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CORPORATE BEHAVIORAL RESPONSES
TOTHE TCJAFOR TAX YEARS 2017-2018
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We analyze the initial corporate response to the 2017 enactment of the “Tax Cuts
and Jobs Act” (TCJA). The TCJA changed many corporate tax provisions, includ-
ing a reduction of the corporate statutory tax rate from 35 percent to 21 percent
effective in 2018 and sweeping changes to the taxation of income earned abroad by
U.S. corporations. Based on a sample of U.S. corporate tax returns, we find that cor-
porations accelerated deductions into 2017 and delayed income into 2018, thereby
minimizing their taxes. We estimate an income and deduction shifting tax elasticity of
—0.11 and 0.08, respectively. Additionally, we study detailed tax returns of 81 large
corporations to understand how those changes impacted them.
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I. INTRODUCTION

ongress passed Public Law 115-97, commonly referred to as the “Tax Cuts and
Jobs Act” (TCJA), in December 2017.! The act fundamentally shifted tax-related
incentives for businesses and individuals within the United States both before and
after its specific provisions took effect. Our research, using longitudinal corporate tax

' While the TCJA was not enacted until December of 2017, the lead-up to tax reform was extensive. Tax
reform was a major platform for the Republican party leading up to the November 2016 elections. In June
of 2016, the Speaker of the House of Representatives Paul Ryan released a sweeping rewrite of the tax
code, including a shift to a destination-based cash flow tax at a 20 percent rate for corporations (Gravelle,
2017). With commencement of the 115" Congress, work on tax reform began in earnest, culminating in
Ways and Means Committee Chairman Kevin Brady introducing his bill on November 2, 2017, and passage
out of the Ways and Means Committee and the House of Representatives on November 13 and November
16, respectively. In turn, the Senate Finance Committee considered the bill in November with passage out
of the Senate on December 2.
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return data including unique advanced data and data compiled by inspecting detailed
corporate tax data, investigates the magnitude and direction of corporate behavioral
responses to the TCJA. This paper answers the question: How did large corporate enti-
ties alter their recognition of income and timing of their deductions in 2017 and 2018
in response to the TCJA?

Upon enactment, many researchers predicted modest gross domestic product (GDP)
increases and substantial federal revenue losses due to the Act (Page et al., 2017; Mertens
2018; Gale et al., 2018). Additionally, others sought to decipher and predict the direc-
tional impact of the TCJA on many facets of firm behavior including organizational
form (Henry, Plesko, and Utke, 2018), the ability of firms to respond to the business
cycle (Dowd and Landefeld, 2018), and incentives for investment at home and abroad
(Lyon and McBride, 2018). Several other papers discuss the degree to which the new
international provisions increase distortions on the chosen location of economic activ-
ity (Dharmapala, 2018) and reduce incentives to shift profits to low-tax jurisdictions
(Clausing, 2020). Several recent publications use new financial reporting data to analyze
more specifically whether the act was successful from a policy perspective (Avi-Yonah,
2018) or from a revenue perspective (Horst, 2019; Saunders-Scott and Shand, 2019).
Our paper is an extension of a report done by the staff of the Joint Committee on Taxa-
tion (JCT) (Joint Committee on Taxation, 2020), and it contributes to this literature on
the effects of the TCJA on corporate revenues and behaviors.

We first establish that large corporations intertemporally shifted income and deductions
due to the TCJA reforms of domestic tax policy. We observe movements in components
of income, deductible expenses, tax credits, and tax payments. These results allow us
to appraise the validity of our own a priori assumptions regarding the TCJA and those
of other researchers. In anticipation of the Act, we expected corporations to delay the
receipt of some of their 2017 income to subsequent years and to accelerate deductions
for future expenses into 2017 to the greatest degree possible. Our analysis assumes
— particularly for our 2017 results — that corporations either responded swiftly once
enactment appeared inevitable or that they were able to anticipate the reduction in the
corporate tax rate as discussions of tax reform accelerated during the year. Because
of the uncertainty about the reform, any effects we find could be considered a lower
bound on what would have occurred had the reform been enacted earlier in the year or
with more certainty. We find evidence of this type of behavior with an income shifting
tax elasticity of approximately —0.11 and a deduction shifting tax elasticity of 0.08.?

Prior literature especially relevant to this paper analyzed corporate responses to the
Tax Reform Act of 1986 and found evidence of corporate entities accelerating deduc-
tions and delaying earnings in the year before the provisions of the bill took effect
(Guenther, 1994). Researchers also attributed increased income in subsequent years to
this type of shifting (Slemrod, 1995). As with the Tax Reform Act of 1986, researchers

2 An alternative interpretation of the income shifting elasticity is that it is the result of increased economic
activity in 2018 as a result of the reduced corporate tax rate or some combination of shifting and increased
economic activity. Indeed, the Joint Committee on Taxation (2017b) reported that the macroeconomic
effects of the TCJA were likely to result in a 0.7 percent increase in GDP over the budget window. Until
we have more years of data, clarity regarding this distinction will remain unresolved.
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theorized that the TCJA, a similarly expansive piece of legislation, would cause corporate
income and deduction shifting behavior. Horst (2019) documents some of these types
of tax minimizing strategies. Researchers especially expected firms to, at the expense
of future contributions, shift pension and profit-sharing deductions (Gaertner, Lynch,
and Vernon, 2020) and executive compensation (Durant, Gong, and Howard, 2020) to
2017. Our findings offer insight into the accuracy of models related to firm behavior
and the magnitude by which large corporate entities can alter their taxable income and
shift deductions for tax purposes.

Additionally, we evaluate firm behavioral adjustments in response to the TCJA’s
international provisions. Congress intends these provisions to provide incentives for
firms to repatriate profits held in low or no tax jurisdictions and to locate activity in the
United States. The international provisions involve newly created tax items, and our
research provides an initial look into the revenue effects of these provisions.

Our paper contributes to the literature measuring and predicting the response of taxpay-
ers to changes in tax policy, and it will also be a useful resource for policymakers and
researchers in evaluating future proposed changes to tax policy. Importantly, because we
can evaluate the effectiveness of the new Global Intangible Low-Taxed Income (GILTI)
tax regime, our results will be particularly useful to the OECD as they consider Pillar I1
proposals in response to the digital economy (Organisation for Economic Co-Operation
and Development, 2020). For those that have a GILTI income inclusion, we find that
the GILTI regime brings in as taxable income as much as 24 percent of the worldwide
consolidated net income as reported on financial statements. Moreover, we estimate
a residual U.S. tax of 5.5 percent. These results carry important implications for the
design of Pillar II, including whether it should exist on a global or country-by-country
basis and whether to base the tax on financial statements.

