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Introduction 

The Tax Cuts and Jobs Act was passed by the US federal government at the end of 2017. It lowers or 

keeps unchanged all income tax rates, removes arcane and complicated tax credits and deductions, 

and cuts the level of corporation tax below the OECD average.1 

Since many of the changes only came into effect at the start of 2018, it is difficult to be definitive 

about the wider effects on the US economy. Early signs are emerging, however, that some of the 

benefits of tax reform are now starting to being realised. 

Key findings: 

 By 2019, all income tax bands will see an average reduction of 1.7 per cent in federal income 

tax. 

 The corporate tax rate has been reduced from 35 to 21 per cent.  

 At least 602 US companies have responded to the legislation with pay rises, bonuses, higher 

pension contributions and company expansions. 

 The largest companies increased capital expenditure in the first quarter of 2018 to a seven-

year high. 

What does the legislation do? 

 The federal corporate tax rate was reduced from 35 per cent to 21 per cent on 1 January 

2018. It also allows domestic corporations to receive dividends from foreign subsidiaries 

without incurring US tax on the income. 

 In 2019, the average income tax rate will be reduced by 1.7 per cent, from 20.7.2 This will see a 

reduction for all income categories (less than $10,000, to $1,000,000 and over). 

 It also simplifies key areas of the federal tax system. This is done by eliminating many of the 

deductions for business expenses, and has removed the alternative minimum tax. This is 

forecast to save companies $40 billion over the next decade.3 

Taxation show that the level output will rise by an 

additional 0.7 per cent throughout the 10 year budget window.4 Additionally, employment is 

projected to increase by 0.6 per cent relative to baseline levels over the 10 year budget period, 

consumption will climb a further 0.7 per cent and the capital stock will grow by 0.9 per cent.5 

Looking further ahead, EY, the professional services firm, has suggested that the tax reform will 

allow entire companies to be run more globally and effectively the US could be 

considered as a hub for new activities and investments and, in conjunction with modern 

technology, there might not always be a need to run US operations in silos. Processes can be more 
6 In other words, barriers to doing business in 

the US, and with US companies, can be reduced. 

                                                           
1 Organisation for Economic Co-operation and Development, Table II.1. Statutory corporate income tax rate, 2018, 
http://stats.oecd.org/index.aspx?DataSetCode=TABLE_II1, (accessed 2 May 2018).  
2 Joint Committee on Taxation, 18 December 
2017, https://www.jct.gov/publications.html?func=startdown&id=5054, (accessed 2 May 2018). 
3 The Wall Street Journal, Guide to the New World of Taxes, 13 February 2018, https://www.wsjplus.com/offers/taxguide, (accessed 2 May 

2018). 
4 Joint Committee on Taxation, , 22 December 
2017, https://www.jct.gov/publications.html?id=5055&func=startdown, (accessed 2 May 2018). 
5 Ibid. 
6 EY, , 2018, 
http://www.ey.com/Publication/vwLUAssets/ey-tax-reform-eight-impact-areas-that-will-shape-tomorrows-operating-
models/$FILE/ey-tax-reform-eight-impact-areas-that-will-shape-tomorrows-operating-models.pdf, (accessed 3 May 2018).  
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What was the situation like before the Act? 

Leaders of the Democratic Party 

7 Yet the absence of concern at the existing tax system was striking. 

As well as the complexity inherent in the tax code and regulations which come to 10.1 million words, 

tax compliance was forecast to cost the U.S. economy $409 billion in 2016.8 One estimate suggests 

that compliance costs are 1.2 per cent of GDP in recent years. This has been rising steadily since the 

1980s.9 

And on closer examination, federal taxes have long stifled the potential output of the US economy. 

Prior to the passing of the Act, the US taxed overseas profits of American companies at regular US 

corporate rates when they were repatriated back to the US parent company.10 By switching to a 

territorial system for corporate tax, the reforms should spur investment and capital expenditure. 

The Bush tax cuts showed that incrementalism was insufficient. But by reducing the bias against 

investment, by lowering capital gains and dividends tax rates two years after the initial cuts were 

agreed in 2001, the economic benefits began to materialise.11 

How have companies responded? 

