, no matter what the details of the tax code are. The 
marginal effective rate serves as a forecast of the tax rate that 

12. The 13 largest countries are: the United States, Japan, China, 
the United Kingdom, Canada, France, Germany, Korea, Russia, 
Hong Kong, India, Australia, and Switzerland.

13. To form the groups, each country was assigned a four-digit 
code that indicated income level, geographic location, and 
statutory tax rate. For example, the code for Singapore is H-AS-1. 
The first letter indicates the income level based on the World 
Bank Classification: H (high income), M (middle income), and L 
(low income). The two letters in the middle indicate geographic 
location, based on the continent where the country is located 
(NA = North America, SA = South America, AF = Africa, EU = 
Europe, AS = Asia, and OS = Oceania). The last digit indicates 
the statutory tax rate level. The range of statutory tax rates for 
all countries is divided into four intervals, and each country is 
assigned to a level based on its statutory rate. Level 1 indicates 
a low statutory rate and level 4 indicates a high statutory rate. 
Countries whose statutory rates are not available (not covered 
in table 1) were dropped from the analysis (Iran, the Syrian Arab 
Republic, and Trinidad and Tobago). Dropping these three 
countries leaves 52 countries to be grouped based on this cod-
ing methodology. Also, as the dataset covers two firms in Iran, 
one firm in the Syrian Arab Republic, and one firm in Trinidad 
and Tobago, four firms are dropped, leaving 2,607 distinct firms 
in the analysis. Finally, the 52 countries with the same four-digit 
code are grouped together. Adjustments are made in the group-
ings mainly for geographical reasons. Thus, France (in group 
7), Australia (in group 9), and Switzerland (in group 24) are all 
countries that had previously stood as groups on their own but 
are now combined with other countries. 

http://www.bradycorp.com/sitecore/shell/Controls/Rich%20Text%20Editor/~/media/BradyCorp/Download%20Files/ReutersFundamentalsGlossary
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Table 1     Statutory and marginal effective corporate tax rates (percent)

Country

Statutory corporate tax rate1 Marginal effective tax rate2

2005 2014 Average  2005 2014 Average  

Algeria3,4 n.a. 19.0 19.0 9.9 6.6 8.3

Argentina 35.0 35.0 35.0 43.5 43.5 43.5

Australia 30.0 30.0 30.0 25.9 25.9 25.9

Austria 25.0 25.0 25.0 26.2 26.2 26.2

Belgium 34.0 34.0 34.0 23.6 18.5 21.1

Bermuda 0.0 0.0 0.0 0.0 0.0 0.0

Brazil 34.0 34.0 34.0 35.5 31.7 33.6

Canada 36.1 26.5 31.3 38.8 18.8 28.8

Chile 17.0 20.0 18.5 7.3 7.7 7.5

China 33.0 25.0 29.0 45.2 18.1 31.7

Colombia 35.0 25.0 30.0 26.5 36.6 31.6

Cyprus4 10.0 12.5 11.3 n.a. 9.3 9.3

Czech Republic 26.0 19.0 22.5 18.0 12.7 15.4

Denmark 28.0 24.5 26.3 21.6 18.6 20.1

Egypt 20.0 25.0 22.5 16.6 10.4 13.5

Finland 26.0 20.0 23.0 18.6 14.2 16.4

France 33.8 33.3 33.6 35.4 36.0 35.7

Germany 38.3 29.6 33.9 34.0 24.4 29.2

Greece 32.0 26.0 29.0 17.5 14.2 15.9

Hong Kong, China 17.5 16.5 17.0 3.7 3.4 3.6

Hungary 16.0 19.0 17.5 14.7 16.1 15.4

India 36.6 34.0 35.3 37.8 35.1 36.5

Indonesia 30.0 25.0 27.5 24.0 19.6 21.8

Ireland 12.5 12.5 12.5 10.2 10.2 10.2

Israel 34.0 26.5 30.3 19.5 16.1 17.8

Italy 37.3 31.4 34.3 33.5 24.5 29.0

Japan 40.7 35.6 38.2 31.5 29.3 30.4

Jordan 25.0 14.0 19.5 17.2 8.8 13.0

Kazakhstan 30.0 20.0 25.0 29.4 21.8 25.6

Korea, Republic of 27.5 24.2 25.9 32.8 30.1 31.5

Kuwait 55.0 15.0 35.0 45.1 8.5 26.8

Lebanon3,4 n.a. 15.0 15.0 11.9 6.1 9.0

Luxembourg 29.6 29.2 29.4 19.8 17.2 18.5

Macau 12.0 12.0 12.0 n.a. n.a. n.a.

Malaysia 28.0 25.0 26.5 18.9 16.6 17.8

Malta4 35.0 35.0 35.0 n.a. 30.1 30.1

Mexico 30.0 30.0 30.0 17.4 17.4 17.4

Monaco3,5 n.a. 33.3 33.3 n.a. n.a. n.a.

Morocco3 n.a. 30.0 30.0 16.0 12.9 14.5

Netherlands 31.5 25.0 28.3 22.3 17.1 19.7

New Zealand 33.0 28.0 30.5 20.5 21.6 21.1

Nigeria 30.0 30.0 30.0 12.0 12.0 12.0

(table continues)
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might be expected on a new project undertaken by a large 
company, if earnings and taxes were calculated on a stand-
alone project basis. Finally, the average actual rate, based 
on the Reuters dataset, reflects tax history over a period of 

years, good and bad, for a group of large companies located 
in similar countries.