The remainder of the paper proceeds as follows. In Section II, we discuss the major
provisions enacted in the TCJA that affect corporations. In Section II1, we discuss the
various data sets that we use to analyze corporate behavior. In Section IV, we discuss
summary statistics and our results using a limited sample of 81 very large corporations.
In Section V, we present the results of a more formal regression analysis using a panel
of corporate tax returns. Finally, in Section VI, we conclude.

Il. TCJA 2017 OVERVIEW

A. TCJA Domestic Provisions

The JCT projected the TCJA domestic business provisions to decrease revenues by
more than $1 trillion during the 2018-2027 federal fiscal year budget period (Joint
Committee on Taxation, 2017a).> These provisions included both tax reforms aimed
at providing tax relief and at increasing investment incentives, such as the lowering of

3 The amount includes $414.5 billion for a provision granting a 20 percent qualified business income deduc-
tion for noncorporate taxpayers. All dollar amounts presented in this paper are nominal values unless
otherwise noted.
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corporate tax rates and the acceleration of depreciation deductions, and business tax
reforms that provide some offsetting revenue increases, such as limiting the deductibility
of interest and executive compensation.*

Prior to the enactment of the TCJA, corporate taxable income was subject to tax
under a four-step graduated rate structure. The maximum corporate tax rate was 35
percent on taxable income in excess of $10 million. Corporations were also subject to
an alternative minimum tax, which was payable to the extent by which it exceeded the
amount of tax liability determined under the regular graduated tax on taxable income.
Alternative minimum tax paid in a prior tax year could be taken as a credit in a subse-
quent tax year to the extent regular tax liability exceeded tentative alternative minimum
tax liability in the later year.

The TCJA replaces the graduated tax rate structure with a flat 21 percent corporate
tax rate and repeals the alternative minimum tax. It also permits corporations to offset
regular tax liability with unused alternative minimum tax credits from prior tax years and
to receive a refund on unused alternative minimum tax credits through 2021.° Econo-
mists at the JCT estimated the decrease in the tax rate and the repeal of the alternative
minimum tax to reduce federal fiscal year revenues by $1.4 trillion during the 10-year
budget period from 2018 through 2027.

Corporations must capitalize the cost of tangible property through annual depreciation
deductions. Before the TCJA, in 2017, taxpayers were permitted to expense $510,000 in
depreciation deductions® in addition to a first-year depreciation deduction of 50 percent
of the basis of certain property with recovery periods of 20 years or less that was placed
in service during the tax year.” The TCJA doubles the amount that may be expensed
to $1,000,000® and increases the 50 percent bonus depreciation rate to 100 percent for
property placed in service after September 27, 2017, and before January 1, 2023.° The
100 percent allowance is phased down by 20 percent per calendar year for qualified
property acquired after September 27, 2017, and placed in service after December 31,
2022." Thus, to be eligible for bonus depreciation, qualified property must be placed
in service before January 1, 2027." These cost recovery changes provide an additional
$112 billion in estimated tax relief for corporations and other businesses.

While the 100 percent bonus depreciation expands the amount of deductions corpo-
rations and other businesses may claim, other TCJA provisions limit the use of other

4 Many TCJA business-related provisions, including changes to the deductibility of depreciation and interest,
affect not only corporations but businesses not organized in corporate form as well.

5 The Coronavirus Aid, Relief, and Economic Recovery Act enacted in 2020 permits a corporation to elect
to apply for a refund adjustment in 2020 to its 2018 tax year to receive the full amount of its refundable
credit.

® The $510,000 deduction is reduced by a dollar for each dollar invested in excess of $2.03 million.

7 The first-year depreciation deduction is known colloquially as “bonus depreciation.”

 The $1,000,000 deduction is reduced by a dollar for each dollar invested in excess of $2.5 million.

° Before January 1, 2024, for longer production period property and certain aircraft.

10" After December 31, 2023, for longer production period property and certain aircraft.

1" January 1, 2028, for longer production period property and certain aircraft.
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deductions. The four largest of these provisions alone raise $672 billion within the
10-year budget period relative to the tax rate decreases. First, the TCJA limits the amount
of interest expense a trade or business can claim as a deductible expense. Instead of
being fully deductible, in general, the interest expense deduction is limited to the busi-
ness interest income of the taxpayer plus 30 percent of the adjusted taxable income of
the taxpayer.'? Second, the TCJA limits the net operating loss deduction to 80 percent
of available net operating losses and eliminates the ability of corporations to carry
back losses to prior tax years. Third, the TCJA repeals the deduction for income from
domestic production activities; fourth, it requires certain previously deductible research
and experimental expenditures to be amortized over five years or more."

The TCJA contains other provisions that reduce deductions and may affect behavior.
For example, the TCJA limits the deductions available to employers for fringe benefits.
In general, the deduction for compensation is limited to $1 million with respect to certain
higher compensated officers of a publicly traded corporation. The TCJA expands the
definition of compensation for purposes of this deduction to include performance-based
compensation and commissions, thus making more income subject to the limit.

B. TCJA International Provisions

In addition to the corporate rate cut and these domestic corporate provisions, the TCJA
enacted significant international reforms. In the years leading up to the passage of the
TCJA, many policymakers, practitioners, and corporate leaders expressed concerns
with the design of U.S. international tax rules. Chairman Kevin Brady argued that the
Republican blueprint for tax reform would “level the playing field ... and removes all
the incentives to move jobs, research and headquarters overseas.”' In addition, many
multinational enterprises expressed concerns regarding the high statutory tax rate in the
United States and the inflexibility in either repatriating profits to the United States or
moving intangible assets into other jurisdictions. The combination of the high tax rate
and the hybrid worldwide tax model meant that many U.S. multinational enterprises
perceived a disadvantage relative to other firms in competing for new projects around
the world. John Samuels, former vice president and senior counsel for tax policy at
General Electric, synthesized corporate America’s concerns with the U.S. system of
international taxation, stating that “virtually every other major developed country has
dramatically reformed its tax system to make it more ‘business friendly,” including by

12 In this case, adjusted taxable income is generally taxable income computed without regard to business
interest income and expense, depreciation, amortization, depletion, and net operating losses. After 2021,
it is computed without regard to business interest income and expense and net operating losses.

'3 The rule change for research and experimental expenditures is effective starting in 2022. While we do
not observe this rule change in our data, we report the provisions with the largest revenue effects here for
completeness.

14 Lobhr, Steve, “New Approach to Corporate Tax Law Has House G.O.P. Support.” New York Times, December
12,2016, https://www.nytimes.com/2016/12/12/business/economy/new-approach-to-corporate-tax-reform.
html.
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adopting territorial tax systems that reduce or eliminate home country tax on interna-
tional business income.”'" Finally, corporations argued that most existing tax incentives
encouraged manufacturing offshore.

