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Why do we want to measure corporate 
tax burdens?

To measure the contributions that corporations make 
to tax revenue
To see whether a country’s resident corporations are 
disadvantaged in international competition
To analyse the extent to which corporate tax reduces 
the amount of investment
To see which countries are more attractive to foreign 
direct investment
To analyse the incentives for profit shifting
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Corporate Tax Revenues as a % of GDP 

Reported in the OECD’s Revenue Statistics
Easy to understand measure of tax contributions from 
corporations
But
– influenced by degree of incorporation
– influenced by share of profits in GDP

So, is a poor measure of either average or marginal 
tax on profits
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Implicit Tax Rate

Calculated by dividing the corporate tax paid by the 
amount of profits
Can be calculated economy-wide from national 
accounts or at the micro level
Controls for problems of tax-to-GDP ratio
Is based on actual revenues collected – so reflects 
special exemptions and tax planning
Is only an average measure, so unsuitable for 
measuring investment incentives on the margin
Backward-looking, cannot be used to analyse policy 
changes
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Average Effective Tax Rate (AETR)

Measure of the share of corporate taxes in the profits 
of a hypothetical investment
Forward-looking, can be used to analyse policy 
changes but sensitive to assumptions
Cannot take account of special exemptions
Does not reflect actual level of tax planning, though it 
is possible to build in tax planning strategies
Is an average measure, designed for analysing 
location choice rather than investment level
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Marginal Effective Tax Rate (METR)

Measure of the extent to which tax increases the 
required rate of return for a marginal investment (one 
that is only just worthwhile)
Forward-looking, can be used to analyse policy 
changes but sensitive to assumptions
Cannot take account of special exemptions
Does not reflect actual level of tax planning, though it 
is possible to build in tax planning strategies
The only marginal measure, capable of analysing 
choice of investment level
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Statutory Corporate Tax Rate

Does it have any importance?
YES
– It is the key rate in analysing profit shifting, using transfer 

pricing or intra-group finance
– It can have an important signalling role in attracting foreign 

direct investment
Also, a large difference between the statutory rate 
and the  implicit rate suggests a need for base-
broadening and anti-avoidance measures
A large difference with the AETR suggests a need for 
base broadening
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Conclusions

Cases where there is no choice:
– The only measure that directly influences the amount of investment 

is the Marginal Effective Tax Rate
– The only measure that is directly relevant to profit shifting is the 

statutory corporate tax rate
– The only measure of corporate contributions to tax revenue is the 

corporate tax-to-GDP ratio

Cases where there is a choice between the implicit tax rate and 
the average effective tax rate
– Effect of corporate tax rate on competitiveness of resident 

corporations
– Effect of corporate tax on attractiveness to FDI
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