Turning to details, the Reuters dataset average actual 
tax rate is calculated by summing up income taxes of all 

Table 1     Statutory and marginal effective corporate tax rates (percent) (continued)

Country

Statutory corporate tax rate1 Marginal effective tax rate2

2005 2014 Average  2005 2014 Average  

Norway 28.0 27.0 27.5 24.4 23.5 24.0

Pakistan 35.0 34.0 34.5 26.3 25.3 25.8

Peru 30.0 30.0 30.0 22.8 22.8 22.8

Philippines 32.0 30.0 31.0 28.6 24.1 26.4

Poland 19.0 19.0 19.0 14.6 14.6 14.6

Portugal 27.5 23.0 25.3 19.6 22.8 21.2

Qatar 35.0 10.0 22.5 19.4 4.6 12.0

Romania 16.0 16.0 16.0 8.6 8.6 8.6

Russia 24.0 20.0 22.0 36.6 30.4 33.5

Saudi Arabia 20.0 20.0 20.0 20.6 19.3 20.0

Singapore 20.0 17.0 18.5 11.1 9.2 10.2

South Africa 37.8 28.0 32.9 15.6 14.2 14.9

Spain 35.0 30.0 32.5 30.4 26.0 28.2

Sweden 28.0 22.0 25.0 20.9 16.1 18.5

Switzerland 21.3 17.9 19.6 18.0 17.5 17.8

Taiwan, China 25.0 17.0 21.0 16.4 10.7 13.6

Thailand 30.0 20.0 25.0 15.9 9.7 12.8

Turkey 30.0 20.0 25.0 10.9 5.7 8.3

Ukraine 25.0 18.0 21.5 13.0 9.2 11.1

United Arab Emirates4 55.0 55.0 55.0 0.0 0.0 0.0

United Kingdom 30.0 21.0 25.5 30.0 23.7 26.9

United States 40.0 40.0 40.0 35.9 35.3 35.6

Venezuela 34.0 34.0 34.0 30.2 30.2 30.2

n.a. = not available

1. The statutory corporate tax rates represent the combined central and subcentral corporate income tax rates. 
Rates reported in the table are the average of 2005 and 2014 rates for each country.
2. The marginal effective tax rate measures the tax liability expected to be incurred on an additional dollar of 
investment. Rates reported in the table are the average of the 2005 and 2014 rates for each country. Rates are 
not available for Monaco and Macau. 
3. For Algeria, Bermuda, Lebanon, Morocco, and Monaco, the statutory rates are only for 2014 rates.
4. Marginal effective tax rates for Algeria, Cyprus, Lebanon, Malta, and the United Arab Emirates were not 
calculated by Chen and Mintz. Instead, the average effective rates from PricewaterhouseCoopers are reported. 
Rates for Cyprus and Malta are 2014 rates only.
5. The statutory rate for Monaco is obtained from http://en.service-public-entreprises.gouv.mc/Tax/Other-
taxes-and-duties/Taxes-on-profits/Corporate-income-tax#eztoc315517_1. Only firms carrying out commercial 
or industrial activities and generating less than 75 percent of their turnover in Monaco are subject to corporate 
income tax.

Note: Bold text indicates the G-8 countries (Canada, France, Germany, Italy, Japan, Russia, the United Kingdom, 
and the United States).

Sources: Statutory corporate tax rates are from KPMG’s Corporate and Indirect Tax Rate Survey 2014, KPMG’s 
Corporate and Indirect Tax Rate Survey 2009, and KPMG’s Corporate Tax Rate Survey 2006. Marginal effective tax 
rates are from Chen and Mintz (2015). Supplementary data is taken from Paying Taxes 2016: The Global Picture, 
Paying Taxes 2008: The Global Picture, and Paying Taxes 2006: The Global Picture reports published by World 
Bank and PricewaterhouseCoopers.

http://en.service-public-entreprises.gouv.mc/Tax/Other-taxes-and-duties/Taxes-on-profits/Corporate-income-tax#eztoc315517_1
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observations (country-years) in the country group and 
dividing that figure by the sum of income before taxes for 
the companies in that group.14 The weighted statutory rate 
is calculated as the weighted average of country-specific 
statutory rates. The weight each country carries is based 
on the average income before taxes of all observations from 
the Reuters dataset within that country. The same weights 
are applied to calculate the weighted marginal effective tax 
rate (based on underlying Chen and Mintz data for each 
country).15 For the countries that stand as groups on their 
own, the weighted statutory rates and weighted marginal 
effective tax rates are the same as the rates reported in table 
1. To round out the information, the Reuters average tax as 
a share of revenue is also calculated for each group.16 

Intuitively, when the same weights are used for aggrega-
tion, the statutory tax rate, the expected marginal effective 
tax rate, and the Reuters average actual tax rate should be 
closely related to each other. To double-check this intu-
ition, table 3 presents the pairwise correlation between the 
three tax rates. Not surprisingly, the three tax rates are posi-
tively correlated with each other in a statistically significant 
manner. Moreover, the weighted statutory tax rate is highly 

14. Data for a company in each year represents a single observa-
tion. Each fi rm has several observations. For example, the data-
set covers Apple Inc. from 1997 to 2015, annually. Hence, Apple 
Inc. has 19 observations.

15. Since marginal effective tax rates are not available for Macau 
and Monaco, when calculating the weighted marginal effective 
tax rate for groups 7 and 22, the marginal effective tax rates for 
these two countries are assumed to be 0 percent. 

16. Before calculating the three tax rates and average tax as a 
share of revenue for each group, missing values for income tax 
or income before tax are dropped. 

correlated with the weighted marginal effective tax rate. For 
new projects, therefore, the statutory tax rate gives a fair 
prediction of the expected marginal effective rate. This corre-
spondence is probably important for corporate planning 
purposes. However, average tax rates calculated from the 
Reuters dataset are not highly correlated with the statutory 
rates or the expected marginal effective rates. In other words, 
because of idiosyncratic tax code details, ex post actual rates 
differ considerably from ex ante statutory rates or expected 
marginal effective rates.

