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INCREASING U.S. COMPETITIVENESS AND
PREVENTING AMERICAN JOBS FROM MOV-
ING OVERSEAS

TUESDAY, MAY 23, 2017

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
WASHINGTON, DC.

The committee met, pursuant to call, at 10:03 a.m., in Room
1100, Longworth House Office Building, Hon. Kevin Brady [chair-
man of the committee] presiding.

[The advisory announcing the hearing follows:]
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MEANS

MAN KEVIN BRADY
Chairman Brady and Subcommittee Chairman Roskam
Announce Hearing on Increasing U.S Competitiveness
and Preventing American Jobs from Moving Overseas
How Border Adjustment and Other Policies Will Boost Jobs,
Investment, and Growth in the U.S.

CHAIR

House Committee on Ways and Means Chairman Kevin Brady (R-TX) accompanied by Tax
Policy Subcommittee Chairman Peter J. Roskam (R-IL) announced today that the Full
Committee will hold a hearing entitled “Increasing U.S. Competitiveness and Preventing
American Jobs from Moving Overseas.” The hearing will take place on Tuesday, May 23,
2017 in 1100 Longworth House Office Building, beginning at 10:00 AM. The hearing will
focus on border adjustment and international tax modernization as a core element of
comprehensive tax reform and the implications of these policies for increasing jobs, investment,
and economic growth in the United States.

In view of the limited time to hear witnesses, oral testimony at this hearing will be from invited
witnesses only. However, any individual or organization may submit a written statement for
consideration by the Committee and for inclusion in the printed record of the hearing.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit written comments for the
hearing record must follow the appropriate link on the hearing page of the Committee website
and complete the informational forms. From the Committee homepage,
http://waysandmeans.house.gov, select “Hearings.” Select the hearing for which you would like
to make a submission, and click on the link entitled, “Click here to provide a submission for the
record.” Once you have followed the online instructions, submit all requested information.
ATTACH your submission as a Word document, in compliance with the formatting requirements
listed below, by the close of business on Tuesday, June 6, 2017. For questions, or if you
encounter technical problems, please call (202) 225-3625.

FORMATTING REQUIREMENTS:
The Committee relies on electronic submissions for printing the official hearing record. As

always, submissions will be included in the record according to the discretion of the Committee.
The Committee will not alter the content of your submission, but we reserve the right to format it



according to our guidelines. Any submission provided to the Committee by a witness, any
materials submitted for the printed record, and any written comments in response to a request for
written comments must conform to the guidelines listed below. Any submission not in
compliance with these guidelines will not be printed, but will be maintained in the Committee
files for review and use by the Committee.

All submissions and supplementary materials must be submitted in a single document via email,
provided in Word format and must not exceed a total of 10 pages. Witnesses and submitters are
advised that the Committee relies on electronic submissions for printing the official hearing
record.

All submissions must include a list of all clients, persons and/or organizations on whose behalf
the witness appears. The name, company, address, telephone, and fax numbers of each witness
must be included in the body of the email. Please exclude any personal identifiable information
in the attached submission.

Failure to follow the formatting requirements may result in the exclusion of a submission. All
submissions for the record are final.

The Committee seeks to make its facilities accessible to persons with disabilities. If you are in
need of special accommodations, please call 202-225-1721 or 202-226-3411 TTD/TTY in
advance of the event (four business days notice is requested). Questions with regard to special
accommodation needs in general (including availability of Committee materials in alternative
formats) may be directed to the Committee as noted above.

Note: All Committee advisories and news releases are available at
http://www.waysandmeans.house.gov/

Chairman BRADY. The committee will come to order.

Welcome to the Ways and Means Committee hearing on increas-
ing U.S. competitiveness and preventing American jobs from mov-
ing overseas.

Before we get started, I want to take a moment to speak about
the evil terror attack that occurred last night in the United King-
dom. Our deepest condolences go out to the victims, to their fami-
lies, and their loved ones. Please know that you are in our prayers.

Today, we are continuing our work on pro-growth tax reform that
will improve the lives of all Americans. This morning’s hearing is
focused on strengthening America’s competitiveness and preventing
American jobs from moving overseas.

For years, Americans have watched as our manufacturing plants,
middle class jobs, and longstanding U.S. companies have moved
overseas, devastating communities and the families that depend
upon them. Hundreds of thousands of good-paying American jobs
have left and continue to leave to China, Mexico, Ireland, and other
foreign countries. Some of our communities have never recovered,
because when these plants and companies move overseas, the local
b}lllsinesses, housing values, and local tax revenue disappear with
them.

I have watched as 17 key Texas companies have relocated their
headquarters to England, Canada, Bermuda, Ireland, the Cayman
Islands, Switzerland, and the Netherlands. Americans are being
hurt because our Nation is saddled with one of the most costly, un-
fair, and uncompetitive tax systems on the planet. According to the
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nonpartisan Tax Foundation, when it comes to competitive tax
codes, America is ranked nearly last among our global competitors,
31 of 35.

The good news is, we are edging out Greece. The bad news is,
nearly everyone else is eating our lunch, along with our jobs, man-
ufacturing plant, and research facilities. The urgency for bold, per-
manent pro-growth tax reform has never been greater.

We gather today because, with our current Tax Code, the playing
field for American workers is not level, not even close. Over three
decades have passed since the last time we reformed America’s Tax
Code. While Washington has been on the sidelines, our foreign
competitors have been improving their tax systems for their busi-
nesses and their workers.

Today, it is clear our Tax Code is failing American workers, fami-
lies and businesses in three crucial areas: First, our corporate tax
rate, now the highest in the industrial world at 35 percent, is at
least 10 to 15 points higher than our competitors. This makes it
much harder for our businesses to compete globally and create jobs
here at home.

Second, our tax system discourages U.S. businesses from bring-
ing home foreign profits to grow middle class jobs and middle class
paychecks. Instead, our Tax Code encourages global U.S. busi-
nesses to keep profits abroad, to grow foreign jobs and foreign pay-
checks. At last check, more than two and a half trillion dollars of
U.S. profits are stranded overseas, unable to be affordably rein-
vested back here in America.

Addressing these two issues is important and would be good
enough to move America back to average, somewhere in the middle
of the pack. But tax reform only happens once in a generation. Is
our vision merely to be average? Given all that is at stake for mid-
dle class families, our goal in tax reform should be to vault Amer-
ica from dead last among our global competitors back into the lead
pack, back among the top three best places on the planet for that
next new job, manufacturing plant, or research facility.

To do this, we must take action on a third crucial competitive
issue: Ending the Made in America tax. Today, the vast majority
of our international competitors apply taxes on products that are
sold in their country no matter where the product’s made. And they
remove taxes from products that are exported, including products
that are sold into the United States. This is called border adjust-
ment. Taxes are adjusted when products cross the border.

Over 160 of our competitors border-adjust their taxes. These are
all the blue countries on the map on the screens. America is one
of the very few who don’t, along with countries like Cuba, North
Korea, and Somalia. In our country, we apply taxes only on prod-
ucts that are made in America and Washington imposes that Made
in America tax on our products no matter where they are sold, in-
cluding overseas. As a result, Made in America products are at a
major tax disadvantage here at home and around the world.

So why is Washington providing special tax breaks for foreign
products over American-made products? Why should Chinese steel
get a tax break over American steel? Mexican auto parts and agri-
culture over American auto parts and agriculture? Foreign oil over
American made 0il? This doesn’t make sense, especially since this
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is a big reason our current Tax Code drives U.S. jobs and compa-
nies overseas.

In the tax reform blueprint, we propose to end the Made in
America tax and instead tax all products and services equally when
they are sold in America at a low rate of 20 percent. No special tax
breaks for foreign products, everyone treated the same, true com-
petition for the first time.

And we lift the tax on Made in America products and services
when they are sold abroad, and for the first time leveling the play-
ing field for American workers, businesses, and farmers. Our goal
is not simply to eliminate any tax reason to move American jobs
overseas, but to reestablish America as a 21st century magnet for
new jobs and investment. And for the first time, companies will no
longer gain by moving their headquarters to Bermuda, their manu-
facturing plants to China, or their intellectual property to Ireland.

As a result, for the first time in decades, companies and indus-
tries are coming forward to describe how, under the Republican
blueprint, they can bring a large part of their supply chains back
to America. These are the good-paying jobs, manufacturing plants,
research labs, and technology centers that house cutting-edge intel-
lectual property like patents. The current Tax Code told them to
move these activities oversees. The House blueprint allows them to
bring them back to the United States.

We recognize this is a significant change from our current Tax
Code. We know there are legitimate concerns, including from some
of our witnesses here today and our colleagues on the other side
of the aisle, about how it will affect American workers, businesses,
and consumers; and we are committed to working with all of you
to address these concerns. We have to get it right, and we will.

It is time for a Tax Code that rewards Americans’ hard work
rather than pushing American jobs out of our communities. The
Tax Foundation estimates the House blueprint as a whole will cre-
ate 1.7 million jobs over the next decade and grow paychecks for
middle class American families by roughly $5,000. Imagine how
successful American consumers will be when they have a secure
good-paying job and a Tax Code that allows them to keep more of
their paycheck. It is time for Washington to get off the sidelines
and back into the game, fighting for our businesses, workers, and
consumers.

I want to thank all of our witnesses for being here today. We
have a stellar field, and we look forward to hearing your ideas on
how we can level the playing field for American workers and un-
leash a new era of American prosperity.

Before I recognize the ranking member, I want to announce that
we are joined here today by Bill Thomas, who chaired this com-
mittee from 2001 through 2006.

Mr. Chairman, welcome back.

I now yield to the distinguished ranking member, Mr. Neal, for
the purposes of an opening statement.

Mr. NEAL. Thank you, Mr. Chairman. And we fully share the
sentiments you expressed on the events that took place last night
in Manchester, Great Britain.

First, let me thank you, Mr. Chairman, for holding today’s hear-
ing on increasing U.S. competitiveness and preventing American
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jobs from moving overseas. It is an important topic and I look for-
ward to a productive conversation.

As we continue with this series of hearings on comprehensive tax
reform, I want to reiterate my support for reforming the Tax Code.
There is certainly strong bipartisan support for simplifying the tax
system and making it more fair.

We on the Democratic side are willing partners in those efforts.
However, we will support tax reform on a comprehensive basis that
will ease financial burdens on the middle class and working fami-
lies. We will not support tax cuts for those at the top of the income
scale at the expense of those of the middle class. Our primary focus
?nd top priority in tax reform needs to be putting the middle class
1rst.

I also believe that a key component of tax reform is ensuring
that American businesses remain competitive in the global econ-
omy and that we prevent American jobs from moving overseas.
Achieving this includes providing incentives to companies to con-
duct research and development here in the United States. We also
need to improve our Nation’s infrastructure so that it is in line
with other developed nations. That includes meaningful invest-
ments to repair and enhance our Nation’s roads, rails, bridges, har-
bors, sea and water harbor opportunities as well. These reforms
can be done through the Tax Code and would also jump start eco-
nomic growth and create thousands of jobs.

Another key component of international competitiveness is in-
vestment in well-trained and skilled workforce opportunities. A
2015 report by the Manufacturing Institute estimated that over the
next decade 2 million manufacturing jobs in this country could go
unfilled due to a skills gap.

The New England Council recently estimated in a 2015 report
that thousands of high-paying advanced manufacturing jobs, some
with salaries well over $80,000 a year with full benefits, go unfilled
because employers are struggling to find candidates to meet the
needs of these open positions.

At a time when families across the country are trying to reach
and stay in the middle class, our Nation cannot afford to have fac-
tories and workers sit idle. To remain competitive, we need to in-
vest in workforce development.

Let me shift to another focus of today’s hearing, the border ad-
justment tax. I think that the border adjustment tax proposal is
certainly interesting. As my past support of an innovation box dem-
onstrates, I am no stranger to innovative tax ideas and am willing
to look outside the box for smart tax policy and certainly encourage
others to do the same.

Some argue that a border adjustment tax would create such an
incentive for companies to make things in the U.S. that it would
drive up demand for American-made goods. We certainly are sup-
portive of American manufacturers. However, there are many un-
knowns about the border adjustment tax. Given the many signifi-
cant economic uncertainties and risks associated with the border
adjustment tax, the committee must evaluate its merits thoroughly
and methodically.

There are many very important questions that must be answered
in order to evaluate the proposal. So I applaud the chairman for



7

holding today’s hearings to do just that. For example, what will the
impact be on consumers? The retailers tell us that the cost of prod-
ucts, like food, clothing and medicine, will go up for consumers by
more than $1,700 a year, gas prices could increase by 35 cents a
gallon. Also, I have been told that a 20 percent BAT would increase
the average home heating oil cost for a New England family by up
to $400 per winter.

Middle class families can’t and shouldn’t have to sustain these
types of increases in consumer prices as a result of tax reform. Is
that a risk with an adjustment border tax? Will the dollar
strengthen to offset increases in consumer prices? If so, how long
will it take and will it, indeed, be complete? And how much cer-
tainty is there with respect to currency fluctuations and other im-
plications of an increased dollar?

And the border adjustment tax, is it WTO compliant? Is there
the risk of retaliation? What would the BAT’s impact be on Amer-
ican jobs? Who will be the winners and losers as a result of a bor-
der adjustment tax?

Another important question that I have is the impact on small
businesses. Unfortunately, we don’t have a small business witness
with us today. But I think understanding the potential impact on
small business is key. The owner of Dave’s Soda and Pet Food City
in my district, who is quite successful, tells me that his imported
products would certainly provide the margin for him to operate the
rest of his business as currently constructed. He says that if his
costs go up, he can’t rent out utilities, he can’t rent out other places
to cut the payroll; in fact, he has to absorb the cost.

He also is very concerned that if consumers have to pay more for
gas and other essentials, he will sell less of the pet accessories that
keep his business afloat. I hope we can continue to examine the im-
pact of the BAT on small businesses.

Mr. Chairman, I hope you will consider holding a hearing in the
near future on how to best use revenue from a deemed repatriation
tax as we discuss tax reform. I support using repatriation dollars
to pay for infrastructure and/or other productive purposes for the
middle class.

Mr. Chairman, thanks for your leadership in calling today’s hear-
ing, and I am hopeful that we can dive into this topic of the BAT
and get our questions answered. I hope that this will continue to
be a productive conversation, and thank the witnesses for their
participation.

Chairman BRADY. Thank you, Mr. Neal. Without objection,
other members’ opening statements will be made part of the record.

Today’s witness panel includes five experts: Juan Luciano is the
president and chief executive officer of the Archer Daniels Midland
Company; Brian Cornell is the board chairman and chief executive
officer of the Target Corporation; William Simon is the former
president and chief executive officer of Walmart U.S.; Lawrence B.
Lindsey is the President and chief executive officer of The Lindsey
Group; and Kimberly Clausing is the Thormund A. Miller and Wal-
ter Mintz professor of economics at Reed College.

The committee has received your written statements. They will
all be made part of the formal hearing record. You each have 5
minutes to deliver your oral remarks.
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We will begin with Mr. Luciano. Welcome, and you may begin
when you are ready.

STATEMENT OF JUAN LUCIANO, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, ARCHER DANIELS MIDLAND COMPANY

Mr. LUCIANO. Thank you. Chairman Brady, Ranking Member
Neal, members of the committee, thank you for the opportunity to
testify about comprehensive tax reform. ADM began as a linseed-
oil processor in Minneapolis 115 years ago. Today, we employ near-
ly 20,000 employees in the United States, serving customers in 160
countries. Our network allows us to source crops, to transport them
to our facilities, to transform them into food, feed, renewable fuels
and chemicals, and to deliver them to customers on six continents.

We support U.S. farmers and businesses in significant ways. In
2016, we purchased $25.9 billion in goods and services from farm-
ers or vendors in all 50 States. I am pleased to say we have em-
ployees in 25 of the 26 States represented on this committee. And,
Congressman Neal, we hope to have the opportunity to invest in
Massachusetts too.

ADM’s reach opened global markets for America’s farmers who
have run a trade surplus for 50 years. But U.S. companies like
ADM now compete with well-capitalized non-U.S. companies, who
often enjoy a tax system with lower rates and border adjustments
that create a competitive advantage for them.

ADM only thrives when America’s farmers thrive. For us to serve
America’s farmer while creating jobs and contributing to growth,
we must have a globally competitive U.S. Tax Code. We must en-
courage the return of capital to the U.S. and enable companies like
ADM to create and maintain jobs here in the United States.

The proposal we are discussing today will help accomplish those
goals. First, reducing the corporate rate to 20 percent will allow
companies like ADM to operate more competitively.

Today, many competitors have a substantial tax advantage. Our
effective tax rate is approximately 30 percent, and we must com-
pete with firms with tax rates at 20 percent or in the teens.

Second, the proposal will level the playing field by moving from
worldwide taxation to territorial taxation. A territorial tax system
will remove the burdens of high corporate tax rates and address
the capital restrictions that hinder U.S. companies, but not global
competitors. This will facilitate our ability to enable American
crops to reach the world.

Third, a destination-based cash flow tax will level the playing
field for our exports when we must go toe-to-toe with competitors
we enjoy significant BAT rebates or exemptions when they export.
Unlike a BAT, the U.S. income tax system has no offset for exports.
This systematically disadvantages our own producers. A destina-
tion-based cash flow tax corrects this imbalance.

The U.S. market share of global exports has fallen precipitously
in major commodities over the past five decades. The U.S. is no
longer number one in soybeans and wheat. From 1965 to today,
U.S. world share of soybeans exports has fallen from 90 percent to
39 percent, with Brazil taking the lead. Over the same period, our
world share of exports of wheat has fallen from 40 percent to 20
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percent, with Russia taking the lead. The U.S. world share of corn
has fallen from 65 percent to 34 percent.

America’s antiquated tax system may not be the only reason for
this decline, but it clearly contributed. We need to modernize our
Tax Code to allow us to keep up with the rest of the world. This
proposal creates the climate which will support the reinvesting in
America and will result in millions of American jobs.

It will help stop the decline in our market share and enhance our
ability to serve the world. Other countries have responded to our
inaction. We have the opportunity, with tax reform, to give Amer-
ican farmers and workers the chance to fairly compete and provide
American products to customers around the globe.

[The prepared statement of Juan Luciano follows:]
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May 23, 2017

About ADM
Chairman Brady, Ranking Member Neal, and Members of the Committee:

Thank you for the opportunity to testify today about comprehensive tax reform—an issue that is
critical if we are to continue to create and maintain American jobs.

ADM began as a linseed-oil processor in Minneapolis 115 years ago. Today, we are a team of
32,000 employees worldwide serving customers in 160 countries. Our global operations include 750
crop-procurement and ingredient-manufacturing facilities; more than three dozen innovation centers;
and a transportation network comprising railcars, barges, trucks, trailers and oceangoing vessels.
With this network, we are able to source crops from farmers around the world; transport them to our
processing facilities; transform them into thousands of food and feed ingredients, renewable fuels
and chemicals; and deliver them to customers on six continents.

ADM has a broad impact on our nation’s economy going far beyond the brick and mortar of our
physical facilities. Our presence in the communities in which we operate brings reliable and
sustainable economic support to farmers, service providers and other businesses both large and
small. In 2016, we purchased $20.5 billion in goods and services from vendors or farmer suppliers
in the 26 states represented on this committee. We have employees in 25 of the 26 states and 14 of
the Congressional Districts represented on this committee. We employ nearly 20,000 people directly
in the United States, and our operations support tens of thousands of other American jobs.

Broad Perspective on Food and Agriculture

ADM'’s global reach offers America’s farmers access to markets far beyond the United States. The
U.S. enjoys the good fortune of being a resource-rich nation in agricultural production. As a resullt,
America’s farmers are able to produce more than we consume at home. Therefore, exports are a
vital part of the U.S. agricultural and rural economy.
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U.S. agriculture has run a trade surplus for nearly 50 years. Agriculture exports $130 billion in
products each year which when combined with $169 billion in related export activity, creates $300
billion in annual agriculture related economic activity. This has an impact on farm income and much
more. Agriculture and related food industries provide 21 million jobs—representing 11% of total U.S.
employment—and support 18.4 million additional jobs in related industries. Exports alone support 1
million jobs, including 750,000 non-farm jobs. Agriculture and food together contribute $992 billion
to our nation’s GDP. (Source: USDA, Economic Research Service.)

Value added to GDP by agriculture, food, and related industries,
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Note: GDP refers to gross domestic product.
Source: USDA, Economic Research Service using data from U.S. Department of
Commerce, Bureau of Economic Analysis, Value Added by Industry series.

Exports match our nation’s agricultural production with global demand, reflecting the 95 percent of
consumers who live outside the U.S. These are our current and potential customers, and we are
proud to work to supply them safe, high quality, American-grown products. Exporting also allow us
to achieve the important goal of providing food to the 90 percent of the world’s population who live in
developing countries — a group whose rapid change in economic circumstances alters the global
market for agriculture on a yearly basis. Consider how the lives of these people—and global markets
for U.S. products—are changing:

o Global poverty has fallen faster in the past 20 years than at any time in history.

e In 1993, almost 2 billion people around the world lived on less than $2 a day. By 2012, that
figure had been cut in half. By some estimates, it fell further to about 700 million in 2015.

o During this time, the share of people living in chronic hunger also has been cut nearly in half.

e The global infant mortality rate also fell 50 percent between 1990 and 2015.

e Average incomes in developing countries have almost doubled after controlling for inflation.
(Source: Radelet, Stephen, “Progress in the Global War on Poverty,” Christian Science Monitor,
Feb. 7, 2016)
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When family incomes increase, moving from subsistence to more stable circumstances, people
desire more food. And beyond an increase in demand for calories they also quickly target food of
higher quality and safety, with a specific focus on protein. American agriculture is perfectly
positioned to meet this demand.

But we have competition: the United States is no longer the sole agricultural powerhouse in the
world. South America has surpassed North America in oilseed production. Brazil's second corn
crop has turned the country into our largest export competitor in the global corn market. The Black
Sea region is now a major force in wheat production as U.S. acreage has steadily declined to early
20t century levels. China recently has ended its corn-stockpiling program which impacts global
markets.

In this new environment, U.S.-based global agricultural companies like ADM compete with well-
capitalized, non-U.S. companies. These are sophisticated competitors with deep regional and often
global reach. These companies often enjoy tax systems with lower rates and border adjustments
that give them a competitive advantage. When investment in agriculture moves to other countries,
jobs move there too.

In order for us to continue to create jobs and contribute to economic growth, while serving America’s
farmers and our employees, we must have a U.S. tax code that is globally competitive. A
competitive tax code will help us continue providing American-made food and feed to our customers
in the United States and abroad in the face of robust and, from a tax perspective, ever strengthening
competition from abroad. We need your help to level this playing field and we stand ready to work
with this Committee to achieve needed tax reform.

The Need for Tax Reform

Decades ago, when much of the world had a tax system that resembled the U.S. tax code of today,
there was little competitive disparity. That is not the case any longer. Over time, tax systems
changed country-by-country, while the U.S. system remained the same. Unlike so many other areas
where the U.S. has been the global leader in innovation, we have allowed our tax system to
stagnate.

U.S.-based companies face a high tax rate on worldwide income, while non-U.S. companies pay
taxes at a lower rate and pay on income only in the countries in which it is earned. The higher rate
on worldwide income inhibits our ability to compete effectively. The result is a competitive
advantage for our non-U.S. competitors, not because they are more efficient or understand the
marketplace better, but because they often enjoy greater capital mobility and greater operational
flexibility thanks to territorial systems that do not limit or tax the flow of capital to locations with
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highest rewards. This advantage is magnified because a territorial system can reflect lower overall
tax rates that, in turn, support higher margins and investment returns.

This combination puts U.S. companies at a distinct and significant competitive disadvantage. We
can have the best engineering, the best business plan, the best customer service and the most
efficient operations, and still be challenged to compete with tax-advantaged non-U.S. firms. We
have strengths we can’t realize and potential we can't fulfill.

Many foreign jurisdictions supplement their revenue needs with Value Added Tax (VAT) systems. A
VAT shifts the tax base from domestically produced products that are taxed under an income tax
system—including products that are ultimately exported—to a focus on domestically consumed
products regardless of where they were produced. American-based companies with foreign
operations like ADM are taxed both in foreign countries (where we also pay VATSs), as well as in the
U.S. under the worldwide system of income taxation.

This is not a debate about U.S. companies simply wishing to pay less; it is a discussion about the
need for a transformative, competitive, and modernized U.S. code that, at a minimum, levels the
playing field between U.S. and non-U.S. businesses so that we encourage the return of capital to the
U.S,, lessen the penalty on capital mobility that hurts U.S. firms but not our foreign competitors, and
enables companies like ADM to create more jobs, grow at home and compete more fairly. Tax
reform will enable us to be a stronger seller of our nation’s agricultural bounty, help us create jobs
and invest in new products, and allow us to better meet the needs of our customer and suppliers.

How the Tax Reform Proposal Helps

Responsible and comprehensive tax reform that addresses the competitive needs of American
companies will stimulate investment and job creation in America. Since U.S. agriculture production
outpaces U.S. consumption and the industry therefore is a net exporter, and since our company
exports $10 for every $1 we import, this proposal is appealing. It makes three key reforms that go
a long way toward leveling the playing field between us and our global competitors:

1. Reduces the corporate tax rate to 20 percent.
2. Converts the worldwide system of taxation to a territorial tax.
3. Creates the Destination Based Cash Flow Tax, also called the Border Adjustable Tax.

Rate Reduction: Rate reduction is a critical component of the proposal for ADM. A reduction in the
corporate rate would allow ADM to evaluate prospective investments based on an after-tax rate of
return that is on par with non-U.S. competitors. Today, competitors have a substantial tax
advantage—even if we are a more efficient company. That means they can make investments and
create jobs more cheaply in other countries than in the U.S. ADM routinely has an adjusted effective

4
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tax rate of approximately 30 percent, while our non-U.S. global competitors frequently enjoy effective
tax rates that are at least 10 percentage points below us, and some with a tax rate below 20 percent.

Territorial Tax System: Our foreign operations are penalized under our current worldwide system.
Foreign operations are an important element in the linkage of American crops to non-U.S.
customers. An overseas processing facility is a reliable destination for American agriculture exports,
helping ensure that the product best reflects the local tastes and requirements. We support a
territorial tax system, like the one in this proposal and similar to those that have been widely adopted
around the world. Our antiquated, overly complex anti-deferral rules result in high corporate tax
rates on income that would only be subject to additional local taxes under territorial systems.
Moreover, the current worldwide system strands capital abroad and places a de facto tax on capital
mobility, a burden on ADM that our global competitors do not have. The worldwide tax system
creates incentives to locate jobs, facilities, and research and development outside the United States.

Destination Based Cash Flow Tax: Many of the markets in which we operate are commodity
focused and in those markets we compete largely on price. The economic impact of tax disparities
is profound. One of the reasons ADM supports this proposal is because it eliminates tax disparities
on exports that arise due to differences between the U.S. income tax system and the border-
adjusted VATs of OECD countries. Transactions between nations that operate on the same tax
system are relatively tax neutral, because imports are subject to tax in the importing country and
there is typically an offsetting exemption through the refund mechanism for exports. However,
because the U.S. operates on a pure income tax system, there is no corresponding offset for exports
from the U.S. Stated simply, by being the only major country on a pure income tax system, our
exports are systematically disadvantaged because they bear more tax. The Destination Based Cash
Flow Tax addresses this imbalance and begins to level the playing field between our tax system and
the VAT systems of the rest of the world. If we can eliminate this imbalance, more investment, and
more jobs, should come to the U.S.

Conclusion

According to the Tax Foundation, the proposal under discussion today would increase GDP by 9.1
percent over the long-term, would grow wages by 7.7 percent and would create 1.7 million full-time
equivalent jobs in the United States. This is the type of tax reform that will make us more
competitive and create and maintain jobs here in America.

As we look back on the U.S. agriculture industry’s performance from 1961 to today, the U.S. share of
world trade as a percent of exports in key agricultural products has fallen significantly. For corn,
soybeans, soymeal and wheat, America is no longer the dominant player.
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US as a Percent of World Exports - Pro Exporter & USDA
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While a variety of factors have contributed to this decline, our antiquated tax system is clearly a
major factor. A modernized, innovative, competitive tax system could be an important step toward
helping to correct and eventually reverse these trends. Compared to many other crop-producing
nations, the U.S. has well-developed infrastructure. Our farmers have access to first-class
technology, from tractors to computers to drones. We have property rights, enforceable contracts,
and modern legal systems that market participants trust. Despite these advantages, we have lost
market share over the past 40-plus years. While we cannot point to tax policy as the single driving
factor underlying this decline, this decline occurred during the time of growing tax policy divergence.
We need to modernize our tax code to ensure it does not create an obstacle to our ability to keep
pace with the rest of the world.

This tax reform proposal offers a great chance to provide a climate for reinvesting in America and
American agriculture, helping to stop the decline in our loss of market share, once again grow our
agricultural footprint, and create millions of American jobs. Other countries have responded to our
inaction. This proposal offers the chance to give American farmers, American workers and
American agriculture the chance to compete fully and to continue providing American products to
customers around the globe.

Thank you again for inviting me to share my observations, and for your efforts on this important
issue. | look forward to your questions.
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Chairman BRADY. Mr. Luciano, thank you very much for your
testimony.
Mr. Cornell, welcome, and please proceed.

STATEMENT OF BRIAN CORNELL, BOARD CHAIRMAN AND
CHIEF EXECUTIVE OFFICER, TARGET CORPORATION

Mr. CORNELL. Good morning, Chairman Brady, Ranking Mem-
ber Neal, and members of the committee. Thank you for the oppor-
tunity to be here today.

Let me begin by saying that we strongly support tax reform. At
Target, we have a very high effective tax rate, an average of 35
percent over the last decade. So we are as motivated as anyone to
bring that rate down. We recognize our current Tax Code is broken.
The status quo is unacceptable.

Mr. Chairman, we will put every tax benefit we currently receive
on the table, every single one, in order to pass tax reform, to lower
that rate, to spur investment, to create jobs, and to grow the Amer-
ican economy. However, we have concluded that the new border ad-
justment tax would undermine the progrowth principles in the
blueprint.

And it is not just us; more than 500 companies and associations
feel the same way. I am talking about Main Street coffee shops, car
dealers, grocery stores, gas stations, and restaurants. From large
companies like Target to small American businesses, we have all
come to the same conclusion: Under the new border adjustment
tax, American families, your constituents, would pay more so many
multinational corporations can pay even less.

Eighty-five percent of America shops at Target every year. We
believe this new tax would hit families hard, raising prices on ev-
eryday essentials by up to 20 percent. We are not talking about
luxury items here, but instead the basics American families need.
Moms in Cincinnati would pay more for back-to-school clothes. Par-
ents in Houston would pay more for their groceries. Seniors in
Philadelphia would pay more for medicine. Every time your con-
stituents fill up their gas tanks, they would pay more. The people
who shop at Target are middle class, hardworking families whose
budgets are already stretched. For them, this new tax would be a
budget-breaker.

Mr. Chairman, we are investing in America. We are hiring. We
recently announced we are investing $7 billion in communities
across this country, $7 billion to build new stores, to renovate hun-
dreds more, and to transform our distribution network, all right
here in the United States.

These investments will create thousands of new jobs at Target
and thousands more for engineers and electricians, plumbers and
painters across the country, and we are doing that today. But
under the new border adjustment tax, our rate would more than
double, from 35 percent to 75 percent. And we, like many others,
would be left with only bad options. It is pretty simple math. If the
government takes nearly $4 out of every $5 we make, 4 out of 5,
there is no capital to invest and no prospects for growth, and that
matters a lot, both to us and to the American economy. Instead of
investing and creating jobs, we would be pushed in the other direc-
tion.
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Mr. Chairman, I have a responsibility to more than 320,000 em-
ployees, 99 percent of whom are based right here in the United
States. That is hundreds of thousands of American families who de-
pend on me every day. I know there is an academic theory that
says currency markets will adjust, that families won’t be harmed
under this plan. Well, that might work in a textbook, but I can’t
tell my employees that their paychecks and Congress shouldn’t tell
American families that their budgets are being wagered on an
unproven and untested theory.

So in closing, Mr. Chairman, members of the committee, we have
a historic opportunity to simplify the Tax Code, to spur economic
growth, and to create jobs. Many parts of the blueprint will do just
that, but I can’t sign up for a plan that would stick American fami-
lies with that bill or a plan that would double our tax rate, a plan
that would stifle our investment in America. Mr. Chairman, I want
to thank you again for your leadership.

I know this is challenging and I want to help. Let’s move past
the new border adjustment plan and get tax reform done. It is too
important. That is why we are here today. So thank you.

[The prepared statement of Brian Cornell follows:]
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Good morning Chairman Brady, Ranking Member Neal and members of the committee.
Thank you for the opportunity to be here today...

Let me begin by saying that we strongly support tax reform. At Target, we have a high
effective tax rate — an average of 35 percent over the past decade. So we're as
motivated as anyone to bring that rate down.

Our current tax code is broken. The status quo is unacceptable. Mr. Chairman, we'll put
every tax benefit we currently receive on the table — every single one — in order to: Pass
tax reform. Spur investment. Create jobs. And grow the American economy.

However, we’ve concluded that the new border adjustment tax would undermine the
pro-growth principles in the Blueprint. And it's not just us. More than 500 companies and
associations feel the same way. Main Street coffee shops. Car Dealers. Grocery Stores.
Gas Stations. And restaurants. From large companies like Target — to small American
businesses. We've all come to the same conclusion. Under the new border adjustment
tax, American families — your constituents — would pay more so many multinational
corporations can pay even less.

85 percent of Americans shop at Target every year. We believe this new tax would hit
those families hard. Raising prices on everyday essentials by up to 20 percent.

We’re not talking about luxury items here, but instead the basics that American families
need...Moms in Cincinnati would pay more for back-to-school clothes. Parents in
Houston would pay more for groceries. Seniors in Philadelphia would pay more for their
medicine. Every time your constituents fill up their gas tanks, they would pay more. The
people who shop at Target are middle-class working families, whose budgets are
already stretched. For them, this new tax would be a budget breaker.

Mr. Chairman, we’re investing in America. We're hiring. We recently announced we’re
investing $7 billion in communities across the country. $7 billion. To build new stores...
To renovate hundreds more...And to transform our distribution network... All right here
in the United States. These investments will create thousands of new jobs at Target,
and thousands more. For engineers, electricians, plumbers, and painters all across the
country. That means new stores and new jobs in America. Today.

