October 20, 2003

free American workers from the choke collar
of taxation. This Congress must act and pro-
vide much needed relief for all American cor-
porations that employ our people.

Mr. Speaker, | call on the House to consider
American workers and consider the challenges
they face. It is time that the House pass solid,
meaningful tax legislation that supports the
American worker.

[From the Tax & Budget Bulletin, CATO

Institute]
THE U.S. CORPORATE TAX AND THE GLOBAL
EcoNOoMY

(By Chris Edwards, Director of Fiscal Policy,
Cato Institute)

The corporate income tax is at the center
of numerous policy debates today. First, the
World Trade Organization has ruled that the
U.S. Foreign Sales Corporation/
Extraterritorial Income Exclusion (FSC/ETI)
tax break given to exporters is illegal. The
European Union has threatened the United
States with trade retaliation unless it re-
peals FSC/ETI by the end of this year. Next,
corporate tax avoidance has been in the news
in the wake of the Enron scandal. Finally,
there is growing concern that the corporate
income tax damages business competitive-
ness and reduces U.S. economic growth.

In response to the WTO ruling, bills have
been introduced to repeal FSC/ETI, including
H.R. 2896 by Ways and Means chairman Bill
Thomas (R-Cal.) and H.R. 1769 by Phil Crane
(R-IIl.) and Charles Rangel (D-N.Y.). The
Thomas bill, and a similar proposal by Sen-
ator Orrin Hatch (R-Utah), includes many
useful tax reforms in exchange for repeal of
the $5 billion per year FSC/ETI provision.
However, more fundamental tax reforms are
needed, including a large cut to the cor-
porate tax rate.

CORPORATE TAX REFORM IS LONG OVERDUE

Global direct investment flows rose six-
fold in the past decade, and research shows
that these flows are increasingly sensitive to
corporate taxes. To attract capital and build
the economy, the United States should have
a neutral and low-rate corporate tax. In-
stead, the United States has perhaps the
most complex corporate tax and the second
highest corporate tax rate among major na-
tions.

The U.S. statutory corporate tax rate is 40
percent, which includes the 35 percent fed-
eral rate and an average state rate of 5 per-
cent. By comparison, Figure 1 shows that the
average rate for the 30-nation Organization
for Economic Cooperation and Development
is 30.9 percent, down sharply from 37.6 per-
cent in 1996.

Aside from a high rate, the U.S. corporate
tax has uncompetitive rules for firms that
compete in foreign markets. The U.S. Treas-
ury’s assistant secretary for tax policy, Pam
Olson, recently testified that ‘“‘no other
country has rules for the immediate taxation
of foreign-source income that are com-
parable to the U.S. rules in terms of breadth
and complexity.” The complexity of the U.S.
rules on foreign income are infamous—Dow
Chemical has calculated that 78 percent of
its 7,800-page U.S. tax return relates to the
rules on foreign income.

Part of the problem is that Congress has
viewed corporations as cash cows, and has
shown little concern that high taxes reduce
investment and drive capital and profits
abroad. One example of how the demand for
more tax revenue can backfire is the tax-
ation of ‘““foreign base company shipping in-
come.” It used to be that the foreign income
earned by cargo ships and other vessels owed
by U.S. subsidiaries was not taxed until re-
patriated to the United States. However,
Congress changed the rules in 1975 and 1986
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to tax that income immediately as earned.
But rather than raising federal revenue, the
changes reduced revenue as the U.S.-owned
shipping fleet shrunk and the tax base dis-
appeared. The U.S. share of the world’s open-
registry shipping fleet fell from 25 percent in
1975 to less than 5 percent today. The Thom-
as and Hatch bills include a fix to this coun-
terproductive tax provision.
THOMAS BILL INCLUDES MODEST REFORMS

The corporate tax reform bill introduced
by Bill Thomas would reduce the double tax-
ation of foreign income earned by U.S. mul-
tinational corporations (MNCs) and simplify
the rules for foreign tax credits and subpart
F income. Simplifying and reducing taxes on
MNCs would benefit the U.S. economy in a
number of ways. U.S. MNCs would be able to
increase U.S.-based research and other head-
quarters activities if their foreign operations
were larger and more profitable. Also, MNCs
could better penetrate global markets with
U.S. exports if their foreign affiliates were
more competitive. Indeed, U.S. Department
of Commerce data show that U.S. MNCs ac-
count for two-thirds of all U.S. merchandise
exports. By making U.S. MNCs more com-
petitive, the Thomas bill would boost U.S.
exports, employment, and incomes. The
Thomas bill also includes other useful but
limited reforms, including faster deprecia-
tion for some equipment investment, liberal-
izing the subchapter S rules for small cor-
porations, and changes to the corporate al-
ternative minimum tax.

