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The good news is that in theory both Republicans and Democrats 
favor reforms that would modernize the U.S. corporate tax system by 
lowering rates, broadening the base, and changing how foreign prof-
its are taxed. This would make the system more coherent and effective 
rates more even, as well as bring the United States closer in line with 
other rich countries. And policymakers from both sides of the aisle 
want to curtail profit shifting, so that corporations would not be able 
to shift as much money to tax havens. Stronger anti-avoidance rules, for 
example, could place a minimum tax on foreign intangible (i.e., patent 
or trademark) income and limit the amount of money that could be bor-
rowed on behalf of a foreign subsidiary. One bipartisan Senate proposal 
in 2015 called for a U.S. patent box similar to ones in the UK and Ireland 
to boost innovation and to encourage such income to be reported in the 
United States.42 Some bipartisan discussion has focused on subjecting 
repatriated foreign profits to a one-time toll tax at a lower rate than the 
statutory level and using the new revenue to pay for highway mainte-
nance and construction.43 

Where Democrats and Republicans tend to disagree most is how far 
tax rates should be cut and how to reform the tax on foreign profits. 
Obama’s budget proposals would lower the federal statutory corporate 
rate to 28 percent, which would still leave the U.S. rate the third-highest 
in the OECD, behind Japan and France. Most congressional Republi-
can plans would lower the rate to 25 percent, putting the U.S. rate closer 
to the OECD average. Obama’s plan would strengthen the worldwide 
system, tweaking accounting metrics so that the share of foreign profits 
that cannot be deferred—and therefore would be subject to U.S. taxa-
tion—would increase. Republicans would rather transition toward a 
more territorial system. 

The bad news is that for now there is little political will to push 
through a tax overhaul that would require harsh trade-offs in repealing 
coveted tax breaks to pay for rate cuts. The politics are understandably 
hard. Rate cuts may be a relatively easy sell, but rolling back major tax 
breaks to pay for them is not. Take manufacturing. Across the politi-
cal spectrum, policymakers champion the cause of U.S. manufactur-
ing. But because manufacturing has been a winner with the current tax 
breaks, any reform of the corporate tax system would likely hurt that 
sector. And because manufacturing is the sector of the economy most 
subject to international competition, it would be difficult to sell a tax 
increase on manufacturers as somehow “pro-competitive.” The R&D 
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credit is also popular with the public, and economists generally believe 
it generates substantial spillover benefits for the U.S. economy. The 
depreciation tax credit offers huge benefits, too. A 2007 Treasury report 
argued its repeal may actually harm investment in the long run and 
would offset any advantages of lowering the statutory rate.44 Domes-
tic investment in the United States has been weak over the past decade, 
which would argue for continuing to encourage investment through the 
tax system.45 

The difficult arithmetic and politics make tax reform a delicate dance. 
Case in point is the less-than-warm reception of former House Ways 
and Means Committee Chairman Representative David Camp’s (R-MI) 
2014 tax overhaul proposal, the most ambitious and realistic plan written 
in decades. It would have rolled back nearly all the big-ticket tax breaks 
to offset the reduced 25 percent rate. Congressional leadership quickly 
shelved the proposal, however, in the face of business opposition, and 
Camp left office later that year. Without repealing the tax breaks, using 
base-broadening to pay for rate cuts is all but impossible. Repealing them, 
however, would touch off an epic battle with certain corporate interests. 
Few options to broaden the tax base are politically easy. 

otHer policy ideaS 

Tax holiday. Corporations have pushed for a tax holiday that would 
allow them to voluntarily repatriate foreign profits housed abroad. This 
is different from the congressional and presidential proposals, which 
would set a mandatory tax on all unrepatriated profits. Policymakers 
temporarily lowered the tax rate on foreign profits to 5.25 percent in 
2004 with the expectation that corporations would use the repatriated 
money for new domestic investment and job creation. Instead, firms 
mostly used the tax holiday to increase dividends for shareholders.46 
The companies that benefited the most actually cut their employment 
rolls the following year. There are also concerns that another holiday 
could set a dangerous precedent by which corporations would park 
more profits abroad awaiting the next repatriation holiday.

Formula apportionment. Another policy option is to tax profits based 
on a formula indicating where corporate spending takes place instead 
of where profits are reported. To give a rough example, if 20 percent 
of a corporation’s payroll expenses and investments are located in the 
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United States, the U.S. government would tax 20 percent of its global 
profits. Although no federal policymaker has endorsed the method, 
several U.S. states use formula apportionment to calculate corporate 
taxes for business activity within their borders. The European Union 
has been taking steps to adopt formula apportionment for internal busi-
ness activity as well. A different possibility is to tax foreign profits only 
in countries with tax rates below a certain level, as Japan is doing.

national consumption tax. The United States is the only advanced coun-
try without a national consumption tax, the most common form being 
a sales or value-added tax (VAT). Sales taxes in the United States have 
historically been the preserve of state and local governments, which 
have resisted a national sales tax in fear that it would cannibalize their 
tax revenues. Many small-government conservatives are also opposed 
to creating a new federal tax instrument. Other advanced countries 
rely much more on consumption taxes to raise tax revenue. Including 
all excise and state and local sales taxes, consumption taxes raise just 15 
percent of all U.S. tax revenue.47 In the rest of the OECD, the share is 
twice that. Under world trade rules, VATs could also be rebated when 
a company exports from the United States, offsetting any competitive 
disadvantage from the additional tax burden. One of the biggest chal-
lenges with corporate tax reform is finding enough revenue to offset 
rate cuts, and a VAT could help make up the difference. 

fu ture proSpectS

Congress may be shelving tax reform for now, but political payoffs may 
be growing for politicians who can deliver it. Corporate tax avoidance 
has attracted more media attention, most notably after Apple CEO 
Tim Cook testified in front of a Senate panel trying to defend the highly 
successful U.S. company against accusations of “tax gimmickry.”48 
Although few Americans understand the complexities of corporate 
tax rules, 72 percent say the nation’s tax system needs major changes or 
should be entirely reconstructed, a substantially higher share than the 
46 percent who said so in 2005. It is an opinion equally shared among 
Republicans, Democrats, and all demographic groups.49 

While working together on the congressional supercommittee in 
2011, the two heads of the major tax-writing authorities in the House 
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and Senate said the greatest common ground on major tax code revi-
sions was on corporate taxes. The contours of a likely reform have 
been drawn—cutting corporate rates, evening out effective rates, and 
taxing foreign profits differently. But difficult political compromises 
are still ahead before the United States can move forward on corporate 
tax reform. 
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