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The U.S. Chamber of Commerce (U.S. Chamber) is calling on all candidates and elected
officials to embrace the Growth and Opportunity Imperative, establishing a goal of at least
3% economic growth annually and prioritizing policies that will support faster sustained
economic growth. Ensuring that America has a pro-growth tax code is central to this effort.

The Next Congress and Administration Must:

Preserve our Ensure a competitive Maintain the

now-competitive business tax base. competitiveness of

business tax rates. U.S.-international
tax system.

U.S. Chamber of Commerce


https://www.uschamber.com/improving-government/the-growth-and-opportunity-imperative-for-america

Introduction

Taxes are a fact of life. While taxes are necessary to fund the
important work that only the government can do, the fact remains
that they act as a disincentive on whatever is taxed. Whether

it’s work, investment, or consumption, when you tax something,
you get less of it. And in a global economy, the domestic

rate of taxation relative to those of other nations impacts the
level of investment and production a country can attract. The
type and level of taxes imposed by the government directly
determine how much of a drag is imposed on the economy.

Tax policy should be designed to minimize the negative impact on
economic growth.

Pro-growth tax policy doesn’t just grow the
overall U.S. economy, it raises wages for American
workers and improves standards of living.

Maintaining and improving pro-growth tax policy also ensures that
the U.S. is globally competitive, retaining and attracting businesses,
jobs, investment, and innovation here at home.

Next year, lawmakers will have the opportunity

to advance pro-growth tax policy as they work to
avoid the largest tax increase in American history,
which will otherwise occur automatically at the
end of 2025.

This is when many important individual, business, and estate tax
provisions are scheduled to expire.
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As part of our Growth and Opportunity Imperative for America, the U.S. Chamber calls on
candidates and elected officials to support pro-growth tax policies that will help achieve the
goal of at least 3% economic growth annually, growing the economic pie for workers and
helping to make the American Dream a reality for all.

The New Congress and Administration Must Act to:

3

Maintain the
competitiveness of the
U.S. international tax

1

Preserve our
now-competitive
business tax rates

(i.e., 21% corporate
income tax rate,
20% pass-through
deduction for
qualified business
income).

2

Ensure a competitive
business tax base
(e.g., one that allows a
deduction for research
and development (R&D)
expenses, full capital
expensing for certain
business assets,

and a pro-growth
interest deductibility
limitation).

system—for both
U.S. companies
operating abroad and
foreign companies
investing in the
United States—
while preserving our
corporate tax base.

The Faster the Pie Grows, the Faster Our Slice Grows
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20 Years at 2% Growth

20 Years at 3% Growth




When it Comes to Economic Growth,

Not All Tax Policy is Created Equal

Different tax policies have different effects on economic growth.

Capital Investment,
R&D, and Capital Gains

Taxes on capital expenditures (e.g., certain investments in

new or improved equipment, machinery, or buildings) have
some of the most negative impacts on economic growth. This

is because capital investments not only generate economic
activity today but also support economic activity into the future.
Consider an investment in a new, modern widget factory: that
investment generates construction and related jobs today,

but the new, more efficient factory will allow the company to
produce more widgets at a lower cost for years to come.

Taxes on R&D spending have significant negative economic
impacts for similar reasons. The innovations that result from
a company’s investment in R&D today will result in new
products and efficiencies that fuel our economy tomorrow.

When businesses are required to depreciate or amortize

the cost of their capital investments or R&D expenses over
several years instead of deducting them immediately in the

year incurred, it increases their current-year tax liabilities.
Mandatory depreciation and amortization also fail to recognize
opportunity cost and the time value of money (e.g., what the
money could have otherwise earned), meaning businesses never
truly recover the full cost of their productive investments.

Allowing businesses to immediately deduct the full cost of
certain capital investments (also known as full expensing
or 100% bonus depreciation) and the full amount of

their R&D expenses reduces the after-tax costs of these
investments, which means you get more of them.
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How It Works

Consider a company making $100 investment in new equipment. Under full expensing,
the company could immediately deduct the full cost of its investment, reducing its taxable
income by $100 and its tax bill by $21 (under a 21% tax rate). If instead the company

were required to deduct the cost of the new equipment over six years under a typical
depreciation schedule, then its taxable income would be reduced by only $20 in the year of
the investment, reducing its tax bill by only $4.20. The company would then ratably deduct
the remaining cost of its investment over the next five years, resulting in corresponding
reductions to its taxable income and tax bills. During this period, however, inflation

and the time value of money would increasingly reduce the value of those reductions.

