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Abstract

The preponderance of evidence shows that the corporate income tax
harms workers through lower wages. Because the U.S. has a relatively open economy, the tax is shifted from owners of capital to workers,
the suppliers of labor. Reasonable estimates show that labor bears
between 75 percent and 100 percent of the revenue cost of the corporate tax. Contrary to the claims that a corporate tax cut is a tax cut
for the rich, a 20-point reduction of the corporate income tax to 15
percent could boost the relative market incomes of the poorest Americans by more than twice the increase for the richest. A tax cut for
corporations is therefore a tax cut for the average American.
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s counterintuitive as it may seem, a tax cut for corporations is
a tax cut for the average American. This is because corporations are made up of people. Across the U.S., corporations employ
54.8 million hard-working individuals who create products for
global and domestic markets.1 Corporate profits also are ultimately
claimed by people. More than half of Americans invest in the stock
market, and almost 40 percent of corporate stock is owned through
retirement plans.2 A tax on corporate income is therefore a tax on
the average American.
By definition, all business taxes must be paid by owners or workers, resulting in less investment income or lower wages. Put differently, all business taxes are passed on to workers or owners, and it
turns out that they are mostly passed on to workers. The dominant
perspective in Washington seems to be that the corporate income
tax is paid by rich people—a common misconception that is based on
economic theory developed in the 1960s by an economist who has
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A tax cut for corporations is a
tax cut for average Americans
because corporations are made up
of people. The evidence shows that
the corporate income tax harms
workers through lower wages.
The dominant perspective in
Washington seems to be that the
corporate income tax is paid by
rich people. This common misconception is based on economic
theory developed in the 1960s
by an economist who has since
reversed his conclusions.
A corporate tax rate cut is actually
a progressive tax change, benefiting workers who earn their income
in the form of wages and those at
the bottom of the income scale
the most.
A corporate tax rate cut could
boost the relative market incomes
of the poorest Americans by
more than twice the increase for
the richest.
The corporate income tax is a poor
mechanism for funding the government and violates all of the key
principles of a good tax system.
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TABLE 1

A Good Tax System vs. the Current Corporate Tax
The corporate income tax violates all key principles of a good tax system.
A Good Tax System Should ...

The Corporate Tax ...

Apply the most efficient and least economically
destructive forms of taxation, eliminating the
double taxation of savings and investment

Double-taxes corporate investment

Have low rates on a broad base

Is the highest corporate income tax
rate in the developed world

Minimize interference with the operation of
the free market and free enterprise

Distorts investment and other business decisions, creating
lost economic activity in excess of the revenue collected

Minimize the cost to taxpayers of compliance
with and administration of the tax system

Administrative costs are about 15 percent of taxes
paid according to conservative IRS estimates

Be transparent, predictable and simple, so tax
burdens are understandable to taxpayers

Obscures the true burden of the tax—most people
think the tax is paid by businesses when in fact the
cost is passed on to workers through lower wages
BG3243

since reversed his conclusions. A corporate tax rate
cut is actually a progressive tax change that benefits
workers who earn their income in the form of wages
and those at the bottom of the income scale the most.
The most recent economic research shows that
workers bear a majority of the economic burden of
the corporate income tax in the form of lower wages.
Labor bears between 75 percent and 100 percent of
the cost of the corporate tax. A 20-point reduction of
the corporate income tax to 15 percent would boost
the relative market incomes of the poorest Americans by significantly more than it would boost those
of the richest. Cutting the corporate income tax is an
essential component of tax reform.

The Corporate Income Tax
and Tax Reform

The most economically destructive aspects of the
current system are taxes levied on corporations. At

heritage.org

its core, the corporate income tax is a perverse double
tax on the same income that stifles economic growth
by artificially increasing the tax rate on savings
and investment. Perhaps most insidiously, the tax
appears at first glance to fall on the rich and owners
of corporations. However, workers pay almost entirely for the corporate income tax through lower wages.
The United States has the highest corporate tax rate
in the developed world. The U.S. imposes a top marginal federal corporate income tax rate of 35 percent (38.9
percent when the state average is included). The tax
accounts for less than 10 percent of federal revenue.3
Once corporate profits are taxed in the U.S. at
the business level, they can be distributed back to
the shareholders as dividends or retained for future
investments. When the owners of corporate shares
realize a gain by receiving a dividend or selling their
stock, the U.S. system levies a second tax on that
same income through a separate tax on capital gains

1.

U.S. Department of Commerce, U.S. Census Bureau, “U.S. by Legal Form of Organization Tables—2015,”
https://www.census.gov/data/tables/2015/econ/cbp/legal-form-organization.html (accessed August 31, 2017).

