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Change of Current Net Income, Dividend Paid and Increase
(or Decrease) of Retained Earnings(1980-2013)

(Trillion Yen)
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Source: Ministry of Finance, Financial Statements Statistics of Corporations by Industry
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Taxation to Multinational Corporations and

CFC’s Earnings

A japan-US Comparison on the Transitions to Territorial Taxation

Toru Morotomi

Globalization and the rapid increase of inter-
national capital movements made the issue of
how to tax the income of multinationals very
important. Because taxation of multinational
corporations (MNCs) has become more diffi-
cult than before, governments have attempted
to overcome such difficulties through tax re-
forms, introducing new rules, and correcting
tax law defects. However, the problems have
worsened. The issue of taxing MNC:s is crucial-
ly important because it has a decisive impact
on the future of corporate tax systems. To in-
vestigate this issue, a comparative study
between the United States and Japan could be
very useful. This paper compares the corporate
tax reforms in Japan and the United States on
the following two points: (1) revenue-neutral
tax reforms with rate reductions and base
broadening and (2) shifts from worldwide to
territorial taxation.

This paper identified the reasons why Japan
succeeded in implementing a revenue-neutral
corporate tax reform, whereas the United
States stagnated on this point. Regarding the
U.S. debate around worldwide or territorial
taxation, this paper conducted a comparative
analysis from the perspective of the economic
effects of a transition to territoriality by regard-
ing both the U.S. 2004 tax holiday and Japan’s
move to territoriality in 2009 as a type of poli-
cy experiment. This comparison made it clear
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that both policy changes succeeded in signifi-
cantly increasing dividend repatriation;
however, we found no evidence that they in-
creased domestic investments and employment.
Finally, we concluded that a controlled foreign
corporation (CFC) rule should play a central
role in preventing tax avoidance even after a
move to territoriality. On this point, a neces-
sary condition for the successful move to
territoriality was that Japan closed the loophole
by reforming the CFC rule in 2010, immedi-
ately after its move to territoriality in 2009.

Key Words: Corporate Tax Reform; Japan-
U.S. Comparison; Worldwide Taxation;
Territorial Taxation; Dividend Exemption sys-
tem; Repatriation; CFC rule
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