Closing corporate loopholes can’t raise necessary revenues and hurts the low and middle class, increase incentives to avoid taxes, decreases innovation, and hurts the economy
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During the recent presidential campaign, the issue of whether corporate tax loopholes should be closed was a hot topic. Neither party likes the current tax system for corporations. Both Democrats and Republicans agree it is riddled with too many loopholes. However, the process of closing corporate tax loopholes is not as easy as it seems. If done incorrectly, it could possibly hurt the poor and the working middle class, as well as remove incentives for businesses to invest.  According to economists Hane Gravelle and Thomas Hungerford from the Congressional Research Service, “it may prove difficult to gain more than $100 billion to $150 billion in additional tax revenues through base broadening.” Even if all loopholes were eliminated, the government would not be able to raise trillions of dollars because taxpayers likely would change their behavior to avoid higher levies. Furthermore, more than simply raising taxes on the “rich,” closing loopholes could negatively impact the middle class and poor. As Robert Rubin, President Clinton’s Treasury secretary explained, reducing tax expenditures “will not raise nearly the revenue needed for sufficient deficit reduction without increasing taxes on the middle class significantly.” It is also important to consider that some loopholes serve vital public purposes such as the research and development tax credit. This credit encourages companies to conduct more research, which benefits their employees, other businesses, and ultimately customers—who pay taxes. In summary, Congress must carefully assess the impact on society of closing any of the current tax loopholes. Closing all loopholes may not raise the desired revenue, and worse, could motivate people to simply adjust their finances to avoid higher taxes and hurt the overall economy in the long run.
Source: Tax Mechanism Core - MSDI 2023 · SDI · 2023