2.

Gallup, “In Depth: Topics A to Z, Stock Market,” http://www.gallup.com/poll/1711/stock-market.aspx (accessed August 31, 2017); Steven M.
Rosenthal and Lydia S. Austin, “The Dwindling Taxable Share of U.S. Corporate Stock,” Urban Institute and Brookings Institution Tax Policy Center,
May 16, 2016, http://www.taxpolicycenter.org/publications/dwindling-taxable-share-us-corporate-stock/full (accessed August 31, 2017).

3.

Organisation for Economic Co-operation and Development, Tax Database, Table II.1, “Statutory Corporate Income Tax Rate,”
https://stats.oecd.org/index.aspx?DataSetCode=Table_II1 (accessed August 31, 2017).
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or dividends. This two-layer tax system complicates
the tax code and, according to the U.S. Department
of the Treasury, “perversely penalizes the corporate
form of organization.”4
The corporate income tax violates all of the key
principles of a good tax system. (See Table 1.) The
basic principles of a good tax system are straightforward. The tax system should apply the most efficient
and least economically destructive forms of taxation;
have low rates on a broad base that eliminates the
double taxation of investment; and be as transparent,
predictable, and simple as possible while respecting
the core institutions of civil society and protecting
the rights to life, liberty, and property.
The corporate income tax is a poor mechanism for
funding the government. Economists agree almost
unanimously on this point: The corporate income
tax is an inefficient and economically destructive
mechanism for raising revenue. The poor design of
the tax has led many economists to agree further
that the tax should be entirely repealed.5 Anemic
wage growth, historically sluggish rates of business
start-ups, low levels of investment, and reduced economic dynamism are just a few of the myriad reasons
why business tax reform must be the centerpiece of
congressional efforts to update the tax system.6

the 1960s, economists generally believed the opposite: The corporate tax fell on owners of capital. The
economic orthodoxy of corporate tax incidence has
since reversed.
In 1962, Arnold Harberger first described the basic
rationale for why capital should bear the full cost of
corporate taxes in a standard economic framework.7
In a simple closed economy—meaning an economy
in which there is no intercountry investment—with
fixed capital and labor supply, the corporate tax forces capital out of the “corporate” sector and into the
“non-corporate” sector, lowering the after-tax rate
of return to capital in both sectors.8 Under these
assumptions, Harberger showed that the return to
capital was reduced by the amount of collected tax
revenue and that wages remained constant.9
Since the 1960s, the global economy has become
significantly more connected. Information costs have
fallen dramatically, technology has integrated businesses around the world, international financial markets have flourished, and trade barriers such as tariffs
have decreased.10 These developments have greatly
benefited domestic markets by increasing consumer choice, lowering the cost of products, and raising
standards of living.11 Increasingly, corporations and
their investments can be moved to other countries or
other states, especially over time. If Harberger’s origiHow the Corporate Tax Hurts Workers: A nal closed-economy assumption is reversed and one
History of Thought on Tax Incidence
assumes a modern open economy in which corporate
In today’s open economy, labor bears the cost capital can move to avoid high taxes, the burden of the
of revenue raised by the corporate income tax. In tax shifts from the owners of capital to labor.

4.

U.S. Department of the Treasury, Report of the Department of the Treasury on Integration of the Individual and Corporate Tax Systems: Taxing
Business Income Once, January 1992, p. 1, https://www.treasury.gov/resource-center/tax-policy/Documents/Report-Integration-1992.pdf
(accessed August 31, 2017).

5.

Karen A. Campbell, “Time for a Real Change: Repeal the Corporate Income Tax,” Heritage Foundation Backgrounder No. 2248, March 13, 2009,
http://www.heritage.org/taxes/report/time-real-change-repeal-the-corporate-income-tax; Laurence J. Kotlikoff, “Abolish the Corporate
Income Tax,” The New York Times, January 5, 2014, https://www.nytimes.com/2014/01/06/opinion/abolish-the-corporate-income-tax.html
(accessed August 16, 2017); and N. Gregory Mankiw, “One Way to Fix the Corporate Tax: Repeal It,” The New York Times, August 23, 2014,
https://www.nytimes.com/2014/08/24/upshot/one-way-to-fix-the-corporate-tax-repeal-it.html (accessed August 31, 2017).

6.

The start-up rate in the U.S. is stuck at 30 percent below its pre-2008 average. Economic Innovation Group, “Dynamism in Retreat: Consequences
for Regions, Markets, and Workers,” February 2017, p. 8, http://eig.org/wp-content/uploads/2017/07/Dynamism-in-Retreat-A.pdf
(accessed July 31, 2017).

