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Corporate Income Tax

U.S. federal corporate income tax rates before TCJA. The table reports marginal
rates. For a history of U.S. federal corporate income tax rates, see here.
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Corporate Income Tax

Marginal and average tax rates before TCJA. For large U.S. corporations (taxable
income > 18.3mil), both the average and marginal tax rates are 35%.
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Corporate Income Tax

After TCJA, the U.S. federal corporate income tax rate is a flat 21%

Jiaming Mao (Xiamen University) Corporate Taxation and Tax Avoidance 6 / 28

https://en.wikipedia.org/wiki/Tax_Cuts_and_Jobs_Act_of_2017


Corporate Income Tax

The corporate income tax is one of the primary ways of taxing capital.

Without the corporate income tax, the personal income tax can be
dodged or postponed by individuals incorporating themselves and
keeping their income within firms.

When corporate profits are paid out, they are typically taxed at a lower
rate than earned income, as tax authorities recognize double
taxation.
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Corporate Income Tax

Corporate tax raison d’être:

A prepayment for the personal income tax

A way to tax rents (such as extractive industries) and business
activities that generate negative externalities

I Tax credits can then be used as subsidies for business activities that
generate positive externalities.

A tax on foreign shareholders who benefit from the public goods
provided by the country
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Corporate Income Tax
Because of various tax deductions and loopholes, the effective tax rates
paid by U.S. corporations are significantly lower than the statutory rates.

Effective Rates Paid by U.S. Corporations by Industry
Source: Ross, Westerfield, and Jaffe (2011)
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Source: Zucman (2014)
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Multinationals, Profit-Shifting, and Tax Avoidance

The practicality and enforceability of the corporate income tax is
increasingly challenged by globalization today.

Corporations can avoid paying corporate taxes by shifting their profits
from high-tax jurisdictions to low-tax jurisdictions.

About two-thirds of the decline in the U.S. effective corporate tax rates
over the last 15 years could be attributed to increased profit-shifting to
tax havens such as Bermuda, Luxembourg and the Cayman Islands1.

I An estimated 20 percent of all U.S. corporate profits prior to TCJA
were parked in these tax havens1.

1see Zucman (2014)
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Source: Zucman (2014)
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Source: Zucman (2014)
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Countries Listed on Various Tax Haven Lists. Source: Gravelle (2015)
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11/24/21, 11:53 PM In reforming global taxes, don't forget small countries' interests | PIIE

https://www.piie.com/blogs/realtime-economic-issues-watch/reforming-global-taxes-dont-forget-small-countries-interests 3/6
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Multinationals, Profit-Shifting, and Tax Avoidance

A popular method of profit-shifting is through the manipulation of
transfer pricing, the setting of prices at which companies exchange
goods and services internally.

I Consider a corporation, USCo, that grows coffee beans in Brazil at a
cost of $1/lb and sells them for $12/lb in the U.S. The company has a
subsidiary, BrazilCo, in Brazil.

I To avoid paying taxes in either the U.S. or Brazil, USCo could set up
another subsidiary, BermudaCo, in Bermuda and have BrazilCo sell
beans to BermudaCo for $1/lb, who would in turn sell them to USCo
for $12/lb.

I Both USCo and BrazilCo would record zero profits, while BermudaCo
earns $11/lb in profits but is subject to zero corporate income tax.

Jiaming Mao (Xiamen University) Corporate Taxation and Tax Avoidance 17 / 28

http://www.ico.org/prices/pr-prices.pdf
http://store.starbucks.com/coffee/whole-bean-and-ground/


Multinationals, Profit-Shifting, and Tax Avoidance

In practice, to prevent profit-shifting, transfer pricing is required to
obey the arm’s length principle: prices of goods and services traded
by related companies must be based on market prices.

Intangibles, such as patents and licenses, however, are hard to value
as relevant market prices may not exist.

I USCo could transfer its patent on coffee growing technology to
BermudaCo and have BrazilCo pay royalties to BermudaCo for its
usage.
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Multinationals, Profit-Shifting, and Tax Avoidance

4!PIIE EDUCATIONAL RESOURCES   |   HOW DO COMPANIES AVOID PAYING INTERNATIONAL TAXES?

© 2021 Peterson Institute for International Economics
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Multinationals, Profit-Shifting, and Tax Avoidance
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Multinationals, Profit-Shifting, and Tax Avoidance

Profit-shifting could also be achieved via debt reallocation, through
which a corporation would hold the majority of its debt in high-tax
jurisdictions to lower its taxable income in those jurisdictions through
deductible interest expenses.

Another popular method of profit-shifting is through intragroup loans,
whereby subsidiaries in low-tax jurisdictions grant loans to subsidiaries
in high-tax jurisdictions, a practice known as earnings stripping.

