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Colleagues, ladies and gentlemen, I will now start our meeting. We invited Professor
Joseph Stiglitz – welcome to the European Parliament –and Professor José Antonio
Ocampo, who was formerly a government minister in Colombia and is now a
Professor at Columbia University.

Today I am very pleased to welcome Professor Joseph Stiglitz, Nobel Memorial Prize
in Economics, who is here with us. Thank you for your availability. We invited you as
a former expert on Panama’s Inquiry Committee into the Panama Papers, and we are
very happy to have the occasion for an exchange of views on your experience with
that inquiry committee. We sent you a list of questions in advance of this meeting and
we are very honoured that you took time during the weekend to send your replies,
which have been circulated to the members of the Committee.

After your introduction – of 10 minutes if possible – I will open the floor to questions
and answers with Panama Committee Members. We have 14 languages available
today, and questions will be asked in slots of what are normally five minutes, but I
think we will need to reduce this to three minutes today. The questions will be of a
minimum of one minute, with the remaining time devoted to the answer. Professor
Stiglitz, the floor is yours.
1-004-0000
Joseph E. Stiglitz, Nobel Memorial Prize in Economics. – Thank you very much for
this opportunity to address you. I think the subject of your Committee is
extraordinarily important because the secrecy havens to which the Panama Papers
drew attention have a very pernicious effect not only on our global economy but also
on our broader global society. These are centres through which there is tax
avoidance and tax evasion, and also money laundering that supports corruption and
a whole range of nefarious activities.

One of the things that the Panama Papers did was to bring home the magnitude of
the kinds of nefarious activities that were going on. Of course, we all knew that these
secrecy havens were up to no good. We all knew that there were lots of bad activities
that were going on within these secrecy havens, but the Panama Papers brought to
light and brought home very forcefully what was going on. I should emphasise that
80% of the activities described in the Panama Papers did not go on in Panama,
which highlights that this is a global problem.

The name Panama Papers came partly because of the wonderful alliteration in
English of Panama Papers, like LuxLeaks. If you want an idea to stick something like
‘LuxLeaks’ and ‘Panama Papers’ really helps it to stick in your mind. But it was also
because at the centre of the Panama Papers was a Panamanian law firm that was
engaged in all the activity. It was the leak of a treasure trove of documents from one
law firm. Remember that this is only one of at least four major law firms. In fact, in
Panama it is viewed as one of the smaller of the four law firms. So if this is one of the
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smaller law firms and we do not know what was going on in the other law firms, you
can imagine the magnitude of what is going on in those secrecy havens.

For those who have not had time to look at my written answers, very briefly, after the
Panama Papers came out Panama not surprisingly felt that its reputation had
suffered some damage, and deservedly so. Particularly in the context of Noriega and
drugs, it felt very much that it had to restore its reputation. I had hoped that it was
interested in more than just restoring its reputation but actually in changing its
business model. They sent their Vice-President to New York, to Colombia, to
persuade me to join a commission with Mark Pieth, who is a Swiss lawyer who has
been involved in anti-corruption campaigns for 25 years with the OECD and who had
agreed to join.

One of the reasons that I agreed to join was that I thought it would provide a model of
what could be done. Here was a country that was willing to reform and would provide
a role model for other countries. To be frank, among the countries that I wanted it to
be a role model for was the United States, because the United States has a lot of
secrecy that goes on in Delaware and Nevada and a large number of states. So my
hope was that, by studying one small country, one could get a template that would be
useful from a global perspective.

Unfortunately, at the very beginning of our deliberations we told the Panamanian
Government that we needed reassurances that our report would be transparent and
would be made public after a suitable time for the Government to react. We waited
weeks and weeks and weeks, and the Government did not provide these
reassurances. Eventually we were told that we would not get such reassurances and
so at that point we felt we had to resign. But we felt that we had done enough work
and were sufficiently committed to those issues that it would be useful to write a
report that would at least summarise some of our understandings of what we had
gleaned and what we had already prepared on the subject. So that was the origin of
our report ‘Overcoming the Shadow Economy’ that we are just releasing.

Let me just describe very briefly a few of the central ideas. The first is that this kind of
secrecy is part of the darker side of globalisation and that the hiding of money,
whether it originates from money laundering or tax evasion, undermines the
functioning of the global society. We wrote the report before the political events in the
United States last week, but we were very convinced that if we could not convince
our citizens that we could temper globalisation, there would be an anti-globalisation
reaction. So our view is that anybody who thinks that globalisation is a good thing
has to be willing to address the darker side of globalisation, and this is the darker the
side of globalisation.

