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As Congress moves closer to debating fundamental tax reform, the amount U.S. multinational firms pay in 

taxes on their foreign income has become a common topic for the press and among politicians. Some of the 

more sensational press stories and claims by politicians lead people to believe that U.S. companies pay little 

or nothing in taxes on their foreign earnings. Last year, even the president suggested the U.S. needs a 

“minimum tax” on corporate foreign earnings to prevent tax avoidance.1 Unfortunately, such claims are 

either based upon a misunderstanding of how U.S. international tax rules work or are simply careless 

portrayals of the way in which U.S. companies pay taxes on their foreign profits. Thus, in any discussion of 

tax reform it is important to get the facts straight regarding the taxation of multinational firms’ foreign 

earnings. 

The U.S. has a complicated “worldwide” system of taxation that requires American businesses to pay the 35 

percent federal corporate tax rate on their income no matter where it is earned—domestically or abroad. 

When it comes to foreign profits, companies pay income taxes not once but twice.2  

Companies first pay income taxes to the countries in which profits were earned. Then they pay additional 

U.S. taxes on any profits they return home (repatriate). For example, if a subsidiary of a U.S. firm earns 

$100 in profits in England, it pays the British income tax rate of 23 percent (or $23) on those profits.3 Since 

our system gives companies a credit for the taxes they pay to other countries, the additional U.S. tax the firm 

is required to pay is equal to the difference between the U.S. rate of 35 percent and the British rate of 23 

                                                           

1 Jackie Calmes, Obama Offers to Cut Corporate Tax Rate to 28%, NEW YORK TIMES, Feb. 22, 2012. See also Rana Foroohar, 

Should Businesses Pay Taxes on Foreign Earnings?, TIME, Jan. 3, 2013; Jeff Sommer, How to Unlock That Stashed Foreign Cash, 

NEW YORK TIMES, Mar. 23, 2013; Charles Duhigg & David Kocieniewski, How Apple Sidesteps Billions in Taxes, NEW YORK 

TIMES, Apr. 28 2012; Jesse Drucker, Google 2.4% Rate Shows How $60 Billion Lost to Tax Loopholes, BLOOMBERG, Oct. 21, 

2010; David Kocieniewski, G.E.’s Strategies Let it Avoid Taxes Altogether, NEW YORK TIMES, Mar. 24, 2011. 
2 The same rules apply to individuals as well as non-corporate businesses such as S-corporations, LLCs, and partnerships.  
3 HM Revenue & Customs, Corporation Tax Rates, http://www.hmrc.gov.uk/rates/corp.htm. The UK’s corporate tax rate is 23 

percent as of 2013 and scheduled to decrease to 21 percent in 2014. 
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Figure 1: Foreign Taxable Earnings 
and Taxes Paid by U.S. Companies 

1992 to 2009

Source: IRS Form 1118

Taxable Income

Foreign Taxes Paid

percent—$12. Between the two nations, the U.S. firm will have paid a total of 35 percent in taxes on those 

foreign profits.  

However, American firms can delay paying the additional U.S. tax on their foreign profits as long as the 

earnings are reinvested in the ongoing activities of their foreign subsidiaries. The additional U.S. tax is due 

when the profits are eventually repatriated. 

In order to take advantage of the foreign tax 

credits allowed under our tax system, 

companies are required to annually report on a 

Form 1118 how much they earn in each 

country in which they operate and how much 

they pay each country in taxes.4 According to 

the most recent IRS data for 2009, U.S. 

companies paid more than $104 billion in 

income taxes to foreign governments on foreign 

taxable income of $416 billion. As Table 1 

indicates, companies paid an average effective 

tax rate of 25 percent on that income.  

As the global economy has grown, so too have the foreign earnings and tax bills of companies. Figure 1 

shows the foreign taxable earnings of U.S. companies and their foreign taxes paid between 1992 and 2009, 

every year for which data is available. Over those seventeen years, taxable income grew in real terms by 214 

percent while foreign taxes paid grew by 202 percent.   

Much of this growth occurred after the last recession ended in 2002. Indeed, between 2002 and 2007, the 

taxable income of U.S. subsidiaries abroad more than doubled, after adjusting for inflation, while taxes paid 

increased by 134 percent.  