In response to these concerns, Congress made significant changes to the way that
corporations are taxed on their foreign earnings. These changes included five main
components: (1) a 100 percent dividend received deduction (DRD); (2) a one-time tax
at reduced rates on accumulated previously untaxed earnings — deemed repatriation;
(3) a minimum tax on foreign earnings above an ordinary return on tangible assets —
GILTT; (4) areduced tax on U.S. based earnings derived from foreign sales — foreign
derived intangible income (FDII); and (5) a U.S. minimum tax on deductible related
party transactions flowing out of the United States — base erosion and anti-abuse tax
(BEAT). Congress intended for the DRD to provide relief to U.S. multinational enter-
prises so that they could repatriate their earnings to their U.S. parent entity without
triggering a tax event. In other words, this provision was meant to move the U.S. tax
system closer to the territorial system, which many other countries use.

Policymakers consider the one-time tax to be a toll charge for repositioning the U.S.
system. The rates of taxation are set at 8 percent and 15.5 percent on noncash and cash
assets, respectively. Importantly, the provision taxes pre-effective date accumulated
previously untaxed earnings in the last taxable year beginning before January 1, 2018.
Because some taxpayers have taxable years beginning late in the year, their deemed
repatriation liability and the payment of their liability may not appear on tax returns until
they are filed in 2019. Moreover, often there is a difference between the fiscal year and
month of an entity’s subsidiaries — usually delayed by a month relative to the parent
— and the fiscal year and month of the parent entity itself. Therefore, some taxpayers
may have new liabilities associated with the one-time deemed repatriation tax reported
across their 2017 and 2018 tax year filings. As with prior law, foreign tax credits (FTCs)
can offset U.S. tax liability under the deemed repatriation. Additionally, taxpayers could
elect to pay their deemed repatriation liability in eight annual installments.

Congress created the GILTI provision as a backstop to the DRD provision. Without a
stricter controlled foreign corporation regime, the DRD creates the incentive for busi-
ness activity to be done offshore and for profits, including both U.S. and foreign profits,
to be shifted to low-tax locations.'® Essentially, the GILTI provision is a minimum tax
at a 10.5 percent rate on profits in excess of 10 percent of each firm’s foreign tangible
assets. The 10.5 percent rate is achieved by a 50 percent deduction. In a departure from
the regular treatment of foreign taxes, only 80 percent of foreign taxes paid on GILTI
income is creditable. The 20 percent reduction in foreign taxes paid equates to a sub-
sidiary operating in a country with a 13.125 percent tax rate paying no residual U.S. tax
on that GILTI income. Congress also limited the ability of corporations to cross credit
with other sources of income by creating a separate GILTI basket and eliminated the
carryforward of credits to future years.

15 Samuels, John, 7ax Notes Today, John Samuels Addresses Inversion and Tax Reform, February 10,
2015.

16 Depending on their corporate structure and aggressiveness, corporations may engage in either or both
activities in response to a DRD. A minimum tax regime restricts both incentives.



Corporate Behavioral Responses to the TCJA for Tax Years 2017-2018 1115

In parallel to the GILTI provision, the TCJA enacted section 250, a provision which
both details the 50 percent deduction for GILTT and creates the FDII provision. Congress
constructed FDII for the purpose of treating U.S. business activity in a similar manner to
how the GILTI provision treats foreign-based activity, thereby reducing shifting incen-
tives between foreign and U.S. business activity. Under the FDII provision, taxpayers
are allowed a deduction of 37.5 percent on the excess of their foreign derived income
over 10 percent of their tangible U.S. based assets. The 37.5 percent deduction implies
a reduced tax rate of 13.125 percent."”

The BEAT provision is a minimum tax at a 10 percent rate. Specifically, taxpayers
with more than $500 million in gross receipts, on average, over the last three years and
with related party deductible payments making up more than 3 percent of their overall
deductions are subject to the tax. The tax is the difference between 10 percent of modified
taxable income and the taxpayer’s regular tax liability after being reduced by credits.
Modified taxable income is the taxpayer’s regular taxable income with certain foreign
related party deductible transactions added back.'

The JCT estimated that these five provisions would raise $313 billion during the
2018-2027 federal fiscal year budget period (Joint Committee on Taxation, 2017a); a
loss of $224 billion on the DRD; a $339 billion increase on the deemed repatriation
one-time tax; a $112 billion increase as a result of GILTI; a loss of $64 billion as a result
of FDII; and an increase of $150 billion as a result of the BEAT.

I1l. DATA

To analyze the TCJA, we construct two data sets that document corporate behavior
before and after the TCJA’s enactment. Both data sets provide a perspective on the
impacts of the TCJA with pre-enactment tax data through 2017 and newly constructed
post-enactment 2018 data.

A. First Method: 81 Corporations

We selected 81 corporations from a list of the 200 C corporations that reported the
greatest amount of total income on Form 1120 income tax return filed for tax year 2016."
We did not include S corporations, insurance companies, mutual funds, or real estate
investment trusts as part of the review. The median asset size of the 81 selected corpora-
tions is greater than $75 billion. Over the period 2014-2018, these 81 corporate entities
represent approximately 36 percent of C-corporation assets and earn a quarter of all
corporate income. We reviewed the tax returns of the selected corporations, which allows
us to analyze data related to the international provisions that are not otherwise available.

17 The section 250 deductions for GILTI and FDII income are scheduled to decrease after 2025 to 37.5 percent
and 21.875 percent, respectively.

18 The Joint Committee on Taxation provides a detailed description of the BEAT and the other provisions
enacted in P.L. 115-97 (Joint Committee on Taxation, 2018).

1 While we wanted to study the largest corporations, we chose returns in a manner that obfuscates the identi-
ties of the taxpayers.
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For tax years 2014-2017, data are taken from the Statistics of Income Division (SOI)
of the Internal Revenue Service large microlevel data sets of tax returns consisting of
statistically sampled and edited tax returns.”® Some data for tax year 2018 are taken
from the SOI advance corporation income tax returns data set. We then merge the 2018
data with the 2014-2017 data to form a panel of the 81 corporations.!

B. Second Method: Overlapping Panel of C Corporations

For our second data set, we use both the SOI corporate income tax returns files from
2009-2017 and the SOI advance file for 2018. We constructed a panel of 2009-2018
tax return data comprised of corporations that are assigned a 100 percent probability of
being sampled and included in the 2017 data set by the SOI. These corporations reported
at least $50 million in assets or $10 million in the absolute value of either net income
or gross receipts within the 2017 final SOI corporate file.”? This data set includes an
increasing number of firms growing from 5,301 firms in 2009 to the 8,168 firms we
observe in 2017. The advance 2018 file includes 5,766 firms, which overlap with our
2017 sample of returns. Next, we convert all the income and deduction items into real
2017 dollar amounts using the GDP deflator (Bureau of Economic Analysis, 2020).

