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Kerry Just Doesn’t Get It

[ Thi nki ng Qutside the Boxe wote this article in response to Senator John
Kerry’'s guest columm, “A two-part solution to an illogical corporate tax regine,”
in The Financial Tinmes on July 22, 2005. For Senator Kerry's conplete article,
visit The Financial Tinmes website at www ft.com]

John Kerry's interesting article (“A two-part solution to an
illogical corporate tax regine,” July 22, 2005) nekes several
legitimate points regarding the need for corporate tax reformin the
United States. However, his rationale that the “right kind of tax
policy” wll prevent conpanies fromnoving jobs overseas is severely
fl awed and shows once again how he truly fails to grasp the dynam cs
of the situation

To be sure, Senator Kerry is right in arguing for corporate tax
reformthat |owers the tax rate across the board and provides
i ncentives, such as tax credits, for businesses that create new j obs
donestically. As he rightly points out, corporate taxes are up to
one third lower in foreign countries, giving conpanies an incentive
to reinvest profits made in foreign countries back into those
economes. Gven this conpetitive di sadvantage froma significantly
hi gher tax burden in the US, it is not surprising that conpanies
choose to reinvest profits overseas. Legitimate tax reform should be
structured so that conpanies are indifferent when faced with a
deci si on between reinvesting profits in foreign countries and

repatriating those profits to the US. In addition, the corporate tax
| oophol es such as offshore tax havens and tax shelters, which may
cost up to $40 billion per year in |ost tax revenues, should be

cl osed so that those tax revenues could be used to fund any reduction
in the corporate tax rate in the USto a nore conpetitive |evel

In justifying the need for corporate tax reform Senator Kerry
clainms that “conpani es have a tax advantage to nove jobs overseas.”
This continues clains he made during the 2004 presidential canpaign
that tax | oophol es have “Anerican workers actually subsidizing the
| oss of their own job” (Third Bush-Kerry debate in Tenpe, Arizona on
Cctober 13, 2004). In the Denocratic 2004 primary debate in
Geenville, South Carolina on January 29, 2004, Kerry indicated that
“we need a president who's going to close the | oophol es of these
corporation that have a reward to take the jobs overseas.”

Herein, Senator Kerry fails to understand that conpani es nove
| obs overseas due to the nmuch | ower | abour costs in countries such as
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China, India, and Mexico. Hourly conpensation costs for production
wor kers in manufacturing range fromroughly $22 in the United States
to over $30 in Germany (according to the US Departnent of Labour,
Bureau of Labour Statistics). Hourly conpensation costs in Mexico
are less than $2.50 and may be as low as $1 in China and | ndi a.
Conpani es that nove production to the | ow wage countri es have a
conpetitive advantage, which enables themto produce products nore
efficiently and at a | ower cost to consuners. Those conpani es that
do not seek conpetitive advantages will | ose market share to
conpetitors and will likely suffer financially. The trend towards
outsourcing illustrates the basic economc principle of conparative
advant age—a country shoul d produce what it is nost efficient at
produci ng and then trade with other countries that produce goods
where they have a conpetitive advantage. As such, each country
shoul d benefit economcally through trade.

It should be clear, then, that tax policy is not the underlying
notivation for outsourcing jobs to | ow wage countries. Furthernore,
reform ng corporate tax policies will not change the wage
differential between the US and other countries and will not pronpt
conpanies to bring jobs back from overseas. Likew se, tax reform
wi |l not prevent conpanies fromoutsourcing to | ower wage countries
in order to remain conpetitive in this age of globalization
Effective tax reformmay pronote job creation donestically in
i ndustries where the US naintains a conpetitive advantage, such as
technol ogy, and in snall businesses that are one of the engines of
econom c growh. Tax reform should al so be viewed as the right step
i n hel ping US conpani es becone nore conpetitive in the global econony
by sinplifying a convoluted tax regine.

However, in order for the United States to renmain conpetitive,
our country nust nake the necessary investnents in education and job
training that provide the best workforce for producing the
“revol utionary technol ogi es and products of tonmorrow.” Only by
ensuring that the United States is at the forefront of change and
that our workforce is highly educated and ready for the chall enges of
tonorrow will we be able to attract businesses and renain conpetitive
in the gl obal econony.
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