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Introduction 

Taxation pays for public services, for the state and for civilisation itself. It is of
great importance. The scale of tax evasion and tax avoidance in the European
Union is immense. If substantially curbed, both could fund greatly improved
public services (or reduce taxation). 

Tax evasion is the non or under payment of taxation. It is illegal. It is estimated
at almost 20 percent of EU GDP and it was higher in the past. Bank secrecy
has been key to evasion, not just by drug barons and money launderers but by
the wealthy and major firms.

Tax avoidance is the minimisation of taxation by persons and firms. It is legal.
It is growing, particularly with aggressive tax planning by multinational
corporations (MNCs), using tax havens and low tax jurisdictions, assisted by
the tax power brokers, the multinational tax advisors in the Big Four
accounting and major legal firms and Tax wars between governments.

Globalisation and technology have greatly facilitated both tax evasion and
avoidance. The digital economy, rapidly growing in importance, is extremely
difficult to tax because there are no physical goods and it is difficult to ascertain
where value is added. It is admitted by the highest authorities that the
international tax system is broken. Only international cooperation will fix it.

Tax evasion, avoidance and use of tax havens impact on all citizens, in all
countries. They have contributed to the major decline in Labour’s share of
national income for almost four decades,1 as globalisation and financialisation
took hold, and capital controls fell. This because the very rich and great
corporations no longer pay tax that would, in turn have generated fairer and
more efficient economies. 

The great anger shown at the tiny tax payments by some of the world’s most
profitable corporations demonstrates that this is a vital issue for most of us.
But it is one where we feel impotent, as there seems to be little we can do. This
alienated feeling of impotence on taxation has contributed to the decline in
respect for politics, and for institutions like the EU. 

There is, finally, action on the non-taxation of some MNCs, and an effort to
tackle tax evasion and avoidance. The lead by the US government in forcing
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tax havens like Switzerland to disclose information on US citizens’ banks
accounts represents progress. The exchange of information is also good news
for ‘the little people’ who pay taxes. There is now hope that the famous words
of tax cheat, Leona Helmsley ‘We don't pay taxes. Only the little people pay
taxes’2 will finally be addressed by governments.

Political leadership is not dead. Coordinated government actions also show
that sovereign states, working together, can deal effectively with the abuse of
markets and the rule of law by large corporations, the wealthy and criminals.
This report is being written at a time when good progress is being made
internationally on curbing evasion, avoidance and tax havens. Much, however,
it will be seen, remains to be done. 

This paper will examine the vast enterprise of tax avoidance and evasion and
also set out a summary of some of the major tax avoidance schemes. It will also
examine what is being done to curb both of these – evasion and avoidance –
and examine if it is enough and what else might be done to make the world
more equitable and efficient. The paper will conclude by making a number of
recommendations for further action to reform the tax system in Europe to
make it fit for the 21st Century.

2. Leona Helmsley, aka ‘Queen of Mean’ worth $8billion, convicted of federal income tax
evasion in 1989. Time Magazine, ‘Top Ten Tax Dodgers’, 15 April 2009.



1. Taxes: paying for civilisation
‘I like to pay taxes. With them, I buy civilization.’ 

Oliver Wendel Holmes Jr, US judge, 1927.

Most people do not mind paying tax if they think the system is fair. However,
with widespread evasion and avoidance, trust in the tax system, in politics and
democracy is being undermined. 

Taxation pays for the state, for public services. While conservatives want to
shrink the state, cut taxation and thus public spending, in practice, this does
not happen to any great degree. Similarly, progressives seek better public
services and thus to increase taxation to pay for them. Yet the size of the state,
the level of public spending and taxation in advanced societies has remarkably
stable for some decades, as will be seen. 

The debate is, in practice, not about downsizing the state or increasing it and
thus increasing the public sphere, reducing the penetration of the market or
vice versa. The debate actually takes place at the margin of the size of the state.
Even Margaret Thatcher, who had a major impact on this debate, only reduced
public spending slightly and it rose again under her Conservative successors.
But the debate is not marginal but hotly contested, because it is about the way
in which taxation is raised, the topic of this paper, and about how it is spent. 
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The graph on the left in Figure 1 shows how public spending in advanced
economies has risen from under 20 percent in the 1950s to around 43 percent
in 1990. It fell slightly and rose again but is relatively stable, fluctuating a little
around 40 percent of GDP for these economies. Appendix 1 shows it is around
50 percent in some countries and lower in others. The graph on the right shows
government spending in developing countries is also rising in the past decades
and is now around 30 percent of GDP in emerging countries and 25 percent in
poorer, low income countries. 

Public spending in both emerging and low income countries should continue
to rise and approach the levels in advanced countries. The level of social
spending and public investment should increase rapidly, where the gaps are
highest. Wagner’s law3 suggests that increasing income per capita is associated
with increased demand for better public services. Key public services, health
and education, are labour and skill intensive and thus have low productivity
which means the price of government services may rise faster than other goods
and services. 4

In Appendix 1 it can be seen in that government revenue and spending in the
Euro area has remained stable since 2006 at 45/47 percent of GDP and is
predicted by the IMF to remain at 47 percent over the five years to 2019. In
contrast, it was only 12.7 percent a century ago in 1913 in Europe.5

The size of the state has grown to 45-57 percent of GDP in advanced European
countries with lower levels in the less advanced EU eastern and peripheral
states and in the USA. In spite of constraining EU Budget rules on spending,
the upward pressure with public demand for health and education (which by
its nature has low productivity) remains strong, and is likely to increase under
pressure from ageing populations. 

Thus the consensus which is finally emerging to tackle tax evasion, avoidance
and havens is not morally inspired by G20 leaders, but is driven by necessity
to find more revenue and fast. Success in effectively tackling these three linked
problems will benefit society.

Some argue that the state grows, it is squeezing out the market. Yet most public
spending is in the market or is in transfers to people and business who spend
them. The appropriate size of the state seems to be debated between right and
left, but it is in fact more a given outcome in each country due to its history.
The contested space is over how taxes are levied and how they are spent. In a
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3. Also known as the law of increasing state spending, after Adolph Wagner, a 19th century
German economist, who noticed as society industrialises, people demand increased social
services.

4. This effect where the cost of the public sector rises in an economy even if the share of goods
and services it provides remains constant is known as Baumol’s Cost Disease. Baumol
pointed out that the wages of an orchestra rise with general wages, but the number of
members remains the same.

5. Sweeney, Paul, 2014, p99.



government’s term of office, the impact of major change on size of revenue or
spending is marginal. It is however, possible over time to transform the public
sector and an economy. 
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2. Tax evasion

Tax evasion is the non-payment or underpayment of tax. It is illegal. The level
of tax evasion is huge based mainly around criminal activities, but includes
large sums not paid by big firms and by even the smallest businesses. Most
large firms do not engage in tax evasion. Tax evasion is also called the ‘Black’,
the ‘Undeclared’ or ‘Shadow Economy’ and it impacts on the quality of work
for regular workers, generates unfair completion for businesses and reduces
tax revenue and undermines social protection schemes.

The level of tax evasion in Europe is estimated to be almost 20 percent of GDP
(Renooy & Williams, 2014, p43). In 2013 the size of the Black Economy was
estimated at around 18/19 percent of GDP in Europe. But it ranges from as
high as 32.3 percent in Bulgaria and down to single digits in other states.
Quoting the EU Commission, ILO (2013, pV) has warned, that ‘undeclared
work if not properly confronted, threatens to undermine the EU’s ability to
meet its employment targets for more and better jobs and stronger growth. It
is a form of social dumping that introduces unfair competition between firms
on the basis of low wages and the non-payment of social security benefits and
leads to working situations that violate the rights and dignity of workers’.

The undeclared economy is much larger in the newer member Eastern states
and in southern Europe e.g. Greece Portugal and Spain which have lower direct
taxes than the older 15 member states. 

There is ‘no correlation between higher taxes and larger undeclared
economies,’ Renooy and Williams (2014, p43) found. On the contrary, their
study found that states ‘a) in which larger interventions in the form of labour
market polices to protect vulnerable groups; b) in which higher levels of social
protection occur; and c) in which it is easier for firms to resort to temporary
employment and temporary work agencies to meet labour demands have
smaller undeclared economies.’ 

The UK Revenue report estimated that 10% of all sales in the UK may not be
recorded for tax purposes (HMRC, 2013). Richard Murphy of Tax Research
UK, was highly critical of this report which he accused of underestimating tax
losses by nearly four times. Similarly it also is possible that official estimates
of the Black Economy for other EU countries may substantially be understated
by official bodies (Murphy 2014). 

Tax evasion is possibly the largest area of corruption remaining in the West.
However, corruption has grown in developing economies, where high social
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inequality and weak governance allow the ruling elites to enrich themselves at
the cost of the majority.

Globalisation has facilitated the growth of corruption to a new scale. Calling it
‘the new old problem’ Lebedev and Inozemtsev (2014: 3) say ‘Contemporary
corruption differs from its historical forms above all in its magnitude and
geographic impact.’6

Many Western countries have not alone allowed but facilitated corrupt officials
to hide their money in western offshore banks, and to resolve disputes in
London and New York courts and though international arbitrators. Thus the
West is losing its moral authority by facilitating corruption in emerging
countries, argue Lebedev and Inozemtsev. It has also led to political instability
in some countries on the edge of Europe. For example Ukraine’s former leader
Yanukovych fled to Russia with $11 billion in cash. It is said he used this some
of this money to finance separatism in Ukraine’s east.

The moves to curb evasion and against bank secrecy in Europe would thus help
developing countries and are in the interest of all. But much more needs to be
done, and the automatic exchange of information on bank accounts between
governments will assist, but also the publication of as much information on
finance, the publication of all company accounts and on taxation paid by
country as is possible is also needed, along with a Eurotax body overseeing tax
compliance in Europe. 
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6. They illustrate its level: ‘By the early 1990s, several autocratic rulers in the developing world
– such as Su harto in Indonesia and Mobutu Sese Seko in Zaire (currently the Democratic
Republic of the Congo) – had amassed personal fortunes in excess of $5 billion. Market
reforms often only accelerated the trend. In China, for example, the assets recently seized
from the family and associates of just one former senior official, Zhou Yongkang, amounted
to $14.5 billion. And in today’s Russia, the annual proceeds of corruption are estimated to
reach $300 billion, or 16 percent of GDP. The net transfers from the developing to the
developed countries stood at $1 trillion in 2010.’ 