But under the new border adjustment tax, our rate would more than double, from 35
percent to 75 percent. And we — like many others — would be left with only bad options.
It's simple math. If the government takes nearly four out of every five dollars we make.
Four out of Five. There’s no capital to invest and no prospects for growth. And that
matters a lot. Both to us and to the American economy. Instead of investing and creating
American jobs, we’d be pushed in the other direction.
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Mr. Chairman, | have a responsibility to more than 320,000 employees — 99 percent of
whom are based right here in the United States. That's hundreds of thousands of
American families who depend on me. | know there is an academic theory that says
currency markets will adjust. That families won’t be harmed under this plan.

Well that might work in a textbook. But | can’t tell my employees that their paychecks.
And Congress shouldn’t tell American families that their budgets. Are being wagered on
an unproven and untested theory.

Soin closing...Mr. Chairman...members of the Committee...We have a historic
opportunity to simplify the tax code. To spur economic growth and create jobs.

Many parts of the Blueprint will do just that. But | can’t sign up for a tax plan that would
stick American families with the bill or a plan that would double our tax rate. A plan that
would stifle our investment in America. Mr. Chairman, | want to thank you again for your
leadership. | know this is challenging, and | want to help. Let’'s move past the new
border adjustment tax. And get tax reform done. It's too important. That’s why I'm here
today. Thank you.
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Chairman BRADY. Thank you.
Mr. Simon, welcome today, and please proceed with your testi-
mony.

STATEMENT OF WILLIAM SIMON, FORMER PRESIDENT AND
CHIEF EXECUTIVE OFFICER, WALMART U.S.

Mr. SIMON. Thank you, Chairman Brady, Ranking Member
Neal, and members of the committee. It is really my pleasure to
be here with you today and discuss the importance of U.S. manu-
facturing on middle class jobs. I am here representing myself as a
private citizen. These are my views.

I would like to begin by noting that I have long been a supporter
of U.S. manufacturing. In fact, the National Retail Federation
hosted me at their annual meeting in 2013, where we launched
Walmart’s U.S. manufacturing initiative, which I would add has
been quite successful.

Manufacturing jobs in this country and, really, around the world
have always represented a pathway to the middle class. That is
how it works. And we have seen it throughout our history. And
there is a reason that the middle class has struggled in this coun-
try recently; and it is the same reason we have seen middle classes
emerge in global markets, and that is, the manufacturing base has
moved and, with it, the jobs have followed.

There was a time in this country when a job in the local factory
was a ticket to the middle class. I grew up in Congressman
Larson’s district around Hartford, Connecticut. And we made Pratt
and Whitney engines and Colt firearms, and everybody in the com-
munity was proud of that fact and if you got a job there you were
set.

But in this country, it doesn’t work that way anymore. You, the
government, you lay out the rules like puzzle pieces, and then busi-
nesses like us take the tax, labor, and trade policies that you have
given us and put them together and try to deliver the best results
we can for shareholders. And over the past 30 years, when you as-
semble those puzzle pieces, virtually every scenario run by every
company has resulted in the same outcome: Offshore manufac-
turing and a hollowed-out middle class with limited job progres-
sion. Something needs to change on this, everybody agrees. And I
join my colleague in commending you for taking on this difficult
issue.

Many ideas have been discussed in recent months, and of the
most controversial, particularly for the retail industry, has been
the border adjustment. And I have weighed the considerable chal-
lenges the proposal presents to retail—and they are considerable—
with the significant benefits that it will deliver to the economy as
a whole and have concluded that, if properly implemented, it is in
the best interests of the country for this to be considered.

However, such a system would have to be implemented with
careful consideration to the transitional challenges retailers will
face. It has to allow for adjustments that are necessary to address
the concerns that you have heard from the industry. For example,
most of the manufacturing capacity that exists in the world outside
of food products no longer is based in the U.S., as we have heard,
so simply applying a 20-percent tax across the board on day one
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would have serious impact to the industry and consumer, and I
know that is not being proposed.

I hope you see my point of view isn’t completely at odds with the
industry. I just look at it from a different perspective. That is, if
we are to move forward, I believe it is important that retailers
work with the committee and provide input on how to best transi-
tion. The industry, retail industry is already in flux. They are deal-
ing with generational technology and trend changes, and I submit
that it is all part of the same issue. The challenges that face the
middle class today have put a damper on the power of the con-
sumer and are now impacting retail broadly.

Resurgence in American manufacturing would result in a strong-
er U.S. consumer and a stronger retail industry over the long run.
But in manufacturing and in supply chains, the long run is a long
time. And a migration of manufacturing out of the U.S. took 30
years, and so it is critical that any proposed legislation under-
stands and accounts for this. If you move forward with the border
adjustment, I would recommend considering a long implementation
period with a phase-in of the tax impact. And to guard against the
currency fluctuations that some believe are just a textbook thing,
economists forecasting those impacts would offset the change. And
I would suggest that you peg or use the value of the dollar maybe
to trigger or signal the next phase-in of the tax, or some other
method that provides some security to the retail industry.

And there is also things that the retailers can do, the industry
can to accelerate the transition. First and foremost is embrace U.S.
manufacturers when they come online, and they will come online
rapidly, because with the change American sourcing will become
increasingly viable.

Also, being closer to the point of consumption shortens lead
times, lowers transportation costs, and increases manufacturing
flexibility.

Second, for some products, and apparel is a good example, com-
petitively priced U.S. product won’t be available for some time. In
that case, they need to work with existing suppliers and look up-
stream as a way to drive down costs. For example, American cotton
is readily available on the international markets and could be ac-
quired by a retailer and then reimported to offset some of the im-
pact of the adjustment.

With increased competition, obviously, prices will come down.
Our current system isn’t serving anybody well at all. But until we
substantially change the puzzle pieces, the puzzle will continue to
be assembled in a way that inhibits the development of our manu-
facturing base. It will continue to restrict the development of the
American middle class, and it will not deliver the economic security
that we need.

But, if we get the pieces right, we will see a rebirth of American
manufacturing without the severe negative impacts on important
sectors like retail. We will see more good middle class jobs, a ro-
bust U.S. economy, and an era of growth that will be led by a new
industrial revolution.

Thank you.

[The prepared statement of William Simon follows:]
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Chairman Brady, Ranking Member Neal and Members of the Committee,
my name is Bill Simon and I am the former Chief Executive Officer of
Walmart, US. [ am privileged to be here today to discuss the importance

of rebuilding U.S. manufacturing to protect and grow middle class jobs.

[ am here representing my own views as a private citizen.

I'd like to begin by noting that I have long been a strident supporter of
US manufacturing. Indeed, the National Retail Federation hosted me at
their annual meeting in 2013 when we launched the Walmart US

manufacturing initiative - which, I would add, has been quite successful.
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Manufacturing jobs have always represented the pathway to middle

class. We have seen that throughout our history.

There is a reason that the middle class in the US has struggled recently.
It is the same reason the middle class in other global markets has

emerged. The manufacturing base has moved and the jobs followed.

There was a time when a job in the local factory was a ticket to the
middle class. I grew up in Congressman Larsen’s district around
Hartford, CT. We made Pratt and Whitney Engines and Colt Firearms.

We were proud of that. If you got a job there, you were set.

But not anymore.

The government lays out the rules, like puzzle pieces. Those pieces are
the tax, labor and trade policies that they believe best for the country.
Businesses take those pieces, put them together and use them in order

to maximize the return for their shareholders.
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Over the last 30 years, when you assemble those puzzle pieces virtually
very scenario ran by every company, results in the same outcome,
offshore manufacturing and a hollowed out middle class with no job

progression.

We need a new system. Something needs to change. On that, virtually
everyone agrees. | commend you for taking on this most important

issue.

Many ideas have been discussed in recent months. One of the more

controversial for the retail industry is the Border Adjustment.

[ have weighed the considerable challenges this proposal presents to
retail with the significant benefits it will deliver to the economy as a
whole and have concluded that properly implemented, it is in the best

interest of our country for this to be considered.

However, such a system would have to be implemented with careful

consideration of the transitional challenges that U.S. retailers will face.
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It must allow for adjustments that may be necessary to address the

concerns you've heard from the industry.

Most of the manufacturing capacity that exists in the world, outside of
food products, is no longer based in the US. Simply applying a 20% tax
on day one to those products would have a serious impact on the

industry and the consumer.

[ hope you see that my point of view isn’t completely at odds with the

industry. I'm just looking at this from a different perspective.

If we are to move forward, [ believe it is important that retailers work

with this committee and provide input on how to best transition.

The retail industry is already in flux. They are dealing with generational
technology and trend changes. [ would submit this is part of the same
issue. The challenges facing the middle class have put a damper on the
power of the consumer in recent years and are now impacting retail

broadly.
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Resurgence in American manufacturing would result in a stronger US
consumer and a very healthy retail industry over the long run. Butin
manufacturing and supply chains, the long run is a very long time. The
migration of manufacturing out of the US took 30 years. Itis critical that

any proposed legislation understands and account for this.

If you move forward with a border adjustment, I would recommend
considering a long implementation period with a phase in of the tax
impact. Economists forecast that currency impacts would offset all or
most of these changes. If that is the case, use the expected value of the
dollar to ‘trigger’ the next phase in the tax rates or some other trigger

method.

There are also many things that the retail industry can do to accelerate

the transition.

First, embrace US manufacturers as they become established. With the
change, American sourcing will become increasingly viable.

Additionally, being closer to the point of consumption, shortens lead
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times, lowers transportation costs and increases manufacturing

flexibility.

Second, for some products, apparel for example. Competitively priced
US product won’t be available for some time. Working with existing
suppliers, the industry should look up stream at the component parts to
drive down costs. For example, American cotton is readily available and
used throughout the world. A retailer could secure products made with
US cotton for reimport to the US lowering the impact of a border

adjustment.

With increased competition pricing will come down. As more American

manufacturers come online, pricing all over the world should be lower.

Our current tax system is not serving any of us well. But until we
substantially changes the pieces, the puzzle will continue to be
assembled in a way that inhibits the development of our manufacturing
base. It will continue to restrict the development of the American

middle class and it will fail to deliver the economic security we all seek.
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But if we get the pieces right, we will see a rebirth of American
manufacturing, without severe negative impacts on important sectors
like retail. We will see more good middle class jobs, a robust US
economy and an era of growth that will be led by a new industrial

revolution.

Thank You
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Chairman BRADY. Thank you, Mr. Simon.
Mr. Lindsey, welcome to you as well and please proceed.

STATEMENT OF LAWRENCE B. LINDSEY, PRESIDENT AND
CHIEF EXECUTIVE OFFICER, THE LINDSEY GROUP

Mr. LINDSEY. Thank you, Mr. Chairman.

Chairman BRADY. Hit that microphone.

Mr. LINDSEY. I was told to do that. Can’t teach old dogs new
tricks, I guess.

Mr. Chairman, Ranking Member Neal, and members of the com-
mittee, thanks very much for having me here today.

I think we all have the same objective, and that objective is to
grow this economy faster, improve our competitiveness, raise living
standards, and, if possible, improve the distribution of income by
making it more fair. I am here today because I believe that the
basic blueprint that was outlined will accomplish all of these goals.

Forty years ago, when I was a graduate student, the basic struc-
ture of what was laid out in the blueprint was considered across
the political spectrum to be the best way we could design a tax sys-
tem. I quote in my testimony a paper written by a colleague of
mine, Larry Summers, that points this out. He said: The welfare
cost of capital income taxation is seriously underestimated. For
reasonable parameter values, the annual welfare gained from a
shift to consumption taxation is conservatively estimated at 10 per-
cent of GDP. It is unlikely that that basic conclusion of this anal-
ysis would be altered. Capital income taxes are likely to appear
very undesirable in any sort of realistic lifecycle formulation.

That is how broad the consensus was about how we should struc-
ture our Tax Code. There was a survey of 69 public finance econo-
mists by NBER that said that the 1986 bill, which was a pale imi-
tation of what we are doing here, increased the long-run growth of
the U.S. economy by a full point.

My work on the House blueprint suggests that we will have a
growth rate of about 3 and a half percent for the first 4 or 5 years,
and that will ultimately moderate to about 2 and three-quarters
percent. If you work it out, this is almost identical to Summers’ cal-
culation of a 10 percent increase. The reason is that if you look at
recent performance, our problem has been a lack of capital forma-
tion, which in the current recovery has fallen by almost 40 percent,
and the collapse in productivity, which has fallen by two-thirds.

And by this, I am not counting the recession; I am counting the
years after the recession. This has been the worst period of recov-
ery ever, and that is why. And this bill targets both capital forma-
tion and entrepreneurship.

I think all of the extra growth that will show up will be in the
form of increased labor compensation. It is not only because of the
structure of the tax, which will give each worker more capital to
work with, but because we are right now at roughly full employ-
ment. And so any expansion of the economy I think is likely to lead
to higher real wage growth.

The last time we did anything like this, i.e., a capital formation-
oriented supply side tax cut at a time of full employment, were the
Kennedy tax cuts in 1964. And the takeoff in the economy and the
rapid rise in capital—excuse me, rapid rise in wage income and im-
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provement in the distribution of income occurred, just like I think
will happen today.

Let me turn to the territorial system and the border adjustment
tax. I think we need to move to a territorial destination-based sys-
tem and away from our current global production-based system.
Right now, our goods are taxed here when they are produced and
are taxed there when they are imported.

On the other hand, their goods have a big tax rebate given to
them when they leave there and are not taxed here. So, essentially,
a good portion of our goods are taxed twice, while a good portion
of our goods going there aren’t taxed at all.

Let me turn to a few particular points. Border adjustment isn’t
complicated. It doesn’t follow each good each time it crosses the
border. It is a netting effect of exports minus imports.

Second, border adjustment will lead to a currency adjustment.
We can argue about how much. But basically, when you put some-
thing like this in, you increase the demand for dollars and you de-
crease the supply of dollars. And higher demand and lower supply
means a higher value of the dollar, it is as simple as that this.

One of my competitors, I guess, has estimated this. They actually
have the lowest percentage of exchange rate adjustment that I
know of, 65 percent, and they estimate that the effect of border ad-
justment on consumer prices will be a one-time probably over two
years, a one-time increase of the total consumer price level of just
1 percent. That is what we are talking about here. Will there be
transition costs to these changes? Absolutely.

And T agree with the other witnesses that that, in fact, is where
the focus of our conversation should be. But the most important
thing you can do is pass this bill. Thank you.

[The prepared statement of Lawrence B. Lindsey follows:]



34

Growth-Oriented Tax Reform and International Competitiveness

Testimony by

Lawrence B. Lindsey

before the

Committee on Ways and Means, U.S. House of Representatives

Tuesday, May 23, 2017

Embargoed for Release until Delivery at 10:00 a.m.



35

Growth-Oriented Tax Reform and International Competitiveness

Mr. Chairman, Ranking Member Neal, and other members of the committee, thank you
very much for this opportunity to discuss one of the most important issues confronting our country
— how to make its economy grow faster and how to increase our international competitiveness.
For reasons I will discuss, faster growth will not only raise living standards, it is also likely to
reverse the tendency over the last quarter century or so for the distribution of income to become
less equal. Increasing growth is also crucial to facing our long-run fiscal challenges. Ibelieve that
the type of reform Chairman Brady and his colleagues are advancing is designed to target these

objectives.

Forty years ago when I was in graduate school, the basic outline of the proposal now under
consideration was thought to be the best type of structure America could have. It would end three
major distortions that have created inefficiencies and bad incentives for our economy. First, it
would end the tax bias on a cash flow basis against investing in long-lived plants and equipment.
Second, it would end the tax bias in favor of debt over equity finance, one that enhances the
riskiness of our financial structure. Third, it would reduce the incentives to invest overseas and
import rather than produce domestically and export. In a sentence, the blueprint for tax reform
before us, if enacted, would make America the best place in the world in which to invest and start

a business.

This decades-long view in the public finance profession is neither ideological nor partisan.
Allow me to quote from a paper authored by one of my colleagues in graduate school, Larry
Summers. In 1981, he wrote, “...[T]he welfare cost of capital income taxation may have been
seriously underestimated. For reasonable parameter values, the annual welfare gain from a shift

to consumption taxation is conservatively estimated at 10 percent of GNP...[I]t is unlikely that the
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basic conclusion of this analysis would be altered. Capital income taxes are likely to appear very

» 1

undesirable in any sort of realistic life cycle formulation.” * While the proposal before us is not a
shift to a consumption tax per se, it makes great strides in eliminating most of the biases in the

current tax code that led to Summers’ conclusion.

Tax reform can have big consequences. One survey of 69 public finance economists
published by the National Bureau of Economic Research found a median estimate that the 1986
tax reform increased long-run growth of the U.S. economy by about 1 percent per year.> The
reform that is now under consideration is even larger and will produce an even greater acceleration

of growth.

My own work indicates that passage of something like the House blueprint would lead to
an acceleration in real GDP growth to about 3 % percent for a period of four to five years before
moderating to a longer-run rate of growth of about 2 % percent. In my estimation, failure to pass
such a reform would likely produce a slowing of economic growth to the 1 % to 2 percent range.
Note that this does not produce a result much different from Summers’ 10 percent of GNP estimate

in the intermediate term.

Moreover, a look at the current economic recovery indicates that a lack of capital formation
and entrepreneurship has been the chief cause of it being the worst recovery on record. From 1965
through 2010, real growth averaged 3.1 percent a year; note that this timeframe includes the

negative effects of the Great Recession. From 2011 through 2016, a period of continuous recovery,

! Summers, L.H. (1981) “Capital Taxation and Accumulation in a Life Cycle Growth Model”,
The American Economic Review, Vol. 71, No. 4, 533-44, September.

2 Fuchs, V. R. et. al. (1997), “Why Do Economists Disagree About Policy? The Roles of Beliefs
About Parameters and Values”, National Bureau of Economic Research, NBER Working Paper
No. 6151, August. http://www.nber.org/papers/w6151.pdf
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real growth averaged just 2 percent annually. This is odd because recoveries from steep recessions
usually involve faster, not slower growth. Employment was not the problem. Growth there in the

last six years mirrored that of the previous 45 years — roughly 1 ¥4 percent a year.

What collapsed was capital formation, which fell by almost 50 percent, from 3.2 percent
to 1.7 percent, and productivity growth, which declined by nearly two-thirds, from 1.1 percent to
0.4 percent. The productivity collapse was reflected by poor showings in two of the best indicators
of increasing productivity — the movement of workers to take new jobs, which has been the worst
in decades, and the rate of growth of new businesses, which has been the worst on record. In fact,
in recent years for the first time since such data were collected, more firms went out of business

than were formed.

The tax reform blueprint targets both capital formation and entrepreneurship. It not only
reverses declines in incentives created recently, it actually makes the incentives better than the
long-term average. Hence, one would expect both productivity and capital formation to rise to
exceed their long-term trends, at least in the intermediate term. This, in turn, will produce higher

than average GDP growth.

All or nearly all of that extra growth will show up in increased labor compensation. The
reason is two-fold: First, we are now at roughly full employment, the point at which bargaining
power for workers strengthens, so labor’s share of the economic pie will grow. Second, by
expanding the capital stock and entrepreneurial activity at the same time, we are increasing the
value of each worker. In the most simple formulation, when workers have more machines to work
with, they are worth more. And when the growth of new businesses is healthy, workers’ ability to
find jobs best tailored to their skill set rises, along with their ability to produce. My estimates

suggest that passage of tax reform like that presently under consideration will lead to the first
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sustained decline in income inequality in America since the 1960s. By the way, it was in the mid-
sixties that we passed a similar bill, the Kennedy tax cuts, at a time of comparably low

unemployment.

The magnitudes we are talking about are staggering. Real GDP will be nearly $2 trillion
higher five years after the bill takes effect than it otherwise would have been. As labor’s share of
national income rises, workers will be getting an increasing piece of a rapidly growing pie. This
will mean that annual real wage increases will rise to the 4 percent range. In recent years, they
have been essentially flat. Even if one assumes, as some do — wrongly in my view — that all of the
tax benefits will go to a relative few, the real wage increases for working individuals will dwarf

the static magnitudes of tax cuts by a margin of five or six to one.

Let me now turn to one of the most misunderstood parts of the tax reform blueprint — the
change in corporate taxation to a territorial system based on where goods are sold rather than where
they are produced. We are one of the few major economies that currently follows the reverse
system — global taxation with tax based on where goods are produced, rather than where they
ultimately end up. This is the difference between a territorial destination-based system and a global

production-based system.

At the simplest level, when you tax something, you discourage it. So, taxing goods by
where they are produced discourages production. The result gets even worse when other countries
tax based on goods’ destination. Under the current system, when we produce something and ship
it to Germany, we tax its production here, and the Germans tax its sale in Germany. Alternatively,
when something is produced in Germany and shipped here, Germany rebates a portion of the tax
on its production, and we impose no tax on its sale in America. Our exports are taxed in both

countries, while their exports are taxed in neither.



39

In addition, taxing companies on a global system rather than a territorial one affects where
the company is headquartered and where it chooses to have its intellectual property taxed. With
global taxation, the value added by these two components of the company all end up being taxed
in the country where the company is headquartered. With territorial taxation, only the portion
consumed in that country is subject to taxation. Coupled with the fact that America has one of the
highest corporate tax rates in the world, this double-whammy causes firms to consistently

headquarter and shift production outside of the U.S. We lose both jobs and tax revenue as a result.

Border adjustment in a territorial system ends this by taxing goods on where they are
destined, not where they are produced. Indeed, it is hard to picture territoriality without an

attendant border adjustment. But, there are a few misunderstandings about the process.

First, border adjustment is not complicated; it is far simpler than our current system. With
border adjustment, companies do not track each individual product as it crosses borders in the
production chain; they simply subtract the total value of goods exported from the total value of

goods imported. So, a product that crosses a border many times simply gets netted out.

Second, border adjustment will lead to a currency adjustment that will largely offset the
tax. Claims that U.S. consumers will pay the cost of this border tax are simply not borne out by
the facts. Some claim that this is theoretical; well, so technically are supply and demand, yet the
world still works that way. In fact, currencies move because of changes in supply and demand.
When we are incentivized to buy fewer imports, the supply of dollars to purchase euro, yen, or
renminbi decreases. When taxes on our exports are reduced, the demand for dollars to purchase
those goods overseas increases. Higher demand, lower supply means a higher price. Thus, under

the proposed system, the dollar would be worth more.
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Currency adjustment makes the border tax trade-neutral, so to the extent currencies adjust,
the legislation is trade-neutral. This is not protectionism, but a stronger dollar increases the
purchasing power of Americans in the global market. And there is an added benefit to levelling
the playing field in this way. When the dollar appreciates, neither the domestic consumer nor the
company importing the goods pays the tax. The tax is instead paid by the exporting country,
because the dollar cost of the good must drop in order to retain its market share, even though the
cost of the good in the exporting country’s currency remains the same. So in essence, the bulk of
the revenue collected from border adjustment would be paid by Chinese, European, and Mexican
exporters, not American consumers. How much? One forecasting company, Macroeconomic
Advisers, estimates that border adjustment will be 65 percent offset by a currency change, and this
is one of the lower estimates around. Under this assumption, they foresee a one-time increase in
the price level for consumers of 1 percent. On the other hand, foreigners would be paying nearly
$800 billion of the $1.2 trillion estimated to be collected from the tax.’ Frankly, it boggles my
mind that some people do not consider this a good trade-off from the point of view of the American

national interest.

Will there be transition costs in making these changes? Yes, though there are ways to
mitigate them. Further, the long-run benefits to the U.S. economy are many times any short-term
costs involved in transition. We can discuss these issues and ways to reduce their impact in detail
if you wish. The proposal now before us represents a consensus view within the public finance

profession on how taxation should be approached if our objective is to maximize U.S. economic

3 Nunns, J.R. et. al. (2016), “An Analysis of the House GOP Tax Plan”, Tax Policy Center,
September 16. http://www taxpolicycenter.org/publications/analysis-house-gop-tax-plan/full
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growth and the welfare of our citizens. It is also likely to produce an increase in real wages and a

reduction in income inequality. I sincerely hope that Congress does not miss this opportunity.
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Chairman BRADY. Thank you, Dr. Lindsey.
Ms. Clausing, welcome to today’s hearing. Please proceed.

STATEMENT OF KIMBERLY CLAUSING, THORMUND A. MILLER
AND WALTER MINTZ PROFESSOR OF ECONOMICS, REED
COLLEGE

Ms. CLAUSING. Chairman Brady, Ranking Member Neal, mem-
bers of the committee, thank you so much for inviting me today.
In my testimony, I will talk about competitiveness, the Ryan-Brady
plan, and alternatives to the plan that can keep the advantages but
without the downsides.

First, competitiveness: In talking about competitiveness, many
people emphasize tax. But competitiveness really has more to do
with fundamentals, like worker education, like an economically se-
cure middle class, like sound infrastructure. The investments that
make the middle class prosperous will make our businesses suc-
cessful.

But by most measures, our businesses are quite successful. Cor-
porate profits are a higher share of GDP than they have been at
any time in recent history. Profits in the last 15 years are 50 per-
cent higher than they were in prior decades. Also, our companies
dominate the Forbes list of the most important companies in the
world. While our economy is about one-fifth the size of the world,
our companies are one-third of the world’s top companies.

While our corporate tax system has problems, most multinational
firms face comparable effective tax rates as firms in other coun-
tries. In fact, our corporate tax revenues are lower than the cor-
porate tax revenues of peer nations by about 1 percent of GDP.

Turning to the Ryan-Brady plan, there are good parts.

First, it tackles offshore profit-shifting, and this has become a
huge problem. My research suggests that profit-shifting to tax ha-
vens 1s currently costing the U.S. Government over %100 billion
every year. In fact, our profits are often shifted to tax havens such
as those shown on the chart: Bermuda, Switzerland, and the Cay-
mans.

However, there are some serious flaws with the Ryan-Brady
plan. First, the plan is likely to generate large economic shocks,
harming American workers and major parts of our economy. The
plan taxes imported goods; and absent dollar appreciation, this will
harm American businesses and harm American consumers.

In Oregon, a Nike executive called this plan the single biggest
threat to the company in its history. Many practical considerations
may get in the way of dollar appreciation, and the evidence we
have suggests that there are some serious risks here. Do we really
want to bet large sectors of the economy on this idea? The retail
sector alone accounts for one in ten American jobs.

Second, legal experts argue that the plan is incompatible with
the world trading system. Because of this, our trading partners will
file suit; and when we inevitably lose, they will be authorized to
retaliate with tariffs, reducing U.S. exports by hundreds of billions
of dollars. Trade disputes of this magnitude generate uncertainty,
an unstable investment environment, and a threat to a trading sys-
tem that we spent 50 years negotiating after World War II.
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Third, this plan loses revenue. The nonpartisan Tax Policy Cen-
ter estimates that it loses $3 trillion over 10 years.

Although the border adjustment feature raises revenue, that rev-
enue is simply borrowed from future taxpayers since trade deficits
eventually turn to surpluses. Also, there is no intellectually coher-
ent rationale for a lower rate on business income under this plan.
Instead, the lower rate will cause revenue loss, as wealthy individ-
uals mask labor compensation as business income.

Fourth, the plan i1s regressive at the proposed rates. The plan
benefits the top 1 percent with a tax cut 1,000 times larger than
the tax cut for the bottom 80 percent. Yet this plan follows several
decades of increasing income inequality and middle-class wage
stagnation. It used to be that income growth was higher for the
middle class than for those at the top, but in the past 35 years,
there has been very little income growth for the bottom 90 percent
of the population. Because of these trends, tax policy should be
moving in the opposite direction of the Ryan-Brady plan.

Fortunately, there are good alternatives to the Ryan-Brady plan.
Congress should focus on a revenue-neutral reform that reduces
the rate, but also eliminates loopholes. Most helpful would be re-
pealing deferral, taxing offshore earnings in full. This will solve our
huge profit-shifting problem and end the repatriation problem, but
without the negatives of the Ryan-Brady plan.

Making our tax system compatible with the global economy is an
important goal. We need a simpler corporate tax system that actu-
ally collects the tax that is due at a reasonable rate. Even more im-
portant, we need a tax system that reflects the real struggles of the
middle class by giving tax cuts that are larger for the middle class
than for the rich.

We should also work to solidify the fundamentals that are crucial
to competitiveness. This requires responsible tax legislation with
enough revenue for the priorities and education and infrastructure
that we need.

Thank you for inviting me to testify today. I look forward to your
questions.

[The prepared statement of Kimberly Clausing follows:]
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Chairman Brady, Ranking Member Neal, Members of the Committee: Thank you for inviting me
to share my views on tax reform and competitiveness. Tax reform is an important priority, and it
should reflect the revenue needs of our country. We need to meet those revenue needs without
increasing the deficit, and we should do so in a way that is simple, fair, and efficient.

In my testimony today, I will talk about three broad issues related to good tax reform. First, I will
discuss the concept of competitiveness, the contribution of our tax system to the nation’s
competitiveness, and other important features of national competitiveness. Second, I will address
the business tax component of the Ryan/Brady tax plan, focusing in particular on the border-
adjustment feature. Third, I will suggest alternatives to the Ryan/Brady plan that preserve the
advantages of the plan without risking the substantial disadvantages of the plan. These
alternatives will make our tax system better suited to a globally integrated economy. To be suited
to the global economy, our tax system must serve the interests of American middle-class workers,
workers too often been left behind in tax reform proposals.

Competitiveness and Tax Policy

By any broad measure, our nation’s businesses are incredibly successful. Corporate profits are a
higher share of GDP than they have been at any time in history, whether one considers corporate
profits in before-tax or after-tax terms. Profits in the last 15 years have been about 50% higher
than they were in the closing decades of the prior century. (See Figure 1.) Also, our companies
are dominant on the lists of the world’s most important companies, as measured by the Forbes
Global 2000 list. (See Figure 2.) While our economy is about one-fifth the size of the world
economy (16% in purchasing power parity terms (PPP)! and 22% in U.S. dollar terms), we have
larger fractions of the world’s top 2000 firms: 29% by count, 31% by sales, 35% by profits
(consolidated), 24% by assets, and 42% by market capitalization.

! PPP numbers adjust for price differences across countries. This makes the United States a larger share of the world
economy since price levels are lower in most developing countries. For example, India’s economy is much larger in
terms of PPP than in terms of USD, since a dollar of income can buy more goods and services in India than it can in
the United States.
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Figure 1: After Tax Corporate Profits, 1965-2015
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Further, while our corporate tax system certainly has problems, high tax burdens for
multinational corporations are not one of them. Due to the aggressive use of corporate loopholes,
many U.S. multinationals have effective tax rates in the single digits, far lower than the U.S.
statutory rate.” And, our purportedly “worldwide” system of taxation generates no revenue from
taxing foreign income, while our trading partners that use purportedly “territorial” systems of

taxation freguently tax more foreign income than we do, due to their tougher base erosion

protections.” Further, U.S. corporate tax revenues are lower than the corporate tax revenues of

our peer trading partners by about 1 percent of GDP. Part of the revenue shortfall is explained by
profit shifting to tax havens, and there are also other reasons for weak U.S. corporate tax
revenues.* These considerations do nof mean that U.S. business taxation can not be substantially
improved; I will discuss methods for improving business taxation below.

Figure 3: U.S. Corporate Tax Revenues,
Smaller than Those of Trading Partners (as a share of GDP)
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The U.S. statutory rate is indeed high relative to peer nations, but this is not the relevant measure of corporate tax

burdens since most companies pay effective tax rates that are much lower than the statutory rate.

3 The Joint Committee on Taxation provides detail on other countries’ CFC laws. Some countries (e.g., France,
Germany, Italy, and Japan) have very broad CFC laws that go beyond currently taxing passive foreign income;
active foreign income is also currently taxed, when such income is insufficiently taxed in the source country. The
French benchmark for insufficient taxation is less than half the French rate; the Japanese benchmark is less than
20%. Beyond CFC laws, many territorial countries have other provisions aimed at countering corporate tax base
erosion that affect the taxation of foreign income, including thin capitalization (earnings stripping) rules, which are
widely used. For details, see JCT, “Present Law and Issues in U.S. Taxation of Cross-Border Income” JCX-42-11.
* The U.S. tax base is notoriously narrow and there is also a preference in the U.S. tax code for non-corporate
business structures. There are also important distortions within the corporate tax code. For example, debt-financed
investments are tax-favored relative to equity-financed investments. This increased leverage creates financial

vulnerability for the U.S. economy.
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Broader Notions of Competiveness

In discussions about the “competitiveness” of U.S. multinational firms, corporate interests often
emphasize tax burdens as a determinative influence. Yet, for many companies, the U.S. statutory
rate and our purportedly “worldwide” system have more bark than bite, and multinational firms
are often able to achieve very low effective tax rates. In terms of the ability to generate after-tax
profits and market dominance, U.S. multinational firms are already quite competitive.

But broader notions of competitiveness emphasize the fundamentals that determine the health
and well-being of our broader economy. Are workers well-educated and do they have the skills
required to earn high-wages in the global economy? Are customers economically secure and
sufficiently prosperous that they are not overleveraged? Are standards of living for the middle
class rising at a pace that is consistent with societal expectations and a healthy middle class? Is
our infrastructure sound? Are our political and economic institutions stable? Are we avoiding
fragility in our financial system and other weak spots that could lead to recessions or crises?

While we often take such things for granted, they are essential to the success of U.S. businesses
and the workers within them.® In short, the attractiveness of a particular country as a location for
production depends on much else aside from the corporate tax environment: labor productivity
and education, consumer market potential, infrastructure, government services, legal institutions,
and other factors matter. And, of course, some of these other factors require government revenue,
to finance investments in education, infrastructure, and essential services. The investments in our
economy that make the middle class prosperous will also make our businesses successful.

Business Taxation Under the Ryan/Brady Plan

There are desirable features of the destination-based cash flow tax that is at the center of the
Ryan/Brady Plan. First, by basing business tax liabilities on the destination of the customer, it
becomes far more difficult for multinational firms to shift profits offshore. This is important,
since offshore profit shifting has become a huge problem. My research suggests that this problem
has increased dramatically over the past 20 years, and profit shifting to tax havens now costs the
UsS. govéernment in excess of $100 billion each year. These practices also hurt our trading
partners.

Figure 4 shows the dramatic increase in the revenue lost to profit shifting in recent years, and
Figure 5 shows that most profit shifting is artificially directed toward tax havens. Indeed, the
income booked in low-tax countries is implausibly high by any reasonable metric. As reported
by Gravelle (2015), U.S. affiliate firm profits were 645% of Bermuda’s GDP and 547% of the
Cayman Islands GDP in 2004. As absurd as these numbers are, they increased by 2010, to
1614% for Bermuda and 2,065% for the Caymans. Further, estimates indicate that U.S.