In this example, the net reduction in value would amount to $1.85, meaning the after-

tax cost of the company’s $100 investment in new equipment would be $101.85.

Year Year Year Year Year Year Sum Pr':::nt
1 p] 3 4 5 6 v
Value
Full
Expensing | 100 | %0 $0 $0 $0 $0 | $100 = $100
Tax
Reduction $21 $0 $0 $0 $0 $0 $21 $21

Depreciation $20 $32 $19.20 | $11.52 | $11.52 | $5.76 $100 $91.17

Tax

Reduction $4.20 | $672 | $4.03 | $2.42 | $2.42 $1.21 $21 $19.15

Taxes on capital gains have a similar
After-tax cost of impact. The funds individuals use

- = i in a business are the
$1M invested in new rolnvest in 8

g same funds the business uses to
faCtory eqUIpment buy new equipment or conduct
R&D. Individuals invest with the
expectation that their investments

% will earn them money (capital
gains), otherwise they would be
If the employer is If the employer is forced better off just spending the money

allowed to expense RO ULTe Bnsa O leaving itin a bank account
where there is no risk of loss.

$1 M $1 367M When the government increases
- the tax rate on capital gains, it

decreases the return to investors

U ) (e of G e AT and discourages more investment.

Note: Figure based on 20-year period, straight-line depreciation with 5.45% discount rate
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Income

When it comes to income, tax structures that are more progressive have a larger negative
economic impact. This is because as rates of taxation increase, the disincentive to work or
invest grows.

Imagine someone is willing to pay you $100 to perform a specific task and wants you to perform
that task on five different occasions. Under a flat tax of 20%, you would take home $80 every
time you perform the task.

Now consider a progressive tax increasing from 10% to 50%. The first time you perform the task
you would take home $90, while the second time would net you $80. By the fifth time, however,
you would take home only $50, at which point you might decide that it’s no longer worth the
time or effort. Now, having performed that task only four times, there would be less economic
activity and everyone would end up worse off.

How It Works

It makes sense that if the tax rate imposed
by the government were 0%, it would
collect $0 in tax. But what if the tax rate
were 100%? In that case, it would also
collect $0 in tax because no one would

go to work if the government took 100%

of what they earned. The Laffer Curve
illustrates that the government can
actually collect as much money with lower
levels of taxation than it does at some
higher levels, because the lower levels
encourage more economic activity. As a t*
society we want more economic activity Tax rate (t)
because it raises our standard of living.
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Corporate Income Taxes

Higher tax rates on business profits negatively impact the economy in at least three
distinct ways. First, they reduce the return on investment to the business owners or
shareholders. In the case of corporations, this is the first of two taxes that are levied.
Corporate profits are taxed first at the entity level (corporate income tax) and then taxed
again at the shareholder level when dividends are paid, or shares of stock are sold
(ordinary income or capital gains taxes). The higher the combined effective tax rate, the
more people are disincentivized from investing in those companies.

Second, as the economic literature consistently demonstrates, the incidence of the
corporate income tax is not limited to shareholders—it is also borne by employees

in the form of lower wages and by consumers in the form of higher prices. To attract

the capital a corporation needs to operate, it must generate positive returns for its
investors. Both taxes and employee wages are costs that companies must bear before
returning any profit to investors. When corporate taxes increase, therefore, they consume
some resources that would otherwise have flowed to employees. Similarly, to ensure a
reasonable return to investors, companies facing higher taxes are often forced to raise

prices on consumers.

While studies vary on the share

of corporate income taxes
ultimately borne by shareholders,
workers (in the form of lower
wages), and consumers (in the
form of higher prices), one recent
study put the breakdown at 52% on
consumers, 28% on workers, and
20% on shareholders.

Third, American companies operate
in a global economy and compete
with firms headquartered around

the world. When a country imposes

a higher-than-normal tax rate

on domestically headquartered
businesses, it puts those companies
at an economic disadvantage relative

Who actually pays
the cost of corporate taxes?

It’s not who you think.

Consumers Workers Shareholders

28% 20%

through higher prices through lower wages through lower returns
on investment

Source: Baker, Scott R., Sun, Stephen Teng, & Yannelis, Constantine (2020; revised 2023).
Corporate Taxes and Retail Prices. National Bureau of Economic Research Working Paper Series, No. 27058

to their foreign-headquartered competitors. As a result, companies are incentivized to
locate their headquarters and operations in lower-tax jurisdictions. This scenario played out
in practice during the years leading up to 2017, when the United States had the

highest statutory corporate tax rate in the industrialized world, causing many formerly
U.S.-headquartered multinationals to redomicile abroad.
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https://taxfoundation.org/blog/who-bears-burden-corporate-tax/
https://www.nber.org/system/files/working_papers/w27058/w27058.pdf

Measuring the Impacts of Different Tax Increases

The non-partisan Tax Foundation, which often analyzes the economic impacts of various tax
policies, issued a report a few years ago comparing the economic impacts of three different tax
increases, each designed to raise the same amount of revenue (5% of GDP).

