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In real terms, federal corporate income ta x
receipts have followed a slowly increasin g
trend since 1950 (sec Figure 1) . Figure 1 also
shows how receipts have fluctuated over tim e
with the business cycle and enactment o f
various tax legislation . By 1994 corporate
income tax receipts had risen to their second
highest level over this time period .

While corporate income tax collections
are an important barometer of the corporate
tax burden, the primary focus of this paper i s
another important measure of the tax burden ,
the average effective corporate income tax

rate (corporate taxes paid as a percentage o f
net income) .

The Average Effective Tax Rate
Figure 2 shows an interesting pattern o f

average effective corporate income tax rates .
From 1950 to 1970 the average effectiv e
corporate income tax rate hovered near 4 3
percent ; from 1970 to 1974 the rate fell to
around 28 percent ; and from 1974 to th e
present, the average effective corporate
income tax rate has remained in a fairl y
narrow range centered around 27 percent .

Figure 1
Federal Corporate Income Taxes Paid
1950 - 199 4
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1950

	

First $25,000
(Normal Rate)

	

23 %
Over $25,00 0
(Add Surtax of 19°10)

	

42 %
Excess Profits Tax

	

30 %

1951

	

First $25,000
(Normal Rate)

	

28 .75°/o
Over $25,000
(Add Surtax of 22%)

	

50 .75 %
Excess Profits Tax

	

30 %

1952

	

First $25,000
(Normal Rate)

	

30 %
Over $25,00 0
(Add Surtax of 22%)

	

52 %
Excess Profits Tax

	

30 %

1953-1963

	

First $25,000
(Normal Rate)

	

30 %
Over $25,00 0
(Add Surtax of 22%)

	

52 %

1964

	

First $25,000
(Normal Rate)

	

22 %
Over $25,00 0
(Add Surtax of 28%)

	

50 %

1965-1967

	

First $25,000
(Normal Rate)

	

22 %
Over $25,00 0
(Add Surtax of 26%)

	

48 %

1968-1969

	

First $25,000
(Normal Rate)

	

22 %
Over $25,00 0
(Add Surtax of 26%)

	

48 %

With 10% Surcharg e
First $25,000
(Normal Rate)

	

24 .20%
Over $25,00 0
(Add Surtax of 26%)

	

52.80 %

1970

	

First $25,00 0
(Normal Rate)

	

22 %
Over $25,00 0
(Add Surtax of 26%)

	

48 %

With 2 .5% Surcharge °
First $25,000
(Normal Rate)

	

22.55 %
Over $25,00 0
(Add Surtax of 26%)

	

49.20 %

1971-1974

	

First $25,00 0
(Normal Rate)

	

22 %
Over $25,00 0
(Add Surtax of 26%)

	

48 %

1975-1978

	

First $25,00 0
(Graduated Normal Rate)

	

20 %
Next $25,000 0
(Graduated Normal Rate)

	

22 %
Over $50,00 0
(Add Surtax of 26%)

	

48 %

1979-1981 b First $25,000

	

17 %
$25,000 to $50,000

	

20 %
$50,000 to $75,000

	

30 %
$75,000 to $100,000

	

40 %
Over $100,000

	

46%

1982

	

First $25,000

	

16 %
$25,000 to $50,000

	

19 %
$50,000 to $75,000

	

30 %
$75,000 to $100,000

	

40 %
Over $100,000

	

46 %

1983-1984 First $25,000

	

15 %
$25,000 to $50,000

	

18°10
$50,000 to $75,000

	

30 %
$75,000 to $100,000

	

40 %
Over $100,000

	

46 %

1985-1986 First $25,000

	

15 %
$25,000 to $50,000

	

18 %
$50,000 to $75,000

	

30 %
$75,000 to $100,000

	

40°l0
$100,000 to $1,000,000

	

46 %
$1,000,000 to $1,405,000° 51 %
Over $1,405,000

	

46 %

1987 d -1993 First $50,000

	

15 %
$50,000 to $75,000

	

25 %
$75,000 to $100,000

	

34 %
$100,000 to $335,000°

	

39 %
Over $335,000

	

34 %

1994-

	

First $50,000

	

15 %
Present

	

$50,000 to $75,000

	

25°l0
$75,000 to $100,000

	

34 %
$100,000 to $335,000

	

39 %
$335,000 to $10,000,000 34 %
$10,000,000 to $15,000,000 35 %
$15,000,000 to $18,333,33 3 f 38 %
Over $18,333,333

	

35 %

The Tax Reform Act of 1969 extended th e
Surcharge at a five percent rate fro m
January 1, 1970 through June 30, 1970 . O n
an annualized basis, the Surcharge woul d
be 2 .5 percent.

b The Revenue Act of 1978 repealed th e
corporate normal tax and surtax and in thei r
place imposed a graduated rate structure
with five brackets .

