
Journal

#62 SUMMER 2026

A new  
world order

� Corporate tax planning:  
a productivity lever in  

a low-growth era 

Spyridon Gkikopoulos 

Konstantinos Stathopoulos

Strategic pivots



Recipient of the Apex Award for Publication Excellence

Editor

Crawford Spence, King’s Business School

Advisory board

Chelsea Mattias, Partner, Capco

Chris Probert, Partner, Capco

Patrick Regan, Partner, Capco

Luciano Sobral, Partner, Capco

Editorial board

Franklin Allen, Professor of Finance and Economics 
and Executive Director of the Brevan Howard Centre, 
Imperial College London and Professor Emeritus of 
Finance and Economics, the Wharton School, University 
of Pennsylvania

Philippe d’Arvisenet, Advisor and former Group Chief 
Economist, BNP Paribas

Rudi Bogni, former Chief Executive O�  cer, UBS 
Private Banking

Dan Breznitz, Munk Chair of Innovation Studies, 
University of Toronto

Urs Birchler, Professor Emeritus of Banking, University 
of Zurich

Lara Cathcart, Associate Professor of Finance, Imperial 
College Business School

Géry Daeninck, former CEO, Robeco

Jean Dermine, Professor of Banking and 
Finance, INSEAD

Douglas W. Diamond, Merton H. Miller Distinguished 
Service Professor of Finance, University of Chicago 

Elroy Dimson, Emeritus Professor of Finance, London 
Business School

Nicholas Economides, Professor of Economics, New 
York University

Michael Enthoven, Chairman, NL Financial Investments

José Luis Escrivá, President, The Independent Authority 
for Fiscal Responsibility (AIReF), Spain

George Feiger, Pro-Vice-Chancellor and Executive 
Dean, Aston Business School

Gregorio de Felice, Head of Research and Chief 
Economist, Intesa Sanpaolo

Maribel Fernandez, Professor of Computer Science, 
King’s College London

Allen Ferrell, Greenfi eld Professor of Securities Law, 
Harvard Law School

Peter Gomber, Full Professor, Chair of e-Finance, 
Goethe University Frankfurt

Wilfried Hauck, Managing Director, Statera Financial 
Management GmbH

Pierre Hillion, The de Picciotto Professor of Alternative 
Investments, INSEAD

Andrei A. Kirilenko, Reader in Finance, Cambridge 
Judge Business School, University of Cambridge

Katja Langenbucher, Professor of Banking and 
Corporate Law, House of Finance, Goethe 
University Frankfurt

Mitchel Lenson, Former Group Chief Information 
O�  cer, Deutsche Bank

David T. Llewellyn, Professor Emeritus of Money and 
Banking, Loughborough University

Eva Lomnicka, Professor of Law, Dickson Poon School 
of Law, King’s College London

Donald A. Marchand, Professor Emeritus of Strategy 
and Information Management, IMD

Colin Mayer, Peter Moores Professor of Management 
Studies, Oxford University

Francesca Medda, Professor of Applied Economics and 
Finance, and Director of UCL Institute of Finance 
& Technology, University College London

Pierpaolo Montana, Group Chief Risk O�  cer, 
Mediobanca

John Taysom, Visiting Professor of Computer 
Science, UCL

D. Sykes Wilford, W. Frank Hipp Distinguished Chair in 
Business, The Citadel

Journal



contents
Table of 

Colliding worlds

Monetary machinations

12.  Compute is global. Power is local. 

Energy, capital and the structural 

tensions defi ning the new global order

 Glen T. Ragland, Partner, Capco

28.  Carbon credits and the energy sector 

in Brazil: energy transition, implicit 

carbon pricing, risk management 

and technological innovation

  Livia Savignon, Principal Consultant, Capco

38.  ‘No meal without rice’: industry 

alignment and infrastructure 

in Chinese Bitcoin mining

  Ruowen Xu, Assistant Professor, 

Warwick Business School, University 

of Warwick | Alex Preda, Professor, 

Department of Sociology and Social 

Policy, Lingnan University

50.  Central bank digital currencies in an 

era of fi nancial fragmentation: assessing 

the potential fi nancial crime risks

  Joshua Tjeransen, PhD Candidate, 

Kings College London

60.  The trade imbalance network 

and currency fl uctuations

  Ai Jun Hou, Professor of Finance, 

Stockholm University | Lucio Sarno, 

Professor of Finance, University 

of Cambridge and CEPR | Xiaoxia Ye, 

Professor of Finance, University 

of Nottingham

70.  Bilateral central bank swap lines 

and their implications for the 

global fi nancial order

  Ayca Zayim, Associate Professor 

of Sociology, Mount Holyoke College



Private markets

144.  Private equity’s retail turn: 

anatomy of a misselling risk

  Ludovic Phalippou, Professor of Financial 

Economics, University of Oxford, Said 

business School

152.  Venture capital investment 

and the return of geopolitics

  Alex Preda, Professor of Sociology, 

Lingnan University | David Xingyi Chen, 

Research O�  cer, Lingnan University

Strategic pivots

84.  Multinationals in stormy waters: 

lessons from central Europe to 

navigate the populist wave

  Gerhard Schnyder | Professor 

of International Management & 

Political Economy, Loughborough 

University London

96.  From global factories to sovereign 

AI pods: how geopolitics and GenAI 

rewire software delivery

  Gerhardt J. Scriven, Executive 

Director, Capco

110.  Corporate tax planning: a productivity 

lever in a low-growth era

  Spyridon Gkikopoulos, Alliance Manchester 

Business School, University of Manchester  

Konstantinos Stathopoulos, Alliance 

Manchester Business School, University 

of Manchester

122.  When growth isn’t enough: how 

uncertainty reshapes hiring decisions

  Duc Duy Nguyen, Professor in Finance, 

Durham University | Vathunyoo Sila, 

Professor and Chair of Finance, 

University of Edinburgh

128.  AI and institutional intelligence in 

the new global order: re-architecting 

judgement in fi nancial services

  Mauro Confalone, Executive Director, 

Capco | Amit Kumal Goyal, Managing 

Principal, Capco



Welcome to the 62nd edition of the Capco 

Journal of Financial Transformation, the second 

to be published in partnership with King’s College 

London, a world-renowned leader in education 

and research. 

