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Abstract

The United States collects substantially less revenue from corporations than it did several 
decades ago, and less than peer countries do today. These declines have contributed to rising 
deficits and to declining effective tax rates on capital income and high-income Americans. 

While strengthening individual-level taxes on capital income is also important, strengthening 
business taxes is a critical step toward a progressive tax system that meets national needs. Three 
new Hamilton Project proposals offer ideas to raise revenue from business tax reform. William 
Gale, Adam Looney, and Elena Patel propose to complete the transition of the U.S. corporate tax 
from an income tax to a coherent, destination-based cash-flow tax. Miles Johnson, Thalia Spinrad, 
Kathleen Bryant, and Chye-Ching Huang analyze a proposal to tax large pass-through businesses 
as C corporations. Kimberly Clausing proposes a package of corporate tax reforms that would 
raise the corporate tax rate, reform the tax base, and address the problem of international profit 
shifting by implementing a stronger international minimum tax, building on the multinational 
“Pillar Two” global corporate minimum tax agreement. 

While each of these proposals could be adopted separately, aspects could be combined 
into a holistic reform that is more than the sum of its parts. In addition to its direct effects, such 
a reform would increase the revenue available and reduce economic distortions from raising the 
corporate rate. As an illustrative example, a combined reform that also increased the corporate 
rate to 30 percent could raise over $400 billion (0.9 percent of GDP) annually by 2035, based on 
Urban-Brookings Tax Policy Center and Penn Wharton Budget Model estimates, roughly reversing 
the decline in the corporate tax since the late 1990s. 
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Background
The United States collects substantially less revenue 
from corporations than it did several decades ago. The 
corporate tax, which raised an average of 2.6 percent 
of GDP in the 1970s, has raised that amount in only two 
years since. The Congressional Budget Office (CBO) 
projects that the corporate tax will raise an average of 
1.3 percent of GDP over the coming decade, down from 
an average of 1.8 percent from 1980–2009 and 1.5 per-
cent from 2010–25. Corporate receipts as a share of 
GDP have fallen even as corporate profits have risen 
sharply over the same period (figure 1).1 

Some of the decline in corporate tax receipts, es-
pecially in the 1980s and 1990s, reflects changes in 
how businesses are organized. Instead of organizing 
as C corporations, which are subject to the corporate 
tax, more firms now organize as pass-through entities 
(S corporations, partnerships, and sole proprietorships), 
allowing owners to bypass the corporate tax and pay a 
single level of individual income tax on business income. 
There was a sharp increase in the share of business in-
come earned in the pass-through sector following the 
1986 Tax Reform Act, followed by continued growth, es-
pecially for partnerships, into the 2000s (figure 2).

Although the growth of the pass-through sector led 
to an increase in individual income tax receipts from 
businesses that offset some of the corporate income 
tax declines, overall, it reduced federal tax revenue. 
Pass-through businesses pay tax at lower effective 
tax rates, on average, than if they were organized as C 
corporations, the result of both the different statutory 
regimes and additional avoidance opportunities avail-
able to pass-throughs (Johnson et al. 2024). Moreover, 
pass-through entities are also used to recharacterize 
owners’ labor income as business income, resulting in 
lower taxes than if the labor income were treated as 
wages (see for example Smith et al. 2019). 

Researchers have estimated that total federal 
revenues were about $76 billion (0.5 percent of GDP) 
lower in 2007 compared to if all pass-throughs were 
organized as C corporations and about $100 bil-
lion (0.6 percent of GDP) lower in 2011 compared to if 
the pass-through share of business income was the 
same as in the early 1980s (Congressional Budget Of-
fice 2012; Cooper et al. 2016). While the 2017 tax law 
reduced the corporate income tax rate, effective tax 
rates on pass-through income remain lower, on aver-
age, than effective tax rates on C corporations (Good-
man et al. 2024; Pomerleau 2024). 

Setting aside the growth of the pass-through sec-
tor, corporate tax receipts have also fallen sharply over 
time as a share of C corporation economic profits.2 
Likewise, U.S. corporate tax receipts are low as a share 
of GDP compared to other developed countries, even 
though corporate profits, accounting only for C corpo-
rations, are high (Clausing 2026). 