The existence of thousands of bilateral tax treaties between countries
has also created a web of inconsistent rules that corporations can
exploit by choosing the location of their affiliates, a practice known as
treaty shopping.
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The Race to the Bottom: The Decline of Worldwide
Corporate Tax Rates

The ability of multinationals to shift profits from high-tax jurisdictions
to low-tax jurisdictions exerts pressure on national governments to
lower their corporate tax rates in order to remain competitive, creating
a “race to the bottom.”

Over the past 37 years, the average worldwide statutory corporate tax
rate has declined by over 40%. In 2000, 42% of the countries in the
world imposed a statutory rate below 30%. In 2010, the number
increased to 77%.
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The Race to the Bottom: The Decline of Worldwide
Corporate Tax Rates

 TAX FOUNDATION | 9

FIGURE 3.

All regions saw a net decline in average statutory rates between 1980 and 2017. The average declined 
the most in Europe, with the 1980 average of 40.5 percent dropping to 18.35 percent, representing 
almost a 55 percent rate reduction. South America has seen the smallest decline, with the average 
only decreasing by 28 percent from 39.66 percent in 1980 to 28.73 percent in 2017. 

Africa, Oceania, and South America all saw periods where the average statutory rate increased, 
although the average rates decreased in all regions over the full period. In each instance of an average 
rate increase, the change was relatively small, with the absolute change being less than 1 percentage-
point between decades. 

Source: Tax Foundation. Data compiled from numerous sources including: PwC, KPMG, Deloi e, and the U.S. Department of Agriculture.
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The Race to the Bottom: The Decline of Worldwide
Corporate Tax Rates

 TAX FOUNDATION | 10

FIGURE 4.

Conclusion
The last time the United States reduced its federal corporate income tax rate was in 1986. Since 
then, countries throughout the world have significantly reduced their statutory tax rates. Today, the 
United States statutory corporate tax rate is one of the highest in the world and stands well above 
the worldwide average. Reducing the statutory corporate tax rate to around the worldwide average 
as part of tax reform could discourage profit shifting and encourage companies to locate investment 
in the United States.

Source: Tax Foundation. Data compiled from numerous sources including: PwC, KPMG, Deloi e, and the U.S. Department of Agriculture.
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Going Forward: A Global Minimum Corporate Tax Rate

On Oct. 8, 2021, OECD announced that 136 countries and jurisdictions
have agreed to a two-pillar plan to reform international taxation rules.

1 Allocate taxing rights to market jurisdictions where final sales are
made or users are based2.

2 A global minimum corporate tax of 15 percent.

2A partial redistribution of tax revenue from jurisdictions where firms are
headquartered to jurisdictions where firms make their sales or have their user base.
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Going Forward: A Global Minimum Corporate Tax Rate
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Not every market country will receive taxing rights. At the July negotiations, 
countries decided that rights would only be allocated to market countries that 
generate at least €1 million in revenue for a firm. Smaller countries (with GDP 
lower than €40 billion) would receive an allocation if sales in their jurisdiction 
exceed €250,000.

To simplify the process and reduce the administrative burden imposed on 
firms, market countries would not set the tax rate applied to the firm’s residual 
profits. The tax allocation to market jurisdictions would be a predetermined share 
of residual profits—the exact percentage is still to be negotiated. The portion 
would be divided among the various jurisdictions based on the share of the 
residual revenue derived from each market, after deductions for money spent on 
marketing and distribution activities already subject to taxation.

It is still unclear who will be responsible for collecting and analyzing firms’ 
annual data. Without an independent broker to verify and oversee reallocations, 
disputes between firms and national governments would be likely. The 
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Going Forward: A Global Minimum Corporate Tax Rate
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International Monetary Fund (IMF) has the necessary experience, expertise, and 
reach. It could act as an honest broker both in assessing which multinational 
firms meet the reallocation criteria and in distributing tax revenues to the 
market countries.

OECD PILLAR TWO: A GLOBAL MINIMUM CORPORATE TAX 

The second part of the proposed OECD reforms would introduce a new global 
minimum corporate tax rate designed to prevent companies from shifting profits 
to low-tax countries to minimize their tax liabilities. 

Governments would still be free to set corporate tax rates at any level, but if 
subsidiary profits are taxed at a rate lower than 15 percent in a particular country, 
the government of the country where the company is headquartered can apply a 
top-up tax to bring the tax rate applied to profits recorded in the low-tax 
jurisdiction up to the 15 percent minimum (figure 4).

For example, if a firm has a subsidiary in a low-tax jurisdiction with a corporate 
tax rate of 12 percent, the government of the firm’s country of residence can apply 
a top-up tax on profits booked in that jurisdiction of 3 percent, bringing the taxes 
paid on those profits up to the 15 percent global minimum.
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