This year marks the Journal’s 25th anniversary and 

the beginning of Capco30, our strategic vision as we 

build towards Capco’s landmark 30th anniversary.

At the heart of Capco30 is The Expert Advantage: our 

commitment to be the trusted partner clients turn to 

when the stakes are highest. We are proud to have 

built an exceptional business by obsessing about 

our deep expertise, our strong client relationships, 

our innovative culture and our reputation for impact.

The Journal has embodied that ambition since 

its launch in 2001. Over the past quarter century, 

it has brought together leading academics 

and industry practitioners – including Nobel 

laureates, international regulators and board 

members of major institutions – to examine the 

forces shaping fi nancial services and the wider 

global economy. We are equally proud to see Capco 

experts sharing their perspectives alongside such 

distinguished contributors. 

As Professor Crawford Spence, our editor from 

King’s College, observes in his introduction, this 

edition might aptly have been titled ‘how to survive 

and thrive in turbulent times’. 

After decades of globalization, fi rms are both 

refocusing on local market shifts and new forms of 

cross-border collaboration. Technology is driving 

integration as trade barriers rise; fi nancial innovation 

is accelerating amid monetary realignment and 

volatile geopolitics; and the green transition is 

redrawing both energy markets and fi scal priorities. 

Edition 62 focuses on the new world order emerging 

from these shifts – and how leaders across fi nancial 

services and energy are rethinking established 

assumptions, navigating new risks and identifying 

opportunities for growth. 

The coming decade could bring one of the most 

consequential reconfi gurations of global business 

and economic systems in generations.  

This environment reinforces the importance of 

expertise, judgement and the ability to turn insight 

into action. At Capco, we help clients connect vision 

models and strengthening resilience to reimagining 

customer experiences and the future of work. 

2026, Edition 62

Journal
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We bring together industry depth, technology and 

data capabilities, and disciplined execution to help 

clients navigate the moments that matter most 

with confi dence. 

The Journal is one expression of that Expert 

Advantage: convening leading perspectives, 

challenging established thinking and helping 

shape the agendas that will defi ne the future of 

our industries.

I hope you will fi nd the articles in this edition 

both thought-provoking and valuable for 

informing your organization’s future vision and 

strategic decisions. 

My sincere thanks and appreciation to our 

contributors, readers and clients.

Annie Rowland, Capco CEO



Editor’s note
2026, Edition 62

We could equally have labelled this volume of the 

Journal of Financial Transformation ‘how to survive 

and thrive in turbulent times’, given that each of the 

articles e� ectively attempts to tackle this issue in 

their own unique way. Times are indeed turbulent. 

Recent months and years have borne witness to 

increased military confl ict, heightened economic 

shocks and the emergence of new political forces. 

These disruptions are often captured in popular 

discourse by reference to, variously, the decline 

of the rules based international order, the rise 

of authoritarianism and the re-emergence of 

nationalism and protectionism as challenges to 

globalization. While putting clear conceptual 

parameters around what is a very unsettled 

geopolitical period is di�  cult, there is at the very 

least little doubt that the world is changing and 

that a new order is emerging. To paraphrase an old 

political aphorism: the old is dying and the new is 

struggling to be born. 

This geopolitical reshu�  ing is the backdrop to the 

current issue of the Journal. Contributors were 

asked to think about how fi nancial services and 

energy might respond to, and indeed themselves 

help reshape, the new global order that is emerging. 

What they have presented here can be grouped 

into four conceptual clusters, each of which makes 

up a distinct sub-theme in this issue of the journal: 

colliding worlds; monetary risks; strategic pivots; 

and private markets. 

The fi rst group of articles we refer to here as colliding 

worlds. The worlds that collide here specifi cally are 

those of fi nance and energy. Each of these forces 

us to zoom out from fi nancial transactions and 

investments and think about the wider environmental 

and material basis for these. For example, Ragland’s 

fascinating look at the arms race for computing 

power shows how the rapid expansion of data 

centers is at odds with the way in which existing 

energy infrastructure is built. Those who will be 

successful in rolling out advanced computing power 

are those who will be able to fi nance and build out 

alternative energy infrastructure at the same time. 

This has strong parallels with Xu and Preda’s article 

looking at the infrastructure of bitcoin mining, which 

demonstrates in some detail how supposedly digital 

assets have heavy materiality in terms of both the 

physical infrastructure that supports them and the 

energy consumption that goes into their mining 

and processing. Finally, Savignon takes the energy 

transition head on by exploring the mechanics and 

possibilities of carbon credits in Brazil, a country 

which is characterised by a dominance of renewables 

in its energy mix. Showing real heterogeneity in how 

carbon credits are deployed in di� erent sectors 

in Brazil, this article concludes by outlining how 

those who are able to integrate thinking around 

fi nance, data and energy will be able benefi t from 

and contribute to the energy transition in the 

Brazilian market. 

Monetary risks refer to the various ways in which 

currencies are embroiled with risk at both the 

national and transnational levels. As the fundamental 

means via which deals are transacted, it is perhaps no 

surprise that we fi nd money, in its various guises, to 



have so many political infl ections. Cryptoassets are 

often heralded as some kind of safe haven (‘digital 

gold’) during times of economic and political turmoil 

and there are many central banks across the globe 

who are now pursuing digital currency projects 

of their own. These have signifi cantly lagged the 

development of private crypto initiatives. One of 

the reasons for this might be the perceived fi nancial 

crime risk that is associated with digital currencies 

in general, something which Tjeransen’s article 

outlines in detail. 

