Subject Index

Accounting systems: last-in-first-out (LIFO)
and first-in-first-out (FIFO), 95-96; one-
book and two-book, 97-101

Alternative minimum tax (AMT): determi-
nants of liability for, 40-41; incentives
for income repatriation under, 43, 45-48;
incentives in corporate, 3, 4244, 49;
rules of, 39; tax treatment of interest ex-
pense with, 83; U.S. tax paid on foreign
income under, 43

Averaging, worldwide, 106

Borrowing. See Debt, foreign-source

Capital: conditions for leasing as opposed to
owning, 90-92; influence of domestic
and foreign tax rules on cost of, 21-22;
mobility, 17, 35. See also Cost of capital

Capital budget investment allocation, 16-17

Capital flows: cross-border financing of for-
eign affiliates, 17-18; cross-border flow
with FDI, 17-18; gross and net inter-
national, 15; impact of global tax
policies, 97

Capital market, segmented global, 15-16

Corporate tax. See Taxation

Corporations. See Firms; Multinational corpo-
rations (MNCs)

Cost of capital: defined, 22; with dividend re-
patriation tax price changes, 78; foreign
investment financed by local borrowing,
26-27; influence of taxes on, 21; method-
ology to calculate, 23; for multinational
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firms in Japan, 24-25; for U.S. and local
firms in foreign markets, 23-24

Data sources: analysis of firm behavior under
different accounting systems, 100-101;
analysis of MNC reaction to tax reform
(1986), 87-88; for dividend repatriation
analysis, 68—69; of multinational firm
R&D, 57-59; outbound FDI, 74, 77

Debt: differences in effect of domestic and for-
eign borrowing, 18-19; foreign-based
local, 26-27

Debt, foreign-source: as exchange risk hedge,
27; in financing of U.S. foreign affiliates,
17-18, 26; U.S. multinational, 14-18. See
also Cost of capital; Interest expense

Discount rate, 22-23

Dividends, corporate: present value with
FDI, 18-19; trapped-equity or tax-
capitalization approach, 76n10

Dividends, foreign-source: cost of capital with
credits for, 24-25; model of repatriation,
67-71; tax price of remittances, 64, 65—
71, 78; variability of repatriation tax on,
64. See also Tax price

Employment, U.S. overseas affiliates, 8

Equity financing: foreign investment by U.S.
foreign affiliates, 17-18; tax cost for
U.S. firms, 27

Export markets, U.S. firms, 9-10, 12

Firms: AMT, 39-40; behavior under different



112 Subject Index

Firms (cont.)
accounting systems, 100-101; cost of cap-
ital in foreign markets, 23-25; cost of eg-
uity financing, 27; differences in domes-
tic and foreign investment, 18; incentives
for foreign-source income, 42-44; inter-

nationalization of U.S. and foreign, 8-9; .

overseas employment in U.S. manufactur-
ing firms, 8; parent, 52, 55-57; royalty
tax rates of U.S., 57-60; U.S. export mar-
kets of, 9-10, 12. See also Foreign affili-
ates; Multinational corporations (MNCs)

Foreign affiliates: financing of, 17-18; provi-
sion of new technology, 53-56; royalties
on parent-firm technology, 52, 56-57; tax
exclusion for unrepatriated profits, 104.
See also Dividends, foreign-source; For-
eign tax credits; Income, foreign-source;
Royalties

Foreign direct investment (FDI): circumven-
tion of global capital market segmenta-
tion, 15-18; with dividend repatriation
tax price changes, 78; effect of taxes on,
4, 74-75; effect on domestic investment
of outbound, 16-17; expanded outbound,
13-14; present value of dividends and
interest per dollar of, 18-19; in United
States, 8

Foreign tax credits: for AMT and regular in-
come tax purposes, 41-43; in calculation
of dividend remittance, 65-66; effect
on repatriation tax price, 78; limits on
claims of, 105-6; of MNCs under Tax Re-
form Act (1986), 89-93; as shelter for
U.S.-based MNCs’ income, 40; for taxes
paid by U.S. foreign subsidiaries, 14;
U.S. tax policy for, 55, 63, 103, 105-6

Fungibility, financial, 85

Incentives: in corporate AMT, 3, 42-44, 49,
for domestic technology production, 52;
for income repatriation, 42—44, 48; MNC
investment, 41-42; MNC locational, 96;
of MNC:s to perform R&D, 56-59; tax
policy to reduce transfer pricing, 34-35;
under Tax Reform Act (1986), 82-87

Income, corporate: AMT rules for domestic,
40-~41; AMT rules for U.S.-based MNCs,
40; as labor income, 36; tax treatment of
interest expense, 82-87

Income, foreign-source: incentives for firms to
receive, 42-44; interest cost deductions
of, 83-86; part excluded from tax,

103-4; reinvestment of profits by U.S.
companies, 104; royalties received by
U.S. parent firms as, 55; taxation of U.S.
corporations, 54, 63, 71-72, 103-6. See
also Dividends, foreign-source; Foreign
tax credits

