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Estimates of TCJA Repatriation of Foreign Earnings on
Investment and GDP
By Austin Herrick

An important part of the discussion surrounding the passage of the Tax Cuts and Jobs Act (TCJA) was the
accumulation of untaxed profits in U.S. corporations’ foreign subsidiaries, which were estimated to be as high
as $2.8 trillion in 2017. Before 2018, these earnings were generally not subject to U.S. taxes unless they were
paid to the U.S. parent corporation as a dividend (“repatriated”), leading many companies to accumulate
profits abroad. The TCJA introduced a deemed repatriation provision, which provides a tax “holiday” for
foreign earnings by taxing them at a reduced rate of 15.5 percent on cash and eight percent on other assets.
Speaker Paul Ryan argued that the TCJA’s tax holiday for foreign dividend payments directly affects the
economy because, “money will come back and that will help economic growth.” Indeed, many companies
have already committed to significant repatriation amounts, with Apple notably pledging to pay $38 billion in
tax on repatriated income.

At the same time, past experience can help inform the likely impact of the TCJA’s tax holiday on investment
and GDP. In 2004, Congress enacted a tax repatriation holiday as part of the American Job Creation Act
(AJCA). Since the qualifications for AJCA holiday were stricter than those for the TCJA, the experience from the
AJCA can help paint an upper bound on the likely impact of the TCJA’s tax holiday on investment. Of the
trillions of dollars accumulated abroad, we estimate that the TCJA’s tax holiday will produce a modest $28
billion in investment that otherwise would have not been made. Indeed, the biggest impact on GDP (equal to
less than 0.2% over 10 years) comes more indirectly, from debt reduction stemming from the $254 billion in
additional revenue over the next decade.1

Past Experience: The American Job Creation Act (AJCA) of 2004

Prior to the TCJA, the most recent repatriation provision was the Homeland Investment Act (HIA), passed as
part of the American Job Creation Act (AJCA) of 2004. The legislation instituted a one-time holiday for
earnings returned to a US parent company as a dividend from a foreign subsidiary. The holiday reduced the
tax rate faced by multinationals on foreign earnings from 35 to 5.25 percent for one year. Some proponents
suggested that this provision would spur domestic investment, particularly because income repatriated at the
discounted rate was required to be used for specific corporate activities such as capital investments.2 As a
result of the AJCA, corporations repatriated approximately $300 billion in earnings in 2005, compared to an
average of $90 billion in previous and subsequent years.3

Despite its strict requirements on uses of repatriated funds, many studies found that income repatriated
through the AJCA was largely not used for domestic investment. Clausing (2005)4 notes that firms were able
to satisfy the investment requirements of the provision by using the repatriated income to fund domestic
investment they already intended to pursue. Firms then shifted income that otherwise would have been spent
on those investments to shareholders by paying larger dividends. Clemons (2013),5 Dharmapala et al (2011),6
and Baghai (2012)7 each argue that firms would only invest repatriated profits if they were cash-constrained
or if they were poorly governed by executives looking for excuses to spend the new cash. Dharmapala et al
(2011) conclude that the overwhelming majority of repatriated funds were returned via share repurchases or
dividends, with less than one cent of each dollar used for new investment in the U.S.
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The AJCA also changed how firms managed their foreign earnings. Oler et al (2007)8 found that investors
capitalized potential reduced repatriation tax into stock prices prior to the AJCA, increasing stock prices of
firms with foreign asset holdings. The paper also finds that after the holiday, stock prices for these firms
implied that investors believed future repatriation holidays were likely. Brennan (2010)9 supports these results,
finding that multinational corporations increased the share of foreign earnings reinvested abroad following
the AJCA in order to take advantage of future tax holidays.

Application to the TCJA (2017)

Under the TCJA, controlled foreign corporations’ (CFCs) and other foreign corporations’ accumulated earnings
are deemed repatriated with a 15.5 percent tax levied on cash and cash-equivalents, and an eight percent tax
levied on other earnings, over an eight year period.10 Under the new law, all assets eligible for repatriation
must be reported in the next year and taxed over the next eight years while future earnings will be taxed
under the new system of international taxation established as part of the TCJA.

Experience from the AJCA, however, indicates that direct economic effects from repatriated income are likely
to be very small. In fact, there are two reasons why the TCJA’s holiday is likely to have a smaller effect on
domestic investment than the AJCA’s holiday. First, many firms were already able to invest foreign earnings
prior to repatriation. Second, the TCJA’s shift toward territorial corporate income taxation creates new
incentives for companies to invest abroad that did not exist during the previous holiday. Considering findings
from the AJCA,11 these differences from the previous holiday imply that at most one percent ($28 billion) of
earnings repatriated under the TCJA will be used for new investment in the United States.

Rather, the biggest effect of TCJA repatriation is more indirect. In our previous estimate of the effects of the
TCJA, PWBM estimated that TCJA-related repatriation will raise $254 billion in revenue over the next ten years,
thereby reducing debt and positively contributing to private capital formation and GDP. Based on our analysis
of similar changes to revenue, we expect that the indirect effect will be to increase GDP by less than 0.2
percent after 10 years.
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