5 Of course, there are many other variables that affect particular companies competitiveness, including, but not
limited to, the exchange rate, the firm’s financial constraints, and the unique advantages of particular companies.

¢ See Clausing, Kimberly A. “The Effect of Profit Shifting on the Corporate Tax Base in the United States and
Beyond.” 2016. National Tax Journal. December. 69(4). 905-934. Similar facts regarding the scale of the problem
are reported by many sources, including Keightly (2013), Dowd, Landefeld, and Moore (2017), and Guvenen,
Mataloni, Rassier, and Ruhl (2017).
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multinational firms have accumulated over $2.5 trillion in permanently reinvested earnings in tax
havens, over $1 trillion of which is held in cash.

Figure 4: Estimated Revenue Loss to U.S. Government from Profit Shifting
(in billions of U.S. dollars)
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A second advantage of the Ryan/Brady plan is that the combination of expensing and eliminating
the interest deduction for debt-financed investments eliminates the current tax-incentive favoring
debt-financed investments. At present, our tax system actually generates a negative tax rate for
investments financed with debt, whereas tax rates are positive for equity-financed investments,
about 30% of which face double-taxation by the United States since they are also taxed through
the individual income tax.” Eliminating the tax incentive that favors debt will reduce leverage in
the United States, and this will make our economy less fragile, particularly in times of downturn.

However, there are five serious flaws associated with the Ryan/Brady plan.

1. In the short and medium run, the plan is likely to generate large economic shocks that
would harm American workers and trade-dependent businesses.

2. Ttrisks the world trading system, harms our trading partners and allies, and generates
substantial risks to U.S. exporting firms due to possible retaliation and incomplete loss
offsets.

3. At the proposed tax rates, the Ryan/Brady plan will lose tax revenue, increasing the
budget deficit.

4. At the proposed tax rates, the Brady/Ryan plan makes our tax system less progressive,
after several decades when the middle class has not benefited from economic growth.

5. This is an untested tax reform that is not ready for primetime. There are many important
details that still need to be worked out. Absent several years to work on these issues, the
system will function poorly, will lose revenue due to inadvertent tax planning
opportunities, and will generate new distortions, such as tax-inefficient mergers between
exporters and importers.

Because of these flaws, I recommend that Congress reject the Ryan/Brady plan. However, I offer
several suggestions for alternative reforms that would retain the advantages of the Ryan/Brady
plan without generating these substantial disadvantages.

Serious Flaws of the Ryan/Brady Plan

1. Large Negative Shocks to Import-Intensive Industries are Likely

The Ryan/Brady plan includes a border adjustment that would exempt income from exporting
while taxing imported goods at 20 percent. Many economists argue that, if the equilibrium trade
balance is unchanged, this must generate either an immediate 25% appreciation of the dollar or a
slower, subsequent reduction in the prices of imported goods. While this argument has solid
theoretical background, in practice there are many factors that may interfere with quick exchange
rate and price adjustment.

¢ Some countries fix their exchange rates so these exchange rates won’t adjust quickly.
* Many traded goods are priced in dollars, so changes in these trade contracts will take time, or
we will have to wait for price adjustment, which can be quite slow.

7 See Burman, Clausing, and Austin. “Is U.S. Corporate Income Double-Taxed?” May 2017. Forthcoming, National
Tax Journal. https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2965188
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* Exchange rates are notoriously difficult to forecast in reality. As many experts have noted,
theoretical models of exchange rates do not do a good job predicting future exchange rate
movements. Exchange rates can be misaligned for lengthy periods, and there is no guarantee
that we will end up at the “theoretically correct” exchange rate.

* There is some evidence that indicates that countries with VATs trade less (both imports and
exports), although that evidence is incomplete.

* There are very few examples of countries similar to the United States adopting VATs under
floating exchange rates (when market forces determine short run movements in exchange
rates). In those cases, the exchange rate often did not appreciate as expected. And, of course a
VAT is not exactly the same as the Ryan/Brady business tax.

* Even if the dollar does appreciate by 25%, that will create large redistributions of wealth
away from Americans and toward foreigners, and it will also risk generating an emerging
market crisis due to the presence of $9 trillion of dollar denominated debt in emerging
markets.

For many of these reasons, the business community is understandably skeptical of smooth
exchange rate adjustment, and the political support of various business groups indicates that
exporters, including those that have been aggressive at profit shifting in the past, are far more
likely to be in favor of the Ryan/Brady plan than importers. If the economists that emphasize the
theoretical prediction that exchange rates will simply adjust were correct, these business people
would be misunderstanding their own economic interests. While I suppose that is possible, I'm
more inclined to suspect that businesspeople understand their own economic interests.

Thus, if we take as given that exchange rate adjustment may not be smooth or complete, this
suggests that American workers could be hurt by large shocks to industries that use imports
intensively, including of course the retail sector, which now employs 1 in 10 American workers.

2. Serious Risks to the World Trading System and to Exporting Companies

Most international trade lawyers are quite certain that the Ryan/Brady plan is incompatible with
our trade obligations under the WTO (World Trade Organization). Our trade rules are quite clear
that border adjustments are not allowed for direct taxes such as corporate income taxes. Since
the Brady/Ryan plan allows a deduction for wages, and includes many other features that are
common to corporate income taxes, it will be ruled a direct tax and our trading partners will be
authorized to retaliate with tariffs.

The WTO incompatibility is no mere technicality, since the Ryan/Brady plan harms our trading
partners in several ways. First, it generates an incentive to produce in the United States for
exports to third markets. Second, it exacerbates the profit shifting problems of our trading
partners, since the United States will appear like a giant tax haven from their perspective. For
foreign firms, profit shifting to the United States will not generate extra tax liabilities in the
United States, but it will reduce their profits in their home countries. From their perspective, the
United States will function like a huge Bermuda! (Bermuda has zero corporate tax.)

# See Kenneth Rogoff, Perspectives on Exchange Rate Volatility in INTERNATIONAL CAPITAL FLOWS 441-53 (Martin
Feldstein ed.,1999). And more recently, Rogoff’s op-ed in the Boston Globe. “Trump’s Damaging Border Tax.” 20
March 2017.
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Since our trading partners are likely to be upset by the economic consequences of this plan, as
well as the nationalistic way it was marketed, they are likely to bring dispute settlement suits to
the WTO, and they are likely to win. At this point, there is no good outcome for the United
States. It is possible our trading partners will retaliate with historically large tariffs; tariffs would
be authorized in amounts sufficient to reduce U.S. exports by hundreds of billions of dollars.’ Or,
we will reluctantly amend our laws to make them WTO compatible by either dropping the border
adjustment (which will reduce U.S. government revenues and generate large profit shifting
problems) or dropping the wage deduction (which converts a progressive tax on business income
into a regressive consumption tax, a simple VAT). Regardless of outcome, trade disputes of this
magnitude are likely to generate substantial uncertainty, an unstable investment environment,
and a threat to a trading system that has served U.S. interests well — a system we spent 50 years
negotiating in the aftermath of World War II.

Exporting firms thus face large risks under the Ryan/Brady plan. Trading partners are likely to
retaliate, and the world trading system may be permanently harmed. In addition, if the exchange
rate does appreciate, that will reduce the gain from the export subsidy, yet losses are not fully
refundable under the Ryan/Brady plan. This issue is also discussed further below.

3. At Proposed Tax Rates, the Ryan/Brady Plan Loses Revenue

According to the nonpartisan Tax Policy Center, the business tax features of the proposal are a
large share of their estimated ten-year $3 trillion revenue loss. While the border adjustment
raises revenue, that revenue is ultimately borrowed from future taxpayers, since it is the trade
deficit that generates revenue from this provision. When trade deficits subsequently turn to
surpluses in the future, the border adjustment would lose revenue.

The revenue loss is not inherently a result of the tax base under the Ryan/Brady plan, but rather
the tax rates that were chosen, which are too low to generate revenue neutrality. Beyond that, the
corporate rate chosen is intellectually incoherent. One of the advantages of this type of
destination-basis cash flow tax is it curbs profit shifting by removing the incentive for shifting
profits and activities abroad. The plan also exempts the normal return on capital from taxation,
due to expensing.

Yet, if we are only taxing “above normal” profits — likely due to luck or market power — and the
tax base is now immobile since it depends only on the location of immobile customers, why
lower the tax rate below the top personal rate? The usual arguments for a lower rate do not apply.

Further, the discrepancy between the top personal rate and the business rate will create new
avoidance opportunities as wealthy individuals seek to earn their income in tax-preferred ways,
reducing their labor compensation in favor of business income. Companies would be inclined to
tilt executive compensation toward stock-options and away from salary income, and high-income
earners would be inclined to earn income through their businesses in pass-through form. Thus,
tax revenue leakage in the personal income tax system is also likely.

? See, e.g., https:/piie.com/system/files/documents/bown2017020 1 ppt.pdf
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Increases in the budget deficit are likely to increase the trade deficit, since countries must borrow
from abroad (and run a trade deficit) whenever their spending exceeds their income, and budget
deficits increase the U.S. demand for loanable funds. This deterioration of the trade deficit, if not
properly understood, could lead to more rounds of protectionist trade policies, further harming
the world trading system.

4. Such a Regressive Tax Plan is Not Warranted in the Current Economic Environment

According to the nonpartisan Tax Policy Center, the Ryan/Brady plan benefits the top 1% with a
tax cut that is 1,000 times the size of the tax cut for the bottom four quintiles of the income
distribution. The top 1% receive a tax cut that averages $213,000. The tax cut of the bottom 80%
averages $210. The average federal tax rate falls by about 0.4 percentage points for the bottom
80% of the population, but it falls by 3.4 percentage points for the top quintile, and by 9
percentage points for the top 1%."°

This tax plan follows several decades of dramatically increasing income inequality, sharply
declining shares of GDP that go to labor, sharply increasing shares of GDP that go to corporate
profits, and middle class wage stagnation. Because of these trends, in terms of progressivity, tax
policy should be moving in the opposite direction of the Ryan/Brady plan.

5. Many Large Technical Problems

As one example, it is likely that many profitable firms would show losses under the Ryan/Brady
plan. Exporters will not have taxable revenue, but they will have many deductible expenses. The
Ryan/Brady plan suggests unlimited carry-forwards, but this doesn’t solve the problem for
businesses with losses that may not be offset. There would then be a large tax incentive for
exporting companies to merge with non-exporters in order for the losses to be more useful.
Should our tax laws encourage ADM and Target to merge? That seems perverse.

There are other technical problems that remain to be worked out. For example, it is very difficult
to deal with financial institutions and financial flows."! There are likely to be very large impacts
on state government corporate tax systems, since they will no longer be able to “piggy back” on
the federal corporate income tax base, and these problems have also not been carefully
considered. Also, there are large transition effects associated with moving to a destination-basis
cash flow system that would need to be carefully considered.

1% See http://www.taxpolicycenter.org/publications/analysis-house-gop-tax-plan-0.

" The pure form of this tax leaves out financial flows entirely. An augmented form of the tax can capture financial
transactions in the base, but this would introduce complexity as all companies would need to keep track of financial
transactions, as well as whether the transactions occurred with foreign companies. There is also substantial
ambiguity between what transactions are real and what are financial, and such ambiguity raises both technical
considerations as well as opportunities for tax avoidance. For a more detailed treatment of these complex issues, see
David Weisbach, 4 Guide to the GOP Tax Plan — The Way to a Better Way (Univ. of Chicago Coase-Sandor Inst.
for Law & Econ., Working Paper No. 788, 2017). Also see Alan Auerbach, Michael Devereux, Michael Keen, and
John Vella. Destination Based Cash-Flow Taxation. Oxford University Centre for Business Taxation. WP 17/01.
January 2017.
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Alternatives to the Ryan/Brady Plan

While the advantages of the Ryan/Brady plan are salutatory, the risks are simply too great. It
does not make sense to risk the world trading system and the fate of many important industries.
Large revenue losses that reward the top 1% with a tax cut 1,000 times the tax cut for the bottom
80% are not warranted. And, simply put, the plan is not ready for primetime; too many details
need to be worked out; no country has tried a similar plan in the past.

Instead of moving forward with this plan, Congress should focus on a revenue neutral business
tax reform that reduces the corporate tax rate and eliminates the major corporate tax expenditures
including deferral, taxing accumulated offshore earnings in full. Eliminating deferral would
eliminate the incentive to earn income in low-tax countries, by treating foreign and domestic
income alike for tax purposes. Pairing that reform with a lower corporate tax rate need not raise
tax burdens on average, although it would create winners and losers among corporate taxpayers.
A more fundamental reform would require worldwide corporate tax consolidation; this would
better align the tax system with the reality of globally-integrated corporations.

Taxing foreign income currently also eliminates the incentive to build up large stocks of
unrepatriated foreign income, now estimated at $2.6 trillion. This income is often invested in U.S.
capital markets, and it increases the credit-worthiness of U.S. multinational corporations, who
can easily finance worthy investments. But corporations are inhibited from repatriation by the
prospect of more favorable tax treatment if they delay, so this makes it difficult for them to

return profits to shareholders. Indeed these concerns about repatriation give the multinational
business community a large interest in corporate tax reform. Settling the future tax treatment of
foreign income should be a key goal of these efforts.'?

In terms of more incremental reforms, even a per-country minimum tax would be a big step
toward reducing profit shifting toward tax havens and protecting the corporate tax base. A
minimum tax would currently tax income earned in the lowest tax countries, and my prior work
shows that 98% of the profit shifting out of the United States is destined for countries with
foreign tax rates below 15%."> Other helpful incremental steps include stronger “earnings-
stripping” rules and anti-corporate inversion measures such as an exit tax.

In general, making our tax system compatible with the global economy is an important goal. This
involves several important changes. First, we need a simplified corporate tax system that actually
collects the tax that is due. As it is, too many people waste their careers pursuing tax-related
gimmicks and shenanigans. Profit shifting costs the U.S. government over $100 billion each year.
Simple reforms like a per-country minimum tax — or better yet, ending deferral — would solve
that problem and make our corporate tax system compatible with the global operations of
multinational firms.

"2 Toward this end, the US Congress did a great disservice when they enacted a one-time holiday on dividend
repatriation as part of the American Jobs Creation Act of 2004. American Jobs Creation Act of 2004, Pub. L. No.
108-357, 118 Stat. 1418. Ever since, companies have been more likely to delay repatriation in the hope of future
holidays (or permanently more favorable treatment).

13 See Kimberly Clausing, The Effect of Profit Shifting on the Corporate Tax Base in the United States and Beyond,
69 NAT'L TAX J. 905, 905-934 (2016).
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Second, but even more important, we also need a tax system that reflects the real struggles of the
middle class. Too much of the economic growth of prior decades has ended up in the hand of
those at the top of the income distribution, and middle class wages have stagnated.

Figure 6: Before 1980, Growth Lifted all Boats. Since then, not so much.
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This was not always the case. Figure 6 shows that pre-tax income growth over the period 1946 to
1980 exceeded 100% for the bottom 90% of the population, and growth in incomes were actually
lower for the top shares of the population. However, between 1980 and 2014, the growth of the
bottom 50% is literally invisible in the chart, at 1%. Growth in incomes for the middle 40% is 42
percent, and it accelerates from there, with growth of the top 1% exceeding 200% and growth in
incomes for the top tenth of the top 1% exceeding 300%. As a result, there has been an
increasing concentration of national income at the top of the income distribution. The top 1%
now have a fifth of national income, 50% more income than the bottom half of the income
distribution. (See Figure 7.)

These figures help explain why typical American households are not content with the pace of
economic progress. The standard expectation that every generation would be better off than the
one prior has been disappointed. Nearly 90% of children born in the 1940s out-earned their
parents, but that share has fallen steadily. For children born in 1970, only 60% out-earn their
parents; for those born in the 1980s, only half do."®

4 See Thomas Piketty, Emmanuel Saez, and Gabriel Zucman. “Distributional National Accounts: Methods and
Estimates for the United States.” December 2016.

' See Raj Chetty et al. “The Fading American Dream: Trends in Absolute Income Mobility Since 1940.” NBER
Working Paper No. 22910. December 2016.
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Figure 7: The Top 1% and Bottom 50% Trade Places in the Last 35 Years
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Our tax system needs to reflect these changing realities by making sure that tax cuts are directed
to those that are not in the top 1%, focusing instead on the bottom 80% of the population that has
been frustrated by our prior record of economic progress. The tax system can better serve
American workers by expanding the earned income tax credit, by providing wage insurance for
workers who have lost their job due to technological disruption or due to competitive pressures,
and by making sure that tax cuts are larger for the middle class than for the rich. We also need to
work to solidify the economic fundamentals of our economy. This requires responsible tax
legislation that gives us the revenue we need for vital investments in education, infrastructure,
healthcare, and other urgent priorities.

Thank you again for inviting me to testify today. I look forward to your questions.

Note: This testimony draws on other work by the author, and in some cases sections of text are excerpted. Interested

readers are referred to the following articles by the author for more detail on the arguments above.

- “Problems with Destination-Based Corporate Taxes and the Ryan Blueprint.” (with Reuven Avi-Yonah). 2017.
Columbia Journal of Tax Law. 8. 229-255. https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2884903

- “Competitiveness, Tax Base Erosion, and the Essential Dilemma of Corporate Tax Reform.”
2016. (6) BYU Law Review. 1649-1680.
http://digitalcommons.law.byu.edu/cgi/viewcontent.cgi?article=3075&context=lawreview

- “The Effect of Profit Shifting on the Corporate Tax Base in the United States and Beyond.” 2016. National Tax
Journal. December. 69(4). 905-934. https://papers.ssrn.com/sol3/papers.cfm?abstract_1d=2685442

- “Labor and Capital in the Global Economy.” Democracy: A Journal of Ideas. 43.2017.
http://democracyjournal.org/magazine/43/labor-and-capital-in-the-global-economy/

- “Strengthening the Indispensible U.S. Corporate Tax.” Washington Center for Equitable Growth. August 2016.
http://equitablegrowth.org/report/strengthening-the-indispensable-u-s-corporate-tax/
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Chairman BRADY. Thank you. And thank you all for your excel-
lent testimony. We will now proceed to the question-and-answer
session, and I will lead off.

So, Dr. Lindsey, based on your economic analysis, you see in the
blueprint significant acceleration of growth, greater than even the
Reagan reforms, which you know quite a bit about, but you see all
this growth reflected in higher wages, which is exactly what we
want to see with tax reform and why we need tax reform now.

And you have heard Mr. Cornell eloquently express concern the
border adjustment element could result in higher prices for con-
sumers and increase costs for retailers like Target that import a lot
of the products that they sell. We don’t want to see that happen.

Can you explain why you don’t think that will be a result of the
border adjustment provision and, more broadly, how increased
wages can help grow the economy, including for importers, who are
an important part of our economy?

Mr. LINDSEY. Absolutely, Mr. Chairman. I learned that time.

First of all, why will wages at this point increase? I think there
are two elements, some of which are neglected in the long-run
analysis, and that is the particular point of the business cycle that
we are at right now. We are labor-constrained, but because of the
free flow of goods into this country, effectively, we are not capital-
constrained.

Now, if you have growth at this point and you keep that in place,
what you are probably going to have is higher wages, but the cause
will be a less competitive situation. I think what you will end up
with is either an inflationary push, or you will have a recession,
or possibly both. This is a very, very difficult time for the Federal
Reserve, and I think they will actually be making the decision.

The only way you can extend this expansion, which, although
anemic, has been going on for 8 years, the only way you can extend
it once you get to full employment is to also increase the supply
side of the economy. Because what you are basically doing right
now is you are driving up and you are about to hit a brick wall.
And I think what you have to do is you either hit the brick wall
or you move the wall. And I think what this bill will do is move
the wall. That will allow wages to rise as we continue to expand
jobs at full employment.

I think any measure of how much wages will go up absolutely
swamps any other distributional considerations. I think we will ac-
tually see for the first time in 50 years, actually for the first time
since the Kennedy tax cut, a reduction in the measures of inequal-
ity we have.

Chairman BRADY. Thank you, Doctor.

Mr. Simon, you are a strong advocate for the retail industry, be-
cause of your work experience. You also have a passion for bringing
manufacturing back to the United States, which will revitalize our
local communities. And, as you say, with supply chains that are
local, that will shorten lead times, lower transportation and trans-
action cost, but it will grow a middle class that is sustainable.

So your experience with global supply chains, can you share your
thoughts on what kind of manufacturing capability and jobs can re-
turn to the United States; and, as part of that, how can manufac-
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turing and retail work together, partner with us to make sure this
tax reform works well for them?

Mr. SIMON. Thank you for the question, Chairman.

Based on experience, and we have had early successes with the
Walmart program, and the early successes in repatriation were
new lines at existing factory and reopening of old facilities that had
closed. Investors in companies have been a little bit hesitant to
spend major capex needed for a transformational change, and hope-
fully, this will bring that forward.

In order for the transformational change, we need some of the
things that have been talked about today. Access to all the capital
that is stashed offshore invested in the U.S. would be a huge boon
for manufacturing. The expense versus depreciation issue would
help, although for some small businesses you should potentially
consider an either/or option. And, as the ranking member said,
workforce transformation is really, really critical, because that is a
limiting factor today.

Retailers need to do some things too. The way the P&Ls are
structured and incentives are structured aren’t aligned to think.
We have been trained over 30 years to behave the way that we be-
have. An example of that would be imported goods. A retailer has
to order a year ahead of time nearly and then take possession FOB
at the foreign port, and they are on the water for up to 3 months.
So a year lead time, 3 months you own the product where your
cash is not doing anything for you.

Domestic products, when you order and the lead times could be
as short as 14 or 16 weeks and you take possession when it hits
your distribution center. So the cash flow is different. But most
companies in their model don’t incent buyers on cash flow; that is
a Treasury function. It isn’t until you look at the whole picture ho-
listically that you start to realize that this can and does make
sense.

And we can expect products to come back in this order, and we
did this work: Large, heavy, big items, heavy cube items first, like
furniture, lawn furniture can come back now once the plant’s in
place. With some of the changes you make, the line will go down.
There are some products today that the economics don’t suggest
they could come back. Small items like microchips in some cases
or heavy labor items like cut-and-sew apparel could be challenging.

But if we do the work, it is worth it. And I have toured towel
factories in Georgia and bicycle factories in South Carolina where
you can see the difference that it makes in people’s lives. And more
so, you can see the excitement and the energy and the trans-
formation that occurs in the communities when these plants open,
and it is worth every bit of the sacrifice that it might take to get
there.

Chairman BRADY. Thank you, Mr. Chairman.

I now recognize the distinguished member Mr. Neal for any ques-
tions he might have.

Mr. NEAL. Thank you, Mr. Chairman.

Professor Clausing, as I mentioned in my opening statement, my
priority as well as the minority’s position here is in support fully
of middle class relief. Would you talk a little bit about your ideas
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for what we might do with the Tax Code that would help with the
middle class growth and aspiration?

Ms. CLAUSING. Absolutely. One of the key things we can do
with the Tax Code to help the middle class is to expand tax relief
to the middle class at a greater rate than for the rich. I also think
expanding the earned income tax credit is a crucial policy tool. It
rewards work for some of the people in our society who most need
help with their wages. Those two would be great contributors.

I also think it is important to avoid tax changes that raise the
deficit, because that hurts future generations of taxpayers and the
fundamentals of our economy.

Mr. NEAL. Mr. Cornell, you seem to be a bit skeptical about the
argument over dollar appreciation. Do you want to talk a little bit
about that?

Mr. CORNELL. You know, we have spent a lot of time looking
at this issue, and I am certainly not an economist. I am not a cur-
rency expert, but we have been studying what some of the experts
have been saying. And, as you might know, there are very different
opinions.

I have talked to many of our economists, economists at Goldman
Sachs that support us. Their economists have been, there should be
grave doubts that exchange rates will smoothly offset the effects of
the border adjustment. We have been listening to Fed Chairman
Yellen. Her quote was: The problem is, there is great uncertainty
with how, in reality, markets will respond to these changes.

We worked very closely with the lead economist and FX trader
at Bank of America, David Woo. He talks about this being the most
difficult thing to forecast, and to build an intergenerational tax re-
form plan based on these assumptions of what FX will do is some-
what of a laughable notion.

So when I read comments and read reports like this, and think
about the impact this can have on our business, on American fami-
lies, I worry about the impact on those families, who for basic es-
sential items, for clothing, for back-to-school essentials, for those
basic family essentials, as we looked at it, would be paying prices
that could be 20 percent higher.

So we have certainly looked at the currency adjustment. As we
run our models, we factored in some currency appreciation and cap-
ture rates. But every time we run the models, we come to the same
conclusion: Americans will pay more for basic essential items that
they need today. And we don’t think that is the right thing for
American families, and I have a sense that many of you would
agree with that.

Mr. NEAL. Professor Clausing, who might be the winners and
losers as a result of the border adjustment tax?

Ms. CLAUSING. I think the big losers would be import-intensive
industries and the workers in those industries and the consumers
of their products, mostly because of this uncertainty about the ex-
change rate.

Many countries have fixed exchange rates. Much trade is priced
in dollars. And, you know, as just mentioned, the exchange rate is
very difficult to forecast. It is a $5-trillion-a-day market, 88 percent
of which is in U.S. dollars. So we aren’t sure the exchange rate is
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going to appreciate and, absent that, the import-intensive indus-
tries would be really hurt.

The export firms could win, but they also face some risks here,
in terms of possible retaliation from trading partners and the like.
So I would be happy to elaborate on those if you like.

Mr. NEAL. If you want, you have another minute.

Ms. CLAUSING. So, for instance, if we lose in the WTO, which
most trade law lawyers think that we would, that will cause retal-
iation by our trading partners, and they would be authorized to
have historically very large tariffs, enough to reduce U.S. exports
by hundreds of billions of dollars. This has given a lot of exporting
firms pause in thinking about the benefits of this proposal.

Another major downside for them is that they may not show tax
liabilities under this proposal, but if the exchange rate adjusts,
they would be due a credit back from the government. However,
the plan doesn’t include enough to fully offset these losses.

So they will find that they aren’t able to use the losses that they
are showing, which might lead to some silly outcomes, like ADM
merging with Target. And it is not entirely clear that we want the
Tax Code to induce those types of mergers, just because ADM can’t
use their losses and Target can.

Mr. NEAL. Thank you, Mr. Chairman.

Chairman BRADY. So, for the record, I am assuming ADM is not
merging with Target. We can pretty much go with that today?

Mr. CORNELL. You can go with that today. Chairman BRADY.
Thank you, Mr. Cornell. Mr. Nunes, you are recognized.

Mr. NUNES. Thank you, Mr. Chairman.

Dr. Lindsey, thanks a lot for being here. I just want to ask you,
Chairman Brady talked about this in his opening statement, but it
is interesting that the one thing that the United States, Mali,
Libya, Syria, Iraq and Afghanistan and North Korea have in com-
mon is what?

Mr. LINDSEY. That we don’t have any border adjustment.

Mr. NUNES. We don’t do border adjustment. All the other major
countries in the world do. I am going to come back to you, Dr.
Lindsey, but, Mr. Simon, I know that you formerly worked with
Walmart. You were a global company, so you operated in many of
these places that weren’t North Korea, Iraq, Syria, Mali. I think
you have places—your big markets are where, Canada, Mexico?

Mr. SIMON. Correct, U.K., China.

Mr. NUNES. U.K., China. In any of those countries, because they
border-adjust, did you pay anywhere close to a 70 or 80 or 90 per-
cent tax rate?

Mr. SIMON. I don’t have that information at my fingertips, but
my inclination is no.

Mr. NUNES. Dr. Lindsey, I will come back to you. In your open-
ing statement, at the very end of your opening statement, you
didn’t get a lot of chance to expand on it, but the one economist
who is your rival who disagrees with the exchange rate, could you
go into that, how he only came up with a 1 percent change in price?

Mr. LINDSEY. Sure. Again, the consensus of the economics pro-
fession is that simply supply and demand is going to cause the dol-
lar to appreciate. And their estimate, which is actually very much
in the low end, was that the appreciation would only be 65 percent
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of what one would expect in terms of full appreciation. And if you
plug that number into the model, what you are going to end up
with is a total increase in consumer prices of just 1 percent, not
1 percent a year, 1 percent altogether.

Now, I know there are some concerns that have been expressed
about the pace of it. The first thing I would point out is that mar-
kets move ahead of reality. That is how they make profits is mar-
ket makers move quickly. So I wouldn’t worry about things being
delayed.

The second point I would make is, yes, some countries have ad-
ministered exchange rates, notably China, but, if anything, an ad-
ministered currency exchange rate is something that is quicker to
move. And, in fact, the Chinese, as soon as November 9th, when
it appeared that something like this might actually have a good
chance of moving, the Chinese began the depreciation process
quickly. They speeded it up.

Now that the market thinks that it is less likely, they have tend-
ed to slow it down. So I wouldn’t worry about the administered ex-
change rate argument, because I think, actually, they will be the
first to move their exchange rates.

Mr. NUNES. And you have worked on this, obviously, for a long
time. And can you talk about the WTO argument, which is one of
the main objections to this? Can you walk us through that?

Mr. LINDSEY. Congressman, when you say a long time, you
mean it. I think you were seven when I first started working on
it, so that is a long time. I have worked on it in every administra-
tion. I am going to be very candid. The WTO is dominated by Euro-
peans. There is no question about it, most of the rulings are pro-
European. And yes, it is an international body and we should re-
spect the international body, but we should recognize that preju-
dice.

That is why European-style tax systems, one reason why Euro-
pean-style tax systems all had border adjustability declared legal.
Now, there are technical arguments, and I would acknowledge that
there are both lawyers and economists on both sides of this issue.
I suspect that not even the WTO would be so boldfaced as to say
it is okay for Europeans to do this, but not for Americans to do it.

It is such a transparent recognition of their bias that I don’t even
think they would do that. Now, if they were then I think maybe
we should reconsider our situation with the WTO, but I don’t think
that is going to happen. I just don’t think that is logical.

Mr. NUNES. So with the 30 seconds I have left, Mr. Lindsey, can
you walk us through kind of maybe a possible phase-in approach
of the border adjustment?

Mr. LINDSEY. Yes. I mean, I get that 20 percent is a big leap,
and I can understand the issue of uncertainty very well.

I think one way of addressing that is to just do a portion of it.
The first thing I would make sure I did was in the short run,
maybe a year or two, you might want to say all dollar-based con-
tracts are deemed to be domestic.

But secondly, I think—so phase it in, say, 30 percent. Have only
30 percent of exports and imports involved. I don’t think anybody
thinks that a 6 percent border adjustment is going to, you know,
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ruin the world. It is not going to cause the retail industry to go out
of business. So sure, let’s try it. Let’s try something minor.

Chairman BRADY. All time has expired. Mr. Levin, you are rec-
ognized.

Mr. LEVIN. Thank you.

Welcome. I don’t want to focus on this, Mr. Lindsey, but as some-
one who worked here with the WTO on like cases, I think there is
a deep distinction between a VAT and a border adjustment tax,
and I think we lost cases before the WTO and we would likely lose
this one, with some very serious implications.

And I have worked on this; we lost the cases twice that had some
similarities. We need tax reform, but I think we need to step away
from some of the mythologies. By the way, one is that the vague
benefit in terms of income growth will come from a further income
tax break for the high-income.

And I would like to have introduced into the record a paper by
Owen Zidar, who says: Stimulative effects of income tax cuts are
largely driven by cuts for the bottom 90 percent, and that the em-
pirical link between employment growth and tax changes for the
top 10 percent is weak to negligible over a business cycle fre-
quency. I would like that to be entered.

Chairman BRADY. Without objection.

[The information follows:]
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Abstract

This paper investigates how tax changes for different income groups affect aggregate
economic activity. I construct a measure of who received (or paid for) tax changes in the
postwar period using tax return data from NBER’s TAXSIM. I aggregate each tax change
by income group and state. Variation in the income distribution across U.S. states and
federal tax changes generate variation in regional tax shocks that I exploit to test for het-
erogeneous effects. I find that the positive relationship between tax cuts and employment
growth is largely driven by tax cuts for lower-income groups, and that the effect of tax
cuts for the top 10% on employment growth is small.
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There are two ideas of government. There are those who believe that if you just legislate to
make the well-to-do prosperous, that their prosperity will leak through on those below. The
Dermocratic idea has been that if you legislate to make the masses prosperous their prosperity
will find its way up and through every class that rests upon it.

—WILLIAM JENNINGS BRYAN (JuLy, 1896)

The consequences of changing tax policy for different groups are fiercely debated. Some policy
makers maintain that tax changes for high-income earners “trickle down” and are the most
effective way to affect prosperity. They argue that higher marginal tax rates for top-income
taxpayers lead to large distortions in labor supply, investment, and hiring, so tax cuts for
top-income taxpayers most effectively increase aggregate economic activity. Others, however,
contend the opposite. They argue that lower-income groups have higher marginal propensities
to consume and disincentives to work from means-tested benefits, so tax cuts for lower-income
groups generate sizable consumption and labor supply responses, and thereby, more overall
activity. Do tax changes for high-income earners “trickle down?” Would these effects be larger
if the tax changes were less targeted at the top?

Variation in income tax policy in the U.S. can help us answer these questions and inform
the debate on “trickle down” versus “bottom up” economics. In the early 1980s and 2000s, the
largest tax cuts as a share of income went to top-income taxpayers. In the early 1990s, top-
income earners faced tax increases while taxpayers with low to moderate incomes received tax
cuts. This paper investigates how the composition of tax changes affects subsequent economic
activity. The possibility that- the impact of tax changes depends not only on how large the
changes are, but also on how they are distributed has important implications for understanding
macroeconomic activity, designing countercyclical policy, and assessing the consequences of
many redistributive policies.

The main contribution of this paper is to use new data and a novel source of variation
to quantify the importance of the distribution of tax changes for their overall impact on eco-
nomic activity. I find that tax cuts that go to high-income taxpayers generate less growth than
similarly-sized tax cuts for low and moderate income taxpayers. In fact, the positive relationship
between tax cuts and employment growth is largely driven by tax cuts for lower-income groups
and the effect of tax cuts for the top 10% on employment growth is small.

Establishing this result requires overcoming three empirical difficulties. First, many tax
changes happen in response to current or expected economic conditions. Second, tax changes

for low- and high-income taxpayers often occur at the same time, so separately identifying the

1
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effects of low- and high-income tax cuts is difficult. Third, the number of data points and tax
changes in the postwar period is limited.

