Corporate Taxation
For Section 1: In the United States, the rate at which corporations are taxed ranges from 15 to 35 percent, depending on the size of their income. That’s a higher top marginal tax rate than in any other developed country. But 35 percent is only the nominal rate; few if any corporations actually pay that much. Over a recent five-year period, for example, General Electric paid 17.9 percent of its income in corporate taxes, and that includes not just federal tax but state, local, and foreign taxes as well. FedEx paid 20.1 percent in federal tax, Amazon 6.6 percent, and Ford Motor Company 4.2 percent. The reason for this is that the tax code provides corporations with plenty of exemptions. In fact, a study by the Government Accountability Office estimates that 80 or so business exemptions cut in half the revenue coming from corporate taxation. Two of the biggest corporate tax breaks are accelerated depreciation of machinery and equipment and deferral of income from foreign sources.
For Section 1: That’s one of the main reasons why these days corporations pay a smaller share of the nation’s taxes than they used to. In the 1950s, the revenue from corporate taxation amounted to about a third of total federal tax revenue or about 6 percent of the nation’s income. Today it amounts to less than a tenth—that is, to about $1 out of every $10 collected in federal tax—or about 2 percent of national income. Personal income taxes and payroll taxes (which support Social Security and Medicare) provide about 80 percent of the federal government’s annual revenue. Yet, these days companies take a larger share of national income than ever before, and corporate taxes as a share of corporate profits are at a record low.

For many companies, tax avoidance is a sophisticated game—almost an art form. In 2013 it came out that Apple, the nation’s most profitable technology company, was also one of its most successful tax avoiders, thanks to a complex web of international subsidiaries the company has created. Many of those subsidiaries are incorporated in Ireland, where Apple negotiated a special tax rate of only 2 percent, although in fact they are run from Cupertino, California. Furthermore, even though they are incorporated in Ireland, some of these offshore entities have no stated country of tax residence and thus pay no taxes at all, even though they hold tens of billions of dollars.

Other companies, such as Microsoft and Google, engage in “transfer pricing.” This shifts profits generated in the United States to offshore tax havens where the IRS can’t get at them. Companies accomplish this trick by transferring intellectual property rights to specially created foreign subsidiaries, which then charge the parent company stiff licensing fees for using its own intellectual property. But even low-tech companies can be good at shell games like this. Caterpillar cut its tax bill by $300 million a year simply by putting the name of a Swiss subsidiary on the invoices for parts it sent from the United States to customers around the world. Even Starbucks figured out how to play the game. It told shareholders that it was making large profits in Britain but filed U.K. tax forms showing losses, resulting in its paying no British taxes at all for three years in a row, despite billions of dollars in sales there.

With the possible exception of Caterpillar, these companies have done nothing illegal. There is a difference between tax evasion, which is illegal, and tax avoidance, which is not. Emphasizing this distinction, Judge Learned Hand famously wrote:
“Anyone may arrange his affairs so that his taxes shall be as low as possible; he is not bound to choose that pattern which best pays the treasury. There is … nothing sinister in so arranging affairs as to keep taxes as low as possible. Everyone does it, rich and poor alike and all do right, for nobody owes any public duty to pay more than the law demands.”
Still, it strikes many people as unfair when corporations seem to be dodging their fair share of the country’s tax burden. That’s probably why, when news of Starbucks’s tax avoidance broke, the company voluntarily agreed to pay about $16 million in British taxes. “We believe that acting responsibly makes good business sense,” says Corey duBrowa, senior vice president for global communications, “and payment of corporate tax in the U.K. is a good example of this ethos in action.” Some business commentators applaud Starbucks. “Just because tax avoidance is legal,” writes John Cassidy, “doesn’t mean that it is right.” Allan Sloan agrees; although lower taxes mean higher profits, “going to extraordinary lengths to avoid taxes helps undermine companies’ long term-interest by hurting society and by giving average people yet another reason to detest Big Business.”

The world’s richest economies are now cooperating in an effort to curb the tax avoidance strategies used by multinational corporations. It’s worth noting, though, that some economists oppose corporate taxation in principle. They think only persons should be taxed. In their view, corporate taxation involves a kind of double taxation. Corporations pay tax on their income, which is then taxed again when it gets passed on to individuals in the form of dividends. Although the tax revenue that would be lost by abolishing the corporate income tax would have to be offset by higher taxation on individuals, doing so would, these economists believe, promote economic efficiency since companies would no longer spend so much time, energy, and money trying to avoid or reduce their taxes.
