
Myth busting claims on the impact of the company tax cut

Written by The Conversation

In the drawn-out debate on the value of a company tax cut  to our economy, there have been a
number of claims: that the plan would cost A$50 billion; that the cuts are just a handout to
foreign investors; that there will be little benefit for many years; and that there are cheaper ways
to stimulate investment. 

Many of these claims are misleading or overblown. But the government still needs to make the
case that the company tax cut is prudent after a decade of deficits. 

Claim: The company tax cut would cost $50 billion

The oft-quoted  A$50 billion cost of the company tax cut refers to the ten-year budgetary cost of
implementing the plan incrementally, and reflects the expected much higher nominal GDP a
decade from now. 

But the annual costs, while substantial, are much lower than $50 billion. If the tax rate were cut
from 30% to 25% today, Commonwealth revenues would fall by about A$7.4 billion a year, or
about 2%.

Over time, as companies accumulate capital, so too would company tax, personal income tax,
and GST revenue increase. So the “steady state” budget cost of the company tax cut in an
economy the size of Australia’s today would be about A$5 billion.

Grattan InstituteClaim: Company tax cuts are a handout to foreign
investors
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http://www.aph.gov.au/Parliamentary_Business/Bills_Legislation/Bills_Search_Results/Result?bId=r5684
http://www.billshorten.com.au/labor_s_plan_for_budget_repair_that_is_fair


Myth busting claims on the impact of the company tax cut

Written by The Conversation

Some commentators  claim that foreign investors would be the big winners from a company tax
cut. Describing a company tax cut as a “handout” to foreign investors implies that any gain to
them must be a loss to Australians. 

But Australian shareholders would also benefit, at least initially. We calculate  that Australian
companies could lift after-tax dividends to Australian investors by about 3% (worth about A$3.5
billion a year) without reducing investment. Those who own shares in listed companies would
also receive a capital gain, as foreigners bid up share prices, to reflect their higher value
post-tax dividends. 

In the longer run, Australian listed and foreign companies can be expected to invest more, build
up the capital stock, and so drive up wages (and returns to other fixed factors, such as land).

Still, there may be losers. Some domestically-funded firms might lose.  And if policymakers
were to permit migration to grow strongly in response to a stronger demand for labour, wages
would not rise much, and stronger population growth would push up rents and land values.

Claim: There are no benefits for many years

Some argue that any benefits will take many years to appear . 

It is true that the full benefits of a company tax cut would take many years to accumulate and
that there are short-term costs. Cutting the company tax rate to 25% this year would reduce
national income by about A$4 billion immediately. Treasury estimates a fully-funded company
tax cut would add 0.6%  to national income in the long run, the equivalent
of A$10 billion in 2017, as the economy grows on account of increased investment. Is it worth
the wait?

Investment would probably pick up quickly , and about half of the economy’s adjustment would
take place within a decade . It would take about six
years after the tax cut for national income to be higher than it would have been.
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http://www.smh.com.au/comment/election-2016-the-weak-case-for-a-company-tax-cut-20160510-gos1np.html
http://www.smh.com.au/business/comment-and-analysis/company-tax-cut-has-a-notsodirty-little-secret-20170325-gv6d6v.html
https://grattan.edu.au/report/stagnation-nation/
https://theconversation.com/big-business-doesnt-want-to-talk-about-it-but-smes-lose-from-a-company-tax-cut-57965
https://www.theguardian.com/business/grogonomics/2017/feb/28/company-tax-cuts-could-lead-to-lower-living-standards-for-australians
https://www.businessinsider.com.au/andrew-leigh-why-the-governments-company-tax-cut-is-a-carnival-sideshow-2016-6
http://www.treasury.gov.au/~/media/Treasury/Publications%20and%20Media/Publications/2016/TWP2/Downloads/PDF/Treasury-Working-Paper-2016-02.ashx
http://www.rba.gov.au/publications/rdp/2007/pdf/rdp2007-09.pdf
http://taxreview.treasury.gov.au/content/html/commissioned_work/downloads/Kudrna_and_Woodland.pdf
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If the tax cut were assessed like a business investment, we calculate it would have a payback
period of just over 10 years; its rate of return would be over 15% - not bad for a government that
can borrow at 3%.

Grattan InstituteClaim: There are cheaper ways to stimulate investment

Some argue  that it would be cheaper to provide a tax cut on new investment, without applying
it to existing capital, as a company tax cut does. Two alternatives are often proposed.

First, accelerated depreciation, recently supported by ANZ Chairman David Gonski , allows
firms to immediately write off a proportion of all new asset purchases, and therefore claim a
large tax deduction upfront. Such a scheme already exists for some highly durable assets (to
limit the distorting effects of the company tax) and for small businesses.

We calculate  that permitting firms to instantly write off about 22% of their asset purchases
would provide investment incentives equal to those offered by a 5 percentage point company
tax cut. In the long run, such a scheme would cost the budget less than cutting the company tax
rate. But the cost to the budget would be higher in the early years. 

The second proposal – an investment allowance  – would permit firms to make an upfront tax
deduction on new asset purchases in addition to the standard depreciation schedule. We
calculate that an investment allowance of about 15% would have a similar impact on investment
incentives as a cut in the company tax rate from 30 to 25%. 

The scheme could be about 25% cheaper than a company tax cut. But it may have other
disadvantages. Firms may seek to relabel operating expenses as capital expenses in order to
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http://www.afr.com/opinion/columnists/craig-emerson-there-is-a-growth-alternative-to-cutting-company-taxes-20160606-gpchqd
http://www.theaustralian.com.au/business/economics/tax-cut-not-bes-solution-david-gonski/news-story/40eb2e5f7cdbddf3a434c62db420ee26
https://grattan.edu.au/report/stagnation-nation/
http://www.afr.com/opinion/columnists/craig-emerson-there-is-a-growth-alternative-to-cutting-company-taxes-20160606-gpchqd
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qualify for an investment allowance, making it more costly for government to administer. 

The scheme would also benefit firms investing in assets with short lives, like computers, rather
than assets with long lives, like buildings, that are already discouraged by the company tax. For
these reasons, it is difficult to recommend investment allowances as a long-term alternative to a
company tax cut, though they could play a role as temporary incentives. 

Overall, there are genuine uncertainties about the costs and benefits of a company tax cut, but
many of the objections that have dominated public discussion seem overblown. The main
problem for the Government is that, in an era of persistent budget deficits, it has failed to show
why it’s fiscally prudent to offer an unfunded tax cut.

Grattan Institute began with contributions to its endowment of $15 million from each of the
Federal and Victorian Governments, $4 million from BHP Billiton, and $1 million from NAB. In
order to safeguard its independence, Grattan Institute’s board controls this endowment. The
funds are invested and contribute to funding Grattan Institute's activities. Grattan Institute also
receives funding from corporates, foundations, and individuals to support its general activities
as disclosed on its website

Cameron Chisholm does not work for, consult, own shares in or receive funding from any
company or organisation that would benefit from this article, and has disclosed no relevant
affiliations beyond the academic appointment above.

Read more http://theconversation.com/myth-busting-claims-on-the-impact-of-the-company-tax
-cut-75226
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