3. Tax avoidance

Tax avoidance is the use of legal methods, exemptions, allowances etc., to
reduce a person’s, a company’s or other legal entity’s financial situation in
order to minimise the amount of tax liability within the law. It is legal, but with
globalisation and aggressive tax planning by the Big Four accounting and other
major tax planners, tax avoidance is now big business. Some governments may
be encouraging tax avoidance in order to win mobile foreign investment and
this trend is spiralling out of control, with the only long-term winners being
big MNCs and the very rich. 

Tax avoidance is widespread among the global rich and many (but not all)
MNCs and is costing hundreds of billions in lost taxes for governments. This
lost tax would pay for enhanced public services, reduced taxes on honest
citizens or both. A tax haven, also called an offshore jurisdiction, is a country
that exempts foreign investors who hold bank accounts or set up companies in
its territory from taxes. 

Companies that undertake ‘inversions’7 and other tax avoidance schemes, which
are legal, say they are only trying to minimize their tax bills, which investors
expect. This is the excuse that all tax planning companies and their advisors
make and it has a point. If tax avoidance is legal then it is condoned/approved
(tacitly or not) by governments. Therefore it is up to gov ern ments to end it. 

But what we now have is that governments (for example, the 22 states which
Commission President Juncker revealed have special deals with companies for
avoidance) are colluding with tax planners to build such tax avoidance
schemes. This is tax competition which is aimed at attracting FDI from other
competing states. It proves beyond doubt that tax competition does not work
and especially fails in an economic and social Union.

Kofi Annan, former UN head, said ‘global tax reform would seem an unlikely
issue to excite and unite the world. Yet as public anger grows over the
unconscionable scale of tax avoidance by multinational companies, such
reform has become a low-hanging political fruit.’8

Globalisation had brought many benefits, but it has imposed many costs too.
One such cost is the ability of wealthy people and large MNCs to avoid and
evade tax. 
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7. See Appendix 2.
8. Guardian, 5 September 2013, ‘G20: how global tax reform could transform Africa's fortunes.’



The Digital Economy Group (DEG), the lobbying group dominated by the
leading US digital firms, attempted to derail plans devised by the G20 group
of countries working with OECD to close down international loopholes that are
exploited by Google, Amazon and Apple to pay less tax in the EU and
elsewhere. The DEG letter lobbied to ensure that international tax rules should
not be altered specifically to target digital companies, a move it claimed would
‘penalise their operational innovation.’9

Yet even UK conservative Prime Minister, David Cameron was among the most
outspoken critics of multinational tax avoidance. ‘Some forms of avoidance
have become so aggressive that I think it is right to say these are ethical issues
and it is time to call for more responsibility and for governments to act
accordingly,’ he told an audience at Davos in January 2014. ‘This is an issue
whose time has come ... [Multinational companies should] wake up and smell
the coffee.’10

In 2013, executive chairman of Google Eric Schmidt insisted he ‘understands
why Google is at the centre of [the] debate’ following criticisms of the search
group's controversial tax structuring in the UK. Writing in the Observer, he
conceded ‘international tax law could almost certainly benefit from reform’ in
the UK but also in America and elsewhere. He said he hoped that politicians
would ‘seize the initiative and make meaningful tax reform.’11 He implied that
the anger of public opinion had hurt the company. He did however, try to shift
the focus to the other taxes that Google pays in the UK.

Google, has its European HQ in Dublin, but pays little corporation tax in
Ireland because it reduces its taxable turnover there by sending its taxable
revenue through foreign subsidiaries to non-taxing jurisdictions like the
Bahamas. The Irish Government did not address this avoidance, until it was
pressurised to do so by fellow EU states.

In a classic display of the power of MNCs in tax matters and tax ‘treaty
shopping’, John Sculley, former Apple CEO (and former President of Pepsi
which had invested in Ireland too) warned that ‘Ireland risks losing its edge if
tax advantage for MNCs such as the Double Irish are scrapped.’ He continued,
‘It’s going to be a challenge to get as much enthusiasm from international
companies to locate in Ireland if there is a tax advantage elsewhere.’12

This is a clear threat to sovereign government that MNCs do and will continue
to shop for low taxes. It should be an incentive for governments to end tax
shopping by vainly trying to woo FDI by outbidding each other with tax rate
reductions and new incentives/loopholes. 
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9. Accountancy Age, 20 January 2014, ‘US Tech Firms move against tax avoidance reforms.’
10. UK Prime Minister’s Office, 23 January 2013.
11. Observer, 18th May 2013, http://www.theguardian.com/commentisfree/2013/may/18/

google-tax-reform-eric-schmidt
12. At the Web Summit, Dublin, Irish Times, 4 November , 2014. For more details on Ireland’s

low corporation tax regime and other countries tax avoidance schemes see Appendix 2.



4. Tax havens

Tax havens are finally being addressed by international bodies like OECD and
by a growing number of governments. Yet some governments, even in Europe,
appear to be turning a blind eye to companies within their jurisdiction which
are channelling money offshore to tax havens, provided those governments get
‘a slice of the action,’ that is, some payments in corporate taxation.

Tax havens are jurisdictions which allow money to be stored in great secrecy,
protecting depositors and firms from the prying eyes of the law. These tax
havens are built on storing the illegally gained money of criminals and rich tax
evaders. But some European Union states (and some US states) are tax havens
in all but name. The reality is that many EU states vie with each other in a race
to the bottom to attract mobile foreign direct investment and some are very
aggressive in doing so. 

Actions against tax havens are urgently required of the EU Commission/Council.
The OECD is hampered by the fact that it is a consensus body and so one
reluctant member can hold back action. The move to force tax havens like
Switzerland Monaco and others to disclose information on European citizens
(and USA) is welcome. However, the European Commission should move
strongly against all tax havens within its geographical area - Monaco,
Liechtenstein, the Isle of Man, the Channel Islands, Andorra, Switzerland, etc. 

Four OECD countries – Holland, Ireland and Luxembourg and Switzerland –
three of which are within European Union are aggressive in facilitating tax
avoidance. This should no longer be allowed by the EU because tax competition
does not work in an economic and social Union. EU can also pressurise
Switzerland to curtail its activities, as has been done on exchange of
information. 

Further, the day of tolerating evasion by high income earners, drug barons and
other criminals, including tax evading businesses to use tax havens with ease,
should end. 

To effectively deal with tax havens, we need automatic information exchange
and an end to bank secrecy which are finally underway, but much more needs
to be done by the EU in ending to the tax wars/ competition between member
states.

Paul Sweeney
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5. Tax competition / tax wars – some tax
avoidance schemes

Member states agreed in 1997 not to introduce further (harmful) tax
competition between themselves, but in practice this agreement has been
ignored as they went to war against each other to attract FDI. The net result of
the Tax wars is minimal tax payments by very profitable MNCs as governments
cut tax rates, introduced special ‘incentives’ but most importantly the large tax
avoidance industry of accountants and lawyers exploited every opportunity
that globalisation and technology provided to minimise taxes for their wealthy
clients, the rich and MNCs.

There are a great number of tax avoidance schemes in the EU 28 Member
states. Tax minimisation within the law by individuals and companies was
always accepted when it was at a reasonable level within a country. But
globalisation, financialisation and the e-commerce have brought in industrial-
scale tax avoidance. Indeed Commission President Juncker announced that 22
member states were involved in tax rulings, when he defended Luxembourg’s
schemes as ‘legal’. Some of the tricks offered by sovereign governments to
MNCs are described in Appendix 2 in what ultimately (but not for early-starter
jurisdictions) are vain attempts by them to win FDI as it ultimately is leading
in a downward spiral on rates, tax incentives etc.

Tackling tax evasion, avoidance and tax havens
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6. The tax power brokers

The strength of powerful organisations in influencing taxation policy is
frightening and is undermining faith in the democratic system. Taxation is
complex and the policy debate is now deeply influenced by experts from big
accounting and legal firms who are coincidently paid by MNCs and rich people.
NGOs, citizens and indeed politicians are not as well informed or as well
funded as these interests. They even fund government policy meetings on tax,
have staff within government tax departments influencing policy and fund
‘research’ on taxation in many universities, with some academics from these
universities influencing tax policy.

The G20 meeting on the implementation of the BEPS Action Plan (to curb tax
avoidance / aggressive tax planning by MNEs), and the OECD standard on
automatic exchange of information (to curb tax evasion) which was organised
by the Australian presidency of the G20 in May 2014 was co-sponsored by PwC,
KPMG & Deloitte. This is questionable ethically as these same firms were
strongly opposed to raising the ambition of the BEPS Action Plan.

Some of the influence in the UK can be seen in this quote from Prem Sikka in
the Guardian.13 ‘The flaws in the privatisation of law enforcement have been
highlighted by the resignation of David Heaton from the government's flagship
general anti-abuse rule (Gaar) panel. The panel is supposed to tackle tax abuses
but Heaton was freely giving tips for dodging taxes. Heaton is a partner in
accountancy firm Baker Tilly and is also a recent chair of the Tax Faculty at the
Institute of Chartered Accountants in England and Wales.’ 

It continues ‘Baker Tilly is no stranger to tax controversies as the firm's
revenues are dependent on novel interpretations of tax laws. In January 2011,
the UK government raised VAT from 17.5% to 20% and the firm urged
companies to do their billing in advance and thus avoid the hike. In recent
years, Baker Tilly has expanded its revenue-earning capacity by absorbing
organisations chastised for designing aggressive tax-avoidance schemes.’ In
the UK, the Committee on Public Accounts in 2013 said ‘the big accounting
firms sit on tax advisory panels and also second staff to government to advise
on technical tax matters when it is being amended or created.’ 

Stewart (2013) points out that their tax departments earned very large sums
which did not diminish at all during the recession after the Crash of 2008. Thus
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13. Guardian, 16 Sept 2013.



the tax departments alone of the Big Four earned around $24 billion annually
in each of the five years to 2012. This is a multiple of the corporation tax paid
in many EU states.

The Guardian said ‘The Big Four are huge global enterprises that employ
750,000 people in total and have combined earnings of $117bn (£74bn),
according to the latest figures – making them bigger than the economy of
Angola. Their footprint is especially large in Luxembourg, where they employ
6,200 people – among a population of 550,000.’14

At the heart of the Luxembourg Loophole was PWC. The Investigating
Journalists (2014) said ‘PricewaterhouseCoopers has helped multinational
companies obtain at least 548 tax rulings in Luxembourg from 2002 to 2010.
These legal secret deals feature complex financial structures designed to create
drastic tax reductions. The rulings provide written assurance that companies’
tax-saving plans will be viewed favorably by Luxembourg authorities.’ The
other three of the Big Four firms, KPMG, EY and Deloitte also have large
practices in Luxembourg.