The three models were: (1) a flat labor tax that applied a payroll tax to just labor income; (2) a
flat surtax applied on top of the current tax brackets for ordinary income and long-term capital
gains and dividends; and (3) a progressive tax increase applied proportionally to both income
and long-term capital gains and dividends.

All three tax increases had negative impacts on economic growth and employment, but the flat
tax increase on labor alone caused the least economic damage.

Flat Labor Tax Flat Income Tax Er:g::sive
of 5% of GDP of 5% of GDP Tax of 5% of GDP
Gross
Domestic -2.2% -2.8% -3.4%
Product (GDP)
Gross National 5 00, a0 Qo
Product (GNP) 2.2% 3.2% 3.8%
Capital Stock -2.4% -3.6% -4.5%
Full-Time
Equivalent -2,425,000 -3,000,000 -3,5650,000
Jobs

A similar exercise conducted by the Congressional Budget Office also showed that a
progressive tax increase on labor and capital were more economically destructive than
flat tax increase on labor income or flat tax increases on labor and capital.

Sources: www.cbho.gov/system/files/2021-03/57021-Financing.pdf
taxfoundation.org/blog/tax-hikes-are-more-damaging-than-others-analysis/
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https://taxfoundation.org/blog/tax-hikes-are-more-damaging-than-others-analysis/
https://www.cbo.gov/system/files/2021-03/57021-Financing.pdf

Tax Policy, Federal Revenue and Deficits

Because taxes directly impact the level of economic activity
that occurs in society, changes in tax policy should be analyzed
dynamically as opposed to statically. Assume a country has

100 units of economic activity. If the government imposes a new
average tax of $10 per unit, it shouldn’t assume that the tax will
generate $1,000 in revenue (the static score). The new tax will
likely discourage and reduce economic activity. If five units of
economic activity disappear, then the new tax will generate only
$950 in revenue (the dynamic score). Importantly, the reduced
economic activity means the economy grows more slowly,
ultimately making the country and its citizens poorer.

Tax cuts and simplification can work the same way by
encouraging more economic activity (that will also be taxed)
and thus reducing the overall revenue loss to the government.
This also means the economy grows more quickly, making the
country and its citizens richer.

The major driver of current federal deficits is excessive
spending. As the nearby data indicates, spending has well
exceeded the historical average as a percent of the economy,
while revenue has largely mirrored the historical average.

Total federal outlays
and revenues

— Qutlays  ---Average overlays = — Revenues  ---Average revenues

Percentage of GDP
40%

Source: Congressional Budget Office. “The Budget and Economic Outlook” February 7, 2024
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Reminder:

As we noted in the Growth and
Opportunity Imperative Memo,
increasing productivity such that
we increase economic growth

by just a half a percentage

point a year, from 2% to 2.5%,
would by itself decrease the
federal deficit by $1.2 trillion
over the next 10 years.

Pro-growth tax-policy that
supports more investment is
key to increasing productivity.


https://www.uschamber.com/assets/documents/Growth-and-Opportunity-Imperative-memo.pdf
https://www.uschamber.com/assets/documents/Growth-and-Opportunity-Imperative-memo.pdf

The 2017 Tax Reforms

In December 2017, Congress passed the landmark Tax Cuts and Jobs Act (TCJA), the most
comprehensive tax reform legislation to be enacted since 1986. The TCJA lowered and
simplified the federal income tax burden on American families and workers, and it substantially
modernized the United States’ approach to taxing investment and business income.

Many of the provisions of the TCJA were designed to foster greater economic growth.

Pre-TCJA

Post-TCJA

How It Impacts

Lower Corporate

35%—when combined with

21%—when combined with state

Economic Growth

Increased the after-tax return

Tax Rate state taxes, highest in the taxes, slightly above the OECD on capital investments in
industrialized world (OECD). | average. businesses, made the U.S.

tax rates globally competitive,
and boosted the amount of
revenue accruing to workers
through higher wages.

