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overseas, an amount that has been growing and will continue to grow without a change in the current
corporate tax structure. In this paper, we assess the effects of a one-time reduction in the tax rate applied to
the repatriation of foreign subsidiary earnings on spending, output and employment in the U.S. economy.

group of multinational companies currently holding large cash balances abroad, we estimate that a similar

available for use by the repatriating companies.

.

-

Firms that decide to participate in a new opportunity to repatriate foreign subsidiary earnings at discounted
tax rates can use the earnings they repatriate in two ways: they can distribute them to their shareholders
in the form of dividend payments and share repurchases; and they can use them directly to fund their
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is capital constrained.

will distribute most of its repatriated foreign subsidiary earnings to its shareholders, most likely in the
form of share repurchases.

foreign subsidiary earnings by the extent to which they are capital constrained. We identify as capital

response to a new temporary tax reduction on repatriated foreign subsidiary earnings will be used for

repatriated foreign subsidiary earnings for new business investment spending. Using standard macro
relationships between investment spending, aggregate demand and employment, we estimate that this
create between 1.0 and 2.0 million new jobs.1
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dividends will be distributed to U.S. shareholders.
Shareholders can use the repatriated cash they receive through dividends or share repurchases for two broad

through dividend payments and share repurchases either for consumption or for re-investment purposes,
spending, output and employment.

repurchases as a change in the composition of their investment portfolios, not as a change in the value
of their portfolios. According to this prediction, individual shareholders will use such distributions to
that a surprisingly large fraction of distributions to individual shareholders is used for consumption.
consumption spending and that the consumption effect will be larger from dividend payments than from
share repurchases.

each dollar of cash returned to individual U.S. shareholders in the form of dividend payments or share
repurchases will be used for consumption spending. We refer to these estimates as the marginal propensity

households and institutions is the same as the overall distribution of shares; and we assume that the
distribution of repatriations via dividend payments or share repurchases will directly affect consumption
only to the extent that the funds are distributed directly to households (i.e., we assume that institutions or

Based on available data, we also assume that about half of all individual holdings of the equity of repatriating

accounts from dividends or share repurchases will not generate any material increase in consumption.
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for consumption or reinvestment purposes.

on the distribution in equity holdings among U.S. shareholders, this consumption will be skewed to higher
income U.S. households, but it will nonetheless stimulate aggregate demand.
In addition to the direct effects on household consumption that arise from the return of repatriated cash to
individual shareholders, we estimate an additional wealth effect on consumption from a likely increase in
agency effect. We estimate that together these effects will generate an increase in U.S. shareholder equity
equity wealth, we estimate that this increase in equity wealth will increase consumption spending by an

Using a range of macro multipliers from several macro models, we conclude that the expected increase in

a temporary reduction in the tax rate applied to such earnings will have the following effects:

occurring during the period the temporary tax reduction applies.
contains our estimates of the overall magnitude of the effects of a temporary tax reduction on
repatriation on spending, output and employment along with the intermediate channels through which these
effects will occur. Like the effects of other temporary tax policies to stimulate the economy, the effects of
a tax reduction on repatriation will take place gradually, so the estimates in
should be interpreted
as total effects over approximately 1-2 years from the time the policy is enacted. Some effects are likely
to occur relatively quickly. For example, the wealth effect arising from an increase in the equity values
employ their repatriated earnings. It is also likely that increases in consumption resulting from increases
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in cash distributions to shareholders in the form of increases in dividends or share repurchases will occur

and subsequent increases in real investment and employment in the U.S.

Dividends

Cash to U.S.
Shareholders

Shareholders Increase
Consumption

Cash Internally

Shareholders Redeploy
Cash to Alternative
Financial Securities

New Investment in the
Economy

U.S. GDP Increase:

U.S. GDP Increase:

New Jobs:

New Jobs:

–
–

does not include estimates of any effects on investment spending, output and employment

they receive for this purpose, so these effects are likely to be substantial. Unfortunately, they cannot be
evidence in support of our conclusion that the use of repatriated cash to purchase primary and secondary
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and employment than those shown in
. We also discuss how the channels through which these
purchases are expected to increase business activity are analogous to the channels through which the

themselves or by their shareholders, a temporary tax reduction on the repatriation of foreign subsidiary

that enjoys broad support in the business and labor communities and that is one of the key proposals of the

postwar history and an anemic economic recovery with high unemployment, both business and consumer