IV. RESULTS FOR 81 LARGE CORPORATIONS

A. International Provisions and Aggregate Income and Deductions

Table 1 reports the aggregate amounts of income and deductions for the selected 81
corporations. Total income or gross income, reported in the first row, increased each
year between 2014 and 2018 — ranging from an approximately $60 billion increase
in 2015 to an almost $800 billion increase in 2018. A large part of the 2018 increase
results from a $350 billion one-time deemed repatriation dividend inclusion as well as
a $102 billion increase from GILTI. Excluding those two items, total income in 2018
increased $326 billion over 2017.

Total deductions increased each year over the prior year between 2014 and 2018,
with the largest increase of $182 billion occurring in 2017. A combination of defer-
ring income and accelerating deductions resulted in net income for 2017 being $100
billion lower than any other year. Further, net income in 2018, excluding the deemed
repatriation and GILTI income, was $450 billion — $200 billion larger than 2017.%

2 The SOI performs a sampling method each year to represent the population, sampling some firms with
100 percent probability and others with much lower probabilities (Statistics of Income, 2014).

2! The analysis of the 81 corporations is in nominal dollars.

2 Essentially, we create an unbalanced panel for corporations that are sampled at a 100 percent rate in 2017.
We then merge with those observations the corporations that we observe within the advance 2018 file and
prior years going back to 2009.

» The increase in income in 2018 could be the result of corporations delaying recognition of that income
into 2018 or it could be the result of changes to accounting methods in section 451 enacted in 2017. Those
changes in accounting methods would result in some income being recognized in 2018 that otherwise
would have been recognized in a later year.
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Table 1
Income and Deductions Reported

by the Selected 81 Corporations on Form 1120

(Billions $)

2014 2015 2016 2017 2018

Total income 2088.7 2149.3 2258.7 23355 31139
Sales less COGS and allowances 13409 1388.5 14284 15064 1657.6
Dividends excl. repat/GILTI 82.7 94.0 95.2 65.5 52.7
Deemed repat inclusion amount — — — na. 3503
GILTI — — — — 102.1
Total income excl. repat/GILTI 2088.7 2149.3 2258.7 23355 2661.5
Total deductions 1672.9 1742.7 1903.8 2085.5 2211.7
Net income 415.8 406.6 3549 250.0 902.1
Net operating loss deduction 25.8 28.7 16.6 15.9 23.3
Repat deduction 0.0 0.0 0.0 na. 184.1
Sec. 250 deduction 78.8
Special deductions excl. repat & 250 1.0 0.8 0.7 0.8 12.3
Taxable income 396.2 381.6 3514 2513  597.0
Taxable income excl. repat, GILTI, & 250 396.2 381.6 3514 2513 4075
General business credits 14.2 15.4 16.8 12.7 20.9
FTCs 50.9 423 354 24.5 41.2
Total tax liability including repat 73.4 76.0 70.8 553 65.9
Repat liability after credits paid — — — 5.8 2.2
Repat liability before installment — — — 63.5 20.9

Note: n.a. = not available.

Sources: SOI corporation tax returns (2014-2017) and SOI advance file corporation tax returns (2018).

We expected net operating loss deductions to increase in 2017 as taxpayers try to
reduce their taxable income in that year. However, they are slightly lower than their
2016 level. A possible explanation may be that the net operating loss deduction would
offset any deemed repatriation income first** — the deemed repatriation is applied
to pre-effective date earnings and, therefore, will be reported on the taxpayers’ 2017
tax filing® — essentially reducing a low-tax item in 2017 relative to the higher tax
on ordinary income. On the 2018 Form 1120, the deemed repatriation deduction and
the section 250 deductions to achieve the lower rate of tax are included in the special

24 Seventy two of our 81 corporations reported foreign source earnings in 2016 on Form 5471.

2 Depending on the fiscal year of both the taxpayer and the controlled foreign corporation, some repatriation
tax liability will also be reported for the first time on the taxpayers’ 2018 tax filing.
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deductions line item. These corporations claimed $184 billion in deemed repatriation
deductions and $78.8 billion section 250 deductions. Taxable income, excluding the
deemed repatriation income and deductions, GILTT income and deductions, and FDII
section 250 deductions, is only slightly larger in 2018 than in 2014. Total tax liability,
including any amount paid for the deemed repatriation, declined in 2017 to $55 billion
from $71 billion in 2016 and increased to $66 billion in 2018. Many taxpayers elected
to pay their deemed repatriation liability in installments or offset their liability with
FTCs and losses. The total amount paid for the deemed repatriation liability was $5.8
billion in 2017 and $2.2 billion in 2018, out of overall deemed repatriation liability of
$63.5 billion and $20.9 billion for years 2017 and 2018, respectively.

Table 2 provides more detail on the one-time deemed repatriation tax for these 81
corporations. The data are obtained from two sources. The first source is 2017 tax returns
that are included in the SOI edited file and are reported in the first column of Table 2.
The repatriation tax information from the 2017 filing was inconsistently reported as there
were scant directions and no existing form. The second source is from our examination
of Form 965 filed with the corporation’s 2018 tax return. Form 965 required detailed
information regarding the amount of income, cash position, FTCs, and year of payment
for the 2018 filing as well as more thorough reporting on what should have been filed
with the 2017 filing. The second and third columns of Table 2 report the information

Table 2
One-Time Deemed Repatriation Tax for 81 Selected Corporations
(Billions $)
2017 Tax Return 2018 Tax Return Form 965

2017 2017 2018
Inclusion amount — 655.1 350.0
Deduction amount — 425.8 183.9
Tax liability 63.5 534 20.9
Deemed FTCs after disallowance — 222 6.4
Tax liability after credits — 31.2 14.5
Amount paid year 1 5.8 8.0 2.0
Amount paid year 2 — n.a. 3.9
Average deduction, percentage — 65.0% 52.6%
Average tax rate, percentage — 12.3% 10.0%
Effective foreign tax rate — 7.3% 3.3%
No. reported inclusion/liability 43 50 21
No. filed a 965 pdf or a form 965 63 n.a. 60

Note: n.a. = not available.
Sources: SOI corporation tax returns (2017) and authors” examination of physical returns (2018).

