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Research  shows that tax cuts lead to increases in corporate investment. But analysis of
Australian companies’ financial statements, and what American companies have done since the

Trump tax reform , show this increased investment could be rather small.

High-profile Australian CEOs have been campaigning  for company tax cuts, claiming it would
lead to more corporate investment, jobs and even wage rises. 

But it is unlikely that a lower tax rate will be a key driver of investment. Especially as companies
like Qantas have already announced  billions in investments. 

       Read more:       Why Australia doesn't need to match the Trump tax cuts

The idea behind tax cuts driving investment is that they create more “ free cash flow ”. This is
the amount of cash a business generates from its day to day operations minus what it spends
on capital expenditure (property, equipment and maintenance for example). 

Studies  show more free cash flow does, on average, lead to increased investment. But the
extra cash is also used to pay down debt, pay dividends and increase working capital (cash
used for day to day expenses). 

A look at the books

Qantas CEO Alan Joyce has been one of the most vocal  proponents of corporate tax cuts,
claiming it could lead to new routes and the purchase of new aircraft. 

This is plausible, but a 5% tax cut is not likely to lead to huge increases in profitability or cash
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http://faculty.tuck.dartmouth.edu/images/uploads/faculty/jonathan-lewellen/Investment_and_cashflow.pdf
https://theconversation.com/gop-tax-plan-doubles-down-on-policies-that-are-crushing-the-middle-class-89047
https://www.businessinsider.com.au/corporate-tax-cut-create-more-jobs-2018-1
https://www.qantasnewsroom.com.au/media-releases/qantas-group-full-year-2017-financial-result/
http://theconversation.com/why-australia-doesnt-need-to-match-the-trump-tax-cuts-84903
http://onlinelibrary.wiley.com/doi/10.1111/j.1911-3846.1998.tb00564.x/full
http://faculty.tuck.dartmouth.edu/images/uploads/faculty/jonathan-lewellen/Investment_and_cashflow.pdf
https://www.businessinsider.com.au/corporate-tax-cut-create-more-jobs-2018-1
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flows for Qantas. At least in the short term.

Qantas currently has  A$951 million of tax losses due to a couple of lean years before 2014 .
These can be used to offset any future taxable income.

Qantas will not pay tax until its profits in the years after 2014 exceed the tax losses recorded
before 2014. Only once these tax losses have been used up will a lower tax rate lead to an
increase in cash flow.

But even if Qantas didn’t have tax losses, the impact of the tax cut would be marginal. Analysts
are forecasting   earnings growth of 1.2% for Qantas in the 2018 financial year.  

Given 1.2% profit growth, a 5% reduction in Qantas’ effective tax rate would mean an additional
A$60 million in after tax profit in 2018.

This additional A$60 million for Qantas is relatively small when you compare it to the A$3
billion  in
capital investment already announced for 2018 and 2019. 

This investment was planned, and it’s irrespective of any tax cuts. Qantas generated over A$2.7
billion in cash in 2017, so the A$3 billion capital investment was already plausible without a tax
cut.

A similar analysis on Wesfarmers’ 2017 results  shows a 2017 pre-tax profit of A$4.1 billion. A
5% reduction in the tax rate would correspond with an approximate saving of just A$206 million
in 2017, compared to A$ 1.6 billion in capital
investment .
 

For a smaller company like MYOB , with a pre-tax profit of A$73.7 million in 2016, the impact is
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http://investor.qantas.com/annual-report-2017/
http://investor.qantas.com/FormBuilder/_Resource/_module/doLLG5ufYkCyEPjF1tpgyw/file/full-year-results/mediaReleaseResults14.pdf
https://www2.commsec.com.au/Private/MarketPrices/CompanyProfile/Forecasts.aspx?pID=p5aGOCFwhXY_WCJEsJPOYLuamyHpix_e6buhnW95muA1&amp;stockCode=QAN
https://www.qantasnewsroom.com.au/media-releases/qantas-group-full-year-2017-financial-result/
https://www.qantasnewsroom.com.au/media-releases/qantas-group-full-year-2017-financial-result/
http://www.wesfarmers.com.au/docs/default-source/asx-announcements/app-4e---preliminary-final-report-and-2017-full-year-results.pdf?sfvrsn=0
https://www.wesfarmers.com.au/docs/default-source/reports/j000901-ar17_interactive_final.pdf?sfvrsn=4
https://www.wesfarmers.com.au/docs/default-source/reports/j000901-ar17_interactive_final.pdf?sfvrsn=4
http://investors.myob.com.au/Investors/?page=financial-reports
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even smaller. A 5% tax saving would result in an increase in after-tax profits of just under A$4
million. 

       Read more:       Business investment is weak, but an unfunded company tax cut
won't fix it

So, it is plausible that tax cuts could lead to increased investment, more jobs or higher wages.
Changes in tax rates can affect both investment decisions and shorter-term operational
decisions. 

But beyond the circumstances of individual companies, there are other factors that in how tax
cuts factor in to company investment. This includes how competitive  an industry is, and
whether it is capital or labour intensive. 

When corporate taxes are changed, firms will also  try to shift their spending and profits, where
possible, in order to claim the most profits in periods of lower tax.

One way to do this is to pay bonuses. In the United States, we have seen over 150  public
companies announce bonuses following the recent tax reform. These bonuses are not a
permanent salary increase. They are being paid this year, reducing the firm’s current taxable
income, before tax rates change.

While the claims of increased corporate investment and jobs are supported by the research, and
even the recent US experience, we should be wary about how large the benefits are.

Jeff Coulton does not work for, consult, own shares in or receive funding from any company or
organization that would benefit from this article, and has disclosed no relevant affiliations
beyond their academic appointment.
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http://theconversation.com/business-investment-is-weak-but-an-unfunded-company-tax-cut-wont-fix-it-73655
http://theconversation.com/business-investment-is-weak-but-an-unfunded-company-tax-cut-wont-fix-it-73655
http://www.businessinsider.com/mark-cuban-trump-tax-rate-has-zero-impact-on-investment-2017-11?IR=T
http://www.jstor.org/stable/248269?seq=1#page_scan_tab_contents
https://www.atr.org/list
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Read more http://theconversation.com/qantas-and-other-big-australian-businesses-are-investi
ng-regardless-of-tax-cuts-90536
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