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The question

How do equilibrium capital taxes depend on structural features such as:
▷ Financial globalization?
▷ Multinational production?
▷ Share of intangible capital?
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Discussion outline

▷ Some context
▷ Quick summary
▷ Supporting evidence
▷ Some data
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Theory: capital taxes in closed economy

Time

τK

Committment

Discretion

▷ With commitment τk goes to 0 in the long run
▷ With discretion govt. at time t perceives capital taxation at t to be non distortionary, thus it

increases it
▷ τk positive and high in the long run
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Theory: capital taxes in opening economies (Quadrini 2005)

Time

τK

Committment

Discretion + openess ↑

Discretion

▷ Open economy: threat of capital flight reduces the ability to tax (shifts left Laffer peak)
▷ As economy becomes more open (lower cost of investing abroad) equilibrium taxes fall
▷ Openness increases the elasticity of capital to taxes
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Theory: capital taxes with growing multinationals (this paper)
0.2 0.3 0.4 0.5 0.6 0.7
0

0.1

0.2

0.3

0.4

0.5

0.2 0.3 0.4 0.5 0.6 0.7
0.5

1

1.5

2

2.5

3

3.5

0.1 0.2 0.3 0.4 0.5
0

0.1

0.2

0.3

0.4

0.5

0.1 0.2 0.3 0.4 0.5
0.5

1

1.5

2

2.5

3

3.5

0 0.1 0.2 0.3 0.4 0.5
0

0.1

0.2

0.3

0.4

0.5

0 0.1 0.2 0.3 0.4 0.5
0.5

1

1.5

2

2.5

3

3.5

Figure 3: Steady state tax rates, capital and output for different shares of intangible
capital (determined by α), foreign investments (determined by λ), and foreign ownership
of multinationals (determined by θ).

The bottom panels of Figure 3 are constructed using α = 0.6 and λ = 0.825, that
is, the values that target for the 2020 moments. As we can see, the taxation of profits
increases when a larger share of multinationals are owned by foreigners. This is because
a larger share of profits earned in the country belong to foreigners, which increases the
incentive of the local government to tax these profits. For example, when the value of
multinationals owned by foreigners is 10% the value of output, the profit tax rate is 15.3%.
When the foreign ownership is 50% the value of output, the profit tax rate is 24%.

Overall, when we switch from the baseline calibration with α = 0.3, λ = 0.934 and
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▷ As multinational become more important, and their ownership more internationally diversified
equilibrium τk increase!

▷ What’s going on?
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Some historical background

IS THERE A FUTURE FOR 

CAPITAL INCOME TAXATION? 

by 

Jack M. Mintz 

Arthur Andersen Professor of Taxation 

University of Toronto 

ORGANISATION FOR ECONOMIC CO-OPERATION AND DEVELOPMENT 

Paris 1992 
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The economy

λ

1-λ

θd (1-θ)d

Home MN

Foreign MN

Θd*(1-θ)d*

Home Foreign

λ

1-λ

▷ Globalization modelled as more multinational production (λ ↓) and financial diversification (θ ↓)
▷ Both changes increase incentive to tax through “Tax exportation”!
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Endogenous taxes

▷ No cooperation
▷ No commitment
▷ Each govt. chooses τ(X ), taking as given τ∗(X ) and τ ′(X )

▷ Complicated fixed point in function space, authors solve for ss AND transition!!
▷ Because of higher incentive to “Tax exportation” with more globalization, higher capital taxes
▷ Intuition: globalization reduces the domestic cost of taxes and (in this context) does not affect

much elasticities
▷ Takeaway: how exactly you model globalization matters!
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Intangible capital and MNE

Insight of the paper
▷ It is not globalization per se but globalization + intangible capital

“MNEs own significant stocks of intangible capital (e.g., intellectual property, brands, blueprints) and
have a presence in countries that vary widely in corporate tax rates. These characteristics allow MNEs
to legally take advantage of differences in national tax regimes to shift profits from high- tax
jurisdictions—such as the United States—to low- tax jurisdictions, such as Bermuda. Increasingly
common profit-shifting practices include transfer pricing and complex global structuring related to
intangible capital, in which an MNE effectively underprices intangible capital when “sold” from one of
its entities in a high- tax jurisdiction to another of its entities in a low- tax jurisdiction or engages in a
series of transactions among subsidiaries that are strategically located in order to reduce the MNE’s
effective global tax rate. For US MNEs, these strategies allow them to book earnings in low- tax
foreign affiliates in ways that are disproportionate to the economic activity carried out in those
affiliates”
Guvenen,Mataloni,Rassier and Ruhl, 2022
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The tax impact of more intangible capital
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Figure 3: Steady state tax rates, capital and output for different shares of intangible
capital (determined by α), foreign investments (determined by λ), and foreign ownership
of multinationals (determined by θ).