This paper uses variation in the regional impact of national tax shocks to overcome these
empirical difficultics. Variation in the income distribution across U.S. states lead to heteroge-
neous regional impacts of federal income tax changes. For instance, Connecticut, whose share
of top-income taxpayers is nearly twice that of the typical state, faced relatively larger shocks
to high-income earners after the Omnibus Budget Reconciliation Act of 1993, which raised top-
income tax rates. I focus on a subset of federal tax changes that are not related to the current
state of the economy according to the classification approach of Romer and Romer (2010)."
The interaction of (1) regional heterogencity and (2) exogenous federal tax changes produces
plausibly exogenous regional tax shocks, differently-sized shocks for different income groups,
and more data on the cconomic consequences of tax changes.

I use individual tax return data from NBER’s TAXSIM to quantify these tax shocks. For
cach tax change, I construct a measure of who received (or paid for) the tax change. The
measure of the tax change is based on three things for every individual return: income and
deductions in the year prior to an exogenous tax change, the old tax schedule, and the new
tax schedule. For example, consider a taxpayer in 1992 whose income was $180,000. Based
on her 1992 income and deductions, she would have paid $50,500 in taxes according to the old
1992 tax rate schedule and 854,000 according to the new 1993 tax rate schedule. My measure
assigns her a $3,500 tax increase for 1993. I use the prior year’s tax data to avoid conflating
behavioral responses and measured changes in tax liabilities. I then aggregate these mechanical
tax changes for each taxpayer in a state by income group, such as the bottom 90% and top 10%
of national AGI respectively.

With these year-state-income group level tax shock measures, I investigate how responsive
employment growth and economic activity are to tax shocks for different income groups. I
estimate the dynamic effects of tax changes for different groups using event studies, distributed
lag models, and more parsimonious two-year changes. Since federal tax changes differ in their

progressivity, the tax shock from a given federal tax change differs regionally based on each

!They use the historical record (such as congressional records, economic reports and presidential speeches)
to identify tax changes that were taken for more exogenous reasons such as pursuing long run growth or deficit
reduction. Doing so reinforces my ability to overcome endogencity concerns. Appendix Table Al lists cach tax
change and how it is classified.
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location’s income distribution. These regional differences in tax shocks enable me to identify
the effects of tax shocks for both low- and high-income groups. For example, I identify the
impact of high-income tax changes by comparing the responsiveness of employment growth
in states like Connecticut to responsivencss in states with less exposure to high-income shocks.
The empirical analysis has three components: (1) evidence of heterogeneous effects, (2) research
design validation, (3) mechanisms and discussion.

First, I find that state employment growth and economic activity are substantially more
responsive to tax shocks for lower-income groups than to equally-sized tax shocks for top earners.
In particular, a 1% of state GDP tax cut for the bottom 90% results in roughly 3.4 percentage
points of employment growth over a two-year period. The corresponding estimate for the top
10% is 0.2 percentage points and is statistically insignificant. Other measures of state economic
activity, such as state GDP, payrolls, and net carnings, respond similarly, in that they are very
responsive to tax changes for the bottom 90% and unresponsive to tax changes for the top 10%.

Second, I provide several pieces of evidence to support the validity of these estimates. I build
and use new state-level microsimulation models of social insurance programs (AFDC, TANF,
SNAP, SSI, and Medicaid) to show that the impacts of tax changes for lower-income groups
do not reflect policy changes in social insurance programs. Event study evidence shows that
tax shocks are not disproportionately favoring states that are doing poorly relative to how fast
they normally grow. Similarly, differential state cyclicality as well as contemporaneous oil price
shocks, interest rate shocks, or regional trends are not driving the results.

Third, in terms of mechanisms, I show how tax changes for different groups impact labor
market outcomes and consumption. Tax changes for the bottom 90% have much greater impact
on both the extensive margin and intensive margin of labor supply than tax changes for the
top 10%. Specifically, a 1% of state GDP tax increase for the bottom 90% lowers labor force
participation rates by 3.5 percentage points and hours by roughly 2%. Tax changes of the same
size for the top 10% have no detectable impact on these margins. State-level consumption also
shows larger impacts for bottom 90% tax changes. These estimates on labor market outcomes
and consumption are reduced-form effects on equilibrium outcomes that reflect changes in both
changes in supply and demand. I find that real wages increase after tax changes for lower-
income groups. While the estimates are imprecise, they suggest that labor supply responses are

an important mechanism for the results.
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The empirical literature on these mechanisms — consumption and labor supply — is consistent
with the possibility of heterogeneous aggregate effects of tax changes. One strand of evidence
relates to heterogeneous consumption responses.” Many studies provide evidence that lower-
income houscholds tend to have higher marginal propensities to consume (McCarthy, 1995;
Parker, 1999; Dynan et al., 2004; Johnson et al., 2006; Jappelli and Pistaferri, 2010; Parker et
al., 2013).* A sccond strand of evidence relates to tax policy and labor supply responses of
different income groups. On the extensive margin for lower-income groups, Eissa and Liebman
(1996) and Meyer and Rosenbaum (2001) show that the Earned Income Tax Credit has strongly
increased labor force participation.” For high-income earners, there is some evidence that the
costs of raising taxes on top-income taxpayers in terms of labor supply and other margins may be
limited (Saez et al., 2012; Romer and Romer, 2014) and largely reflect shifting in the timing or
form of income (Goolsbee, 2000; Auerbach and Siegel, 2000). By focusing on the overall impacts
of tax changes for different groups, this paper not only incorporates the effects of heterogeneous
consumption responses, but also provides evidence on the heterogencous effects of supply side
policies that often do not assess the efficacy of tax changes for low- versus high-income groups.

The cstimates in this paper build on the regional multiplier literature, which was recently
surveyed by Ramey (2011). In particular, the empirical approach in this paper resembles that
of Nakamura and Steinsson (2014), but for taxes (with heterogeneity) rather than government

spending.® This regional approach complements the approach of Mertens and Ravn (2013) who

2Many macro papers, which often have consumption responses as a key channel, also support the notion
that heterogeneity matters in the context of fiscal policy. Monacelli and Perotti (2011) use an incomplete
markets model with borrowing constraints to show that lump sum redistribution from savers to borrowers is
expansionary when nominal prices are sticky. The main intuition is that while both borrowers and savers
optimize inter-temporally, redistribution to borrowers also relaxes their borrowing constraint and results in a
level of consumption that exceeds the amount that savers reduced their consumption. This higher level of
aggregate consumption raises output and employment. Similarly, Heathcote (2005) finds that temporary tax
cuts can have large real effects in simulated models with heterogeneous agents and incomplete markets. Gali et
al. (2007) show that macro models with some cash-on-hand agents and sticky prices do a better job explaining
observed aggregate consumption patterns than representative-agent models.

3Note that not all papers, e.g., Shapiro and Slemrod (1995), find significant differences in spending responses
as a function of income. More broadly, Chetty et al. (2014) estimate that approximately 85% of individuals are
rule-of-thumb spenders. Sacz and Zucman (2016) also show total savings among the bottom 90% is roughly zero
and has been flat since the 1980s.

#While evidence based on bunching (Heckman, 1983; Saez, 2010) suggests that intensive margin responses
are small, other work, such as Kline and Tartari (2016), provides evidence that tax policy changes can lead to
nontrivial intensive margin responses among low-income groups. Kosar and Moffitt (2016) provide evidence on
the cumulative marginal tax rates of low-income households.

5See Sudrez Serrato and Wingender (2011) for a paper estimating how high- and low-skilled workers respond
to different types of government spending shocks. Chodorow-Reich et al. (2012) and Hausman (2016) use similar
methods to analyze two important fiscal policy episodes — Medicaid payments to states in the Great Recession
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investigate differences for personal income and corporate taxes as well as Mertens (2013) for
top-income groups using a time series approach with national data on tax rates. Constructing
a new measure of changes in tax liabilities based on micro tax return data also contributes to
this literature because measurement error can partly explain large differences in the estimated
effects of fiscal policy (Mertens and Ravn, 2014). In addition, the regional approach provides
more power and variation in tax shocks for different groups, which enables me to separate and

identify their effects on economic activity.

1 Data on Tax Changes and Economic Activity

1.1 Tax Data

This section describes how I construct a national time-series of tax changes by income group
from 1950-2011. The following section then shows how this national series is distributed across

U.S. states.

1.1.1 National Tax Changes by Income Group

I use tax measures from NBER when possible and rely on the Statistics of Income (SOI) tables
to calculate changes before 1960.° To calculate tax changes occurring after 1960, I use NBER’s
Tax Simulator TAXSIM, which is a program that calculates individual tax liabilities for every
annual tax schedule since 1960 and stores a large sample of actual tax returns. I construct my
measure of tax changes by comparing each individual’s income and payroll tax liabilities in the
year preceding a tax change to what their tax liabilities would have been if the new tax schedule
had been applied. For instance, consider the 1993 Omnibus Budget Reconciliation Act. For
every taxpayer, my measure subtracts how much she paid in 1992 from how much she would
have paid in 1992 if the 1993 tax schedule had been in place.” When calculating tax liabilities,
TAXSIM takes into account every individuals’ deductions and credits and their treatment under

both the 1992 and 1993 tax schedules, resulting in a highly detailed measure of the mechanical,

and payments to veterans in 1936, respectively. Important contributions also include Clemens and Miran (2012);
Shoag (2010); Wilson (2012).

6See appendix A.1.1 for a description of how I calculate the four pre-NBER tax changes, which affected tax
liabilitics in 1948, 1950, 1954, and 1960. This approach is similar to that of Barro and Redlick (2011), who focus
on marginal rate changes rather than taz liability changes.

See appendix A.1.2 for a more detail on the 1993 example tax change calculation.
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policy-induced change in tax liability at the individual tax return level.® After calculating a
change in tax liability for each taxpayer, I collapse the data by averaging it for every income
percentile of AGI.

Figure 1 shows the results for four recent, prominent tax changes. Based on this measure
of tax changes, 1993 taxpayers below median AGI received a modest tax cut of less than one
percent of AGI and only the highest-income taxpayers faced higher taxes. A similar pattern
emerges in 1991 under George H-W. Bush. In contrast, high-income taxpayers received the
largest cuts in 1982 and 2003 under Reagan and Bush, respectively.

To compute total changes in income and payroll taxes in a given year, I multiply the average
change in liability for each percentile by the number of returns in that percentile and then sum
up each percentile’s aggregate tax changes to obtain total tax changes for the bottom 90% and

top 10% groups. I define tax shocks as a share of GDP, i.c., 77 = %W

, where
Tax Liability Change{ is the sum of mechanical changes in tax liability for those in income
group g € {Bottom 90, Top 10} in year ¢. As a robustness check, I compare my measure, i.c.,
the sum of tax changes for the bottom 90% and top 10%, to the Romer and Romer (2010) total
tax change measure. They are quite similar.® Differences between my aggregate measure and
their measure are partially due to tax changes that did not affect income or payroll taxes, such
as corporate income tax changes, and are defined accordingly: Tvonrine = TromER — > A T2
Exogenous tax changes occurred in thirty-one years of the postwar period.!” In exogenous
years, the average income and payroll tax change was -0.16% of GDP, or roughly $25 billion in
2011 dollars. It was -0.075% overall in the entire sample. On average, in exogenous years in
which the top 10% taxpayers did not see a tax increase, the size of the tax cut for the bottom
90% and the top 10% was roughly the same size. In exogenous years in which the top 10% did

see tax increases, the size of the tax increase as a share of output was an order of magnitude

8Note that this method avoids bracket creep issues in the period before the Great Moderation since the
hypothetical tax schedule applies to the old tax form data. Since inflation has been low during the Great
Moderation, measurement error induced by this approach (due to inflation indexing) is quite small in magnitude.
Also, it is not obviously correct to weight old tax data by CPI since median income growth has stagnated. As
such, adjusting for the mild inflation of the Great Moderation may exacerbate measurement error rather than
reduce it.

9 Appendix Figure A7 plots both serics by year. The Romer tax change measure is at a quarterly frequency,
s0 I sum their measure to construct an annualized version.

10Exogenous is defined as a year in which Romer and Romer (2010) show a nonzero tax change where more
than half the revenue was from an exogenous change. Stricter definitions of exogenous, i.c., ways to categorize
years in which there were both exogenous and endogenous changes occurring in that year, produced very similar
results. For non-exogenous years, the tax change measure is set to zero. Appendix Table Al lists exogenous tax
changes used in this paper.



71

larger for the top 10% than for the bottom 90%. On average, tax changes have been negative
for both groups, meaning that tax cuts as a share of output tend to be larger than tax increases
as a share of output.

Panel A of Figure 2 shows how income and payroll taxcs have changed by AGI quintile since
1960. There are a few notable features. First, tax changes for different income groups often

happen simultaneously.'!

Second, the magnitudes of tax changes for the top 10% are larger
in share of output terms since their income share is large and has been increasing. Third, tax
increases have been rare since the 1980s, especially on the bottom four quintiles. Fourth, the

earlier tax increases on the bottom 90% mostly came through payroll tax increases before 1980.

1.1.2 State Tax Changes by Income Group

National tax changes have disparate impacts across regions of the United States due to substan-
tial variation in the income distribution across states. Panel B of Figure 2 shows the average
share of taxpayers who have incomes in the top 10% nationally from 1980-2007. Based on this
measure, a taxpayer in Connecticut is roughly three times more likely to be in the top 10% than
a taxpayer in Maine.

Similar to the national changes, I define state tax shocks as a share of state GDP, ie.,
T, = %ﬁwﬁi, where Tax Liability Change is the sum of mechanical changes in tax
liability for all the residents in state s and group g in year ¢t. Note that the income groups are
defined on a national basis, so top 10% means a taxpayer’s adjusted gross income is in the top
10% of national taxpayers (as opposed to a measure relative to others in their state). I am
able to aggregate by state since TAXSIM has a variable indicating the state of residence for
nearly all tax returns. However, taxpayers with AGI above $200,000 in nominal dollars have
the state identifier removed in the IRS data.'? This data limitation causes the first measure of

tax changes to be approximated within TAXSIM for very high incomes at the state level.!®

MBased on Frisch-and Waugh (1933) logic, a tax change that provides atypical changes to a given income
group will influence estimates more strongly than proportionate tax changes. Appendix Figure A9 shows this
point explicitly — years like 2003 provided disproportionately larger tax cuts to the top 10% given the size of the
tax change for the bottom 90%.

12In 1975, the first year with state data available, the price level was roughly 25% of the 2010 level, so this
cutoff amounts to roughly $800,000 of AGI. Put another way, $200,000 was between the 99.9% and 99.99%
income cutoff in the 1975 AGI distribution. In 2010, an AGI of $200,000 is still well above the 95" income
percentile (the cutoff is roughly $150,000).

Due to the $200,000 censoring, I have to extrapolate part of the state shares for the top-income group. I
determine the total number of income earners whose incomes exceed the $200,000 cutoff every year and allocate
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1.2 Non-Tax Data
1.2.1 Non-Tax Data at the State Level

The main measures of economic activity are employment and income. I use two measures of
employment — the employment-to-population ratio and the number of people employed.'* I also
use two measures of state income: state GDP and net earnings. Net earnings (which is state
personal income less personal government transfers and dividends, interest, and rents) provides
a measure of income that nets out components that are less related to regional tax shocks.

A limitation of the income measures, however, is that they are in nominal terms and convert-
ing them into real terms is difficult because state-level price indexes are imperfect. My preferred
state price index is PSA;FCRA, which is the average price index from the American Chamber of
Commerce Researchers Association on cost of living in a state-year. It has been used in the
local labor markets literature, e.g., Moretti (2013), to construct regional price indexes and is
available for the full panel of states since 1980. I supplement this price index with Ps’:’t""”‘”,
which follows the approach from Moretti (2013) to create a local price index based on state
house prices and national CP1."?

To better understand mechanisms, I also analyze several labor market outcomes from the
Current Population Survey (CPS) at the state level: labor force participation, hours, wages,
and real wages.'® I focus on labor force participation to analyze extensive margin responses,
and on hours among full-time employed residents aged 25 to 60 to isolate intensive margin
responses. Wages are wage income divided by hours among full-time workers. Finally, to
remove the influence of compositional changes of labor market participants on average wages,

I also construct composition-constant wages.'” Appendix A.2 provides additional detail on

them according to extrapolated state shares for that year. I assume that each state’s share of the total number
of U.S. income carners just below the cutoff (from $150,000 to $200,000) is the same as its share of national
income earners whose incomes exceed $200,000. Very little extrapolation is required in the early years, in which
more than 99% of incomes fall below the censoring cutoff. In 2010, more than 95% of income earners still earned
less than $200,000.

1] use the Current Population Survey (CPS) to construct employment-to-population ratios, the Burean of
Labor Statistics (BLS) for employment, and Bureau of Economic Analysis (BEA) for GDP at the state level.

5Moretti (2013) uses a local price index based on rental payments and national CPI, but rental payments are
only available in 1980, 1990, and the 2000s, so I use state house prices from FHFA in place of rental payments.
Since house prices are asset prices that are forward-looking, I prefer the P;"‘tCCHA measure, but show results
using P!t as well as PEES, which is a price index based on BLS city price indexes but is only available for
roughly twenty cities. Sce data appendix A.2 for details.

16T also provide supplemental evidence on payrolls, which are from the County Business Patterns, as well as
employment rates. The employment rate is the share of people in the labor force who are employed.

T follow the approach of Busso et al. (2013) and Sudrez Serrato and Zidar (2016) to construct composition-
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variable sources and definitions. Real wages and real composition-constant wages are these
nominal series divided by a price index, which is PACCR4 unless otherwise specified.

There are two main sets of controls. First, I include controls on oil prices and real inter-
est rates from Nakamura and Steinsson (2014). Second, I use controls for contemporaneous
policy and spending changes. I construct microsimulation models to measure social insurance
policy changes in an analogous way to my tax shocks.'® Specifically, I develop a state-specific,
formula-driven mechanical change in spending for Aid to Families with Dependent Children
(AFDC), Temporary Assistance for Needy Families (TANF), the Supplemental Nutrition As-
sistance Program (SNAP), Supplemental Security Income (SSI), and Medicaid. I then divide
cach mechanical spending change by state GDP. To supplement these controls, I also control

directly for several other policy parameters that are enumerated in data appendix A.3.

1.2.2 Non-Tax Data at the National Level

Aggregate macroeconomic outcome variables come from the BEA. In particular, real GDP,
consumption, investment, and government data are the chain-type quantity indexes from the
Bureau of Economic Analysis’ National Income and Product Accounts Table 1.1.3; the nominal

GDP data come from the National Income and Product Accounts Table 1.1.5.

2 Econometric Methods

This section describes how I estimate the relationship between changes in taxes for different
groups and subsequent economic activity. First, I fit distributed lag models and direct pro-
Jections to look at the dynamic relationship between (i) tax changes by income group and (it)
subsequent changes in economic activity at the state level. I then consider a more parsimonious
specification that estimates the relationship between (i) two-year changes in taxes by income
group and (ii) two-year changes in economic activity. Second, I study these relationships at the
national level using a specification that is similar to that of Romer and Romer (2010), but has
tax changes that are decomposed by income group. The national approach, while inherently
noisy and suggestive due to limited data, supplements the state results by quantifying aggregate

effects.

constant wages.
8 Appendix C provides more detail on these microsimulation models.
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2.1 State-level Effects of Tax Changes for Different Income Groups
2.1.1 Distributed Lag Model of Tax Changes for Different Income Groups

In a given state s and year ¢, changes in the outcome y,, between year t—1 and ¢ are decomposed
into a state component s, a time component d;, the effects of current and lagged tax shocks
T?, for income group g, an index of time-varying state-characteristics XA, and a residual

component £g;:

Yot — Ysp—1 = Z (Z ﬁg'”“];g,t-m) + Xls,tA + s + 6 + €5, (1)

9 \m=m
where g € {Bottom 90, Top 10} indexes the income groups and the time index m for the lags of
tax changes range from m = 0 and 72 = 2 in the baseline specification.’? T5% is an exogenous
tax shock as a share of state GDP for taxpayers who are in the bottom 90% of AGI nationally
and TST‘t10 is defined analogously. Tax shocks are expressed as a share of state GDP to facilitate
comparisons over time.

For OLS to identify the parameters of interest, tax shocks need to be exogenous conditional
on fixed effects and controls, i.e., E(e,|T5%, T, Xy, 15, 6,) = 0. Intuitively, this identifying
assumption is that national tax shocks, which Romer and Romer (2010) define as exogenous, are
not disproportionately favoring states that are doing poorly relative to how fast they normally
grow. The validity of comparing outcomes of states with different income distributions relies on
three key assumptions: (1) state tax shocks are exogenous, (2) targeted tax shocks are unrelated
to targeted spending shocks, and (3) outcomes from less exposed states provide a reasonable
counterfactual in the absence of the tax shock.

Since I control for state and year fixed effects in equation 1, the first assumption maintains
that federal policymakers are not systematically setting tax policy to respond to idiosyncratic
state shocks. Relying on variation from federal tax changes that Romer and Romer (2010)
classify as exogenous makes it less likely policymakers are responding to idiosyncratic state
shocks since the Romer and Romer (2010) changes are due to concerns about long-run aggregate

growth and inherited budget deficits.?

19Similar results with different lead and lag structures are also presented in the appendix.

20To support the exogeneity assumption by income group, I show that these federal tax shocks for each income
group pass the Favero and Giavazzi (2012) orthogonality test, which amounts to showing that the raw series of
tax shocks by group are similar to these series after partialling out macro aggregates.

10
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Even if state tax shocks are exogenous, they may occur at the same time as other progressive
policy changes. If progressive tax and spending policy systematically occur at the same time
and both increase growth, then 5% would reflect both the true effect of tax changes for the
bottom 90% and the effects of spending policies, resulting in upwardly-biased cstirﬁatcs. To
address this concern, I directly control for government transfer payments as well as specific
policy parameters. I first control for a comprehensive measure of total government spending
on transfer programs, but this amount of spending responds to economic conditions. To isolate
changes in policy parameters from changes in economic conditions, my preferred approach is to
control for mechanical policy-induced changes in social insurance program spending. I include
the mechanical policy-induced spending changes of several key transfer programs in the vector of
controls X, in the baseline specification, and then present estimates that control for additional
policy parameters in robustness specifications.

I provide several pieces of evidence to support the third assumption that outcomes from
less exposed states provide a reasonable counterfactual in the absence of the tax shock. I
consider the possibility that states that disproportionately benefit from a given tax change
may be generally more cyclical. I do so by replacing year fixed cffects d; in equation 1 with
dq(s)t Where dy¢), is each state’s cyclicality-quintile-specific year fixed effect. The function
q(s) : {AL, AK,..,WY} — {1,..,5} gives the quintile of the state’s sensitivity to national
changes in economic conditions. I present a few ways to measure how cyclically-sensitive each
state is, but the bascline approach follows the S-differencing approach of Blanchard and Katz
(1992), which regresses changes in state economic activity on national changes in economic
activity to estimate the state’s average responsiveness to national shocks.?! The resulting group-
by-year fixed effect dy(s), measures common year shocks in the 10 states with similar levels
of cyclicality. Additionally, I consider regional trends as well as other controls used in the
regional multiplier literature (e.g., state-specific trends and state-specific interest rate and oil
price sensitivify). I provide further support for the third assumption by examining the path of

economic activity preceding tax shocks for bottom- and top-income groups.

218¢e appendix B.1 for details. I also show results using deciles instead of quintiles and using quintiles of
each state’s standard deviation in real GDP per capita o51963-1979 in the years preceding the sample period
1980-2007.

11
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2.1.2 Direct Projections of Tax Changes for Different Income Groups

To examine how the path of economic activity evolves before and after tax shocks for bottom-
and top-income groups, I run a series of direct projection regressions for different horizons

he{-4,-3,.., 5}
Ystrh — Ysp-1 = o (TE0) 4 o (1T + XA+ s+ Oen + Estns (2)

where s and ¢ index state and year, ys ., — Y51 is 2 measure of growth in economic activity
at horizon h, and psp and &, are horizon-specific state and year fixed effects.”” The path
of economic activity around the tax shocks for bottom and top-income groups is described by

5

the sequences of coefficients {af®}}=%, and {af'°}=5, which quantify the impacts of these

shocks on economic activity over different horizons. As noted by Jorda (2005); Stock and
Watson (2007); Auerbach and Gorodnichenko (2013), using direct projections of tax shocks
on outcomes is attractive because it does not impose dynamic restrictions on the estimates at
different horizons. I use these specifications to estimate average outcomes before tax shocks to
determine if tax shocks for different groups occur soon after unusually good or bad economic

times. The direct projection approach also shows how the effects of tax changes vary over time

and can potentially reveal anticipatory effects, which may vary by income group.

2.1.3 Two-Year Effects of Tax Changes for Different Income Groups

While the direct projection specifications are useful for examining how economic activity evolves
around a tax change, I fit more parsimonious models that use two-year changes to show the
cumulative effects of tax changes on employment and income for different income groups.”® The
two-year specification follows a similar specification to Nakamura and Steinsson (2014), but for

tax shocks (by income group) rather than for government spending shocks:

22In the baseline specification, I use cyclicality-quintile year fixed effects described in the prior section, i.e.,
0y(s).« formed using the B-differencing approach of Blanchard and Katz (1992), which are indexed by the horizon,
i.e., dg(s),e,n- I also include the mechanical policy-induced spending changes of several key transfer programs in
the vector of controls X ; in the baseline specification as well. Specifically, the 5 distinct policy controls are the
mechanical changes in AFDC, TANF, SNAP, SSI, and Medicaid spending as a percentage of state GDP.

23Note that each of the elements of the tax shock are normalized by the initial level of state GDP (i.e., Yoi-2).
There is nothing special about two-year changes per se other than that this duration is somewhat standard in
this literature (e.g., Nakamura and Steinsson (2014)).

12
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In this case, the year fixed effects d; absorb common aggregate macroeconomic shocks and the
state-fixed effects effectively control for different state trends in the outcome. An advantage of
this specification is that the average effects of tax changes are captured by one parameter for
each income group (rather than a parameter for each lag of each income group). I use dg(),
instead of d; in the baseline specification (where dys), is each state’s cyclicality-quintile-specific

year fixed effect) and also control for mechanical policy-induced spending changes.

2.2 National Effects of Tax Changes for Different Income Groups

I also fit specifications similar to equation 1 at the national level:

w
p—gpa = 3 (yPOnEE | POmeT0  xt T) +, )

m=m
where y59™ and 4710™ are the effects of changes in taxes as a share of GDP at lag m and

the time index m for the lags of tax changes range from m = 0 and m = 2 in the baseline
specification. 7% is an exogenous tax shock as a share of national GDP for taxpayers who
are in the bottom 90% of AGI nationally and T{™ is defined analogously. X = [Tnonine,)
includes non-income and non-payroll tax changes that Romer and Romer (2010) classify as
exogenous (e.g., corporate tax changes). One way to interpret equation < is that it decomposes
the Romer and Romer (2010) exogenous tax change measure into three mutually exclusive and
collectively exhaustive components: 7%, T/ | and the non-income and non-payroll portion,

i.e., TNoNINC,t-

3 Effect of Tax Changes for Different Income Groups

This section provides results on the effects of tax changes for different income groups on economic
activity. Section 3.1 provides evidence on the effects of tax changes for different groups on
employment and income growth. Section 3.2 provides results for mechanisms and highlights
supplemental national results. Section 3.3 discusses the estimates and relates them to existing

13
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evidence. Finally, section 3.4 briefly describes additional support for the validity of the estimates

and robustness tests.

3.1 Impacts on State Economic Activity

Figure 3 shows the evolution of the state employment-to-population ratio and state employment
relative to the year before a tax change for different income groups. Panel A shows that the
employment-to-population ratio exhibits little trend prior to tax changes and then gradually
falls in the years following a tax change for the bottom 90%. Specifically, the estimates for
the impact of tax changes in year h for the bottom 90%, &5 from equation 2, and those
for the top 10%, &, are shown in blue and red respectively. The employment-to-population
ratio is roughly 4 percentage points lower three years after a 1% of state GDP tax change for
the bottom 90% relative to the employment-to-population ratio the year before the tax change
(e, aF® ~ 4). After four years, on average, the ratio improves slightly to be roughly 3
percentage points below the level prior to the tax change. Panel B shows similar patterns for
state employment. State employment tends to be 2% lower in the year after the tax change
for the bottom 90%, falls to 4% two years after the change, and then recovers somewhat to be
roughly 2% lower four years after the tax change. Tax changes for the top 10%, in contrast,
have no detectable impact on the state employment-to-population ratio and state employment
in the eight-year window around tax changes.

Figure 4 shows the evolution of the state income and prices. Panel A shows that nominal
state GDP sharply declines following tax changes for the bottom 90% and is roughly 8 percent
lower than the year before the tax change. These declines are very large.?! However, panel B
shows prices also fall by roughly 6 percent. This price decline estimate is noisy, but indicates
that the GDP declines are smaller in real terms. Pancls C and D show results for real GDP
using the ACCRA price index P/°“" and a home-price-based index P/P’. The real series
show smaller impacts, especially three and four years after the tax changes for the bottom 90%.
In terms of estimates from tax changes for the top 10%, estimates for both measures of income in
nominal and real terms provide no evidence that tax changes for high-income carners materially

impact economic activity over a business cycle frequency.

24T discuss the magnitudes and relate them to existing literature in section 3.3.
25While it is possible that the effects show up further into the future, detecting such effects is inherently
difficult. See Romer and Romer (2014) for some historical evidence on longer-term effects.

14
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Table 1 presents the main regression estimates of state employment and income. Panel
A shows estimates of the distributed lag specification using equation 1 as well as the sum of
effects an=o B9™ of tax changes for each group g € {Bottom 90, Top 10}. Panel B shows
estimates from the more parsimonious two-year change specification using 3. For each panel,
the baseline specification is a rich set of controls: mechanical policy changes in spending as a
share of state GDP on social insurance programs (AFDC, TANF, SNAP, SSI, and Medicaid) as
well as state and cyclicality-quintile by year fixed effects. Employment declines roughly 3.5% in
both specifications following a tax change of 1% of state GDP for the bottom 90%, and top tax
changes have no impact in either specification. Panel B also reports the p-value for the test that
bB% = pB% jc., that the impacts on two-ycar employment growth from tax changes for both
groups are equal. This test is rejected with 94% confidence in column 1. The employment-to-
population ratio also shows similar patterns but is less precise over a two-year window relative
to three and four years after the tax change as shown in Figure 3. The next three columns
show estimates for nominal and real state GDP. The impacts are very large for the bottom
90% and not for the top 10%. Although the point estimates for state GDP are less stable and
range from 5.3% to 9.2%, the qualitative pattern of nearly all responsiveness from lower-income
groups and small impacts from top groups is very robust.?® Each specification rejects the null
hypothesis of equal impacts from tax changes for the bottom 90% and top 10% with more than
99% confidence.

3.2 Mechanisms

The results in section 3.1 show large employment and income declines after tax changes affecting
lower-income taxpayers. These employment and income results are reduced-form estimates that
reflect changes in both the supply and demand for labor following a tax change. This section
discusses impacts on labor market outcomes and on consumption, the relative importance of
supply and demand changes at the state level, and effects on aggregate investment.

Figure 5 shows the impacts of tax changes for different groups on extensive and intensive
labor market responses, real wages, and consumption. On the extensive margin, Panel A shows

that labor force participation rates decline roughly 3 percentage points three and four years

26 Appendix Tables A8 and A9 show robustness tests for nominal state GDP, Appendix Tables A10 and A1l
show robustness tests for real state GDP.
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after a tax change for the bottom 90%. On the intensive margin, hours of workers who work
at least 48 weeks decline by roughly 2 percent soon after the tax change but return to the
levels before the tax change.”” Panel C shows that real wages increase following tax changes for
the bottom 90%.%* These real wage results, though imprecise, reveal the relative importance
of supply and demand changes in the labor market. The increase in real wages suggests that
supply-side responses are important and may exceed demand-side responses to tax changes for
the bottom 90%.

In terms of aggregate mechanisms, Table 4 shows national results for real GDP and its
components. Real GDP decreases 3.8% following tax changes for the bottom 90% and decreases
1.1% following tax changes for the top 10%. These point estimates are noisy — the standard error
for the top 10% estimate is 4.6% at the national level — but could be consistent with impacts
of tax changes from the top 10% that spillover to other states. That said, the impacts on the
top 10% are statistically indistinguishable from zero and 2.7 percentage points lower than the
aggregate estimate for the bottom 90%. The components of GDP are also noisy.?’ Other than
the impacts on investment, which are much more responsive to tax changes for the bottom 90%
and are weakly significant statistically, there is not enough variation in the time series to pin
down heterogeneous effects on macro aggregates.”® The investment responses and the overall
rcal GDP point estimates, however, suggest that the effects of additional cconomic growth from
tax changes for the bottom 90% tend to exceed the effects from income changes among those

who are more likely to save.

2TResults are similar for hours of workers who work on average at least 35 hours per week and at least 48
weeks per year.

28Nominal wages tend to be roughly flat but then increase following tax changes for the bottom 90%. Pancl
C uses the ACCRA price index P;‘;Fcn" as a deflator and adjusts wages holding constant the composition of
workers, which indicates that the real wage increases are reflecting actual increases rather than compositional
shifts in labor supply. Results using other deflators and raw average wages are similar and presented in appendix
Figure All.

29Given the limited number of tax changes events in the postwar period, the possibility of coincidental trends
in income inequality, for example, suggests caution when interpreting the national results and provides another
reason why evidence from the state-level analysis, especially when the analysis accounts for regional trends, may
be more informative.

30The consumption results are somewhat mixed. Although durable good consumption is much more responsive
to bottom 90% tax changes, the non-durable consumption estimates work in the opposite direction, leading to
similar overall consumption impacts. The similarity in consumption impacts is inconsistent with the literature
on MPCs and the state-level results in Figure 1 which show much larger responses from the bottom 90% on
consumption.

16
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3.3 Discussion of Results

Quantitatively, the main reduced-form results in this paper are large, but within a range that is
consistent with existing cross-sectional evidence. In particular, the 3.4% estimate for the increase
in state employment from a 1% of GDP tax cut for the bottom 90% translates to roughly $31,500
per job.*" These cost-per-job estimates are consistent with those reported in Ramey (2011):
$25,000 in Wilson (2012), roughly $28,600 in Chodorow-Reich et al. (2012), $30,000 in Sudrez
Serrato and Wingender (2011), and $35,000 in Shoag (2010).*> My estimates for the impact
of tax cuts for the top 10% on employment are statistically and economically indistinguishable
from zero, so the corresponding cost-per-job estimate is much higher. Therefore, given my
estimates by income group, the overall impact of a tax cut of 1% of GDP that goes half to the
bottom 90% and half to the top 10% will have roughly a $63,000 cost-per-job.