2

increase in repatriations in response to a temporary tax reduction will boost business and consumer
market gains. And an increase in the demand for U.S. equities resulting from the use of repatriated cash

vi
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with a worldwide corporate tax system that taxes the dividends earned by the foreign subsidiaries of U.S.
repatriated. All of the other major OECD countries have territorial corporate tax systems that exempt all

other countries and discourages investment and job creation in the U.S. For these reasons, both the Obama
Administration and many members of Congress are calling for comprehensive corporate tax reform to
reduce the corporate tax rate, broaden the corporate tax base, and move toward a territorial system. We
agreements necessary to get it done. In the meantime, we support a temporary reduction in the corporate

U.S. economy.
Given the current U.S. tax structure, in the absence of a reduction in the tax rate on repatriations, the

earnings is low; without such a reduction, most of these earnings will not come back to the U.S., will
not be subject to the U.S. corporate tax, and will not be available to boost consumption, investment and

Based on our analysis, we believe that a temporary reduction in the corporate tax rate on repatriations
vulnerability. Such a policy change would also complement other policies designed to increase jobs and

1

2
3
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1

to inject some of these reserves into an anemic U.S. economy. Following the meeting the President stated,
“We focused on jobs and investment, and they feel optimistic that by working together we can get some

U.S. tax owed on foreign earnings until those earnings are repatriated.2 Repatriating the foreign earnings

incentive to take the tax liability onto their balance sheets and incur additional levies on these earnings.

One suggestion to encourage repatriation that is receiving extensive attention is a one-time reduction in
the tax rate at which foreign subsidiary earnings could be brought back to the United States for a limited
period of time. Critics of this approach have been quick to point out that a one-time tax reduction was

repatriated cash was simply distributed to shareholders.

activity and that a large portion of the repatriated cash was eventually returned to shareholders. Implicit
in the criticism that shareholders received most of the repatriated cash is the assumption that this use
7

be distributed to shareholders. Under this premise, we examine how the repatriated cash returned to
shareholders will affect the U.S. economy through changes in consumption and investment spending.

1
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Consumption will also increase indirectly as a result of expected

We also predict that real investment activity will increase as shareholders redeploy the residual cash (i.e.,

impact of a reduction in the tax rate on repatriated foreign subsidiary earnings under the assumption that
cash for new investment activity.10
below

will use some of this cash to increase their consumption, reduce their household debt, add to their savings,

-
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in consumption and real investment from the transfer of repatriated cash to shareholders, will have positive

11

After accounting for expected normal repatriation amounts and

investment, we estimate that a temporary reduction in the tax rate on repatriated foreign subsidiary earnings

the economy resulting in increased output and employment.12 We estimate that the investments made by

In total, we estimate that a temporary reduction in the tax rate on repatriated foreign subsidiary earnings

securities. While we do not explicitly quantify the economic impact of these purchases in terms of GDP

calling for additional measures to support job creation. As the analysis in this paper demonstrates, the
increases in investment and consumption spending that will result from a return of foreign earnings will
boost aggregate demand and create new jobs.

3
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temporary tax policies to stimulate aggregate spending, are likely to take effect gradually. Some effects of a
tax reduction on repatriations are likely to occur relatively quickly. For example, the wealth effect arising

in consumption resulting from increases in cash distributions to shareholders in the form of increases
in dividends or share repurchases will occur relatively quickly. In contrast, new investment by capital-

the tax reduction, an increase in repatriations and subsequent increases in real economic activity.
Unlike other temporary tax policies to stimulate aggregate demand, a one-time reduction in the tax rate
applied to repatriated foreign earnings will increase rather than decrease government revenues during the
demand and support job creation. For example, some advocates of a tax reduction on repatriations
have proposed that the temporary increase in tax revenues be used as the capital base for a National
Infrastructure Bank.

Baseline dividends are an estimate of the expected dividends that would normally be repatriated during

WORKING
PAPERS

4

estimate the impact on the U.S. economy from these two uses of repatriated cash.

of the repatriated funds. Approved uses under that Act included activities such as capital expenditures,
research and development, hiring and training, debt repayment, and certain merger and acquisition

effectuate the distributions to shareholders.

below.

U.S. Capital Investment

Pay Down Domestic Debt
Other
Acquisition
Share Repurchases
Dividends

5
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U.S. Capital Investment

Pay Down Domestic Debt
Other
Acquisition
Executive Compensation
Share Repurchases
Dividends

While the Graham et al. survey provides visibility in aggregate as to how repatriated cash was used by all

of the cash they repatriated.

investment likely to be undertaken as a result of a reduction in the tax rate on repatriated foreign subsidiary

among those likely to repatriate foreign subsidiary earnings due to a temporary reduction in the tax rate.

