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Last week, tax policy was front and center with the Trump administration’s tax outline and bullet points with guiding
principles for desired tax reforms. One focus of the outline is to lower corporate tax rates toward 15%, to simplify some
of the individual tax brackets and to double the standard tax deduction, all while keeping tax deductions for personal
mortgage interest and charitable donations. One of the key debates involves how much new revenue the government
tries to offset while bringing down higher corporate rates to make the United States more competitive for corporations
and investment.

 

I had two tax policy experts on my podcast last week: Brian Reardon, an advisor to the American Made Coalition who
also worked with President George W. Bush on his tax reform proposals in 2003, and Gordon Gray, director of fiscal
policy at the American Action Forum. Gray suggested that the concept of doing your tax return on one page caught on
to such a degree that Trump’s team thought the whole tax code should be on one page. If only it could be that simple.

 

Replacing Corporate Taxes with a Cash Flow Tax: How to Remove the “Made in America Tax”

 

Reardon described the plan from House Speaker Paul Ryan and Rep. Kevin Brady as a comprehensive way to effectively
replace the corporate income tax with a cash flow tax. This is a central feature of the border adjustment tax (BAT). The
Ryan-Brady plan reduces rates, allows for immediate expensing of investments and moves to a territorial-based system. It
also attempts to level the playing field between products made abroad and products in the U.S. by removing what Rep.
Brady calls the “Made in America Tax.” This results in a shifting locus of taxation from where things are produced to
where things are consumed.

 

Reardon described the shift as a fairly radical change from the current regime but added that it would also take us from
one of the worst incentive schemes, one that encourages companies to move production overseas, toward a regime that
will give foreign companies an incentive to move their headquarters to the United States.

 

Reardon would like to see permanent tax cuts rather than a temporary sunsetting provision in which these tax cuts expire
after 10 years. If we just get expanded deficits from the tax cuts, Reardon does not see the cuts as being able to pass on
permanent basis, and then we’d receive less-positive results. 

 

How Do We Pay for Corporate Tax Cuts?

 

Reardon said the 20% tax rate in the Ryan-Brady blueprint is possible because their inclusion of the BAT offsets the
revenue loss. If the BAT wasn’t in there, he believes the corporate tax rate would have to be lowered to only 30%. At
20%, we could be internationally competitive, but 30% is still too high. Reardon thus believes the BAT is the glue of the
Ryan-Brady tax blueprint. 

 

Gray: Trump’s Principles Were Positive
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In the second half of the podcast, Gray discussed why he believed the outline was a step forward in recognizing that our
tax policy hinders growth in our economy and establishing the need for reform. And he was happy that the
administration did not spike the BAT or rule out many things that either the House or Senate could undertake. Gray said
he believes the inclusion of a territorial system requires you to do one of a few things to ensure the entire tax base does
not migrate overseas:

 

A) Tax Base Erosion Provisions: Former Rep. David Camp tried pushing this concept before, and no one
liked it.

 

B) Minimum Tax Rate Provisions: People also don’t like this.

 

C)  Border Adjustment Tax Rates: Some people don’t like them, but Gray points out this tactic raises
money, which is a key selling point.

 

Gray further points out that all our key trade partners employ a territorial tax system, so a shift toward this policy would
not be an outlier in global taxation schemes. 

Weighing Prospects for the BAT

 

Gray reminds us: we have only done tax reform a handful of times in the last 100 years of the modern tax code, and it is
always very hard to get through. The probability is never good—less than 50%. But with the assumption that tax reform is
happening, the BAT looks more viable the later in the reform process we get.  

 

Discussing Equalizing Equity Financing with Debt Financing

 

We also talked about different proposals that may come up to equalize equity and debt financing. Gray brought up the
point that the Senate has been working on shifting the locus of taxation to individual shareholders and away from the
corporate tax side. WisdomTree’s Jeremy Siegel has advocated that we should make dividends tax deductible to
corporations in order to remove the double taxation of dividends, first at the corporate level and then the individual
level. This also encourages debt financing because interest payments are tax deductible. We do not hear much
discussion of this yet, but if the Senate is focused on this, it would be a useful program. 

 

On a week where taxes were a key focal point, it was a pleasure speaking to both Brian Reardon and Gordon Gray on
our program.
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Important Risks Re lated to th is Art ic leImportant Risks Re lated to th is Art ic le

Neither WisdomTree Investments, Inc., nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax
advice. All references to tax matters or information provided on this site are for illustrative purposes only and should not
be considered tax advice and cannot be used for the purpose of avoiding tax penalties. Investors seeking tax advice
should consult an independent tax advisor.

For standardized performance and the most recent month-end performance click here NOTE, this material is intended
for electronic use only. Individuals who intend to print and physically deliver to an investor must print the monthly
performance report to accompany this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, fixed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.

 

Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or findings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any financial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its affiliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss profits) or any other damages (
www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Jianing Wu, and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Dividend  : A portion of corporate profits paid out to shareholders.
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