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Table 2. Effective Tax Rates, Standard Tax System

Finance Equity Debt

Reform pre post (2018) pre post (2018)

Debt limit not binding marginally binding
binding

EATR 30.8 19.5 20.5 12.8 12.8 12.3

EMTR 5.2 0.0 -173.7 -56.7 -16.9 -16.9

Assumptions: Asset: plant and machinery; Inflation: 2 percent; Real rate of interest: 5
percent; True depreciation: 5 percent, Profit rate (EATR): 20 percent.

Notes: "Not binding” means that all interest is deductible; "marginally binding” means
that a firm is new or its existing interest is exactly equal to permitted deductions, so that
deductibility of any new interest depends on the profit of the investment under
consideration; "Binding"™ a firm's interest bill already exceeds 20 percent of profits.

Source: Authors' estimates

Sebastian Beer, Alexander Klemm, and Thornton Matheson(2018) Tax Spillovers from U.S. Corporate
Income Tax Reform, IMF Working Paper
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As an alternative to a CIT rate cut, consideration could be given to opt for an Allowance for
Corporate Equity (ACE) system, which would be a more cost effective way of encouraging
iInvestment.

Japan—2014 Article IV Consultation Concluding Statement of the IMF Mission
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Table 1. Characterising capital income tax svstems

Location of tax base

Tvpe of income subject to business tax

Full return to eguity

Full return to capital

Rent

Source conntry

Residence country
(corporate
shareholders)

Residence country
(personal shareholders)

Destination country
(final consumption)

1. Conventional
corporate imcome tax
with exemption of
foreign source mcome

2. Residence-base
corporate income tax
with a credit for foreign
taxes

3. Residence-based

shareholder tax

4. Dual income tax

5. Comprehensive
Business Income Tax

6. Corporation tax with
an Allowance for
Corporate Equity

7. Source-based cash
flow corporation tax

8. Full destination-
based cash flow tax

9 VAT-type
destination-based cash
flow tax

Peter Sorensen (2007)
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