17

WORKING
PAPERS

6

Based on our
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After

277
$

$

$

96

$

, households
holding in the U.S. spans all income categories, with at least some households in each category owning

7
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Income Range
1
1
27
18
10

8
22

21

Percentile of Income
< 20
71

Next, we address the fact that the net amount of repatriated cash available for use in the U.S. will be
less than the gross amount returned to shareholders because of the geographic composition of investor

returned to shareholders will remain in the U.S. economy.
We estimate the net available cash remaining in the United States using information about the geographic
22

WORKING
PAPERS

8

A.
the equity of a repatriating company would consume some of that wealth simply because the company

their investment wealth, not as a change in its amount. Shareholders would thus be expected to redeploy

“In contemporary textbook models of consumer behavior, current household spending depends on
the absence of taxes and other institutional rigidities, a dividend payment, as opposed to a capital
spending.”24

can institute or increase a regular dividend on their stock; they can issue a special one-time dividend to
their shareholders; or they can repurchase shares.
indicates that shareholders consume rather than reinvest a large portion of dividend receipts.

Perhaps

27

respect to consumption from corporate payouts to shareholders are at odds with conventional models of
consumer behavior embodied in life-cycle theories of consumption.

life-cycle hypothesis goes on to suggest that individuals have a different propensity to consume out of

9
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current income than assets or future income. A similar life-cycle explanation is consistent with empirical

of equity via repurchase as more like current income than assets or future income.

amount that consumption increases from increased dividends, with the high end of this range suggesting
that one dollar of dividends leads to 81 cents of increased consumption.28

to the expectations of standard theory, investors consume a large portion of the cash proceeds from these

expect that the return to shareholders of repatriated foreign earnings will increase U.S. consumption. Since
the question of how much consumption will emerge from a new tax holiday will depend on how the
repatriated cash is returned to shareholders.

Dharmapala et al. suggest that the transitory nature of the repatriated cash favors repurchases because
repurchases do not imply the same likelihood of recurrence as do dividends. Blouin and Krull also suggest
that the transitory nature of the repatriated cash favored repurchases, and they also suggest that repurchase
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expect that dividends may play are larger role in the return of repatriated cash resulting from a current
will be allowed under the terms of a new tax reduction policy, there will be no need to obscure the use of
repatriated funds through open-market repurchases as suggested by Blouin and Krull. Additionally, the
payments to their shareholders as a means to distribute this cash.

circumstances it is not unreasonable to expect that some repatriating companies will use the cash to
dividend payment if it is able to repatriate its foreign earnings at a reduced tax rate.

Given that we cannot be certain as to how companies will choose to distribute repatriated cash to

forced conversions of equity to cash through repurchases.
An alternative approach to estimate the impact on the economy from increased consumer spending out
of a return of repatriated cash to shareholders is to consider that consumer spending by shareholders who
have their equity wealth converted to cash is similar to consumer spending resulting from unanticipated
Accordingly, the impact on the U.S. economy from increased consumption resulting from a return of
repatriated cash to shareholders can also be estimated using standard macroeconomic multipliers designed
to measure the impact of tax cuts.
We estimate this impact using multipliers in

below, though we note here for means of

11
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be used for increased consumer spending, the amount of repatriated cash that will actually be available
to these households, and correspondingly the magnitude of any increased consumption, depend on the
management and the proportion of household equity holdings in retirement or other tax-deferred accounts
limit the availability of the returned cash to households for consumption purposes.

Institutional management is important because cash returned to shares managed by institutions is not
expected to be subject to the same propensity to consume as cash returned directly to households. It
is expected that professional investment managers will not treat higher dividend payments or share

Related to the shares under household control, a large portion of these shares, perhaps as many as half, is
Cash returned to shares held
in such accounts would generally be subject to a tax penalty should it be withdrawn for consumption
or share repurchases to generate any material increase in consumption.

unavailable for consumption spending by U.S. households is illustrated in

below. Assuming

households (for simplicity we assume cash returned to shares managed by institutions adds nothing to

among U.S. shareholders described above, this consumption will be skewed to higher income U.S.
households, but it will nonetheless stimulate aggregate demand.
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Geographic

to Foreign Shareholders

Household/
Institutional

Tax Shielded

$

$389

$96

$96

-

38

13

WORKING
PAPERS

B.