One of the things we also emphasise is that there needs to be a comprehensive
approach to secrecy and that, if there is any place in the world where secrecy
remains, then those who want to use secrecy for their nefarious activities will find
them and will hide their activities in those centres. So basically there has to be a
comprehensive global approach with essentially zero tolerance for secrecy. That
means, of course, that secrecy has to be attacked globally.

But having said that it has to be attacked globally, I believe that Europe alone can
have a very significant impact. Some people say that you cannot deal with it because
it is too complex and too difficult, but in fact, when we attacked secrecy in the context
of the war on terrorism, we were able to root it out. We were able to detect where the
money was flowing for terrorism. But we chose not to do that for money laundering
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and for all these other activities. It reminds me of a lecture I gave, as every once in a
while I get invited to one of these secrecy havens to give a lecture, when I told them
how corrosive what they were doing was to the global economy. I didn’t understand
why they had invited me. I thought maybe it was a form of penance and that they felt
better having listened to a lecture by me about how terrible they were, that it was a
cleansing experience for them and they could then go ahead and once again do what
they wanted. But at the end of my talk one of the bankers came up to me and said
that I did not understand their business model and that they did not do the things I
said. They did not do narco money, bribery or corruption but only did tax evasion!
When I asked how he knew that, as I was curious, he said it was because they
asked!

Anyway, there is an important lesson that comes out of this. I think this has to be
attacked comprehensively, but that Europe alone can make a very big difference.
One of the things that we emphasise in our report is that it is not just offshore centres
that are engaged in these kinds of activities. It is also onshore, both in the United
States and in Europe. Therefore, it is very important for both the US and Europe to
deal with the problem. Belatedly, in response to the Panama Papers, the US
Government has begun to do some things. There has been a response from the US
Treasury to the Panama Papers. They have done some things about beneficial
ownership, which I will come to in a second. But at least there has been some
response already. I should share with you that I am not hopeful that this will continue
under our new administration because he is a tax evader, not avoider. When your
President is evader or avoider in chief, it is hard to have confidence in where we are
going to go. But that is why it is even more important for Europe to take up the
leadership on this issue. Otherwise it really risks disappearing.

Another thing that we emphasise in our report is that it goes beyond financial
markets. A lot of attention has been focused on banks. Banks have played a very
bad role in many of these activities and some of them have been buying significant
amounts, but the banks have been under sufficient scrutiny that, for the most part,
they have reformed – I do not want to say with enthusiasm, but they have been
forced to respond. But there is a whole industry that services secrecy and, in
particular, the lawyers. Mossack Fonseca, the law firm from which the treasure trove
of information came, is an example.

In our report we propose very strong measures to deal with these law firms. One of
the things that we also emphasise is that in many cases countries will sign
agreements that they will be open and transparent, that they will have automatic
exchange of tax information, and they will do other things and then, having signed an
agreement, everybody can go home happy. Except you shouldn’t go home happy
because enforcement is really key. The countries know that you can sign an
agreement but then not enforce it and nothing will happen. In many of these
countries, as you can imagine, the judiciary is not exactly likely to strongly enforce
these kinds of agreement, so it is international enforcement that will be required. So it
is not just about what people agree to do; this is also going to require heavy focus on
enforcement.

There are a lot of details in our report of both the consequences and the principles
underlying an attack on the shadow economy. If I were to single out one particular
thing that would make a difference, it is the issue of beneficial ownership of
corporations. One of the things that those engaged in these nefarious activities have
learned is that, if you set up a chain of corporations and secret corporation A owns
secret corporation B, which owns secret corporation C, which owns D, then no one
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can go to the trouble of tracing it. It costs them very little to create this complex web
and makes it very difficult for enforcement agencies to penetrate that web. So we
argue that there ought to be publicly-searchable registries of beneficial owners – that
is the real people, not the fake corporation, but the real people who eventually own it.
There are details in defining this, but this to me is absolutely critical. The reason it
has to be searchable is that it has to be possible not only for law enforcement
agencies, but also for the media to find out who is engaged in doing what activities.

It is not just illicit activities, though, that use this complex web of corporations. Many
of our large multinational enterprises have hundreds of subsidiaries. You may ask
why they need hundreds of subsidiaries; what are they doing? The suspicion is, of
course, very clear: they are trying to avoid paying their taxes. They are trying to
protect themselves, for instance, against limited availability or if they engage in bad
behaviour and get sued. So, whatever it is, it is not above board. We have to
remember that it is not only illicit activity that is making use of these complex webs,
but even some respectable corporations in the United States and Europe.

