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Why a Competitive Corporate Tax Rate 
Matters to the Average American

A common misconception is that what happens to 
corporations is not directly connected to the financ-
es of average Americans; but in fact, the corporate 
income tax affects American workers and families 
through their jobs, purchases, and retirement sav-
ings. 

Impact on Wages, Job Creation, 
and Employment Opportunity

Academic studies show that higher corporate tax 
rates depress worker wages and lead to fewer jobs. 
An Organisation for Co-operation and Development 
(OECD) study has found that the corporate tax is 
the least efficient and most harmful way for gov-
ernments to raise revenue.1 When corporations can 
put dollars toward building a new factory or buying 
new equipment and upgrading software, workers 
become more productive, which leads to higher 
wages. Tax Foundation’s model shows that by year 
five, half of the benefits of a corporate rate reduc-
tion accrue to workers.2

Studies also show that the workers most affected 
by corporate rate changes are people on the mar-
gins, often women and minorities.3 

1	  https://doi.org/10.1787/241216205486https://doi.org/10.1787/241216205486. 
2	  https://taxfoundation.org/blog/corporate-tax-cuts-worker-wages/https://taxfoundation.org/blog/corporate-tax-cuts-worker-wages/. 
3	  https://www.aeaweb.org/articles?id=10.1257/aer.20130570https://www.aeaweb.org/articles?id=10.1257/aer.20130570. 
4	  https://taxfoundation.org/data/all/state/state-corporate-income-tax-rates-brackets-2024/https://taxfoundation.org/data/all/state/state-corporate-income-tax-rates-brackets-2024/. 
5	  https://www.taxpolicycenter.org/fiscal-fact/oecd-corporate-tax-rates-2022https://www.taxpolicycenter.org/fiscal-fact/oecd-corporate-tax-rates-2022.
6	  https://www.nber.org/system/files/working_papers/w27058/w27058.pdfhttps://www.nber.org/system/files/working_papers/w27058/w27058.pdf.

Quick Facts

25.6% The top combined US corporate tax 
rate, which includes the 21% federal rate 
and the average of state and local corporate 
tax rates (ranging from 2.5% to 9.8% in the 
44 states with a corporate income tax).4 

23.6% The average combined corporate rate 
of our global competitors.5 

Impact on the Prices of Goods and 
Services

When corporations face larger tax obligations, 
some of those costs may be passed onto consum-
ers. Given that households have faced significant 
inflation over the past two years, adding more pres-
sure on business costs could in turn make budgets 
even tighter for the average American household. 
In fact, a recent study finds that up to half of the 
corporate tax incidence falls on consumers.6
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Impact on Retirement Savings and 
Other Investments

Sixty-one percent of Americans report owning stock 
directly or through retirement accounts.7 The Feder-
al Reserve has found that the majority of the stock 
market’s exceptional performance over the past 
three decades can be attributed to lower interest 
expenses and lower corporate tax rates.8 

Global Competitiveness

Foreign direct investment (FDI) is particularly 
sensitive to corporate tax rates. Given nearly eight 
million US workers are employed by investment 
from abroad,9 attracting and retaining these jobs 
are important to Americans. The OECD and others 
in academia have found considerable evidence of a 
negative relationship between FDI and host country 
taxation.10 

Conclusion

A higher corporate tax rate would raise revenue but 
come with steep trade-offs: lower wages, fewer 
jobs, higher prices on goods and services, lower 
returns on most Americans’ retirement savings, and 
diminished international competitiveness. Rather 
than turn to one of the most economically dam-
aging taxes, lawmakers should eliminate wasteful 
tax expenditures and broaden the tax base to raise 
revenue.

7	  https://news.gallup.com/poll/266807/percentage-americans-owns-stock.aspxhttps://news.gallup.com/poll/266807/percentage-americans-owns-stock.aspx. 
8	  https://www.federalreserve.gov/econres/feds/files/2023041pap.pdfhttps://www.federalreserve.gov/econres/feds/files/2023041pap.pdf. 
9	  https://www.bea.gov/news/2023/activities-us-affiliates-foreign-multinational-enterprises-2021https://www.bea.gov/news/2023/activities-us-affiliates-foreign-multinational-enterprises-2021.
10	  https://www.oecd-ilibrary.org/economics/taxation-and-economic-growth_241216205486https://www.oecd-ilibrary.org/economics/taxation-and-economic-growth_241216205486. 

Contact

Tyler Parks, Manager of Government Relations, 

parks@taxfoundation.org

Paige Hanson, Senior Fellow, phanson@taxfoun-

dation.org

https://news.gallup.com/poll/266807/percentage-americans-owns-stock.aspx
https://www.federalreserve.gov/econres/feds/files/2023041pap.pdf
https://www.bea.gov/news/2023/activities-us-affiliates-foreign-multinational-enterprises-2021
https://www.oecd-ilibrary.org/economics/taxation-and-economic-growth_241216205486