7.

Arnold C. Harberger, “The Incidence of the Corporation Income Tax,” The Journal of Political Economy, Vol. 70, No. 3 (June 1962), pp. 215–240,
http://piketty.pse.ens.fr/files/Harberger1962.pdf (accessed August 31, 2017).

8.

The “non-corporate” sector is simply the economic activity that is not directly subject to the corporate tax, such as business activity taxed
under the individual income tax.

9.

Harberger, “The Incidence of the Corporation Income Tax.”

10. Terry Miller and Anthony B. Kim, Index of Economic Freedom (Washington: The Heritage Foundation, 2017), http://www.heritage.org/index/.
11.

Pierre Lemieux, “A Primer on Free Trade: Answering Common Objections,” Mercatus Center Policy Primer, June 6, 2017,
https://www.mercatus.org/publications/free-trade-primer (accessed August 31, 2017).
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In an open economy where capital can move
abroad and the prices of goods are set competitively in the world market, the corporate tax has only
one place to shift: to workers. When capital moves
abroad, the domestic capital-to-labor ratio declines,
slowing productivity and lowering wages. The global after-tax return to capital is largely unchanged,
but because workers are generally not internationally mobile, wages remain depressed in the country with the higher corporate tax and lower levels
of investment.
Businesses invest so that their employees can be
more productive. More productive employees earn
higher wages and produce more output, and businesses can hire additional workers as profit, investment, and demand increase. Because labor supply is
constrained by relatively fixed variables like population size, an increase in capital investments allows
wages to be bid up as labor becomes relatively scarce
compared to the expanded capital stock. This is
the basic logic of why higher capital-to-labor ratios
(that is, more capital per worker) benefit workers.
More concretely, the data suggest that an 8 percent
increase in capital per worker would increase wages
by 13 percent to 20 percent.12 Due to this dynamic, in
the open-economy model where capital can escape
high tax rates, labor bears the full burden of the corporate tax.
In 1995 and again in 2008, Harberger revisited
his seminal 1962 contribution, ultimately reversing
his initial analysis. He concluded that in the modern
global world, the economy is open and labor “must
end up bearing more than the full burden of the
tax.”13 The empirical literature supports Harberger’s
revised conclusions: Workers bear the full economic
burden of the corporate income tax. This analysis
certainly does not conclude that a closed economy or
impediments to capital or labor mobility would bene12.
13.

fit workers or wages. Instead, the changing economic
landscape increasingly makes the corporate income
tax a harmful relic of the past, designed for a different time, and one that should be repealed because its
costs are higher than its benefits.
A complete analysis should also take into account
the economic inefficiencies caused by tax-induced
misallocation of resources. Economic models show
that the inefficiency or “deadweight loss” of the corporate income tax can be as high as 150 percent of
revenue raised.14 Empirical estimates of the economic loss support the model results, suggesting that the
tax can depress wages by more than two times and as
much as four times the amount of revenue raised.15

Higher Corporate Taxes, Lower Wages

Corporate taxes reduce domestic wages. Most
empirical estimates conclude that labor bears
between 75 percent and 100 percent of the tax burden, with results in the literature ranging from 45
percent to 420 percent. For many years, the question of who will bear the corporate income tax was
answered by calibrating models with assumptions
about the economy. More recently, a growing body
of research has begun to estimate the incidence and
burden of the corporate income tax directly. No one
study or model is perfect, but the sum of the literature generally shows that labor bears a majority and
increasing share of the corporate tax.
The largest group of studies investigates the full
economic burden of the corporate income tax, taking into account the revenue costs and economic
inefficiencies. Summarized in Appendix Table 1, this
group of studies estimates the effect of changes in
corporate tax rates using variation between countries, U.S. states, and over time. The data show considerable evidence that the corporate income tax significantly reduces wages. For example, Kevin Hassett

Salim Furth, “Why American Workers Should Care About Business Investment,” Heritage Foundation Issue Brief No. 4756, August 24, 2017,
http://www.heritage.org/jobs-and-labor/report/why-american-workers-should-care-about-business-investment.
In his 1995 piece, Harberger estimated that labor’s tax burden could amount to as much as 250 percent. Arnold C. Harberger, “The Incidence of the
Corporation Income Tax Revisited,” National Tax Journal, Vol. 61, No. 2 (June 2008), p. 306, https://www.ntanet.org/NTJ/61/2/ntj-v61n02p30312-incidence-corporation-income-tax.pdf?v=α&r=2893657431035102 (accessed August 31, 2017) (emphasis in original); Arnold C. Harberger,
“The ABCs of Corporation Tax Incidence: Insights into the Open-Economy Case,” Chapter 2 in Policy and Economic Growth (Washington: American
Council for Capital Formation, April 1995), pp. 51–79, http://www.econ.ucla.edu/harberger/abc.pdf (accessed August 31, 2017).

