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Panel I 
Outward FDI & the US Tax Code 



• It assumes substitution between investment at home 
and abroad: 
If firms invest more “there” they will invest less 

“here” ; they will also export less and employ 
fewer workers . 

• Hence, at a minimum, US MNCs should pay as much 
corporate tax on income earned abroad as income 
earned at home. 
Otherwise MNCs will use tax breaks to ship jobs 

abroad. 
 

US Taxation of MNCs Reflects 
Ancient Concepts 



• Treasury and CBO estimates of tax revenue and 
locational effects key off the substitution 
framework.   

• But this framework misses important features of 
outward FDI: 
It is complementary to  US investment, jobs, 

exports and R&D. 
The main driver of outward FDI is spreading 

know-how, not capital. 
US MNCs compete with MNCs based abroad. 

 

Official Thinking Still Adopts this  
Ancient Framework 



• The US statutory corporate tax rate (35%) is the highest among advanced 
countries and BRICS. 

• The worldwide US tax system applies this statutory rate (after the foreign 
tax credit, FTC) to repatriated MNC income.  Other countries either have 
territorial tax systems or much lower statutory tax rates. 

• US taxes would severely disadvantage US MNCs relative to foreign MNCs 
but for two saving provision: 
 Deferral of US taxation until MNC income is repatriated. 
 Flexible attribution of IPR income to low tax countries. 

• Consequently, the main discouraging features of the current US tax code 
are the paperwork burden and possible “golden goose” tax changes. 

• On the other hand, the repatriation tax has effectively locked out $1.7 
trillion of investments held abroad from possible return to the US. 
 

Current US Taxation Mildly 
Discourages  Outward FDI 



• One proposal would slash or end deferral by taxing foreign 
income currently (static revenue estimate $200-$300 billion 
over 10 years; realistic estimate $120 billion).  

• Another proposal would tax accumulated unrepatriated 
income at a “low” rate (10%?) with no FTC ($170 billion one-
time gain?). 

• Other proposals would reduce the flexibility of US MNCs to 
attribute IPR income to low-tax countries ($100 billion over 10 
years?). 

• The foreign tax proposals are coupled with a 25% corporate 
rate, termination of accelerated depreciation, and other 
corporate “tax breaks”. 

 

Treasury Tax Proposals would 
Seriously Deter Outward FDI 
 



• On balance, they would increase the taxation of US 
MNCs, both at home and abroad. 

• A 25% corporate rate is about 5% above the average 
rate of OECD countries and BRICS. 

• Meanwhile, MNCs would be more heavily taxed 
relative to “pass-through” entities – MLPs, LLPs, Co-
ops, REITs, Sub S, etc.   

• This is not the way to make the US a more 
competitive country.   

Treasury Proposals Share a 
Common Feature 
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