Besides the growth of the pass-through sector, 
other important contributors to declining corporate re-
ceipts include multiple rounds of legislated tax cuts. Of 
particular note, the 2017 tax law reduced the top corpo-
rate tax rate from 35 to 21 percent, and its business tax 
provisions were projected to reduce revenues by about 
$75 billion (0.4 percent of GDP) annually from 2018 
through 2021, a period when most of the law’s policies 
were fully in effect (Joint Committee on Taxation 2017). 
The 2025 tax law enacted over $100 billion (0.3 per-
cent of GDP) annually in business tax cuts over the de-
cade from 2025 to 2034, including making permanent 
the 2017 law’s temporary expensing for most business 
assets (Committee for a Responsible Federal Budget 
2025). (Expensing lets businesses immediately deduct 
the full cost of investments, rather than deducting the 
cost over time as an asset’s value depreciates.) 

Finally, tax avoidance through shifting assets and 
profits to low-tax countries has increasingly eroded the 
corporate income tax base. As shown in figure 3, the 
share of U.S. multinationals’ foreign earnings reported in 
key low-tax countries grew rapidly in the late 1990s and 
the mid-2010s, remained high following the 2017 tax law, 
and remains high still despite declines following the Pil-
lar Two international tax agreement discussed below 
(Clausing 2026). Clausing has estimated that revenue 
losses from international tax avoidance, small prior to 
the late 1990s, grew to over $100 billion annually (over 
0.5 percent of GDP) by 2017 (Clausing 2020). 

Why raise revenue from business 
tax reform?
Declines in business tax revenue increase the deficit 
and make the tax system less progressive, and revers-
ing these trends is a critical step toward a progressive 
tax system that meets national needs. 

Falling revenue from any source is especially con-
cerning at a time when fiscal pressures from an aging 
populating are growing. As figure 4 illustrates, while rev-
enues in 2025 were roughly in line with their 40-year 
average as a share of GDP, revenues subtracting only 
Social Security and Medicare costs—in other words, 
the revenues available to cover everything else in the 
federal budget—were more than 1.5 percent of GDP 
(more than $450 billion) below the 40-year average. 

The shrinking corporate tax has also contributed 
to declining tax rates on capital income and, related-
ly, on high-income people. Overall effective marginal 
tax rates on capital (excluding land and inventories), 
as calculated by the Congressional Research Service, 
have fallen from 8.9 percent prior to the 2017 tax law 
to 5.4 percent following the 2025 tax law (Gravelle and 
Keightley 2025). The pre-2017 tax law rates were lower 
than in prior decades (Gravelle 2006).
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Figure 1

Corporate profits and tax payments as a share of GDP
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Source: U.S. Bureau of Economic Analysis 2026a; U.S. Bureau of Economic Analysis 2026b; U.S. Bureau of Eco-
nomic Analysis 2026c; Congressional Budget Office 2026a; author’s calculations.

Note: This figure updates and extends figure 1 from Congressional Budget Office 2023. Dashed lines are trends 
in corporate profits (orange) and corporate tax payments (teal) from 1970 to 2025. Dotted lines are projec-
tions. Historical data on corporate profits, corporate tax payments, and GDP are from the Bureau of Economic 
Analysis. Projections are from Congressional Budget Office’s February 2026 Budget and Economic Outlook. Corporate tax payments 
are projected using Congressional Budget Office’s projected growth rates for corporate revenues.

Figure 2

Share of total net income, by entity type, 1980–2022
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Source: Internal Revenue Service n.d.; Johnson et al. 2026.

Note: Figure data is from IRS, SOI Tax Stats Integrated business data, Table 1 (1980—2015) and IRS, Corporate 
Tax Returns (2016—2022). 
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Figure 3

Share of US MNC foreign earnings in eight low-tax jurisdictions
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Source: U.S. Bureau of Economic Analysis, as reported in Wright and Zucman (2018) and updates; Clausing 2026.

Note: The eight jurisdictions include Bermuda, Cayman Islands, Ireland, Luxembourg, the Netherlands, Puerto 
Rico, Singapore, and Switzerland.