Fiat currencies are also deeply imbricated in 

geopolitical factors. This is the subject of Hou et 

al’s article which draws attention to the ways in 

which currency risk premia are associated with 

trade imbalances between nations. Such factors are 

of increasing importance to, not only forex traders, 

but any organization engaging in currency hedging. 

Finally, nowhere is the importance of currency to 

geopolitics more evident than in Zayim’s article 

looking at how central banks engage in currency 

swaps with other central banks. Focusing on both 

China and the US, Zayim shows how each has sought 

to build up spheres of infl uence with di� erent 

counterparties as part of larger attempts to accrue 

power and minimize geopolitical risk for themselves. 

Our third conceptual ‘bucket’ looks at how individual 

organizations respond to geopolitical shifts. In other 

words, these articles look at the various strategic 

pivots that organizations make in order survive and 

thrive in turbulent times. These strategic pivots can 

take di� erent forms depending on the geography 

and industry in question. For example, Schnyder 

shows how banks in East Central Europe can 

mitigate risk in response to rising anti-FDI policies 

in that region. In Scriven’s article the author shows 

how software delivery needs to be reconfi gured in 

order to overcome increasing regulatory divergence 

and export controls. 

In times of geopolitical uncertainty, capital markets 

can become less e�  cient in allocating capital 

and so fi rms have to focus more on their internal 

e�  ciencies, which is what Gkikopoulos and 

Stathopoulos illustrate in their article exploring 

the relationship between fi rms and banks; such 

relationships have implications for tax planning and 

productivity. Political turbulence also impacts hiring 

strategies, which Nguyen and Sila demonstrate in 

relation to corporate hiring practices during times 

of election uncertainty. Finally, Confalone makes a 

strong case for a strategic pivot towards developing 

‘enterprise intelligence’ in the age of AI, a shift 

which has governance implications for fi nancial 

services organizations. 

The fi nal sub-theme of the issue refl ects an ongoing 

interest that we have had in private markets. The 

shift from public to private markets is one of the 

big secular shifts of modern fi nance, which was 

dealt with explicitly in issue 61. In this issue, we build 

on this with two further articles. One of these, by 

Phalippou, tackles the shift of private equity towards 

retail investors, outlining the potential risks in selling 

private equity products that were designed with 

institutional investors in mind to a less informed and 

less powerful constituency. Preda and Chen’s article 

pursues another tack, showing how venture capital 

funding in Asia and elsewhere has to be cognisant 

of surrounding government policy imperatives if it is 

to be successful. 

Taken together, these articles argue that fi nancial 

services are not simply being bu� eted by geopolitical 

change. They are becoming one of the arenas in 

which that change is negotiated. Through payment 

systems, liquidity backstops, energy and computing 

infrastructure, corporate strategy and the evolving 

boundary between public and private markets, 

we can see how geopolitical forces manifest 

themselves and adapt to existing institutional 

constraints and imperatives. 

Professor Crawford Spence 

King’s College London
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Abstract
Persistently sluggish productivity growth has become a defi ning challenge for advanced 

economies, threatening long-term prosperity. In this article, we explore corporate tax planning 

as an underappreciated lever to boost fi rm-level productivity amid these headwinds. Drawing on 

recent research, we fi nd that fi rms that actively manage their tax a� airs – thereby optimizing their 

e� ective tax rates – achieve measurably higher productivity. The gains are especially pronounced 

for businesses facing fi nancial constraints or investing heavily in knowledge and innovation, which 

depend on internal funding. Our analysis highlights that increased after-tax cash fl ows from tax 

planning fuel growth in capital expenditures, hiring, and R&D, translating into more output per 

unit of input. Crucially, we identify banking relationships as a conduit for e� ective tax planning: 

fi rms that partner with tax-savvy banks see signifi cant productivity bumps relative to peers. 

These fi ndings carry important implications for corporate leaders, banks, and policymakers. 

With careful design and execution, tax planning can serve as a strategic tool to alleviate fi nancial 

frictions in capital markets and spark productivity growth – a much-needed tailwind in an era of 

economic stagnation. In what follows, we outline the conceptual framework linking tax planning 

to productivity, examine the mechanisms at work, discuss the facilitating role of banks, and o� er 

actionable insights for practitioners and regulators.

an increasingly globalized market. As the global 

economic order shifts and populations age, 

reversing the productivity slump has become 

a paramount policy and business challenge. 

Yet consensus on how to reignite productivity 

remains elusive.

In this context, corporate leaders and 

policymakers are searching for levers to boost 

productivity growth. One often-overlooked 

lever lies in the realm of corporate taxation. 

Traditionally, corporate tax planning – the 

strategic management of tax obligations to 

1. Introduction

Western economies are grappling with a 

prolonged productivity slowdown. Over the past 

two decades, productivity growth – particularly 

total factor productivity (TFP), the e�  ciency with 

which fi rms turn labor and capital into output – has 

decelerated across most advanced nations [Bhatt 

(2024)]. This stagnation is not a mere statistic; it 

undermines economic dynamism, erodes living 

standards, and even poses risks to fi nancial 

stability. Sluggish productivity also undercuts 

the competitiveness of Western businesses in 
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fi rms can harness tax planning for growth, 

how banks can support this process, and how 

regulators might balance tax enforcement with 

the goal of fostering productivity. Section 6 

(Conclusion) then summarizes our key fi ndings 

and recommendations, positioning corporate tax 

planning as a feasible tool to help address the 

productivity malaise a�  icting many economies.

2. Framework: tax planning, 
fi nancial frictions and productivity

Productivity broadly measures how e�  ciently a 

fi rm turns inputs into outputs [Syverson (2011)]. 