In 2009 PricewaterhouseCoopers said in a presentation to MNC bosses that
the Luxembourg authorities are ‘flexible and welcoming’, ‘easily contactable’
and offer ‘a readiness for dialogue and quick decision-making.’15

Tackling tax evasion, avoidance and tax havens
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14. Guardian, 8 November 2014.
15. Ibid.



7. Tax and the digital economy

There are complex tax issues raised by the growing business use of the internet.
The new business models and the increasing proportion of value added coming
from intangible assets, like intellectual property, means that taxing such
products and services is more difficult. The traditional international rules were
designed to tax a form of physical presence 

In which country should the good or service be taxed for indirect taxes like
VAT? MNCs like Amazon and iTunes shift such sales to low tax economies like
Luxembourg or Holland to minimise taxes like VAT. Consumption taxes are
normally imposed in other country where the goods and services are consumed
(the ‘destination basis’). The problem was to develop a system to charge VAT
on such sales in the destination country in a workable way. Fortunately, new
EU rules came into effect on January 1, 2015, to treat the place of supply for
all purchased electronic services as in the country where the customer is
located - the basis for taxation is the destination basis. The problem will
become an issue of administration and enforcement. 

Corporation tax is more complex but it is being examined by many authorities
and may be addressed. Fundamentally, the key is where is the ‘source’ of
corporate profits when the location of ‘intangible’ factors of production is
scattered across the globe? The Big Four accounting firms, the main promoters
of and experts in tax avoidance, get client firms to locate the assets of most
profitable ‘operations’ in low tax countries or ensure that steep royalties, fees
and management charges are taxed in such jurisdictions. Companies can argue
that profits are not made where they have physical presence in assets or
employment but in intangibles. The location of production is difficult to
pinpoint, for example, for movie streaming.

The IMF (2014: 50) says that ‘there is now wide agreement that rules should
apply to all enterprises, irrespective of their degree of digitalization.’ However,
it admits that to the extent this results in sales themselves creating a presence
that could trigger a CIT (corporate income tax) liability, the change in the
current international tax architecture would be profound.

The question is will digital companies continue to aggressively try to stay ahead
of the sheriff / taxman with the aid of the Big Four accounting firms or will EU
states come together and deal effectively with the issue? Steps are being taken
on this area, but it is one which only international cooperation and not tax
competition will address effectively.

Paul Sweeney
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8. Reform of the US tax system is 
important to Europe

The role of the US in the world economy and particularly in taxation is very
important for Europe, because of the importance of US MNCs. The US has been
influential on the BEPS process and against tax havens. However, the US
corporate tax system badly needs reform, but its politics are so polarised that
it is not going to happen for some time. Meanwhile US multinational
corporations pay less and less tax abroad and can avoid it at home too. There
is further discussion of the US system in Appendix 3.

Tackling tax evasion, avoidance and tax havens
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9. Bank secrecy and automatic 
information exchange

At the Global Forum in Berlin in 2014,16 101 countries agreed to end much bank
secrecy with an historic agreement for automatic tax information exchange.
But it seems that signatories can simply refuse to provide information to other
signatories and will not have to give a public explanation.

There will be a common reporting standard and financial institutions will be
required to collect information. However, Tax Justice Network (TJN) finds that
some information will be exempt; and some will stay secret; and some entities,
legal arrangements and individuals are excluded; It also found that there were
‘several loopholes in the new arrangements, including: the entities, trusts and
foundations behind which individuals may hide; high minimum thresholds for
beneficial ownership; limited account balance information; and the ‘principle
of specialty’, which will prevent data from being used to fight corruption and
money-laundering.’17

It is also regrettable that the demand for full reciprocity in information
exchange means that the deal is likely to exclude the full participation of low-
income developing countries, which cannot afford it. Also the lack of a global
multilateral agreement for all jurisdictions to sign up to represents a lost
opportunity according to TJN. As stated above and end to Tax wars and
establishment of Eurotax to investigate taxes at an EU level are urgently needed
to bring tax administration into the 21st century, but the BEPS (Base Erosion
and Profit Shifting – see next section) is a major step in the right direction.
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16. http://www.oecd.org/tax/transparency/statement-of-outcomes-gfberlin.pdf
17. http://www.taxjustice.net/2014/10/27/end-bank-secrecy-new-tjn-report/



10. The international tax system is
broken — BEPS to the rescue

The OECD Base Erosion and Profit Shifting (BEPS) Action Plan is a two-year
policy process containing 15 action items with the goal to curb aggressive tax
planning by multinational enterprises. The BEPS deal by OECD on insistence
of G20 will help greatly and is long overdue. It demonstrates that politicians
do listen to their public and importantly in this globalised world, that
international cooperation on taxes (and other issues) can be implemented

Pascal St Amans of OECD said18 that action was urgently needed as ‘the
international taxation system is at serious risk of falling apart’ and that BEPS
is designed to put some order to avoid chaos.

IMF (2014: 9) said ‘the present international corporate tax framework is
defined by the interplay of domestic laws and tax treaty obligations. There is
no comprehensive architecture comparable, for example, to that which
regulates international trade. Instead, current arrangements that define and
divide the international corporate tax base have evolved over the last century
or so with little explicit coordination.’

Seven out of 15 OECD action points were delivered, ranging from measures to
prevent profit shifting (transfer pricing, harmful tax competition, abusive use
of treaty benefits), base erosion (‘hybrid mismatches’), to the implications of
the changing business model of the digital economy and a feasibility of a new
‘umbrella’ Multilateral Convention was considered. Also examined were the
multiple deductions taken by many MNCs from their corporate income basis
using different countries, treaty shopping, transfer pricing of intangibles and
country-by-country tax reporting. 

‘Hybrid mismatches’ are legal arrangements between two or more jurisdictions
that allow for a single transaction or assets to be treated differently per
jurisdiction in order to achieve double non-taxation. The OECD draft recom -
mendations aim at preventing this kind of mismatch between jurisdictions.

There are some concerns on the BEPS, according to the Trade Union Advisory
Council (TUAC 2014) to the OECD. First, is that no public disclosure is foreseen
for the new country-by-country MNC reporting framework and this is a major
disappointment. Secondly, there remains much uncertainty regarding the tax
treatment of shadow banking and of private pools of capital. Thirdly, the lack
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of participation (inclusion) of developing countries in the process needs to be
dealt with urgently.19 There are also on public reporting of concerns on
country-by-country accounts.

According to TUAC (2014), the difficulties in taxing the intangible and mobile
digital economy which has been highlighted in the media with the major tax
avoidance schemes of Google, Apple, Amazon et al. – was one of the triggering
factors for the initial launch of the BEPS Action Plan. The conclusion is that
the digital economy cannot be ‘ring-fenced’ from the rest of the economy for
tax purposes (i.e. all forms of business are gradually becoming digitalised).
Accordingly, no comprehensive package of tax rules is proposed to specifically
address the changing business model of digital companies. 

The TUAC report identifies some ‘key features’ of the digital economy that
‘exacerbate’ BEPS risks, and which therefore must be addressed through other
BEPS deliverables in 2015, including: a) Revision of the transfer pricing
guidelines, b) Artificial avoidance of permanent status and strengthening
foreign controlled companies. The VAT treatment of digitalised sales and on
implication of ‘multi-sided business models’ of the internet (the fact that web
user and consumers contribute to the value creation of the web products that
they use / buy), will also be examined, even though it is outside the BEPS.

A key reform is on tax transparency with country-by-country reporting. Tax
reformers like TUAC and Tax Justice Network argue that that companies must
also take be compelled to act further on four fronts:

— All MNCs must publish accounts in each country in which they operate
and publish the relative and absolute amounts of economic activity in
each (e.g. sales, employment, investment). Publish the cash tax payment
made by the company in the economy. 

— Disclose the degree of dependency of a local operation on the group as a
whole (i.e. what is the level of intra-group trading data, level of local
autonomy from parent).

— The objection promoted by their accountants and industry groups that
highly successful MNCs would find publishing this information
‘burdensome’ is does not make sense because they already have to submit
statutory accounts in every country in which they operate.

— Further, there must be a public register of the beneficial owners of
companies and trusts in Europe.
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11. Dealing with tax competition / tax wars
‘A “beggar-thy-neighbour” taxation policy, by which one country pursues tax policies at the

expense of others, is just as dangerous as beggar-thy-neighbour monetary policies based on
com pet i tive currency devaluation. It leads to misallocations – and will ultimately reduce

pros perity around the world.’
W. Schäuble, conservative German Finance Minister 30 October 2014 20

Many economists believe that competition is always good. The real world is far
more complex and many forms of competition, like the destructive competition
by the banks during the Noughties brought down many of them. Tax
competition between nation states, especially those in the European Union is
largely destructive for those states and for the people who have to pay taxes as
demanded. The winners are MNCs, rich people and early starting nations. 

It is tax competition or more accurately tax wars which generate tax avoidance
schemes. Most are devised by the army of tax planners in accounting firms
(whose taxation departments’ fees exceed corporate revenue in some smaller
states, e.g. Big Four fees totalled €24bn annually to 201221) but the material
they work upon is the tax incentives offered by governments in attempting to
beat other countries’ tax offerings.

Yet the EU has a very sanguine view on tax competition and only warns against
that which it describes as ‘harmful’. The EU Code of Harmful Tax Competition22

was introduced in 1997. However it is not a legally binding instrument but it
has some (weak) political force. By adopting this Code, the Member States have
undertaken to roll back existing tax measures that constitute harmful tax
competition and refrain from introducing any such measures in the future
(‘standstill’), it believes.

