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ln this art icle, Ture and Egger argue that taxes on
corporate income are higher than on other torms of
income. The charge that the corporations do not
pay a fair share are unfounded. Ture and Egger
bel ieve that the tax on corporate income is higher
than the tax would have been i f  the income had
been earned by the shareholders. fhe decl ine ol
the corporate income tax as a share of the total
Federal tax burden should not be attr ibuted to
loopholes but to other events. Other taxes have
increased dramatical ly over the last three decades.
Futthermore, the share of gross national product
represented by corporate prof i ts a/so has decl ined.

An impor tan t  i n f l uence  on  the  shap ing  o f  t he  Tax
Re fo rm Ac t  o f  1986  (1986  Ac t )  was  the  w ide l y  pub l i c i zed
con ten t i on  t ha t  U .S .  co rpo ra t i ons  we re  no t  ca r r y i ng  the i r
f a i r  sha re  o f  t he  t o ta l  Fede ra l  t ax  l oad .  Exp lo i t i ng  t he
popu la r  resen tmen t  gene ra ted  by  t h i s  cha rge ,  t he  Con -
g ress  enac ted  i n  t he  1986  Ac t  a  ve ry  l a rge  number  o f
p rov i s i ons  tha t  w i l l  t r ans fe r  an  es t ima ted  $120  b i l l i on  o f
Fede ra l  i ncome tax  l i ab i l i t i es  f r om ind i v i dua l s  t o  co roo ra -
t rons  ove r  t he  yea rs  1987  th rough  1991 .

The  fa i r - sha re  c r i t i c s  cha rged  tha t :  ( 1 )  co rpo ra t i ons
were  no t  ca r r y i ng  the i r  f a i r  Sha re  o f  t he  Fede ra l  t ax  l oad ,
p lac ing  more  o f  i t  on  i nd i v i dua l s ;  ( 2 )  some  co rpo ra t i ons ,
tak ing advantage of  tax " loopholes,"  were able to reduce
thei r  ef fect ive tax rates dramat ica l ly ,  put t ing a heavier  tax
burden on others,  and (3)  tax loopholes induced corpora-
t i ons  t o  m isuse  cap i t a l ,  l ead ing  to  l oss  o f  economic
ef f ic iency for  the economy as a whole.  Strangely,  these
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same cr i t i cs  ins is ted  tha t :  (4 )  loopho les  l i ke  the  inves tment
Tax  Cred i t  ( lTC)  and the  Acce le ra ted  Cost  Recovery
Sys tem (ACRS)  fa i led  to  a f fec t  corpora te  dec is ions  and
thus  d id  no t  even "work . "

N o  m e a n i n g f u l  s t a n d a r d  o f  f a i r n e s s  a g a i n s t  w h i c h  t o
e v a l u a t e  c o r p o r a t e  t a x  l i a b i l i t i e s  w a s  p r e s e n t e d  b y  t h e
fa i r -share  c r i t i cs .  Th is  i s  no t  surpr is ing  because no  ob iec-
t i ve  measure  o f  the  fa i r  share  o f  any  tax  has  ever  been
e s t a b l i s h e d .  T h e  f a i r - s h a r e  c r a t i c s  f i n e s s e  t h i s  p r o b l e m  b y
po in t ing  ou t  tha t  Federa l  corpora te  income tax  revenues
account  fo r  a  decreas ing  share  o f  to ta l  Federa l  tax
revenues,  and a t t r ibu te  th is  t rend to  p rov is ions  in  the
corpora te  income tax  law tha t  e rode the  corpora te  in -
come tax  base.

A l though a  tax  may be  co l lec ted  a t  the  corpora te  leve l ,
rea l  peop le  bear  the  tax .  A  corpora t ion 's  p ro f i t s  be long to
i ts  shareho lders ;  taxes  on  corpora te  p ro f i t s  a re  taxes  on
shareho lders '  incomes.  Because ind iv idua ls  a re  the  u l t i -
m a t e  o w n e r s  o f  a l l  c o r p o r a t i o n s ,  t h e  c o r p o r a t e  i n c o m e
t a x  i s  e q u i v a l e n t  t o  t h e  w i t h h o l d i n g  o f  t h e  i n c o m e  t a x  o n
i n d i v i d u a l  s h a r e h o l d e r s '  s h a r e s  o f  t h e  e a r n i n o s  q e n e r a t e d
by  corpora t ions .

No objective measure of the lair share of any
tax has ever been established.