20% Deduction Pass-through businesses The reduction in the top marginal Increased the after-tax return

for Pass-Through (e.g., sole proprietorships, individual rate to 37% combined on capital investments in

Business Income

partnerships, and S
corporations) were taxed at
the top marginal individual
tax rate of 39.6%.

with a 20% deduction results in
a top marginal rate of 29.6% for
most pass-through businesses.

businesses, made the U.S.
tax rates globally competitive,
and boosted the amount of
revenue accruing to workers
through higher wages.

Full Expensing
for Certain
Capital
Investments

In 2017, an immediate
deduction was allowed
only on up to 50% of the
cost of new equipment and
other qualified property

Through 2022, ability to
immediately expense 100% of the
cost of new equipment and other
qualified property. Full expensing
is phased down beginning in 2023.

Reduced the after-tax

cost for investments in

new equipment and other
qualified property, supporting
increased capital investment.

Taxation of
Multinational
Corporations

Unlike most other advanced
countries, the U.S. had

a system of worldwide
taxation, taxing businesses
on the income their foreign
subsidiaries earned in other
countries. In many cases,
however, payment of this tax
could be deferred until the
profits were repatriated to
the United States, causing
many companies to keep
their profits overseas (the
so-called lockout effect).

The U.S. adopted a quasi-territorial
system, exempting some overseas
profits from taxation. A new global
intangible low-taxed income (GILTI)
regime imposes an effective 13.125%
minimum tax, without deferral, on
profits earned abroad that exceed a
firm’s “normal” return. This “stick,”
which discourages companies from
shifting profits overseas, is combined
with a “carrot” that provides a
deduction for foreign-derived
intangible income (FDII), which acts
as an incentive for companies to
hold their intellectual property in the
United States.

Ensured U.S. corporate

tax system was globally
competitive, supporting
increased business investment
in the United States.

Lower Marginal
Tax Rates for
Individuals

Progressive tax rate structure
with rates of 10%, 15%, 25%,
28%, 33%, 35% and 39.6%,
with the top rate kicking in at
$480,000 in taxable income
(married filing jointly).

Reduced marginal tax rates

to 10%, 12%, 22%, 24%, 32%,
35%, and 37%, with the top rate
kicking in at $600,000 in taxable
income (married filing jointly).

Reduced the disincentive to
work for individuals and to
invest for owners of pass-
through businesses.
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https://taxfoundation.org/data/all/federal/us-has-highest-corporate-income-tax-rate-oecd/
https://www.taxpolicycenter.org/fiscal-fact/oecd-corporate-tax-rates-2022
https://www.uschamber.com/taxes/preparing-for-americas-2025-tax-cliff

Impact of Pro-Growth Tax Reforms

One way to think about the economic impacts of tax policy changes is to
compare post-change economic performance with what was anticipated absent
any tax policy change. Of course, tax policy isn’t the only thing that can impact
economic performance; other public policy changes and external factors also
impact the economy. The global COVID-19 pandemic, for example, initially slowed
the economy and changed the economic trajectory in subsequent years.

Comparing the performance of the economy after the TCJA’s enactment in 2017
and before the onset of the pandemic in 2020 with what economists had previously
forecast can help us understand the directional impact of the law’s reforms.

Major economic indicators
outperformed pre-TCJA
estimates

Pre-TCJA forecast (%) M Actual (%)

1.7

el 6oF

) 1.7
2.4

fixed investment [ S

Real nonresidential

Employment,

total nonfarm _

Source: Congressional Budget Office, CATO Analysis. “An Update to the Budget and Economic Outlook: 2017

t0 2027,” June 29, 2017; Bureau of Economic Analysis, Table 1.1.3 Real Gross Domestic Product, Quantity Indexes;
and Bureau of Labor Statistics, All Employees, Thousands, Total Nonfarm, Seasonally Adjusted; Kyle Pomerleau
and Donald Schneider, “Making the Tax Cuts and Jobs Act Permanent,” American Enterprise Institute, April 8, 2024.
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To understand the impact of the TCJA
we can also look at how businesses
changed their behavior in the

wake of the law’s enactment.

A 2024 study from economists associated
with the National Bureau of Economic
Research and the Treasury Department
analyzed the activities of approximately
12,000 different businesses. The
researchers found that the TCJA increased
domestic investment in the short run by
about 20% for a firm with an average-sized
tax change. Investment in the United States
was even larger for multinational firms,
indicating that both the domestic and
international changes worked together to
increase capital investment in the United
States. Over 15 years, the researchers
estimate that the increased investment
spurred by the TCJA (assuming its policies
are continued) will increase the capital
stock by 7.2%. This more
efficient and more productive
economy will, in turn, increase
wages by an additional

0.9%. (See summary of

the research here.)