Member states have interpreted this to suit themselves and many more
exemptions and amendments (loopholes/incentives) have been introduced by
them since. Most will justify their new ‘tax incentives’ introduced since by
arguing that they are not strictly ‘harmful’ by the agreement or even more
cynically, that they did not intend to introduce them, but the Big Four ‘devised’
them by exploiting legislation in their countries. Often the unintended
loopholes/incentives are not plugged because member states’ development
agencies argue for their retention to attract FDI. Some simply ignored this
agreement. Without an EU tax agency such as Eurotax, to enforce EU
agreements, tax wars will continue, to the detriment of citizens of the Union
and to most states. Furthermore, corporate tax rates have only gone one way -
that is down.
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The EU Council acknowledged the positive effects of fair competition, which it
asserts ‘to be beneficial.’ This is in spite of all the evidence of widespread and
growing tax avoidance on a massive scale. It is now practiced by highly
profitable MNCs. Such is the impunity of some MNCs that even consumer
product companies which could be vulnerable to consumer boycotts, engage
in wholesale tax avoidance.

This Code on so called harmful tax competition has been amended a few times
since and includes ‘fiscal state aid’ though little was done to curb this until
recent years. 

The Official view from the EU on potentially harmful tax measures include:

— an effective level of taxation which is significantly lower than the general
level of taxation in the country concerned;

— tax benefits reserved for non-residents;
— tax incentives for activities which are isolated from the domestic

economy and therefore have no impact on the national tax base;
— granting of tax advantages even in the absence of any real economic

activity;
— the basis of profit determination for companies in a multinational group

departs from internationally accepted rules, in particular those approved
by the OECD;

— lack of transparency.

All of these are much more widespread than most citizens of Europe realise
and the power and influence of the beneficiaries and their paid agents is
immense. 

Appendix 2 shows some of the tax loopholes generated by tax competition. It
demonstrates that the official view does not serve the citizens of the EU nor
most firms well. With the billions lost in tax revenue it is in fact a harmful view.
It undermines respect for the rule of law and EU institutions.

Germany, France and Italy called for harmonisation of taxes in November 2014
and ‘in a thinly veiled swipe at Luxembourg and other low-tax jurisdictions,
they add: “This situation may lead to uncooperative behaviours between
member states, which directly affects the establishment and functioning of the
internal market and the benefits provided by Treaty freedoms.”’23

The announcement in November 2014 by the UK that it is introducing a 25
percent tax on ‘contrived tax arrangements’ by MNCs – the Google Tax –
demonstrated that tax avoidance had become unacceptable and steps were
being taken to curb it. However, it would be better if the avoidance industry
was tackled with international cooperation through the BEPS process of the
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OECD, rather than by unilateral action by one state. Thus tax coordination or
harmonisation in Europe is essential to curb avoidance on the industrial scale
which is now occurring to raise revenue, and to bring back fairness and equity
and efficiency.

It is also important that all Member States should agree to broad principles of
taxation (that is not based solely on say, efficiency) and to tax income and
wealth in line with these principles in order to coordinate the European tax
system in the Single Market. Some states have one type of tax system and
others do not and this allows very rich individuals and companies to indulge
in tax shopping. Cultural and historical reasons shaped tax systems in each
state, yet non-taxing of certain activities in some states is costing all much in
tax.24

Tax Justice Network says ‘In response to ‘competitive’ pressures governments
cut taxes on wealthy individuals, or on corporations – then make up the
difference by hiking taxes on poorer sections of society. Inequality rises.’ It
continues ‘at a global level, this process is a race to the bottom – and it has no
redeeming features. It is always harmful, particularly for larger economies. As
well as boosting inequality, it erodes democracy, subsidises unproductive rent-
seeking, kills jobs by subsidising capital at the expense of labour, and reduces
productivity and economic growth.’25 And tax competition hurts developing
countries most.

Thus there seems to be several valid reasons why taxation should be coor -
dinated effectively within the Union, to end the race towards the bottom. The
EU, OECD, G20 and national governments should act now to curb tax
competition and avoidance. One way forward would be tax harmonisation,
within agreed rates of tax for companies of say 25% plus. But because
corporation tax rates in so many states have been cut to below this because of
tax competition/wars a more feasible solution might be that there would be
coordination of CT rates, at between say 15 and 35 percent. It is unlikely that
agreement can be achieved at one harmonised rate, especially if it is above that
now applying in many states, so a range is more practicable.

However, the tax base must be also agreed. It could be a combination of sales,
employment, assets and headquarters, with agreed weightings for each if this
is required to achieve agreement. 
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exploited by the rich is illustrated by the case of Denis O’Brien. Ireland’s richest man,
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continued to run his extensive media and other operations in Ireland by commuting by his
jet. The Revenue appeal was overturned as it was deemed that he was not tax resident in
Ireland as his Dublin mansion did not have a kitchen.

25. http://www.taxjustice.net.



Tax residence is also a problem. With globalisation, MNCs can locate their tax
residence and thus profits where they like. Many chose to locate residence in
tax havens outside Europe, so regardless of the Tax wars between EU states on
cutting tax rates in futile efforts to win FDI from each other, companies are
simply shifting profits to the Bahamas or other tax havens. The EU must insist
that companies define their ‘permanent establishment’ within the Union, as
this is vital for determination of corporation tax and VAT and this would make
it more difficult for them to shifting their profits to other states within the
Union or outside to tax havens. 

Europe should also make it extraordinarily difficult for any tax exiles of the 28
member states to even visit the European Union to oversee their businesses
unless they are registered for tax in the Union. 

The European Commission must establish a European tax agency, EuroTax,
to tackle avoidance and evasion within the Single market. Citizenship rules
must also be tightened to ensure compliance by evaders and avoiders.
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Conclusion

Tax avoidance is now a vast enterprise, it is legal and its organisers - which
include professionals, some governments and some politicians, makes tax
evasion by organised criminals almost look amateurish.

Yet tax evasion is vast and while it is being reduced, it is still at almost 20
percent of EU GDP (€2,600,000m). 

Globalisation has facilitated increased tax evasion and tax avoidance on
unprecedented scales. The Single European Market, no controls on capital,
internet banking and digital commerce, the huge growth in trade,
financialisation and the power and influence of MNCs and their agents have
combined to undermine nation states. Evasion and avoidance on this scale are
threatening Exchequers, boosting inequality and undermining politics.

The recent cooperation through the OECD/G20 on - a) tax avoidance by MNCs,
b) on information exchange on bank accounts and c) information in tax havens
are very welcome. Yet it is late, slow and much more needs to be done and fast.

There is increasing anger with growing evasion and avoidance by wealthy
people and corporations. Avoidance is now a blatant act by the rich and many
highly profitable companies. Transparency is in decline and more companies
are hiding their finances in group or European-wide accounts, private holding
companies, behind obscure footnotes and in tax havens. Tax competition has
gone much too far and ceded democratic power to corporate boardrooms.

This paper (in Appendix 2) sets out some of the methods used by highly profitable
MNCs to avoid taxation, from inversions, the Double Dutch Irish Sandwich, the
Luxembourg Loophole and Patent Boxes which magic tax away. Tax avoidance
is legal – it is allowed by governments. In the past it was inadvertent, but recently
with globalisation and competition between states for FDI, it is sometimes tacitly
and other times actively condoned by some governments. In recognition by many
that tax competition through competitive down-bidding with avoidance schemes
is not working, action is finally being taken. But as this action is not enough,
further recommendations are made in this report.

Evasion and avoidance have contributed to the decline in Labour’s share of
national income in recent decades because the very rich and great corporations
do not pay tax that would have ensured a fairer and much more efficient
economies. Not alone with the lost tax pay for better public services, but it
would make for an more efficient and fairer economies. 
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Recommendations 

General

1. Establish EuroTax as an international European-wide tax investigation
centre, well-funded, with wide powers of investigation into tax evasion
and avoidance by wealthy individuals, companies and criminals. The Black
economy at almost 20 percent of the EU GDP is impacting on the EU’s
ability to meet its employment targets for more and better jobs and
stronger growth. Tax avoidance is growing and also costs hundreds of
billions in lost taxes which would fund better public services. 

2. The European Commission should immediately establish a widely
representative once-off Commission on European Taxation of ‘wise
persons’ to chart the broad evolution of taxation for the Union, based on
broad principles of taxation. 

3. All Member States (MS) should agree to broad principles of taxation
(that is not based solely on say, efficiency) and to tax income and wealth
in line with these principles in order to coordinate the European tax
system broadly in the Single Market. 

4. The tax system in Member States should be simplified by abolishing
many exemptions and allowances. Simplification of the overall
system by such eliminations will allow higher revenue or lower rates and
will help make income tax and social security systems far more effective
and fairer.

5. The moves to deal with tax avoidance by MNCs through BEPS, profit-
shifting to tax havens and base erosion are welcome but a) there
must be public disclosure of country by country company accounts; b)
it must deal effectively with shadow banking and private pools of
capital; c) facilitate participation of developing countries and also d)
there must be a public register of the beneficial owners of
companies and trusts in Europe.

6. The Financial Transaction Tax should be introduced in all member
states as soon as possible.

Curbing tax avoidance

7. Tax competition / tax wars between Member States to win FDI is
unhealthy and ultimately self-defeating. It is the greatest incentive to tax
avoidance, forcing MS to compete on the offers of ever lower tax rates and
a myriad of avoidance mechanisms promoted as ‘incentives’. Taxation
must be coordinated effectively within the Union, to end the current race
towards the bottom. 
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8. There should be mandatory common consolidated corporate tax
base in the EU with tax harmonisation, within agreed Corporate Tax rates
(of say 25% upwards but with the base also being agreed) as part of the
drive end unhealthy tax completion for FDI between MS. A more feasible
alternative would be to coordinate rates in a range between say 15
and 35 percent for EU states because CT rates in many states are already
below 25 percent and average down to 22% in 2014.

9. Europe should make it difficult for tax exiles from the 28 member states
to visit the European Union unless they undertake to register for tax in
the Union under EuroTax or in one MS. Citizenship rules must be
tightened to ensure greater compliance by tax evaders and avoiders.

10. Europe’s tax system should ensure greater cooperation by States to
counter avoidance of income tax and social security by MNCs
basing employees in low tax member states and by the use of (bogus) self-
employment schemes and contractors.

11. A major initiative in developing far better informed economic and taxation
policies in Europe and simultaneously enhancing the anti-avoidance and
anti-evasion architecture would be the periodic calculation of the net
assets or wealth of every citizen, which would be based on the
automatic sharing of bank information and on their MS tax
returns.

12. The Big Four accounting firms should be broken up and steps
taken to separate responsibility for functions such as auditing, taxation
and consulting to avoid conflicts of interest and governments should
ceased embedding their staff in economic and tax departments.