One way o f  assess ing  the  fa i rness  o f  the  corpora te  in -
c o m e  t a x  i s  t o  c o m o a r e  t h e  a m o u n t  o f  c o r p o r a t e  i n c o m e
t a x  l i a b i l i t i e s  w i t h  t h e  a m o u n t  o f  t h e  i n d i v i d u a l  i n c o m e  t a x
tha t  wou ld  have been payab le  i f  corpora te  p ro f i t s  were
r e c e i v e d  d i r e c t l y  b y  i n d i v i d u a l  s h a r e h o l d e r s .  T h i s  c o m -
p a r i s o n  s h o w s  t h a t  c o r p o r a t e  i n c o m e  t a x e s  h a v e  b e e n
unfa i r l y  la rge ,  year - in  and year -ou t  in  the  pos twar  per iod .
I n  1 9 8 4 ,  t o  c i t e  o n e  e x a m p l e  o f  a  p a t t e r n  t h a t  h a s  h e l d
e v e r  s i n c e  W o r l d  W a r  l l ,  t h e  c o r p o r a t e  i n c o m e  t a x  w a s
m o r e  t h a n  4 0  p e r c e n t  g r e a t e r  t h a n  s h a r e h o l d e r s  w o u l d
h a v e  p a i d  i n  i n d i v i d u a l  i n c o m e  t a x e s  i f  t h e y  h a d  r e c e i v e d
these earn ings  d i recuy .

U l t i m a t e l y ,  t h e  b u r d e n  o f  t h e  c o r p o r a t e  i n c o m e  t a x  i s
fe l t  th roughout  the  en t i re  economy.  The tax  ra ises  the
c o s t  o f  c o r p o r a t e  c a p i t a l ,  r e s u l t i n g  i n  s m a l l e r  s t o c k s  o f
cap i ta l  and less  labor  employed in  the  corpora te  sec tor
a n d  h i g h e r  p r i c e s  f o r  c o r p o r a t e  o u t p u t  t h a n  w o u l d  o t h e r -
w ise  preva i l .  These e f fec ts  spread rap id ly  th rough the
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Table I

Excess Corporale Federal Income Taxes, Selecled Yesrs, 1948-1984
(Dol lar  amounts in  b i l l ions)

1948 1950 1960 1970 1980 1981 1982 1983 1984
1. Individuals'  adiusted gross

i n c o m e .  . . . . .  9 1 6 3 . 5
2. lndividuals'  Federal income

t a x .  .  . .  $ 1 8 . 1
3. lndividuals'  average Federal

i n c o m e  t a x  r a t e  t ( 2 ) / ( 1 ) l  . . . . . .  1 1 . 1 o / o
4. Corporations' pre-tax retained

earningsr $27.6
5. Estimated individuals'  Federal

Income tax on pre-tax re-
ta inedearn ings [ (3 )x (4) ]x21r . . .  $6 .1

6. Corporations' Federal income
tax '  .  .  .  $11 .6  917.0  $20.6  $27.1

7. Excess corporate Federal
income tax  [ (6 ) - (5 ) l  . .  $5 .5  $10.4  $12.1  $14.3

$179.1  $315.5  $631.7

$1 7 .4  $41.8  $8e.8

9.7o/o 13.30/o 14.1o/o

$34.0 $31.6 $4s.5

$6.6  $8 .s  $12.8

$1 ,613.7

$250.9

15.60/o

$177.3

$s5.1

$58.6

$3.s

$1 ,772.6

$291.5

16.4o/o

$146.0

$48.0

$ 5 1 . 7

$3.7

$1,852.1

$296.5

16.00/o

$87.9

$28.2

} . ,J.Y

$1,942.6

$288.1

14.8o/o

$ 1 1 8 . s

$35.1

947.2

$ 1 2 . 1

$2,157.7

$302.8

14.0o/o

$  150.4

$12.2t

$ 5 9 . 9

s17 .7
'corporate tota l  receipts less tota l  deduct ions ( lRs),  and less net  d iv idend payments to indiv iduals (NtPA).
2Assumes that average tax rate of shareholders is twice the individuals'average Federal income tax rate.
3Est imated.
'Federal  corporate prof i ts  tax accruals,  excluding Federal  Reserve Banks'contr ibut ions (NIPA),  calendar year basis.
Sources:  Nat ional  lncomeandProduc!Accountsol thelJni todStates,  lg2g-1976(Washington,D.C.:  U.s.DepartmentolCommerce,  1981)Tables8. i2

8.13,  and 3.2,  Survey ol  Current  Eusinoss (washington,  D.C. l  U.S.  Department of  Commerce,  July ' |982,  Juty i984,  July 1986).

e c o n o m y ;  l a b o r ' s  p r o d u c t i v i t y ,  e m p l o y m e n t ,  a n d  r e a l
wage ra tes  are  lower  than o therw ise  in  a l l  sec tors  o f  the
economy as  a  resu l t .