Figure 4

Federal revenues as share of GDP
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Meanwhile, falling corporate tax collections more 
than account for the drop in effective tax rates on the 
top 1 percent of households from 1979 through 2022. 
Over this period, this group’s total effective federal tax 
rate fell from 35.1 to 31.5 percent (a decline of 3.6 per-
centage points), while their corporate effective tax 
rate fell from 11.0 to 5.4 percent (a decline of 5.6 per-
centage points; Congressional Budget Offi ce 2026b).3

(See fi gure 5.) Likewise, for the top 0.0002 percent 
(about 400 households), the drop in the corporate 
effective tax rate more than accounts for the drop in 
overall federal tax rates from 2010 to 2020. Over that 
period, this group’s total federal effective tax rate fell 
from 27.5 to 23.8 percent (a decline of 3.7 percent-
age points), while their corporate effective tax rate fell 
from 16.2 to 8.9 percent (a decline of 7.3 percentage 
points) (Balkir et al. 2025).4

This in turn refl ects the fact that business income 
makes up a large share of top incomes. Balkir et al. 
(2025) fi nd that business income comprised almost 
85 percent of the total income of the very wealthiest 
(top 0.0002 percent, or about 400) American house-
holds from 2018–20. About a third of this group’s total 
income comes from investments in public corpora-
tions and about half from private businesses, with the 
rest coming from wages and salaries, carried interest, 

and capital gains not fl owing from corporate retained 
earnings. A different but related set of calculations for 
the top 0.1 percent fi nds that business income made 
up nearly 60 percent of their income in 2014 (most 
from pass-through businesses), with the rest roughly 
evenly split between wages and other capital income 
(Smith et al. 2019). 

Because business income—from both C corpora-
tions and pass-throughs—is such a large share of top 
incomes, the current tax system’s low rates and avoid-
ance opportunities for business income severely limit 
its capacity to raise revenue from the highest-income 
groups. Conversely, comprehensive taxes on business 
profi ts could in principle be used to achieve policy-
makers’ desired level of taxes on the bulk of non-wage 
income fl owing to very high-income groups.

Nonetheless, proposals to increase business taxes 
have been overshadowed in recent public debates by 
proposals to increase individual taxes on capital in-
come. While strengthening individual-level taxes on 
capital income is also important, business tax reforms 
should be part of any revenue-raising effort because 
they avoid legal risk, build on existing tax administra-
tion infrastructure, and have the potential to reach 
substantial income that individual policies typically 
miss. 

Figure 5

Average effective tax rates for the top 1 percent, 1979–2022
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Note: The top 1 percent of households were those with incomes above $204,100 in 1979 and above $550,800 
in 2022 (both cut-offs are expressed in 2022 dollars). The total effective federal tax rate includes individual, 
corporate, payroll, and excise taxes. Gray bars indicate recession years, as defi ned by the National Bureau of 
Economic Research. 
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One key feature of business tax reforms is that 
they can raise substantial revenue without taxing un-
realized capital gains. Unrealized capital gains account 
for a significant share of total income for high-income 
groups. The even bigger problem, however, is that non-
taxation of unrealized gains provides an escape hatch 
from most other attempts to tax capital income at the 
individual level. Policies that increase taxes on other 
major forms of capital income (such as realized capi-
tal gains or dividends) will lead high-income people to 
shift more of their income into the form of unrealized 
gains, limiting what these tax policies can raise. 

Recognizing this problem, policymakers have 
proposed a number of approaches to taxing unreal-
ized capital gains. These include former President Joe 
Biden’s proposal for a 25 percent minimum tax on to-
tal income (including unrealized gains) for those with 
net worth over $100 million; Sen. Ron Wyden and Reps. 
Steve Cohen and Don Beyer’s proposal to require mark-
to-market taxation of tradeable assets for those with 
annual income over $100 million or net worth over $1 bil-
lion; and wealth tax proposals from Sen. Bernie Sand-
ers and Rep. Ro Khanna and from Sen. Elizabeth Warren, 
Rep. Pramila Jayapal, and Rep. Brendan Boyle, among 
others (U.S. Department of the Treasury 2024; U.S. Sen-
ate Committee on Finance 2025; Office of Sen. Bernie 
Sanders 2026; Office of Sen. Elizabeth Warren 2026).

Such approaches deserve serious consideration. 
But while legal experts have made strong arguments 
that taxes on unrealized gains are constitutional in-
come taxes, many also see at least some chance that 
the current Supreme Court would strike down at least 
a wealth tax (see for example Batchelder and Kamin 
2019; Liscow 2026). This risk counsels against relying 
entirely on these instruments to address the short-
comings of current U.S. taxes on capital income.5

In contrast, entity-level business taxes do not de-
pend on solving the problem of unrealized gains, be-
cause they don’t provide the same escape hatch. If a 
business is subject to tax on its current profits, those 
profits will be taxed regardless of how it ultimately 
pays them out to shareholders.6