The Deferred Tax Liability
Component of
the Wealth Effect

In addition to the direct effects on consumption
that arise from the return of cash to shareholders,

either expense the tax liability associated

an additional wealth effect resulting from an

First, as a result of a reduced tax rate on the
repatriation of foreign subsidiary earnings,
expectations about the future after-tax earnings
as their discounted future tax liabilities are
revised downward. Second, share buybacks
or increased dividend payments may cause
shareholders to improve their assessment of the

potential deferred tax liabilities into share

effect and the second the agency effect.

Deferred Tax Liability Effect

earnings as PRE abroad currently tend to

increase the share price.
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Since a portion of this wealth increase
accrues to foreign shareholders of U.S.
equity, the increase in U.S. shareholder

The Agency Component
of the Wealth Effect

Agency Effect
Separate and distinct from expected
increases in share prices due to the
that the act of returning repatriated cash

cash on hand in excess of that needed to fund

to shareholders will by itself result in
an increase in share prices. We refer to
this share price increase as the Agency
shareholders improve their perception
of the effectiveness of management as
a result of the decision by management
to distribute the repatriated cash to
shareholders rather than invest in
in perception leads shareholders to
revise their expectations of future
the share price consistent with these

gains to share price.

revised expectations.

a reduced tax rate would be returned
to shareholders, we expect aggregate
share price increases for repatriating
and would thus be expected to boost share prices.
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or all of the accumulated PRE to be returned to the United States under existing tax rates, the discounted

from the Agency Effect.

consumption that results from an increase in shareholder wealth is generally referred to as the Wealth Effect.
Increases in consumption associated with increases in wealth are expected to be smaller than increases in

A.

impact on aggregate spending, GDP, and jobs will be larger than this initial increase in business investment
through the so-called multiplier effect. According to standard macroeconomic theory, an initial increase in
because these purchases will lead the suppliers whose goods and services are purchased to correspondingly
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employees of the providers of goods and services will increase their consumption, which further increases
aggregate demand and spending.

activity such as new business investment. In general, the multipliers that result from these models are not
readily applicable to the national economy because they are not comprehensive macroeconomic models
current U.S. economy, however, the results from these models may be more relevant because low capacity
changes in relative prices.

We found that

new jobs.

an increase in business investment triggered by an increase in repatriations. We assume that the multiplier
for this increase is the same as the multiplier for an increase in government spending on infrastructure

is analogous to broad-based government infrastructure spending that spans regions and sectors.

In our

calculations of the effects of increased business investment from repatriations based on this alternative

17
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below.
We base our estimates of job creation that will result from this increase in GDP on extrapolations from
historical data used by the CBO and others. Romer and Bernstein use this methodology and estimate that

below. We also note in

change in GDP, it should be noted that the output and employment increases estimated in
should
not necessarily be anticipated to occur within the one-year period from the date of implementation of a new
of new investment plans may be delayed until all desired funds have been repatriated. In addition, the
stimulative impact of the investment decision on output and employment.
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B.
As discussed in

on a range of federal spending multipliers.

Romer and Bernstein
Finally, Ramey concludes

below. Based on this range of multipliers,

consumption was to treat the return of repatriated cash to shareholders as analogous to the increase in

to households.

19
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In addition to the increase in GDP attributable to increased household spending of repatriated cash, the
wealth effect described in
below.
Based on the GDP-to-jobs relationship described in

above, we estimate that the increase in
below. We also present the GDP
.

$40

$60

investment. While there may be a time lag between repatriation and a subsequent return of cash to
shareholders, additional consumption activity would not be expected to require the same degree of
anticipate that the increased consumption arising from an expected increase in shareholder wealth would
occur very quickly upon announcement of a reduction in the tax on repatriation. As has been explained,
the announcement itself should lead to an increase in equity prices as a result of the reduction in the
increased dividends or share repurchases would also be expected to take place relatively quickly, further
boosting share values through a reduction in agency costs.
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repatriated cash available to U.S. shareholders under a temporary reduction in the tax rate on repatriated
foreign subsidiary earnings will be used for consumption, assuming all of the repatriated cash is returned to

assets, with the vast majority likely going to the third of these.

Currently available data indicates that
Accounting
for the likely purchases by U.S. investors of foreign securities based on this allocation percentage, we

to shareholders realigns shareholder portfolios from equity capital to cash. Second, some of the cash will

real investment through market signaling.