Evidently the details of tax codes matter—details ex-
pressed in allowable deductions and credits, loss carryfor-
ward rules, and many other features. Indirect evidence of 
these details shows up in the large spreads between statutory 
and average actual tax rates reported in table 2. Even within 
a country or region, the impact of the tax code on differ-
ent companies or year-to-year on the same company varies 
enormously. To illustrate, coefficients of variation (CV) for 
Reuters average actual tax rates and taxes as a share of rev-
enue are calculated for each group (shown in table 2).17 High 
CV values indicate that tax rates differ dramatically between 
firms and/or between years within the same group because of 
idiosyncratic credits, deductions, and other features. 

The high variance of actual corporate taxes between 
firms within a group, or across years for the same firm, has 
two important practical consequences. First, these taxes 
probably cannot be “passed forward” into higher selling 
prices since there is no uniformity between firms in the 
same industry, or over time for a single firm, in the rate 
of tax per dollar of sales. Instead, it seems likely that the 
taxes are “passed back” to labor and capital engaged in the 
firm. Since wage rates tend to be stable, most of the “passing 
back” probably affects returns to capital.

17. The coeffi  cient of variation (CV) is the standard deviation 
of the tax rate divided by the mean tax rate in the dataset. The 
CV is calculated based on available observations in each group. 
Observations that do not have information on income tax or 
income before tax are dropped when calculating the CV for 
average tax rates. Observations that do not have information on 
income tax or revenue are dropped when calculating the CV for 
tax as a share of revenue.

Table 3     Correlation matrix

Weighted statutory 

tax rate from KPMG

Average tax rate 

from the dataset

Weighted marginal 

effective tax rate

Weighted statutory tax rate from KPMG 1.0000

Average tax rate from the dataset 0.5742* 1.0000

Weighted marginal effective tax rate 0.7832* 0.3524* 1.0000

* significanct at 10 percent level. 

Source: Authors’ calculations.

Because of idiosyncratic tax 
code details, ex post actual rates 

differ considerably from ex 
ante statutory rates or expected 

marginal effective rates.
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Second, high variance means that some firms based in 
countries with high statutory rates, or high average actual 
rates, pay low corporate taxes, at least in some years. The 
converse is true for some firms based in countries with low 
statutory or average actual rates. In other words, even a 
country such as the United States, with a reputation for an 
unfriendly business tax climate, is friendly enough to some 
companies in certain tax years.

US AND FOREIGN AVERAGE CORPORATE TAX 
RATES COMPARED 

The US statutory rate (federal and state combined) at 
40 percent is the highest among all groups and is 12.4 
percentage points higher than the simple average of the 
weighted statutory corporate tax rates of country groups 
covered by this Policy Brief (table 2). But owing to various 
credits and deductions, companies rarely pay corporate 
taxes at statutory rates, as illustrated both by the differences 
between weighted statutory tax rates from KPMG and 
weighted marginal effective tax rates from Chen and Mintz 
(2015), and by differences between statutory tax rates and 
average actual tax rates calculated from the Reuters dataset. 
Given such differences, an observer might hope that the 
United States looks more competitive in terms of marginal 
effective rates or actual rates.

The observer will be disappointed. The US marginal ef-
fective tax rate is 35.6 percent, compared to 22.7 percent as 
the average of marginal effective rates for the other groups. 
Put another way, the United States has the second high-
est marginal effective rate among the 24 country groups.18 
Meanwhile, the US actual average tax rate from the data-
set is 31.1 percent, compared to 28.0 percent for the other 
country groups. In this last comparison, the United States 
looks better, ranking 7th among the 24 country groups.19 
The major reason that the United States fares better is that 
the complex US business tax code has many features—de-
cried as “loopholes” by reformers—that provide escape valves 
from the high statutory rate. However, as compared to other 
country groups, even with various deductions, credits, and 
“loopholes,” the United States still has a high actual average 
tax rate. 

18. The only group that exceeds the United States in the weight-
ed marginal eff ective tax rate is group 3 (India, 36.5 percent).

19. The six groups that exceed the United States in average 
actual tax rates from the dataset are: group 13 (Chile, etc., 46.1 
percent), group 2 (Japan, 41.8 percent), group 4 (Belgium, etc., 
38.4 percent), group 7 (France and Monaco, 36.6 percent), 
group 12 (Denmark, etc., 34.8 percent), and group 20 (Algeria, 
etc., 33.2 percent). Nearly all these groups have firms that 
directly compete with US firms. 

It may provide comfort to some observers that actual 
tax rates in other G-8 countries (bolded in table 1)—namely 
Canada, France, Germany, Italy, Japan, Russia, and the 
United Kingdom—are within 2 percentage points of the 
US 31.1 percent average actual tax rate. But this comfort 
is questionable. Both statutory and marginal effective 
corporate tax rates in other G-8 countries (except France) 
dropped substantially over the past decade, while the United 

States remains the standout exception (table 1). Moreover, 
British Prime Minister Theresa May promised to lower the 
UK corporate tax further, from the current 20 percent rate, 
to help offset the adverse impact of Brexit.20 Unless US 
statutory rates are slashed, US actual tax rates (as reflected in 
Thomson Reuters data) are likely to be substantially higher 
than the actual rates for other G-8 countries in the decade 
ahead.