A common metric is TFP, which captures the 

portion of output not explained by the amount 

of capital and labor used. In plain terms, TFP 

refl ects the e� ectiveness of a fi rm’s processes, 

technology, and know-how in creating value. 

When a fi rm’s TFP rises, it means the business is 

getting more output from the same resources – a 

sign of improved e�  ciency and often innovation. 

At the macro level, robust TFP growth is the 

cornerstone of sustained economic expansion 

and rising living standards. Conversely, persistent 

weakness in productivity growth – as currently 

seen in many Western economies – acts as a drag 

on GDP growth and prosperity.

What causes fi rms to fall short of their 

productivity potential? Research points to several 

culprits, including fi nancial frictions [Duval et al. 

(2020)]. Financial frictions refer to impediments 

in raising or allocating capital – for example, 

credit constraints, high costs of borrowing, or 

information asymmetries between borrowers and 

lenders. These frictions can misallocate resources 

by preventing funding for high-productivity 

projects. Firms facing steep fi nancing hurdles 

often cut back on investments in equipment, 

employees, and innovation, which in turn hampers 

their productivity growth. For instance, studies 

fi nd that after the 2008 fi nancial crisis, companies 

optimize e� ective tax rates – is discussed in 

debates on tax fairness and compliance. But 

emerging evidence suggests it may also have 

important real e� ects on business performance. 

In particular, our research fi nds that prudent tax 

planning can enhance a fi rm’s productivity by 

freeing up resources for productive investment. 

At a time when external economic forces are 

squeezing margins and output, tax planning 

represents a tangible lever under management’s 

control to improve operational e�  ciency.

In this article, we adapt and synthesize fi ndings 

from the academic study, Does Corporate 

Tax Planning A� ect Firm Productivity? by 

Gkikopoulos et al. (2025) into actionable insights 

for senior fi nancial executives. We frame our 

discussion in practical terms, focusing on why 

and how optimizing a fi rm’s e� ective tax rate 

can unlock productivity gains, and what enablers 

– notably banking relationships – make these 

gains achievable. We deliberately avoid technical 

econometric jargon, emphasizing instead the 

economic intuition and strategic implications of 

the fi ndings.

The remainder of the article is organized as 

follows. In Section 2 (Framework), we lay out the 

conceptual links between tax planning, fi nancial 

frictions, and productivity, defi ning key concepts 

such as total factor productivity and fi nancial 

constraints. Section 3 (Mechanisms) examines the 

channels through which tax planning infl uences 

productivity, highlighting why the e� ect is 

strongest for fi nancially constrained fi rms and 

those rich in knowledge capital. Section 4 

(Banking as enabler) discusses the critical role 

of banks in facilitating e� ective tax strategies, 

presenting evidence that fi rms establishing 

relationships with tax-savvy banks subsequently 

realize higher productivity. In Section 5 (Policy 

takeaways), we outline practical implications 

for business strategy and public policy – how 
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Moreover, e� ective tax planning can improve 

a company’s access to external fi nancing in 

indirect ways. A healthier cash fl ow and balance 

sheet could lower the fi rm’s perceived credit 

risk and make lenders more willing to extend 

credit. There is evidence that fi rms engaging in 

tax planning enjoy a lower cost of equity capital, 

particularly if they were fi nancially constrained 

to begin with [Goh et al. (2016)]. A study reports 

that tax savings can induce a preference for 

equity fi nancing (issuing stock) because the 

fi rm’s improved fi nancial metrics make raising 

equity more attractive [Lee et al. (2023)]. In 

essence, by boosting internal cash and improving 

fi nancial ratios, tax planning can ease both 

internal and external fi nancial frictions that hold 

back investment.

The distinctive insight is that tax planning 

a� ects productivity not because it simply 

increases internal resources, but because it 

compensates for failures in how external capital is 

normally allocated. In well-functioning fi nancing 

environments, tax planning would have little e� ect 

on productivity; its impact emerges precisely 

because high-productivity projects often 

remain unfunded due to imperfections in external 

capital markets.

It is important to note that tax planning is not 

without potential downsides. Aggressive or overly 

complex tax schemes can introduce information 

frictions – opacity that makes it harder for 

investors or other stakeholders to assess the 

fi rm’s true performance [Balakrishnan et al. 

(2019)]. Elaborate tax-driven structures might 

also cause management to allocate resources in 

a suboptimal way, for example, investing in a low-

tax jurisdiction for tax purposes rather than for 

operational e�  ciency [De Simone et al. (2022)]. 

These factors could, in theory, hurt productivity. 

However, the crux of our fi ndings – detailed 

with constrained credit access saw marked drops 

in productivity, linking tighter fi nance directly to 

e�  ciency losses [Duval et al. (2020)]. In short, 

when fi rms cannot readily obtain external funds 

or must pay dearly for them, they are less able to 

invest in productivity-enhancing initiatives.

Two types of companies are especially vulnerable 

to fi nancial frictions. Financially constrained fi rms 

– typically smaller or highly leveraged companies 

with limited access to capital markets – face high 

external fi nancing costs or outright credit rationing 

[Levine and Warusawitharana (2021)]. These fi rms 

often have to forego profi table projects due to lack 

of funds. Meanwhile, knowledge-intensive fi rms 

(such as tech startups or R&D-driven companies) 

rely heavily on intangible assets like research, 

software, or intellectual property. Such assets 

usually have limited collateral value, so lenders 

are reluctant to fi nance them, and investors 

demand high returns for the risk [Wang (2017)]. 

As a result, even fundamentally strong innovative 

fi rms can be starved of capital, constraining their 

growth and productivity.

Our core premise is that corporate tax planning 

can relax these fi nancial constraints and thereby 

improve productivity. By tax planning, we mean 

any legal strategy a fi rm uses to maximize its 

after-tax returns – examples include optimizing 

the corporate structure, taking advantage of tax 

credits and deductions, strategic transfer pricing 

or timing of expenditures. Such strategies increase 

the fi rm’s after-tax cash fl ows, e� ectively acting 

as an additional source of internal fi nancing. 