That is why the activities of your Committee are so important. Particularly in the
context of what is happening politically in United States, it is particularly important
that Europe take up the responsibility of exposing and making sure that these
secrecy havens are not able to continue playing the role of undermining global
society in the way that they have been.
1-005-0000
Chair. – Thank you very much, Professor Stiglitz, for that free and open introduction.
Looking at my watch, I would now like to open the floor for the debate with the
members of the PANA Committee. I will start with our two co-rapporteurs, Jeppe
Kofod and Petr Ježek.
1-006-0000
Jeppe Kofod (S&D). – Thank you for the excellent presentation. I have three very
concrete questions. First of all, in your written answer you say that secrecy has to be
attacked globally – onshore and offshore. So what can we do in the short term on
this, as the European Union, as a global society? And is there an idea to call for a
global summit on transparency to end the secrecy haven, for example? I mean, we
have global summits on climate change and so on and this is, I think, just as
important.

Secondly, in a report adopted by this Parliament this summer, we asked for a study
to set up a global register of all the financial assets which people and companies are
holding. Is that a feasible idea; can we do that? Which institutions could provide
information on such kinds of assets? This register has to be searchable, as you also
said. Is this an idea we can follow?

Thirdly, you talk about sanctions and consequences for the enablers of tax evasion
and so on – the law firms, the wealth managers, I have to add, and others. What is
your suggestion? What can we do on this? Could we remove business licences?
What type of sanctions can we implement immediately?
1-007-0000
Joseph E. Stiglitz, Nobel Memorial Prize in Economics. – I think the idea of having a
global summit is a very good one, and I think the point that you raised, this is a very
serious global problem and the work of, for instance, Zucman has pointed out what
large fraction of global wealth has escaped taxation and reporting. In some ways I
should emphasise that the problem is worse in many ways in Europe than it is the
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United States, for the following reason – on the tax side, not on corruption, but on the
tax side.

In the United States we have taxation based on citizenship. So an American citizen
has to report his income, no matter where it occurs, even if it’s in the Cayman
Islands, and so going to the Cayman Islands in principle doesn’t shield him from
reporting income. If he sets up a shell corporation he can only avoid reporting it if the
American ownership is a minority, and that’s where Americans and Europeans
interact. If it’s a majority European ownership, then the American is helped in
secrecy. So there is an externality from your actions to the United States. But with
most European countries, it is based on residency and where people earn their
income, and so you don’t have as much global reach in your tax and therefore this
kind of use of offshore centres particularly is more problematic in the case of Europe,
and therefore it’s even more important for Europe than the United States.

So in any case, I think a global summit to draw attention to this, and to say this needs
to be addressed globally, would be very useful. It’s very useful for another reason.
I’ve talked to some of the other secrecy havens, and at least one of the secrecy
havens said to me: We don’t like being in this business, we would like to be better,
but what good would it do if we’re better and the money just goes somewhere else?
So their view is they say they’re willing to be better citizens if everybody else is a
better citizen. So if you could create, in a global summit, a new set of global norms,
they couldn’t use that excuse any more. There would be a new set of norms and then
you could really go after the countries that are undermining those global norms. So I
think a global summit where you set out a set of principles would be extraordinarily
useful.

On the second question, I think there is no reason that each individual country can’t
disclose the beneficial ownership of all corporations incorporated in those countries,
and that would be one of the norms that you would set up. So in Panama there are
hundreds of thousands of corporations. We want to know who is the beneficial owner
of these corporations. What are corporations doing? Why do they exist? Are they
making income? If they’re not engaged in income, why? And part of the agenda that
we talk about is to finally have requirements to say every year what they have done,
and make them pay a fee every year, the object of which is that the web of thousands
of debt corporations could be cleared out very quickly, and then you can focus on the
corporations that actually do exist and figure out what is going on in these
corporations.

So that side is I think very feasible. The broader sense of this is that there are assets
all over the world, and each country would then have to create a registry of all the
ownership of assets, and that doesn’t exist even in advanced countries today.