LESSONS FROM RESEARCH ON INWARD FDI

While the United States is handicapped by its corporate tax 
system, fortunately the country has many features that attract 
business firms. US FDI inflow, expressed as a percent of 
GDP, has experienced ups and downs without an apparent 
trend over the past two decades (figure 2), but judging from 
the stock of inward FDI, the United States offers the most 
attractive investment location for foreign investors among 
major countries (figure 3).21 The total FDI stock in the 
United States roughly equaled the combined sum of FDI 
stocks in the United Kingdom, China, Germany, Japan, 
Korea, France, Italy, and Russia. The US inward FDI 
stock equaled about a third of GDP in 2015, comparable 

20. The statutory corporate tax rates presented in table 1 are 
2005 and 2014 rates. The United Kingdom had a statutory 
corporate tax rate of 21 percent in 2014, as shown in table 1, and 
a rate of 20 percent in 2015 and 2016. Rates are available at 
https://home.kpmg.com/xx/en/home/services/tax/tax-tools-
and-resources/tax-rates-online/corporate-tax-rates-table.html 
(accessed on January 10, 2017).

21. Blanchard and Acalin (2016) are skeptical of “measured” FDI 
inflows and outflows. They argue that measured flows may not 
reflect flows of FDI that remain in the named country but rather 
flows that pass through that country and then move to another 
destination country. For this and other reasons, FDI flow data 
probably contain a lot of “noise.” 

Unless US statutory rates are 
slashed, US actual tax rates are 
likely to be substantially higher 

than the actual rates for other G-8 
countries in the decade ahead.

https://home.kpmg.com/xx/en/home/services/tax/tax-tools-and-resources/tax-rates-online/corporate-tax-rates-table.html
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to Germany and France. However, the UK inward FDI 
stock equaled about half of Britain’s GDP, reflecting both 
Britain’s membership in the European Union and the low 
British corporate tax rate in recent years.

Academic studies have explored the forces of attraction 
and repulsion for inward FDI. These studies give a good 
indication of the forces that enhance or depress investment 
generally, financed both by domestic and foreign sources. 
Most commonly identified determinants are market size, 
wage rates and unit labor costs, exchange rates, tax poli-
cies, and institutional quality. Many of these determinants 
strongly favor the United States. However, because of differ-
ent research methodologies and model specifications, con-
clusions concerning the effect of certain determinants vary.

Inward FDI research is summarized in the paragraphs 
that follow, not because US inward FDI contributes signifi-
cantly to annual US gross investment but rather because the 
literature provides a useful survey of forces that determine 
investment generally. 

Market Size

Market size is usually measured by GDP and/or popula-
tion. Researchers generally find, not surprisingly, that larger 
economies attract more FDI.22 Resmini (2000) investigated 
determinants of European Union FDI in the manufacturing 
sectors of 10 Central and East European countries between 
1991 and 1995. GDP per capita and population were sta-
tistically significant determinants at the 1 percent level, in-
dicating that larger and richer countries attract more FDI. 
Root and Ahmed (1979) analyzed 58 developing countries 
between 1966 and 1970 and found that per capita GDP was 
a strong attractor of inward FDI expressed on a per capita 
basis. Schneider and Frey (1985) likewise studied 54 less 
developed countries and found that a higher real per capita 
GNP and a lower balance of payments deficit attracted 
more FDI. Wheeler and Mody (1992), Shamsuddin (1994), 
Chakrabarti (2001), and Bevan and Estrin (2004) all con-
cluded that market size is essential to attracting FDI. 

Obviously, market size is an outstanding US feature 
that attracts FDI. In 2015, US GDP per capita was $51,638, 
higher than the level in the European Union ($35,079) or 
Japan ($44,657), and much higher than China ($6,498).23 
From the perspective of total population size, the United 

22. Two diff erent types of FDIs are horizontal (driven by 
transportation costs) and vertical (driven by production costs). 
Market size is a determinant of horizontal FDI. Most FDI fl ows 
into the United States are horizontal. 

23. GDP per capita is measured in 2010 US dollars. Data comes 
from the World Bank.

States ranked fourth after China, India, and the European 
Union (considering member states as a single entity).24

Wage Rates and Unit Labor Costs

Other things being equal, a supply of inexpensive labor 
(relative to labor productivity) in the host country would 
seemingly attract foreign investors. Goldsbrough (1979) 
examined multinational investment flows into the United 
States, Germany, the United Kingdom, and Japan and 
concluded that high relative unit labor costs depressed FDI 
inflows. Saunders (1982) conducted research on a sample 
of 84 Canadian manufacturing industries and concluded 
that relatively low unit labor costs in Canada compared to 
the United States have been a source of attraction for FDI. 
Shamsuddin (1994) examined cross-sectional data for 36 least 
developed countries in 1983 and found wages per day to be 
negatively related to per capita FDI. Empirical evidence from 
Woodward and Rolfe (1993), Culem (1988), and Bevan and 
Estrin (2004) also confirmed the negative impact of high 
unit labor costs on FDI inflows.25 Somewhat contrary to 
the previously mentioned studies, Boudier-Bensebaa (2005) 
found the effect of unit labor cost to be mixed in different 
counties in Hungary, while Biswas (2002) found nominal 
wages to be an insignificant determinant of inward FDI.

The United States has one of the highest nominal wage 
rates among major economies, when measured at market 
exchange rates, and this feature might deter inward FDI 
according to the research findings of Goldsbrough (1979), 
Shamsuddin (1994), and Woodward and Rolfe (1993)—un-
less offset by even higher productivity. In 2015, the aver-
age annual wage for a full-time equivalent employee in the 
United States was $58,714, followed by the United Kingdom 
($50,572), Germany and France (around $40,000), and 
Japan, Italy, and Korea (around $35,000).26 

24. In 2015, total population in the United States was 321 million. 
China ranked fi rst (1.4 billion), followed by India (1.3 billion) and 
then the European Union (510 million). Population data is from 
the World Bank. 

25. Woodward and Rolfe (1993) performed their analysis using 
the adjusted 1985 hourly wage, including fringe benefits, for un-
skilled operators in countries covered by the study. By contrast, 
Culem (1988) and Bevan and Estrin (2004) investigated unit 
labor costs. 