The estimates for impacts on real income, however, are larger than most papers in this
literature.™ First, the variation that I am exploiting could potentially yield stronger effects than
prior studies. Second, the confidence intervals are large, so one cannot rule out smaller effects.
Third, in terms of point estimates, the average output multiplier in a recent survey by Chodorow-
Reich (2017) is 2.1, though some studies estimate sizable cumulative output multipliers (e-g.,
Leduc and Wilson (2015) estimate a cumulative multiplier of 6.6). The estimated impact on real
income from the bottom 90% depends on the specification, but is roughly 7.>' The impact from
the top 10% is roughly zero, so the overall multiplier on real income, computed as the average of
the group-specific multipliers, is roughly 3.5. It is important to emphasize that these estimates
are regional multipliers, which can differ from national multipliers to the extent that time fixed

effects absorb general equilibrium forces (e.g., countercyclical monetary policy).*> Since state

31Using 2011 numbers, the cost of a 1% of GDP tax cut is roughly $150 billion and a 3.4% increase in
employment on a base of 140 million is 4.76 million. Therefore, the cost-per-job is %9‘% = §31,513.

#2Note that Wilson (2012) and Chodorow-Reich et al. (2012) focus on effects during a recession, which likely
results in lower cost-per-job estimates. There are also estimates of smaller multipliers (e.g., Clemens and Miran
(2012)). See Chodorow-Reich (2017) for a recent survey.

33Nakamura and Steinsson (2014), for example, find output multipliers from government spending of 1.32 to
4.79 in their Table 3 and roughly similar estimates for output multipliers in real terms.

34See, for example, Figure 4 panels C and D or the real income estimates in Table 1 or appendix Tables AG
and A7. Other measures of income, e.g., total personal income from CPS$, increase by roughly 5% as shown in
appendix Figure A21, but these estimates are noisy.

35 Although regional multipliers are generally believed to be larger than national multipliers, the relative size
of regional and national multipliers is an active area of research (Chodorow-Reich, 2017). It is also worth noting
that common national shocks like countercyclical monetary policy are not likely to be fully absorbed by time fixed
effects given regional heterogencity and the possibility of heterogencous impacts of monetary policy changes.
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GDP, particularly in real terms, is measured with error,*® my preferred interpretation of these
results is that the point estimates for real income are more variable and thus less reliable than the
employment estimates, but impacts on both outcomes provide robust evidence that economic
activity is substantially more responsive to tax changes for the bottom 90% than to those for
the top 10%. Okun’s law suggests that employment and GDP are closely related, so putting
emphasis on the better measured of the two seems advantageous.

In terms of mechanisms and the relative importance of consumption and labor supply re-

sponses, rationalizing the large responses in economic activity through consumption responses

MPC
1-MPC

alone is not persuasive. First, the traditional multiplier of would require marginal
propensities to consume that are larger than most MPCs estimated in the literature, e.g., John-
son et al. (2006) and Parker et al. (2013). Second, in terms of heterogeneous MPCs by income
group, the initial impact on consumption could be sizable,*” but the subsequent rounds do not
feed back exclusively to lower-income groups, so the MPCs in subsequent rounds are not the
MPCs of lower-income consumers, but economy-wide average MPCs. Third, to the extent some
of the initial spending is on durable goods, which are often traded, the impacts from increased
consumption may not be especially concentrated in the states where tax change recipients live
(other than through spillovers to the consumption of complementary non-tradables). Substan-
tial labor supply responses, therefore, are likely an important mechanism, which is consistent
with the evidence presented on labor force participation, hours, and real wages.

One may find these results surprising from the perspective of the theoretical literature.
Although the employment estimates are comparable to those in the empirical literature on
regional multipliers, it may be somewhat surprising from the perspective of the theoretical
literature that tax cuts for lower-income earners are more effective than government spending.*

Farhi and Werning (2016), however, show that externally-financed regional multipliers with

36BEA relies on measures from a range of sources when computing state GDP, many of which are from the
economic census. The economic census is compiled every five years and in non-benchmark years, state GDP
estimates involve “interpolation and extrapolation techniques using indicator series that mirror the movement in
the GDP by state component being estimated.” See https://wuw.bea.gov/regional/pdf/gsp/GDPState . pdf.

37 Aaronson et al. (2012) show that household spending increases by roughly $700 per quarter following a
$250 per quarter income increase due to minimum wage increases. This % ~ 3X impact on spending among
low-income earners comes from a small number of households that make large durable purchases following the
income shock. Similar spending behavior following tax shocks for lower-income earners could gencrate sizable
impacts on economic activity.

38MPC estimates are typically smaller than 1 and the traditional government spending multiplier is 14}”,0,
so the traditional tax multiplier is smaller than the traditional government spending multiplier, i.e., MPC < 1
implies that lf”,{;gc < m.
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redistribution and non-Ricardian agents can be larger than traditional multipliers. Additionally,
other channels, such as extensive margin labor supply responses with heterogeneous agents, are
often not incorporated and can impact conclusions about multipliers.

The results may also be surprising in terms of Ricardian equivalence. Ricardian agents
will increase expenditures based on the annuity value of the tax change, which may be zero
if they expect to finance the tax change in the future.’ However, there are a few reasons
why Ricardian equivalence may fail, especially when considering tax changes for lower-income
groups in a spatial setting. First, agents may consider tax changes a transfer if the tax change
is (i) financed contemporaneously by other agents (from other locations or from other income
groups) or (ii) if they expect others to pay for it in the future. Second, agents may be liquidity
constrained. Third, agents may be myopic. These considerations may also help explain why

there are different impacts for different income groups.

3.4 Threats to Validity and Robustness

There are three key threats to the validity of the estimates: endogenous tax changes, prior
economic conditions and differential trends, and concomitant progressive government spending
changes. First, I assess the concern that the composition of tax shocks may be endogenous by
appealing to an orthogonality test used by Favero and Giavazzi (2012). This test compares the
federal tax change series before and after partialling out macro aggregates. Appendix Figure A8
shows that the raw tax shock series and the orthogonalized tax shock series are very similar for
each income group, supporting the compositional exogeneity assumption.'

Tables 2 and 3 present distributed lag estimates for a wide range of robustness tests to
address the second and third concerns, respectively. Table 2 shows impacts of tax changes on
state employment growth.”' The first five columns present different ways to account for state-
specific cyclicality; (1) presents the baseline specification with cyclicality-quintile by year fixed

cffects, (2) presents year effects, (3) presents cyclicality-quintile by year fixed effects where the

39This discussion of Ricardian equivalence draws from the discussion of Ricardian equivalence and regional
multipliers in Chodorow-Reich (2017).

40More generally, tax changes could be endogenous by income group, year, and state. I address concerns with
respect to the timing and location of tax changes by using only tax changes Romer and Romer (2010) classify
as exogenous and by exploiting regional variation in the income distribution.

1 Appendix Tables AS and A9 show results for nominal state GDP. Appendix Tables A10 and A11 show
results for real state GDP.
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quintiles are defined based on the standard deviation in state GDP per capita, (4) cyclicality-
decile by year fixed effects, and (5) cyclicality-quintile by year fixed effects that group states
only using the years before the sample (i.e., before 1980). The next five columns show controls
for state-specific sensitivity to other shocks and trends; (6) controls for oil price interacted with
state dummies, (7) controls for real interest rate interacted with state dummies, (8) and (9)
add region fixed effects to (6) and (7), and (10) includes state-specific trends. The specific
point estimates for the impact on employment growth from tax changes for the bottom 90%
depend on the specification, are almost always significant statistically, and tend to be within a
one percentage point range of the baseline estimates. Similar patterns emerge in Table 3, which
shows results for a wide range of policy paramcters and controls for government spending. Pancl
B of both tables show the same controls using the two-year change specification for additional
measures of economic activity and show similar patterns. For example, Table 3 shows that
two-year employment growth following a tax change for the bottom 90% ranges between 3.2
percent to 3.6 percent across 11 different policy controls. Overall, the general patterns are quite
robust. Almost all the impact on economic activity from tax changes comes from tax changes

from the bottom 90%.

4 Conclusion

This paper quantifies the importance of the distribution of tax changes for their overall impact
on economic activity. I construct a new data series of tax changes by income group from tax
return data. I use this series and variation from the income distribution across states and
federal tax shocks to estimate the effects of tax changes for different groups. I find that the
stimulative effects of income tax cuts are largely driven by tax cuts for the bottom 90% and
that the empirical link between employment growth and tax changes for the top 10% is weak
to hegligible over a business cycle frequency. These effects are not confounded by changes in
progressive spending, state trends, or prior economic conditions. The effects seem to come from
labor supply responses as well as increased consumption and investment.

These results are important for characterizing central equity-efficiency tradeoffs in tax policy.
If policy makers aim to increase economic activity in the short to medium run, this paper

strongly suggests that tax cuts for top-income earners will be less effective than tax cuts for
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lower-income earners. While it is possible that tax cuts for top-income earners have sizable
long-run impacts through different channels such as human capital investment, firm creation,
or innovation,” much more compelling evidence on these channels is needed to support top-
income tax cuts on efficiency grounds, especially given the magnitude of resources devoted to
these tax policy changes. Overall, the results not only suggest some skepticism for “trickle
down” economics, but they also provide evidence that supply-side tax policies should do more
to consider the relative efficacy of tax cuts targeted lower in the income distribution. Finally, as
a note of caution, the estimates in this paper come from modest changes in tax rates that have
been executed in the post-war period; using these estimates to evaluate the likely impacts of

large tax changes on high-income earners requires extrapolation beyond the observed variation

in the data.

42Extending the analysis to study medium- and longer-term effects of tax changes, such as new firm creation
or patent activity, is a good topic for future research.
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Mr. LEVIN. Okay. Now I want to talk about manufacturing. The
chairman used a few examples. And no one cares more, I think,
about resurgence of manufacturing than I do; but the examples
that you used of steel, that happened because China rigged its cur-
rency, because of their State-owned enterprises. It was not related
in any real way to our tax system or theirs.

The same is true of your reference to the automotive industry
and the movement of auto parts and vehicle assembly to Mexico.
It wasn’t because of our tax systems; it was because of the huge
differential in the cost of labor. And in both case, the Republican
majority, both as to steel and as to auto parts, refused to address
trla)lde-related issues that impacted on the loss of manufacturing
jobs.

Now, let me just try to get to one of the nubs. I want to ask Pro-
fessor Clausing this: In Mr. Lindsey’s testimony, he reiterates an
argument made by proponents of a BAT, namely, that U.S. compa-
nies are now disadvantaged when other countries operate under
VATSs with rebates for their exports.

Two conservative analysts from Cato and George Mason have
suggested this claim is false, saying the real issue is whether the
playing field is level in a given market. They point out that if a
U.S. company and a German company sell a product in Germany,
both firms pay a VAT and corporate tax. If they sell in the U.S,,
both pay just a corporate tax. In other words, companies selling in
the same market are treated the same.

What is your view of this issue?

Ms. CLAUSING. I absolutely agree with that characterization.
And the designers of this tax, who are economists, also agree with
that characterization. The VAT doesn’t create on unlevel playing
field across countries. And so the Made in America tax concept is
little bit misleading. Put simply, imagine an American firm selling
a good in France. If the American firm sells it in France, they pay
the French value added tax, but so the does the French firm. They
pay the U.S. corporate tax, and the French firm pays the French
corporate tax. So they are treated the same. If the two firms in-
stead sell in America, neither of them pay a value added tax, but
they both pay their corporate taxes at home. So we already have
a level playing field with respect to those taxes. And that is why
the Cato person that you cite agrees with that, but also Alan
Auerbach and Mike Devereux, and others who designed this tax,
would similarly agree with that.

Mr. LEVIN. Okay. This is one of the gists of the argument. And
I think as we talk about substance, both on manufacturing but also
on the BAT, we need to really look at the realities. There may be
a difference in the corporate tax structure in Europe and the
United States, and, therefore, there may be some differential. It
may not be entirely level. But in terms of each paying the same
kind of taxes, it is the same. I yield back.

Chairman BRADY. Thank you.

Mr. Reichert, you are recognized.

Mr. REICHERT. Thank you, Mr. Chairman. Welcome, and thank
you for your testimony today.

Like our witnesses last week, you have all made it very clear
that we are behind in global competition, that the Tax Code is
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holding our businesses, farmers, and workers back. And we all
know that given half a chance, our American workers will always
exceed and win, from the apple grower in Eastern Washington, to
the1 manufacturer on the west side of the mountains south of Se-
attle.

We all agree that we need tax reform. The devil is in the details.
And your testimony today has been very educational and helpful to
me, I know for sure. But this is our chance to build a competitive
Tax Code that leads to increased growth, higher paychecks, and
greater opportunity, and I know Mr. Neal said ease the financial
burden of the middle class. But we are more interested in not just
easing the financial burden, but providing job opportunities and
economic growth. I mean, we want to think big and move forward,
look to the future.

So I want, Mr. Luciano, please, if you could discuss further how
the international tax system impacts your company’s domestic/
international operations, and with the modernized code, would you
invest more in the United States?

Mr. LUCIANO. Thank you for the question, Congressman.

So a healthy agricultural industry is important for us to be able
to feed the world. We will have to feed 9 billion people in 2050, and
that is a challenge in itself. But it is also important because of the
connection with the middle class and middle America. We are a
company that have 32,000 people, but we have only in our head-
quarter—global headquarter in Chicago, we are less than 70 peo-
ple. The rest of the people are in small communities, whether it is
Decatur, Illinois; Cedar Rapids, Iowa; Alpharetta, Georgia, those
are where the people are. And we see those communities. And in
those communities inside the country, in small, rural America,
there are very little competitive advantages left. And that is why
it is so difficult to get jobs, and to get industries. One of the com-
petitive advantages is agriculture.

But the way we are operating today, when we compete in a glob-
al market, if I need to sell to Egypt, and I have the choice to bring
the product from Kansas City, wheat, Kansas City, or from
Ukraine, Ukraine has the opportunity to get the refund of the BAT.
So the Ukraine does not have—they get the credit for that 20 per-
cent, where the U.S. does not.

So, to me, if you think about one thing to have a competitive
playing field for the farmers in the U.S.—and you heard my oral
testimony, we have lost market share. We used to be the bread-
basket of the world. We have lost it in wheat to Russia. We have
lost it in soybeans to Brazil. We are hanging to corn, but not for
long. So what happened in this period is that acreage in the United
States has been reduced 12 percent over the last 20 years. While
in Russia, production of corn has improved 61 percent. The planted
area of soybeans has increased by three times.

So all these countries where they have the same competitive ad-
vantage that we have, whether it is, you know, a very good weath-
er, good soil, and land available, have countered with policies that
actually have been helping those farmers to take market share
from the U.S. So we are not leading any more into that, and we
are slowly declining. As you decline, those communities that are
boosted by agriculture, continue to decline as well. Because when
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we go there, we just don’t have an elevator or storage. We buy from
the farmers, and the farmers—and we also have an ecosystem of
other companies that basically supply security to us. They supply,
you know, safety equipment, that they supply——

Mr. REICHERT. Would you invest more money into the United
States?

Mr. LUCIANO. I am sorry?

Mr. REICHERT. Would your company invest more money back
into the United States?

Mr. LUCIANO. Of course. If the farmer would be growing in the
United States. At this point in time, again, we have lost 50 million
acres. So we are going to invest if there is going to be more produc-
tion. So I think that with the plan like the blueprint we are consid-
ering today, we can see us leveling the playing field for the U.S.
farmer to be competitive in the world. And that could become, as
you guys said before, a magnet for investment in the U.S. and jobs.
And I think that this blueprint achieves that.

Mr. REICHERT. Thank you.

Chairman BRADY. Thank you. Time has expired. Mr. Lewis, you
are recognized.

Mr. LEWIS. Thank you, very much, Mr. Chairman. Let me
thank all of the witnesses for being here today.

Dr. Clausing, you are the Democratic witness, right?

Ms. CLAUSING. That is correct.

Mr. LEWIS. And you are the only woman on this panel?

Ms. CLAUSING. That is also correct.

Mr. LEWIS. You see a lot of men here dressed in blue suits.

[VOICE]. Not everybody.

Mr. LEWIS. Well, one in gray.

Don’t you think it is sort of strange when we are talking about
tax reform, and when women make up more than 50 percent of the
population of America, and you see all of these men here?

Ms. CLAUSING. Well, there is a lot of strange things about tax
reform.

Chairman BRADY. Thank you.

Mr. LEWIS. Don’t you think we should move into the 21st cen-
tury as a Nation and as a people?

Ms. CLAUSING. Absolutely.

Mr. LEWIS. Comprehensive tax reform should help the middle
class and working families. Do you think this proposal will help the
middle class and working families.

Ms. CLAUSING. I have several doubts about that. And mostly,
if you rely on the nonpartisan Tax Policy Center estimates, my big-

est concern is that the top one percent get a tax cut that is about
%200,000, and the bottom four-fifths of the population get a tax cut
that is about $200. Now, this $200 tax cut is nice, but it is not
going to go very far if your imported goods are more expensive, or
if you have lost your job because you are in the retail industry and
the exchange rate didn’t adjust as quickly as we thought. Waiting
around for an exchange rate to adjust can take some time, and as
Keynes once said, “In the long run, we are all dead.” So I worry
a lot about the middle class given the way that this tax cut is
structured.
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Mr. LEWIS. You stated in your testimony that business tax re-
form should be revenue neutral. Can you explain why this is so im-
portant?

Ms. CLAUSING. Yes. The deficit is an important issue for sev-
eral reasons. We have a lot of obligations to our senior citizens,
many of whom are retiring now and will be older in the coming
years. And this means that even on a normal trajectory, our defi-
cits are going to be increasing due to our Social Security and Medi-
care obligations.

So tax cuts, at this point, will make those deficits even larger,
and those deficits can crowd out investment or increase the size of
01];1" trade deficit, both things that this committee might worry
about.

So I think it is important to raise adequate revenue, because we
are going to need that revenue for priorities that also affect our
i:(i{mpetitiveness, like infrastructure, education, healthcare, and the
ike.

Mr. LEWIS. Thank you.

Mr. Chairman, I would like to yield the balance of my time to
Mr. Doggett.

Mr. DOGGETT. Thank you very much.

So many of our colleagues believe that there is a giant tax cut
rainbow, and at the end of that rainbow is a huge pot of tax cut
gold, that if we can just find the right good tax cut fairy, every-
thing will be blissful in our country. And because they believe that,
there is no obstruction of justice, there is no breach of our national
security, there is no tweet that is too outrageous to be ignored, be-
cause Donald Trump is viewed as the key way to find that good tax
cut fairy.

We find ourselves here today with more of the mythology and
fantasy that has characterized this debate from the outset.

Now, I agree 100 percent with the chairman that we should be
supporting a pro-growth tax policy to grow jobs in this country.

The problem is the so-called better way, as self-styled, does not
do that, and it does not even come close. It is a better way to get
more national debt. It is a better way to widen the income gap and
disparities that are already out there. And without the border ad-
justment tax, which is already on life support, the remainder of the
territorial system here will only grow jobs overseas as it advan-
tages multinationals over small territories.

And how amazing to hear that the policy we need to follow from
the Tax Foundation is to achieve the type of system Estonia and
Latvia have. Who knew that that was the approach to success
here? Well, Estonia and Latvia, in the time that they have had
that, over in the last 3 years, have never grown more than three
percent. And we are told that under this magical tax fairy ap-
proach, we will achieve over 5 percent growth. It is mythology in
action.

Chairman BRADY. All time has expired. Mr. Roskam, you are
recognized.

Mr. ROSKAM. Thank you, Mr. Chairman.

Three observations, and a question for you, Mr. Simon.

Observation number one: Mr. Neal observed that there is no
small business here, and yet on Thursday, it is no myth, there was
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a small business here; Mr. Mottl, from the Chicago area, who testi-
fied two or three times in a competitiveness hearing how in favor
he was of border adjustment. It was very powerful testimony. You
can look at the record. Point number two: It is interesting, we are
an hour and 20 minutes into this hearing and no witness, no mem-
ber of this body, has mentioned the myth of $1700 negative impact
on average, middle Americans that has been running on television
ads, criticizing the border adjustment tax. Really interesting. And
I commend the critics of border adjustment today not using what
factcheck.org called baloney.

Third point: Professor Clausing was pretty dismissive—I mean,
listen, we are all in the advocacy business—but was pretty
dismissive of this WTO question. And I just think we have got to
be sort of measured and sobered, because she made a claim that
this will inevitably lose before the WTO, and then quickly, in the
testimony, was, like, tripping us down into the valley of retaliation.
And I thought it is important to recognize that the Director Gen-
eral, Alberto Acevedo, of the WTO, has noted that there is lots of
gray areas in the WTO rules. And he has declined to speculate.
And we are working through these details. And we are mindful of
the criticism. But, surely, we don’t need to be just coming to the
conclusion that this is not compliant.

Mr. Simon, I think you are the most interesting person here
today. You are the most interesting person here today because you
have got the value of actual perspective. And you have made some
very strong claims. You said this in the best interest of our coun-
try, if properly implemented. That is an incredibly strong claim.

You said: If we do the work, it is worth it. The change in Amer-
ican sourcing becomes increasingly viable. I mean, there is an aspi-
ration there.

Look, one point—and then I am really interested in your view-
point as somebody who has run, arguably, one of the biggest retail
operations on the globe, why doesn’t this create fear and loathing
in you in the way that it does Mr. Cornell and others? Why do you
say, no, no, no, this is a good thing. I know this system. This is
a good thing.

Here is one point: We haven’t discussed the nature of the compa-
nies that are leaving today. So in Chicago, for example, when Aon
left, where did they go? They went to the U.K. They are going to
our best friends. When Burger King left, they went to Canada.
They are not going to some tax haven.

Walgreens tried to make a jail break not long ago. They weren’t
successful based on the politics.

But it seems to me, like our Tax Code is an island that is dis-
solving underneath us. Dissolving underneath us. And we have got
an opportunity for a transformational moment. What is the trans-
formational moment, Mr. Simon, that we should seize? Why is your
insight so helpful? And what assurance do you have for people who
have no interest in having an adverse impact on middle class fami-
lies? Why is this a boon?

Mr. SIMON. My view is not too dramatically different from what
Mr. Cornell just described, or the retail industry. The concerns that
they have are real. And if we can address those with an implemen-
tation mechanism or a safety net of sorts or a
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Mr. ROSKAM. A transition.

Mr. SIMON [continuing]. A transitional plan for them, on the
other side of this, it will be very, very good for the country. That
is the point I came here to say today. I don’t want to ignore, nor
bulldoze their concerns. Because improperly implemented, it will be
very, very hurtful for the industry and the consumer.

But if we take the time and do the work, and sit down in a group
and iron out, lay out, what it will look like, I think it will be very,
very successful for U.S. manufacturing. Once the middle class jobs
start to return to the country, and the wage increases that would
come with that, retail will start to see a new sort of resurgence and
a period of growth.

Right now, the wind is coming out of retail sales because the
wind is coming out of the middle class. And the points about the
bifurcation of income have been well-documented. There just aren’t
enough people on the high-end to keep all the retail locations that
we have going, and that is why they are struggling.

But if we can rebuild a middle class through a manufacturing
base, retail, in the long run—and I know everybody is dead—but
in the long run will be better.

The question is, how do we get to the long run? And that is what
I would like to get to discuss.

Mr. ROSKAM. And I think a smooth transition is key. Thank
you, Mr. Simon.

Mr. CHAIRMAN. Thank you. Time has expired. Mr. Doggett, you
are recognized.

Mr. DOGGETT. Well, thank you, very much.

I guess we do just have a basic disagreement. In referring to
America as a prison break, America is not a prison for American
business. We have some of the most competitive businesses in the
entire world.

And to refer to it as a prison break, is also wrong in that the rea-
son these companies have suddenly renounced their American citi-
zenship and gone abroad, in many cases is because of the con-
sistent refusal of our Republican colleagues to support measures to
put a stop to it. They won’t close the door to those who want to
do their business here in America and head off to Ireland, or the
Bahamas, or the Cayman Islands. And Dr. Clausing has some im-
pressive data about that that I would like to explore.

Additionally, we have already seen the path, the rainbow, to the
pot of gold followed once in this committee already, with the results
that will be achieved if we do it a second time. And that is on the
so-called ObamaCare repeal, which was really nothing but a $1
trillion tax cut that rewarded certain special interests like pharma-
ceutical manufacturers, and dramatically, again, widened the in-
come gap by giving the benefits to those at the top rather than to
the middle class.

Of course, we don’t know exactly how much it did that, because
it was rushed through this committee almost overnight. And we
still don’t have a score from the Congressional Budget Office for
that ill-advised proposal. Even though they rushed it through, it is
still sitting on the Speaker’s desk. They weren’t in such a rush they
sent it over to the Senate for action.
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Let’s focus on the propaganda and mythology associated with to-
day’s proposal, the so-called Better Way.

And one of the big aspects of the pot of gold that is out there
waiting for us is $2.6 trillion that is just dying to come back to
America if we will treat it right.

Dr. Clausing, I would like to ask you about this $2.6 trillion in
so-called stranded offshore earnings that could allegedly do so
much good in creating jobs here in America. Is it true that much
of that money can already be invested in the U.S. economy without
those multinationals paying a dime of tax on it unless they earn
money from their investments here? Indeed, aren’t a substantial
portion of that $2.6 trillion, isn’t it already being held in Wall
Street institutions right here, onshore, within the United States?

Ms. CLAUSING. Agreed. Yes. Much of that money is booked off-
shore for tax purposes, but it is still invested in U.S. assets
through U.S. financial institutions.

There are limits on what firms can do with that money. They
can’t give it back to their shareholders as dividends or as share re-
purchases. And this is why they are very anxious to get that money
back. But they can still borrow against those funds, and the firms
that have those funds abroad are some of the most creditworthy
firms, you know, on the planet, and they have no trouble financing
new investments.

Mr. DOGGETT. And your paper shows that they, in fact, earn
millions, if not billions, of dollars in interest and dividends right
here in the United States on their offshore earnings today.

Ms. CLAUSING. That is correct.

Mr. DOGGETT. Now, you mentioned the fact that they would
like to have this money back not to create jobs but to give higher
earning executives even more high earnings and to give their
shareholders dividends and stock buybacks. We have had a little
experience with that before. And it is just really appropriate that
former Chairman Thomas was here. Because he was the author
pushing through this committee what was called the American
Jobs Creation Act of 2004.

How many jobs did that bill that this committee heard much of
the same rhetoric that we are hearing in support of this measure,
how many jobs did that bill create?

Ms. CLAUSING. My understanding is that all economists who
have looked at that bill found that it didn’t create a single job or
cause a single investment, and this includes some people who ad-
vised George W. Bush, who also looked into this. That money was
used for dividends and share repurchases and some of the firms
that repatriated the most money actually laid off workers. It is pos-
sible it did have a small job creation affect for lawyers and account-
ants because there was a lot of complexity in the bill as well.

Mr. DOGGETT. We were told by the chairman, follow the exam-
ple of the Tax Foundation, follow Estonia and Latvia and their tax
policies. Do you think our companies will be more competitive if we
adopt the Estonian and Latvian approach to international tax-
ation? Are they competitive today in the international market?

Ms. CLAUSING. As the slides I showed earlier indicate, they are
quite competitive. We have profits these days that are 50 percent
higher than they were in prior decades.
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Mr. DOGGETT. Thank you.

Mr. CHAIRMAN. Thank you. Time has expired. Mr. Buchanan,
you are recognized.

Mr. BUCHANAN. Thank you, Mr. Chairman. I also want to
thank all of our witnesses for being here today.

Dr. Lindsey, let me ask you: I think you have had as much to
do with the blueprint as anybody. The economy is growing an ane-
mic 1 percent, on average 1% percent the last 10 years. I guess you
have got to go back in the 1950s where it is only grown at that per-
centage. But what is your thoughts, when you talk about growing
the economy and this plan from 3, 3%2, 4 percent, I don’t want your
number, but I heard 3%. On what basis, and what are the drivers
that is going to drive it up from 1, 1% percent, to 3%2?

Mr. LINDSEY. Sure.

There are two steps here. The first is what I would call long-run
capacity. Auerbach and Kotlikoff, for example, have the same long-
run number that I do, which is 2.7, 234 percent.

However, to get to that capacity, we are likely to have a short-
term increase in business-fixed investment. That is actually the de-
mand side of the proposal. That is going to stimulate the economy
in the short run. I think this is a very high multiplier tax cut in
that regard. And that is how I got to the numbers that I got to.
There is both a long run and a short run component.

Mr. BUCHANAN. Let me ask you another question. One of my
concerns—and I have heard other people express it—is the idea of
budget deficits. When we came here almost 10 years ago, it was $8
trillion and change; today it is $20 trillion. At some point, it ends
badly. That is why I am a believer, like 49 out of 50 Governors,
have a constitutional balanced budget amendment. But what does
this do to our deficit long-term? I mean, ideally, with the growth,
it should be somewhat revenue neutrality, ideally. What are your
thoughts on that?

Mr. LINDSEY. Yeah. Though I scored out the long-term debt sit-
uation, I think on an annual basis, the blueprint breaks even about
in year 6, and I think that by year 12, the total cost of the deficit—
excuse me, deficit cost of the bill will be covered.

So long run, very long run, I think it is a positive. And I think
that it is essentially a revenue-neutral bill over 12 years.

Mr. BUCHANAN. And my last question is on inversions. We do
have a lot of great companies leaving America. I would like to
think that as a part of our tax planning, this could be the best
place on the planet to do business in terms of a pro-growth tax pol-
icy where they are not moving their tax havens; they are moving
to our friends in Canada and Great Britain where they have cut
their rates. In fact, I read—someone said The New York Times—
that the inversions in Great Britain have come down dramatically,
or pretty much quit. What is your thoughts in terms of that?

Mr. LINDSEY. I think it is important that we differentiate be-
tween the inversion piece and the offshore money piece.

I listened to Mr. Doggett’s comments carefully, and there is actu-
ally one component in which I think he is correct, and that is, that
the money so-called kept overseas is in international markets. And
I know a lot of people have said, Oh, let’s use that for infrastruc-
ture, things like that. I think it is in international markets already.
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However, the tax revenue associated with that has not come to
the U.S. Treasury.

My colleague here estimates that the annual cost of that is $100
billion that is being lost to the U.S. Treasury. This bill fixes that.
In addition, if you have a one-time deemed repatriation, depending
on the rates you select, you are liable to get perhaps as much as
$200 billion. I don’t know what the actual number is, depends on
your rate. So, yes, the money is in international markets. But the
taxes on that money is not in the U.S. Treasury. It should be, and
the bill under consideration will do that.

Mr. BUCHANAN. The other thing I have watched—I have been
in business for 30 years before I got here—is that people will move
to different States; Florida, no State income tax; Texas; Nevada.
You can name the States. They will move and move their busi-
nesses to other States, and it is the same thing in terms of mov-
ing—in terms of inversions and other things. Not everybody, but
some. It is a major consideration and major driver. Don’t you
agree?

Mr. LINDSEY. Absolutely. The best thing we can do, long run,
for workers, for everyone, is to make America the best place in the
world in which to invest, and start a business, and hire people. And
I think this bill does that.

Mr. BUCHANAN. Thank you.

Mr. CHAIRMAN. Thank you.

Mr. Thompson, you are recognized.

Mr. THOMPSON. Thank you, Mr. Chairman. And thanks to all
the witnesses for being here.

Mr. Chairman, I have two articles that I would like unanimous
consent to place into the record. One is out of The New York Times
that points out that after eight years of steady growth, the main
economic concern in Utah, and a growing number of other States,
is no longer the lack of jobs, but a lack of workers. And it goes on
to explain this shortage. I would like to have that——

Mr. CHAIRMAN. Without objection.

[The information follows:]
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Lack of Workers, Not Work, Weighs on
the Nation’s Economy

By BINYAMIN APPELBAUM  MAY 21, 2017

SALT LAKE CITY — Stephanie Pappas and her brothers built their roofing supply
company in this fast-growing region by promising next-day delivery, but lately
they’ve been forced to tell some customers that tomorrow is impossible.

Their company, Roofers Supply, employs 28 drivers across Utah, and Ms.
Pappas said she would need at least 15 more to meet the exploding demand for
shingles and tiles. The company has raised its starting wage by 10 percent since the
beginning of the year to $17.50 an hour, but it’s not enough.

“We never want to have to say, ‘We can’t do it,” but we need people,” Ms. Pappas
said.

After eight years of steady growth, the main economic concern in Utah and a
growing number of other states is no longer a lack of jobs, but a lack of workers. The
unemployment rate here fell to 3.1 percent in March, among the lowest figures in the
nation. Nearly a third of the 388 metropolitan areas tracked by the Bureau of Labor
Statistics have an unemployment rate below 4 percent, well below the level that
economists consider “full employment,” the normal churn of people quitting to find
new jobs. The rate in some cities, like Ames, Iowa, and Boulder, Colo., is even lower,
at 2 percent.

That’s good news for workers, who are reaping wage increases and moving to
better jobs after years of stagnating pay that, for many, was stuck at a low level.
Daniel Edlund, a 21-year-old call center worker in Provo, Utah, learned Monday that
his hours were changing. On Wednesday, he had his first interview for a new job.

https:/iwww.nytimes.com/2017/05/21/us/politics/utah-economy-jobs.html
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“I'm trying to find a company that treats you well,” he said.

But labor shortages are weighing on overall economic growth, slowing the pace
of expansion in northern Utah and other fast-growing regions even as
unemployment remains stubbornly high in Rust Belt cities like Cleveland and in
regions still recovering from the 2008 recession, like inland California.

To Todd Bingham, the president of the Utah Manufacturers Association, “3.1
percent unemployment is fabulous unless you're looking to hire people.”

“Our companies are saying, ‘We could grow faster, we could produce more
product, if we had the workers,” he said. “Is it holding the economy back? I think it
definitely is.”

President Trump continues to promise that he will accelerate job growth by
cutting taxes and regulations. But the accumulating evidence that workers are
getting harder to find, and that wages are rising more quickly, has convinced many
economists that significantly faster growth is unlikely. The Federal Reserve has cited
the trend as its reason for moving to wind down its own economic stimulus
campaign. The Fed may raise interest rates again at its next meeting in June.

