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Abstract

Distribution of corporate profits affects the health of an economy. Choosing to reinvest into expanding
capacity, supporting employment, and stimulating spending can contribute to economic health.
Alternatively, extraction into idle accounts, diversion into nonproductive assets, or repurchasing stock can
weaken circulation and increase wealth disparities. Our work on profit distribution and macroeconomic
cash flow gives a rationale for encouraging productive reinvestment and suggests a non-value-added tax
policy that could reward value creation and discourage value extraction.

Introduction

Criticisms of corporations have now become common. Corporate profits are at an all-time
high [1] and titles of recent works include the words, “looting” and “sabotage” of America
[2,3]. States are increasingly looking to their foundational corporate laws to combat corporate
excesses [4]. Successful firms can choose what to do with their profits: return them to the
circulating economy or remove them from the system by caching into idle assets. These
decisions matter beyond the firm because profits are embedded in the broader circular
economy connecting household purchasing power, business investment, and public welfare
[5]. Large and persistent disparities in income and wealth can weaken trust, reduce social
cohesion, and increase the risk of political instability [6]. Profit distribution should be judged
by its contribution to long-run economic health as well as by its effect on short-run shareholder
returns. The outcomes of profit choices are a central feature of our cash-flow structure
for which we show the consequences of profit decisions for 25 recent years [7]. Caching is
shown to vary with economic stress and there is a strong correlation of cached amounts with
government deficits.

Managing profits

Productive reinvestment should expand capacity, support employment, and generate
future revenue without reducing the economy’s spending base. When profits are used to
improve capital, technology, and operations, firms can increase their competitiveness and
contribute to broader demand and supply expansion. In contrast, when profits are removed
into inactive accounts or placed in low-productivity assets, their lack of contribution to the
economy decreases the amount and Velocity of Money (VOM). Stock buybacks may raise
earnings per share and benefit current equity holders, but they are unlikely to create new
productive capacity or broader social value. For management scholars, this issue becomes:
should corporate payout policy be evaluated only by shareholder value, or also by its positive
effects on workers, consumers, and the economic enterprise? The present argument is that
healthy profit distribution fosters durable value creation rather than financial extraction.

Policy implication

Current policies to enhance value creation are based on various specialized tax structures,
all of which have weaknesses. Examples include Value Added Taxes (VAT) [8,9], Excess and
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Windfall Profit Taxes (EPT/WPT) [10], Financial Transaction Taxes
(FTT) [11], and Pigouvian taxes [12,13]. Complaints common to all
the above taxes focus on their lack of fairness and their burdens
on labor, firms, or society in general. An alternative policy which
does not suffer from the above weaknesses is a Non-Value-Added
tax (NVAT) [5,6,14]. NVAT is a graduated levy on producer profits
that varies with a firm’s value-to-recovery ratio. It targets profit
allocation rather than consumption and is designed to reward
reinvestment in productive activities and penalize profit retention
for nonproductive uses. NVAT differs from the above methods
in several respects that benefit both labor and the firm: uses a
simple and well-defined ratio based on price and cost data; can
be implemented through existing accounting records; creates
incentives for corporate investment; is self-regulating because firms
can lower their liability by implementing value-adding activities;
should be highly acceptable because of its apparent fairness. NVAT
is not a substitute for corporate income tax.

NVAT should use a measurable indicator distinguishing
productive and nonproductive uses of profit for consistent
application across firms and sectors. One proposal is the Value
Recovery Ratio (VRR), defined as production cost divided by profit:
VRR = Value / Profit = Cost / Profit for each transaction. Cost
refers to the recorded cost of producing the good or service, and
profit refers to the pre-tax gain from the transaction. This ratio is
intended to approximate how much of the transaction’s financial
return is associated with production rather than for rent extraction.
Transactions with low VRR, such as those generating large profits
relative to recorded production costs, would fall into higher NVAT
brackets. Transactions with high VRR, such as those in which profit
is small relative to production cost, would have lower rates. In
practice, the policy can be represented as a tiered tax schedule in
which a firm’s rate decreases as VRR increases. A simple schedule
is preferable because it improves transparency and reduces
compliance costs and evasion. NVAT should simultaneously solve
several problems in the economy. The amount of money the
wealthy remove from the economic cycle is lowered and working-
class income is increased, decreasing the wealth/earnings gap and
increasing the amount and VOM in the system.

Evidence is shown by macroeconomic calculations in [7] and
financial transaction simulations in [14,15] that NVAT can be
effective in modifying profit decisions and stimulating economic
flows, including showing that immediate investment is better than
later reinvestment. Issues that can be handled include executive
compensation as a cost, alternative measures of value such as

carbon footprint or pollution rate, and disposal of NVAT revenues.
Preliminary calculations suggest that NVAT revenue could cover
expected shortfalls in Social Security and Medicare. Opportunities
are apparent for further research and policy design.

Conclusion

Policy action is needed to treat current contentious issues of
profit and wealth distribution. A Non-Value-Added Tax (NVAT)
could overcome the inadequacies of available tax policies. Brief
description, justification, and implementation suggestions are
given.
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