26. 2015 average annual wages for a full-time equivalent em-
ployee measured in US dollars at market exchange rates were: 
$41,716 in Germany, $40,471 in France, $33,542 in Japan, $32,041 
in Italy, and $29,979 in Korea. Measured in US dollars at purchas-
ing power parity the figures were: $44,925 in Germany, $41,284 
in the United Kingdom, $41,252 in France, $35,780 in Japan, 
$34,140 in Italy, and $33,110 in Korea. Data is available at http://
stats.oecd.org/ (accessed on January 4, 2017). 

http://stats.oecd.org/
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Exchange Rates

Empirical research shows mixed findings on FDI inflow 
behavior with respect to exchange rates. In an early study, 
Edwards (1990) found that high real exchange rates (exchange 
rates corrected for relative price changes) have a statistically 
significant positive effect on FDI inflows. However, other 
researchers generally found a negative relationship between 
inward FDI and high exchange rates. These scholars argued 
that depreciation of the host country currency lowers the 
cost of production relative to foreign countries, thus making 
the country a more attractive location for investment. Froot 
and Stein (1999) analyzed the US dollar exchange rate 
and foreign capital flows into the United States over the 
period 1973 to 1988. Their regression results suggested that 
FDI inflows were negatively related to the value of the US 
dollar. Blonigen (1997) examined the number of Japanese 
acquisitions in the United States from 1975 to 1992 and 
concluded that if the dollar had been 10 percent weaker, 
the level of Japanese acquisition FDI activity in high-tech 
manufacturing sectors would have increased between 18 
and 32 percent. Goldberg and Klein (1997) studied FDI 
from Japan and the United States to seven Southeast Asian 
and Latin American countries from 1978 to 1993 or 1994. 
Their analysis indicated that, holding the Southeast Asian 
real exchange rates constant with respect to the US dollar, 
a 1 percent depreciation with respect to the yen led to a 2 
percent increase of FDI from Japan. However, the exchange 
rate was unrelated to Japanese FDI to Latin American 
countries. Similarly, Trevino et al. (2002) did not find a 
significant relationship between host country currency 
depreciation and inward FDI.27 

William Cline at the Peterson Institute has been esti-
mating fundamental equilibrium exchange rates (FEERs) 
since 2008.28 According to his semiannual analyses, the US 
dollar has been constantly overvalued in recent years and was 
overvalued by about 8 percent by October 2016. Meanwhile, 
the Chinese renminbi moved from significantly undervalued 
in the early period towards no misalignment in the last few 
years. In fact, the six most recent semiannual estimates of the 
Chinese renminbi all found the currency value close to its 
FEER level. The euro moved from significantly overvalued to 

27. Trevino et al. (2002) examined seven Latin American 
countries: Argentina, Brazil, Chile, Colombia, Mexico, Peru, and 
Venezuela. Their analysis found host country real exchange rates 
to be inversely related to inward FDI, but the relationship was 
not statistically signifi cant. 

28. See Cline (2008) for a detailed explanation on estimation 
methodology. The series was published annually in 2008 and 
2009 and semiannually since 2010. 

close to its FEER rate, while the Japanese yen has wandered 
around its FEER value since the Great Recession.29

Tax Policies

Ample research exists on taxes and inward FDI. In a compre-
hensive review of empirical studies, Devereux and Griffith 
(2003) portrayed a decision tree that MNCs face when they 
consider making foreign investments. They used the decision 
tree to classify the different focal points of multiple empirical 
studies.30 The studies they cataloged examine a variety of tax 
measures, but the following section concentrates on studies 
that explore corporate tax rates as a determinant of FDI 
inflows.

Intuitively, lower corporate tax rates should make the 
host economy more attractive to foreign investors. Following 
this intuition in an early study, Hartman (1984) examined 
foreign affiliates in the United States and concluded that 
a 10 percentage point decrease in the US effective tax rate 
would increase annual inward FDI to the United States by 
20 percent.31 Loree and Guisinger (1995) used data in the 
Department of Commerce Benchmark Surveys of 1977 and 
1982 to examine US foreign investments in 48 countries. 
Their regression models suggested a positive relationship 
between US FDI and the inverse of host country average 
effective tax rates. They concluded that higher host country 
effective tax rates deter FDI inflows. Billington (1999) 
analyzed annual total FDI inflow to seven industrialized 
countries and found that the statutory corporate tax rate had 
a statistically significant negative impact on FDI inflows. 

Most studies have examined the relationship between 
corporate income tax rates and FDI. However, Desai, Foley, 
and Hines Jr. (2002) argued that, since corporate income 
tax rates are correlated with indirect tax rates such as excise 
taxes, property taxes, and value-added taxes, some of the 
previous findings might reflect the effect of indirect taxes. 
Using data from over 10,000 US MNC affiliates obtained 
from the Bureau of Economic Analysis (BEA), they found 
that taxes other than income taxes significantly deter multi-
national investment both in assets generally and in prop-

29. See “Interactive map: fundamental equilibrium exchange 
rates (FEERs),” available at https://piie.com/interactive-map-
fundamental-equilibrium-exchange-rates-feers (accessed on 
January 4, 2017).

30. An MNC will consider whether to invest abroad, and if yes, 
where and how much to invest. Accordingly, studies have inves-
tigated these individual questions. 

31. Hartman (1984) took US effective tax rates from Feldstein 
et al. (1981). In Feldstein et al. (1981), components of the total 
effective tax rate include: federal corporate tax, state and local 
corporate tax, state and local property tax, tax on dividends, tax 
on real capital gains, tax on nominal capital gains, and tax on 
interest. 

https://piie.com/interactive-map-fundamental-equilibrium-exchange-rates-feers
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erty, plant, and equipment (PPE). A 10 percent increase in 
indirect tax rates leads to a 1.3 percent decrease in assets 
generally and a 3.1 percent decrease in PPE according to 
their results. 