Direct Increase in Real Investment through Primary Capital Market Purchases

According to

of lending constraints. Although lending rates have declined in response to strong monetary easing, the

21
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spread between interest rates on business and industrial loans and the Federal Funds rate increased sharply
after 2007, and despite a recent decline continues to be well in excess of historical averages, as is shown
in
below.

2000 2001 2002

WORKING
PAPERS

22

2007 2008

2010

For U.S. companies that do not repatriate and return
foreign earnings and that continue to face constraints

Primary Securities

primary market securities may be a more attractive
obtain bank loans. And as investment in primary
securities is a source of funds for investment in
new real activity, to the extent that shareholders use
repatriated cash to purchase primary capital market
securities, the transmission from redeployment of
repatriated cash to real capital investment is direct
and immedate.

options include initial public offerings
issuance of new securities by a publicly

raise additional funds by selling new debt
securities issued in order to replace

witnessed a strong resurgence from the lows hit
public markets speaks to the strength of the untapped
investment opportunities that have accumulated
within the U.S. economy following the disruption
of capital markets in 2008. Given the continued
strength of these markets, at a time when the broader
stock market has lost and may continue to lose

that are not yet ready for public capital

of the funds reinvested from repatriation will be
absorbed by primary capital markets.

IPO market is critical to reinvigorating the overall
market for private investment capital (e.g., private

to be injected into the next generation of

Although there continues to be a large amount of
cash available to private equity and venture fund managers, they are reluctant to commit this cash to new
opportunities without good exit prospects.

23
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exit from investments in which it had been trapped

The IPO Market
has increased the willingness of private investors
in the economy. As venture capitalists bring their
prior investments to fruition through IPOs, they will
be able to invest the liberated capital into the next
investment from repatriated cash, therefore, may
capital investment cycle by injecting funds into the
IPO market.
quarters in a row.

Indirect Increase in Real Investment through
Secondary Market Purchases
Although primary markets are presently the more
dynamic segment of U.S. capital markets, it is likely
that a portion of the repatriated funds not directed
into consumption will be used to purchase securities

billion in such offerings between
than in the corresponding period in

among these markets, and the ones to which the
greatest number of potential investors have access,
are the stock markets on which previously issued
2

focus on the implications of an increase in the

US IPO Watch,

it should be noted that a similar analysis would also
apply to other secondary capital markets, including
the market for corporate debt.

2

http://

If the recipients of repatriated cash use a portion
to purchase existing shares of public companies,
the companies whose shares are purchased do not
receive additional capital and therefore these purchases do not directly result in additional real capital
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The Theoretical Relationship Between
the Stock Market and Real Investment

a result, even secondary market purchases are likely to stimulate additional business investment by the

The General Theory of Employment, Interest and Money

25
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current investment. For there is no sense in building up a new enterprise at a cost greater than that at which
a similar existing enterprise can be purchased; whilst there is an inducement to spend on a new project

measures the relationship between the market value and replacement costs of assets. When this measure
exceeds unity, the market value of assets exceeds the cost of those assets, which can be a signal to increase

increasing incentives to invest.

undeniable positive empirical relationship; higher stock prices are associated with higher levels of

800

600

400

9%
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only the fundamentals underlying the equity prices, not the equity prices themselves, explain investment.

marginal investments due to, for example, high levels of existing debt and low cash reserves. Baker et al.
Since Baker

increase in real investment activity.

designed to work. Chairman Bernanke described these channels in a speech in August 2010:

more generally have been subject to debate. I see the evidence as most favorable to the view that such
purchases work primarily through the so-called portfolio balance channel, which holds that once short-

27
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both reduced the yields on those securities and also pushed investors into holding other assets with similar
may have replaced them in their portfolios with longer-term, high-quality corporate bonds, depressing the

repatriated cash to shareholders will work through a similar equity portfolio balance channel; the

activity for the reasons described above.

held by the public; second, investors are “pushed … into holding other assets with similar characteristics,

debt, the cost of capital to business declines, making previously unattractive investment opportunities
viable. A similar chain of events can be expected from the return of repatriated cash to shareholders.
First, in response to share repurchases and dividend payments from repatriated earnings to shareholders,
reside in equities, and cash balances will increase. Second, shareholders will seek to deploy the nonor secondary securities.
of capital for U.S. companies and encourage new business activity.
A repatriation-based change in shareholder portfolios may have a more powerful effect on real economic
shareholders is expected to increase consumption directly through both income and wealth effects. In
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Second, the return of repatriated cash to shareholders acts directly on their portfolio, and shareholders

system, and the data suggest that the banks chose to hold much of this cash in excess reserves.