14. Harberger, “The ABCs of Corporation Tax Incidence,” and Jane. G Gravelle and Laurence J. Kotlikoff, “Does the Harberger Model Greatly
Understate the Excess Burden of the Corporate Tax?—Another Model Says Yes,” National Bureau of Economic Research Working Paper No.
2742, October 1988, http://www.nber.org/papers/w2742 (accessed August 31, 2017).
15.

Kevin A. Hassett and Aparna Mathur, “A Spatial Model of Corporate Tax Incidence,” American Enterprise Institute, December 1, 2010,
http://www.aei.org/wp-content/uploads/2011/10/-a-spatial-model-of-corporate-tax-incidence_105326418078.pdf (accessed August 31, 2017).
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and Aparna Mathur use aggregate manufacturing
wage and tax data for 72 countries from 1981 to 2002.
They find that a $1 increase in tax revenues is associated with a $3-to-$4 decrease in real wages, implying that labor can bear up to 400 percent of the corporate tax.16 More recent evidence from Li Liu and
Rosanne Altshuler uses individual U.S. worker data,
industry-level effective marginal tax rates, and capital-to-labor concentration ratios to show that labor
bears an average estimated 80 percent of the tax, and
up to 119 percent.17
A second group of empirical research finds smaller
estimates for labor’s share of the corporate income tax.
This group of studies uses wage bargaining models to
assess how a firm’s profits are divided between labor
and capital.18 Among this group, the incidence is estimated to be between 50 percent and 60 percent, the
larger share falling on labor.19 These estimates should
be interpreted with caution as they measure the direct

effects of changes in tax liability through one channel
and do not include other channels or the indirect full
adjustment effect of changes in prices or capital stock.
An incidence of 60 percent, passed on through just
one channel, is compelling evidence that labor bears a
much larger share of the total tax burden.

So How Open Is the Economy?

The debate over who bears the burden of the corporate income tax invariably turns on one question:
How open is the U.S. economy?20 Those who are skeptical about the view that labor bears a large share of
the tax discount the empirical evidence, citing various research design limitations.21 They maintain that
the economy is relatively closed and that capital must
therefore bear a significant share of the corporate tax.22
The open or closed economy assumption informs how
Harberger-style models are calibrated, which dramatically changes the predicted burdens of the corporate

16. Ibid.
17.

Li Liu and Rosanne Altshuler, “Measuring the Burden of the Corporate Income Tax Under Imperfect Competition,” National Tax Journal,
Vol. 66, No. 1 (March 2013), p. 215–238, https://www.ntanet.org/NTJ/66/1/ntj-v66n01p215-37-measuring-burden-corporate-income.
pdf?v=α&r=2754206022100361 (accessed August 31, 2017).

18. See, for example, R. Alison Felix and James R. Hines Jr., “Corporate Taxes and Union Wages in the United States,” National Bureau of
Economic Research Working Paper No. 15263, August 2009, http://www.nber.org/papers/w15263 (accessed August 31, 2017), and Wiji
Arulampalam, Michael P. Devereux, and Giorgia Maffini, “The Direct Incidence of Corporate Income Tax on Wages,” Institute for the Study
of Labor Discussion Paper No. 5293, October 2010, https://www.econstor.eu/bitstream/10419/51691/1/66322666X.pdf (accessed August
31, 2017). Other studies that find smaller estimates fix the total incidence so that it sums to one. This prohibits their estimates from showing
burdens in excess of the revenue collected, neglecting deadweight loss. See Mihir A. Desai, C. Fritz Foley, and James R. Hines Jr., “Labor and
Capital Shares of the Corporate Tax Burden: International Evidence,” National Bureau of Economic Research, December 2007,
http://piketty.pse.ens.fr/files/Desaietal2007.pdf (accessed August 31, 2017).
19. Celine Azemar and R. Glenn Hubbard, “Country Characteristics and the Incidence of Capital Income Taxation on Wages: An Empirical
Assessment,” Canadian Journal of Economics, Vol. 48, No. 5 (December 2015), pp. 1762–1802.
20. Jane G. Gravelle and Kent A. Smetters argue that domestic and foreign goods must also be perfect substitutes for the burden of the tax to
be primarily borne by labor in an open economy. Under reasonable trade-elasticity assumptions, the authors estimate that labor only bears
21 percent of the incidence in the short-run. See Jane G. Gravelle and Kent A. Smetters, “Does the Open Economy Assumption Really Mean
That Labor Bears the Burden of a Capital Income Tax?” Advances in Economic Analysis and Policy, Vol. 6, No. 1 (August 2006), Table 2. William
C. Randolph shows that by modifying the Gravelle and Smetters model to include two domestic goods, one of which is a perfect substitute—
an arguably more realistic assumption—labor again bears most of the incidence: an estimated 73 percent. See William C. Randolph,
“International Burdens of the Corporate Income Tax,” Congressional Budget Office Working Paper No. 2006-09, August 2006, Table 3,
https://cbo.gov/sites/default/files/cbofiles/ftpdocs/75xx/doc7503/2006-09.pdf (accessed September 1, 2017).
21.