The dec l ine  in  Federa l  coroora te  income tax  revenues
re la t i ve  to  to ta l  Federa l  taxes  has  resu l ted  f rom the  more
rap id  g rowth  o f  o ther  taxes ,  espec ia l l y  payro l l  taxes ,  and
the  dec l ine  in  corpora te  p ro f i t s  as  a  f rac t ion  o f  GNP,  no t
f rom the  burgeon ing  o f  tax  loopho les .  As  o ther  taxes
have r i sen  rap id ly ,  i t  was  on ly  na tura l  tha t  the  corpora te
income tax 's  share  o f  the  to ta l  wou ld  shr ink .  Th is  shr ink-
age occur red  desp i te  the  fac t  tha t  Federa l  corpora te  in -
come tax  revenues have grown sagn i f i can t ly ,  a t  an  average
a n n u a l  r a t e  o f  4 . 3  p e r c e n t  f r o m  1 9 4 8  t h r o u q h  1 9 8 5 .

Tab le  l l

Federal Corporate Profi ts Taxes as a Share of
Total Federal Receipts, Selected Years, 1948-1985

( D o l l a r  a m o u n t s  i n  b i l l i o n s )

Federal Prol i ts Taxes
Corporale Total  as Percent  o l

Prol i ts  Federal  Tola l  Federal
Taxes'  Receipts '  Receipls

1 9 4 8  . . o  I  L o

The  mos t  impor tan t  reason  fo r  t he  co rpo ra te  i ncome
tax 's  decl in ing share of  to ta l  Federal  taxes is  the sharp
drop in corporate prof i ts  as a share of  the gross domest ic
p roduc t  o r i g i na t i ng  i n  co rpo ra t i ons .  Us ing  the  na t i ona l
i ncome and  p roduc t  accoun t  de f i n i t i on  o f  co rpo ra te
prof  i ts ,  a  concept  that  is  not  af fected by provis ions of  the
tax law,  corporate prof i ts  before Federal  income taxes
have p lunged as a share of  corporate gross domest ic
product ,  t rom 19.2 percent  in  l94B to only  4.9 percent  in
1984 before recover ing s l ight ly  to  8.9 percent  in  1985.
When  the  p ro f i t  sha re  f a l l s ,  t h i s  na tu ra l l y  p roduces  a
dec l i ne  i n  co roo ra t i on  i ncome taxes  re la t i ve  t o  o the r
taxes that  are not  based on orof i ts .

The chiel culprit the tair-share critics point to
is the ACRS-rIC capital recovery. . . .

The fa i r -share cr i t ics erroneously at t r ibute the decl in ing
share of  the corporate income tax in  the tota l  Federal  tax
load  to  p ro l i t e ra t i on  o f  l oopho les  i n  t he  Fede ra l  i ncome
tax  l aw .  They  c lea r l y  do  no t  re l y  on  a  mean ing fu l  s tan -
da rd  o f  t ax  neu t ra l i t y  i n  o rde r  t o  de f i ne  a  l oopho le  and  to
d i s t i ngu i sh  any  such  p rov i s i on  f rom one  tha t  i s  requ i red
to  mee t  t he  neu t ra l i t y  s tanda rd .  The  p r i nc ipa l  l oopho les
they  i den t i f y  a re ,  i n  f ac t ,  p rov i s i ons  tha t  make  the  tax  l aw
more  nea r l y  neu t ra l  t han  i t  o the rw ise  wou ld  be .  The  ch ie f
culpr i t  the fa i r -share cr i t ics point  to  is  the ACRS-lTC
capi ta l  recovery system enacted in  the Economic Re-
cove ry  Tax  Ac t  o f  1981 .  I n  rea l i t y ,  ACRS- ITC  rough l y
a p p r o x i m a t e d  e x p e n s i n g  o f  c a p i t a l  o u t l a y s  f o r  m o s t
mach ine ry  and  equ ipmen t ,  hence  me t  t he  t es t  o f  neu t ra l
tax t reatment  wi th respect  to  such product ion fac i l i t ies,
a l though fa l l ing shor t  of  neutra l i ty  for  other  k inds of
p r o p e r t y .  A s  c o m p l e m e n t e d  b y  s a f e  h a r b o r  l e a s i n g ,
another  of  the fa i r -share cr i t ics '  a l leged loopholes,  the

Year

1950 .  .  17 .O
1955 . .  20.8
1 9 6 0  . .  2 0  5
1 9 6 5 . .  2 7 . 7
1 9 7 0  . .  2 7  0
1 9 7 5 . .  3 7 . 9
1980 .  .  58 .6
1 9 8  1  . .  5 1  . 7

J J 6

59,8

$  43 .9
50.4
I  J .  I

96.9
125.8
1 9 5 . 4
294.9
553.8
639.5
635.3
659 9
I  Z O . a

786.8

zo.q

28.5
2 1  . 2
22.O
1 3 . 8
1 2 . 9
r u . o

8 . 1
5 . 3
7 . 1
8 . 2
7 . 1

1 9 8 2  . .
I  O Q ?