triggered a smaller increase in corporate borrowing and new investment than had been expected. One
explanation for this disappointing result is that there is limited demand in the economy for additional
lending. But another explanation is that banks have increased their excess reserves not because of
weakness in the demand for loans by the private sector but because of regulatory pressure, tighter lending
standards, and uncertainty about future capital ratios. In addition, the Federal Reserve now pays interest
.

gains in the stock market. Increased demand for U.S. equities resulting from the use of repatriated cash
to purchase secondary market securities should then, all else being equal, lead to higher stock market

29
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weak as indebted households curtail their spending relative to their incomes, increase their saving, and

consumption growth been this weak for such an extended period.

sector spending. A temporary reduction in the corporate tax rate on repatriations of foreign subsidiary

consumption spending and job creation.
Our analysis indicates that even if a large proportion of the repatriated cash is distributed to shareholders in

investment, employment, GDP growth, and consumption in the United States.

themselves or by their shareholders, the reduction in the tax rate on repatriated foreign subsidiary earnings

additional job-creating measures such as payroll tax cuts for employers and employees or additional
infrastructure investment.
It is also likely that the increases in business activity, employment and spending we anticipate from a
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70

And an increase in the demand for U.S. equities resulting from the use of repatriated cash to purchase
secondary market securities should lead to higher stock market values.

with a worldwide corporate tax system that taxes the dividends earned by the foreign subsidiaries of U.S.
repatriated. All of the other major OECD countries have territorial corporate tax systems that exempt all

other countries and discourages investment and job creation in the U.S. For these reasons, both the Obama
Administration and many members of Congress are calling for comprehensive corporate tax reform to
reduce the corporate tax rate, broaden the corporate tax base, and move toward a territorial system. We
agreements necessary to get it done. In the meantime, we support a temporary reduction in the corporate

U.S. economy.
the CEO of Cisco Systems, Inc., John Chambers,

further stated, “We leave money over there. I create jobs overseas; acquire companies overseas; I build

if nothing is done, the amount of PRE will

continue to grow and money will not be returned to the U.S. economy but instead will be invested abroad.
will not come back to the U.S., will not be subject to the U.S. corporate tax, and will not be available to
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1
also hold such earnings abroad without this designation. We are able to directly measure the magnitude of PRE for most large

estimates include Board of Governors of the Federal Reserve System, Flow of Funds Accounts of the United States, Flows and
Outstandings, First Quarter 2011
2

stock of PRE has grown over time.
3

Wall Street Journal stating that,

4

5
this paper, and consistent with other literature on this issue, we refer to the foreign earnings that would be repatriated under a
new tax holiday as cash. We further use the term cash to refer to the monies that shareholders would receive from repatriating
companies should those companies return the repatriated foreign earnings to shareholders using share repurchases or dividends.

6
higher levels of repatriation did not lead to increased domestic capital expenditures, increased domestic employment
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7
For example, Dharmapala et al. note that:
of these earnings to shareholders. Presumably these shareholders either reinvested these funds or used them for consumption,

8

While counter intuitive, empirical research has indicated that a forced reallocation of shareholder portfolios due to share

research and the corresponding theoretical basis for this outcome are discussed later in this paper.
9
We expect a wealth effect from repatriation regardless of a corresponding return of repatriated cash to shareholders. A
return of the cash to shareholders additively increases this wealth effect. Details of the derivation of the wealth effect are found
later in this paper.
10

11

12
demand stimulus to the economy.
13 Christina Romer, Professor of Economics at the University of California, Berkeley and a former Chair of the Council of
Economic Advisers in the Obama administration, stated in a lecture on public policy at Stanford University that “we should

demand at the end of 2011 would be premature. Fiscal support should, in fact, Rbe expanded by providing the payroll tax cut
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14

Source: Graham et al., 2010.