A related advantage of business tax reforms is 
that they can generally build on existing tax infrastruc-
ture. In contrast, wealth taxes or taxes on unrealized 
capital gains would require new rules and administra-
tive capacity to tax non-publicly traded assets, which 
account for a substantial minority of high-net-worth 
individuals’ total wealth. While certainly a surmount-
able problem, valuing these assets would require sig-
nificant new tax infrastructure; according them special 
tax treatment to avoid valuation problems could invite 
individuals to shift their wealth into this form.7 

Finally, business and individual tax reforms each 
have the potential to reach capital income streams the 
other misses, suggesting they could be complemen-
tary. Individual-level taxes can reach the substantial 

capital gains not attributable to corporations’ retained 
earnings, for example, stock appreciation in antici-
pation of a company’s future profits. But individual-
level taxes will often miss gains on the large share of 
U.S. company stock held by foreigners (more than 40 
percent in 2022), as well as gains on stock held by 
nonprofits or in tax-exempt accounts (Rosenthal and 
Mucciolo 2024). 

Moreover, partly as a consequence of the admin-
istrative complexities and associated compliance 
burdens, prominent proposals to tax unrealized capi-
tal gains target only the extraordinarily wealthy, with 
net worth thresholds ranging from $50 million for Sen. 
Warren’s wealth tax to $100 million for former Presi-
dent Biden’s proposal to tax unrealized capital gains 
income to $1 billion for Sen. Sanders’ wealth tax. These 
high-wealth groups account for eye-popping shares of 
wealth compared to their share of the population. Still, 
proposals that target only these groups would collect 
no additional revenue from the large majority of national 
wealth. For example, former President Biden’s proposed 
minimum tax, with the $100 million threshold, was esti-
mated to apply to the top 0.01 percent of households; 
that group held on the order of 7 percent of U.S. wealth 
in 2016 (Smith et al. 2023). Business tax reforms that 
build on existing tax infrastructure can potentially reach 
a larger share of capital income and wealth. 

Proposals for reform
Three new Hamilton Project policy proposals offer 
concrete business tax reform ideas that raise revenue 
by addressing substantive flaws of the current system. 

The domestic corporate tax base
Gale, Looney, and Patel take stock of the corporate tax 
in the wake of the One Big Beautiful Bill Act (OBBBA) 
of 2025 and propose reforms that would raise revenue 
by completing the transition from an income tax to a 
cash-flow tax. 

The economic attraction of a cash-flow tax is that, 
unlike an income tax, it generally does not discourage 
business investment. Under a cash-flow tax, invest-
ments that earn only a “normal” return—the rate of 
return available from investing the funds elsewhere—
effectively pay no tax. That’s because, under a cash-
flow tax, businesses can claim a deduction for the full 
amount of investments up front (“expensing”), and the 
associated tax benefits equal the present discounted 
value of the tax payments due on the normal return. 
As a result, tax rates are positive only on supernormal 
returns. Since investments that earn supernormal re-
turns are worth making as long as the tax on these re-
turns is less than 100 percent, a cash-flow tax should 
not reduce total investment.8
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The OBBBA enacted permanent expensing for 
machinery and equipment, restored expensing of re-
search investments, and introduced expensing on a 
temporary basis for some investments in structures, 
with the result that a large majority of business invest-
ment is now subject to cash-flow tax treatment. But, as 
Gale, Looney, and Patel point out, the U.S. shift toward a 
cash-flow tax is incomplete, resulting in a messy, incon-
sistent hybrid that creates opportunities for tax avoid-
ance and distorts investment decisions—primarily due 
to the continued deductibility of interest payments. 

For equity-financed investments earning normal 
returns, the current corporate tax achieves a zero tax 
rate because the investment is deducted up front, and 
the returns are taxed. For debt-financed investments, 
however, the investment is deducted up front, and 
the returns are deducted in the form of interest pay-
ments. As shown in figure 6, the resulting tax rate is of-
ten highly negative (i.e., a firm makes more money from 
the investment because of the tax system) (Gravelle 
and Keightley 2025). (The tax rates shown in figure 
6 include both business and individual taxes paid, 
which is why the tax rate on certain equity-financed 
corporate investments is positive rather than zero.) 
Negative tax rates invite the development of new tax 
shelters, distort businesses’ choices of how to finance 

investments, and can even lead to wasteful invest-
ments made just for tax reasons. 

