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Money and Inflation 
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Figure 1. USA: M2 and Inflation 
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Monetary Policy and Asset Prices 
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Figure 2. USA: Monetary Base and q 
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QE, Money, and Asset Prices 

A Third Policy Tool 
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Figure 3. M2/GDP and q 
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Structural Liquidity Traps (aka Secular Stagnation) 
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Tax Policy as the Third Tool 

Figure 4. USA: Real Returns to Shareholders and Corporation Tax 
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Figure 5. USA: Labour Share of Corporate Output and Corporation Tax Rate 
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Table 1. Correlations between corporation tax and the labour share of output  

 

  1929 to 2021 1929 to 1945 1945 to 2021 

Coefficient of correlation  −0.368 −0.79 0.066 

R2  0.135 0.624 0.004 
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Optimizing the Incentive to Invest 

 

Figure 6. UK and USA: Business Tangible Investment from 1997 to 2021 
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Depreciation, Cash Flow and the Return on Equity 
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Figure 7. USA: Fixed Produced Tangible Capital/Output Ratio 
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Figure 8. USA: Corporate Profit Margins 
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Confusion over ACT 
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Table 2. Illustrating the apparent and effective rates of UK corporation tax before and 

after abolition of advanced corporation tax 

 

  Before April 1999 After April 1999 

  Headline rate 32%  Pay-out ratio 50% 

Profits before tax  100 100 

Retained profits  50 50 

Mainstream tax on retained profits  16 16 

Mainstream tax on distributed profits  0 16 

Dividend gross  50 50 

ACT deducted at source 16 0 

Income tax offset or reclaimed  16 0 

Net tax revenue  16 32 

Published revenue  32 32 

Headline tax rate  32% 32% 

Effective tax rate  16% 32% 
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Incentives and Investment 

 

50



 

World Economics • Vol. 24 • No. 2 • April–June 2023 

 

 

 

Figure 9. USA: Intangible Investment Data  
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For Shareholders, Growth is Painless rather than Beneficial 

Management Comments on Investment 
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Figure 10. UK and USA: Non-Financial Companies' Profit Margins 
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Short-Term Policy Adjustments 
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Figure 11. USA: q 
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Policy Implementation 

Table 3. Estimated levels of tax credits in UK and USA required to offset cost of 

corporation tax  

 

  US 2021 ($ billions) 
UK 2021  

(£ millions) 

GDP  23,315 2,270,246 

Tangible business investment  1,761 125,353 

Total business investment  2,993.7 207,091 

Tangible %  58.82 60.53 

Tangible as % of GDP  7.55 5.52 

  Non-financial companies (UK 2020) 

Corporate fixed investment  2,155 175,521 

Corporate tangible fixed investment  1,268 111,896 

Corporation tax (net of tax credits) 281 41,880 

Corporation tax as % of tangible investment 22.2 37.4 

Corporation tax as % of GDP  1.2 1.84 

Credit % of investment needed to offset tax 
revenue  

0.27 0.69 
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The Natural or Neutral Rate of Interest 
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Investment and Trend Growth 

Figure 12. USA: Average Life of Fixed Produced Assets 
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Changing the Form of P&L Accounting Data to Boost Investment  

Conclusion—Folly and Inertia 
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Figure 13. USA: Non-Financial Tangible Investment and Tax Rate 
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