Jennifer C. Gravelle, “Corporate Tax Incidence: A Review of Empirical Estimates and Analysis,” Congressional Budget Office Working Paper No.
2011-01, June 2011, https://www.cbo.gov/sites/default/files/112th-congress-2011-2012/workingpaper/06-14-2011-corporatetaxincidence_1.pdf
(accessed September 1, 2017).

22. University of Pennsylvania, Penn–Wharton Budget Model, “Setting Behavioral Responses in Pwbm’s Dynamic Simulations,”
September 14, 2016, http://www.budgetmodel.wharton.upenn.edu/issues/2016/9/13/setting-behavioral-responses-in-pwbms-dynamicsimulations (accessed September 1, 2017); Chye-Ching Huang and Brandon Debot, “Corporate Tax Cuts Skew to Shareholders and CEOs,
Not Workers as Administration Claims,” Center on Budget and Policy Priorities, updated August 16, 2017, https://www.cbpp.org/research/
federal-tax/corporate-tax-cuts-skew-to-shareholders-and-ceos-not-workers-as-administration#_ftn11 (accessed September 1, 2017); Jim
Nunns, “How TPC Distributes the Corporate Income Tax,” Urban Institute and Brookings Institution Tax Policy Center, September 13, 2012,
http://www.taxpolicycenter.org/sites/default/files/alfresco/publication-pdfs/412651-How-TPC-Distributes-the-Corporate-Income-Tax.PDF
(accessed September 1, 2017); and Joint Committee on Taxation, Modeling the Distribution of Taxes on Business Income, JCX-14,13, October 16,
2013, https://www.jct.gov/publications.html?func=startdown&id=4528 (accessed September 1, 2017).
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tax. In an open economy model with internationally
mobile capital, the economic burden of the corporate
income tax falls unambiguously on labor.23
The openness of the economy has been distilled
to the issue of capital mobility: How readily do investors reallocate their capital investments between
countries based on differences in rates of return due
to tax or other economic factors? Economists have
answered this question in three different ways: by
measuring the effect of tax changes on foreign direct
investment, by measuring the correlation between
domestic savings and investment, and through the
body of research already presented that measures
the burden of the corporate income tax and infers
capital mobility from the estimates.24
The research on foreign direct investment strongly
supports the hypothesis that the economy is open and
that capital flows freely to its most highly valued use.
In a summary of this body of research, George Zodrow
notes that “the empirical literature as a whole suggests that international capital is quite mobile and in
particular is significantly affected by tax factors.”25
The second strand of literature estimates the
openness of an economy by measuring the correlation between domestic saving and domestic investment. This was first investigated in 1980 by Martin
Feldstein and Charles Horioka, who posited that if
domestic saving and investment have a correlation of
one, the economy must be completely closed—showing that every dollar of savings is invested in the
home country, with no capital flows abroad.26 This is

the research that is often cited as evidence that global economies are relatively closed.27 However, a closer reading of the full body of research is inconclusive
in answering the question of how open the economy
is. Some have questioned Feldstein and Horioka’s
underlying assumption, and others find very different estimates under different specifications.28 If
anything, the literature is in agreement that the U.S.
economy continues to be more open every year.
All studies that investigate capital mobility over
time find evidence that capital has become more
mobile. The literature on the burden of the corporate income tax finds that labor’s share of the tax has
trended upward over time.29 The literature on foreign direct investment shows that capital has become
more mobile over time.30 In a review of five different
economic trends that contribute to labor bearing
an increasing portion of the corporate income tax,
Jason Fichtner and Jacob Feldman conclude “that
the sensitivity of US businesses to corporate taxation
is increasing and that the amount of capital invested
in the United States may further decrease in the long
term as a result.”31 This research presents compelling evidence that labor will continue to shoulder a
larger share of the corporate income tax as the global
economy continues to become more integrated.
The current status of the economic literature
supports the opposite of the original 1980s analysis.
It should now be considered appropriate, at least in
approximation, to study tax burdens with models
that assume perfect international capital mobility.

