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Corporate Income Tax Expenditures as a Share of GDP
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Research Questions

1. What drives the gap between effective and statutory tax
rates?

I What tax provisions are used to lower ETRs and by which firms?

2. What is the relationship between effective tax rate (ETR)
and firm size?

I Do some firms pay more taxes than others? If so, which firms?
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Motivations
Tax Revenue Collection

I Revenue forgone is significant
I Developing countries heavily rely on CIT and large firms (Besley

and Persson, 2014)

Efficiency
I Differences in ETRs → distortions & misallocation of resources

(Diamond and Mirrlees 1971)
I e.g. Size-dependent taxation (Best et al. 2015, Bachas et al. 2019)

Equity
I Smaller firms are owned by poorer entrepreneurs (La Porta and

Shleifer 2014, Ulyssea 2018, Brown and Medoff 1989)

I Taxes passed through employees’ wages (Fuest et al. 2018,
Arulampalam et al. 2012, Suárez Serrato and Zidar 2016)
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Objectives and Contribution
I Produce consistent methodology to compute comparable
ETR measures:

I Different methodologies used in the literature Literature

I Different data sources, mainly financial data
I Mostly single-country studies

I Establish stylized facts between firms’ ETR and their
characteristics:

I By size, sector, ownership, age, etc.
I Describe the drivers of these differences
I Discuss potential policy & research implications (e.g. tax

competition, firms’ dynamics etc.)
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Preview of Results: ETR & firm size
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Preview of Results: ETR & firm-size

I Inverted U-shaped relationship:

1. ETR increases progressively across distribution for all
countries

2. ETR decreases at the top for the largest firms in most
countries

Mostly explained by:

I Reduced tax rates and losses reduce ETRs for smaller firms

I Tax credits and tax exemptions claimed by larger firms
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Administrative Data: Corporate Income Tax
I Panels of firm-level data from 13 countries, incl. low, middle and

upper-income countries:
I LAC: Costa Rica, Dominican Rep., Ecuador, Guatemala, Honduras,

Mexico
I Sub-Saharan Africa: Ethiopia, Eswatini, Rwanda, Senegal,

Uganda
I the Balkans: Albania, Montenegro

I Sample: whole universe of taxpayers

I Main variables: revenue, costs, profits, tax provisions and credits

I Firm characteristics: sectors, region, age, number of employees

Summary Statistics
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Construction of the ETRs

Backward-Looking ETRs:

ETR = CIT liability / Profit

I Denominator: goal is to measure firms’ economic profit without
the influence of tax exemptions

I Net profit= total income minus standard deductible costs (e.g.
material, labor, operational, depreciation) Concept

Firm size:
I Firm size proxied by reported turnover
I Firms are ranked within their own countries
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ETRs and Firm Size
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ETRs and Firm Size

1. ETRs increase over most of the firm-size distribution
I On average, a firm at the 80% percentile of size pays 6 percentage

points more in taxes than a firm at the 20% percentile.
I The relationship holds in all 13 countries.

2. ETRs decrease at the very top of the firm-size distribution
I A firm in the top 1% of size pays on average 3 percentage points

less in taxes than the average firm in the top 10%.
I The relationship exists in 10 countries (flat in the others).
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Explaining the relationships

Why do ETRs increase with firm size? Why do they decrease at
the top?

1. Graphically: ETR-STR for profitable firms
I Account for loss-making firms (ETR = 0) Profitable firms

I and tax systems with lower STR for small firms

2. Country specific regressions at the firm-level: add tax return
variables one by one to explain the ETR-size slopes

I Separated samples: bottom 90% and top 10%
I Account for firms’ claims in exempt income, tax provision, tax

credits, loss-carry-forwards, and firm’s characteristics.
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1. ETR-STR: Profitable firms only
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2. Country specific regressions at the firm-level

Increasing slope for the Bottom 90%:

ETRi = β0 + β1Percentilei + βkXk,i + εi (1)

Xk: exempt income, tax provision, tax credits, loss-carry-forwards, and
firm’s characteristics.

I Look at the average of the β1 coefficients across countries Bottom 90

I Results:
I Losses account for 35%
I STRs account for 55%
I Still some unexplained coefficients
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2. Country specific regressions at the firm-level (cont.)

Decreasing slope for the Top 10%:

ETRi = γ0 + γ1D
p99
i + γkXk,i + εi, (2)

γ1: difference in ETR of the top 1%

I Look at the average of the γ1 coefficients across countries Top 10

I Results:
I Tax credits account for 40%
I Firm characteristics for roughly 34%
I Exempt income and loss carry-forward for 15% each
I 17% is still unexplained
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Robustness I: Sectors and Lifetime ETR
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Robustness II: Alternative Firm-Size Measures
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Discussion

Construct comparable ETR measures and find new stylized facts

I Inverted U-shaped pattern between ETR & firm size:
I Largest firms make use of tax provisions to lower their ETR
I Medium-size firms bear a disproportionate share of the tax burden

Policy & Research Implications
I Consequences of tax distortions in terms of competition, firm’s

dynamics and growth in developing countries?

I Equity regarding tax provisions take-up: medium-size firms lack
information/resources?

I Revenue implications: 40-70% of CIT revenue comes from top 1%
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Thank you!
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Concepts and Variables
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Summary Statistics
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ETR Literature
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ETR for profitable firms only

Uganda

Mexico Rwanda Senegal

Eswatini Costa Rica Ethiopia

Guatemala Honduras Dominican Republic

Montenegro Albania Ecuador

20 40 60 80 99 99.9

20 40 60 80 99 99.9 20 40 60 80 99 99.9

0

10

20

30

0

10

20

30

0

10

20

30

0

10

20

30

0

10

20

30

Firm Size Distribution (Turnover)

ETR (Profitable firms only) Top STR Top 1%

BackReferences 5 / 15



Why Do ETRs increase with firm size?
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Why Do ETRs Decrease at the Top?
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Robustness Checks

I Different measures of ETR:
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Corporate Income Tax Expenditures as a Share of GDP
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Comparing Our Method to Country-Specific Estimates
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