The bottom panels of Figure 3 are constructed using α = 0.6 and λ = 0.825, that
is, the values that target for the 2020 moments. As we can see, the taxation of profits
increases when a larger share of multinationals are owned by foreigners. This is because
a larger share of profits earned in the country belong to foreigners, which increases the
incentive of the local government to tax these profits. For example, when the value of
multinationals owned by foreigners is 10% the value of output, the profit tax rate is 15.3%.
When the foreign ownership is 50% the value of output, the profit tax rate is 24%.

Overall, when we switch from the baseline calibration with α = 0.3, λ = 0.934 and
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▷ Very large predicted decline in capital taxes!
▷ Intangible capital makes it easier for firms to book profits in lower tax jurisdictions
▷ Possibly interesting to explore interaction between intangible and globalization
▷ Conjecture: impact of intangible K on taxes much smaller in more closed economies
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Intangible and tax shifting

to the taxation of capital income vis-a-vis other types of income. In a globalized world
where asset markets are highly integrated, the ability of a government to unilaterally
tax capital income is somewhat reduced because multinationals have greater discretion
in determining where to pay taxes. So it is not surprising that governments find optimal
to lower capital income taxes in absence of cross-country coordination. The goal of co-
ordinating a minimum tax floor embedded in the 2021 agreement was to limit this race
to the bottom. But why is the issue of harmful tax competition receiving more attention
now than in the past? After all, the process of financial globalization is not new.

In this paper we explore two major changes that could have been important in affecting
the incentives of governments to tax profits. The first is the growth in the share of
intangible capital. The second is the increase in financial globalization.

Figure 1 shows the share of intangible capital in total capital for US public companies
from 1970 to 2010. At the beginning of the 1970s the share of intangible capital was about
10 percent but it increased to about 60 percent in 2010.

Figure 4: Rise in Intangible Capital

The sample includes all Compustat firm-year observations from 1970 to 2010 with positive values for the book
value of total assets and sales revenue for firms incorporated in the United States. Financial firms (SIC code 6000-6999)
and utilities (SIC codes 4900-4999) are excluded from the sample, yielding a panel of 176,877 observations for 18,535
unique firms. Variable definitions are provided in the Appendix.
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Figure 1: The growing share of intangible capital. From “Rising Intangible Capital,
Shrinking Debt Capacity, and the U.S. Corporate Savings Glut” by Falato, Kadyrzhanova,
Sim & Steri, Journal of Finance, October 2022.

An important property of intangible capital, vis-a-vis tangible capital, is the non-
rivalry feature: once accumulated, intangible capital can be used simultaneously in mul-
tiple geographical locations by the same company. This raises the issue of how multi-
nationals allocate the cost of intangible capital among the various worldwide operations.
Although the cost allocation may be irrelevant for the global profits earned by multina-
tionals, it is important for the total taxes paid by them. In general, a multinational has
an incentive to allocate a greater share of operating costs in countries with higher taxa-
tion of profits, provided that it has the flexibility to do so. The difficulty in determining
the precise contribution of intangible capital to the various worldwide operations gives

2

1861GUVENEN ET AL.: OFFSHORE PROFIT AND MEASUREMENTVOL. 112 NO. 6

III. The Adjustment

Figure 1 panel A presents the aggregate adjustments as a share of  business-sector 
value added: the sum of the   ϵ m1    from (9) divided by   Y   VA  . Our baseline adjustment 
defined in (6) is labeled “weighted adjustment.” We plot total income on USDIA for 
reference. In Figure 1 panel B, we plot the adjustment in real dollars.20

From 1982 to 2000, the adjustments grow, but very slowly, and never exceed 
0.6 percent of value added in any year. This changes in the early 2000s, as income 
on USDIA surges, and the weighted adjustments grow to more than 1.7 percent of 
value added. The cumulative increase in US GDP from the adjustment is substantial. 
From 2000 to 2016, the weighted adjustment adds $2.05 trillion to GDP. The adjust-
ments peak in 2010 at $189 billion and decrease to $140 billion in 2016.21

20 An earlier version of this paper, titled “Offshore Profit Shifting and Domestic Productivity Measurement,” 
reported results using gross direct investment income. The results reported here are based on net direct investment 
income. Our qualitative findings are unchanged, but the magnitude of our adjustments are attenuated.

21 In related work, Torslov, Wier, and Zucman (2020) estimate profit shifting by all of the world’s MNEs 
( relative to tax harmonization) in 2015. They find an adjustment to the United States of $142.6 billion compared 
with our estimate of profit shifting by only US MNEs of $156.5 billion.