13. MNCs should be required to publish full accounts in each country in
which they operate including information on the relative and absolute
amounts of economic activity in each country (e.g. sales, employment,
investment). Thus EU group companies, unlimited companies, and other
loopholes and exemptions from financial disclosure by large firms in each
MS should be terminated.

14. All major companies should be required to publish the annual cash
tax payment made by the company in the economy. In short, the actual
tax payment for each year and not some provision or evasive figure.

15. All MNCs should disclose the degree of dependency of a local
operation on the group as a whole (i.e. what is the level of intra-group
trading data, level of local purchases, value added etc.).
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Eliminating tax evasion

16. MS should be encouraged/required to build up the necessary
investigative capacity in taxation to curb avoidance and evasion and
all should aim to operate at the highest standards.

17. Family and other trusts (especially those which are designed to facilitate
tax avoidance) should be eliminated or deeply eviscerated by special
taxes on trusts. All large trusts (in the same way as large companies)
should have to publish full accounts, annually.

18. The moves to exchange information on individuals and companies is
welcome, but the level of tax evasion is too high. Much more rigorous
investigation in member states, at a European and international level
is required to deal with it. The beneficial ownership of all companies and
trusts must be registered publically.

19. The moves to force tax havens such as Switzerland, Monaco etc. to
disclose information on European citizens is welcome but the European
Commission should move against all tax havens within its
geographical area to eliminate any loss of tax revenue from all 28 states
in every way possible. 

20. The introduction of wealth taxes, or at least the undertaking of
wealth assessments (as suggested in 10), in all member states
would provide a key mechanism for countering evasion and
avoidance. If there was a wealth tax in each Member State, supervised
by EuroTax in conjunction with member state tax authorities – a
proportion could be pooled which would provide a European Automatic
Stabilisation Fund.
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Appendix 1 — Size of government: government revenue
and spending in advanced countries, 2006 to 2019
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Table A1  Advanced economies: general government revenue and expenditure (percent of GDP)

2006 

36.4

47.5

48.8

44.0

42.1

39.6

56.8

36.1

53.3

50.6

43.7

39.2

19.0

48.0

37.3

43.1

45.0

30.8

22.7

36.1

46.1

38.8

58.2

40.6

20.0

27.0

41.7

40.7

54.9

35.4

37.3

31.5

36.9

45.3

36.1

35.7

Revenue

Australia

Austria

Belgium

Canada

Cyprus

Czech Republic

Denmark

Estonia

Finland

France

Germany

Greece

Hong Kong SAR

Iceland

Ireland

Israel

Italy

Japan

Korea

Latvia

Netherlands

New Zeeland

Norway

Portugal

Singapore

Slovak Republic

Slovenia

Spain

Sweden

Switzerland

United Kingdom

United States

Average

Euro area

G7

G20 advanced

2007 

35.8

47.6

48.1

43.6

45.0

40.3

55.7

36.4

52.7

49.9

43.7

40.7

22.2

47.7

36.7

42.4

46.0

31.2

24.2

36.3

45.4

37.3

57.5

41.1

24.0

28.9

40.5

41.1

54.5

34.7

37.0

31.7

37.3

45.3

36.4

36.0

2008 

34.0

48.3

48.7

42.4

43.1

38.9

54.9

36.7

53.6

49.9

44.0

40.7

17.8

44.1

35.4

39.5

45.9

31.6

24.0

35.6

46.7

36.9

58.4

41.1

24.3

31.6

41.2

36.9

53.9

33.1

37.4

30.2

36.8

45.0

36.0

35.6

2009 

33.4

48.5

48.1

42.7

40.1

38.9

55.2

42.8

53.4

49.2

45.1

38.3

18.0

41.0

34.5

36.7

46.5

29.6

23.0

36.2

45.2

35.5

56.5

39.6

17.5

33.5

40.7

35.1

54.0

33.7

35.6

28.4

35.4

44.9

34.5

34.2

2010 

32.0

48.3

48.7

42.4

40.9

39.1

54.8

40.7

53.0

49.5

43.6

40.6

21.1

41.5

34.9

37.6

46.1

29.6

22.7

36.0

45.8

34.9

56.0

41.6

21.4

32.3

41.7

36.7

52.3

32.9

36.2

28.8

35.3

44.8

34.4

34.0

2011 

32.2

48.3

49.6

42.1

39.7

40.0

55.5

38.8

54.1

50.6

44.3

42.4

23.0

41.8

34.1

37.7

46.1

30.8

23.3

35.6

45.3

34.9

57.2

45.0

23.5

33.3

41.4

36.2

51.5

33.5

36.9

29.0

35.9

45.3

35.0

34.6

2012 

33.1

49.1

51.0

41.5

39.6

40.1

55.3

39.3

54.4

51.8

44.8

44.2

21.7

43.6

34.5

36.4

47.6

31.2

24.2

37.0

46.1

34.8

56.9

40.9

22.8

33.2

42.5

37.1

51.4

33.1

36.8

29.0

35.8

46.3

35.0

34.6

2013 

33.6

50.0

51.5

41.5

41.7

40.5

57.3

38.1

56.0

52.9

44.7

44.8

20.9

44.1

35.7

37.2

47.8

31.7

23.6

35.9

47.6

35.1

55.1

43.3

22.3

33.6

41.7

37.9

51.9

33.3

37.7

30.7

36.9

46.9

36.2

35.7

2014

34.0

49.3

51.4

41.7

41.5

40.2

56.2

38.0

56.1

53.1

44.6

43.7

20.8

45.2

36.0

37.4

48.0

32.9

23.6

35.3

47.3

34.6

55.0

42.8

22.5

33.8

43.6

38.6

51.2

32.8

37.1

31.0

37.1

46.9

36.5

36.0

2015 

34.4

49.5

51.6

41.9

40.3

40.2

53.8

37.8

56.2

53.1

44.6

42.4

21.1

44.8

36.1

37.6

48.1

33.6

23.6

35.1

47.9

34.7

54.5

42.8

22.4

32.4

43.5

38.6

51.1

33.0

37.3

31.7

37.5

47.0

37.0

36.5

2016 

34.8

49.5

52.1

42.2

40.7

40.1

54.0

37.4

56.4

53.1

44.6

41.4

20.9

44.3

35.8

37.8

48.2

34.8

23.7

31.7

47.8

34.8

54.1

42.6

22.4

32.3

43.5

38.8

50.9

33.1

37.3

31.8

37.6

47.0

37.2

36.6

2017 

35.2

49.5

52.3

42.4

41.4

40.0

54.3

36.8

56.5

53.1

44.6

41.4

20.7

44.3

35.6

37.7

48.3

35.2

23.8

31.5

47.7

35.1

53.9

42.2

22.2

32.3

43.5

38.9

51.0

33.1

37.4

31.7

37.7

47.0

37.3

36.7

2018 

35.5

49.6

52.5

42.5

42.1

40.0

54.3

36.3

56.5

53.1

44.6

41.4

20.9

44.1

35.5

37.7

48.3

35.6

23.9

30.7

47.6

35.2

53.7

41.7

22.1

32.1

43.5

39.1

51.0

33.1

37.5

31.6

37.7

47.0

37.3

36.7

2019 

35.9

49.6

52.8

42.7

42.3

40.2

54.3

35.9

56.5

52.7

44.6

41.4

21.0

44.0

35.3

37.8

48.4

35.9

23.9

30.7

47.5

35.2

53.6

41.2

22.1

32.0

43.5

39.1

51.0

33.1

37.6

31.6

37.7

46.9

37.3

36.7

Note to the source table: ‘IMF staff estimates and projections. Projections are based on staff assessment of current policies.’
Source: IMF 2014b.
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Table A1  Advanced economies: general government revenue and expenditure (percent of GDP)