The Crane-Rangel bill provides a targeted
tax break for manufacturing. A new deduc-
tion would reduce the tax rate for domestic
manufacturing by 3.5 percentage points, but
would not cut taxes for other types of busi-
nesses. This is poor policy compared to a
broad-based tax cut because it would in-
crease tax complexity and divide the busi-
ness sector even further into separate lob-
bying camps, each wanting narrow breaks
rather than overall reforms.

MORE FUNDAMENTAL REFORMS NEEDED

Rather than provide narrow breaks, Con-
gress should cut the 35 percent corporate tax
rate to 20 percent so that the United States
becomes a tax reform leader, not a laggard.
In order not to increase the deficit, a rate
cut could be paired with cuts to federal
spending on business subsidies, which cur-
rently total about $90 billion per year. Such
a reform package would increase investment
and employment incentives for all firms and
reduce government favoritism and business
distortions.

Beyond a rate cut, Congress should con-
sider full repeal of the corporate tax or re-
placement with a cash-flow tax. A cash flow
tax would increase domestic investment and
make U.S. firms more competitive in global
markets because firms would not be taxed on
their foreign business income. A cash-flow
tax would also reduce wasteful tax shel-
tering. Indeed, most of Enron’s tax shelters
would not have been possible under a cash-
flow tax.

Congress should aim to give this country
the best possible corporate tax environment,
not one of the worst. A good first step would
be to simplify and reduce taxes for U.S.
MNCs, and then follow up with a reduction of
the corporate tax rate to 20 percent.

IN APPRECIATION FOR A
LIFETIME OF DEDICATION

HON. MIKE ROSS

OF ARKANSAS
IN THE HOUSE OF REPRESENTATIVES

Monday, October 20, 2003

Mr. ROSS. Mr. Speaker, | rise today to
honor and congratulate an outstanding Arkan-
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san, and native of the Fourth Congressional
District, whose dedication to historic preserva-
tion and to our National Park system is be-
yond extraordinary.

Parker Westbrook is a recipient of the Gold
Star Award, which is one of the most pres-
tigious awards the President’s Advisory Coun-
cil on Historic Preservation bestows to its
members.

| am also here to honor Mr. Westbrook for
his active involvement as a member of the ad-
visory board for the National Park System.

Through his selfless, unyielding service to
both organizations, Parker played a major role
in protecting our Nation’s resources, and pre-
serving our precious national landmarks.

For the past 8 years, Parker has spent
countless hours serving on both of these pres-
tigious boards. His dedication went well be-
yond mere membership; he never missed a
meeting for either organization.

Throughout his life, Parker has sought to
better his community and his country by pre-
serving our country’s heritage for future gen-
erations. He is a role model to all Americans
who strive for exceptional public service. |
congratulate him on his recent accomplish-
ment, and | wish him the best in what | know
will be many more years of selfless service to
our country.

—————

HONORING THE REV. JOHN P.
MINOGUE

HON. RAHM EMANUEL

OF ILLINOIS
IN THE HOUSE OF REPRESENTATIVES

Monday, October 20, 2003

Mr. EMANUEL. Mr. Speaker, | rise this
evening to recognize the Reverend John P.
Minogue, a great American and dedicated
leader in the Catholic and higher education
communities of Chicago. Last week, Father
Minogue announced his plans to retire after a
decade as the tenth president of DePaul Uni-
versity, located in my district on the North side
of Chicago.

Under Father Minogue’s leadership, DePaul
has reached major goals projected under the
university’s strategic plan, “Vision 2006.”
DePaul's students, faculty, staff and trustees,
as well as the City of Chicago itself, have ben-
efited tremendously from Father Minogue'’s
leadership and vision. During Father
Minogue’s tenure, DePaul University has be-
come the largest Catholic university and the
eighth-largest private university in the United
States. This fall's record enrollment of nearly
24,000 students represents the tenth consecu-
tive year that DePaul has posted historic en-
rollment gains.

Expanding access to learning has been the
hallmark of Father Minogue’s presidency. The
university supports 130 academic programs
and a faculty and staff totaling over 4,200 peo-
ple. He led efforts to provide increased access
to high-quality education for a diverse student
population. He also championed global edu-
cation by establishing a variety of international
sites and programs. Suburban campuses grew
from two to five, and the university welcomed
Barat College into the DePaul family as its
ninth college in 2001.

During Father Minogue’s tenure, DePaul
celebrated its centennial and transformed its
city campuses with additional facilities that
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