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Abstract
The US corporate income tax system has not changed significantly since 1986, while most other 
countries have dramatically reduced their statutory corporate income tax rates below the US rate. This 
paper analyzes the dynamic macroeconomic effects of a reduction in the US corporate tax rate 
financed in a revenue neutral manner through business tax base broadening.
A lower corporate tax rate with a broader tax base implemented as a revenue neutral reform

Reduction

A lower corporate tax rate with a broader tax base, implemented as a revenue neutral reform 
package, would have numerous positive effects on the US economy. These include reducing the 
distortion between double-taxed corporations and single-taxed pass-through business entities, 
reducing tax distortions across different industries and different types of assets, reducing the tax 
incentive for using debt finance, and reducing legitimate tax planning that arises in response to large 
differences in tax rates across countries. The dynamic model utilized in this paper to simulate the 
effects of rate-reducing reforms captures many – although by no means all – of these positive effects. 
Most of the model simulations of standard rate-reducing, base broadening corporate income tax 
reforms show moderately negative effects on overall US GDP capital stock labor supply andreforms show moderately negative effects on overall US GDP, capital stock, labor supply and 
consumption. These results occur primarily because the revenue neutral reform plans analyzed
include offsetting tax increases on capital income that have adverse effects on capital investment and 
the lower corporate tax rate applies not only to new investments but also to the income earned from 
existing capital, but also because the model does not capture all of the economic efficiency 
improvements that would occur with implementation of the reforms.
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John W. Diamond, Ph.D., is the Edward A. and Hermena Hancock Kelly Fellow in Public Finance at 
the Baker Institute, an adjunct professor of economics at Rice University and CEO of Tax Policy 
Advisers, LLC.. His current research focuses on the economic effects of corporate tax reform, the 
economic and distributional effects of fundamental tax reform, individual portfolio allocation in the 
2000s, and various other tax policy issues
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