23. Arnold C. Harberger, “The Incidence of the Corporation Income Tax Revisited,” National Tax Journal, Vol. 61, No. 2 (June 2008), pp. 303–312,
and Randolph, “International Burdens of the Corporate Income Tax.”
24. This categorization and much of the literature review draws on George R. Zodrow, “Capital Mobility and Capital Tax Competition,”
National Tax Journal, Vol. 63, No. 4, Part 2 (December 2010), pp. 865–902.
25. Ibid., p. 869.
26. Martin Feldstein and Charles Horioka, “Domestic Savings and International Capital Flows,” The Economic Journal, Vol. 90, No. 358 (June 1980),
pp. 314–329.
27. Penn–Wharton Budget Model, “Setting Behavioral Responses in PWBM’s Dynamic Simulations.”
28. Some have shown that correcting for cross-country heterogeneity decreases the savings-to-investment ratio to almost zero. Others in
the literature question the core assumption that the correlation between savings and investment should be interpreted as indicating low
capital mobility in the first place. See Maurice Obstfeld and Kenneth Rogoff, “The Six Major Puzzles in International Macroeconomics: Is
There a Common Cause?” National Bureau of Economic Research Working Paper No. 7777, July 2000, http://www.nber.org/papers/w7777.
pdf (accessed September 1, 2017); Jerry Coakley, Ana-Maria Fuertes, and Fabio Spagnolo, “Is the Feldstein–Horioka Puzzle History?” The
Manchester School, Vol. 72, No. 5 (September 2004), pp. 569–590; and Zodrow, “Capital Mobility and Capital Tax Competition.”
29. R. Alison Felix, “Do State Corporate Income Taxes Reduce Wages?” Federal Reserve Bank of Kansas City Economic Review, Second Quarter
2009, pp. 77–102, https://www.kansascityfed.org/PUBLICAT/ECONREV/PDF/09q2felix.pdf (accessed September 1, 2017).
30. Zodrow, “Capital Mobility and Capital Tax Competition.”
31. Jason J. Fichtner and Jacob M. Feldman, The Hidden Cost of Federal Tax Policy (Arlington, VA: The Mercatus Center at George Mason
University, 2015).
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Outdated Government Incidence
Assumptions

Government modeling assumptions bias the benefits of corporate tax reform toward the wealthy and
do not account properly for the benefits that accrue
to lower-wage earners. The estimates allocate an
improbably high portion of the tax to capital in refutation of the economic literature. The Joint Committee on Taxation’s analysis relies heavily on estimates
from calibrated models, assuming a relatively closed
economy, and discounts the empirical literature.32
The three government entities that score tax
changes and distribute the incidence of the corporate tax to income groups are the Joint Committee
on Taxation (JCT), the U.S. Department of the Treasury’s Office of Tax Analysis (OTA), and the Congressional Budget Office (CBO). In the past, the JCT has
eliminated the incidence of the corporate income
tax from its distribution analysis to avoid the controversial issue of determining who bears the true burden. This has the unfortunate side effect of making
an increase in the corporate-tax rate look as if it has
no effect on after-tax incomes. In the past, the Treasury, CBO, and JCT have allocated 100 percent of the
corporate income tax to owners of capital, following
Harberger’s 1962 analysis. They have since revised
their analyses, acknowledging that labor bears some
share of the corporate tax burden. The CBO and JCT
both currently allocate 75 percent of the corporate
income tax to owners of capital, and OTA research
distributes 82 percent to capital.33

Assumptions Matter
for Distributional Analysis

If the corporate tax rate was cut by 20 points from
35 percent to 15 percent, no matter the assumed incidence of the tax, every American would see increased