2 The first column simply reproduces the information reported in Table 1.
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we obtained from Form 965 filed with the 2018 tax return. The second column reports
the amounts for 2017, and the third column reports the amounts for 2018. Focusing on
the second and third columns, from the Form 965 data, over the two years, these 81
corporations included in income more than $1 trillion in previously untaxed foreign
earnings. The bulk of this money was included with the 2017 filing, but approximately a
third was included with the 2018 filing. These 81 corporations owed almost $75 billion
in deemed repatriation liability — $53.4 + $20.9, before accounting for FTCs. These
corporations claimed $28.6 billion in FTCs after disallowing the portion of taxes paid
owing to the deduction.?” Consequently, liability after FTCs dropped to $46 billion, a
residual U.S. tax of 4.4 percent. Compared to Saunders-Scott and Shand (2019), these
81 corporations had a lower level of residual tax.?®

Some taxpayers may have offset their deemed repatriation liability with losses. The
new section 965(n) allows taxpayers to elect not to use their available net operating
loss from prior years, or their current year loss per Treasury regulations,” against their
deemed repatriation liability. Nevertheless, it appears that some taxpayers used their
losses to offset their deemed repatriation liability. Any loss applied to the deemed
repatriation liability is applied before the deemed repatriation deduction. We calculate
that as much as $3.8 billion of net deemed repatriation income inclusion in 2017 was
offset with losses.*

Taxpayers could elect to pay their deemed repatriation liability in installments. The
installment schedule is 8 percent of liability in the first five years, 15 percent in year
six, 20 percent in year seven, and 25 percent in the eighth year. Our sample of cor-
porations paid 26 percent of the 2017 liability and 14 percent of the 2018 liability in
the first year. Approximately two-thirds of the corporations reporting a 2017 deemed
repatriation inclusion elected to use the installment method. A similar percentage of
the 21 corporations reporting a 2018 deemed repatriation inclusion elected to use the
installment method.

Applying the average deduction percentage allows us to calculate the applicable
tax rate on the deemed repatriation income. The average tax rate was 12.3 percent and
10 percent for 2017 and 2018, respectively.’’ Because cash assets are taxed at a rate
of 15.5 percent and noncash assets are taxed at a rate of 8 percent, we can calculate

27 The lower rate of tax of either 8 or 15.5 percent on the deemed repatriation is achieved by a deduction. For
instance, the 15.5 percent rate of tax is achieved by a deduction of 55.71 percent of the deemed repatriation
income in 2017.

This may simply be due to comparing previously reinvested earnings to our larger measure of previously
untaxed earnings.

These regulations can be found at paragraph e of CFR 1.965-7 Elections, payment, and other special rules.
3 We calculate this by comparing the available net operating loss carryforward available in 2018 to the
amount available in 2017 plus any negative net income less any 2017 net operating loss deduction claimed.
In most cases, these amounts are identical; however, in several cases, taxpayers with deemed repatriation
inclusion amounts reported lower amounts of available carryover. We are implicitly assuming that this
lower amount was used to offset 2017 deemed repatriation liability. Because we do not yet have 2019 data,
we are unable to determine the amount of losses used to offset any 2018 liability.

Ten percent equals one minus the average deduction percentage multiplied by the corporate tax rate; 0.1
=(1-0.526) x 0.21, and 12.3 percent equals (1 — 0.65) x 0.35.
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that the 10 percent tax rate on 2018 income implies that approximately 73 percent of
repatriated assets were held in noncash assets. Similarly, the 12.3 percent tax rate on
2017 income implies that approximately 55 percent of repatriated 2017 income was
held in noncash assets.

Turning to the other main international components of the TCJA, Table 3 reports on
the new tax items GILTI, FDII, and the BEAT. Our 81 corporations reported $102.1
billion in GILTI income with a corresponding $12 billion in foreign taxes paid.*? These
81 corporations had $546 billion in worldwide consolidated net income as reported on
their financial statements and schedule M-3. This implies that GILTI captures almost 19
percent of their worldwide income. Restricting to only those corporations that reported
a GILTI inclusion amount, worldwide consolidated net income was $427 billion, imply-
ing a GILTI capture rate of 24 percent.

These 81 corporations claimed $79 billion in section 250 deductions for their GILTI
and FDII income. The section 250 deduction is 50 percent of the GILTI income, 50
percent of the foreign taxes paid on the GILTI income, and 37.5 percent of FDII. We
calculate that $57 billion of that deduction is owing to the GILTI income. After claiming
the deduction, we estimate that their GILTI liability was $13 billion. The corporations
claimed FTCs of $6.6 billion for their GILTI income, leaving a GILTI net of FTCs

Table 3
GILTI, FDII, and BEAT for 81 Selected C-Corporations
(Billions $)

2018

GILTI income 102.1
GILTI foreign taxes paid 11.8
Implied Effective Foreign Tax Rate 10.4%
Sec. 250 deduction 78.8
Implied GILTI sec. 250 deduction 57.0
Implied FDII sec. 250 deduction 21.9
GILTI liability 13.0
GILTI FTCs 6.6
GILTI liability after FTCs 6.3
Average GILTI liability after FTCs 0.13
Average FDII benefit 0.10
BEAT liability 0.1

Sources: Authors’ calculations and examination of Forms 1120, 8992, 8993, and
1118 on returns filed for tax year 2018.

32 GILTI income is from line 17 of Schedule C, Form 1120. GILTI foreign taxes paid is from Schedule D,
column 4 of Form 1118. We increase the reported amount to account for the 20 percent haircut. Unfor-
tunately, we do not observe a Form 1118 Schedule D in all cases where we observe a Schedule C, GILTI
income. There is a small amount of GILTI income without an observed Form 1118 (under $10 million).
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liability of $6.3 billion. The net $6.3 billion liability implies a residual tax on the GILTI
income of 5.5 percent.** The large difference between the foreign taxes paid and the
amount claimed as an FTC are due to the 20 percent haircut and to a sizable number of
corporations operating in an excess credit position.** Approximately 50 percent of the
corporations operate in an excess credit position with respect to their GILTI income,
with approximately a third of the FTCs disallowed.** Combining the $6.3 billion U.S.
liability with the $11.8 billion in foreign taxes paid results in a total tax of $18.1 bil-
lion — an overall effective rate of 16 percent.

Subtracting off the GILTI section 250 deduction leaves a residual $22 billion claimed
as a deduction for FDII. Grossing up the $22 billion implies $58.4 billion of FDII. Dowd
and Landefeld (2018) simulated FDII over the period 2000-2015 for all C corporations.
To construct their simulations, they made several assumptions including how to allocate
expenses to different sources of income — in this case, they assumed a pro rata alloca-
tion — and how to allocate exports across industries and firm types. One result from
their simulation is that the proportion of FDII as a share of deemed intangible income
was below 10 percent. In comparison, the $58.4 billion as a share of taxable income
excluding the deemed repatriation, GILTI, and section 250 deductions — a measure
likely to be broader than deemed intangible income — is 14 percent. This suggests that
either the 81 corporations are particularly export oriented or some of their assumptions
were incorrect. A question for future investigation is how aggressive corporations are
in allocating expenses to other sources of income?