Income repatriation: incentives for, 42-44, 48;
time frame for taxation under U.S. law,
104; timing under AMT rules, 40; U.S.
tax policy for, 40, 63

Income shifting: cross-border, 32, 34-35; ef-
fect on tax policy, 30; individual, 29-30,
32; transfer pricing as form of, 34

Interest expense: allocation between
domestic- and foreign-source income,
83-87; deductibility under tax code,
81-83; tax code allocation of MNC,
81-83

Inventory accounting, LIFO and FIFO, 95-96

Investment: abroad, 15; discount rate of do-
mestic, 22; tax cost of domestic equity
financing, 26-27; U.S. outflows of
direct, 7-8

Investment, corporate: differences in domestic
and foreign, 18; discount rate, foreign
and domestic, 22-23; effect of outbound
on domestic, 16-17; incentives of MNCs,
41-42; tax cost of foreign equity financ-
ing, 26-27. See also Foreign direct invest-
ment (FDI)

ITT v. United States, 84n5

Labor market: effect of overseas production
on, 10-11; overseas and domestic employ-
ment, 8, 12

Multinational corporations (MNCs): AMT in-
cidence, 30-40, 45-47, 49; analysis of re-
action to Tax Reform Act (1986), 87-94;
declining role, 8; effect of AMT rules on,
40-41; exports from overseas affiliates,
9; with foreign production locations,
11-12; income repatriation incentives,
42-44; in international technology trans-
fer, 53-56; investment incentives, 41-42;
locational incentives, 96; new technology
provided by, 53-56; overseas employ-
ment, 8; R&D incentives, 56-57; taxes
owed U.S. government, 103; U.S. taxa-
tion of repatriated income, 40. See also
Foreign affiliates

Multinational corporations (MNCs), foreign:
taxed on worldwide basis, 97
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National income, U.S., 18-19

Portfolio capital mobility, 17

Production: incentives for domestic technol-
ogy, 52; intemationalization of U.S. and
foreign firms, 7-8; world market share
with overseas, 2

Remittance. See Dividends, foreign-source;
Income repatriation

Repatriation. See Dividends, foreign-source;
Income repatriation

Research and development (R&D): response
to royalty tax rates, 59-61; as substitute
for imported technology, 52, 60; tax sub-
sidies for, 51-52; tax treatment of spend-
ing by U.S. multinationals, 54-55; of
U.S. foreign affiliates, 53-54

Royalties: payments by U.S. foreign affiliates,
52, 59-60; U.S. tax policy for, 55-56

Royalty tax rates: relation to levels in U.S.
firms of R&D activity, 57-60; response
of R&D activity to, 59-61

Saving, domestic, 15
Subsidies, R&D-related, 51-52

Taxation: capital income tax, 35; current U.S.
rate for corporate income tax, 103; of
firm’s domestic investment, 18; by for-
eign govemments of U.S. foreign subsidi-
aries, 14, 18; open economy corporate in-
come tax, 30-32; uses of corporate
income tax, 32-34

Tax policy, global: influence on capital flows,
97; R&D incentives under, 52, 56-59

Tax policy, U.S.: avoidance of double taxation,
103, 105; deductibility of MNC interest
expense, 81; deferral of U.S. taxation,
103—4; effect on overseas investment de-

cisions, 75-78; implications of tax price
effect on dividend repatriation, 71-72; in-
come shifting to reduce liability, 29-30,
32; influence on R&D, 52; R&D-related
subsidies, 51-52; to reduce transfer pric-
ing incentives, 34-35; related to foreign
tax credits, 105-6; response to cross-
border income shifting, 34-35; response
to transfer pricing, 34-35; for royalties,
55-56; for royalties received by parent
firms, 52, 55; taxation of foreign-source
income, 34-35

Tax price: of dividend remittance, 65-71, 76;
effect of permanent changes in dividend
repatriation, 78; effect of variation in, 71;
effect on dividend repatriation, 6871

Tax rates: on AMT income, 40; as determinant
of foreign investment discount rate,
22-23; effect on cost of capital, 21~24.
See also Royalty tax rates

Tax Reform Act (1986): analysis of MNC reac-
tion to, 87-94; corporate AMT, 39; effect
on MNCs, 4; effect on pooling of U.S.
firm’s global income, 25-26; incentives,
82-87; interest allocation rules, 81-82,
86; limits on income shifting, 32; R&D
expenses under, 54-55; tax treatment of
MNC interest expenses, 81-87; treatment
of foreign assets and interest deductions,
86-87

Technology: impact on R&D of imported, 54;
incentives for production of domestic,
52; provision by MNCs, 53-56; R&D as
substitute for imported, 52, 60; royalty
payments on foreign, 52, 56-57, 59

Technology transfer: factors influencing, 57;
role of MNCs in intemational, 53-56

Transfer pricing: effect of capital income taxes
on, 35; as income shifting, 32, 34-35; tax
policy response to, 34-35