o The Deficit Reduction Act of 1984 placed a n
additional 5 percent to the tax rate in orde r
to phase out the benefit of the lower
graduated rates for corporations with taxabl e
income between $1,000,000 and $1,405,000 .
Corporations with taxable income above
$1,405,000, in effect, pay a flat marginal rat e
of 46 percent.
Rates shown effective for tax years
beginning on or after July 1, 1987 . Taxabl e
income before July 1, 1987 was subject to a
two tax rate schedules or a blended tax rate .
An additional 5 percent tax, not exceeding
$11,750, is imposed on taxable income
between $100,000 and $335,000 in order t o
phase out the benefits of the lowe r
graduated rates .

f An additional 3 percent tax, not exceeding
$100,000, is imposed on taxable incom e
between $15,000,000 and $18,333,333 i n
order to phase out the benefits of the lower
graduated rates .

Source : Tax Foundation .

Over time, changes in the average effective
corporate income tax rate stem from thre e
legislative sources : changes in the marginal tax
rate, changes in the tax base, and changes in
tax credits .

S Corporations Excluded

For the purpose of this analysis, corpora-
tions are defined as all active C corporations .
The C corporation is the most commo n
corporate form for large corporations such a s
General Motors, Microsoft, etc, whose incom e
is subject to taxes at the corporate and share-
holder levels . This analysis exclude s
S corporations because they make individual ,
not corporate, tax payments . Consequently ,
net income reported by S corporations was
subtracted out of the corporate data .

High Rates in the 1950s
The high average effective corporate ta x

rates of the 1950s resulted from high margina l
tax rates and the excess profits tax (se e
Figure 2) . The Revenue Act of 1950 and the
Revenue Act of 1951 raised the top corporat e
marginal tax rate from 42 to 52 percent (see
Table 1) . In addition, the Excess Profits Tax
Act of 1950 imposed a 30 percent tax rate on
"excess profits" (defined as income greater
than a 3-year average of a corporation's profit) ,
although the combined rate was capped at 70
percent after March 31, 1951 . The averag e
effective corporate tax rate fell slightly afte r
the elimination of the excess profits tax i n
1953, but it remained over 40 percent through
the end of the decade .

The Role of Tax Credits in the 1960s and
1970s

The average effective corporate tax rate
declined moderately during the early 1960s ,
driven by the introduction of the investmen t
tax credit (The Revenue Act of 1962) and a
reduction in tax rates (The Revenue Act of
1964) . Tax credits have a major impact on the
average effective corporate tax rate by gener-
ally reducing corporate tax liabilities on a
dollar-for-dollar basis . As a result, the average
effective corporate tax rate dipped to 36 . 5
percent by 1967 (see Figure 2) .

The decline in the average effectiv e
corporate tax rate was short-lived, however, as
the statutory tax rate surged upward after th e
passage of the Revenue and Expenditur e
Control Act of 1968 . The Act imposed a
retroactive 10 percent surcharge on all corpo-
rations . The surcharge was imposed on the tax
before tax credits . In addition, the Tax Reform
Act of 1969 repealed the investment tax credi t

Table 1
Federal Corporate Income Tax Rates
1950 - Present
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for fear that it was contributing to inflationar y
pressures . The 1969 Act also extended the
surcharge until June 30, 1970, at a reduced 5
percent rate . These changes helped push the
average effective corporate tax rate up to 46 . 9
percent by 1969 .

The proliferation of tax credits in the earl y
1970s caused a rapid decline in the average
effective corporate tax rate . These changes
began under the Revenue Act of 1971 whic h
revived the investment tax credit (renamed
the "job development tax credit") and created
the new work incentive (WIN) credit . By
1974, tax credits were worth 17 .4 percent o f
net income (see Figure 2), which helped to
lower the average effective corporate tax rate
to 28 .6 percent .

The average effective corporate tax rat e
declined rapidly until 1974, reaching 28 . 6
percent—a level it has varied only slightl y
from ever since . A moderate decline occurre d
after 1974 after the introduction of two ne w
tax credits : the U .S . possessions tax credit i n
1976 and the new jobs credit in 1977 . The
Revenue Act of 1978 included in its legislative
changes a cut in the top marginal rate from 48
to 46 percent, and the lower tax rates com-
bined with the new tax credits to drop th e
average effective tax rate to 23 .3 percent in
1979, the low point of the post-war period .

Major Tax Reform in the 1980s

Between 1980 and 1986, a severe reces-
sion and the enactment of two major tax bills
helped set the stage for tax reform in 1986 .
The 1981 recession hit corporate receipt s
hard, creating an upswing in the averag e
effective corporate tax rate as corporate
receipts fell faster than expenses . The severit y
of the recession was an important politica l
factor leading to the passage of the Economi c
Recovery Tax Act of 1981 (ERTA) .