B. Income

Table 4 shows year over year percentage changes in sources of income reported
by the 81 selected corporations on Form 1120 for tax years 2014-2018. A priori, we
expected that year over year percentage changes should be larger for 2017-2018 than
20162017 as corporations delay the recognition of income. The final column of Table
4 reports whether these year over year changes lined up with our expectations. In all but
one case — gross rents — the income items do line up with our expectations. Dividend
income, which prior to 2018 is mostly dividends from related — including subsidiar-
ies — and unrelated corporations, increased dramatically in 2018 due to the income
inclusion amounts attributable to the deemed repatriation and GILTI provisions of the
TCJA discussed above.*® Recognition of interest and royalty income grew the most in
2018 compared to the remainder of the five-year period. As discussed above, begin-
ning in 2018, greater interest income permits taxpayers to deduct a greater amount of

3 This equals 6.3 divided by the sum of GILTI income of 102.1 and foreign taxes paid on their GILTI income
of 11.8.

3% Foreign tax credits are allowed against U.S. tax liability on foreign source income. FTCs are not allowed
to offset liability on U.S. source income. As a result, some foreign tax credits could be disallowed. In
general, this is called being in an excess credit position.

35 Clausing (2020) assumes that about half of companies are operating in an excess credit position.

3% The dividend line for 2017 does not include deemed repatriation amounts. Those were reported separately
on attachments.
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Table 4

Income Reported by the Selected 81 Corporations on Form 1120 Year
over Year Percentage Change

2014— 2015- 2016— 2017— Expected
2015 (%) 2016 (%) 2017 (%) 2018 (%) Differences
Gross profit 3.5 2.9 5.5 10.0 Yes
Dividends 13.7 1.2 -31.2 671.3 Yes
Interest income 1.9 12.3 15.0 22.9 Yes
Gross rents 11.1 8.7 6.3 -10.1 No
Gross royalties 7.0 4.7 2.4 14.6 Yes
Capital gains net income -12.5 20.2 -11.0 16.4 Yes
Net gain or loss/Form 4797  -39.6 92.2 -28.1 160.1 Yes
Other income 3.1 6.4 -9.0 21.8 Yes
Total income 2.9 5.1 34 333 Yes

Sources: SOI corporation tax returns (2014-2017) and SOI advance file corporation tax returns (2018).

interest expenses. Capital gains income and other income also grew more rapidly in
2018. However, gross rents did not have the expected sign, a signal that this may be
an income source particularly difficult to manipulate. Overall, total income grew 33
percent in 2018, substantially larger than any other year of growth.

C. Deductions

Table 5 shows the changes in deductions claimed for the 81 selected corporations.
A priori, we expected corporations to accelerate deductions from 2018 into 2017. That
would correspond with a year over year percentage increase for 20162017 greater
than the 2017-2018 percentage change. The final column of Table 5 shows whether
the differences in percentage changes between 2016-2017 and 2017-2018 meet our
expectation. Nine of the 14 deduction items display the expected differences, although
the percentage change in total deductions peaks for 2016-2017 while growing at a
slower rate for 2017-2018. The notable deduction items that confirmed our expecta-
tions included compensation of officers, salaries and wages, pension and profit-sharing
plans, and employee benefit plans.’” As noted above, beginning in tax year 2018, the
TCIJA further limited the amount of deductible compensation paid to officers, perhaps
explaining the 2018 result. Deductible contributions to pension and profit-sharing plans
increased by 40 percent in 2016 and 4 percent in 2017 before declining by 35 percent

37 However, pension and profit-sharing plan deductions appear to have considerable variability year over
year.
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Table 5

Deductions Claimed by the Selected Corporations on Form 1120 Year
over Year Percentage Change

2014- 2015~ 2016~ 2017  Expected
2015 (%) 2016 (%) 2017 (%) 2018 (%) Differences

Compensation of officers 0.6 -33.4 8.3 0.3 Yes
Salaries and wages 59 3.6 9.0 2.9 Yes
Repairs 4.5 33 1.2 5.6 No
Bad debts 3.0 16.2 133 -8.8 Yes
Rents -33 3.8 -2.5 6.1 No
Taxes and licenses —6.6 1.0 24 8.9 No
Interest paid 0.8 16.9 24.4 31.9 No
Charitable contributions 7.7 —0.6 0.6 109.6 No
Depreciation 15.3 14.8 15.7 9.6 Yes
Depletion 17.4 -12.4 14.9 -79.6 Yes
Advertising 11.7 10.4 3.8 229 No
Pension, profit-sharing, plans -0.5 39.8 4.2 -35.4 Yes
Employee benefit plans 5.2 2.7 11.0 -10.8 Yes
Other deductions 35 10.0 6.2 5.4 Yes
Total deductions 4.2 9.2 9.5 6.1 Yes

Sources: SOI corporation tax returns (2014-2017) and SOI advance file corporation tax returns (2018).

in 2018. Depreciation deductions increased 16 percent in 2017 as corporations were
eligible for 100 percent bonus depreciation for qualifying property placed in service
after September 27, 2017, under the TCJA. Depreciation deductions continued to
increase 10 percent in 2018.

In contrast, some deductions that we expected firms to accelerate do not appear to
have been moved into 2017. Counterintuitively, charitable contributions grew mark-
edly in 2018, although a substantial portion of the result is driven by a small subset of
returns. Some deductions may be more difficult to accelerate, such as rents, nonfederal
taxes and licenses, or advertising where contacts may have already been in place before
the enactment of the TCJA.

V. REGRESSION RESULTS FOR OVERLAPPING PANEL OF C CORPORATIONS

In this section, we more formally explore the degree to which corporations shifted
income and deduction items across their filing years for 2017 and 2018. As indicated
above, we observe that some corporations reduced their recognition of income in 2017
in order to realize that income in 2018 at a lower overall corporate tax rate. Conversely,



1124 National Tax Journal

our data suggest that some corporations accelerated their deductions from 2018 or other
future years into 2017 so that they may reduce their 2017 taxable income. To explore
these possibilities in more detail, we estimate the following equation:

(1) In(y)=oa+pn(y, )+ 211210,#17 B,(Year =t)+u, +¢,,.