Gale, Looney, and Patel argue that the right re-
sponse to these problems is to embrace the shift to 
a cash-flow tax and complete it, by eliminating inter-
est deductibility and allowing expensing of additional 
categories of investment.9 This approach could raise 
on the order of $400 billion over 10 years (2027–36), 
the authors estimate, while allowing the U.S. to realize 
the economic benefits of a true business cash-flow 
tax. They also recommend reforming the domestic tax 
base by eliminating tax expenditures other than those 
linked to clear positive externalities (such as tax bene-
fits for research and clean energy); implementing these 
recommendations could yield additional savings. 

Clausing also endorses broadening the domestic 
corporate tax base by eliminating or curbing interest 
deductibility. 

Taxation of large or complex pass-
throughs
Johnson, Spinrad, Bryant, and Huang confront the chal-
lenges posed by the differential tax treatment of pass-
through businesses and the growth of the pass-through 

Figure 6

Marginal tax rates for debt- and equity-financed corporate investment, 
2025
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sector. Their paper examines an approach that many 
policymakers have offered to address these problems: 
requiring large or complex pass-through entities to pay 
federal income tax at the entity level, like C corpora-
tions do. To evaluate this approach, they develop and 
analyze a concrete proposal to convert the tax treat-
ment of pass-through entities with gross receipts aver-
aging more than $25 million over a three-year period to 
C corporation tax treatment.

By imposing uniform tax treatment on the largest 
U.S. businesses, this proposal could reduce opportuni-
ties for these businesses to choose whichever tax laws 
result in the lowest tax bill, the electivity that has driv-
en so much of the decline in business tax revenue over 
time. The proposal could also curtail the tax avoidance 
opportunities that large firms have exploited using 
partnership tax rules that were originally written with 
small, simple entities in mind (Johnson et al. 2024). 

The Urban-Brookings Tax Policy Center estimates 
that the proposal, with the $25 million gross receipts 
threshold, would raise nearly $140 billion over 10 years 
(2027–36), with revenue growing to over $25 billion 
annually by 2035. The policy would result in C corpo-
ration tax treatment for about 0.7 percent of pass-
through businesses and nearly half of pass-through 
income. While these estimates take into account that 
some businesses will try to avoid the tax (for example, 
by reorganizing themselves to game the gross receipts 
threshold), the true revenue gains could be smaller if 
avoidance is more widespread than anticipated. On the 
other hand, the estimates largely omit what could be 
substantial savings from addressing tax-sheltering op-
portunities created by gaps in current partnership tax 
rules and from improving IRS visibility into the opera-
tions and earnings of large and complex partnerships. 

Johnson, Spinrad, Bryant, and Huang emphasize 
that implementation would not be easy, with espe-
cially challenging issues around properly measuring 
entity size and transitioning to the new system. Their 
proposal makes recommendations for how to address 
some of the thorny issues involved, such as which sep-
arately organized but jointly owned businesses should 
be treated as single entities. Despite the challenges, 
they conclude the proposal deserves consideration 
as a way to achieve a more rational business tax sys-
tem with greater revenue-raising capacity, especially 
given obstacles to other pass-through tax reforms and 
particularly if adopted in conjunction with a corporate 
rate increase (as discussed further below). 

As the authors discuss, policymakers could also 
consider going further toward a uniform system of 
business taxation by setting a lower gross receipts 
threshold. For example, a $10 million threshold would 
cover an estimated 63 percent of pass-through in-
come, while still requiring only 1.3 percent of pass-
through entities to transition to C corporation tax 
treatment.10

International tax
Both the Gale, Looney, and Patel and the Clausing pro-
posals identify the U.S. tax system’s treatment of for-
eign earnings and foreign businesses as a major target 
for reform.

Clausing proposes to build on the multilateral “Pil-
lar Two” reforms to the international tax system. The 
underlying principle of these reforms is that all busi-
ness income worldwide should be taxed at a rate of 
at least 15 percent. This “global minimum tax” require-
ment reduces the role of tax havens and lessens in-
centives to shift income and profits for tax reasons; it 
also reduces the tax competition pressures that drive 
jurisdictions to lower corporate tax rates. 

Clausing argues that the United States has a lot to 
gain from embracing the Pillar Two reforms—and a lot 
to lose if the multilateral framework falls apart due to 
U.S. opposition. A resurgence in race-to-the-bottom 
tax competition could have particularly large revenue 
costs for the United States. Conversely, with U.S. sup-
port, the Pillar Two framework would likely be even 
more stable, serving as a solid foundation for future 
efforts to strengthen and simplify international tax 
cooperation. 