1 9 8 4  . .
l q A q  q (  a

'Exc ludes  amounts  pard  to  the  U.S.  Treasury  by  Federa l  Reserve  Banks .
sources .  Nat iona l  tncome and Produc t  Accoun is  o l  the  un i ted  s ta les .

1 9 2 9 - 1 9 7 6  ( W a s h r n g t o n ,  D . C . :  U . S .  D e p a r t m e n t  o f  C o m m e r c e ,  1 9 8 1 )

. f  
ab f  s  8 .1  2 .  8 .13 ,  and 3 .2 .  Survey  o l  Cut ren t  Bus iness  (Wash ing ton .  D.C. :

u . ) .  u e p a r t m e n t  o t  C o m m e r c e .  J u l y  j 9 9 2 ,  J u l y  1 9 9 4 ,  J u l y  1 9 9 6 ) .
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ACRS-lTC system represented a major advance toward
tax neutrality, compared with the sysiem it replaced.

Just as the fair-share crit ics do not understand the
neutra l i ty  cr i ter ion of  taxat ion,  they a lso misunderstand
and misuse the idea of effective tax. rates. They identify a
corporation's effective tax rate as the amount of taxes the
corporation paid in a taxabte year divided by its book in-
come in that  year .  This  def in i t ion uses the wrong measure
of  tax l iab i l i ty  and the wrong measure of  income. The t rue
measure of the effective tax rate requires determining the
present  va lue of  the taxes that  wi l l  be paid over  a l l  o f  the
years that the assets generating corporate revenues wil l
be in  use,  d iv id ing that  amount  by the present  va lue of  the
gross income these assets would have had to produce
over that  ent i re per iod,  to  just i fy  investment  in  the assets
had there been no income tax. The correct effective tax
rate concept  may be l ikened to a mot ion p ic ture;  the fa i r -
share cr i t ics concept  is  equivalent  to  a snap shot .

Contrary to the fa i r -share cr i t ics '  asser t ions,  the tax
incent ives or  loopholes that  they c la im account  for  the
erosion of  corporate income tax l iab i l i t ies were h ighly
ef fect ive in  s t imulat ing capi ta l  format ion.  Capi ta l  out lays
decl ined dur ing the 1981-.1 982 recession in tensi f icat ion,
bu t  l ess  sha rp l y  t han  i n  t h ree  o f  t he  p reced ing  s i x
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postwar recessions.  These out lays led the recovery in
1983 and 1984 and increased at  annual  rates that  far
outpaced the growth in  real  nonresident ia l  f ixed invest-
ment  in  pr ior  postwar recover ies.

The  base -b roaden ing  p rov i s i ons  i n  t he  1986  Ac t ,
adopted to f inance the statutory rate reduct ions for  ind i -
v iduals and corporat ions,  substant ia l ly  increase the tax
burden on saving and investment  re lat ive to that  on
current  consumpt ion.  The repeal  of  the lTC, the cutback
of  ACRS, the adopt ion of  a corporate a l ternat ive min imum
tax,  and numerous other  prov is ions of  the '1986 Act
resul ted in  enormous addi t ions to the puni t ive taxat ion of
saving and capi ta l  format ion.  In  doing so,  the 1986 Act
moved the tax law far ther  away f rom the goal  of  tax
neutra l i ty .  The new law not  only  t ips the p lay ing f ie ld
away f rom saving and investment ,  is  a lso f i l ls  i t  fu l l  o f
potholes.

Misuse of  the concept  of  fa i rness contr ibuted to in-
creasing the tax burden on corporat ions,  resul t ing in  an
adverse economic thrust .  l f  a  bet ter  tax system is  ever  to
be  ach ieved ,  t ax  po l i cymake rs  w i l l  have  to  recogn i ze  tha t
the fa i r  share of  the tota l  tax load to be assigned to
corporat ions is  zero.