2006 

34.7

49.1

48.5

42.2

43.3

42.0

51.7

33.6

49.2

53.0

45.3

45.3

15.1

41.6

34.4

45.7

48.5

34.5

21.5

36.6

45.5

34.4

39.9

44.3

12.9

29.5

42.5

38.3

52.7

34.4

40.1

35.0

38.8

46.6

39.0

38.3

Expenditure

Australia

Austria

Belgium

Canada

Cyprus

Czech Republic

Denmark

Estonia

Finland

France

Germany

Greece

Hong Kong SAR

Iceland

Ireland

Israel

Italy

Japan

Korea

Latvia

Netherlands

New Zeeland

Norway

Portugal

Singapore

Slovak Republic

Slovenia

Spain

Sweden

Switzerland

United Kingdom

United States

Average

Euro area

G7

G20 advanced

2007 

34.4

48.6

48.2

42.1

41.5

41.0

50.9

34.0

47.4

52.6

43.5

47.5

14.6

42.3

36.7

44.0

47.6

33.3

21.9

35.7

45.3

33.9

40.2

44.4

12.1

30.5

40.2

39.2

51.0

33.4

39.8

35.7

38.9

46.0

39.1

38.4

2008 

35.1

49.3

49.8

42.7

42.1

41.1

51.6

39.7

49.2

53.3

44.1

50.6

17.7

57.7

42.7

43.2

48.6

35.7

22.4

43.1

46.2

35.4

39.6

44.8

17.7

33.6

41.5

41.4

51.7

31.3

42.4

38.0

40.8

47.2

41.0

40.3

2009 

38.0

52.6

53.7

47.2

46.2

44.7

58.0

44.8

56.1

56.8

48.2

54.0

16.5

51.9

48.3

43.1

51.9

40.0

23.0

44.1

50.8

37.1

45.9

49.8

18.0

41.6

46.2

46.2

54.9

33.2

46.8

43.1

44.9

51.2

45.3

44.6

2010 

37.1

52.8

52.6

47.3

46.2

43.8

57.5

40.6

55.8

56.6

47.7

51.4

16.9

51.8

65.4

42.2

50.5

38.9

21.0

43.4

50.9

40.0

44.9

51.5

14.1

40.0

47.0

46.3

52.3

32.8

46.2

41.3

43.6

51.0

44.0

43.1

2011 

36.6

50.7

53.5

45.8

46.0

43.2

57.5

37.6

55.1

55.9

45.0

52.0

19.1

48.0

47.2

41.9

49.8

40.6

21.4

38.8

49.6

39.7

43.6

49.3

14.2

38.4

47.1

45.7

51.5

33.2

44.7

40.1

42.8

49.5

43.2

42.3

2012 

36.8

51.7

55.0

44.8

45.9

44.5

59.2

39.5

56.6

56.6

44.7

50.5

18.5

47.4

42.7

40.3

50.5

39.9

22.4

36.9

50.2

36.4

43.0

47.4

14.1

37.8

45.7

47.8

52.1

33.2

44.8

38.7

42.0

50.0

42.3

41.5

2013 

37.3

51.9

54.4

44.5

46.4

43.4

57.7

38.4

58.6

57.1

44.7

47.3

20.2

46.0

43.1

40.4

50.8

40.0

22.6

37.3

50.7

35.7

44.0

48.2

15.4

36.6

55.9

45.1

52.9

33.3

43.5

38.0

41.8

49.9

42.0

41.2

2014

37.3

52.3

53.9

44.2

46.7

43.0

57.6

38.4

58.7

56.7

44.6

46.4

18.2

45.3

41.1

40.3

50.6

40.1

22.5

36.3

50.3

34.3

43.8

46.9

16.5

37.6

49.1

44.5

52.5

33.0

42.4

37.4

41.4

49.5

41.6

40.8

2015 

36.3

51.0

53.8

43.9

45.5

42.7

56.5

37.6

58.1

56.0

44.7

44.3

20.6

44.8

39.1

40.1

49.8

39.9

22.4

33.8

49.9

33.6

44.6

45.3

17.1

36.2

47.7

43.5

51.6

32.6

41.4

37.4

41.1

49.0

41.4

40.6

2016 

35.9

50.7

53.5

43.7

42.8

42.4

56.2

36.8

58.2

55.2

44.4

42.0

18.6

43.9

38.1

39.8

49.0

40.2

22.1

33.3

49.6

33.2

45.2

44.6

17.2

36.1

47.5

42.7

51.0

32.3

40.2

37.3

40.8

48.4

41.2

40.3

2017 

36.6

50.6

53.2

43.5

42.4

42.3

55.5

36.0

58.1

54.4

44.2

42.1

18.3

43.6

37.2

39.7

48.7

40.4

21.9

31.8

49.1

32.5

45.9

43.8

17.3

36.0

47.1

41.9

50.6

32.2

39.0

37.1

40.5

47.9

40.9

40.0

2018 

37.4

50.6

52.8

43.4

42.3

42.2

55.0

35.2

58.0

53.5

44.2

42.3

18.0

43.1

36.6

39.7

48.5

40.8

21.7

31.2

48.6

32.1

46.5

43.1

17.3

35.8

46.8

41.1

50.2

32.2

38.0

37.1

40.3

47.5

40.7

39.9

2019 

37.6

50.5

52.3

43.3

42.8

42.1

54.8

34.6

57.9

52.7

44.2

42.1

18.7

42.6

36.0

39.3

48.6

41.3

21.5

31.3

48.1

32.1

47.0

42.4

17.2

35.6

46.5

40.1

49.9

32.2

37.8

37.3

40.3

47.2

40.8

39.9

Note to the source table: ‘IMF staff estimates and projections. Projections are based on staff assessment of current policies.’
Source: IMF 2014b.



Appendix 2 — Tax competition/wars - some tax
avoidance schemes

Tax wars or tax competition between states generates lucrative employment
for a small army of unproductive professionals devising schemes to take tax
from one state and bring some of it to another.

Below are some of the tax avoidance schemes which are taking money out of
your pockets, undermining public services and respect for the governments,
the EU and its institutions.

Transfer mis-pricing

A great deal of world trade is within companies, which do not charge market
prices internally. The prices should be at arm’s length. Called ‘transfer pricing’
it is perfectly legal. There are rules on this in states, but with a great deal of
internal prices on many goods, it is difficult for tax authorities to regulate. It is
especially difficult with digital services whose values are based on intellectual
property and patents and where they are produced is open to question. This
does however open up great opportunities for some firms to engage in transfer
mis-pricing where they exaggerate the price paid by the subsidiary in a high
tax economy and reduce it in a low tax one, minimising taxes overall. With
globalisation, the internet, growth of MNCs, tax competition for FDI with an
array of competing ‘incentives’, the opportunities to undertake transfer mis-
pricing are now great. 

The OECD and G20 are moving to reduce this but many governments are
complicit with MNCs in their efforts to get FDI. Tax authorities are weak
compared to the Big Four accounting firms who poach their staff, embed their
staff in revenue offices to offer ‘advice.’ Many MNCs have no attachments to
place nor persons. 

Patent Boxes

The UK, reduced its nominal corporation tax rates substantially and also
stepped up its fight for FDI by introducing very low rates for investment in
patents. Ireland decided to follow it with an even lower rate in autumn 2014,
subject to EU agreement (that it is not a state aid). Table 1 lists several other
EU countries wooing MNCs with Patent Boxes.

It was seen above that it is difficult to regulate transfer mis-pricing particularly
for goods and services whose value is based on patents etc. This difficulty for
revenue authorities is compounded when they are getting messages from
politicians that they want to encourage FDI at almost any price. Thus the tax
authorities may take a very soft line on transfer mis-pricing with MNCs in order
to get some tax for their country (which is at the expense of a greater sum –
but in another state). This is unfair and greater disclosure may help mitigate. 
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The Patent Box tax regime can be described as a Magic Box which sweeps away
corporation tax for mobile MNCs. It is open for much tax abuse and the Big
Four accounting firms are adept at exploiting the opportunities it presents. It
can be many years before tax authorities can act effectively to find and
eliminate any such abuse.

It is disappointing that countries can make agreements on dealing with BEPS
and other avoidance schemes but simultaneously appear to be trying to outdo
each other in attracting mobile FDI by bringing in even more tax avoidance
schemes. 

Unusually, an Irish Government Minister announced26 that US MNCs had
offered to advise the government on how to introduce a new patent box new
tax avoidance scheme as the government said that the ‘Double Irish’ was being
phased out - under EU pressure. 

The Double Irish Dutch Sandwich

Perhaps the most infamous tax avoidance scheme is the Double Irish because
it is used so blatantly in tax avoidance by many large profitable firms. The
strategy uses payments between related entities in a MNC to shift income from
a higher-tax country to a lower-tax country. 

Under heavy pressure from other EU states, Ireland eventually and reluctantly
decided that it will end it, but not until 2020 (for existing firms, including the
700 US companies in Ireland). An Irish government minister said that U.S.
corporations did not raise concerns when the Double Irish tax avoidance
scheme was to be ended.27 As it closed one door, Ireland opened two new tax

Paul Sweeney

34 Background analysis 2015.02

Table A2 Countries with a Patent Box tax regime

Netherlands

Luxembourg

Belgium

Switzerland

Hungary

UK

China

France

Spain

Turkey

Preferential tax rate

5%

5.90%

6.80%

8.80%

9.50%

10%

0–12.50%

15.50%

60% of income tax exempted

20%

Source: TUAC, 2014. OECD Mid Term Review on BEPS Action Plan 2, October 2014.

26. Richard Bruton, Minister for Jobs Enterprise and Innovation, ‘Multinationals to advise on
tax scheme’, Irish Times, 29th October 2014. 

27. Irish Times, 29 October 2014.



minimization mechanisms to woo companies from other states like a new R&D
tax avoidance mechanisms and the ‘Patent Box scheme’, copied from the UK
where companies will pay a maximum rate of 6.5% corporation tax, subject to
EU Commission approval. 

Figure 1 (also called Fig. 5.1) below from the IMF shows the mechanics of the
Double Irish. A US Multinational makes profit in (say) the United Kingdom
from a product that it can deliver remotely. But the tax rate in the United
Kingdom is fairly high. So it sells the product directly from Ireland through
Firm B, (first slice of bread for sandwich) with a United Kingdom firm Y
providing services to customers and being reimbursed on a cost basis by B.
This leaves little taxable profit in the United Kingdom.

Now the MNC wants to get the taxable profit out of Ireland and into a still-
lower-tax jurisdiction. It then transfers the patent from which the value of the
service is derived to Firm H in (say) Bermuda, where the tax rate is zero. This
is a transfer of intellectual property and is made at an early stage in
development, when its value is very low (so that no taxable gain arises in the
United States).

The IMF explains that ‘two problems must be overcome in getting the money
from B to H. First, the United States might use its CFC rules28 to bring H
immediately into tax. To avoid this, another company, A, is created in Ireland
(second bread of the sandwich) managed by H, and headquarters ‘checks the
box’ on A and B for U.S. tax purposes. This means that, if properly arranged,
the United States will treat A and B as a single Irish company, not subject to
CFC rules, while Ireland will treat A as resident in Bermuda, so that it will pay
no corporation tax. The next problem is to get the money from B to H, while
avoiding paying cross-border withholding taxes. 

This is dealt with by setting up a conduit company S (the filling) in the
Netherlands: payments from B to S and from S to A benefit from the absence
of withholding on non portfolio payments between EU companies, and those
from A to H benefit from the absence of withholding under domestic Dutch
law.

The IMF says the Double Irish ‘combines several of the tricks of tax avoidance:
direct sales, contract production, treaty shopping, hybrid mismatch, and
transfer pricing rules.’

It can be seen that the two Irish holding companies are thought of as ‘bread’
and the Dutch (Netherlands) company as ‘filling’, this entire scheme is referred
to as the ‘Dutch sandwich.’
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28. ‘Controlled foreign corporation’ (CFC) rules, which are counter-avoidance rules which
enable the US authorities to tax ‘passive’ income retained which is abroad.



Ireland: winning FDI with low corporate taxes?

Ireland, once ‘the poorest of the poor’ EU states has been a tax innovator since
the late 1960s. This worked to a degree for some decades but combined with
several other factors (a point ignored by many), its economy took off as the
Celtic Tiger in 1994. 

Ireland has lead the race in Europe for FDI with its low Corporate Taxes and
has done so for years. It has been accused of leading the race to the bottom by
other EU countries. It has a low Corporation tax rate of 12.5 percent maximum,
since 2001 and also some other tax incentives/loopholes for companies. The
unusual large gap between Ireland’s GDP and GNP is around 20 percent (both
are usually close), made up largely by royalties, transfer pricing etc., by the
large number of MNCs located there. Most foreign MNCs have major
operations in Ireland and these are attracted by many other factors like the
skilled, flexible and English speaking workers, good legal and civil institutions
and more. It has a solid performing real economy, unlike, perhaps,
Luxembourg, which is much more based on tax schemes and banking.