Table 1 summarizes the amount of taxable income reported by U.S. firms for each global region along with 

the total amount of foreign taxes paid and the average effective tax rate by region.  

 

                                                           

4 Form 1118 reflects the aggregate tax profits, or the income that is subject to tax after all deductions and “above-the-line” tax 

preferences. It is also worth noting that Form 1118 reports one of many ways to calculate corporate income and taxes paid. For 

instance, BEA’s most recent data shows that “majority-owned affiliates” paid more than $109 billion in 2009 and $131 billion in 

2010 taxes to foreign countries. This is on top of more than $178 billion in other taxes paid to foreign governments. See Bureau 

of Economic Analysis, Financial and Operating Data for U.S. Multinational Companies, 

http://bea.gov/international/di1usdop.htm. 

For a more detailed explanation, see William McBride, Beyond the Headlines: What Do Corporations Pay in Income Tax?, Tax 

Foundation Special Report No. 194 (Sept. 2011), http://taxfoundation.org/sites/taxfoundation.org/files/docs/sr194.pdf. 
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Table 1. Foreign Taxable Income and Taxes Paid by Global Region, 2009 
 (Amounts are in thousands of dollars) 
 Taxable income (less loss) 

before adjustments 
Foreign taxes paid, 

accrued, and deemed paid 
Average Effective 

Tax Rate 
All geographic areas $416,827,641 $104,405,370 25% 
Canada $27,880,548 $7,970,479 29% 
Latin America, total $(47,301,266) $9,796,846 N/A 
      Central America, total $774,044 $174,579 23% 
      Caribbean countries, total $10,627,601 $2,517,529 24% 
      South America, totali $(65,989,907) $5,232,367 N/A 
Other Western Hemisphere, total $32,678,362 $5,340,000 16% 
Europe, total $197,283,362 $50,697,510 26% 
      European Union, total $164,563,709 $38,884,476 24% 
      Other European countries, total $32,719,653 $11,813,034 36% 
Africa, total $15,667,875 $6,190,391 40% 
Asia, total $60,868,707 $18,707,775 31% 
      Middle East, total $8,690,687 $2,999,907 35% 
      Southern and Southeast Asia, total $20,695,608 $6,141,780 30% 
      Eastern Asia, total $28,851,902 $9,566,067 33% 
Oceania, total $12,182,095 $2,414,499 20% 
Puerto Rico and U.S. Possessions, total $16,279,843 $915,043 6% 
      Puerto Rico $16,256,630 $882,181 5% 
      U.S. Possessions, total $23,214 $32,861 142% 
        American Samoa $1,544 $150 10% 
        Guam $(15,370) $25,623 N/A 
        Virgin Islands, U.S. $34,509 $5,852 17% 
        Other U.S. Possessions $2,531 $1,236 49% 
Country not stated $90,888,425 $2,308,851 3% 
Section 863 Income $10,249,347 $21,484 0% 
i. The negative reported income for South America is due to large reported losses in Peru (see Table 2, below). This is likely due to the 
financial crisis, as these losses did not occur in previous tax years. 

 
Source: IRS Form 1118 (2009). 

 

The largest concentration of foreign earnings for U.S. firms was in the European Union, at $164.5 billion. 

U.S. companies paid nearly $38 billion in income taxes on those profits to European tax authorities for an 

average effective tax rate of 24 percent. This is a more than $10 billion increase over 2007.  

Asia comprised the second largest concentration of taxable earnings at $60.8 billion. U.S. firms paid more 

than $18 billion in taxes to Asian tax authorities for an average effective tax rate of 31 percent.  

Companies paid the highest effective corporate tax rate in Africa at 40 percent, paying $6.1 billion of their 

$15.6 billion in income. 

The IRS also provides specific earnings and tax data for 90 separate countries. Table 2 lists these countries 

ranked by the amount of profits earned in each country from highest to lowest. The Netherlands tops the 

list at more than $46 billion. This is followed by the UK with $38 billion and Luxembourg with $29 

billion. Remarkably, the earnings U.S. firms had in the top ten countries are greater than the earnings in all 

the other countries combined. 
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American firms paid more than $9.1 billion in Dutch income taxes for an average effective tax rate of 19.8 

percent. By contrast, they paid $7.9 billion in Canadian income taxes for an effective tax rate of 28.6 

percent. In the UK, corporations paid $9.2 billion, for an effective rate of 24 percent. Of U.S.’s largest 

trading partners, U.S. firms had the highest effective tax rates in Japan at 33 percent, paying $5.9 billion in 

income taxes. 