Equation (1) regresses the natural log of the current year value of an income or deduc-
tion item on a constant, the lagged value of the dependent variable, year fixed effects,
and firm fixed effects.*® We include the lagged value of the dependent variable because
we believe there to be considerable mean reversion for our data. The alternative would
be to first difference the data; this is a severe restriction assuming that the data are
generated as a random walk. We expect that 3 will be less than one for each income
or deduction item since the underlying series are not exploding and we expect mean
reversion.* For the purpose of this research, we are most interested in the coefficients
on the year fixed effects. Fixed effects for the year 2017 are excluded from the regres-
sions. Thus, each of the fixed effects coefficients represents how different those years
are from 2017, the year before the TCJA was implemented. We include firm fixed effects
in order to account for substantial heterogeneity in the efficiency, size, and responsive-
ness of corporations. For income items, if taxpayers reduced their income in 2017, we
expect coefficients on the year fixed effects to be positive and significantly different
from zero. Conversely, for deduction items, we expect coefficients to be negative and
significantly different from zero.

This is a dynamic panel model, which will produce inconsistent estimates without
correcting for the correlation between the errors and the lagged dependent variable.
We address this problem by using the Arellano—Bond estimator (Arellano and Bond,
1991). Separately in the Online Appendix, we also report the results of the fixed effects
model and the lagged dependent variable model.*

We expect that there may be trends in the percent change of income and deduction
items. These trends may make it difficult to simply compare the fixed effects for 2018
and the other years with 2017 to understand the effects of the TCJA on corporate
behavior. To account for this possibility, we forecast the counterfactual estimate of
what the fixed effects for 2017 and 2018 would have been had the TCJA not been
enacted. Our forecast for 2017 and 2018 is a linear regression of the year fixed effects
estimates for the years prior to 2017 on a constant and a time trend, as indicated by
Equation (2):

(2) B, =oa+yxtime +&,.
Equation (2) regresses the recovered year fixed effects estimates, ,Bj, on aconstant and a

time trend. We then forecast the counterfactual estimate of the fixed effects for 2017 and
2018. This allows us to calculate a simple arc elasticity as the percentage difference in

% We are implicitly assuming € to be independently and identically distributed with a mean of zero.

3 A value of one would indicate the data are generated in a random walk process. A value of zero would
imply full mean reversion.

40 The Online Appendix can be found at www.twillinghamecon.com.
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the income or deduction item implied by our estimated fixed effects for 2017 and 2018
and the counterfactual predictions over the percentage change in the corporate tax rate.

To estimate Equation (1) with any level of precision, we require more than 81
observations. Therefore, we expand our analysis by using the data sample described
in Section III.B. Notably, this data sample includes information ranging from 2009 to
2018; for each year, we inflate or deflate the income and deduction amounts to 2017
dollars using the GDP price index.

Table 6 reports the results from the regression of Equation (1) for six specific items
of income.*' As expected, all six coefficients on the lagged dependent variable are sig-
nificantly less than one. Both the capital gains items have the greatest mean reversion of
the variables. Turning to our year fixed effects, the coefficients for dividends received,
excluding deemed repatriation and GILTI income, are positive and significant each
year.*? The value of the coefficients appears to be growing from 2010 through 2014,
and then it appears to be flat for 2014 through 2016. The 2016 estimate is 20 percent
higher than the 2017 value, while the 2018 estimate of 0.374 indicates the 2018 value
is 45 percent higher than 2017. These results strongly suggest that corporations were
changing the timing of dividends from related corporations.

Moving across the table, we see that for interest income, most of the coefficients are
negative and significant. Perhaps the receipt of interest payments may be less easily
controlled by the receiver than the payer, a possibility we investigate when we turn to
deductions. Surprisingly, net capital gains income does not display a strong pattern of
manipulation; the fixed effects for 2016 are essentially indistinguishable from 2017.
However, it appears that corporations increased their capital gains realizations in 2018
in response to the lower tax rate. For gains on business property, coefficients are pre-
dominately positive and significantly different from zero, suggesting that this is a more
malleable income source than capital gains income. However, the 2018 fixed effects
are indistinguishable from the 2017 values. Next, the coefficients on other income sug-
gest that the 2017 value is not statistically different from the fixed effects estimates for
the early years but is statistically different from 2016 and 2018. The large coefficient
for 2018 of 0.147 corresponds with a 15.8 percent difference between 2018 and 2017.

41 We use robust standard errors to correct for the heteroskedasticity we expect with our data. A test for proper
specification with the Arellano—Bond estimator is that the first differenced error terms are autocorrelated
across time but that the higher order differenced error terms are not. Using the Arellano—Bond test for zero
autocorrelation in the first differenced errors, we find each income item has first differenced autocorrela-
tion in the errors, which is expected. However, only the capital gains items do not have second differenced
autocorrelation, while all the items do not have third differenced autocorrelation. In the Online Appendix,
we report the results of including a second lagged dependent variable in the specification. When the second
lag is included, all the income items have first differenced autocorrelation, while neither the second nor the
third differenced errors have autocorrelation. This suggests that the proper specification is with two lagged
dependent variables. However, the coefficient estimates for the fixed effects are essentially the same across
these two specifications. Consequently, we prefer to use the single lag in order to keep additional year fixed
effects for our estimate of Equation (2). Including the second lag would reduce our sample size for estima-
tion of Equation (2) by one-seventh. Our Online Appendix also provides additional regression results for
other income and deduction items not reported in this paper as well as information on the taxes and credits
claimed by the 81 corporations we described earlier. It can be found at www.twillinghamecon.com.
Generally, because the dependent variable is the natural log, we can think of coefficients close to zero as
representing a percent change in the underlying variable.

4
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Finally, the fixed effects coefficients for total income, excluding deemed repatriation
and GILTI income, for years prior to 2017 are all negative and significant. Apparently,
these corporations were unable to significantly reduce their 2017 income relative to prior
years. Conversely, the fixed effects for 2018 is large and statistically different from 2017.

While this analysis suggests that 2017 and 2018 coefficient estimates might be sig-
nificantly different from prior years in some cases and not at all in other cases, there is
strong evidence that there is a trend in the coefficients. As discussed above, in order to
consider this possibility, we next turn to a graphical presentation of these results and
compare it with a linear time trend.