Clausing therefore proposes that the United 
States reform its current minimum tax on foreign earn-
ings to meet Pillar Two standards, in particular by ap-
plying the minimum tax on a country-by-country ba-
sis. (This means applying the minimum tax separately 
to a businesses’ earnings from each foreign country, 
rather than allowing income from some countries to 
be taxed at less than the minimum rate if income from 
other countries is taxed at higher rates.) 

She also argues that the United States would ben-
efit from setting a minimum tax rate on foreign earn-
ings well above the Pillar Two 15 percent standard, 
closer to the U.S. domestic rate. Specifically, she rec-
ommends a minimum tax on foreign earnings equal 
to 85 percent of the domestic corporate rate (about 
18 percent under current law, or about 23 to 25 per-
cent for major U.S. multinational companies under her 
proposal, which would also increase the domestic rate 
for large C corporations). Overall, Clausing’s proposed 
international reforms, if implemented independent-
ly, would raise in the range of $1 trillion over 10 years 
(2027–36), based on Penn Wharton Budget Model 
estimates. 

Gale, Looney, and Patel instead propose to ad-
dress international tax avoidance through a shift to a 
destination-based business tax system. Conceptually, 
the current U.S. tax system aims to tax the profits aris-
ing from both U.S. and foreign production of U.S. firms 
(albeit with reduced rates on foreign earnings and with 
tax credits for foreign taxes paid), as well as the profits 
of foreign firms operating in the United States. Under 
a destination-based tax, the United States would aim 
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to tax the profits arising from U.S. sales. This would be 
implemented through a border adjustment tax levied 
on imports and rebated on exports; the authors es-
timate that the border adjustment would raise about 
$2.6 trillion over 10 years at the current 21 percent cor-
porate rate.

A major advantage of a destination-based tax is 
that it likely leaves less scope for avoidance than the 
current source-based system, because it is gener-
ally harder to change or disguise the location of sales 
than production (although this may be less true for 
digital sales). But as both Gale, Looney, and Patel and 
Clausing discuss, there are significant challenges to a 
unilateral U.S. shift to a destination-based tax. First, it 
would likely destabilize the Pillar Two framework, which 
risks reigniting a global race-to-the-bottom in cor-
porate tax rates. Second, it could be seen as another 
significant bad faith action by the United States, with 
potential consequences for global relations beyond 
tax policy. Third, adopting a border adjustment on a 
unilateral basis could lead the dollar to appreciate. Be-
cause foreigners invest more in the United States than 
U.S. residents invest abroad, this would result in a large 
wealth transfer to foreign investors. Finally, unilateral 
U.S. adoption of a border-adjusted tax would likely be 
challenged as violating World Trade Organization re-
quirements. These problems would be mitigated or 
avoided under a negotiated, multilateral shift to desti-
nation-based taxes.

Increasing the corporate rate
Adopting the proposals above—especially in combi-
nation—would increase the revenue from, and reduce 
economic distortions from, increasing the corporate 
tax rate (see table 1). Completing the shift to a cash-
flow tax means that increases in the corporate tax rate 
generally should not reduce the total amount of busi-
ness investment, and, with interest no longer deduct-
ible, they also should not distort businesses’ choice of 
financing. While the corporate tax rate could still influ-
ence businesses’ decisions about whether to invest in 
the United States or abroad, as well as whether to use 
tax avoidance strategies to shift profits outside of the 
United States, these incentives would be significant-
ly mitigated under Clausing’s proposal for a stronger 
U.S. minimum tax on foreign earnings and by the Pil-
lar Two framework, which would be strengthened by 
U.S. participation. Further, corporate rate increases are 
typically expected to lead to a shift toward the use of 
pass-through entities, shrinking the corporate base, 
but this incentive would be sharply reduced if all large 
businesses were required to pay tax as C corporations. 

What might be an appropriate tax rate for a re-
formed corporate tax? All three proposals discussed 
above advocate for increasing the corporate rate from 
the current 21 percent. Gale, Looney, and Patel pro-
pose a 25 percent rate, in part to keep the border ad-
justment (the tax on imports and rebate on exports) 
at workable levels; they also note that a cash-flow tax 
could allow for a higher corporate rate with minimal 
economic distortions. Johnson, Spinrad, Bryant, and 

table 1

Avoidance responses to a corporate rate increase and mitigation under 
Hamilton Project 2026 business tax reform proposals

Avoidance response Revenue effect Mitigation 

Reduced investment Reduces revenue due to lower  
corporate earnings 

Cash-flow taxation (expensing) 
eliminates tax unless an investment 
earns supernormal profits 