15

ibid

16 We assume that only the new investment out of internally used funds will have a stimulative impact on the economy.
While we do not perform any analyses of other internal uses, it is reasonable to expect that the types of other uses and the
amounts allocated to those uses is consistent with the survey results of Graham et al.
17
having access to less costly foreign earnings. We use this logic to suggest that the most credit constrained, those in the top

18
is consistent, though lower, than the result using the Faulklender and Petersen method. We use the more conservative result
19

20
21
22 Board of Governors of the Federal Reserve System, Flow of Funds Accounts of the United States, Flows and Outstandings,
First Quarter 2011
23
debt-to-asset ratios. Some such shareholders may then choose to reduce their personal leverage by retiring some amount of
personal debt. While we do not expressly model such a use of repatriated cash by shareholders, we do consider this possibility
as relevant in the analysis.
24

See Comment to

25
special dividends are used to distribute unusually large amounts of cash.
shares from the market by purchasing the shares and retiring them. Repurchases generally take the form of either open-

not everyone chooses to participate in a repurchase. By contrast, every shareholder receives the dividend. Second, dividends
and share repurchases receive different tax treatment. Dividends are a form of investment income and the full amount
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Dividends and repurchases also differ in the way they affect the market price of equity. All else equal (and setting aside any
impact on the per share price, while dividends will decrease the per share price.

through a special dividend instead of a repurchase. Following the special dividend there are still 1 million shares outstanding,

26
using Finnish stock market data, found shareholders tend to consume regular dividends.
27
Rantapuska and Kaustia found reinvestment of tender offer proceeds and special dividends to be less than expected, with less

28
29
30

See statements of John Chambers, CEO of Cisco. For example, see

31 Calculated using the Board of Governors of the Federal Reserve System, Flow of Funds Accounts of the United States,
Flows and Outstandings, First Quarter 2011, Tables L.213, L.100 and L.100a.
32

The 2010 Institutional Investment Report, published by the Conference Board.

33
distributions, then the effect would be expected to be similar to that of cash distributions going directly to household shareholders;
most of these cash proceeds, however, less consumption is expected when the cash is returned to mutual funds. As for the
portion of cash returned to mutual funds that is not considered income (primarily the portion of share repurchases that is not

35
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management is taxable income management. If the conversion of equity to cash results in a capital gain, the fund manager
may sell other fund holdings with accrued losses to net against the gain. Such fund management lessens the likelihood that any
fund fees, mutual funds will necessarily distribute dividends each year.
34

Per the 2011 Investment Company Fact Book published by the Investment Company Institute [www.icifactbook.org],

higher than their mutual fund holdings in such accounts.
35
repatriated cash are disproportionately wealthy.
36
37

produce the estimates cited in this report.
38
as we do not expect the repatriated cash to be used for these categories of expenditure.

40
holiday parallels those that used to justify government stimulus via infrastructure projects and other direct-purchase

independent estimates of the net macroeconomic effects of government investments in infrastructure—including those

41
An-Analysis-of-the-Obama-Jobs-Plan.pdf
42
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45
46
Economic Literature

Journal of

47
48
49 It is also possible that some of the cash will be saved or used for household debt reduction rather than consumed or used to
We do not expect a large amount of the repatriated cash to end up saved, however, except possibly for a short transitory period.
Permanent savings are not likely to increase from the repatriated cash because most of the cash that is not used for consumption
possibly debt securities, but it is very unlikely to sit as cash or near-cash equivalents. By similar logic, it is unlikely that any
household recipients of the cash that do not use it for consumption will permanently hold it as cash or near cash equivalents.

available for debt reduction. Given our estimate of consumption, the maximum amount that could be used for household debt
50 Board of Governors of the Federal Reserve System, Flow of Funds Accounts of the United States, Flows and Outstandings,
First Quarter 2011
the extent that U.S. residents would purchase debt securities instead of equities, this estimate is only a proxy for the portion of
51
purchase of a new equity offering, for example, would be expected to have a more direct impact on real investment activities
than would a purchase of equity in the secondary market. Even if we were able to provide a reasonable split between the types
of securities shareholders would purchase with the repatriated cash, we would need to estimate the impact on real economic
the redeployment of cash into secondary market securities will indirectly impact real investment activity, this linkage is not
or the impact of such new real investment.
52
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Quarterly
, as of January 2011 “a modest net fraction of domestic
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dramatically.
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Source: Federal Reserve Bank: Commercial and Industrial Loan Rates at Domestic Banks - All Loans - (Spreads over

57

to a potential exit in the IPO market. (Joern Block and Phillipp G. Sandner, “What is the empirical effect of the Financial Crisis
Venture Capital – An International Journal of
Entrepreneurial Finance
58
awaiting investment.
59
this amount tripled from the same quarter of 2010.
60

61

capital markets redistributes the cash from repatriating companies who will not invest to non-repatriating companies who will
invest.
62
particularly apt to respond to equity price signals.
63