In 2013 Google's Irish subsidiary, which employs 2,500 in Ireland,29 reported
profits of €17bn. It also reported ‘administrative expenses’ of €11.9bn. Most of
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Figure A1 The Double Irish Dutch Sandwich 

Source: IMF 2013.

29. And a further 1,000 on short-term contracts.
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these expenses consist of royalties that are paid into a subsidiary located
offshore in a zero tax haven. The nominal rate of Corporation Tax (CT) in
Ireland is 12.5% and so Google could have paid €2,125m corporation tax if it
had paid this low rate without any deductions. No company is likely to pay the
nominal rate, which is a maximum rate, as most companies have reasonable
allowances such as wear and tear on plant and machinery which can be
legitimately offset against taxes. However, Google paid €27.7m in Irish tax, an
effective rate of just 0.16%. Ireland got some tax and Google could tell the US
tax authorities it had paid tax abroad, but nothing near the 35% nominal US
rate, nor the 12.5% supposedly operating in Ireland.

Apple, a US tech giant, with substantial material operations in Ireland30 as well
as for tax planning purposes, issued a warning to shareholders in Autumn 2014
that it may have to pay Ireland a great deal of back tax. Yet the Irish Minister
for Finance, Mr Noonan, when asked whether the Luxleaks scandal might
increase the pressure on Ireland, said surprisingly, in the light of possible big
tax repayments, that ‘it’s more likely that [the Apple probe] will be dropped’.31

Apple also warned that if the European Commission investigation goes against
them, the company would have to pay more tax on its profits in the future.

The company has accumulated almost $70 billion in profits from non-US
operations that have not been subjected to US corporation tax and which have
largely been booked by Apple subsidiaries ‘organised in Ireland’.

It includes the two so-called ‘stateless’ Apple subsidiaries that have registered
addresses there but which had not been tax resident anywhere. The Irish
government, under pressure from Europe, moved to eliminate ‘stateless
subsidiaries’ of Irish companies in 2013. The United States bases residency on
where companies are incorporated, while Ireland had focused on where they
are managed and controlled. Thus Apple Operations International was able to
fall between the two countries’ jurisdictions.

The Irish Government is contesting an EU Commission investigation that
secret agreements were made between Apple companies and the Irish Revenue
Commissioners, in 1991 and 2007, which may be seen as state aid. These
subsidiaries are Apple Sales International (ASI) and Apple Operations Europe.
In spite sales totalling more than $150 billion in the four years to 2012, they
paid less than €10 million a year in Irish corporation tax.

According to the Irish Times32 ‘in a letter to the Irish Government in June,
Commissioner Joaquín Almunia quoted figures from a US senate inquiry into
Apple’s tax affairs which found ASI’s pretax profits in the three years from
2009 were, respectively $4 billion, $12.1 billion and $22 billion. ‘However, the
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30. Established in 1980, it now employs 4,000 in its plant in Cork.
31. Irish Times, 8th November 2014.
32. Irish Times, 31 Oct 2014. http://www.irishtimes.com/business/economy/apple-warns-it-

may-have-to-pay-irish-back-tax-1.1982462



Irish authorities had told the Commission the company’s taxable profits in
Ireland had been between €30 million to €40 million for 2009 and 2010;
between €50 million and €60 million in 2011; and between €40 million and
€50 million in 2012. In each year the company had paid between €1 million
and €10 million in Irish corporation tax, the letter said.’

Holland, tax Mecca for mining companies

Multinationals locate their holding companies in the Netherlands because of
the tax treaties it has with over 100 countries. Koos de Bruijn, of Tax Justice
Netherlands said ‘along with these come the Netherlands's famous
participation exemption [exemption from taxation for a shareholder in a
company on dividends received, and potential capital gains arising on the sale
of shares], the absence of withholding [source] taxes on interest and royalties,
the possibility of being able to conclude tax rulings [before paying tax], the use
of legal co-operation and the so-called innovation box, a special fiscal
arrangement designed for research and development.’33

More than a third of the subsidiaries owned by major energy and mining
companies including Shell, BP and Glencore, are based in ‘secrecy jurisdictions’
where company accounts are not publicly available. The Netherlands is a
favourite base for extractive industry companies because Holland does not put
details of trusts on public record, require company accounts or beneficial
ownership to be publicly available, nor maintain company ownership details
in official records. Thus it is a much favoured location for tax-avoiding firms
and individuals.

The Luxembourg Loophole

The Luxembourg Loophole exposed in November 2014 in LuxLeaks, stunned
many and appears to be a ‘game changer’ on the inertia on the ideological
perspectives which has blocked tax reform – which benefits citizens – in the
European Union. The Luxembourg Loophole is tax avoidance on an industrial
scale. 

Luxembourg’s high income per capita now appears to be at the expense of
public services in other EU states. The initial revelations centred around one
of the Big Four PWC, but the other three which have big practices based there,
were also compromised on later leaks. 

It is important to realise that a) the PWC led-tax avoidance scheme involved
not just its Luxembourg office but also each of its tax departments in every
other participating state; and b) the leaks around 343 companies were only the
PWC clients. Later information was leaked on similar aggressive tax avoidance
by the other three of the Big Four firms.
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Luxembourg, a tiny EU state, has the highest per capita income in the EU at
2.5 time the average, thanks largely to its financial services industry and its tax
avoidance industry. It initially refused to cooperate with the EU’s Competition
Directorate which was finally examining tax deals in UK, Ireland, Luxembourg,
Cyprus, Malta and Holland. It only did so when threatened with legal action at
the European Court of Justice. Its prime minister defended the loopholes when
first revealed. Luxembourg has four times more tax accountants than police.
The Commission finally decided to examine all tax deals in all member states
in December 2014.

OECD revealed that $1,987 billion passed through Luxembourg Special
Purpose Companies – most of which have no employees or assets. This flow of
capital was part of global financing and tax avoidance. 

The Finance Minister and then Prime Minister of Luxembourg for 18 years
when this tax industry was built up was Jean Claude Junker, now President of
the European Commission. He defended Luxembourg tax avoidance industry
as legal in an interview with a German newspaper, asserting that ‘nobody has
ever been able to make a convincing and through case to me that Luxembourg
is a tax haven.’ He also criticised other countries tax regimes while this
avoidance industry was being developed in Luxembourg.

Mr. Juncker, President of the Commission and Prime Minster of Luxembourg
when the 343 major tax avoidance deals revealed deal were done, defended
them as being legal (which all tax avoidance schemes are), claimed that such
deal were done in 22 of the 28 member states, but he promised to ‘fight tax
evasion and avoidance’ 34 and to progress legislation to progress a common tax
base and to demand all member states reveal their special tax deals. He
admitted the system was ‘not always in line with fiscal fairness’ and may have
breached ‘ethical and moral standards’.

Bob Comfort, the former head of tax for Amazon, ‘claimed Juncker had fiercely
courted the company, behaving as a “business partner” and “helping solve
problems”. Months after arriving in Luxembourg in 2003, Amazon secured a
confidential deal from the local tax office.’35 This deal became the subject of a
formal investigation by the European commission in late 2014.

Comfort recalled meetings with top civil servants from the finance ministry
and Juncker, who was then serving as both prime minister and finance
minister. ‘His message was simply: “If you encounter problems which you don’t
seem to be able to resolve, please come back and tell me. I’ll try to help.”’

The Luxembourg Loophole works like this simplified example. A company is
set up in Luxembourg and the main MNC company lends it €2bn interest free.
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November 2013.
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It also sets up an UK company which borrows the €2bn from the Luxembourg
company, paying lots of interest. It then claims the interest against corporation
tax in the UK and avoids tax in Luxembourg as it does not have to pay tax on
interest received from the UK company. 

The major companies and rich individuals avoiding tax though Luxembourg
Loophole included Pepsi Bottling, Ikea, the De Spoelberch brewing dynasty of
Belgium, Coach Inc, Amazon, Glanbia of Ireland, leading media companies,
Fedex, Heinz, JP Morgan Chase Proctor and Gamble, The Carlyle Group,
Deutsche Bank and many more. 

The information on this came from a long investigation by the International
Consortium of Investigating Journalists.36 It seems PWC, one of the Big Four
accounting firms, negotiated many of the tax deals for the tax avoiding MNCs
with an official, Marius Kohl, in the Luxembourg tax office. He is retired. PWC’s
offices in all the other states where the companies were located were deeply
involved in these tax avoidance schemes.

Pascal St Amans, head of Taxation at the OECD said ‘Luxembourg’s wealth
comes from helping companies not pay taxes in the countries where the value
was created,’ Pascal Saint-Amans said. ‘Instead of creating value, they create
tax advice.’37

When the revelations came out, tax advisors in other countries under scrutiny,
like Ireland, were delighted because they could justify their low tax and
avoidance regimes. An imperative for tax coordination reform in Europe
against avoidance by MNCs and their tax advisors is that it is unacceptable that
one EU country can point the finger at another for similar actions, it is when
exposed.

The exposure of the PWC-led avoidance mechanism may be a game changer
in tax avoidance industry. It has forced tax experts responsible for the G20-
led tax initiatives to seek radical measures to bar global corporations from
using internal loans, which have no relation to their borrowing needs, to avoid
tax. If adopted, the move could wipe out many areas of unproductive parts of
the financial industry overnight. 

This is a classic case of one country undermining tax revenue from others,
through tax competition or tax wars in order to get some tax for itself, but with
most money going to the MNCs and PWC. The revelation that 22 states
participated is no excuse.
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36. http://www.icij.org/project/luxembourg-leaks?utm_campaign=lux_release&utm_
source=email&utm_medium=button_middle&mc_cid=28019c7941&mc_eid=89e6e30e16 

37. Irish Times, 6 November 2014.



Tax inversions

Inversions are where a U.S. corporation buys a smaller, foreign rival and re-
domiciles the whole operation in its home country, where taxes are lower, even
though core operations are usually kept in the United States. Companies that
undertake inversions, which are legal and already subject to certain
restrictions, say they are only trying to minimize their tax bills, which investors
expect. This is the excuse of all tax planning companies and their advisors make
and it has a point. If tax avoidance is legal then it is condoned/approved tacitly
or not by governments. Therefore it is up to them to end it. But what we now
have is government (e.g. the 22 states which Mr Juncker revealed have special
rulings with companies for avoidance) colluding with tax planners to build such
tax avoidance schemes. 