Although U.S. multinational firms are often criticized for using tax havens to reduce their taxes, the majority 

of countries at the top of the earnings list have normal corporate tax systems. However, two of the so-called 

tax havens—Bermuda and the Cayman Islands—are among the top fifteen countries where U.S. firms 

report income. Bermuda, with $25.3 billion in earnings, ranks 5th on the list and companies paid $4.5 

billion in income taxes there for an average effective tax rate of 17.8 percent. The Cayman Islands ranks 

12th on the earnings list at $9.1 billion; U.S. companies paid $1.9 billion in income taxes for an effective tax 

rate of 20.9 percent.5  

Ireland afforded U.S. companies one of the lowest average effective tax rates at 11 percent on earnings of 

$14.6 billion. Ireland does have a normal corporate tax system but is known for its low 12.4 percent 

corporate tax rate. 

At the other end of the spectrum, some of the highest average effective tax rates paid by U.S. companies 

were in Norway (61 percent) and Nigeria (62 percent). These countries are renowned for their exceptionally 

high tax rates on oil companies. U.S. companies paid $7.8 billion in income taxes on $12.6 billion in 

earnings in Norway and $3.1 billion in taxes on $4.9 billion in earnings in Nigeria.  

Conclusion 

While it is undoubtedly true that U.S. multinational firms use tax planning techniques to minimize the taxes 

they pay on their foreign earnings, IRS data shows that the subsidiaries of U.S. multinationals paid more 

than $100 billion in income taxes to foreign tax authorities on roughly $413 billion in taxable income. 

Averaged across some 90 countries, U.S. companies paid an effective tax rate of 25 percent on that income.  

Reporters and lawmakers who criticize U.S. companies for “avoiding” taxes on their foreign earnings need to 

be more careful with their language and acknowledge that our worldwide tax system requires U.S. firms to 

pay taxes twice on their foreign profits—once to the host country and a second time to the IRS—before they 

try to reinvest those profits back home. Any discussion about reforming the corporate tax code must keep 

these facts in mind. 

 

 

                                                           

5 Both the Cayman Islands and Bermuda have no corporate income tax. These numbers reflect taxes deemed paid to Cayman 

Island and Bermuda, but which were actually paid to other countries and attributed to subsidiaries located in these countries. 
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Table 2. Foreign Taxable Income and Taxes Paid by Country, 2009 
 (Amounts are in thousands of dollars) 
 Taxable income (less loss) 