Although most studies found negative relationships 
between tax rates and FDI inflows, Wheeler and Mody 
(1992) concluded that taxes did not play a significant role 
in attracting or deterring FDI inflows, while Jackson and 
Markowski (1995) drew similar conclusions from their 
study on Asia-Pacific countries. The measurement of taxa-
tion in these two studies do not lend confidence to their 
contrary findings.32 

As previous findings in this Policy Brief have argued, 
high corporate taxation is a US weakness, not only in 
attracting inward FDI but also in encouraging domestic 
investment. So far as inward FDI is concerned, however, 
favorable US features more than offset the distraction of 
high corporate taxes. Nonetheless, removing the tax obstacle 
would burnish the lure of the United States and should 
spark domestic investment as well as inward FDI. 

Institutional Quality 

Other than market size, labor costs, exchange rates, and tax 
policies, factors such as corruption, investment climate, ease 
of doing business, openness, and political stability are often 
considered potential determinants of FDI. Wagle (2010) 
studied openness and FDI institutions in 87 countries 
and the FDI they received from 30 source countries in the 
Organization for Economic Cooperation and Development 
(OECD). The evidence showed a statistically significant 
positive relationship between the magnitude of FDI and the 
quality of FDI institutions and openness.33 Schneider and 
Frey (1985) examined 90 less developed countries and found 
political stability to be a statistically significant attraction 
for FDI inflows. Wei (2000a, 2000b) investigated bilateral 
stocks of FDI from 12 source countries to 45 host countries. 
His analysis suggests that an increase in the host country 
corruption level significantly depressed inward FDI.

32. Wheeler and Mody (1992) assessed each country’s level of 
corporate taxation by assuming no tax holiday, $1 million profi t, 
and 50 percent remission. These assumptions are not realistic 
for many countries. Jackson and Markowski (1995) focused on 
corporate tax as a percentage of GDP and did not fi nd it to be a 
signifi cant determinant of FDI infl ows. However, corporate tax as 
a percentage of GDP is not closely correlated with the statutory 
or eff ective corporate tax rate. 

33. FDI-related openness is measured by the average of the 
foreign equity ownership percentage allowed in 11 sectors. FDI-
related institutions are assessed by indicators measuring the 
ease of arbitration and the extent of judicial assistance in resolv-
ing commercial disputes. 

Overall, high-quality institutions have been a US advan-
tage in attracting FDI. The United States may not be the most 
honest country (honors go to the Nordics), but corruption 
is generally low. According to the Corruption Perceptions 
Index 2015 published by Transparency International, the 
United States ranked 16th among 168 countries, lower than 
Germany (10) and the United Kingdom (10) but higher 
than other major economies.34 Likewise, the United States 
ranked eighth among 190 countries in the World Bank’s 
2017 index for ease of doing business, suggesting a relatively 
friendly business environment.35 However, infrastructure 
is not such a strong US advantage. The World Economic 
Forum’s Global Competitiveness Report ranks the United 
States 11th among 140 countries in infrastructure, lower 
than Japan (5), Germany (7), France (8), and the United 
Kingdom (9).36 

HOW US INVESTMENT MIGHT RESPOND TO A 
CORPORATE TAX CUT

Domestic Investment 

In a study closest on point, the Tax Foundation (Pomerleau 
2016) analyzed the impact of the Ryan/Brady Blueprint 
on the US economy and predicted a long-run increase of 
28 percent in the stock of capital.37 The current US capital 
stock is about 228 percent of US GDP. If the enlarged stock 

34. China, Japan, Korea, Italy, and France ranked 83, 18, 37, 61, 
and 23, respectively, in the Corruption Perceptions Index (CPI). 
The 2015 Index ranking is available at http://www.transparency.
org/cpi2015 (accessed on January 4, 2017). The CPI measures 
perceived levels of corruption in the public sector. Transparency 
International has been publishing its CPI annually since 1995. For 
a detailed explanation on the index, see “Data and Methodology” 
at http://www.transparency.org/cpi2015 (accessed on January 
4, 2017). 

35. Rankings for other major economies: Korea (5), United 
Kingdom (7), Germany (17), France (29), Japan (34), Italy (50), 
and China (78). The most recent rankings and a detailed expla-
nation of the ease of doing business index are available at http://
www.doingbusiness.org/ (accessed on January 4, 2017).

36. Ranking for other major economies: Korea (13), Italy (26), and 
China (39). The World Economic Forum evaluates infrastructure 
from the perspective of transport infrastructure and electricity 
and telephony infrastructure. For a detailed explanation on 
methodology, see “Appendix B: Computation and Structure of 
the Global Competitiveness Index,” available at http://reports.
weforum.org/global-competitiveness-report-2014-2015/view/
structure-of-the-gci/#hide/fn-d (accessed on January 4, 2017). 
The most recent index ranking is available at http://reports.
weforum.org/global-competitiveness-report-2015-2016/competi-
tiveness-rankings/ (accessed on January 4, 2017).