Prior to the TCJA, America’s
uncompetitive tax system
was pushing companies to
relocate their headquarters
from the United States to
lower-tax jurisdictions abroad
(via so-called “inversion”
transactions). From 2012

to 2016, 28 different
companies took action

to move their corporate
headquarters outside the

3.5%

2/2016
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Year-over-year % change

United States. Since the enactment
of the TCJA, however, there have been
Nno major corporate inversions.

As highlighted in the nearby chart, the
TCJA's enactment also coincided with
a rapid increase in employee wages
for production and non-supervisory
workers (e.g., people who make

things and are not managers).

Before the tax cuts, the average hourly
earnings for production and non-
supervisory workers were growing at a rate
of 2.4% per year in 2016 and 2017. After the
tax cuts, however, wage growth for these
workers increased to 3.7% by October 2019.

Thanks to these gains, by April 2020, the
average production and non-supervisory
worker was earning about $1,400 more
per year than the previous trend

would have predicted.

Wage growth increases
after TCJA, production
and non-supervisory workers

Post-TCJA

2017 2018 2019 2/2020

Source: U.S. Bureau of Labor Statistics, “Average Hourly Earnings of Production
and Nonsupervisory Employees, Total Private, Seasonally Adjusted.”



https://www.nber.org/digest/202406/investment-effects-2017-tax-cuts-and-jobs-act
https://taxfoundation.org/blog/tcja-corporate-tax-economic-effects/
https://www.stlouisfed.org/-/media/project/frbstl/stlouisfed/publications/regional-economist/2017/first_quarter_2017/corporate_inversions.pdf
https://www.stlouisfed.org/-/media/project/frbstl/stlouisfed/publications/regional-economist/2017/first_quarter_2017/corporate_inversions.pdf
https://www.taxpolicycenter.org/briefing-book/what-are-inversions-and-how-did-tcja-affect-them

What’s Next

Several of the TCJA’s pro-growth tax provisions have already expired
or begun to phase down, with many others scheduled to expire at
the end of 2025.

Businesses’ ability to immediately deduct the cost of certain
capital investments (bonus depreciation) fell from 100% in 2022 to
80% in 2023 and 60% this year. Bonus depreciation is scheduled
to phase out completely after 2026, further increasing the after-
tax cost of purchasing new machinery and equipment.

Beginning in 2022, American businesses have been required to amortize
their R&D expenses over five years (or 15 years, in some cases) instead
of deducting them immediately in the year incurred—the standard

since 1954. If unaddressed, mandatory R&D amortization will reduce
economic growth, penalize investments by companies in R&D-intensive
industries, and puts American businesses at a competitive disadvantage.

Also beginning in 2022, American businesses have been subject to a
new, stricter limitation on their ability to deduct interest expenses. This
new limit has increased the after-tax cost of debt-financed investments,
which will lead to reduced investment, slower job creation, smaller wage
increases, and lower overall economic growth.

At the end of 2025, the TCJA’s lower marginal tax rates for individuals and
20% deduction for pass-through business income will expire, increasing
the top marginal tax rate on pass-through businesses to 39.6%.

For multinational employers, the effective tax rates on foreign-derived
intangible income (FDII) and global intangible low-taxed income (GILTI)
will increase from 13.125% to 16.406%—a 25% increase. The base erosion
and anti-abuse tax (BEAT) rate will also increase from 10% to 12.5%—
also a 25% increase. Collectively, these tax increases will reduce the
incentives for multinational companies to maintain their headquarters
and intellectual property in the United States while decreasing America’s
attractiveness as a destination for inbound business investment.

These changes are part of a broader set of scheduled expirations,
many of which will increase taxes on American families by, for example,
increasing marginal tax rates and cutting in half the value of the child
tax credit and the standard deduction.
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The next Congress and administration must pursue comprehensive,
industry-neutral solutions for a pro-growth and globally competitive
U.S. business tax system. Thoughtful tax policy can drive economic
growth while improving fiscal responsibility. Policymakers must
weigh the trade-offs and make informed choices to effectively shape
our nation’s tax system.

The Next Congress and Administration Must:

1 2 3

Preserve our Ensure a competitive Maintain the
now-competitive business tax base competitiveness of the
business tax rates (e.g., one that allows U.S. international tax
(i.e., 21% corporate a deduction for R&D system—for both U.S.
income tax rate, expenses, full capital companies operating
20% pass-through expensing for certain aboard and foreign
deduction for business assets, and companies investing
qualified business a pro-growth interest in the United States—
income). deductibility limitation). while preserving our
corporate tax base.
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Appendix
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