Qualtrics, which conducts online market research, is a prime example of the
rapid growth of the Utah economy — and the sense that Utah is straining at the
limits of its growth potential. Scott Smith started the company with his son, Ryan,
and a college classmate in his Provo home in 2002. Qualtrics now employs 1,300
people, including about 800 in a new headquarters building opened in August at the
mouth of Provo Canyon. And it is bringing workers to Utah as fast as it can.

Each Monday, the company ties red balloons to the desks of that week’s batch of
new employees. Last week, there were several dozen of those balloons. The parking
lot outside the new headquarters building is already overstuffed, including many
cars that still have out-of-state plates.

Ryan Smith, now the chief executive, said Qualtrics had hired about three dozen
graduates from the University of Michigan alone last year. The company estimates
that new arrivals bought 100 homes in Provo last year.

.nytimes.com/2017/05/. ti jobs.htm|
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Utah’s tech scene is growing alongside the company. More local university
students are studying engineering; more start-ups are popping up in the region,
which boosters would very much like everyone to call “Silicon Slopes.” But by the
end of the year, Mr. Smith said, he expects the company will have more employees
outside Utah than in its home state. It is growing where it finds workers.

Companies in Utah, as in the rest of the country, were slow to raise wages in
recent years. At first there were plenty of available workers. But by the end of 2015, a
report by Utah’s Department of Workforce Services concluded that inadequate
wages had become a key reason companies were struggling to find employees.

“It was as if employers hadn’t adjusted their approach to the labor market” as
the economy recovered, said Carrie Mayne, the department’s chief economist.

Now there are signs the logjam is breaking. Adam Himoff, the president of
Xemplar Skilled Workforce Solutions, a recruiting firm hired by Roofers Supply to
find drivers, said he had seen an increase this year in the willingness of clients to
raise wages.

“Labor has become the constraint on their growth goals, and they’re recognizing
that they’re going to have to increase wages to achieve what they want to achieve,” he
said.

Ms. Mayne said the state also saw signs of what she described as a broad-based
acceleration in wages in the most recent data, through the end of last year.

But the share of Utah adults who have withdrawn from the labor force remains
higher than before the recession. Last year, 31.7 percent of adults in Utah were
neither working nor looking for work, up from 28.2 percent in 2006. That is part of a
broad national trend.

And a 3.1 percent unemployment rate still means that about 50,000 people in
Utah were trying to find jobs in March.

Some, like Monica Von Strahl, expect to find work quickly. Ms. Von Strahl, 44,
moved to Utah from Oregon in April for family reasons. She left a job as a caregiver
for adults with disabilities that paid $16 an hour; so far, the most she has been

https://www.nytimes.com/2017/05/21/us/politics/utah-economy-jobs.html
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offered in Utah is $10 an hour. She plans to keep looking a little longer. (Scholars at
M.LT. estimate that a living wage in Utah for a single person is $10.71 an hour.)

But even in a red-hot market, some of the people who are looking for work
struggle to find the right fit. Noel Nampijja, 42, left her job as a nurse’s aide two
months ago because the work of moving patients was hurting her back. She just
completed training as a phlebotomist, a medical assistant who draws blood.

“I'm hoping to find a job that won’t hurt as much,” she said.
In less lucrative industries, labor shortages may remain an intractable problem.

Ron Gibson, a fifth-generation dairy farmer, tends 1,500 cows on family land
outside Ogden. Last month, he placed an ad in local papers seeking three workers at
wages starting around $12 an hour. It did not draw any responses.

Mr. Gibson cannot afford to chase workers by raising wages. The price of milk,
adjusted for inflation, is lower now than in the 1980s. Instead, he is producing less
milk. Each cow is milked three times a day; only 15 percent get a fourth milking.

He also laughed at the idea that Americans might move from other states to
milk cows in Utah. He relies primarily on immigrant labor, communicating with his
two dozen workers in the Spanish he learned as a young Mormon missionary in
Argentina. And since Mr. Trump’s election, he said, workers are harder to find.

“We are either going to import workers or we are going to import milk,” Mr.
Gibson said.

The work “is dirty, stinky and hard,” he added. “It’s not what we teach our
young people to do.”

But there is another solution on the horizon: automation. Last year, Mr. Gibson
and his son visited a farm in upstate New York where robots milk cows. The cows
learn to approach the machines when their udders are full.

Mr. Gibson is not yet ready to make the jump. Each machine costs half a million
dollars, and the New York farmer spends about as much on mechanics as he spent

https:/iwww.nytimes.com/2017/05/21/us/politics/utah-economy-jobs. htm|
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on farmhands. But Mr. Gibson said he expected his children would use robots to
milk cows.

A version of this article appears in print on May 22, 2017, on Page A1 of the New York edition with the
headline: Labor Shortages Slowing Growth Of U.S. Economy.

© 2017 The New York Times Company

hitps:/www.nytimes.com/2017/05/21/us/politics/utah-economy-jobs.html

5/5



100

Mr. THOMPSON. And then the second one is a Wall Street Jour-
nal article that explains, I think beautifully, the point that Mr.
Doggett was making as to what companies who repatriated moneys
from overseas spent that money on. And I think it hits those points
exactly. And I think Mr. Doggett was correct. I would like to have
that put into the record.

Mr. CHAIRMAN. Without objection.

[The information follows:]



101

Thowpeon SER 362

THE WALL STREET JOURNAL

Report: Repatriation Tax Holiday a 'Failed' Policy
By Kristina Peterson | Wall Street Journal
Oct. 10, 2011 9:41 p.m. ET

WASHINGTON -- The 15 companies that benefited the most from a 2004
tax break for the return of their overseas profits cut more than 20,000
net jobs and decreased the pace of their research spending, according to
report from the Democratic staff of the Senate Permanent Subcommittee
on Investigations released Monday night.

The report warned against repeating the tax break, calling the 2004 effort
"a failed tax policy" that cost the U.S. Treasury $3.3 billion in estimated
lost revenues over 10 years and led to U.S. companies directing more
funds offshore. U.S.-based multinationals often defer bringing back
profits earned abroad to avoid paying U.S. taxes on them.

The 15 companies that repatriated the most after the 2004 tax break on
the return of overseas profits later cut a net 20,931 jobs between 2004
and 2007 and slightly decreased the pace of their spending on research
and development, found the report surveying 19 companies' activity.

When Congress passed the repatriation tax holiday in 2004, the
legislation specified that the funds should be earmarked for activities like
hiring workers or conducting research and prohibited using the money
for executive compensation or buying back stock. Companies that
brought back profits earned abroad saw them taxed at roughly 5%,
instead of the top 35% corporate tax rate.

"There is no evidence that the previous repatriation tax giveaway put
Americans to work, and substantial evidence that it instead grew
executive paychecks, propped up stock prices, and drew more money
and jobs offshore," Sen. Carl Levin (D., Mich.), chairman of the
subcommittee, said in a statement Monday night. "Those who want a
new corporate tax break claim it will help rebuild our economy, but the
facts are lined up against them."
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companies surveyed by the committee, seven repatriated between 90%
and 100% of their funds from tax havens.

The 2004 repatriation tax holiday further motivated companies to keep
even more of their earnings overseas, the report found. With the
exception of Pfizer, the 10 companies that repatriated the most money
after the 2004 tax break have stashed increasing funds offshore every
year since the 2004 tax break, the survey noted.

For example, Coca-Cola Co. KO 0.64% brought back "nearly all" of its
qualified earnings from a unit in the Cayman Islands that had no
Cayman employees and functioned to provide "legal insulation" for its
U.S. assets, the company answered in the survey.

The "negative effects" of the tax break "create unfair tax advantages for a
narrow sector of corporations with damaging economic impacts on the
U.S. economy as a whole," the report concluded.

Supporters of another repatriation tax holiday Monday night said the
report was one-sided and didn't reflect the stimulating effect an influx of
funds could have on the struggling U.S. economy.

"Unfortunately, Senator Levin believes that Europe and Asia can do
better things with the money than America," said Win America, a
coalition backing the tax break, in a statement. "The real question is,
should we allow American companies the freedom to deploy this money
here or risk it being spent overseas?"

Mr. Levin and Sen. Kent Conrad (D., N.D.), chairman of the Senate
Budget Committee also sent a letter to the Joint Select Committee on
Deficit Reduction urging the 12-lawmaker panel not to support a
repatriation tax break in its proposal to reduce the federal budget deficit.
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Mr. THOMPSON. Thank you.

Ms. Clausing, you mentioned in your written testimony that the
border adjustment tax would raise revenue, but that that revenue
was ultimately borrowed from future taxpayers. I want to make
sure that people at home fully understand what this means, and
how it is going to impact their pocketbook. Can you elaborate on
that a little bit, please?

Ms. CLAUSING. Sure. At present, we run a trade deficit. And
because of the size of that deficit, that means that when you tax
imports and exempt exports from taxation, on net, the border tax
will raise revenue, and the Tax Policy Center estimates it is about
$1 trillion over 10 years. But no country can run a trade deficit for-
ever. Trade deficits entail a flip side, which is borrowing from for-
eigners. It is equal and opposite to the size of the trade deficit.

So, eventually, when we repay that money, we will also be run-
ning a trade surplus. In those years, the import tax will raise less
revenue than the export exemption costs the Treasury. So in the
future, our taxpayers will actually lose money from the border ad-
justment. So that means that, basically, what we are getting from
that is revenue that we are borrowing from future generations.

Mr. THOMPSON. I had someone come in and talk to me the
other day about the effect that the border adjustment tax would
have on their business. They are a company located in Washington.

They make $30 million a year, employ 4,000 employees. What
they sell, they buy from 31 other countries. They are items that
wouldn’t be made in this country no matter what we do. There is
a very low markup on this stuff.

And they told me if the BAT comes about, that they will go from
making $30 million a year to losing $130 million a year. In other
words, this Washington State company would close the doors, five-
generations-long company, would close the doors. And I think that
is something that we need to be concerned about. But the other
side of that—and it has really become—made clear today is our
constituents, those consumers that buy those products—and there
is a couple of companies represented on the dais today that rep-
resent companies that those consumers that buy those products,
they are going to be hurt. And that is exactly, I think, what it is
that Ms. Clausing is talking about. So your consumers, our con-
stituents, are going to see their prices go up.

There was also—Ms. Clausing made the point about the WTO
impact.

How would this play out? When would we see this happen? I rep-
resent a district that imports a lot of products overseas. I represent
wine country in California. And whenever there is a discussion
about anybody retaliating, it doesn’t take long before that conversa-
tion comes back to U.S.-exported wine.

So can you tell me what our constituent companies are going to
experience if retaliation becomes a reality?

Ms. CLAUSING. Yeah. So our trading partners are already pre-
paring suits to be filed with the disputes settlement mechanism of
the WTO. This dispute settlement mechanism, by the way, is some-
thing the U.S. helped negotiate, and it is something that serves our
interests very well because often the WTO will rule in our favor
about disputes that we have too. The WTO has over 160 member
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countries, and it supervises a well-functioning trading system. But
once they authorize that our tax is a direct tax, which it is, and
thus it violates the WTO obligations, that then gives the green
light to trading partners to retaliate in an equal and opposite fash-
ion. And because of the size of this, that will entail large tariff bur-
dens.

Mr. THOMPSON. Thank you very much.

Chairman BRADY. Thank you.

And without objection, I would seek to place in the record the
Goldman Sachs report that estimates that with no appreciation of
the dollar, 85 percent of industries have actually cut their prices,
still maintain their current profit margins, and with the dollar
even partially adjusted, likely no industry would need to raise
prices. Without objection.

[The information follows:]
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US Daily: What Would the Transition to Destination-Based Taxation Look Like?

(Mericle/Phillips/Struyven)

m A key feature of the House Republican blueprint for corporate tax reform is a
proposed switch to destination-based taxation. In today’s note, we discuss how
the transition to destination-based taxation would work and the bumps that might
be felt along the way.

B Under an idealized version of the transition, the dollar would appreciate enough
to offset the impact of the tax change, resulting in no impact on prices, margins,
or trade flows. Even in this case, a large and abrupt change in exchange rates
would deliver a sizeable hit to US residents’ foreign wealth and could create risks
of dollardenominated debt problems abroad.

®  An alternative transition scenario featuring partial dollar appreciation, higher
inflation, a hit to the profit margins of US net importers, and higher net exports
appears more likely. Industries with low margins and high import shares such as
apparel would be particularly vulnerable to the change. A gradual phase-in of the
new system could help, but creates its own risks.

®  While destination-based taxation offers meaningful benefits, the transition to the
new system could have unintended consequences, regardless of how
adjustment takes place. In light of the uncertainty regarding the potential effects
of such a policy, and the opposition it has already provoked, we think that
Congress is more likely to move away from the destination-basis tax proposal.

A key feature of the House Republican blueprint for corporate tax reform is a
proposal to switch to destination-based taxation. Last week, we discussed the
details of the proposed change, which is currently being debated in the House. In
today’s note, we discuss how the transition to destination-based taxation would
work and the bumps that might be felt along the way.

The practical effect of switching to destination-based taxation would be that US
firms would exclude export revenues but would no longer deduct import costs when
calculating their tax base. The economy would adjust to the new system during a
transition period through some combination of changes in nominal exchange rates,
price levels, corporate profit margins, and trade flows.

We begin by describing an idealized version of the transition as it has been
presented to Congress. Proponents of destination-based taxation cite economic
research showing that symmetric border adjustments should not affect trade flows.
For example, Auerbach and Holtz-Eakin argue that “Border adjustments do not
distort trade, as exchange rates should react immediately to offset the initial impact
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of these adjustments. As a corollary, border adjustments do not distort the pattern
of domestic sales and purchases.” In theory, the border adjustments would initially
make imports less competitive and US exports more competitive, reducing demand
for imports and increasing demand for exports. This would cause dollar appreciation,
reversing the initial effect on competitiveness and trade flows.

If financial markets anticipate this new equilibrium, proponents argue, nominal
exchange rates should react immediately to offset the impact of the border
adjustment. For example, assuming a 20% statutory tax rate, a US company selling
an imported product for $100 with no profit would need to increase prices by $20 to
continue operating without running an aftertax loss. For a $20 decline in import
costs to offset the impact of the $20 increase in taxes, the dollar would need to
appreciate by 1/(1-tax rate), or 25% in this example.

If dollar appreciation were immediate and perfectly calibrated, there would be no
effect on consumer prices, profit margins, or trade flows.! Moreover, there would be
no differential impact on firms with low vs. high import cost shares or low vs. high
profit margins. To illustrate this, Exhibit 1 provides examples of income statements
for various types of firms under each tax regime. Under current law, taxes are
assessed on total sales minus total costs. Under a destination-based border
adjusted tax, taxes would instead be assessed only on domestic sales minus
domestic costs. For net importers, this results in a much larger tax burden, as
shown in the first column of Exhibit 1. However, because the dollar appreciates, the
firm’s import costs—when measured in dollars—decline, offsetting the larger tax
burden. As a result, aftertax profits are identical in the two tax regimes. In the case
of net exporters, shown in the second column of Exhibit 1, lower revenues
measured in dollars are offset by a smaller tax burden, again resulting in no change
to aftertax profits after the switch to destination-based taxation.

! The examples assume that the world prices of both imported and exported goods are set in foreign

currency units and are unchanged after the switch to destination-based taxation.
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Exhibit 1: The Transition to Destination-Based Taxation under Full Nominal Exchange Rate Adjustment

Type of Firm

High Import | Low Import | High Profit Low Profit
Share Share Margin Margin

Exchange rate (foreign currency per $) 1 1 1 1 1 i)
Domestic sales in § 100 0 100 100 100 100
s Foreign sales in foreign currency 0 100 0 0 0 0
S5 Total sales in § 100 100 100 100 100 100
5 | Domestic costsinS 45 45 0 90 2 49
E Foreign costs in foreign currency 45 45 90 0 25 49
Total costs in § 90 90 90 90 50 98
Tax burden at 20% 2 2 2 2 10 04
After-tax profit 8 8 8 8 40 16
B Exchange rate (foreign currency per §) 125 125 125 125 125 125
"'-2' Domestic sales in § 100 0 100 100 100 100
E Foreign sales in foreign currency 0 100 0 0 0 0
3 Total sales in § 100 80 100 100 100 100
& | Domestic costsins 45 45 0 90 2 49
; Foreign costs in foreign currency 45 45 90 0 25 49
E | Totalcostsing 81 81 72 90 45 882
T | Tax burden at 20% 1 9 20 2 15 102
S| Aertax profit 8 8 8 8 40 16

Source: Goldman Sachs Global Investment

We see two reasons to be skeptical about this smooth picture of the transition
process. The first reason is that even an adjustment that did occur entirely through
nominal exchange rates would create large risks. As noted above, the required dollar
appreciation would be very large: 25% if the statutory corporate tax rate were
reduced to 20%, and even higher if the statutory rate were reduced by less. Such
an abrupt change would result in large negative wealth effects for US residents and
the risk of potentially serious dollardenominated debt problems abroad.2

The second reason is that we think it is unlikely that nominal or even real exchange
rates would in fact adjust so quickly and perfectly. Our EX strategists have shown
that many Asian central banks have intervened to stabilize exchange rates. The
combination of pegged exchange rates in many trading partners with price stickiness
implies that real exchange rates would not adjust as smoothly as implied by current
policy proposals. While Desai and Hines have found that floating exchange rates
respond to news about changes in US tax-based export incentives, the past moves
were of a vastly smaller magnitude.

Instead, we think it is more likely that the transition to destination-based taxation in
the US would result in meaningful but imperfect dollar appreciation and price
adjustment. In the near term, such an incomplete change in real exchange rates

? There are two offsets to concerns about dollar denominated debt problems abroad. First, some firms
have offsetting dollar revenue exposure. Second, the net impact on total foreign wealth would be
positive, possibly allowing some governments to tax beneficiaries and subsidize threatened firms. Even
so, we think such a large and abrupt change would create meaningful risks in places with large dollar
liabilities.
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I eSS ST ORE I 1]



108

Goldman Sachs

could result in lower profit margins for US importers and a decline in the US trade
deficit. This scenario would have a number of economic consequences. Higher
consumer price inflation could lead to tighter monetary policy, though Fed officials
might downplay the impact as a transitory influence. Pressure on margins from the
policy shift could be substantial, challenging the solvency of some net importer firms
that were in good financial condition prior to the sudden policy change. Finally,
reduced import demand and increased export demand would initially boost US
output, but could invite retaliation, especially since the new US rules are unlikely to
be judged to be WTO compliant, in our view.*

Itis very difficult to know in advance how adjustment during the transition period
would be split among the various margins. We can, however, assess which
industries would be most vulnerable to a less elegant transition than described in
Exhibit 1. We measure an industry’s vulnerability as the consumer price change that
would be required to keep aftertax profit margins unchanged, assuming no change
in exchange rates (the magnitudes would be smaller under partial dollar
appreciation). We also repeat the calculation under the assumption that statutory
corporate tax rates simultaneously fall to 20%. These vulnerability measures, shown
in Exhibit 2, are increasing in the net import share and decreasing in margins, both of
which we measure using data from the input-output tables. We caution that these
are industry averages, and in every industry there will be firms whose vulnerability is
much greater.

Exhibit 2: Industries with High Net Import Shares and Low Margins Would Be Most Vulnerable
Percent change
15 ¢

Required Price Change to Keep After-Tax Profit Margins Unchanged, Assuming no Dollar Appreciation
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Source: Department of Commerce. Goldman Sachs Global Investment Research

We draw three conclusions from Exhibit 2. First, the required price increases would
be fairly large for some net importing industries and probably very large for some

3 Of course, the strongest complaints would presumably come from countries with pegs, who would
have the option of relaxing their pegs.
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firms in those industries, meaning that some compression of profit margins for the
biggest net importers seems likely. Second, a simultaneous reduction in the
statutory tax rate to the 20% level proposed by House Republicans would
substantially cushion the blow, allowing after-tax profits to hold steady while prices
adjusted over a more realistic time horizon.* Third, apparel stands out as a uniquely
vulnerable industry.

To summarize, we see such a large and abrupt change in corporate tax policy as
likely to be somewhat disruptive, however it occurs. Even adjustment entirely via
nominal exchange rates would create meaningful risks, especially risks abroad that
US policymakers would have limited power to mitigate. The more likely scenario of
partial dollar adjustment could lead to some combination of higher US inflation,
sizeable hits to the profit margins of net importers, and a shrinking trade deficit that
could prompt retaliatory trade policies. Could a gradual transition to destination-
based taxation alleviate these risks? For example, what if one-third of import costs
and export revenues were ignored the first year, then two-thirds the second year,
before full implementation in the third year?

A gradual phase-in would probably do little to reduce the side-effects of sudden
dollar appreciation because most of the dollar response to even a staggered policy
should occur upon announcement, not implementation, assuming it is credible. It
could, however, reduce short-run pressure on the profit margins of US net importers,
reducing the risk of making currently viable firms insolvent. But staggering
implementation creates risks of its own: if the dollar appreciated more quickly than
policymakers anticipated, gradual phase-in would actually benefit net importers and
harm net exporters because importers’ costs would fall more quickly than their tax
bills would rise and exporters’ costs would rise more quickly than their tax bills
would fall, the scenario shown in the top-right box of Exhibit 3.

Exhibit 3: A Gradual Phase-in of Destination-Based Taxation Does Not Eliminate Transition Risks

Phase-in of New Destination-Based Corporate Tax Regime

Exchange Rate Adjustment

Immediate

Gradual

Immediate

Gradual

Importers: Neutral

Importers: Higher margins

Neutral

Lower margins

[Importers: Lower margins

Importers: Roughly neutral

Higher margins

Exporters: Roughly neutral

Note: We assume price adjustment provides an incomplete offset.

Source: Goldman Sachs Global Investment Research

ot

with other

that would make the overall tax revenue impact more

neutral, such as the elimination of net interest deductibility in favor of full capex expensing, the required
price changes would rise.
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Proponents of a switch to destination-based taxation note that it would allow the US
to reduce its relatively high statutory rate and reduce the incentive for firms to report
profits in countries with lower tax rates. These are meaningful benefits with strong
bipartisan appeal. But the transition to the new system would invite a range of risks,
regardless of how adjustment takes place. These costs might be worth bearing, but
they have already provoked opposition from those who fear incomplete adjustment
of real exchange rates, including both concerned net importers and free-traders who
worry that partial adjustment will amount to protectionism. Largely for these
reasons, we think that Congress is more likely to ultimately move away from the
current destination-basis tax proposal.

David Mericle
Alec Phillips

Daan Struyven
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Chairman BRADY. Mr. Smith, you are recognized.

Mr. SMITH OF NEBRASKA. Thank you, Mr. Chairman. And
thank you to our witnesses here today for sharing your perspective
and insights. I think this is an overdue conversation that we need
to have, and I think a constructive moment here as we do sift
through the facts. And I just think that the status quo with our
Tax Code shows that we have great opportunity to change it, to be
bold, and to truly pursue growth-oriented policies.

Representing agriculture, the number one agriculture district in
the Nation, certainly we are pretty good at exporting things al-
ready. I don’t want to jeopardize that. But I also am concerned that
there actually are still significant barriers.

And, Mr. Luciano, you stated that there are some barriers that
are still out there that you feel that the tax proposals that are
being made would be helpful in overcoming some of those obstacles.

I am also concerned when I hear Professor Clausing say that
U.S. multinationals are not paying very much tax, and that the tax
rates proposed in the tax reform plan are too low, and that a better
reform would be to expand the U.S. worldwide tax system by elimi-
nating deferral. And now imposing immediate taxes on U.S. compa-
nies’ worldwide income, I believe, would move our country in the
exact opposite direction as our trading partners, and I think a lot
of the facts would point to that.

But, Mr. Luciano, can you talk about your perspective?

Obviously, it is a pretty broad perspective. I know you depend on
ag producers, one at a time, being successful, hopefully, on their
productivity, their efficiency. Can you, perhaps, expound on how
you think that this plan might help and that also perhaps some of
the notions that imposing immediate taxes on U.S. companies’
worldwide income moving our country in a negative direction?

Mr. LUCIANO. Yeah. Thank you for the question.

This is all about balancing the playing field. When we compete
with the other companies, other global grain companies that are as
well capitalized, or they have the same technology as we have, and
experience that we have, as I said before, we pay about 30 percent.
I have two of them that pay in the low 20s, the rest in the mid
teens. So that is the kind of difference. And in agriculture and the
business we are in, business models are very similar. So it is very
similar to compare these. So there are no major differences in our
margins because the trade of commodities are very thin. So these
differences in income tax are astronomical in putting ADM, at this
point, at a disadvantage to other competitors around the world.
And then they have the flexibility to move their earnings and in-
vest wherever they want, which, you know, we are partially re-
stricted to.

And the third point is that a lot of their exports are coming from
countries that they refund the BAT. If you look at Ukraine pro-
vides 20 percent refund of BAT. Argentina, 10 percent. Germany,
19 percent. And then you have places that compete with us, wheth-
er it is Australia, Canada, or Brazil, that basically have internal
consumption taxes that they are not assessed for exports. So there
is no wonder that our market share of global commodities from the
U.S., exported to the world, is declining, and it is going to continue
to do so because we are at a disadvantage.
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So, to me, this proposal addresses those three issues, where they
are going to get jobs back to middle America, and to the middle
class of America, through agriculture, which is, I think, one of the
true competitive advantages of the U.S., inside the U.S., the middle
of the U.S., still have.

Mr. SMITH OF NEBRASKA. Thank you. I know that there are
many challenges facing agriculture, and I would hope that we
would not complicate matters and that hopefully a growing econ-
omy will also help agriculture.

Ms. Clausing, I think you suggested—but correct me if I am
wrong—that perhaps the corporate Tax Code that we currently
have is really not that bad.

Now, I thought that perhaps some lower hanging fruit in terms
of agreement on changing our Tax Code would fall in that cor-
porate category. But am I wrong in——

Ms. CLAUSING. You are wrong. I mean, I think that most
economists across the political spectrum think that there is ample
room for a fair improvement to the corporate tax system, and I sug-
gested some alternates in my testimony.

Mr. SMITH OF NEBRASKA. What would that look like?

Ms. CLAUSING. But I believe it would include, potentially, a
lower rate, but combine that with closing the loopholes that we
have presently. Right now, some of the domestic firms pay, you
know, much higher rates than these mobile multinationals.

Mr. SMITH OF NEBRASKA. Thank you.

Chairman BRADY. Thank you.

Mr. Larson, you are recognized.

Mr. LARSON. Thank you, Mr. Chairman. And I want to thank
all the panelists. We always like to think that Congress is about
the vitality of ideas openly exchanged. And today, Mr. Chairman,
you are to be commended, because I think we are witnessing that
here. I also want to thank my colleague, Mr. Roskam, for pointing
out, and I share his sentiments about Mr. Simon, and I must con-
fess a prejudice because of representing the city of Hartford, and
also would note the strong feeling we share, I know on this side
of the aisle, and I daresay my colleagues on the other side, as well,
with the key to manufacturing.

You mentioned, too, in Hartford, both Colt Manufacturing, and,
of course, Pratt & Whitney, which is a part of United Technologies.
United Technologies does exemplary in terms of what they do for
their employees. And I would hope all manufacturers would take
heed in terms of offering free education to further their training in
any field, paying for that, and giving them time off. That is a little
plug for United Technologies and for the city of Hartford. And
thank you for being here. Thank all the panelists.

To get back to your point about manufacturing. If we are going
to revive the middle class, and I think the disparities, as everyone
on this committee has pointed out, are pretty well-known to every-
body. The concern, on this side, is that what we see is this shift
that is going to take place again.

Mr. Doggett pointed out that we saw that in healthcare, and now
it seems in the tax proposal that we are going to see this again.

Ms. Clausing, you pointed out that that shift is very dramatic,
and what would result in this would be almost 1,000 percent dif-
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ference in terms of what would be the share for the middle class
versus the Nation’s top one percent.

Could you explain that?

Ms. CLAUSING. Those come from the Tax Policy Center esti-
mates of the bill. And that is a nonpartisan center. And those are
their estimates, that the top 1 percent would get a $200,000 tax
cut, and the bottom 80 percent would get a $200 tax cut. So that
is a thousand fold difference.

What Mr. Lindsey’s testimony suggests is that if you had enough
growth, that could maybe counter some of those effects. If you had
enough investment, that could raise wages. But I have some con-
cerns about that as well. In particular, it seems odd to suggest that
what we need is more after-tax corporate profits to generate invest-
ment and wages when we are at a period of historically very high
corporate profits.

And sometimes, these growth forecasts can be a little too opti-
mistic. When they surveyed economists very recently about wheth-
er the Trump growth forecast that went with his tax plan were,
you know, accurate, 35 of 37 economists concluded that those
growth forecasts were way too optimistic. And when they asked the
other two, well, why do you think it is going to grow so quickly,
it turns out they misread the question. So all 37 really disagreed
with those optimistic growth estimates.

So I think it is important that our budgets and our tax plans
raise the revenue that is needed now without making valiant as-
sumptions about growth and——

Mr. LARSON. I think a number of our manufacturers and ex-
porters—and Mr. Simon pointed out how this could work. And I ap-
preciate a lot of the optimism and concern that have been stressed.
He mentioned caution as we go forward to make sure that we get
this right.

Being from a strong manufacturing State, what would be some
of the risks for major manufacturers? And is it clear that this is
a clear winner or do we have to exhibit that caution? And what
would be your concerns, Ms. Clausing?

Ms. CLAUSING. I think the exchange rate risk is a serious one.
I went back and looked at all of the countries that have adopted
VATSs, which should see a similar exchange rate adjustment under
a floating exchange rate. And there are only a handful of rich coun-
tries that have adopted VATs under floating exchange rates to look
at. But if you look at that set of countries, in three quarters of the
cases, the exchange rate actually moved in the wrong direction. So
I guess my point is exchange rates are very volatile. It is a very
large market. We can’t be sure it is going to move in the right di-
rection or by the right amount, and that gives us a big risk for the
import-intensive industries. If you look at the data, it appears that
countries with VATSs also trade somewhat less than other countries.
And I think trade is an important part of a healthy manufacturing
sector, and many of our products are made with global supply
chains throughout the world.

Mr. LARSON. Thank you. And, again, I thank the panelists.

And in many cases, many people who have commented on this
bill oftentimes feel like they are trapped between this proposal, and
the White House, and the Senate. But I want to assure people and
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thank them for being here today. And the exchange of these ideas
has been beneficial to the committee.

Chairman BRADY. Thank you. Ms. Jenkins, you are recognized.

Ms. JENKINS. Thank you, Mr. Chairman, for holding the hear-
ing. And we thank the panel for your time this morning.

Mr. Luciano, I have a question for you, coming from Kansas, just
to follow up on the ag inquiry of my seatmate, Mr. Smith. In your
testimony, you talk about growing global demand for food. If we
can get this international tax reform right, how does that pair with
increased global demand to put more money in the pockets of Kan-
sas farmers? And how does the border adjustment help U.S. farm-
ers see a bigger and better market for their goods?

Mr. LUCIANO. Thank you for the question.

So the world is growing the population, and the population, as
I said before, will reach 9 billion people in 2050. But the production
is in only three parts of the world. The production is concentrated
in North America, South America, and Eastern Europe. So you
have—China has 22 percent of the world population, only 6 percent
of the water, 8 percent of the land. So they are always going to be
importing.

So you have this global middle class that needs the product that
we produce. The issue is this race between Eastern Europe, South
America, and the U.S. And both places, Brazil, or Argentina, or
Ukraine, or Romania, or Russia, they have BATs that basically
they discount what we export. So the U.S. farmer in Kansas is ac-
tually at a disadvantage. Because when you form the price, every-
body else discount that tax, and we add it to the tax.

So we are all just waiting for a level playing field. There is no
technological difference between the farmer in Kansas and the
farmer in Russia. There is actually a competitive advantage we
have in logistics. Even if our infrastructure is deteriorating, we still
have a competitive advantage. We still can ship something 1,500
miles cheaper than what Argentina can ship it 300 kilometers.

But the issue is of all the things that the farmer and companies
like us can control, we are more competitive than the other coun-
tries. Only tax that makes the difference.

So I don’t think it is the only factor. But I think that the pro-
posal, the blueprint, addresses a lot of that——

Ms. JENKINS. Thank you. Mr. Chairman, I yield back.

Chairman BRADY. Thank you.

Mr. Blumenauer, you are recognized.

Mr. BLUMENAUER. Thank you, Mr. Chairman. I would like to
welcome Dr. Clausing, a constituent from Reed College, really ap-
preciate your joining us.

But first, Mr. Chairman, I would like to enter into the record a
letter to you and Mr. Roskam from Tim Boyle, the chairman and
CEO of Columbia Manufacturing in Portland, where he outlines
the deep concerns his company has with the approach to a Border
Adjustment Tax. He also points out that they transact with their
foreign partners and contractors exclusively in U.S. dollars, and so
the adjustment in terms of the currency:

Chairman BRADY. Without objection.

[The information follows:]
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“::“ Columbia

Sportswear Company

May 19, 2017

The Honorable Kevin Brady

Chairman

Committee on Ways and Means

1102 Longworth House Office Building
Washington, DC 20515

The Honorable Peter Roskam
Chairman

Committee on Ways and Means
Subcommittee on Tax Policy

1102 Longworth House Office Building
Washington, DC 20515

Dear Chairman Brady and Chairman Roskam:

I write today on behalf Columbia Sportswear Company, which was founded by
my family in 1938 in Portland, Oregon. Columbia is still based in Portland, but from
what was a small hat company we have become a significant contributor to the U.S. and
global economies, supporting thousands of high paying jobs and selling high quality
appare] and footwear to keep our customers warm, dry, cool, and protected the world
over.

For the past several months, we have engaged with the Congress — indeed with
the Ways & Means Committee - regarding the opportunity to reform our country’s
outdated tax code. In particular, Columbia has become very concerned with the border
adjustment proposal described in the Better Way tax reform “Blueprint” unveiled by the
Speaker last year.

But before detailing those concerns, I would like to give you more context about
Columbia. My mother, now Columbia Chairman, Gert Boyle’s parents fled Nazi
Germany with their young family in 1937 and settled in Portland, Oregon. In 1938, they
purchased a small Portland hat company and named it Columbia Hat Company after the
mighty river that flowed through their new home. This humble beginning was of huge
significance to our family, marking new-found freedom and a fresh start, My father
eventually led the company until he died suddenly in 1970, leaving my mother to
demonstrate her Tough Mother character, going from housewife to executive overnight.

14375 NW Science Park Drive, Portland, OR 97229 * columbia.com
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e;;‘sColumbia

Sportswear Company

Today, I preside over a $2.4 billion global business that ranks among the FORTUNE
1000. The company has over 4,300 U.S. employees in more than 40 states, as well as
more than 1,700 employees across Asia, Europe and Canada. The company’s products
are sold in nearly 100 countries, manufactured in 17 countries, and connect people
everywhere with their passion to live active, healthy, outdoor lifestyles.