37. For a detailed explanation on the Taxes and Growth Model in 
Pomerleau (2016), see “The Tax Foundation Small Comparative 
Statics Model of the U.S. Economy,” available at http://taxfoun-
dation.org/tax-foundation-small-comparative-statics-model-us-
economy (accessed on January 4, 2017). 

http://www.transparency.org/cpi2015
http://www.doingbusiness.org/
http://reports.weforum.org/global-competitiveness-report-2014-2015/view/structure-of-the-gci/#hide/fn-d
http://reports.weforum.org/global-competitiveness-report-2015-2016/competitiveness-rankings/
http://taxfoundation.org/tax-foundation-small-comparative-statics-model-us-economy
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is reached in 20 years, the Tax Foundation’s model suggests 
that the US stock of plant and equipment and research and 
development will increase to around 292 percent of GDP. 
This implies additional investment of around 3.1 percent 
of GDP each year on average.38 If correct, the annual share 
of US output devoted to investment would increase from 
about 12.8 percent of GDP to almost 16 percent. This 
represents a sharp increase and conceivably could raise the 
long-term growth rate by a full percentage point by boosting 
labor productivity.

Obviously, a giant tax cut would have significant fiscal 
consequences on government revenue. According to the Tax 
Foundation’s static estimates, the rate cut proposed by the 
Ryan/Brady Blueprint would reduce revenue by $1.2 tril-
lion and the Trump plan would cost $1.9 trillion over the 
next decade.39 The Tax Policy Center at the Urban Institute 
and the Brookings Institution also modeled the Trump plan 
using a static model but estimated a larger decadal loss of 
$2.4 trillion.40 Ideologically, the Tax Foundation is some-
what right of center, favoring supply-side tax analysis, while 
the Tax Policy Center is somewhat left of center, favoring 
orthodox tax analysis. It is fair to conclude that significant 
business tax reform would cost, at a minimum, more than 
$1.2 trillion over a decade.

38. According to the ProQuest Statistical Abstract of the United 
States 2016, the US net stock of private fi xed assets was $38,054 
billion in 2013 when US GDP was $16,663 billion, implying that 
the capital stock was 228.37 percent of GDP (38,054 / 16,663 
* 100%). According to the Tax Foundation calculations, the US 
capital stock will increase from 228% * GDP to 228 % * GDP * (1 + 
28%) = 291.84% * GDP. 

39. For the Tax Foundation’s estimates, see “Details and Analysis 
of the Donald Trump Tax Reform Plan, September 2016,” avail-
able at http://taxfoundation.org/sites/taxfoundation.org/files/
docs/TaxFoundation_FF528_FINAL3.pdf (accessed on January 
4, 2017), and “Details and Analysis of the 2016 House Republican 
Tax Reform Plan,” available at http://taxfoundation.org/sites/
taxfoundation.org/files/docs/TaxFoundation_FF516.pdf (ac-
cessed on January 4, 2017). 

40. See “T16-0247 - Donald Trump’s Revised Tax Plan: Impact on 
Tax Revenue, 2016-26 by Fiscal Year and Total for FY2027-36 
(Updated),” Tax Policy Center, available at http://www.taxpoli-
cycenter.org/model-estimates/donald-trumps-revised-tax-plan-
oct-2016/t16-0247-donald-trumps-revised-tax-plan (accessed on 
January 4, 2017). 

A cross-sectional study on 85 countries in 2004 by 
Djankov et al. (2010) concluded that, for newly-formed 
small or medium-sized companies, if the first-year effective 
tax rate decreased by 10 percentage points, the average ratio 
of gross fixed capital formation to GDP for the years 2003 to 
2005 would have increased by 2.3 percentage points.41 This 
analysis lands in the same ballpark as the Tax Foundation 
calculation. 

However, unless matched by larger household, busi-
ness, or government savings, an increase in US investment 
exceeding 3 percentage points of GDP would drive the 
exchange value of the dollar and the US trade deficit higher.42 
These effects would, to some extent, offset the initial positive 
impact on domestic investment levels. 

Inward FDI 

Many empirical studies have analyzed the effect of tax rates 
and other forces on the magnitude of inward FDI. To be 
sure, inward FDI makes only a modest contribution to US 
capital formation: In 2015, for example, inward FDI added 
about $380 billion to the US capital stock, compared to 
domestic gross investment of about $3.1 trillion. However, 
the extensive literature on determinants of inward FDI 
sheds light on forces that likely exert a similar impact on 
domestic investment.

Attempting to synthesize previous studies, Mooij and 
Ederveen (2003) surveyed 25 empirical papers and calculated 
a median semi-elasticity parameter of −3.2 for the response 
of inward FDI to changes in the corporate tax rate.43 This 
parameter suggests that a 1 percentage point decrease in the 
tax rate (e.g., a decrease from 25 to 24 percent) would increase 
the annual FDI inflow by 3.2 percent. In recent years, inward 
FDI flows have amounted to about 1.3 percent of US GDP 

41. Djankov et al. (2010) conducted the research using the PwC 
data. As the appendix mentions, the PwC study makes a set of 
assumptions about the standardized business over the period 
covered. The dataset used by Djankov et al. (2010) assumed the 
standardized enterprise started operations on January 1, 2004. 
Thus, the fi rst-year eff ective tax rate referred to the tax liability 
in 2004. 

42. President-elect Trump regards the US trade deficit as a 
major national weakness. His views find bipartisan support in the 
Congress. On November 30, 2016, Representative Dan Lipinski 
(D-IL-03) and Representative Mo Brooks (R-AL-05) filed a 
House Resolution (H.CON.RES.175) to advocate the reduction 
and elimination of the US trade deficit as a national interest, 
especially the deficit in the manufacturing sector. The text of 
the resolution is available at https://www.gpo.gov/fdsys/pkg/
BILLS-114hconres175ih/pdf/BILLS-114hconres175ih.pdf (accessed 
on January 4, 2017). 

43. See the appendix in Mooij and Ederveen (2003) for an 
explanation of how they derived comparable (in other words, 
“standardized”) elasticities across studies. 