Convert to pass-through form. Or, for 
new businesses, organize as pass-
throughs instead of C corporations 

Business no longer pays corporate 
tax; will generally pay less in individual 
income tax than in corporate tax 

Require many large pass-through 
entities to pay tax as C corporations 

Shift earnings to low-tax countries 
through real investment decisions or 
avoidance tactics 

Less income is taxed at full U.S. rates Reduce incentives for profit-shifting 
through country-by-country minimum 
tax. Or, largely eliminate incentives 
for profit-shifting through shift to a 
destination-based tax

Finance additional investment with  
debt versus equity

Increased interest deductions  
reduce revenue 

Complete transition to cash-flow 
taxation by eliminating interest 
deductibility  

Source: Clausing 2026; Gale, Looney, and Patel 2026; Johnson et al. 2026.
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Huang emphasize that taxing large or complex pass-
throughs as corporations and increasing the corporate 
rate are strongly complementary revenue raisers and 
present illustrative estimates for 22 and 30 percent 
corporate rates. Clausing advocates for a graduated 
rate structure with a rate of 29.7 percent for the largest 
corporations that comprise about 90 percent of the 
corporate tax base. 

Other reference points come from prior presiden-
tial and congressional proposals. In 2012, former Presi-
dent Barack Obama proposed to reform the corporate 
tax and lower the rate from 35 to 28 percent, a level 
the administration argued would be in line with other 
large developed countries (White House and U.S. De-
partment of the Treasury 2012). In 2014, then-Ways and 
Means Committee Chair Dave Camp proposed a re-
form with a 25 percent rate, which at the time was also 
the recommendation of the Business Roundtable (U.S. 
House Committee on Ways and Means 2014; Becker 
and Bogardus 2013). In 2017, President Donald Trump 
pressed for a reduction in the corporate rate from 35 to 
20 percent, ultimately securing a 21 percent rate as part 
of the Tax Cuts and Jobs Act (TCJA) of 2017. Since then, 
prominent proposals to raise revenue by reversing the 
TCJA corporate rate cut have generally proposed rates 
no higher than the 28 percent rate proposed by former 
President Obama. In particular, former President Biden’s 
budgets proposed a 28 percent rate, and the Ways and 
Means Committee version of the 2021 Build Back Better 
Act included a 26.5  percent rate. 

A 28 percent rate has remained focal for policy-
makers even as conditions have changed in ways that 
suggest higher rates might be appropriate. 

First, the fiscal situation has deteriorated. The ac-
tual fiscal year 2025 deficit was 5.8 percent of GDP, 
versus CBO projections of 3.7 percent as of 2012 (when 
former President Obama proposed a 28 percent cor-
porate rate), 4.2 percent as of 2014 (when then-Chair-
man Camp proposed 25 percent), and 4.0 percent 
as of 2021 (when former President Biden proposed 
28 percent) (Congressional Budget Office 2011, 2014, 
2021). Interest rates on federal debt are also higher to-
day than when any of those proposals were released. 
All else equal, higher deficits and higher interest rates 
increase the value of additional revenue.

Second, the international context has changed. 
Proposals to lower the corporate rate in the 2010s were 
motivated in large part by competitiveness concerns, 
with advocates of both a 28 percent and a 25 percent 
rate arguing these rates would put the U.S. rate in line 
with those of peer countries. But these proposals pre-
dated the Pillar Two agreement. Pillar Two implemen-
tation is already reducing pressure on the U.S. inter-
national tax system from very low-rate tax havens. 
Additionally, since the agreement was adopted in 2021, 
the GDP-weighted worldwide average corporate rate 
and the G7 average, excluding the U.S., have ticked up 

slightly, following years of declines (Enache 2025). All 
else equal, reduced international tax competition ar-
gues for a higher U.S. corporate tax rate. 

Third, even without additional reforms, the OBBBA 
of 2025 has already moved the U.S. corporate tax much 
of the way toward a cash-flow tax, with expensing for 
most investment. In contrast, the Biden administration 
budgets and Ways and Means Committee Build Back 
Better Act proposals assumed continued depreciation 
for most investment. All else equal, expensing reduces 
the economic cost of a corporate rate increase. 

Given these changes, corporate tax rates above 28 
percent warrant consideration, especially in the con-
text of the additional reforms discussed above. 

