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contributed labor is expensed while the ultimate return is only partially taxed.  And capital gains 

that are considered “small business” may qualify for a zero rate, creating an even bigger subsidy. 

 

There is no obvious relationship between capital gains taxes and economic growth 
 

The heated rhetoric notwithstanding, there is no obvious relationship between tax rates on capital 

gains and economic growth.  Figure 4 shows top tax rates on long-term capital gains and real 

economic growth (measured as the percentage change in real GDP) from 1950 to 2011. If low 

capital gains tax rates catalyzed economic growth, we’d expect to see a negative relationship–

high gains rates, low growth, and vice versa–but there is no apparent relationship between the 

two time series.  The correlation is 0.12, the opposite sign from what capital gains tax cut 

advocates would expect, and not statistically different from zero.  Although not shown, I’ve tried 

lags up to five years and using moving averages, but there is never a larger or statistically 

significant relationship. 

 

 

I also posted this chart on my blog on Forbes.com and offered the data to all comers.  A half 

dozen or so people, including at least one outspoken critic of taxing capital gains, took me up on 

the offer, but nobody to my knowledge has been able to tease a meaningful relationship between 

capital gains tax rates and the GDP out of the data. 
 

Does this prove that capital gains taxes are unrelated to economic growth? Of course not. Many 

other things have changed at the same time as tax rates on capital gains and many other factors 

affect economic growth. But the graph should dispel the notion that capital gains taxes are a very 
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Figure 4. Top Capital Gains Tax Rates and Economic Growth, 
1950-2011 
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It is futile to argue about how much 
money McGovern proposes to take 
away from you under his sundry tax 
programs, because he proposes to 

take it all.
-Ayn Rand, Saturday Review, Oct 21, 1972, p. 50





“My Sticker Incentive Chart”