after-tax incomes. Even under the assumption that
owners of capital bear 80 percent of the burden, all
income groups still see increases in their after-tax
incomes, according to the Tax Policy Center, an organization that is similar to government scorekeepers
in its tax-modeling assumptions.34
Changing the assumption of who bears the tax significantly changes the distributional benefit. Chart 1
shows that under the standard government assumption as outlined by the JCT and CBO, a corporate tax
cut with 75 percent of the benefit flowing to capital
raises the relative after-tax incomes of the top quintile and the top 1 percent by the largest amount.
Under two revised estimates, Chart 1 also shows
that if the benefit flows primarily to labor, the distributional benefits reverse. Following the tax burden
literature, it is not unreasonable to assume that 100
percent of the rate cut will accrue to labor income in
the long run. A more conservative estimate assumes
that only 75 percent of the benefit accrues to labor.
Under the conservative estimate (the middle bar in
Chart 1), all quintiles see about the same percentage
increase in after-tax income. If labor bears 100 percent of the incidence of the corporate tax, a cut in the
corporate income tax is a progressive tax change as a
percentage of income. Shown by the right-hand bar
in Chart 1, a cut in the corporate income tax benefits
the rich the least.
These estimates should be interpreted as showing how the distribution changes under different
assumptions and not as robust results from a full
economic model. These numbers also do not include
the economic growth resulting from the tax change,
which would further boost incomes, doubling or even
tripling the above estimates. The results are comparable in magnitude to other estimates with similar
assumptions. A Tax Foundation analysis, assuming

32. Joint Committee on Taxation, Modeling the Distribution of Taxes on Business Income.
33. OTA’s labor share is still lower than other government estimates because OTA labels about 60 percent of total corporate profits
as “supernormal returns.” In its analysis, supernormal returns can bear the full burden of the corporate tax without shifting it to labor
because those returns are specific to the location. Because measures of supernormal returns include returns to successful risk-taking and
entrepreneurship, the tax can still dramatically alter investment levels. Taxing supernormal returns discourages entrepreneurial risk-taking,
making workers less productive and shifting some of the burden to labor. Additionally, such low estimates are not supported by any empirical
research. Julie-Anne Cronin, Emily Y. Lin, Laura Power, and Michael Cooper, “Distributing the Corporate Income Tax: Revised U.S. Treasury
Methodology,” U.S. Department of the Treasury, Office of Tax Analysis Technical Paper No. 5, May 2012; Joint Committee on Taxation,
Modeling the Distribution of Taxes on Business Income; and Nunns, “How TPC Distributes the Corporate Income Tax.”
34. Urban Institute and Brookings Institution Tax Policy Center, “Distribution of Change in Corporate Tax Burden (June 2017): Preliminary Results,”
Table T17-0180–Share of Change in Corporate Income Tax Burden by Expanded Cash Income Percentile, 2017,” June 6, 2017,
http://www.taxpolicycenter.org/model-estimates/distribution-change-corporate-tax-burden-june-2017/t17-0180-share-change-corporate
(accessed September 1, 2017).
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CHART 1

How a Lower Corporate Income Tax Would Change After-Tax Income
for American Households
The current federal corporate income tax rate is 35 percent. By reducing it to 15 percent, after-tax
market income would increase for all households, though the increases vary based on how much of
the tax is assumed to fall on capital vs. labor.
CHANGE IN HOUSEHOLD
AFTER-TAX MARKET INCOME
WITH A 15 PERCENT TAX RATE

■ Capital 75%, Labor 25%

■ Capital 25%, Labor 75%

■ Labor 100%
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SOURCE: Author’s calculations based on data from Congressional Budget Office, “The Distribution of Household Income and Federal Taxes,
2013,” Supplemental Data: Table 6. Sources of Income for All Households, by Before-Tax Income Group, 1979 to 2013, June 8, 2016,
https://www.cbo.gov/publication/51361 (accessed August 25, 2017).
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that labor bears 70 percent of the tax and incorporating economic growth, shows that a 15 percent
corporate tax rate would increase average aftertax income by 4 percent, distributed almost evenly
across income groups.35
Many analyses of a corporate income tax cut
claim that “70 percent of the benefit of a corporate
rate cut will flow to the top fifth of households.”36
This is misleading for two reasons.
First, the estimates almost always rely on the
assumption that capital stands to benefit the most

heritage.org

from a tax cut. More than 50 percent of Americans
are owners of corporate capital, but the total value
is more concentrated in upper quintiles. Under the
model presented above, if capital bears 75 percent of
the burden, 56 percent of the total benefit will flow to
the top one-fifth of households. Under the assumption that labor bears 100 percent of the benefit, the
top one-fifth captures only 37 percent.
Second, cumulative statistics are also misleading in a more fundamental way. Presenting almost
any tax change in absolute dollar amounts or as a

