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A Repatriation Holiday Would Not Create Jobs

Curtis S. Dubay

he House and Senate have convened a conference
Tcommittee in an attempt to reconcile the very
different budgets they passed earlier this year.

Some have suggested that, if the Senate refuses to
agree to tax reform in the course of negotiations, the
House should seek a repatriation holiday instead.! A
repatriation holiday would eliminate almost all the
tax liability businesses accrued on foreign income.

Mixing tax reform with spending reforms would
be a mistake in the budget conference,? as would
asking for a repatriation holiday instead, because it
would not increase business investment and job cre-
ation, as those arguing for it intend.

Repatriation Holiday Would Not Fix Uncom-
petitive Worldwide System. U.S. multinational
businesses are overburdened by the U.S. corporate
tax system. The U.S. has the highest corporate tax
rate in the developed world,? and it is essentially the
only developed nation that taxes its businesses on
the income their foreign subsidiaries earn abroad.

Under this antiquated policy, known as a “world-
wide” tax system,* U.S. multinational businesses
owe U.S. tax on income their foreign subsidiaries
earn when they bring those earnings back to the U.S.
in the form of dividends (known as “repatriation”) if
the subsidiaries paid less tax on their income than
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they would have if they earned the income in the U.S.
The worldwide system badly damages the competi-
tiveness of U.S. businesses and is long overdue for
reform.

Lifting this onerous burden from businesses by
eliminating worldwide taxation would make more
investments viable, which would increase job cre-
ation and raise wages. Supporters of a repatriation
holiday are right to seek these beneficial impacts,
but their immediate objective should be abolishing
the worldwide system, which would free U.S. multi-
nationals to increase investment.

Repatriation Holiday Would Not Increase
Investment or Job Creation. According to one
estimate, U.S. businesses hold accumulated for-
eign earnings of almost $2 trillion offshore.®* Many
businesses leave a large portion of those earnings
abroad to pursue new opportunities in growing for-
eign markets. However, they undoubtedly also leave
a substantial remaining portion abroad to logically
delay payment of the U.S. tax.

A repatriation holiday would remove almost all
the accrued tax liability on that income if business-
es repatriate their foreign income to the U.S. during
a certain period of time. The thinking is that busi-
nesses would invest domestically the large amounts
of money they would bring back, which would mean
more jobs and higher wages.

Businesses, like individuals, respond to incen-
tives. If the U.S. offered a repatriation holiday, busi-
nesses would no doubtbringlarge amounts of foreign
earnings back to the U.S. to reduce their deferred tax
liability. Indeed, the last time the U.S. offered a repa-
triation holiday in 2004 businesses brought back
$362 billion.°
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However, the holiday did not have the anticipat-
ed positive economic benefit.” Cutting taxes is gen-
erally a good thing, but it must be done in the right
way to achieve its intended results. A repatriation
holiday increases investment only if businesses face
domestic cash constraints preventing them from
acquiring the capital necessary to make planned
investments. At the time of the 2004 holiday, busi-
nesses had ample cash on hand and ready access to
capital in credit markets at reasonable rates.® Since
the businesses did not need the overseas cash to
invest domestically, they brought it home and used
it to pay dividends to shareholders, buy back shares,
or acquire other businesses.

The 2004 holiday was supposed to prevent them
from doing these things, but money is fungible, so
there was no realistic way to stop it.

There is certainly nothing wrong with paying
dividends, buying back shares, or acquiring other
businesses, however these actions do not directly or
necessarily increase businesses’ investment and job
growth—the purpose of the holiday.

Dividends do not increase investment because
they are portfolio shifts for shareholders. Stock
buy-backs slightly raise stock prices and potential-
ly increase shareholder value if they are done when
sharesareundervaluedrelative to future anticipated

cash flows, but neither encourages investment or job

growth. And acquisitions can improve efficiency but

may or may not create jobs, even if businesses need-
ed their overseas cash to carry them out.

Another holiday today would have a similar neg-
ligible impact on business investment and job cre-
ation, because businesses are again not cash con-
strained. Businesses had almost $1.7 trillion of
domestic after-tax net profits in the second quarter
of 2013 at an annualized rate® and even greater accu-
mulations of cash. If they do not have enough cash
or do not want to use it to fund investments, credit
markets are functioning well and offering low inter-
estrates. If they want to invest right now, businesses
have access to the necessary capital to do so.

Although the law authorizing the holiday would
likely specify that business could not use repatriated
funds for purposes other than investment, job cre-
ation, or wage increases, because of the fungibility
of money, little can done to prevent businesses from
using the funds the same way they did after the 2004
holiday.

Repatriation Holiday Is Backward Looking.
Another holiday would do nothing to encourage
investment in the long run either, since it would
absolve businesses of tax liabilities they have
already accrued. Businesses decided how to invest
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or distribute the after-tax profits when they earned
them. Eliminating previously accrued tax liability
would not change decisions that were made long ago.

It would, however, create a tax windfall for the
businesses that repatriate funds, because it would
remove the accrued foreign tax liability from their
financial statements. This would improve these busi-
nesses’ financial standing and benefit current man-
agement, but it would do nothing to make profitable
potential investments that the worldwide system
currently makes unprofitable. Nor would a holiday
create new opportunities for businesses to invest.

Focusing on a temporary and ultimately unpro-
ductive repatriation holiday would distract from the
ongoing legislative efforts by the House Ways and
Means Committee to establish a much-needed “ter-
ritorial” system.!

And since a repatriation holiday is closely tied
to a territorial system in many people’s minds, the
inevitable failure of the holiday could hurt the

creditability of those arguing—correctly—that a ter-
ritorial system would succeed at increasing invest-
ment and job creation.

Focus on a Permanent Territorial System.
Instead, a forward-looking policy change is needed
to lower government-imposed burdens on potential
investments to make more of them viable. A perma-
nent switch to a territorial system would serve that
purpose.

The budget conference should not consider a
repatriation holiday in its negotiations, and Con-
gress should drop such efforts altogether. Those con-
cerned about the competitiveness of U.S. businesses
and increasing investment should instead assist
ongoing efforts to establish a permanent territorial
system that would succeed where a repatriation hol-
iday would surely fail.

—Curtis S. Dubay is Senior Analyst in Tax Policy
in the Thomas A. Roe Institute for Economic Policy
Studies at The Heritage Foundation.
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