ERl'A reduced marginal tax rates for the
lowest two brackets, although the three top
marginal rates remained unchanged, an d
enacted policies designed to spur capita l
formation which narrowed the corporate
income tax base . In addition, ERTA create d
one new tax credit—the research and experi-
mentation credit—and broadened two oth-
ers—the employee stock ownership credit an d
the investment tax credit . ERTA ultimately had
less of an impact on the average effectiv e
corporate tax rate than might have bee n
expected because some of its tax reductio n
provisions were curtailed by the Tax Equit y
and Fiscal Responsibility Act of 1982 (TEFRA) .

The Tax Reform Act of 1986 (TRA'86 )
responded to the tax neutrality and complexit y
issues that had been accumulating in the tax
code since the early 1970s . Most notably ,

Figure 2
Corporate Tax Rates and Tax Credit s
1950 - 1994
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TRA'86 reduced virtually all marginal tax rates ,
including a dramatic reduction in the to p
marginal tax rate from 46 to 34 percent, and
included a phase-out of the lower graduated
rates for corporations with taxable incom e
greater than $100,000 (see 'able 1 for furthe r
details) . Because TRA'86 expanded the ta x
base and scaled back many corporate tax
credits, including the repeal of the regular
investment tax credit, its net effect on th e
average effective corporate tax rate wa s
minimal (see Figure 2) .

In addition, TRA'86 made a number of
important changes to the tax treatment of
S corporations . By lowering the top individual
tax rate below the top tax rate imposed o n
corporations, TRA'86 helped increase the
popularity of the S corporation so much tha t
between 1986 and 1987, net income reported
by S corporations grew nearly 300 percent .
The inclusion of S corporation data with othe r
corporate data creates a "downward bias" o n
the average effective corporate tax rate . The
bias grows to 3 .4 percentage points by 1994 ,
and its presence necessitated the removal o f
S corporations from this analysis .

Slabilility in the Late 1980s and 1990s

By 1990, the average effective corporate
tax rate stood at approximately the same leve l
it had reached ten years earlier . The onl y
significant change to the corporate income tax
occurring in the 1990s was the passage of Th e
Revenue Reconciliation Act of 1993 . The Ac t
raised the top corporate rate to 35 percent and
included a phase-out of the lower graduate d
rates for corporations with taxable incom e
greater than $15 million (sec Table 1) . The
average effective corporate tax rate barely
changed from 27 .3 to 27.2 percent between
1993 and 1994 .

Conclusion
Corporate income tax receipts have

followed a slowly increasing trend in rea l
terms over the past 45 years . Over the same
period, the average effective corporate incom e
tax rate has demonstrated a very differen t
pattern, staying close to 43 percent from 195 0
to 1970, then dropping quickly and stabilizing
at about 27 percent from 1974 to the present .
This analysis shows that much of the decline i n
the average effective corporate tax rate is du e
to the introduction of and changes in various
corporate tax credits such as the investmen t
tax credit .

Tax credits have a major impact on th e
average effective corporate tax rate since the y
generally reduce corporate tax liabilities on a

dollar-for-dollar basis . For example, the drop in
the average effective corporate tax rate occurs
simultaneously with the reintroduction of th e
investment tax credit and the proliferation o f
new tax credits . Naturally, tax credits also
reduce corporate income tax receipts as well .
Despite growth in the number and scope of
these credits, the progressive nature of th e
corporate income tax has combined with
economic growth to cause an increase, in real
terms, in corporate income tax receipts .

The most interesting change in corporat e
tax policy during this time period was the
sweeping tax reform in 1986 . TRA'86 dramati-
cally reduced corporate marginal tax rates ,
expanded the tax base, and scaled back man y
tax credits . In light of the current debate on
tax reform, the result of TRA'86 on the averag e
effective corporate tax rate is interestin g
because the combination of a broader tax base
and lower marginal tax rates had practically n o
effect on the average effective tax rate . In the
years immediately following TRA'86 there wa s
also a significant increase in corporate incom e
tax receipts .

Methodology
The average effective corporate tax rate i s

based on Statistics of Income (SOI) dat a
published by the Internal Revenue Servic e
(IRS) . The data was collected for the years
1950 to 1994 and has been adjusted to include
all C corporations (C corporations with an d
without reported net income; S corporation s
were subtracted out of the data) . The averag e
effective corporate tax rate was calculated b y
taking federal corporate income tax pai d
divided by net income (net profits plu s
charitable contributions) .

This method may result in an understate-
ment of the federal corporate income tax
burden because SOI data only reflects th e
taxes that are paid during any given year ;
deferred taxes are not included (although the y
may partially manifest themselves as ta x
payments in later years) .

In addition, this analysis only considers th e
tax burden imposed by the federal corporat e
income tax . Corporations are also subject to
numerous other taxes such as state and loca l
taxes, foreign taxes and payroll taxes .
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