Every dollar shielded from taxation is a dollar 

that can be reinvested in the business. To the 

extent that internal funds are cheaper and more 

readily available than external capital (especially 

for constrained fi rms), tax savings can fi nance 

projects that would otherwise go unfunded.

Strategic pivots I Corporate tax planning: A productivity lever in a low-growth era
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To illustrate, consider a hypothetical constrained 

fi rm that manages to optimize its e� ective tax 

rate through careful planning. The additional 

cash could be used to purchase a new piece 

of machinery that speeds up production, or to 

expand the sales team to reach new markets. 

Such investments would boost output relative 

to input, raising the fi rm’s TFP. Our fi ndings 

generalize this intuition. We document that 

across fi rms, a reduction in the e� ective tax rate 

is associated with subsequent increase in both 

capital and employment growth. This indicates 

that tax savings are being channeled into real 

business expansion – companies are buying more 

equipment and hiring more sta�  – rather than 

just sitting as idle cash. These real investments 

contribute directly to higher productive capacity 

and e�  ciency in operations.

Crucially, prior research supports the notion that 

tax savings get reinvested. For example, Green 

and Kerr (2022) fi nd that roughly 20 cents of 

every $1 of cash tax savings is reinvested into real 

activities like R&D. In other work, Edwards et al. 

(2016) show that the boost to investment from 

tax planning is greatest for fi rms under fi nancial 

duress. These studies reinforce our mechanism: 

tax planning augments the scarce internal funds 

of constrained fi rms, and a meaningful portion 

of those funds goes into productive uses, rather 

than, say, sitting o� shore or being purely returned 

to shareholders. The net result is improved 

operational e�  ciency. In short, tax planning helps 

loosen the binding fi nancial constraints that often 

force fi rms to cut R&D budgets or delay capital 

projects, thereby enabling those fi rms to maintain 

or increase their productivity trajectory.

below – is that on average, the positive e� ects 

of tax planning dominate, especially when tax 

savings are productively deployed. By mitigating 

fi nancial constraints and funding growth, smart 

tax planning tends to raise, not lower, fi rm-level 

productivity in practice.

3. Mechanisms: why tax planning 
boosts productivity

We next delve into the two main mechanisms 

through which corporate tax planning translates 

into higher productivity: relaxing fi nancial 

constraints and fueling knowledge capital 

formation. Our empirical analysis fi nds that 

both channels are at work, and importantly, 

that the productivity payo�  from tax planning is 

concentrated in fi rms where these mechanisms 

matter most – i.e., fi rms that are fi nancially 

constrained and those that are knowledge-

capital-intensive.

3.1 Financial constraints mechanism

When a fi rm is starved for funds, an extra dollar 

of internally generated cash can have an outsized 

impact. We fi nd that tax planning provides 

precisely such a boost for constrained fi rms by 

augmenting their internal fi nancing. In our study 

of U.S. public companies, we observe that the 

positive link between tax savings and productivity 

is signifi cantly stronger for fi nancially constrained 

fi rms. In other words, fi rms that have di�  culty 

raising external capital gain the most e�  ciency 

from each dollar saved in taxes. This aligns with 

economic intuition: if a fi rm cannot easily borrow 

or issue stock, then cash freed up via tax planning 

may be one of the few resources available to 

invest in new technology, upgrade equipment, 

or hire skilled workers – all important drivers 

of productivity.

Strategic pivots I Corporate tax planning: A productivity lever in a low-growth era
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Another way to think about the knowledge 

capital mechanism is that tax planning e� ectively 

acts as an internal R&D fi nancer. Companies often 

complain that high taxes drain funds that could 

be used for innovation. Our fi ndings validate 

that notion – by cutting a fi rm’s tax bill, more 

cash is left on the table to invest in productivity-

enhancing innovation, which is especially 

crucial for fi rms whose business model relies on 

continual R&D. We also note that in our sample, 

the positive e� ect of tax planning on productivity 

remains robust even after accounting for various 

fi rm characteristics and broader tax policy 

changes. This gives us confi dence that what we 

are capturing is indeed the productive use of tax 

savings, not some spurious correlation or purely 

cyclical e� ect.

Before moving on, it is worth acknowledging 

a balance: while our evidence tilts positive, tax 

planning should be well-governed to translate into 

productivity gains. If tax bill reduction strategies 

become so aggressive that they introduce 

excessive complexity or risks, they could backfi re. 

For instance, extremely convoluted tax shelters 

might distract management or create unforeseen 

liabilities, undermining operational e�  ciency. 

E� ective tax planning, as a productivity tool, 

therefore, hinges on prudence and purposeful 

reinvestment. Companies that treat tax savings 

as a windfall to be squandered will not see 

productivity benefi ts, whereas those that reinvest 

the savings into growth will. One recent study on 

small and medium enterprises (SMEs) in Europe 

underscores this point: it found that tax avoidance 

boosts productivity in SMEs, and managers 

should channel the cash saved through tax 

planning into productive uses such as investing 

in new capabilities [Sánchez-Ballesta and Yagüe 

(2024)]. The same study emphasizes maintaining 

high-quality fi nancial reporting and governance 

so that tax strategies do not exacerbate agency 

3.2 Knowledge capital mechanism

The second mechanism relates to fi rms that 

rely heavily on innovation and intangible assets 

– what we refer to as knowledge capital. These 

fi rms (common in sectors like technology, 

pharmaceuticals, or digital services) need 

substantial, continual investment in research and 

development, employee training, and intellectual 

property creation to stay competitive. Yet, as 

discussed, external funding for such investments 

is hard to come by, because intangible assets 

usually cannot be collateralized to issue debt 

and their future returns are uncertain. Such 

companies, thus, depend on internal cash fl ows to 

fund innovation, a point emphasized by 

economists Hall and Lerner (2010) and Wang 

(2017), among others.