Table It

Shares of Corporations'Gross Oomesllc Products, Selected Years, 1948-1985

Year

Corporale
Gross

Domestic
Product

Indlrect Capital
Business Consumpiion

Taxes Allowances'

Corporate
Employer's

Compensation Payroll
of Employees Tares

State
Corporate

Prollls
Tares

Net
lnlerest

Federal
Corporate

Corporale Profits
Proflls'? Taxes3

A. Ei l l lons of Dollars

1 948

t  o q (

1 960
I  vo5

1 970
1 975
1 980
1 981
1 982
1 983
1 984
1  0 R 4

$ 142.4
1  5 8 . 1
226.5
291 .4
4 '12 .4
593.3
q l l 1  q

1,625.2
1,824.4
1 ,874.7
2,O32.O
2,260.4
2 .396.3

$  12 .s
t 4 - 3

19.9
Z J . J

q J - J

66.3
1 0 1  . 7
1 5 5 . 5
1 8 5 . 9
176.9
' |  94.1
2 1 5 . 8
230.2

230.2
a )
8 .8

1 0 . 3
10.7
11.2
1 0 . 9

v . b

10.2
9 .4
9 .6
9 .6
v . b

$  1 1 . 0
12.8
1 9 . 4
27.3
J J . A

54.1
99.5

1 7 9  3
202.6
235.0

253.9
268.2

a a

8 . 1
8.6
9 .4
8 , 1
9 . 1

'10.7

1 1 . 0
1 1 . 1
12.5
1 1 . 9
11.2
11.2

$ 88.9
95.6

1 4 0 . 1
182.2
247.4
378.5
573.9

't ,o27.3

1  , 1 3 1  . 5
1 , 1 8 3 . 0
1 ,247 .6
1  ,37  4 .7
1 ,466.9

62.4
60.5
6 1 . 9
62.5
60.0

6 1 . 6
o J . z

62.0
o J -  |

6 1 . 4
60.0
6 1  . 2

$  2 .4
J . Z

4.8
8 .6

I  z . J

1 1 . J

43.5
84.7
Vb. r /

104.9
1 1 3 . 0
128.8

c  n 7

0.8
1 . 0

3.5
7 . 1

1 4 . 5
1 5 . 4
14.0
1 5 . 9

195.5
18.2

0 .4
0 .4
0 .5
u .b
0 .8
0 .9
0 .8
0 .8
0 .8
0 .9
0 .8

$(0 .3)
(0.s)
( 0  5 )
(0  3 )
1 . 2

1 0 . 8
21 .5
45.7
a t . z

68.2

69.6
64.  I

(o .21
(0 .3)
(o .21
( 0 . 1 )
0 .3
1 Q

1 . C

2.8
3 . 1
J - O

J . Z
a l

2.7

I  Z t . J

3 1 . 8
4 1 . 8
42.4
72.2
57.8
84.7

1 1 8 . 3
t J c . o

92.7
l ( Q  R

1 98 .1
2 1 2 . 8

19.2
t n 1
1 8 . 5
14.6

9 . 1
7 . 3
7 . 4
4 . 9
t . o

8.8
R q

$ 1  1 . 6
17.O
20.8
20.5
27.7
27.0
37.9
58.6
J t . /

A 1  1

6 . t

1 0 . 8
9 .2
7 .0
D . t

4.6
4 . 1
3 .6
2 .8
1 . 8
z . J

2.7
z - J

B. Percenlage Dlstribution

1 9 4 8 . .  1 0 0 . 0
1 9 5 0  . .  1 0 0 . 0
1 9 5 5 . . . . . . . . . .  1 0 0 . 0
1960 .  .  100.0
1 9 6 5 . . . . . . . . . .  1 0 0 . 0
1970 .  .  100.0
1 9 7 5  . .  1 0 0 . 0
1980 .  .  100.0
1981 .  .  100.0
1 9 8 2  . . . . . . . . . .  1 0 0 . 0
1983 .  .  100.0
1984 .  .  100.0
1985 .  .  100.0

1 . 7
2 . O
2 . 1
3.0
3 .0
J . O

^ 1

5 . 1
5 .3
5 .6
5 .6

'Wi th capi ta l  consumpt ion adiustmenls.
'?Excludes earnings of  Federal  Reserve Banks.
3Excludes payments by Federal  Fleserve Banks to the U.S. Treasury '
Sou rces :  Na t i ona l l ncomeandProduc tAccoun t s l o t t heUn l t edS ta tes ,1929 -1976 (Wash ing ton ,D .C . :U . s .Oepa r tmen to tCommerce ,1981 )Tab les8 .12 ,

8.13,  and 3.2;  Survey ol  Current  Business (Washington,  D.C.:  U.S.  Department of  Commerce,  July 1982, July 1984, July 1986.)
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