before adjustments 
Foreign taxes paid, 

accrued, and deemed paid 
Average Effective 

Tax Rate 
Netherlands $46,193,288 $9,155,571 19.8% 
United Kingdom $38,385,364 $9,221,625 24.0% 
Luxembourg $29,143,366 $7,326,574 25.1% 
Canada $27,880,548 $7,970,479 28.6% 
Bermudai $25,314,963 $4,513,685 17.8% 
Japan $17,911,162 $5,915,099 33.0% 
Puerto Rico $16,256,630 $882,181 5.4% 
Ireland $14,685,761 $1,611,712 11.0% 
Norway $12,670,419 $7,808,243 61.6% 
Switzerland $11,529,447 $1,715,709 14.9% 
Australia $11,293,418 $2,120,754 18.8% 
Cayman Islandsi $9,164,293 $1,914,152 20.9% 
Spain $8,704,926 $2,538,788 29.2% 
Mexico $7,100,137 $1,866,580 26.3% 
Germany $6,760,094 $2,360,978 34.9% 
Brazil $5,866,957 $1,997,138 34.0% 
Singapore $5,838,396 $447,756 7.7% 
Indonesia $5,829,764 $2,615,009 44.9% 
Kazakhstan $5,163,655 $1,753,701 34.0% 
Angola $5,136,365 $1,344,480 26.2% 
China $5,068,978 $1,014,642 20.0% 
Nigeria $4,949,628 $3,104,000 62.7% 
France $4,911,927 $1,522,825 31.0% 
British Virgin Islands $4,900,873 $373,327 7.6% 
Qatar $4,296,768 $1,090,541 25.4% 
Chile $3,641,450 $1,121,970 30.8% 
Italy $3,494,539 $1,573,296 45.0% 
Malaysia $2,790,955 $716,494 25.7% 
Taiwan $2,784,370 $1,000,228 35.9% 
Thailand $2,781,733 $1,013,280 36.4% 
Saudi Arabia $2,766,003 $1,569,829 56.8% 
Denmark $2,269,625 $1,100,191 48.5% 
India $2,244,625 $892,086 39.7% 
Bahamas $2,091,284 $278,952 13.3% 
Belgium $2,004,366 $641,000 32.0% 
South Korea $1,738,636 $1,167,567 67.2% 
Portugal $1,708,937 $629,375 36.8% 
Argentina $1,587,836 $690,695 43.5% 
Venezuela $1,433,808 $477,368 33.3% 
Hungary $1,387,174 $43,556 3.1% 
Hong Kong $1,327,842 $468,091 35.3% 
Sweden $1,296,379 $536,339 41.4% 
Russia $1,228,185 $230,918 18.8% 
Trinidad $1,134,187 $546,298 48.2% 
Colombia $1,113,689 $408,866 36.7% 
Poland $1,080,620 $114,727 10.6% 
Equatorial Guinea $1,030,454 $341,733 33.2% 
South Africa $1,023,275 $395,192 38.6% 
Egypt $1,022,522 $319,832 31.3% 
Chad $772,306 $274,898 35.6% 
Czech Republic $683,374 $58,830 8.6% 
Philippines $639,711 $233,490 36.5% 
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Mauritius $600,065 $17,247 2.9% 
Greece $549,715 $166,360 30.3% 
United Arab Emirates $540,685 $89,875 16.6% 
New Zealand $527,434 $147,040 27.9% 
Finland $495,127 $42,671 8.6% 
Israel $460,270 $140,302 30.5% 
Austria $443,207 $168,322 38.0% 
Panama $354,371 $82,372 23.2% 
Iraq $291,856 $3 0.0% 
Pakistan $291,206 $154,318 53.0% 
Netherlands Antilles $290,816 $84,643 29.1% 
Turkey $275,100 $83,333 30.3% 
Jersey $218,364 $19,429 8.9% 
Algeria $214,393 $101,824 47.5% 
Ukraine $202,822 $67,690 33.4% 
Dominican Republic $196,746 $33,229 16.9% 
Vietnam $162,792 $21,488 13.2% 
Costa Rica $162,772 $22,829 14.0% 
Gabon $160,707 $39,639 24.7% 
Yemen $129,788 $33,691 26.0% 
Guatemala $109,030 $32,807 30.1% 
Romania $98,427 $17,395 17.7% 
Uruguay $91,697 $27,177 29.6% 
Ecuador $86,098 $71,158 82.6% 
Kuwait $84,634 $8,815 10.4% 
Bolivia $77,955 $22,878 29.3% 
El Salvador $73,366 $14,728 20.1% 
Barbados $73,165 $7,333 10.0% 
Paraguay $57,281 $12,082 21.1% 
Honduras $45,600 $14,566 31.9% 
Jamaica $40,522 $12,034 29.7% 
Virgin Islands, U.S. $34,509 $5,852 17.0% 
Haiti $29,753 $4,011 13.5% 
Nicaragua $27,647 $7,267 26.3% 
Bangladesh $6,199 $29,545 476.6% 
Lebanon $3,265 $3,123 95.7% 
American Samoa $1,544 $150 9.7% 
Sri Lanka -$8,256 $8,812 N/A 
Guam -$15,370 $25,623 N/A 
Bahrain -$132,011 $39,746 N/A 
Peru -$79,937,698 $397,375 N/A 
i. Both the Cayman Islands and Bermuda have no corporate income tax. These numbers reflect taxes deemed paid to Cayman 
Island and Bermuda, but which were actually paid to other countries and attributed to subsidiaries located in these countries. 
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