Our study fi nds clear evidence that tax planning 

disproportionately benefi ts fi rms with greater 

knowledge capital intensity. In fi rms that have 

large stocks of intangibles (measured, for 

example, by the amount of capitalized R&D on 

the balance sheet), the association between 

lower taxes and higher productivity is particularly 

strong. This suggests that tax savings are enabling 

these innovation-driven businesses to invest more 

in their core knowledge-generating activities. 

The additional after-tax cash might fund a new 

research project, allow the fi rm to hire additional 

engineers or data scientists, or otherwise expand 

its innovative output – all of which ultimately 

improve productivity through technological 

progress or improved processes. In fact, separate 

research by Li et al. (2021) provides a telling 

inverse case: when opportunities for tax planning 

are curtailed (for instance, by regulations that 

limit tax-motivated profi t-shifting), fi rms produce 

fewer patents and innovations, indicating that 

reduced tax savings can discourage innovative 

output. This underscores how important internally 

generated funds are for sustaining innovation.
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confl icts or opaqueness, which can dilute the 

gains. In summary, the mechanisms we identify 

assume that tax planning is done in the service of 

the business – funding expansion and innovation 

– rather than as an end in itself. When that 

condition holds, the evidence strongly indicates 

that e� ective tax practices lead to higher fi rm 

productivity, especially via relieving fi nancial 

tightness and fueling innovation.

4. Banking as enabler: the role 
of banks in tax planning

How do fi rms actually improve their tax planning 

capabilities? Sophisticated tax strategies often 

require specialized knowledge and advice. This is 

where the banking sector comes into play. Banks 

– particularly large commercial and investment 

banks – have emerged as key intermediaries in 

corporate tax planning. Many banks o� er tax 

advisory services or design fi nancial products 

that can help clients achieve tax e�  ciencies. In 

fact, research has provided large-scale evidence 

that certain banks specialize in assisting corporate 

clients with tax planning, e� ectively serving as 

tax planning intermediaries [Gallemore et al. 

(2019)]. These banks leverage their informational 

advantages and expertise to help fi rms structure 

transactions or reorganize in tax-e�  cient ways.

Our study sheds light on how forming a 

relationship with a tax-savvy bank can directly 

impact a fi rm’s productivity. Using a di� erence-

in-di� erences approach (a statistical method to 

isolate causality by comparing changes between a 

treated group and a control group), we examined 

fi rms that initiated new lending relationships 

with banks known to be providing client tax 

planning services. We compared their subsequent 

performance to similar fi rms that formed 

relationships with more traditional banks. The 

results are striking: fi rms that commenced loan 

facilities with tax-planning intermediary banks 

experienced a 1.8%–3.3% increase in productivity 

in the period after the relationship began, relative 

to the control group. This productivity bump 

suggests a causal e� ect – the new banking 

relationship helped unlock better tax strategies, 

which in turn boosted the fi rm’s e�  ciency.

The intuition is straightforward. Banks often 

possess ‘soft information’ about their corporate 

clients’ fi nances and operations, gained through 

the lending and due diligence process. A bank that 

is skilled in tax matters can use this information to 

identify tailored tax-saving opportunities for the 

client. For example, the bank might recommend an 

optimal fi nancing structure (debt versus equity) 

or the use of certain fi nancial instruments (like 

leases or derivatives) that carry tax advantages. 

It might also connect the fi rm with specialized 

tax consultants or help navigate cross-border tax 

rules if the fi rm is expanding overseas. Through 

these channels, the bank enables the fi rm to 

reduce its tax burden more e� ectively than it 

could on its own.

John Gallemore and coauthors (2019) 

documented that some banks consistently help 

their clients achieve lower e� ective tax rates, 

indicating a sort of ‘tax planning premium’ for 

clients of those banks. Our fi ndings build on this 

by demonstrating that the benefi t is not merely 

lower taxes but extends to higher productivity 

growth for the clients. In concrete terms, if a 

manufacturing company switches to a bank 

known for tax expertise, that company is likely to 

implement new tax strategies (perhaps exploiting 

credits for capital investment or improving transfer 

pricing practices) under the bank’s guidance. The 

tax savings then fi nance upgrades in the factory 

or the deployment of advanced robotics, for 

instance, which raise output per worker. The data 

capturing the 1.8%–3.3% TFP increase align with 

precisely this kind of story.
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planning, specifi cally, it simplifi ed how fi rms could 

designate subsidiaries for tax purposes, enabling 

more profi t shifting to low-tax jurisdictions. 

We compared the productivity of multinational 

fi rms to purely domestic fi rms before and after 

1997. The result was that multinationals (who 

could utilize the new tax fl exibility) saw a relative 

productivity gain of about 2.2%–3.1% after the 

rule change. In essence, a policy that reduced tax 

planning costs led to an observable productivity 

boost for fi rms positioned to take advantage. 

We mention this fi nding here to reinforce the 

point: whether through an external advisor like a 

bank or through regulatory change, when fi rms 

gain access to e� ective tax planning tools, their 

productivity tends to increase.

For fi nancial executives in banking, these fi ndings 

highlight an important role that banks play in 

the broader economy’s productivity puzzle. By 

acting as conduits of tax planning knowledge, 

banks can indirectly foster real economic growth. 

This may encourage banks to invest in their tax 

advisory services or form partnerships with tax 

experts, as the demand from corporate clients 

Notably, the banking channel can be especially 

advantageous for mid-sized fi rms or those 

without large in-house tax departments. Large 

multinationals often have internal tax planning 

teams; smaller fi rms may not. By engaging a 

bank with the right capabilities, the latter can 

essentially ‘outsource’ some of the sophisticated 

tax planning function and reap similar benefi ts. 