Figure 1. Aggregate Adjustments

Figure 2. Robustness

1985 1990 1995 2000 2005 2010 2015 1985 1990 1995 2000 2005 2010 2015

4

3.5

3

2.5

2

1.5

1

0.5

0

400

300

100

200

0

S
ha

re
 o

f b
us

in
es

s-
se

ct
or

va
lu

e 
ad

de
d 

(p
er

ce
nt

)

B
ill

io
n 

U
S

$

USDIA income

Weighted
adjustment

USDIA income

Weighted
adjustment

Panel A. As share of business-sector value added Panel B. In�ation-adjusted level

1985 1990 1995 2000 2005 2010 2015 1985 1990 1995 2000 2005 2010 2015

400

300

200

100

0

400

500

300

200

100

0
B

ill
io

n 
U

S
$

B
ill

io
n 

U
S

$ 
(2

00
9 

ba
se

 y
ea

r)USDIA income USDIA income

Weighted
25/75 percentiles
+/−2 s.d.

Weighted
Compensation
PPE
R&D

Panel A. Weighting schemes Panel B. Variation

Falato and al (2022) Guvenen et al (2022)
▷ Over 2000-2010 large increase in value of intangible and large increase in profits booked by

multinationals in tax heavens!
▷ Support the view that intangible capital limits capital taxation
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Recent data on tax rates
Figure 3: Effective Taxation of Capital and Labor

Notes: This figure plots the time series of average effective tax rates on labor (blue) and capital (red), as
well as the effective tax rate on corporate profits (red dashed line). The top-left panel corresponds to the
global average, weighting country-year observations by their share in that year’s total NDP, in constant
2019 USD (N=156). The bottom-left panel shows the results for high-income OECD countries (N=37),
and the bottom-right panel for low- and middle-income countries (N=119). High-income countries are
OECD countries that meet the World Bank’s income threshold of high-income. The dataset is composed
of two (quasi) balanced panels: the first covers the years 1965-1993 and excludes communist regimes. It
accounts for 85-90% of World GDP during those years. The second, covers 1994-2018 and integrates
former communist countries, and in particular China and Russia, and accounts for 98% of World GDP.
Figure shows how the entry into our panel in 1994 of these countries impact the results, by imputing
their pre-1994 data with a regression procedure.
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▷ Bachas,Fisher-Post, Jensen and Zucman (2022), extending Mendoza,Razin and Tesar (1994)
across time and space
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Recent data on tax rates

Figure 3: Effective Taxation of Capital and Labor

Notes: This figure plots the time series of average effective tax rates on labor (blue) and capital (red), as
well as the effective tax rate on corporate profits (red dashed line). The top-left panel corresponds to the
global average, weighting country-year observations by their share in that year’s total NDP, in constant
2019 USD (N=156). The bottom-left panel shows the results for high-income OECD countries (N=37),
and the bottom-right panel for low- and middle-income countries (N=119). High-income countries are
OECD countries that meet the World Bank’s income threshold of high-income. The dataset is composed
of two (quasi) balanced panels: the first covers the years 1965-1993 and excludes communist regimes. It
accounts for 85-90% of World GDP during those years. The second, covers 1994-2018 and integrates
former communist countries, and in particular China and Russia, and accounts for 98% of World GDP.
Figure shows how the entry into our panel in 1994 of these countries impact the results, by imputing
their pre-1994 data with a regression procedure.
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Remark 1
▷ Across developed countries τk declined, especially when compared to τL (20ppt)
▷ However most of the decline occurred before globalization and increase in intangible K!
▷ Possibly paper overestimates impact of intangible K on τK?
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Recent data on tax rates

Figure 3: Effective Taxation of Capital and Labor

Notes: This figure plots the time series of average effective tax rates on labor (blue) and capital (red), as
well as the effective tax rate on corporate profits (red dashed line). The top-left panel corresponds to the
global average, weighting country-year observations by their share in that year’s total NDP, in constant
2019 USD (N=156). The bottom-left panel shows the results for high-income OECD countries (N=37),
and the bottom-right panel for low- and middle-income countries (N=119). High-income countries are
OECD countries that meet the World Bank’s income threshold of high-income. The dataset is composed
of two (quasi) balanced panels: the first covers the years 1965-1993 and excludes communist regimes. It
accounts for 85-90% of World GDP during those years. The second, covers 1994-2018 and integrates
former communist countries, and in particular China and Russia, and accounts for 98% of World GDP.
Figure shows how the entry into our panel in 1994 of these countries impact the results, by imputing
their pre-1994 data with a regression procedure.
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Remark 2
▷ In developing countries τk increased!
▷ Possibly consistent with tax exportation motives highlighted in this work
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Conclusions

▷ Impressive theoretical and computational machine to assess the impact of various structural
factors on equilibrium taxation in open economies

▷ How you model globalization matters a great deal
▷ Important complementarities between globalization and intangible K
▷ Incentive to tax exportation are large

▷ Possibly take a look at recent tax data to refine quantitative findings
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