A growing number of firms have responded with higher staff pay and investment since the 

introduction of the legislation. A running total compiled by Americans for Tax Reform has the figure 

at 602 US companies, as of 25 June 2018. It includes pay raises, bonuses, 401(k) match increases 

(pension benefits), company expansions and utility rate cuts.12 

The effects on shareholders, and the boost to capital expenditure, have already been witnessed. 

Among the 130 companies in the S&P 500 that have reported results in this earnings season [the 

first quarter of 2018], capital spending increased by 39 percent, the fastest rate in seven years, data 

compiled by UBS AG show. Meanwhile, returns to shareholders are growing at a much slower pace, 

with net buybacks rising 16 percent. Dividends saw an 11 percent boost. 13  

 

 

 

                                                           
7 Riedl, B.,  The Weekly Standard, 29 March 2018, 
https://www.weeklystandard.com/brian-riedl/looking-back-at-the-democratic-hysteria-over-trumps-tax-cuts, (accessed 3 May 2018).  
8 Hodge, S., The Compliance Costs of IRS Regulations, Tax Foundation, 16 June 2016, https://taxfoundation.org/compliance-costs-irs-
regulations/, (accessed 2 May 2018). 
9 Fitzgerald, J., Some Taxpayers Forgo Benefits of Itemizing Due to Filing Costs, The National Bureau of Economic Research, 2018, 
http://www.nber.org/digest/jan18/w23903.shtml , (accessed 2 May 2018). 
10 Harvard Law School Forum on Corporate Governance and Financial Regulation, Tax Reform Implications for U.S. Businesses and Foreign 
Investments, Harvard College, 5 January 2018, https://corpgov.law.harvard.edu/2018/01/05/tax-reform-implications-for-u-s-businesses-
and-foreign-investments/ , (accessed 3 May 2018). 
11 Dubay, C., The Bush Tax Cuts Explained: Where Are They Now?, The Heritage Foundation, 20 February 2013, 
https://www.heritage.org/taxes/report/the-bush-tax-cuts-explained-where-are-they-now , (accessed 3 May 2018). 
12 Kartch, J., List of Tax Reform Good News, Americans for Tax Reform, 2 May 2018, https://www.atr.org/list , (accessed 3 May 2018). 
13 Wang, L., Trump Tax Windfall Going to Capex Way Faster Than Stock Buybacks, Bloomberg, 26 April 2018, 
https://www.bloomberg.com/news/articles/2018-04-26/trump-tax-windfall-going-to-capex-way-faster-than-stock-buybacks, (accessed 
2 May 2018). 
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Although many of the largest banks have now had to pay their deferred tax liabilities,14 the impact in 

financial services in particular is stark. Bank of America, Goldman Sachs and Morgan Stanley expect 

nings 

will grow by 13 per cent in 2018.15  

JPMorgan Chase, for instance, announced $20 billion of investment, increases to the wages of its 

lowest-paid workers and reversed its recent trend of branch closures.16 Small business lending 

would also rise by $4 billion.17 

Conclusion 

Tax reform is good news for American workers and companies. It has already delivered higher 

capital expenditure, better pay and benefits for millions, and helped companies simplify their 

operations. 

Recently, the US government has done little to address its clear overspending. Many of the changes 

introduced by the Act will also lead to a short-term increase in the federal deficit. Tax reform, 

however, shows Britain that lower taxes and a commitment to simplification have benefits that are 

immediate and widespread. 

 

 

 

 

 

 

 

 

 

 

 

                                                           
14 The Wall Street Journal, Guide to the New World of Taxes, 13 February 2018, https://www.wsjplus.com/offers/taxguide, (accessed 2 May 
2018).  
15 Ibid. 
16 Megaw. N., JPMorgan promises $20bn investment after US tax cuts, Financial Times, 23 January 2018.  
17 Singh, S. and Henry, D., JPMorgan rolls out $20 billion investment plan after tax gains, Reuters, 23 January 2018, 
https://uk.reuters.com/article/uk-jpmorgan-tax/jpmorgan-rolls-out-20-billion-investment-plan-after-tax-gains-idUKKBN1FC1JN, 
(accessed 3 May 2018). 
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