This has implications for the banking sector 

too: it suggests a competitive di� erentiator for 

banks in winning corporate business. Those that 

cultivate tax advisory prowess can deliver more 

value to clients, not just in terms of fi nancing but 

in improving client performance. In turn, helping 

clients become more productive and fi nancially 

healthy also benefi ts banks by enhancing the 

clients’ creditworthiness and business growth (a 

true win-win).

As an additional piece of evidence, our study 

also leverages a quasi-natural experiment 

unrelated to banking: the introduction of the 

U.S. Check-the-Box regulations in 1997. This tax 

regulation change inadvertently made it easier 

for U.S. multinationals to engage in certain tax 

Figure 1: Productivity changes surrounding new relationships with tax-savvy banks
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for such value-added services is likely to grow. It 

also underscores that from a lending perspective, 

understanding a client’s tax strategy might be 

integral to evaluating their investment capacity 

and growth prospects. In summary, our research 

identifi es banking relationships as a key enabler: 

the right banking partner can amplify the 

productivity benefi ts of corporate tax planning.

5. Policy takeaways and 
practical implications

The evidence that e� ective corporate tax planning 

can enhance fi rm productivity carries several 

actionable insights for di� erent stakeholders 

– corporate managers, fi nancial intermediaries 

and policymakers.

For corporate executives: The foremost 

implication is that tax planning should be 

viewed as a strategic fi nancial management tool, 

not merely as a compliance or cost-minimization 

exercise. In an era of thin margins and slow top-

line growth, improving productivity is one of 

the few levers within a fi rm’s control to boost 

competitiveness. Our fi ndings suggest that 

actively managing your fi rm’s tax position – for 

instance, by structuring operations to lawfully 

take advantage of tax incentives, credits, and 

deductions – can free up capital to invest in 

productivity-enhancing initiatives. CFOs and 

fi nance VPs, in particular, might consider 

increasing collaboration between the tax 

function and operational units. For example, tax 

departments can work closely with R&D and 

operations to ensure the company is maximizing 

use of R&D tax credits, investment allowances, 

or accelerated depreciation for new equipment. 

The resultant tax savings should be transparently 

reinvested into those same areas to generate a 

virtuous cycle of innovation and e�  ciency gains. 

The key practical takeaway for fi rms is to reinvest 

tax savings wisely – whether in upgrading 

technology, training workers, or expanding 

capacity – rather than using tax avoidance purely 

to boost short-term accounting profi ts. When 

tax planning is integrated with business strategy, 

it e� ectively becomes a self-funding source of 

competitive improvement.

At the same time, corporate leaders should 

maintain strong governance around tax strategies. 

As noted, overly aggressive tax schemes can 

introduce risks and complexities. It is crucial to 

strike a balance between optimizing taxes and 

maintaining clarity and credibility in fi nancial 

reporting. Ensuring high-quality information 

fl ow to investors and stakeholders can mitigate 

any negative perceptions associated with tax 

planning. Put simply, transparency and prudent 

risk management must accompany tax planning. 

Firms that achieve this balance can enjoy the 

dual benefi ts of lower tax outfl ows and higher 

productivity infl ows, with lower likelihood of 

regulatory or reputational fallout.

For banks and fi nancial services providers: 

Banks should recognize their role not just 

as fi nanciers but as partners in their clients’ 

productivity journey. The evidence that certain 

banks help clients cut taxes and subsequently 

witness those clients perform better is a 

compelling value proposition. Banks – especially 

those catering to mid-market companies – might 

invest in developing tax advisory capabilities, 

either in-house or via partnerships with accounting 

fi rms and tax consultants. By doing so, they can 

di� erentiate their service o� ering. For example, 

a bank could o� er an integrated product: a loan 

or credit line bundled with tax optimization 

advice related to the fi nanced project. If a client 

is investing in new machinery, the bank’s team 

might ensure the client fully utilizes available tax 

credits for capital investments, thus e� ectively 

reducing the net cost of the project. Such support 

not only strengthens client relationships but can 

also improve the client’s fi nancial health, which is 

in the bank’s interest.
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investment. This could include, for example, 

investment tax credits, enhanced deductions 

for R&D, or lower tax rates for income that is 

demonstrably linked to new capital formation and 

innovation. Such measures are akin to directly 

incentivizing the behaviors that we fi nd fi rms 

undertake when they have more after-tax cash. 

Notably, international institutions have echoed this 

idea: experts have called for targeted tax credits 

and support for smaller businesses and startups 

to counter slow productivity growth [Bhatt 

(2024)]. Designing tax policy with productivity in 

mind could mean that any tightening of loopholes 

comes along with provisions that encourage fi rms 

to channel resources into productivity-boosting 

uses rather than simply paying more tax to the 

treasury without a growth payo� .

Of course, this does not imply that all forms of tax 

planning are desirable. Aggressive tax avoidance 

that purely exploits loopholes without any real 

investment or that shifts profi ts in ways unrelated 

to real activity can still be harmful, eroding the 

fairness and integrity of the tax system. The 

policy goal should be to distinguish between tax 

strategies that fi nance growth and pernicious tax 

schemes that distort the tax base. One practical 

implication is the importance of international 

cooperation, such as the OECD’s BEPS (Base 

Erosion and Profi t Shifting) initiatives, to curb 

the most egregious avoidance. But even within 

such e� orts, regulators might appreciate that 

completely eliminating corporate tax planning 

could have unintended side e� ects on business 

investment. A balance can be struck by, for 

instance, providing safe harbors or lower tax rates 

for income invested in certain high-productivity 

projects, much like how many jurisdictions o� er 

tax incentives for clean energy or innovation. 

