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The Case for Corporate Tax Reform:  
The Marginal Tax Rate on Capital

Globalization and capital mobility are increasing tax competition 
among countries. Lower tax rates increase after-tax returns to capital, 
raising economic growth rates. They can also make economies more 
attractive for foreign investment. Furthermore, lower taxes on capital 
are generally associated with increased government tax revenues. 

Despite this, the United States has the highest corporate tax 
rate in the developed world at a top rate of 35 percent. 

Why Is There a Corporate Tax?  Economist Jack Mintz 
cites three reasons for the corporate income tax:1 

 ■ The corporate tax pays for public goods, such as 
infrastructure, and services used by corporations to help 
their profitability.
 ■ It acts as a backstop to personal income taxes; otherwise, 
wealthy individuals could use “shell” corporations to 
reclassify their personal income as corporate earnings.2

 ■ And, it captures profits from fixed factors of production, 
such as land and buildings.
However, the corporate tax is not the largest revenue 

producer for governments by any means. On average, it 
produces about 8.5 percent of revenue for the G-7, the group 
of seven wealthiest countries, and about 10.5 percent for the 
United States. 

Investment is very sensitive to corporate tax rates. 
Globalization makes it increasingly easier to move capital 
across national borders, and investors generally seek lower tax 
jurisdictions. Some developing nations have cut corporate tax 
rates to attract foreign investment from developed countries. 

Measuring Marginal Tax Rates on Capital. According 
to Mintz, it has become more popular among academics to 
measure the effective marginal corporate tax rate on capital, 
which is the amount of tax paid as a percentage of the rate of 
return on the last dollar of capital invested. Mathematically, 
the rate of return after taxes is subtracted from the rate of 
return before taxes, then divided by the rate of return before 
taxes. Thus, if the return to capital is 10 percent and the after-
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tax return is 7 percent, the effective tax rate on 
capital is 30 percent.

In 1994, Mintz found that effective marginal 
tax rates on capital in the United States were 
the second lowest among the G-7 countries. 
By 2013, however, Mintz and Chen found 
that effective marginal tax rates in the United 
States were the highest. Both of these estimates 
include national and state corporate taxes, 
estate taxes, sales taxes and any other taxes on 
capital income or investments [see the figure]:3  

 ■ In 1994, the U.S. rate was 25.4 percent, 
second lowest to Canada’s 23.8 percent. 
Italy’s rate was the highest, at 38.9 percent.

 ■ In 2013, the U.S. rate was 35.3 percent, 
while Canada’s is now the lowest, at 18.6 
percent.
In addition to the differences in the corporate 

tax code among countries, U.S. industries 
face different marginal tax rates due to the 
complexity of the tax code, special taxes 
levied on some industries, and the extent to 
which land, machinery and buildings are taxed 
through sales and property taxes under current 
law. Additionally, capital is often taxed twice 
— first in the form of the federal corporate 
tax (or applicable state corporate taxes) and 
again through the personal income tax when 
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dividends paid 
out of profits are 
distributed to 
shareholders.

Tax Burden 
on Capital 
by Industry. 
Using the 
NCPA’s DCGE 
model, NPCA 
Senior Fellow 
David Tuerck, 
executive director 
of the Beacon 
Hill Institute, 
calculated the 
effective marginal 
tax rate on capital 
by industry. The 
taxes include 
federal and state 
corporate income 
taxes, and any 
personal income 
taxes that bear on 
capital, such as 
capital gains and 
dividends. 

The first 
column of the 
table provides 
current-law 
estimates of the 
EMTR based on 
this approach 
for 27 industrial 
sectors:  

 ■ Under current 
law, the 
effective 
marginal tax 
rate across all 
industries is 
48.03 percent, 
on average. 
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 ■ The highest effective marginal tax rates 
are in insurance and banking, with rates 
of 56.60 percent and 56.06 percent, 
respectively, and the lowest rate is in real 
estate, at 37.39 percent.
The second column shows a tax-change 

scenario that assumes the U.S. corporate 
income tax rate is reduced to 25 percent for 
the top seven brackets and remains at 15 
percent for the lowest bracket. The model 
found:

 ■ The rates in insurance and banking would 
fall to 50.91 percent and 50.74 percent, 
respectively, and the effective tax rate on 
real estate would fall to 32.76 percent.
 ■ The average rate across all industries would 
fall to 42.36 percent, reducing the effective 
marginal tax on capital by about 12 percent.
Conclusion. Policymakers bemoan the fact 

that U.S. companies are locating factories 
and headquarters across borders, but their 
responses fall more along the lines of 
restrictions or punitive measures to prevent 
capital flight rather than substantive tax 
reform. While cutting the corporate tax rate is 
only one aspect of spurring economic growth, 
it is an essential step. 

Pamela Villarreal is a senior fellow with 
the National Center for Policy Analysis.
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