35. Tax Foundation, Options for Reforming America’s Tax Code, 2016, p. 71,
https://files.taxfoundation.org/legacy/docs/TF_Options_for_Reforming_Americas_Tax_Code.pdf (accessed September 1, 2017).
36. Huang and Debot, “Corporate Tax Cuts Skew to Shareholders and CEOs.”
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percentage of the total tax cut will skew the results
toward the wealthy. The wealthy, by definition, earn
a larger share of national income. So if everyone’s tax
rate is cut by the same percentage, the wealthy will
see a larger absolute increase in after-tax income.
A more accurate presentation would show the
reform as a percentage of household income. This
metric contextualizes the benefit as real taxpayers
will experience the reform in relation to their current earnings.
A household in the bottom one-fifth of the earners would see a $365 increase in wages (a 2.4 percent increase) under the scenario presented above.
A household in the top one-fifth would see a $3,276
increase in wage income, but as a percentage of total
income, this is only a 1.8 percent increase. Simply
because the wealthy have larger base incomes, they
will see a larger dollar value increase, but relative to
total market income, the poorest Americans see the
largest increase in take-home pay.
It simply does not make sense to deny a family earning $16,000 ($24,000 including government
assistance) a 2.4 percent increase in after-tax market income just because the richest percentile will
capture 37 percent of the total dollar value of the
reform (a 1.8 percent increase). The top 1 percent see
an even smaller increase of only 1.1 percent.


A tax that causes economic costs in excess of the
revenue generated is a poor mechanism for funding
the government. Economists agree almost unanimously on this point: The corporate income tax is an
inefficient and economically destructive mechanism
for raising revenue. The poor design of the tax has
led many economists to agree that the tax should be
repealed entirely.
In tax reform, there are innumerable reasons to
lower or eliminate the corporate income tax. The
most notable reason that proponents of the tax give
for keeping the corporate income tax at internationally high levels is distributional fairness. They claim
that cutting the corporate income tax will disproportionately benefit the rich. But the economic literature shows the opposite: The average American
household will share the benefits of a corporate rate
cut through higher wages. In the most optimistic
scenario supported by the economic literature, a corporate tax rate cut is progressive, benefiting those at
the bottom of the income distribution the most.
—Adam N. Michel is a Policy Analyst in Tax and
Budget Policy in the Thomas A. Roe Institute for
Economic Policy Studies, of the Institute for Economic
Freedom, at the Heritage Foundation.

Conclusion

The preponderance of evidence shows that the
corporate tax harms workers through lower wages.
Because the U.S. has a relatively open economy, the
tax is shifted from owners of capital to workers, the
suppliers of labor. The corporate income tax artificially pushes capital abroad, causing large inefficiencies that cost the economy in productivity and cost
workers through lower wages. These inefficiencies
are estimated to be significantly larger than the revenue generated by the tax.
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Appendix
APPENDIX TABLE 1

Review of Empirical Literature on Corporate Income Tax Incidence
Authors

Labor’s Share Findings

Data and Technique

Over 100%

Each $1 increase in tax revenues leads
to a $3–$4 decrease in real wages.

Uses aggregate wage and tax data
within the manufacturing sector
for 72 countries for 1981–2002 in
a general equilibrium model

Felix, 2007

Over 100%

A one percentage point increase in top
statutory corporate income tax rate
decreases annual wages by 0.7%

Uses aggregate data on wages of
workers at different skill levels from
19 OECD countries for 1979–2000

Desai, Foley,
Hines, 2007

45%–75%

Labor bears 45%–75% of corporate
income tax incidence

Uses data from U.S. multinational firms
operating in 50 countries for 1989–2004

Felix, 2009

Over 100%

One percentage point increase in the
state corporate tax rate decreases
wages by up to 0.36 percent

Uses U.S. state data from
CPS for 1977–2005

Carroll, 2009

Over 100%

A $1 increase in the average statelocal corporate tax rate causes
a $2.50 decrease in wages

Uses U.S. state-level wage
data for 1970–2007
Uses data on individual U.S. workers,
industry-level effective marginal
tax rates, and concentration ratios
for years 1982, 1992, and 1997

Hassett,
Mathur, 2010

Liu, Altshuler,
2013

80%

Labor’s share of the corporate
income tax is $0.42–$1.19 using
the industry average estimates

Fuest, Peichl,
Siegloch, 2015

56%

For a 1€ increase in the tax bill, the
wage bill decreases by 0.56€

Uses administrative panel data on
German municipalities for 1993–2012

Felix, Hines,
2009

54%

Each $1 increase in the tax bill
reduces union wages by $0.54

Uses wage bargaining model
on U.S. state data from 2000 to
estimate effects on union wages

Arulampalam,
Devereux,
Maffini, 2010

49%

Each $1 increase in the tax bill reduces
median real wage by $0.49

Uses wage bargaining model using data
on more than 500,000 firms in nine
European countries for 1996–2003

SOURCE: See footnotes throughout this Backgrounder.
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