In fact, the positive impact of tax planning 

on productivity in SMEs observed in research 

mentioned previously provides support for 

Additionally, banks should incorporate 

understanding of a fi rm’s tax strategy into credit 

analysis. A company actively managing its tax 

liabilities may have more free cash fl ow to service 

debt and invest in growth. Conversely, a fi rm 

ignoring available tax breaks might be leaving 

money on the table, indicating less e�  cient 

management. Banks can use this insight in 

advising clients: pointing out, for instance, “We 

notice your e� ective tax rate is high relative to 

peers; let’s explore if there are legal, safe tax 

planning opportunities – doing so could improve 

your cash fl ow and ability to expand.” In markets 

where banks compete for corporate lending, 

those that act as true advisors (beyond just 

providing capital) will likely win more business. 

By helping nurture their clients’ productivity 

through tax e�  ciency, banks also contribute to 

broader economic growth – aligning profi tability 

with purpose.

For policymakers and regulators: The relationship 

between corporate tax policy and productivity 

revealed by our analysis suggests that regulators 

should take a nuanced approach in tax law design 

and enforcement. The traditional view often pits 

tax planning as a pure negative (erosion of the 

tax base, unfair advantage, etc.). Our fi ndings 

highlight an economic upside: tax savings, when 

reinvested, can stimulate real growth in output 

and jobs. Policymakers, therefore, might consider 

targeted tax policies that encourage productive 

           By helping nurture their clients’ 
productivity through tax effi  ciency, banks 
also contribute to broader economic 
growth – aligning profi tability 
with purpose.
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special tax provisions favoring small businesses’ 

growth. The logic is that easing the tax burden 

on fi rms that are fi nancially constrained (like 

many SMEs) can enable them to invest more and 

become engines of job creation and innovation – 

outcomes benefi cial for the economy at large.

Another policy takeaway is the value of fi nancial 

infrastructure and advisory support. Governments 

and industry groups might consider programs 

that improve knowledge di� usion about tax 

incentives and e�  cient tax practices, especially 

to smaller fi rms that lack resources to hire top 

tax lawyers. Even something as simple as better 

outreach and education on available tax credits 

for R&D or investment could increase uptake 

and thus spur productivity. After all, if large fi rms 

benefi t from banks as tax planning intermediaries, 

as we demonstrated, smaller fi rms could benefi t 

from public or private initiatives that bridge the 

information gap on taxation.

In summary, for policymakers the message is: 

a stringent stance on corporate tax planning 

should be balanced with an understanding of its 

economic context. Policies that simultaneously 

aim to close artifi cial loopholes but also reward 

genuine reinvestment of earnings will likely yield 

the best outcomes – curbing harmful avoidance 

while preserving the mechanism by which tax 

planning can support productivity growth.

6. Conclusion

Improving productivity is paramount for fi rms 

and economies striving to thrive in today’s low-

growth environment. Our analysis highlights an 

unconventional yet practical lever to achieve 

that end: corporate tax planning. We fi nd that 

fi rms which actively engage in tax planning – 

thereby optimizing their e� ective tax rates – tend 

to allocate the freed resources toward growth, 

resulting in higher output per input. The e� ect is 

most salient in fi rms that need it the most: those 

constrained by fi nances and those driven by 

innovation, for whom extra cash can immediately 

translate into new investments. These fi ndings 

recast tax strategy not as a narrow e� ort to 

minimize expenses, but as a tool to maximize 

after-tax returns; it is also a means to fund 

expansion, technological progress, and ultimately 

higher productivity.

We also underscore the enabling role of the 

banking sector. Banks with tax expertise serve 

as important facilitators, helping companies 

realize the productivity gains from tax planning. 

This symbiotic relationship between fi nancial 

institutions and corporates suggests that 

improving economic productivity is a shared 

endeavor – one that spans beyond internal 

corporate decisions to the broader fi nancial 

ecosystem and policy landscape.

These insights also speak to the current 

environment of heightened geopolitical 

and policy uncertainty. Frequent changes in 

trade policy, tari� s, and regulations tend to 

weaken productivity by increasing geopolitical 

uncertainty around costs, supply chains, and 

investment returns, often leading fi rms to delay 

or scale back productivity-enhancing projects 

[Caldara and Iacoviello (2022)]. Exploratory, 

untabulated analyses from our work are 

consistent with this interpretation: productivity 

generally declines during periods of elevated 

geopolitical uncertainty, but the decline appears 

less pronounced among fi rms with greater tax 

planning fl exibility. We view this evidence as 

indicative rather than conclusive, yet it reinforces 

the broader message that internal funding helps 

fi rms sustain productivity and adapt operations 

when external conditions tighten.
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competitive advantage and economic stimulus 

when managed wisely. In a world where Western 

economies are searching for productivity 

breakthroughs, unleashing the productive power 

of retained earnings via thoughtful tax planning is 

a tangible step in the right direction. Harnessed 

correctly, corporate tax planning can be a win-

win – bolstering fi rm performance while indirectly 

fueling broader economic growth. As the global 

economic order continues to evolve, those fi rms 

and fi nancial institutions that adeptly navigate 

tax strategy in pursuit of innovation and 

e�  ciency will be well-positioned to lead in the 

new era of value creation. The challenge of low 

productivity may be persistent, but the solutions 

– as we fi nd – are very much within our grasp.

For executives, the clear call to action is to 

integrate tax considerations into strategic 

planning, ensuring that any tax savings feed 

into value-creating uses. For banks, it is to 

recognize advisory opportunities that enhance 

client productivity alongside traditional fi nancial 

services. And for policymakers, it is to design tax 

regimes that encourage productive investment 

and acknowledge the nuanced ways in 

which tax policy infl uences on-the-ground 

business e�  ciency.

In conclusion, our work contributes to reframing 

the narrative on corporate taxes: from being 

seen purely as a cost or a moral obligation, 

to being understood as a potential source of 
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