It is fair to conclude that significant 
business tax reform would 

cost, at a minimum, more than 
$1.2 trillion over a decade.

http://taxfoundation.org/sites/taxfoundation.org/files/docs/TaxFoundation_FF528_FINAL3.pdf
http://taxfoundation.org/sites/taxfoundation.org/files/docs/TaxFoundation_FF516.pdf
http://www.taxpolicycenter.org/model-estimates/donald-trumps-revised-tax-plan-oct-2016/t16-0247-donald-trumps-revised-tax-plan
https://www.gpo.gov/fdsys/pkg/BILLS-114hconres175ih/pdf/BILLS-114hconres175ih.pdf
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annually.44 The average US actual tax rate reported in table 2 
is 31.1 percent. If the Ryan/Brady “cash flow” plan is enacted 
at a 20 percent rate, and if that turns out to be the actual 
US tax rate for large firms, the decrease would be about 11 
percentage points. Arithmetic using the Mooij and Ederveen 
semi-elasticity value of −3.2 suggests annual FDI inflows 
would increase by about half a percentage point of GDP, to 
reach around 1.8 percent of GDP annually, under the Ryan/
Brady plan.45 Similar to the effect of higher domestic invest-
ment outlays, an increase in inward FDI of half a percentage 
point of GDP (about $90 billion per year) would drive the 
exchange value of the dollar higher and somewhat dampen 
the positive impact on inward FDI.

44. The 1.3 percent fi gure is the average of 2011–15. FDI data is 
from the United Nations Conference on Trade and Development, 
available at http://unctadstat.unctad.org/EN/ (accessed on 
January 11, 2017).

45. The 11.1 percentage point decrease in the corporate tax rate 
would increase FDI inflows by 35.5 percent (11.1 * 3.2 = 35.5). 
Assuming GDP to be constant, the annual FDI inflow would in-
crease from 1.3% * GDP to 1.3% * GDP * (1 + 35.5%) = 1.75% * GDP. 

A Cautionary Note

Since the Great Recession, US interest rates have been excep-
tionally low. Large corporations could borrow for very long 
terms (50 years and more) at rates under 4 percent. Yet low 
long-term interest rates have not triggered an investment 
boom (figure 1). It is possible that a lower corporate tax rate 
will fare no better in stimulating domestic investment or 
inward FDI. Time will tell—provided the Republican White 
House and Congress substantially cut the US federal rate. 

CONCLUSION

International tax rate comparisons using a new dataset from 
Thomson Reuters highlight the unfavorable disparity between 
US corporate tax rates and practices in other advanced econ-
omies. Comprehensive corporate tax reform, headlined by 
a cut in the corporate tax rate, should be a priority for the 
incoming administration and Congress to spur investment 
and make the United States a more attractive location both 
for domestic and foreign investment. However, fiscal deficits 
associated with business tax reform, together with the stim-
ulus to investment, will likely drive up the dollar exchange 
rate and increase the US trade deficit unless strong offsetting 
measures are part of the reform package.
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APPENDIX: PWC TOTAL TAX RATE ON CORPORATE PROFITS

Since 2007, PricewaterhouseCoopers (PwC) has conducted the Paying Taxes project as part of the Doing Business report by 
the World Bank Group. The project uses a case study scenario to measure the tax burden a medium-sized domestic company 
faces in a given year. The PwC methodology makes a set of assumptions about the standardized business over the period 
covered. For example, it assumes that the business has 60 employees, operates in the country’s largest business city, performs 
general industrial or commercial activities, and does not participate in international trade (no export or import activities). 
The hypothetical company’s financial statements are based on gross national income per capita in each economy.46 

Although the PwC project is well-known, this Policy Brief does not use PwC data because of its focus on medium-sized 
enterprises. Of the 2,611 distinct companies covered by the Thomson Reuters dataset, only 256 are small and medium-sized 
enterprises (SMEs).47 In other words, 90 percent of firms in the sample selected from the Thomson Reuters database are large 
enterprises. Unlike the PwC project, the focus of this Policy Brief is on large firms.

Obviously, many assumptions made in PwC Paying Taxes project are unreasonable in the context of large firms, such as 
100 percent domestic ownership and no participation in international trade. The PwC data understates tax burdens on large 
firms since effective tax rates tend to be lower for SMEs because of various preferences.48

46. For details on the methodology and assumptions made in the PwC Paying Taxes project, see Appendix 1: Methodology and example 
calculations for each Paying Taxes sub-indicator, https://www.pwc.com/gx/en/paying-taxes/assets/2013/pwc-payingtaxes-appendix1.
pdf (accessed on January 4, 2017). 

47. SMEs are usually defined by the number of employees, but different countries have different criteria. Financing SMEs and 
Entrepreneurs 2016: An OECD Scoreboard (OECD 2016) provides detailed country-specific definitions. The most frequent upper limit is 
250 employees, used in most European countries. This Policy Brief adopts the 250-employee criterion. The average number of employ-
ees during the years reported is calculated for each company. If this number is smaller than or equal to 250, the company is considered 
an SME.

48. For example, France enacted legislation that granted a “wage tax credit” to companies that employed low-wage employees in 2013 
and 2014 (the credit was designed to create jobs and encourage investment). As a result, the French effective tax rate on corporate 
profits reported by PwC dropped from 8.6 percent in 2005 to 0.5 percent in 2014. For more detail, see “Tax accounting implications 
of new French wage tax credit,” PwC Tax Accounting Services NewsAlert, https://www.pwc.com/us/en/tax-accounting-services/
newsletters/tax-accounting/assets/pwc-french-wage-tax-credit.pdf (accessed on October 13, 2016).

https://www.pwc.com/gx/en/paying-taxes/assets/2013/pwc-payingtaxes-appendix1.pdf
https://www.pwc.com/us/en/tax-accounting-services/newsletters/tax-accounting/assets/pwc-french-wage-tax-credit.pdf
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