Those jobs in the U.S. depend upon a supply chain the near entirety of which
left this country long ago and has continued to move around globe, seeking
manufacturing costs to produce quality goods for which Americans are willing to pay.
Some have made well intentioned claims about moving parts of the supply chain back
to our shores, but those claims depend upon near total automation that is likely not
possible for decades at any useful scale.

Even if only coincidental, it is notable that Columbia was started as the U.S. was
still digging out of the Great Depression given that remnants of the Great Depression-
exacerbating Smoot-Hawley Tariff Act still apply to apparel and footwear imports.
Columbia pays double digit tariffs on imports into the U.S., making it the 49™ highest
duty payer out of 375,000 importers. I assure you that Columbia is not nearly the 49"
highest importer by dollar value. One need look no further for proof that such
manufacturing will not move back to our shores.

Given these dynamics, we believe that the border adjustment proposal, as we
understand it, would be devastating to the apparel business and the domestic jobs it
supports, American consumers, or both. Based on our modeling, we believe it would
significantly raise our effective tax rate, even if the corporate rate were reduced to 20
percent. We believe this would lead to significantly higher consumer prices, and that is
on top of the current import taxes.

Again, unlike other industries that may have an opportunity to move their supply
chains into the U.S. and avoid the significant blow of border adjustment, Columbia and
other retailers must settle for another economic reality that trades overseas
manufacturing for thousands of very good paying technical and creative jobs in the U.S.

In addition, our team of tax, trade, and currency professionals have worked
through the putative benefits to importers that would come as the result of a
strengthened dollar. In sum, we do not believe to any requisite certainty that such an
adjustment would occur, but even if it did, there are several problems with our business
model that are likely similar to other retailers and perhaps businesses in other sectors.
First, we transact with our foreign partners and contractors exclusively in U.S. dollars,
essentially eliminating any relative advantage that would come from such a
strengthening of the currency. Second, we now derive a significant portion of total
revenue from overseas sales. A strengthened dollar would do nothing but limit those
customers from purchasing our products.

14375 NW Science Park Drive, Portland, OR 97229 « columbia.com
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Sportswear Company

It is difficult to think of how a border adjustment tax, when applied to the
apparel and footwear business, could result in anything other than significantly
increased prices for consumers. As 1 understand it, this is true of retail as a whole. We
do appreciate your work on tax reform as a general matter. Simplification, fairness, and
efficacious administration are sorely missing from our current code and regulations.
Columbia is very appreciative of the time we have been able to spend with Committee
staff and we will endeavor to remain engaged and collaborative as this process moves
forward. Thank you again for your service and that of your colleagues.

Sing 3

¢
Tim Boyle

Chief Executive Officer

cc: The Honorable Richard Neal
Ranking Member

Committee on Ways and Means

1102 Longworth House Office Building
Washington, DC 20515

The Honorable Lloyd Doggett

Ranking Member

Committee on Ways and Means
Subcommittee on Tax Policy

1102 Longworth House Office Building

14375 NW Science Park Drive, Portland, OR 97229 » columbia.com
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Mr. BLUMENAUER [continuing]. Have problems for them, and
that most of the products that they are involved with are no longer
manufactured in the United States and haven’t been for some time,
leaving them without choice. So I appreciate your courtesy on that.

I do appreciate the notion, Mr. Simon, about doing it right, try-
ing to get the balance, your concern about having hollowed out the
middle class, and not being available to purchase, and collapsing
retail. Would it not be possible to stimulate demand here at home
by putting people to work on infrastructure projects that can’t be
outsourced? If we were to do something radical like raise the gas
tax, like dozens of Republican States have done to improve infra-
structure? Wouldn’t we be able to strengthen the middle class in
purchasing power by taking a step like that?

Mr. SIMON. Well, you are clearly out of my area of expertise
when you start talking about infrastructure. But anything that
would provide

Mr. BLUMENAUER. Haven’t your enterprises relied heavily on
well-functioning American infrastructure——

Mr. SIMON. Absolutely.

Mr. BLUMENAUER [continuing]. Problems with congestion or
lack of reliability——

Mr. SIMON. Anything that builds good, solid, strong, long-term
middle class jobs would be good for the industry.

Mr. BLUMENAUER. But, Mr. Cornell, doesn’t your business rely
upon a well-functioning American infrastructure?

Mr. CORNELL. We certainly do. And we would certainly love to
see infrastructure improvements.

Mr. BLUMENAUER. I would like to turn back to Dr. Clausing,
a point that you made that I think is important, in your testimony
I really appreciate that you are making a distinction that is not
often made before this committee. Yes, there are some companies
that are wildly disadvantaged and pay close to the statutory rate
because they don’t have as many opportunities to engineer the Tax
Code. But you make a point that American international corpora-
tions have been very successful. They have higher profit rates than
their competitors. That they have an effective tax rate that is very
similar to what their competitors are because they take advantage
of this stupid jerry-rigged Tax Code, and they spend time and en-
ergy engineering it. But, at the end, aren’t they basically at status
quo ante? You say it better than I in your testimony.

Ms. CLAUSING. Yes. There is a big difference between label and
reality in our tax system. So our label is a statutory tax rate of 35
percent. But our reality treats different firms very differently from
each other. Some domestics pay an amount that is close to the stat-
utory rate. But many multinational firms, including some of the
more aggressive profit shifters, can get their rate down into the
single digits. And so you have a big discrepancy there.

There is another label mismatch with the worldwide and terri-
torial. Our worldwide system, some describe as just a stupid terri-
torial system. And I think that is pretty accurate. Many multi-
national firms, most of them, don’t pay a single cent on their for-
eign profits. They leave them offshore, and they wait for the hopes
that one of you guys will give them a holiday. You know?
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So where some of our trading partners who have purportedly ter-
ritorial systems, they tax immediately some of the foreign income
that is earned because of their base erosion protections through
things that look a lot like a minimum tax. So we have to be careful
about how we characterize the system.

Mr. BLUMENAUER. I think it is important to look at the big
picture the way that you do. There are opportunities for us to move
forward. Investing in infrastructure is one of them. But to have a
broad brush, so-called reform that puts us at risk for companies
like Columbia Sportswear, and sets us up in the future because we
are not going to run huge trade deficits in perpetuity, for signifi-
cant revenue loss. And your point about tax changes like this could
incent people to have unnatural mergers simply because of the Tax
Code, like the aforementioned Archer Daniels Midland and Wal-
Mart. We can do better than that, and I think the committee can
do better with that if we listen carefully to the information like you
presented.

Thank you.

Chairman BRADY. All time has expired. Mr. Paulsen, you are
recognized.

Mr. PAULSEN. Thank you, Mr. Chairman. And, first of all,
thank you all for providing very constructive testimony here today.
I especially appreciate the opportunity to have a great Minnesota
company be a part of this tax reform conversation, which I think
provides a good component to this discussion.

You know, the primary justification for the advocates of border
adjustability is end the special tax breaks for foreign products over
American products, and to keep American businesses and jobs from
moving overseas. Certainly, given that the pace of American com-
panies moving their headquarters to other countries, inversions,
which we talked about earlier in recent years, it has happened both
in Minnesota and across the country. You don’t need to convince
Minnesotans that something needs to be done.

We need to make sure that America is a destination to not only
invest, but to build or be able to create a business. But this has
to be done in a very thoughtful way, a way that addresses the very
real and valid concerns that, Mr. Cornell, you raised today, and I
heard from others, certainly, that have been raised. I cannot sup-
port the border adjustability provisions as introduced last year in
the blueprint. I really want to urge this committee to listen, to be
educated, and then to address these concerns that we heard as we
move forward with reform.

Now, last week we had a really good hearing, a hearing that
talked about the need for the comprehensive reform efforts, for fun-
damental reform. It is very important. We heard a lot about the
positive effects it would have in the form of more jobs, higher
wages, and greater economic growth. We also heard about the ef-
fects it would have on companies, both large and small, up and
down the supply chain at every level. So we know the tax policy
impacts different businesses in different ways. And we know the
reform proposals will affect different businesses in different ways.
But we got to focus on making sure that we are lifting everyone
up. And economic growth is a key component. Because I think of
the four key principles as focusing on growth, on simplicity, dealing
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with base erosion, and then dealing with permanency so you can
count—as you are budgeting, count on, with predictability and cer-
tainty, as you are budgeting, allocating capital for 5 years, invest-
ing in your people and your companies, we are giving you that cer-
tainty, that confidence.

So, Mr. Cornell, you shared your views about border
adjustability. And you also mention we can’t keep the status quo.
You said we should have every tax provision out there, tax bene-
fits, should be on the table. I agree.

So keeping that in mind, what might be some—knowing that we
are working on fiscally responsible tax reform in revenue neu-
trality, et cetera, what might be some policy recommendations that
you would offer that should be key components of this reform effort
as part of a comprehensive effort? Because that is really—it is not
jlﬁst about cutting rates. It is about the comprehensive effort
that

Mr. CORNELL. Well, again, I am certainly not a tax expert. I
run a retail business and deal with real consumers, and real fami-
lies, and real employees every day.

To your point, we certainly would like to see tax reform. As a
company that pays one of the highest effective rates anywhere in
America, at 35 percent, we would certainly like to see that rate
lowered so that we can continue to invest in our business and see
our business grow. We would certainly like to see simplification.

But as I listen this morning to the discussion, there is one word
I continue to hear repeated again and again. And that is “if.” If
currency depreciates, and if the GDP grows, and if manufacturing
comes back, and if we can avoid trade wars. We certainly need to
be sitting here working on something that is going to provide great-
er certainty to certainly the families we serve at Target, my
320,000 employees, those small businesses in the back of the room.
It is really hard for me to sit here today and craft a business plan,
one that is focused on investing in America, and strengthening my
company, and creating more jobs, when I keep hearing these provi-
sions that say if this happens and if these triggers are in place.

I think we have to be focused on a plan that creates growth in
America but simplifies the Tax Code, gives us greater certainty, so
that we have greater certainty as I talk to families across America
or interface with my team each and every day. I can’t ask Amer-
ican families to sit back and say, if these things happen, you will
be okay. I can’t sit with 320,000 employees, Mr. Paulsen, and let
them know if all these things come to pass, our company will still
be here. And I know for small business in America, they can’t sit
here today saying, If all of these different factors come together,
they will be okay.

So I would be happy to work with you. I think we have shown
and demonstrated that to the chairman. We are willing to roll up
our sleeves. But I think we need greater simplicity, much greater
clarity, and much more certainty going forward.

Mr. PAULSEN. And I would just urge you to keep your seat at
the table for that discussion. Because that is what, really, we are
counting on as a part of that education effort.

So I yield back, Mr. Chairman.

Chairman BRADY. Thank you. Mr. Pascrell, you are recognized.
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Mr. PASCRELL. Thank you, Mr. Chairman. Great, great com-
mittee before us today, the panel, and thank you for all of your tes-
timony.

Mr. Simon, there is a reason, you say, in your testimony that the
middle class in the United States has struggled recently. It is the
same reason the middle class in the other global markets has
emerged. The manufacturing base has moved and jobs followed, un-
quote.

Look, the manufacturing base, that is an inanimate object. You,
your companies, and before even this panel, in the past 25 years,
you moved manufacturing. You moved it. You moved it offshore, be-
cause it was cheaper labor and very few regulations. You are enti-
tled to your opinions. As some would say, you are not entitled to
your own set of facts.

Now, I look at this hearing today as part of act two, scene two.
Act one was what happened in 2001 and 2003, with promises at-
tached as to what it would do to not only increase and help the
economy to grow its domestic product, but also have it sustained,
question number one. And question number two is, it was obviously
not sustained.

Act two began last week in our hearing. We had a search for any-
thing in tax reform that even referred to the people in the other
cars and the caboose, everything about the top 1 percent. Everyone
else was left offstage.

Now, we have heard a lot today that businesses in this country
cannot compete globally because our taxes are too high. I would
like to see real bipartisan revenue-neutral tax reform that would
benefit all Americans, while bringing down the top corporate rate
to be more in line with our competitors around the world. I have
no problem doing that. The number we can debate.

I introduced legislation a few years back, the Bring Jobs Home
Act. I tried to get bipartisan support, like I do all my legislation.

My Republican colleagues are clinging to a debunked idea, a de-
bunked theory that a bill would end the tax break companies get
for shipping jobs offshore. No, they believe in the idea that if they
cut taxes at the top, all that will trickle down and serve everyone.
But firms in the United States already have checked this out. The
highest, higher after-tax profits than at any time since the 1960s,
that is a fact of life. But they are not investing those profits to-
wards increased productivity; they are just paying it out to wealthy
shareholders.

Corporations that are sitting on record profits today do not need
to be showered with deficit-financed tax cuts at a time when mid-
dle class wages are stagnant, as some of you brought up in your
own presentations, and broad gross domestic product is sluggish. It
is, quite simply, a misallocation of our resources.

Further, U.S. firms are extremely competitive, Mr. Chairman, by
any metric. The Forbes Global 2000 list of the largest public com-
panies in the United States is disproportionately represented. The
World Economic Forum ranks the United States third in global
competitiveness out of 138 countries. And lastly, with all the de-
ductions and loopholes corporations employ, effective tax rates paid
by profitable organizations and companies are closer to 25 percent,
similar to or lower than the averages around the world.
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Manufacturing jobs aren’t moving abroad because, really, pri-
marily the Tax Code, but because they seek low labor costs. So as
long as factory workers in Vietnam make 20 cents an hour, textile
factories will continue to move there, regardless of what tax we em-
ploy on what is coming across the border. We know what boosts
productivity. We can invest in infrastructure and developing our
workforce and raising wages for middle class families and the
working poor.

And, Mr. Chairman, is my time up?

Chairman BRADY. Yes, sir, all time has expired.

Mr. PASCRELL. I have a lot more to say about it.

Chairman BRADY. I know, Mr. Pascrell. So we will begin two-
to-one questioning so we can balance out the questions here.

Mr. Marchant, you are recognized.

Mr. MARCHANT. Thank you, Mr. Chairman.

We all have the same goals here today. We want a simpler, fairer
Tax Code that significantly lowers personal pass-through corporate
rates and makes our companies competitive on the world stage. I
think we can all agree on that.

Mr. Cornell, what percentage of product that you sell in your
store is brought in from overseas?

Mr. CORNELL. Half of all the products we sell today are made
right here in the United States. The other half, obviously, would
be brought in from other countries. So you take a look at the com-
position of our business today, eight of our top ten vendors are
companies right here in the United States. They are companies like
Procter & Gamble in Ohio or Frito-Lay in Plano, Texas, companies
like KitchenAid in Ohio, Johnson & Johnson in New York. So it is
a balance. So many of the products

Mr. MARCHANT. But the answer is about 50 percent?

Mr. CORNELL. About 50/50.

Mr. MARCHANT. Mr. Simon, when you were affiliated with an-
other major retailer, what figure did you use? What was the com-
mon——

Mr. SIMON. Because of the heavy concentration of food at
Walmart, about two-thirds of what they sell in the U.S. is either
grown or made in the U.S.

Mr. MARCHANT. So about a third?

Mr. SIMON. Two-thirds.

Mr. MARCHANT. Two-thirds, okay.

One of the big objections that I have heard today about the bor-
der adjustability tax is the uncertainty of how the currency would
adjust and whether the currency would adjust, and how would you
deal with a currency that adjusted?

Chairman BRADY. So, Mr. Marchant, while we are adjusting the
nﬁcrophones, you might want to speak a little closer to the micro-
phone.

Mr. MARCHANT. I would like to ask Mr. Lindsey, how has retail
across the world adjusted in the last 3 months? While we have seen
the dollar-euro, the dollar has lost about 8 percent against the euro
in the last 3 or 4 weeks, 3 months, while we have been talking
about this discussion, and the pound has gained about 8 cents,
from 122 to 130. And then when we had the Brexit, we had a drop
in one day from 160 down to 120.




124

So after all that has happened, what have the companies that
are adjusting the currency—Mr. Simon and Mr. Cornell, how has
your company dealt with those currency swings?

Mr. CORNELL. We have currency experts that look at this all
the time. There are a number of other factors that you have to con-
sider as we think about changes in costs. Currency is one of them.
Commodity prices tend to change; and those are impacted by a
number of different variables, starting with weather, extreme
freezes, extreme heat, floods and droughts.

Transportation costs can be impacted by——

Mr. MARCHANT. But in this case, we are talking about cur-
rency. So, Mr. Lindsey, how are companies dealing with these kind
of currency swings?

Mr. LINDSEY. Well, first of all, let’s just take an example of bor-
der adjustability. All the countries, the 160 countries that have bor-
der adjustability, amazingly still have retail sectors that haven’t
been wiped out by the imposition of border adjustability.

So I think the claims of the damage that will be done to those
companies is exaggerated. What companies do, first of all, is there
are currency hedgers. They take up positions in various currencies.

The other thing that happens is one of the reasons the currencies
adjust is these folks have market power. To imagine that Walmart
or Target doesn’t have market power with regards to Chinese
sweatshops I find kind of silly. And, in fact, what will happen, the
Chinese politburo understands that perfectly well and they will ad-
just their currency. There is no doubt in my mind that they will
do it, and then that is why there is not really an issue here.

Mr. CORNELL. If I could, I think one of the other important fac-
tors we all need to recognize is, for a company like Target—and I
can speak for many others in the retail industry today—our con-
tracts are dollar-denominated. They are today; they will be tomor-
row. And the vendors that we work with, their raw materials are
largely dollar-denominated. So I think we have to recognize as we
go forward, the U.S. dollar is the global currency.

Mr. MARCHANT. Thank you.

Chairman BRADY. Thank you. Mr. Kelly, you are recognized.

Mr. KELLY. Thank you, Chairman.

Thank you all for being here. Please don’t take this as disrespect.
Mr. Lindsey, Ms. Clausing, I appreciate your being here, but I
wanted to talk to the people that are actually in the retail busi-
ness. I am an automobile dealer. I am not somebody that grew up
on a laptop; I grew up on blacktop.

Who I talk to are moms and dads who are trying to make sure
that their budgets are workable. And whenever I sit down with
people to see if we can get to some type of solution for their trans-
portation problem, it is always the wife who makes the final deter-
mination of whether they can afford or not afford to buy a new car
or new truck. And sometimes, the difference is $5 a month. Now,
in Washington, DC, people say, oh, that can’t be possible. Please
come home with me and see what blue-collar people go through
every single day of their life.

So that is why I wanted to ask you, because you are in the retail
business. My concern is the final price on the shelf for those folks
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that pick up the tab on every single thing this wonderful govern-
ment does in their name.

So if you could just tell me, now, Mr. Luciano, you talked about
things that were happening in ag. Mr. Cornell, you talked about
what was happening at Target, which my wife is addicted to being
in every Sunday right after mass. And Walmart I go to quite a bit,
because they are all in my town.

The effect, the actual effect on everyday Americans, because the
global supply chain has changed. I also have in my pocket, by the
way, Monroney labels, which I would love to share with people,
that show parts content, because that is truly the complication of
how do you tax different pieces.

So if you can tell us—and there is not enough time to do it, 5
minutes is not nearly enough time to talk about this huge pro-
posal—how does this affect the price on the shelf and how will it
affect consumers as we go down this road, both plus and minus?
I know we have to pay for these tax cuts, but I don’t want it to
be on the back of everyday hardworking American taxpayers.

Mr. CORNELL. I would be happy to start.

Mr. Chairman, for the record, I think I will stay with Mr. Cornell
for today.

But we talk to consumers all the time. I have 30 million shoppers
in our stores every single week. I spend time with them in our
stores and in their omes. And, to your point, these are families,
middle class families on a budget. And for those families, as we
look at the implications, I think the unintended implications of the
new border adjustability tax, we know that their prices will go up
on essential items.

They will pay 20 percent more for apparel—I am going to spend
a few minutes explaining why—on back-to-school items. They are
also going to spend more on essential items, like produce, that in
the winter we don’t grow in the United States. They come from
Mexico and Chile. We are not going to be growing bananas anytime
soon in Ohio or coffee beans in Michigan. So that basic American
family, they are going to pay higher prices.

We have talked about manufacturing coming back to the U.S.,
and I would certainly love to see that happen, but I also know—
and Mr. Simon has talked about this—for many of the supply
chains, they don’t exist here in the U.S. right now.

Ninety-seven percent, 97 percent of all the apparel we buy in the
U.S. is made outside the U.S. Those supply chains don’t exist here.

So I know under the new border adjustability tax, the prices we
pay, that those moms pay to buy apparel and clothing for their
kids, they go up. And right now, I can tell you when I sit with
them, they are on a budget. At the start of the month, when they
get a paycheck in their family, they are loading up their pantry,
they are buying a few unique things for their family.

By the end of the month, they are counting their final dollars.
So we have got to make sure we understand the impact on Amer-
ican consumers. All of the electronic devices we all love, all of our
phones and tablets, those supply chains are not here in the U.S.

Mr. KELLY. I am just going to stop you for one second, because
I am running out of time.

How many employees do you have?
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Mr. CORNELL. I have 320,000 employees, 99 percent of which
are right here in the U.S.

Mr. KELLY. Mr. Simon.

Mr. SIMON. Well, I am retired now. I have one.

Mr. KELLY. But when you weren’t retired?

Mr. SIMON. One point three million.

Mr. KELLY. One point three million. Mr. Luciano?

Mr. LUCIANO. Thirty-two thousand globally, 20,000 in the U.S.

Mr. KELLY. Okay. But I want to get really clear as I hear this
thing, we go into political talking points rather than good policy
here. How can we attack the other side? I would just like to remind
everybody that is sitting in this panel, in addition to paying taxes
on your profits, there is a huge item there called wage taxes, there
are business privilege taxes, there are real estate taxes that actu-
ally propel all the wonderful programs this Nation supplies for its
people. And I think sometimes we miss the bigger part of this.

It is you that is responsible or makes up all the revenue for so-
cial security, for Medicare. All these wonderful programs that we
have come out of wage taxes. And I think that we better take a
look at are we going to eliminate people who are working. They are
the ones that pick up the tab on all these wonderful things.

I thank you so much for being here, we share your concerns, and
we are on board. We are going to do this the right way.

Thank you, and I yield back.

Chairman BRADY. Thank you.

And, without objection, I will submit for the record research by
J.P. Morgan that shows that if the dollar didn’t adjust at all, which
no one believes, retailers would need to raise prices by only 5 per-
cent, on average, to offset it, and it would be just 2 percent final
parts retailers. Without objection.

[The information follows:]
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Tax-Math Update: Price Increases Needed to Offset BAT - Who Has Pricing Power?

Following up on our detailed December analysis looking at the impacts of proposed tax policy changes on our
coverage universe (including the Border Adjustment Tax, lower headline corporate tax rate, and interest/capex
deductibility changes; see our note “Tax-Math Olympics”), the big question is how retailers make up for the lost
tax deduction of imported goods. JPM US Chief Economist Michael Feroli indicates that the impact of BAT
will be fully offset if the USD appreciates 25%, thus making imports cheaper (though we could run into issues
with dollar-denominated contracts). The other path is price increases.

* Retailers, on average, would need to raise prices by 5% to offset the negative impact of BAT, with some
retailers as high as 14% (BBY) and some at only 1% (GNC/VSI). As shown in Figure 1, we estimate the
highest price hikes need to be done by BBY (14%), PRTY (11%), WMT (9%), and WSM/TCS (8%), while
some of the lowest hikes need to be done by the auto-parts retailers (2%). This range follows the overall
impact of the BAT, with high gross margin businesses with primarily domestic sourcing (e.g., TSCO) seeing a
lift while low GM sectors with higher imports (e.g., BBY, WMT) needing bigger price increases. See Figure
1 below.

o The question we often get asked is who has pricing power in our universe. Clearly, we believe home
improvement, TSCO, ULTA, and autoparts have pricing power. We also believe that DKS might, so long as
the key brands enforce minimum pricing and manage the channels. Also retailers with small tickets like MIK
and PRTY seem to have a clear path for a large portion of the assortment. However, we question if the world
of electronics (brands and the online competition) will have the discipline, and home furnishings seems
similarly challenged. The grocery world seems precarious. First, you have companies like COST who live on
price disparities. Second, we recall the impact of the hard discounters in the UK during the inflationary period
around the financial crisis where mainline grocers raised prices but the hard discounters kept it low. This
seemed to open the floodgates of share loss and WMT has first-hand experience of that with its Asda banner.

* See Figure 2-4 for a recap of results from our previous note detailing the impact of proposed tax
changes and email us if you would like a copy of our working file containing the calculations.



Figure 1: Price Hike Needed to Offset Border Adj
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BBY 14%
PRTY 11%
WMT 9%
WSM 8%
TCS 8%
DKS 7%
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MIK 4%
ULTA 3%
HD 3%
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TSCo 2%
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VS| 1%
GNC 1%

Source: J.P. Morgan estimates.
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Tax Impact on PAT

Figure 2: All-in Effect on PAT with 20% Corp Tax Rate, Border Adjustment, and Capex/|
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Figure 3: Impact to PAT by Layering on the Capex Inclusion and Interest Expense Exclusion at 20% Tax Rate
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Figure 4: Estimated Overseas Direct Sourcing
%of COGS
Sourced
Overseas
TCS 76.0%
BBY 75.0%
PRTY 75.0%
WSM 67.0%
WMT 50.0%
DKS 45.0%
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MIK 30.0%
TGT 27.5%
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ULTA 20.0%
HD 17.5%
Low 17.5%
AAP 15.0%
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TSCO 12.0%
BBBY 10.0%
GNC 10.0%
VS| 10.0%

Source: Company reports and J.P. Morgan estimates.
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Chairman BRADY. Dr. Davis, you are recognized.

Mr. DAVIS. Thank you very much, Mr. Chairman.

And I too want to thank our witnesses. It is a very interesting
hearing, and I think in order to understand how these tax pro-
posals will affect our constituents, we must examine them in light
of the cruel Republican budget priorities released to date: This
budget, which cuts hundreds of billions of dollars from the most
vulnerable Americans; this budget, which makes draconian cuts in
food stamps, Meals on Wheels, heating assistance, and support for
the extremely poor, elderly and disabled people, particularly tar-
geting families with disabled children; it eliminates the Social
Services Block Grant that funds critical child welfare and youth
services, and eviscerates our health education and job training sup-
ports.

The Trump Republican tax plan amplifies the harm from these
mean-spirited policies by taking even more from these families to
give an average tax cut of at least $15 million a year to the
wealthiest 400 families and the most profitable corporations, in
sharp contrast to the minimal $250 relief for middle class families.

In addition, these untested tax policies promises to shock our
vulnerable economic system. In a time of stagnant wages, height-
ened economic insecurity, appalling wealth gaps, and shocks to the
workforce from trade agreements and technological advances, the
Republican plan could send prices at stores skyrocketing by 20 per-
cent and force huge job losses in the retail sector, which would cer-
tainly undermine my city, my State, and our Nation.

Professor Clausing, given the Republican policies to dramatically
cut Federal support to middle and working class families on the
spending side, I am deeply concerned about the possible harm to
these same families from these tax policies.

Could you expand on your concerns about the potential shock to
our economic system and how it could affect jobs, income, and cost
to families?

Ms. CLAUSING. Sure. This tax system, while border adjustment
is similar in some respects to a VAT, really has no precedent.
There isn’t another country that does a border-adjusted corporate
tax. And so that makes it fundamentally different. I think the big-
gest risk to households really do come from the possible absence of
adequate exchange rate appreciation, but this is an untested plan,
and there are other types of risk too.

Let’s say the dollar does appreciate by the amount they said it
would, to 25 percent immediately. That could create an emerging
market crisis. There are $9 trillion worth of dollar-denominated
debt in the world economy. And Mr. Cornell is exactly right, the
dollar is a unique currency in the world system. And so when the
dollar appreciates, that can harm the entire world economy, which,
again, can hurt the middle class, because the middle class is de-
pendent on international trade, whether they have export jobs or
whether they have jobs that are import industries.

So between the fears of higher costs and the fears of job loss in
trade-intensive sectors, those would be my big concerns.

Chairman BRADY. Thank you. All time is expired. Mr. Renacci,
you are recognized.

Mr. RENACCI. Thank you, Mr. Chairman.
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I want to thank the witnesses for being here.

Look, I believe getting tax legislation signed into law is abso-
lutely critical to getting our economy growing. I must admit,
though, I have been skeptical of the border adjustment as a central
element of the blueprint, but I am trying not to be. It is not be-
cause I oppose border adjustment in all contexts. As many of you
know, I am a strong supporter of a more conventional border ad-
justment consumption tax.

My concern is really rooted in three questions: Does border ad-
justment, adjustability in the blueprint pick winners and losers;
who will the tax burden ultimately shift to; and is it compliant
with our international treaty obligations? There are just three sim-
ple questions.

From what I have heard today, the answer to the first two ques-
tions hinges on economic theory, that currency will adjust to offset
the tax. Market analysts and currency experts have been skeptical.
Wall Street firms believe there is a large potential for disruption
and could cause volatility in the market.

With respect to question three, it really seems, at best, border
adjustment is in a case of first impression, or at worst, it is a fla-
grant violation of our international obligations.

I am also hearing very real concerns from Main Street Ohio,
where I represent. One major employer in my district sells coffee.
But coffee beans generally come from high-altitude mountains in
Africa and Latin America. You just can’t buy much U.S.-grown cof-
fee here in America. Border adjustment would increase the price of
coffee.

I am very concerned for the low-margin companies in my district
that rely on imported goods not primarily produced in the United
States, whether that be coffee or any other good that can only be
imported.

So, look, I am a business guy like Mr. Kelly, a CPA, a tax practi-
tioner. I understand taxes and I understand business. I have been
in the business world for 30 years. I have made all of my decisions
on factual background, normally not on economic theory. In fact,
economic theory in many cases in the business world can be trou-
bling if you do it the wrong way, as you all know.

So, to each witnesses, can any of you assure me that the cur-
rency will adjust so that there will be no effect to the cost to our
consumers, yes or no, to each one of you?

Mr. CORNELL. No, I can’t.

Chairman BRADY. Anybody?

Mr. LINDSEY. No.

Mr. RENACCI. There is going to be an effect to our consumer.
Currency will adjust

Mr. LINDSEY. Nothing has no effect. I think it will be extremely
minimal.

Mr. RENACCI. Okay, but there is an effect.

Mr. Lindsey, you gave an answer on my third concern, which is
WTO. To each of the other witnesses, do you have any experience
to know whether this will pass WTO, yes or no?

Mr. LINDSEY. No one will know whether it can pass WTO until
it is brought there. No one could possibly know the answer to that
question.
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Mr. RENACCI. Anybody else? Do you think, yes or no, will it
pass WTO?

Ms. CLAUSING. I don’t think it will, based on discussions with
lots of trade lawyers.

Mr. RENACCI. Any other individuals, yes or no, will it pass
WTO?

Mr. LUCIANO. Difficult to know. It is pretty similar to VAT that
is being enforced today.

Mr. RENACCI. Mr. Lindsey, I am going to come back to you, be-
cause I was listening to you. You said WTO is a European-based
organization. Okay for Europeans to do it, but not Americans. Isn’t
it true that European-based border adjustments do not allow for
deduction of labor; and if it did, the same thing with our BAT, if
we eliminated labor in our BAT concept, it would become a VAT
and, therefore, it would be WTO-compliant, yes or no?

Mr. LINDSEY. No. Let me describe exactly what the Europeans
did. What they did was they put on a VAT, and then they cut other
taxes with the revenue they got.

Mr. RENACCI. I understand.

Mr. LINDSEY. So essentially, essentially what they did was ex-
actly what the BAT do, exactly.

Mr. RENACCI. I know. But if labor was eliminated, we would
have the same thing.

Mr. LINDSEY. If they eliminated. What they did was to reduce
other taxes on labor with it.

Mr. RENACCI. I understand.

Mr. LINDSEY. So that is why I think it will pass WTO muster,
because essentially the Europeans did exactly what this tax

Mr. RENACCI. I have got a couple other questions. I appreciate.

Mr. Simon, you indicate in your testimony, a long implementa-
tion period for this to work. In the 1950s, 90 American companies
made TVs. Today, there is not a single American company making
TVs, and there hasn’t been in over 20 years an American company
has made a TV. How long, on average, do you think it would take
to get American companies back in the business of making TVs?
Because you said a long implementation period; I would like to
know what that means?

Mr. SIMON. TVs are being assembled in the U.S. for the first
time since the seventies today, with a progression towards making
them in the U.S. I can tell you the same thing about bicycles. They
started in South Carolina in assembly, and they are moving into
paint and powder and rolled steel. It takes time, and the process
for bicycle has taken 4 years.

Mr. RENACCI. Mr. Lindsey, I am going to come back to you. You
said this bill is the best way to make America the most competitive
place in the business world. Is this the only way to get this accom-
plished, this bill? Is it the only way?

Mr. LINDSEY. This is the best way that I have seen to get it
done.

Mr. RENACCI. So far?

Mr. LINDSEY. That is correct. And I am, by the way, very sup-
portive of what was called for here, which is careful implementa-
tion, phasing in and things like that. I am a big supporter of it.
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And what I hear from the chairman and others is that they are too.
So I think that will happen.

Mr. RENACCI. I thank you all. My time has expired.

Chairman BRADY. Thank you, Ms. Noem, you are recognized.

Mrs. NOEM. Thank you, Mr. Chairman.

My name is Kristi Noem. I represent the entire State of South
Dakota. And I go to Walmart to get a lot of things that I need, but
I go to Target for fun. So I don’t know. Our family appreciates both
of you being in towns in South Dakota, because a lot of times we
don’t have a lot of options.

I am very concerned about small retailers. I am very concerned
about small businesses. That is the lifeblood of South Dakota. But
our number one industry is agriculture, which supports all of the
small businesses in our State and our families.

Mr. Luciano, I wanted to talk to you about that, because we read
over and over again about large companies being bought out by
companies not from the United States, especially in the agriculture
industry. We are seeing concentration happening, in Chinese com-
panies specifically, coming in and purchasing large chemical com-
panies and other within the agriculture industry.

Do you believe that our Tax Code and policies have perpetuated
this problem that we see, this consolidation happening in the in-
dustry? But also we see it, the ownership changing to other coun-
tries, and how that is impacting the United States. And what in
this proposal could be beneficial in stopping that type of change
that we don’t believe is necessarily—I don’t believe necessarily is
in the Nation’s best interests? And I have a follow up question
when you are done with that one too.