Figure 1 shows how these coefficients vary over time. The figure plots the eight
separate year fixed effects estimates, their confidence intervals from the panel regres-
sions, and a linear time trend. The linear time trend is based on the seven observations
prior to 2017 and then forecasted to 2017 and 2018. The gray cone around the linear
time trend captures the 95 percent confidence interval in the estimate of the linear time
trend for the coefficients and the forecast. Next to the 2018 fixed effects estimate is the
p-value for the probability of the null hypothesis that the fixed effects estimate is the
same as the linear time trend estimate.*

Moving left to right and top to bottom, the figure clearly reflects the results from Table
6. Dividends were statistically significantly lower in 2017 from both the other year fixed
effects estimates as well as the linear time trend. The p-value of 0.034 indicates that firms
reported dividends significantly above the linear time trend at a 5 percent level in 2018.
The fixed effects estimates for interest received were statistically significantly higher
in 2017 and 2018 from both the other year fixed effects estimates as well as the linear
time trend estimate. Moving to net capital gain income, despite the 2018 fixed effects
value of capital gains income being statistically significant — significantly different
from zero — its value is well within the bounds of the 2010-2016 linear time trend and
it is not statistically different at the 10 percent level with a p-value of 0.303. In contrast,
gain on business property was statistically significantly below both the other year fixed
effects as well as the trend for 2017. However, the 2018 fixed effect is not statistically
different from either zero or the trend for 2018. For other income, while only the 2016
fixed effects estimate was only significantly different from 2017 value of zero, the linear
trend is statistically significantly above the 2017 value of zero. The coefficient for 2018
was significantly different from the linear time trend ata 5 percent level. Finally, looking
at total income, we see that the 2017 and 2018 values are both significantly different
than the other fixed effects coefficients, but only 2018 is statistically different from the
linear time trend. The implied percentage difference, after exponentiating, between the
2018 fixed effects estimate (0.0493) and the linear time trend estimate (—0.0046) is 5.5
percent. This implies an income shifting tax elasticity of —0.11.*

4 We construct the p-value from the t-distribution of the difference between two estimates with differing
variances.

4 The arc elasticity is 0.055 divided by the percent change in the tax rate 0.5 = 0.14/((0.35 + 0.21)/2). As
can be seen in the Online Appendix, the two-lag model produces similar results with an income shifting
elasticity of —0.1.
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Figure 1
Fixed Effects Regression Results for Income-Related Items
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Table 7 presents our results for estimation of Equation (1) for six chosen deduction
items. As with the income items, the coefficients on the lagged dependent variables
are all less than one. In contrast to the income items, the coefficients on the year fixed
effects are all largely negative and statistically significant; in general, tax deductions
in 2017 were larger than normal.** Relative to 2016, 2017 deductions for cost of goods

4 As with the results for the income items, the Arellano—Bond test for autocorrelation in the error terms
indicates there is autocorrelation in the first differenced and second differenced errors but not with the
third differenced errors. Including the second lagged dependent variable resolves the issue with no auto-
correlation in the second and third differenced error terms. Like the income items, the year fixed effects
coefficients are very similar between the specifications. We report the results of the two-lag model in the
Online Appendix at www.twillinghamecon.com.
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Figure 2
Fixed Effects Regression Results Deductions
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were 4 percent greater, compensation of officers was 7 percent greater, interest paid was
3.4 percent greater, bad debt deductions were insignificantly different, and pension and
profit-sharing plans were 6 percent greater. Overall, total deductions were 4.4 percent
greater in 2017 than in 2016. Deductions were significantly smaller in 2018 than 2017
for all the items except cost of goods, which was indistinguishable from 2017. The TCJA
changed the treatment of some related party deductible items for certain taxpayers,*
which likely incentivized these taxpayers to recharacterize some of their deductions as
cost of goods sold (COGS), which are not captured under the new provision. This could

4 The BEAT under section 59A of the Internal Revenue Code.
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explain why some deductible items display large decreases from 2017 to 2018, while
the 2018 estimate for COGS is indistinguishable from the 2017 estimate.

Figure 2 repeats our previous graphical analysis for these six deduction items. Work-
ing our way from left to right and top to bottom, we see that three of the year fixed
effects for cost of goods are statistically different from 2017, those being 2010, 2015,
and 2016. However, we cannot reject the null hypothesis that the 2017 or 2018 value
is indistinguishable from the linear time trend. For interest paid, while all the fixed
effect estimates are statistically different from 2017, none are outside of the linear time
trend confidence interval. The 2017 value is just within the top bound of the linear time
trend confidence interval but above it at a 10 percent confidence level. Compensation
of officers follows a similar pattern. Turning to our estimates for bad debt deductions,
we see that 2017 is statistically above trend. While it was indistinguishable from the
2016 estimate, it is approximately 25 percent above trend. However, there appears to
be a nonlinear component to the trend that might explain a significant portion of the
difference from trend. Additionally, our 2018 value for bad debt deductions is also
statistically above trend. The 2017 value for pension and profit-sharing deductions is
well above all other fixed effects estimates and also statistically significantly different
from the estimated trend value. It is 6 percent and 14 percent above the 2016 and 2018
values, respectively, and about 6 percent above the trend for 2017. Further, the 2018
value is not significantly different from the trend. Finally, turning to total deductions,
we see that 2018 is right on trend, while 2017 is approximately 4 percent above trend.
The 4 percent difference between the fixed effects estimate and the linear time trend
estimate for 2017 implies a deduction shifting tax elasticity of 0.08.%

VI. CONCLUSION

Through using our two sets of data to investigate the responses of corporations to the
enactment of the TCJA, we observe the existence of significant income and deduction
shifting behavior in response to a changing tax environment, which was theorized or
observed by previous researchers. We also provide a preliminary look at some of the
newly enacted international provisions of the TCJA.

We find evidence that taxpayers adjusted their receipt of dividends — excluding the
deemed repatriation and GILTI income — by reducing dividends in 2017 and increasing
them in 2018. Similarly, taxpayers appear to have reduced other income in 2017 and
increased it in 2018. We find that interest received was larger in 2017 and 2018 than
we would otherwise expect. We suspect that the elevated level of interest received in
2017 results from increased payments made in that year. However, we are unable to
detect significant increases in interest payments by corporations at the 5 percent level.*®
Two sources of deductions appear to be particularly malleable: bad debt deductions
and pension and profit-sharing deductions. According to our data, both deductions

47 The two-lag model, as reported in the Online Appendix, results in a deduction shifting tax elasticity of
0.06.

4 Albeit we observe a significant increase in interest paid at the 10 percent level. Further research with a
larger panel may prove useful here.
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increased significantly in 2017. More specifically, we observe corporations increasing
pension and profit-sharing contributions in 2017 — a behavior predicted by Gaertner,
Lynch, and Vernon (2020) — but we do not necessarily confirm the forecasted decrease
in 2018 relative to trend.* Additionally, regarding executive compensation, we do not
observe the significant increase in 2017 nor the significant decrease in 2018 predicted
by Durant, Gong, and Howard (2020).>° Overall, total income was well above the linear
forecast for 2018 and total deductions were well above the linear forecast in 2017. These
findings are consistent with prior research on the ability of corporations to accelerate
deductions into high-tax years and delay income into low-tax years.

We find that a select group of 81 corporations whose physical returns we were able
to inspect reported more than $1 trillion in deemed repatriations. We estimate that their
net of FTCs liability on that income was $46 billion. We also find that the newly enacted
GILTI provision captured as much as 24 percent of consolidated worldwide net income
as reported on financial statements. Moreover, we estimate that the overall average tax
rate — including both foreign and U.S. taxes — on that income was 16 percent.
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