Federal Reserve Bank of Kansas City Economic Symposium on August 27, 2010

64
shares could have been sold in the secondary market at any time. In addition, many shares are held in mutual funds and other
pooled funds that have covenants requiring reinvestment of cash received through repurchases.
65

Beginning in October 2008, the Federal Reserve began to pay interest on bank reserves. Currently this interest rate is

66
67
68
gains tax rate is currently equal to the dividend tax rate, the total taxes collected on share repurchases will be much less than
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gains from the sale of repurchased shares, not the cost
another; no such opportunity exists for dividends. As discussed above, dividends also are likely to induce greater consumption
if the return is accomplished through dividends.
69
70
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explanatory factors stood out as being consistently included in the literature and highly statistically

under a similar policy.
We estimate the likelihood of repatriation based on a four point scale derived from these four factors. A
1

2

Each criterion is more fully explained below.
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Available PRE

of un-repatriated foreign subsidiary earnings stand to gain little from a temporary reduction in the tax on

Repatriation Tax

*

*

41

WORKING
PAPERS

Firm Size

HIA Participation

characteristics that motivate repatriation.
Expected Repatriations
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for repatriations under a future tax holiday. It should be noted, however, that to the extent a future tax

contains the calculations behind our estimate.
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3

0
1
2

17

-

4

-

Notes:
1

2

placed on repatriations under a new tax holiday, this represents a conservative estimate of repatriations.
understates the amount of PRE that will be repatriated.
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Further, if the proposed

would be repatriated in the absence of a tax reduction; it is only the amount repatriated above the baseline

In

45

WORKING
PAPERS

Baseline repatriations
Average repatriations by all CFCs
Fraction of all repatriations capture by sample repatriaters
Estimated baseline of repatriaters

Notes:

by the assume growth in PRE from 2010 to 2012 to estimate 2012 baseline levels. Source: Bureau of

that under non-holiday rates the firms in our sample will repatriate the same fraction of their foreign
earnings as that repatriated by all CFCs.
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1

2
3
4

One common method of estimating foreign tax rates is to divide the total foreign taxes by total foreign income as reported

5
6
holiday with a similar structure.
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funds as permanently reinvested.

1

nd

rd

reduction in deferred tax liability due to a new temporary tax reduction on repatriated foreign subsidiary
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tercile.2
total eligible PRE is grossed up by the effective foreign tax rate.
We next estimate the potential decrease in repatriation tax rates likely to occur under a tax policy
of foreign earnings less the foreign taxes are already paid on those earnings. According to detailed IRS

nd

rd

terciles. If a temporary tax reduction on repatriated foreign

deferred tax liability priced into the share prices of likely participants.
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Repatriations grossed up to correct for missing data
Fraction of repatriations going to baseline
Repatriations receiving tax deduction

277

Repatriations grossed up by foreign tax rate
Reduction in repatriation tax rate
U.S. Statutory Rate
Average foreign effective tax rate
Effective holiday rate on qualified repatriations

88

$
Notes:

Average effective foreign tax rate paid by firms with non-negative foreign earnings, calculated from IRS SOI -

Notes, Sept. 22, 2008, p. 1200.
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for special dividends. As discussed in depth in the body of this report, one hypothesis used to explain

shareholders that management is acting in their best interest.

and low investment opportunities around the announcement of special dividend payments.

agency problems, as indicated by substantial cash levels and poor investment opportunities that may be
7

in the tax rate on repatriated foreign subsidiary earnings and return the repatriated funds to shareholders:
magnitude of incremental increases in share value due to a reduction in agency effects in

rd

. We

tercile are assumed

effects. Firms in the 1st and 2nd terciles are less likely to have domestic investment opportunities and thus
more likely to show share price appreciation upon the repatriation and return of funds to shareholders.
st
and 2nd
shows these calculations.
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Reduction in Agency Costs

Impact of dividends on market cap due to agency cost reduction
Wealth creation due to agency cost reduction

$

Notes:

not be calculated are evenly distributed across terciles.
Eric Lie, "Excess Funds and Agency Problems: An Empirical Study of Incremental Cash Disbursements," Review of
incorporate a discount due to agency costs, by virtue of holding large quantities of liquid assets abroad.
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1

2

3
income and taxes reported by CFCs reporting non-negative foreign earnings as reported in IRS SOI - Controlled Foreign

4
5
6
share repurchases, however self-tender offers typically incorporate a premium to the existing share price which automatically
7
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