Mr. LUCIANO. First of all, Congresswoman Noem, let me thank
you on behalf of ADM and the biodiesel industry for your personal
leadership for both biofuels overall and for biodiesel in particular.
That was very helpful to the industry.

I think this proposal, as we are analyzing it today and it is pre-
sented to us, helps improve the competitiveness of the industry.
The fight for grabbing sources of food, as you describe, is very im-
portant, very strategic, whether you are in the Middle East, wheth-
er you are in China, whether you are in all those places where you
have multiple nations in production, actually. And we have that
and South America has that, as I said before, and the Black Sea
has that.

So whether we can stop that, I mean, I am not sure any proposal
can stop if China determines that strategically they need to own
resources, but I think it can make us more competitive. I think it
can allow us, for the U.S. farmer to continue to invest and for us
to have the ability to help the farmer to become more competitive,
by investing in infrastructure, by investing in support for the farm-
er.

And I think that that is what it limits. I worry very much about
losing competitiveness and losing share, what I said in my oral tes-
timony. Because once you lose a customer, once you present to that
customer that you are not a reliable supplier, because you are re-
trenching, things change.

And when somebody in Egypt that has been using our wheat for
years to make bread starts to use some wheat from Romania,
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things change, and they adapt recipes and all that and then you
become a secondary supplier, a supplier of last resort instead of the
primary supplier.

And we are slowly going into that direction. So, to me, this blue-
print address helps to restore the profitability and the competitive-
ness of the farmer in the U.S.

Mrs. NOEM. I am a lifelong farmer and rancher, and when I talk
about the BAT at home to other farmers and ranchers, I talk about
it how when our beef leaves the United States, it is taxed. Then
it hits the border of Japan, they add another tariff to it, which
makes it virtually unaffordable to be purchased in that country.
And the BAT could potentially shift that to making it more afford-
able if we didn’t do that.

But a lot of the farmers and the ranchers are worried. They are
concerned that with the BAT that potentially they sell their com-
modity to ADM, ADM then sells to another country, keeps more of
a profit margin and doesn’t necessarily let it flow down to those
guys producing the actual crops, the actual commodities.

How would you answer that concern? Because I face that quite
often, that yeah, sure, maybe the big companies that actually mar-
ket the grain overseas get a bigger profit, but how is that going to
help my pocketbook?

Mr. LUCIANO. It is a very good question. In the U.S., the prod-
uct is commingled. We have the system. But you have to under-
stand ADM does not thrive unless there is a thriving farmer. We
don’t own land. We don’t farm.

So we cannot export, I mean, individually. The farmer cannot ex-
port, we cannot export the production that doesn’t exist. So we
work with the farmer. Our farmers are our partners for 115 years,
and we spend a lot of time in this community supporting the farm-
er.
If you go and see what we do every day in an elevator, you go
into an elevator, it might have six commercial people from our
side—I mean a storage unit or origination unit—and then you are
going to have six or seven farmers sitting out there, you know,
reading the newspaper, but they are also evaluating what they
should do and getting from ADM what they should plan, when they
should sell.

So it is a very symbiotic relationship. ADM does not exist with-
out the farmer.

Mrs. NOEM. Thank you, appreciate that. I yield back.

Chairman BRADY. Thank you.

Ms. Sanchez, you are recognized.

Ms. SANCHEZ. Thank you, Mr. Chairman, and to our witnesses
for here being here today. Mr. Chairman, I would like to ask unani-
mous consent to enter into the record a Bloomberg news article in
which Treasury Secretary Mnuchin states that one of the problems
with the border adjustment tax is that it doesn’t create a level
playing field, it has very different impacts on different companies,
it has the potential to pass on significant cost to the consumer, and
it has the potential of moving those currencies.

Chairman BRADY. Without objection.

[The information follows:]
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Mnuchin Cites Problems in Border Tax as House Panel Seeks Tweaks
Dby AlexisLeondis

May 23, 2017, 10:30 AM EDT
Updated on May 23, 2017, 11:15 AM EDT

C = Treasury secretary says it won't create ‘level play

g fiel
— Ryan has said there should be a phase-in period for BAT

Steven Mnuchin, US. Treasury secretary, lestifies during a Senate Committee on Banking, Housing, and Urban Affairs hearing in Washington on May 18, 2017. Photograpirer: T.J.
Kirkpatrick/Bloomberg

House Ways and Means Chairman Kevin Brady said he’s open to tweaking parts of the House Republican tax blueprint as Congress looks for a
path forward on trying to make U.S. businesses more competitive globally -- even as Treasury Secretary Steven Mnuchin offered his most
direct criticism of the plan yet.

“We know there are legitimate concerns -- including from some of our witnesses here today and our colleagues on the other side of the aisle --
about how it will affect American workers, businesses, and consumers,” Brady said Tuesday during a hearing to discuss a controversial
proposal for a border-adjusted tax on imports. “We are committed to working with all of you to address these concerns.”

Meanwhile, Mnuchin sounded a clear warning about the BAT proposal during an appearance in Washington.
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Mnuchin Cites Problems in Border Tax as House Panel Seeks Tweaks - Bloomberg

« the problems with the border-adjusted tax is that it doesn’t create a level playing field,” said Mnuchin, who is playing a key role in
ping legislation with the House and Senate. “It has very different impacts on different companies, it has the potential to pass on significant
-osts to the consumer, it has the potential of moving the currencies.”

‘The House Republican leaders’ tax plan depends in part on taxing U.S. companies’ domestic sales and imported goods while exempting
exports. The concept has faced resistance from President Donald Trump’s top economic advisers as well as criticism among Senate
Republicans. Retailers and other importers have been trying to kill the idea and Target Corp. Chief Executive Officer Brian Cornell is scheduled
to testify on their behalf. Opposing him will be Bill Simon, a former top executive for Wal-Mart Stores Inc., who recently called the retail
industry “hysterical” on the issue.

House Speaker Paul Ryan said May 18 that a border-adjusted tax “should have some kind of an adjustment and phase-in period.” The retail
lobby, however, has said it opposes BAT in any form.
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Ms. SANCHEZ. Thank you.

Today’s hearing has definitely provided an interesting mix of per-
spectives on what most consider to be the centerpiece of the Repub-
lican tax reform plan, and I think it is high time that we began
to dig into this brand new proposal that sort of blind-sided every-
body last year.

I happen to believe that a proposal of this size deserves some
thoughtful consideration, and I am pleased that we are finally
starting that process today. But I can’t help but note that I wish
we were here discussing a bipartisan idea that came together
through substantive committee process rather than a few pages of
talking points.

I want to share some of the concerns that my colleagues have
highlighted. Number one is an ill-advised gamble on the value of
the U.S. dollar to not tank world economic markets, should the rate
not adjust immediately to the very optimistically projected level.

Second, the fear that adopting the Republican plan would set the
United States up for a huge loss at the WTO, which could have
lasting implications on domestic producers and consumers for many
years to come.

And thirdly, a system that could incentivize some of the largest
corporate exporters to merge with large importers, creating even
bigger behemoth multinational corporations to game the new tax
system.

Those are just three of my concerns.

Ms. Clausing, I would like to spend my time focusing on the
issue of distribution that you raised in the slides that you provided.
I find those numbers to be truly staggering. So can you provide a
little more insight into how the proposed Republican plan not only
exacerbates the divide between the rich and the poor in this coun-
try, but how the middle class households specifically will be
squeezed by this policy?

Ms. CLAUSING. Sure. You are exactly right to focus on income
distribution. It has been a big issue for the last 35 years. If you
look at the last 35 years of data, you will see that the middle class
wages have been growing very slowly and that the vast majority
of GDP growth has gone to those at the top of the income distribu-
tion. So this is an important thing to consider.

The problem with this tax plan is that the tax cut is much higher
for those at the very top of the distribution who have already been
benefitting a lot from the global economy and from technological
change and from other forces that have been hitting our economy.
So it seems in a way the opposite of what you would want to do.

When you have shocks to an economy, like trade disruption, tech-
nological change and other things, you want the tax system to sort
of insulate people from shock so that everybody’s after-tax income
can go up. You know, a rising tide should lift all boats. But if your
response to those shocks is to give a huge tax cut to the top, at the
top 1 percent, and then give %1200 to the bottom 80 percent, then
that is going to be the opposite of what would be helpful in the cur-
rent context.

Ms. SANCHEZ. Following up on that, right now middle class
families in my district are forced to make what I call unwinnable
choices, such as using the majority of one-parent salary to pay for
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childcare or having a parent leave the workforce entirely because
the cost of childcare means that what they effectively take home
at the end of the year is not going to—is not worth it.

And I think we should be highlighting those issues that we force
our constituents to try to figure out, you know, for themselves
when we have a Tax Code that can help blunt those effects and
hopefully make those working families not have to make those dif-
ficult choices.

So with the time I have left, I would like you to address alter-
native ways that we could address international tax reform in a
way that would actually help working families?

Ms. CLAUSING. Absolutely. There are a lot of good ways that
we could do better to protect our corporate tax base from erosion.
One option is to simply end deferral and combine that with a lower
rate, but a minimum tax, done on a per-country basis, could also
be very effective. Ninety-eight percent of all the profit-shifting is
done with countries that have effective tax rates below 15 percent,
and 80 percent of it is done with just a few havens.

So expanding the corporate tax base would help buttress reve-
nues, and that is important because a lot of our priorities, includ-
ing infrastructure, education, healthcare, require government rev-
enue. So having an adequate revenue base is very important.

Ms. SANCHEZ. Great. Thank you so much for your testimony.
And I yield back.

Chairman BRADY. Thank you.

Mr. Holding, you are recognized.

Mr. HOLDING. Thank you, Mr. Chairman.

I think we all agree we have got a Tax Code that is 30 years old,
despite having an economy that is vastly different than it was 30
years ago. And I think we can all probably agree that we need to
undertake a permanent comprehensive tax reform.

My concern, like I know the concern of a lot of us here, for 8
years we have had ballooning debt, well over $20 trillion. We need
to ensure that we put in place a Tax Code that spurs the economy
in a fiscally responsible way, promotes growth, and puts us in a po-
sition to be able to reduce the debt.

So I am worried when I hear from Ms. Clausing’s testimony,
when she states that when trade deficits turn into surpluses, the
border adjustment will lose revenue. So, Mr. Lindsey, do you agree
with this statement, and could you walk us through the impact
that the border adjustment will have, perhaps, on the deficit long
and short term?

Mr. LINDSEY. Certainly, Mr. Holding. I would also take just 30
seconds to say, to comment on something Congresswoman Sanchez
just said, that this was a new idea that was just sprung out of
some talking points.

This was a tax system, a tax structure that was discussed when
I was in graduate school and was considered one of the best sys-
tems we could have. And I assure you I was not in graduate school
yesterday.

As to your particular question, I am sorry.

Mr. HOLDING. The particular question has to do with the bor-
der adjustment.
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Mr. LINDSEY. Right, being permanent. Thank you. See, I wasn’t
in school yesterday; I can forget things.

First of all, we have had a trade deficit now for 50 years. So say-
ing that trade deficits will turn into surpluses gives new meaning
to the word “theoretical.” However, I think that the right thing to
focus on is how we finance that trade deficit. And what we do now
is we basically put it on our credit card. We sell our debt overseas.
That is the main way we finance it. This is called the capital ac-
count.

What this bill will do instead is it will finance it by encouraging
foreign direct investment into America. And I think that is a much
l];ettc(lar way of financing a trade deficit than simply selling Treasury

onds.

Mr. HOLDING. Another function that we are trying to get, a
goal we are trying to reach is protecting our national tax base from
base erosion, whether it be from the erosion of the corporate tax
base, and I also think we need to be worried about the erosion of
our human capital base here. It is a stunning fact that the number
of expatriations from the United States has been rising just at a
tremendous rate.

In 2016, we had 5,400 people expatriate from the United States;
compared to 2008, when you had 231 people expatriate.

Mr. Chairman, I would like to introduce into the record a recent
article from the international tax blog regarding expatriation rates.

Chairman BRADY. Without objection.

[The information follows:]
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International Tax Blog

(http://intltax.typepad.com/intltax blog/)

New and Interesting International Tax Issues

May 09, 2017
2017 First Quarter Published Expatriates — A Total of 1,313

Today the Treasury Department published the names of individuals (https://s3.amazonaws.com/public-
inspection.federalregister.gov/2017-09475.pdf) who renounced their U.S. citizenship or terminated their long-term U.S.
residency (“expatriated”) during the first quarter of 2017.

The number of published expatriates for the quarter was 1,313.

The data released today follows four consecutive years where new records were set for the number of expatriates. In 2013, there
were 2,999 _published expatriates (http://intltax.typepad.com/intltax blog/2014/02/2013-expatriations-increase-by-
.html), and last year there were 5,411 published expatriates (http://intltax.typepad.com/intltax blog/2017/02/2016-

expatriates-source-of-data.html).

The escalation of offshore penalties over the last 20 years (http://intltax.typepad.com/intltax blog/2015/11/the-escalation-of-
offshore-penalties-over-the-last-20-years.html) is likely contributing to the increased incidence of expatriation.

‘We continue to believe that the IRS is likely missing a significant number of names from its quarterly publication of expatriates
(http://intltax.typepad.com/intltax blog/2015/09/is-the-irs-missing-names-from-its-quarterly-publication-of-
expatriates.html). During the first quarter of 2017, the FBI added 1,484 individuals who renounced their U.S. citizenship to the
NICS index. The IRS list is supposed to include U.S. citizens who have lost their U.S. citizenship as well as long-term green card
holders who have terminated their green cards. The IRS number is lower than the FBI number, when we would expect it to be

significantly higher than the FBI number.
Below is a graph of the quarterly number of published expatriates since 2008 through the first quarter of 2017.

For our prior coverage of expatriation, see all posts tagged Expatriation (http://intltax.typepad.com/intltax blog/number-of-
expatriates/).

it

_(iﬁp: //intltax.typepad.com/.a/6a00e54fb13f51883401bboggg8aic970d-pi)

Posted on May 09, 2017 in 877A Individual Expatriation (http://intltax.typepad.com/intltax blog/number-of-expatriates/) |
Permalink (http://intltax.typepad.com/intltax blog/2017/05/2017-first-quarter-published-expatriates-a-total-of-1313.html)
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Mr. HOLDING. Back to the tax base on a corporate level. So is
there any other plan that achieves, other than the border adjust-
ment, what we are trying to achieve with protecting the national
tax base?

Mr. LINDSEY. Yes, there is. A lot has been discussed, and some
of the comments have come out today. And this committee consid-
ered a number of options a few years ago to try and crack down
on the ability of firms to go overseas. You know, there is an old
saying that the beatings will stop once morale improves, which I
think kind of has it backward.

And what I think we need to focus on is that all of those other
plans punish American companies by putting more rules on Amer-
ican companies, but do not touch foreign companies. And I just
think that is simply the wrong way to go about it. We need to start
thinking about why it should be attractive to be headquartered in
America, and why it should be attractive to move our production
facilities here.

Mr. HOLDING. Thank you. Mr. Chairman, I yield back. Chair-
man BRADY. Thank you.

Mr. Higgins, you are recognized.

Mr. HIGGINS. Thank you, Mr. Chairman.

The border assessment adjustment tax is a poorly-conceived tax,
because it will be adjusted a second time domestically, internally,
in higher consumer prices for every American.

Target and Walmart don’t make things; they sell to Americans
what other countries make, particularly China.

America is 5 percent of the world’s population and 23 percent of
the world’s economy. The United States is the world’s largest econ-
omy and 70 percent consumption. We consume much more than we
make. China is 20 percent of the world’s population and 90 percent
of the world’s economy.

America’s largest goods trading partner is China. Last year, we
sold to China $115 billion worth of goods, and they sold to us $462
billion. We had a good trade deficit with China last year of $347
billion. So the border adjustment tax will hit China mostly, which
I would be okay with, but we know that the border adjustment tax
will really result in higher consumer prices and hurt American re-
tailers.

There is lots of tough talk in Washington about challenging Chi-
na’s ambitions to become the world’s economic leader, but that
tough talk lacks guts or backbone. What do I mean by this?

Washington whines about China’s currency manipulation, about
China’s poor quality of their air and their water and their land,
about how poorly they treat their own people, but you know what
China just did?

China announced a $1 trillion investment to open up China, to
connect to 47 other Asian countries, to sell the stuff that they make
to 47 brand new markets much more efficiently.

The United States, under this administration, is looking inward.
The United States wants to build a $38 billion wall along its south-
ern border; and the United States has responded to $2 trillion in
infrastructure needs with a pathetically weak $200 billion invest-
ment in American infrastructure, maybe.
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Look, I think you get the point. China is making an aggressive
challenge to the United States’ leadership in the world. China
knows that infrastructure is how you dominate. China’s peaceful
rise is driven by economic growth rather than military force. The
United States, under this administration, wants to spend another
$50 billion on war. It wants to take healthcare from those who
need it most, and it has a tax scheme to take away money from
those who need it to give it to people who don’t.

I am not quite sure what I am missing here, but a tax policy that
doesn’t put money into the hands of people that will spend it in the
world’s largest economy that is 70 percent consumption is a policy
that can’t work.

I often hear here that these tax cuts will pay for themselves.
There is not a tax cut in human history that has paid for itself.
The most conservative economic estimates are that maybe a third
of tax cuts would be paid for by ensuing economic growth.

What you have to do to grow your economy is to invest in it. Peo-
ple to bring them to and beyond the current technology. Your infra-
structure, which, based on any objective analysis, puts the quality
of our infrastructure at a very, very poor rate as it relates to the
rest of the world.

So you can talk about tax policy all we want here, but unless we
are going to back it up with serious investments to compete on a
global scale with places like China, the platitudes about where we
want our tax policy to take us will never take us there. I have pret-
ty much used all the time, and I apologize for that, but I think it
is a statement that needed to be made and I think it is very impor-
tant relative to this debate.

And I yield back.

Chairman BRADY. Thank you.

Mr. Schweikert, you are recognized.

Mr. SCHWEIKERT. Thank you, Mr. Chairman.

This is going to be one of those hearings when we all go back and
actually read the transcript. It is going to be absolutely fascinating
trying to follow some of the intellectual consistency on the lines.
But at least we now have heard that many of our brothers on the
left, our brothers and sisters on the left now are supporting much
more trade and a lot of these other things. I cannot wait to grab
my highlighter and go over this.

Mr. Simon, you actually have one of the most unique work expe-
riences in history, and that was a massive company trying to re-
structure parts of your supply chain. Can you put a little more de-
tail on that experience, because I just a moment ago—which your
company I absolutely love, it is in my neighborhood. But we actu-
ally grow vegetables in Arizona in the winter. We supply the Na-
tion’s lettuce crop, and we can do a lot more except right now the
rest of the world has a financial arbitrage on us south of the bor-
der.

Tell us about rebuilding supply chains that became domestic
from products that were foreign before?

Mr. SIMON. Well, Mr. Cornell is right, 97 percent of apparel is
made outside of the U.S. today. A good percentage of it is made
with American cotton. So imagine the irony: Cotton grown in the
U.S., 12 million bales a year exported, much of it to Asia, where
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it is made into apparel, then reimported into the U.S. It makes no
sense. The labor component isn’t the driver of that. You have trans-
portation in two directions and all the other things that go with it.

But my mother-in-law in North Carolina used to make blue jeans
at a factory there. And that product migrated. It migrated because
initially labor, but eventually tax and infrastructure eroded. In
order for it to come back, we need to rejigger the puzzle pieces. We
need incentives like some of the things that have been discussed
today that will allow that to happen. It won’t happen on its own.
We can’t survive as a service economy.

The gentleman mentioned 70 percent of our economy is consump-
tion. It is. But I can’t go to the movies and you can’t go to a res-
taurant every day and have the economy be buoyant. We have to
make things.

Mr. SCHWEIKERT. But did you have that experience where a
product that, as Walmart had been an international supply chain,
and the skepticism, and then a couple years later you had found
a way to domestically source?

Mr. SIMON. Every product that Walmart has been able to repa-
triate—and the list is quite long now—has taken an incredible
amount of effort from both the supplier and the company. They sit
down and they analyze the cost components of every single leg
along the way. And we are overcoming 30 years of muscle memory,
where the way that we have done things, the way that we have ac-
counted for costs that are in the system, costs like currency.

And we had that discussion earlier. Currency in most companies
is a footnote on their earnings statement, and they say, our earn-
ings were $3 a share, that is up or down versus last year because
of currency. And then Wall Street usually doesn’t reward or penal-
ize a currency adjustment. So our whole thinking isn’t around cur-
rency adjustments. Our whole thinking is about how much earn-
ings per share can you deliver.

We found out that the transportation costs and the time value
of money from paying FOB in Shanghai versus delivery at your
dock in Delaware is 3 months, and that 3 months on, you know,
a billion dollars of imports is a significant amount of money. So as
you restructure your supply chains, you also have to restructure
your practices and the way that you look at your business.

Mr. SCHWEIKERT. And look, it has everything from currency
exposures to environmental costs to moving things of those dimen-
sions.

Look, hopefully we have a universal agreement of all the Mem-
bers on the right and the left here. We actually have a wealth gap
issue. We actually have an income-worker mobility issue. And yet
I keep hearing, because we are, you know, taking little shots at
each other, almost defense of the status quo, which is absurd. And
as we sort of walk through this, look, I am fixated on some of the
technologies.

We have been talking about apparel. And the articles that are
now coming out that last year we finally now know how to laser-
cut cloth, where before that was always the excuse of why it had
to be done with labor. Now we actually have a technology that can
change that predictive capacity. There are technological solutions
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that actually will make repatriation of some of these supply chains
possible. And I know there are so many things.

Ms. Clausing, can you help me, just because you have actually
said a couple of things that I found absolutely fascinating. And I
must give you a compliment. I have been actually reading some of
the things you have done. Thank you for being a person of the left,
but also caring about what is happening debt-wise and the destruc-
tion that does for our next generation and why we must actually
step up and deal with it.

With that, I yield back.

Chairman BRADY. Thank you.

Ms. DelBene, you are recognized.

Ms. DELBENE. Thank you, Mr. Chair.

And thanks to all of you for being here today and, Professor
Clausing, for being here from my alma mater.

Actually, I want to start with a question for you. I have heard
from small brewers in my district. They are very concerned about
the border adjustment proposal, because they rely on imported in-
gredients in barrels to produce specialty beers, and often they only
sell domestically.

So, despite the fact that they are supporting jobs and economic
activity right here at home, they would be hit by border adjustment
with no offset. And so I wondered, do you agree with that and how
would you respond to their concerns?

Ms. CLAUSING. Yes, I agree that there are substantial risks
here to import-intensive industries, because of the possibility that
the exchange rate won’t adjust perfectly.

And one thing that this testimony has reminded me of is the fact
that we can’t really do everything in one country. Like we have
international and trade for a reason. We don’t want absolutely ev-
erything to be done in the United States. It might make more
sense to do the apparel abroad.

But that doesn’t mean, you know, that we can’t be sensitive in
terms of thinking about how trade has affected American workers.
And one way that you can help the workers who have been hurt
by the downsides of international trade is by a tax system that fa-
vors, for instance, the earned income tax credit at the low end, or
middle incomes as well.

But there are many industries, including brewing and the wine
makers of Oregon and others, that are worried about this, because
of the possible lack of an exchange rate offset.

Ms. DELBENE. Our tax system, when we talk about things, we
generally talk about physical goods, the movement of something or
nexus where something is located. But I wonder if you can com-
ment on digital goods and intangible goods, how they would be
treated right now under this proposal, or do we even have enough
information to have a sense of how they would be treated?

Ms. CLAUSING. One of the difficult things with digital goods is
that they are more difficult to observe. And so this has actually
raised a huge issue with countries that have VATSs, for instance,
because they need to observe the passage of a good across a border;
and with a digital good, that is often difficult to observe, and so
that generates possible avoidance opportunities.
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In general, the economic literature in taxation suggests that the
more physical or real something is, the less responsive it is to
taxes. So if you look, for instance, at U.S. multinational firms,
where they have jobs abroad is often other countries that have high
tax rates and high regulations, but where they have their profits
are in these low-tax havens. And so you get this big difference in
how responsive things are to tax, based on how easy they are to
move. And digital goods are one example of things that are very,
very easy to move.

Ms. DELBENE. Do we have enough information right now in
terms of how border adjustment in particular might impact digital
goods, specifically this plan?

Ms. CLAUSING. I think it would raise enforcement concerns, but
this is one of several things that haven’t been fully worked out in
the plan. Another big issue is finance, because the financial sector
would have to be treated differently under this plan, and this cre-
ates huge headaches in terms of thinking about how to administer
this tax with respect to the financial sector.

Ms. DELBENE. One other issue that was alluded to earlier is
that manufacturing is moving to more automation, using tech-
nology, artificial intelligence, robots, and so may not use as many
people for that work. And if we look going forward, do economists
look at this as we estimate kind of future impact and impacts on
families and workers? Is that part of the modeling, because I
haven’t heard people talking about that as much.

Ms. CLAUSING. I think technological change is a huge issue.
And one thing to think about, when we think about what it means
to bring something back to the United States, if we bring it back
and use robots to make it, it is not clear that that is generating
any more American jobs than if we had left it somewhere else.

Adapting to technological change requires both tax policy that is
sensitive to the needs of the middle class, but also spending policy.
We want workers who can use technology to their advantage, not
be replaced by it. So if you have an engineering degree or you write
software, technology is your friend; but if you are a low-skilled
worker, technology hurts you.

So the answer to that seems to be upgrading the skill levels of
our population, and that is going to require investments in edu-
cation, investments in infrastructure, not just hard infrastructure
like roads, but other types of infrastructure, like internet access
and computing access and the like. So I think our spending prior-
ities need to reflect that.

Ms. DELBENE. Thank you very much. And, Mr. Chair, I yield
back.

Chairman BRADY. Thank you. Mr. Rice, you are recognized.

Mr. RICE. Mr. Lindsey, I have a question for you. If you have
an American company and an Irish company, and they both make
the exact same product, and they both compete worldwide for the
materials to make that product, and they both compete worldwide
for customers to sell that product to, and the American company
pays a 35 percent income tax, and the Irish company pays a 13
percent income tax, at a VAT, can you tell me the outcome of that
story?
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Mr. LINDSEY. It is very simple. Obviously, the Irish company is
well advantaged.

Mr. RICE. So either the American company is going to end up
bankrupt, right, or bought by the Irish company, correct?

Mr. LINDSEY. Well, it is certainly going to be less competitive.
There is no question.

Mr. RICE. Do you disagree with that, Ms. Clausing?

Ms. CLAUSING. I think that some of the competitiveness issues
here are misunderstood. In particular, any company that is serving
a particular market

Mr. RICE. You disagree with that is what you are saying?

You disagree with that?

Ms. CLAUSING. Yeah. I disagree.

Mr. RICE. You know, I ask that theoretical question all the time.
You are the first person I have actually heard disagree with that.
But you know, that point, I ask it as a theoretical question. But
we have a real live instance of it right here. Mr. Luciano has made
a much better case for that point than I ever could when he says
that our American manufacturers are facing competition from
Ukraine and from Brazil on grain exports, correct?

Mr. LUCIANO. Right.

Mr. RICE. And they have for what period of time, Mr. Luciano?

Mr. LUCIANO. Sir?

Mr. RICE. What period of time have we faced this competition?

Mr. LUCIANO. Well, we have faced it for the last 50 years, but
I would say in the last five years it has accelerated.

Mr. RICE. And Brazil and Ukraine have these consumption
taxes that we are talking about here, the border adjustment. Is
that correct?

Mr. LUCIANO. That is correct.

Mr. RICE. So the effect of that, as you said earlier, is that to sell
to worldwide markets, the price they charge for their product is
less.

Mr. LUCIANO. [Nonverbal response.]

Mr. RICE. By how much?

Mr. LUCIANO. Enough to make the U.S. uncompetitive for long
periods of time.

Mr. RICE. So if China is one of the big markets for our agricul-
tural exports, the question is, I suppose, if our tax system, our in-
come tax system, creates a 15 percent higher cost on American
farmers, are the Chinese going to pay 15 percent more for Amer-
ican corn than they are for Ukrainian corn or for Brazilian corn?
Is that right?

Mr. LUCIANQO. I think what end up happening is that the actual
price that the U.S. farmer will get for the product, in order to com-
pete with those markets, will be lower than the price that the Bra-
zilian farmer or the Ukrainian farmer——

Mr. RICE. But we have seen the effects of it already over the last
decade, right? And what has been the effect? I mean, what has
happened to our market share?

Mr. LUCIANO. We have been declining. We lost it by half.

Mr. RICE. Mr. Lindsey, does that line of reasoning just apply to
agricultural products or any other products made in America with
this higher tax bracket?




152

Mr. LINDSEY. All right. Obviously, it applies to all products. I
would also point out the number of companies, how many compa-
nies have switched and moved intellectual property from here to
Ireland versus the number of Irish companies that have moved
back. I think I would point out to the ranking member how smart
the Irish are in this regard.

Mr. RICE. Well, you know, and they are. And they have designed
a tax system that has a low income tax and a higher VAT. Correct?
Why would they do such a thing?

Mr. LINDSEY. Why would the Irish do such a thing?

Mr. RICE. Yeah. Yeah.

Mr. LINDSEY. Because they are very clever people.

Mr. RICE. Because they want to be competitive, correct?

Mr. LINDSEY. They want to be competitive.

Mr. RICE. And it has worked, hasn’t it?

Mr. LINDSEY. It has worked beautifully. Ireland 30 years ago
was not a particularly prosperous place, and now it is. And they
have done a very good job.

Mr. RICE. I think that if the playing field is leveled, the Amer-
ican worker can compete with anybody. But since 1986 Washington
has stood by and let the rest of the world tilt the playing field
against the American worker.

My friends on the left spend their time arguing about the dis-
tribution of the tax reductions. And I sure want to work and make
that fair. But, in my opinion, that is small potatoes.

Median household income in the United States is just about
equal today to what it was in 1990. The American middle class has
not had a raise in 27 years. The American middle class was 50 per-
cent of the population in 1990. Today, it is 43 percent. So our mid-
dle class is shrinking, and its income is stagnant.

We have to do better. We can’t stay where we are. In my opinion,
the growth and GDP from this plan will dwarf any reduction in
taxes. In my opinion, we will see a resurgence in American manu-
facturing. In my opinion, we will see a resurgence in the American
middle class. In my opinion, we will see a reduction in income dis-
parity.

I yield back, Mr. Chairman.

Chairman BRADY. Thank you.

Mr. Curbelo, you are recognized.

Mr. CURBELO. Mr. Chairman, thank you for hosting yet an-
other important hearing on a comprehensive tax reform. And I
thank the witnesses for their participation today.

I want to build on my comments from last week and reiterate my
support for permanent, revenue-neutral and comprehensive tax re-
form. That is the surest way to bring the U.S. economy into the
21st Century.

And, again, I am pleased to hear that there is so much bipartisan
consensus in favor of permanent, revenue-neutral tax reform. I
think that is absolutely critical, as it is important that individuals,
and families, as well as business of all sizes, have confidence in
knowing their tax system is permanent, fair, and that it strives to
achieve the lowest rates and the most simplicity for all taxpayers.

I want to ask Mr. Simon, I would like you to take into account
the region I represent, Miami, oftentimes mentioned the gateway
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to the Americas, many export opportunities in South Florida. We
have access to many markets all over the world. But, also, the Port
of Miami sees a lot of imports.

So looking at our blueprint more broadly and then honing in spe-
cifically on today’s topic, border adjustability, how do you think an
area like Miami, like South Florida, where there is this great en-
trepreneurial spirit, where we have immigrants who are thirsty to
contribute to our country, to start new businesses, who bring new
ideas, how does an area like ours fair under the house blueprint?
AI(lid s?peciﬁcally with regards to the policy that we are considering
today?

Mr. SIMON. Well, I mean, by all accounts, American exporters
will be more competitive because they will have a substantially dif-
ferent tax situation than they do today.

So the port and all the activity around the Port of Miami and all
of our ports will remain vital.

By most accounts, at least in the short and medium term, we will
still be very, very heavily importing because the supply chain, sup-
ply lines, won’t be there.

I think the risk—and we have talked about it quite a bit—is that
if we can’t figure out a transition plan and prices go up, consumer
prices go up, which I think everybody in the room doesn’t want to
have happen, if we can’t figure that out, we could see a slowdown
in some of the imports.

But, fundamentally, what will happen in most of the economy in
the U.S. is that because of the revitalization of our export base and
our manufacturing base, we will start to see rising consumer
household incomes, and increased participation of consumers in the
market, and retail industry will begin to become more vital, both
large and small retailers, because of the spending power of the
middle class, which, as we heard eloquently just a moment ago, has
been eroded over the last 20 years. And once that is rebuilt, a lot
of really, really exciting things happen.

Mr. CURBELO. And, Mr. Simon, what is your message for busi-
nesses who rely on textile imports? Of course, South Florida has
been a great beneficiary of many wonderful trade deals like DR~
CAFTA and other bilateral deals throughout the region.

And we do receive a lot of imports through our South Florida
ports. And, of course, there are American businesses that rely on
these imports who employ many people in my community. They
have very serious concerns that they have conveyed to me. How
would you address those concerns?

Mr. SIMON. I really commend my friend, Mr. Cornell here, for
being here and being at the table. Because that is the way we are
going to get this done, particularly in some of these more chal-
lenging industries. We need to sit down together, and understand
the impact, and then try to find ways, the best ways, to mitigate
them, and not with theory, and not with hope, and not with plan.
And build in bridges and safety nets so these industries that may
be impacted—and, to be quite honest with you, we are all, you
know, have our own opinions.

But let’s not have our opinions determine the outcome of his
company or his industry. Let’s figure out ways to bridge the gap,
and build a transition so that we can get to the other side of this,
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and get rid of that 30 years of muscle memory that is having us
doing things this way and has no other option besides offshore for
apparel and many other industries. Once we do that, we will be
able to move forward.

Mr. CURBELO. Mr. Cornell, briefly, I will give you the balance
of my time.

Mr. CORNELL. I think Mr. Simon has talked about some of the
issues. But I think you have hit a really important topic. Short-
term, all the products that are imported into your district today
will be impacted in a very negative way. And knowing your district
pretty well, you have hundreds and hundreds of small businesses.
And I know that they depend on import products.

So the short-term implications are significant. They could be dev-
astating.

Mr. CURBELO. Thank you, Mr. Cornell. Thank you, Mr. Chair-
man.

Chairman BRADY. Thank you. Ms. Chu, you are recognized.

Ms