As an illustrative example, the Tax Policy Center 
estimates that increasing the corporate rate to 30 per-
cent would raise $1.2 trillion over 10 years (2027–36), 
or $138 billion annually by 2035. If enacted on top of 
the higher corporate rate, the proposal to tax pass-
throughs with over $25 million in gross receipts as 
C corporations would raise $468 billion over 10 years, 
or $63 billion annually by 2035. Clausing’s proposed 
international reforms would raise an additional $1.4 tril-
lion (2027–36), or about $160 billion annually by 2035, 
if implemented after an increase in the corporate rate, 
based on estimates from the Penn Wharton Budget 
Model.11 Gale, Looney, and Patel estimate that com-
pleting the shift to a cash-flow tax would add about 
$400 billion (2027–36), or in the range of $45 billion 
annually by 2035. 

Thus, a combined reform along these lines could 
raise well over $3 trillion over 10 years or more than 
$400 billion (0.9 percent of GDP) annually by 2035—
in historical terms, roughly equivalent to reversing the 
decline in the corporate tax since the late 1990s.12 Such 
a reform—or other, similar approaches to raising addi-
tional revenue from business taxes—would represent a 
meaningful step toward a progressive tax system that 
can raise the revenue to meet current national needs. 

Endnotes
1.	 The figure shows calendar year corporate tax payments, 

which differ slightly from the fiscal year corporate revenues 
reported in the text.

2.	 Following the approach used in Congressional Budget 
Office (2023), I approximate C corporation economic profits 
using National Income and Product Accounts data on the 
combined economic profits of C and S corporations and 
Internal Revenue Service data on the C corporation share of 
taxable profits. Using this approach, corporate tax payments 
as a share of C corporation economic profits fell from 
over 25 percent in the late 1970s to an average of about 13 
percent in the years following the 2017 tax law (2018–22). 

3.	 Moreover, 2022 was an anomalous year, with corporate 
revenues driven up by the recovery from the pandemic. As of 
2019, the total effective tax rate on the top 1 percent was 30 
percent, and the effective corporate rate was 4.2 percent. 
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The United States collects substantially less revenue from corporations than it did several decades 
ago, and less than peer countries do today. These declines have contributed to rising deficits and to 
declining effective tax rates on capital income and high-income Americans. 

While strengthening individual-level taxes on capital income is also important, strengthening 
business taxes is a critical step toward a progressive tax system that meets national needs. Three new 
Hamilton Project proposals offer ideas to raise revenue from business tax reform. William Gale, Adam 
Looney, and Elena Patel propose to complete the transition of the U.S. corporate tax from an income 
tax to a coherent, destination-based cash-flow tax. Miles Johnson, Thalia Spinrad, Kathleen Bryant, 
and Chye-Ching Huang analyze a proposal to tax large pass-through businesses as C corporations. 
Kimberly Clausing proposes a package of corporate tax reforms that would raise the corporate tax 
rate, reform the tax base, and address the problem of international profit shifting by implementing 
a stronger international minimum tax, building on the multinational “Pillar Two” global corporate 
minimum tax agreement. 

While each of these proposals could be adopted separately, aspects could be combined into a 
holistic reform that is more than the sum of its parts. In addition to its direct effects, such a reform 
would increase the revenue available and reduce economic distortions from raising the corporate rate. 
As an illustrative example, a combined reform that also increased the corporate rate to 30 percent 
could raise over $400 billion (0.9 percent of GDP) annually by 2035, based on Urban-Brookings 
Tax Policy Center and Penn Wharton Budget Model estimates, roughly reversing the decline in the 
corporate tax since the late 1990s. 

Corporate profits and tax payments as a share of GDP

0%

2%

4%

6%

8%

10%

12%

14%

1970 1975 1980 1985

Corporate profits

Corporate tax payments

1990 1995 2000 2005 2010 2015 2020 2025 2030 2035

Sh
ar

e 
of

 G
D

P

Source: U.S. Bureau of Economic Analysis 2026a; U.S. Bureau of Economic Analysis 2026b; U.S. Bureau of Eco-
nomic Analysis 2026c; Congressional Budget Office 2026a; author’s calculations.

Note: This figure updates and extends figure 1 from Congressional Budget Office 2023. Dashed lines are trends 
in corporate profits (orange) and corporate tax payments (teal) from 1970 to 2025. Dotted lines are projec-
tions. Historical data on corporate profits, corporate tax payments, and GDP are from the Bureau of Economic 
Analysis. Projections are from Congressional Budget Office’s February 2026 Budget and Economic Outlook. Corporate tax payments 
are projected using Congressional Budget Office’s projected growth rates for corporate revenues.