In September 2014, the Obama administration took several actions to curb
‘inversion’ deals that allowed companies to escape high U.S. taxes by
reincorporating abroad. The new rules, aim to reduce the tax benefits available
to companies that have inverted, while also making new inversions more
difficult. About 50 such deals have taken place since the early 1980s, but more
than half of those have been completed since the 2008-2009 credit crisis,
according to a Reuters review. 

The number of inversions soared in 2013/14, including by well know
companies such as Burger King and medical technology group Medtronic Inc.
(MDT.N), which is working to close an inversion deal into Ireland with rival
Covidien Plc. (COV.N).

John Malone head of Liberty Global a media company, the US cable company
decided to shift the corporate headquarters of Liberty Global from Colorado
to London and this move saved him an estimated $200m in personal income
tax while Liberty’s shareholders saved close to $1bn in tax, legally through an
‘inversion’. He is reported to have transferred $600m of his shares into a tax-
exempt charitable trust the day before the inversion was announced. He thus
avoided taxes on his remaining stake, worth about $260m, by exploiting US
tax regulations which were meant to block a different loophole.

Malone’s head of Global Media which did a tax inversion is known for tax
planning. He bought four properties in Ireland – an €8 million castle in
Wicklow, and €130 million to buy three Dublin hotels, the Westin, the Trinity
Capital Hotel and the Hilton Dublin, using a property tax subsidy which the
Irish Government introduced in early 2012, giving a capital gains tax holiday
for investors buying Irish property who hold onto it for seven years.38
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Spillovers – every action has a reaction 

Spillovers in international corporate taxation are the effects of one country’s
rules and practices on other countries. IMF (2014) confirms that spillover
effects on corporate tax bases and rates are significant and sizable. It says
spillovers are tax avoidance and it says tax planning by MNCs mean they pay
‘relatively low amounts of tax [… and this] has given rise to significant public
disquiet.’

It the (BEPS) and tax evasion (exchange of information) plans were effectively
implemented, it could help redress the massive loss of revenues generated by
tax avoidance and tax evasion. (African illegal outflows are estimated at
USD47bn, more than annual ODA to Africa). It would reinforce public
accountability, reducing reliance on ODA in the medium terms and increase
financial transparency. 

It can be seen from Table 1 below that some countries have an extraordinarily
high stock of FDI relative to their GDP. Yet these relatively small countries
account for a very large share of global FDI. Seven of the top ten countires with
high FDI are in the European Union and none of them are large. The
implication is that these seven EU countries appear to be heavily involved in
tax avoidance. The potential economic implications of international tax
spillovers thus go well beyond tax revenue, with wider implications for the
broader level and distribution of welfare across nations. 

Since the early 1980s, the stock of inward FDI in developing countries relative
to their GDP has tripled, to about 30 percent. This means that taxes are
increasingly important to these low to middle income countries. The IMF says
this amounts to ‘tens or hundreds of millions of dollars’ which is vital for these
countries. It is especially so for those with extractive industries, where tax
avoidance may be particularly extensive. Tax competition and spillovers from
tax policies in developed countries hurts the developing countries.
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Table A2 FDI stocks relative to GDP – the top ten (2012)

Country

Luxembourg 

Mauritius 

Netherlands 

Hong Kong SAR 

Cyprus 

Ireland 

Hungary 

Switzerland 

Malta 

Belgium

FDI in percent of GDP 

4,710

2,504

530

409

252

171

170

148

101

100

Share of world FDI (%) 

10.2 

1.1 

15.4 

4.1 

0.2 

1.4 

0.8 

3.6 

0.0 

1.8 

Share of world GDP (%)

0.07

0.01

0.91

0.31

0.03

0.25

0.15

0.75

0.01

0.57

Source: IMF, based on Coordinated Direct Investment Survey, http://cdis.imf.org/ 
Note: Figure shown is average of outward and inward positions.  



When the level of Foreign Direct Investment (FDI or direct investment by
MNCs) is examined in relation to the size of countries in receipt of it, serious
anomalies are immediately revealed, indication possible widespread tax
avoidance by MNCs (though some legitimate transfer payments and other
factors may impact on the data). 

It is notable that some relatively small countries have a grossly
disproportionate share of global FDI. The potential economic implications of
international tax spillovers thus go well beyond tax revenue, with wider
implications for the broader level and distribution of welfare across nations. 

‘The amounts at stake in a single tax planning case now quite routinely run
into tens or hundreds of millions of dollars.’ The IMF warned that ‘the
pervasiveness of the tax incentives that the IMF and others have long stressed
as significantly undermining revenue in developing countries may to a large
extent be a spillover reaction to policies pursued in other countries: a clear
instance of tax competition. As a share of all revenue, the corporate income tax
(CIT) is actually more important in low and upper middle income countries
than in advanced so that their overall fiscal performance is more vulnerable to
pressures on these receipts.’ It concluded that the ‘institutional framework for
addressing international tax spillovers is weak.’ 

Kofi Annan argued that we need to tackle transfer mis-pricing, including the
undervaluation of exports by a company to understate its tax liability must be
tackled. He said ‘Between 2008 and 2010, transfer mis-pricing cost Africa an
average $38.4 billion every year, more than its inflows from either
international aid or foreign direct investment.’

‘Second, the G20 must enforce transparent beneficial ownership. Extensive
use of tax havens, shell companies, and multi-layered company structures
operating across tax jurisdictions, creates an impenetrable barrier of secrecy
and actively facilitates corruption.

He argued that ‘Many anonymous shell companies are registered in tax havens
governed by G20 countries. The G20 should demand full disclosure of the
beneficial ownership of registered companies on open public registers. In this
way, citizen groups, journalists, and law enforcement authorities, can follow
the money and help to root out corruption.

The third key reform is to link African tax authorities into global reforms.
Automatic information exchanges must extend to African tax authorities and
Africa must be supported to build capacity for tackling tax avoidance, evasion,
and the illicit transfers of wealth.

Other FDI tax inducements

Some governments give top executives exemptions or reduced rates of income
tax which are not available to their own citizens. Some governments may waive
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the rule of law for foreign firms (but which remains in place for indigenous
firms) and negotiate with large MNCs on what they would like to pay in
corporation tax, provided they pay something. This is done on the basis of
getting at least some tax.

Such is the level of tax competition that democratic governments are vying with
each other to attract MNCs to invest by offering almost any deal of taxes and
other subsidies. This is a race towards the bottom and the big winner is the
MNCs and the very richest people. The big loser is the citizen. The citizen now
knows some of what is going on and has been deeply unhappy with
governments’ lack of action on growing evasion, avoidance and tax havens until
recent moves to coordinate policy.

The Delaware Loophole

The US complains about tax havens but it has one of the most notorious at
home. Almost half of all public corporations in the United States are
incorporated in Delaware. Major companies registered at one address include
American Airlines, Apple, Bank of America, Berkshire Hathaway, Cargill, Coca-
Cola, Ford, General Electric, Google, JPMorgan Chase, and Wal-Mart.
Delaware has more corporate entities, public and private, than people —
945,326 to 897,934. 

Delaware is a major tax haven, within the US. Companies are encouraged to
lower their taxes in another state, for example, the state in which they actually
do business or have their headquarters, by shifting royalties and other revenues
to holding companies in Delaware, where they are not taxed. In tax circles, the
arrangement is known as ‘the Delaware loophole.’ This tax ‘incentive’ earns the
state millions in fees but is estimated to have allowed major companies to
reduce their tax bills by almost $10bn in the last decade.

Delaware is the most ‘pro-business state’ in America because it has few rules
and lots of loopholes. It harbours the most secretive companies in the world
and is the easiest state in which to form a company including shell companies,
much favoured by money launderers and drug traffickers. Big corporations,
small businesses, criminals all locate there to minimise taxes, avoid
regulations, use the business friendly courts or to set up shell companies. 

The state corporation tax rate is 8.7 percent which is higher than some other
states but Delaware does not tax key profit-making intangible items — like
trademarks, royalties, leases and copyrights. Yet these intangibles may be part
of a tax strategy that allows them to be classified as deductions in other states,
reducing a company’s tax bill there. Companies can turn taxable income into
tax-exempt income in Delaware and then use it to reduce their tax bills in other
states. 
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Appendix 3 — The US tax system is important to Europe

The US corporate tax system has a major impact on Europe, largely because of
the dominance of US MNCs. The US tax system is unusual. The nominal rate
is 35 percent, which is higher than most countries (because so many have cut
them as their vain efforts in the Tax wars between states), but there are many
ways for US companies to easily avoid tax. Foreign subsidiaries of US firms do
not remit their profits home because they would have to pay tax at somewhere
near the US rates. Thus they have hundreds of billions (c. $2 trillion) invested
in operations and billions in the banks abroad. 

Most other countries have substantially reduced their rates in attempting to
attract mobile FDI. While the US rate at 35 percent appears high, virtually no
US companies based pay at this rate because of many deductions and some
states like Delaware enable very low tax payments indeed (see more in
Appendix 2). The foreign subsidiaries of US MNCs pay tax at the rate applying
in the countries in which they operate. Some shift the profit to tax havens and
so avoid paying in the host country. These host countries like Ireland accept
this, provided they get some tax, though pressure is finally being applied by
the EU on these avoidance loopholes.

Pozen (2011) suggest that the US Congress should adopt a new, two-pronged
system for taxing foreign-source income. It should exempt such income from
U.S. corporate tax if it is actually being earned in a foreign country with an
effective corporate tax rate of 20 percent or higher. Such an exemption would
modestly increase U.S. tax revenues —some U.S. corporations would pay an
administrative charge of 5 percent if they decided for business reasons to
repatriate their foreign profits. On the other hand, Congress should end the
ability of U.S. corporations to defer foreign income generated in tax havens —
subject to a low transitional tax rate on past foreign profits. This second prong
of the proposal would deter U.S. corporations from devising elaborate schemes
to allocate their income to tax havens — to the detriment of the U.S.
government and its major trading partners, he suggests. 

Dozens of US multinationals have moved their tax base outside the country to
escape the high tax rate, (e.g. through tax inversions) and perverse incentives
in its tax system. While a nominal or maximum rate of 35 percent was not high
a few years ago, it is today, only when compared to other countries which have
all cut their rates. Its system has encouraged US companies to build up this
$2tn cash pile which is stored and invested outside the US. If they return it,
they pay more tax on it. So the system keeps it offshore.

While the US is important in tax reform, its administration’s longstanding
failure to change its tax system means other countries must act and do so now.
It is preferable that they preferably work together and the EU Commission
must take the lead, now.
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