And the final one, on the sanctions. One of things we propose are very strong
sanctions against countries and firms that don’t comply with what we’ve described,
including: in the case of companies, losing their business licence, licence to operate;
in the case of countries, those that do not comply with the transparency norms should
be effectively cut off, that is to say it should be illegal for banks in the EU to deal do
business with the banks in those jurisdictions that do not comply with international
norms.
1-008-0000
Petr Ježek (ALDE). – Thank you, Professor Stiglitz, for being with us and for the
written information submitted. It has been said that there is a need for international
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reinforcement, as the United Kingdom leaves and Donald Trump arrives, and there is
the City of London and the British Virgin Islands, and when I went through the US
President-elect’s tax reform, which will ‘make America great again’, there is at least
an acknowledgment that some companies have been leaving cash overseas as a tax
manoeuvre, with a suggestion, by the way, of there being a one-off repatriation of
corporate cash held overseas at a significantly discounted 10% tax rate.

Apart from that, how do you think these changes may affect our fight against tax
avoidance, tax evasion and money laundering, I mean on the international scene?
1-009-0000
Joseph E. Stiglitz, Nobel Memorial Prize in Economics. – Very broadly, I think the
first issue raised, of onshore tax evasion, of tax avoidance, of the City of London, the
British Virgin Islands, concerns what I referred to before, which is that both in Europe
and in the United States there are jurisdictions which do not comply with what I would
say are good norms, and that is where I think the EU as a whole has to take strong
actions domestically, as this should not be allowed, and to put pressure on the
constituent countries.

Rationally, in the same way, I don’t think you should discriminate between Panama
and the United States. I know that, in practice, realpolitik may make that difficult, but
the fact is that if there are these secrecy havens within the United States, then one
should take strong actions against them.

As I say, the good news is that the US Treasury did take some actions in response to
the Panama Papers – not enough, but at least it was moving in the right direction –
which shows how public pressure can help move the dial on these issues.

On the particular issue of US taxes on monies overseas, that really was a flaw in our
tax code which I think should have been corrected, and we have known about it for a
long time, where we said that American corporations making money abroad are not
taxed on their profits until they repatriate these to the United States. That provided
them with incentives not to invest in the United States and that was really very poorly
designed. It was actually a job destroyer for the United States, and it just shows you
the influence of international corporations – that they were able to get this provision
into our tax code even though it was very bad for job creation in the United States.
But the tax holiday that has been proposed was tried once before under President
Bush and it did not work very well. The general history of tax holidays is that they are
just that: they are a holiday without the beneficial effects that are hoped for.
1-010-0000
Dariusz Rosati (PPE). – Professor Stiglitz, thanks for being with us today. I have a
question on what we could do on our side here in Europe in order to reduce
incentives for EU companies to go to tax havens and set up shell companies, trusts,
foundations and what have you. There are different reasons for this, but what could
we do in terms of improving our tax systems and our regulations in order to reduce
those incentives, or in other words to reduce the pull factor in these practices?

My second question is what could the international community possibly do to put
pressure on non-cooperative jurisdictions in order to somehow force them to comply
with international taxation standards without actually raising doubts that this pressure
would somehow violate their sovereign rights as independent states?
1-011-0000
Joseph E. Stiglitz, Nobel Memorial Prize in Economics. – Sovereignty is always
supposed to concern responsible sovereignty. When a sovereign does actions which
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hurts other countries, it should not be allowed to do that. That is why we say that if a
sovereign pollutes the atmosphere and creates global warming, there should be
strong action against that sovereign because it is imposing harm on other countries.
And these secrecy havens are imposing harm on other countries. So in my mind,
saying to another country that you cannot get away with actions which are imposing
harm on us is just part of responsible global citizenship. I don’t find it any way
troubling that we’re telling a country you can’t do certain things, such as you can’t
engage in nuclear proliferation. There is a whole set of basic requirements of global
citizenship, and this should be one.

There is a whole range of things that we can do to put pressure on non-cooperative
states. I described one measure which you might say is extreme, but it is one that we
may eventually have to take, which is to say if you don’t cooperate with the global
norms then we don’t have to give our companies the right to have you as an
interlocutor. That is to say, our banks cannot have your banks as a correspondent.
You have a contagious disease – secrecy – and we don’t want that disease to
spread, and therefore we won’t allow our banks to interact with you. It is a privilege,
not a right, for our companies to interact with you, and if you aren’t going to comply
with those international norms we won’t allow it.

There is a basic issue here that maybe I should have emphasised. You have to ask
the question: what do the offshore banking centres bring to the global community as
banking centres or financial centres? One of our presidential candidates four years
ago openly pointed out that he kept his money in the Cayman Islands, and many
Americans asked the question: is New York not then a good banking centre? Is there
something that they know in the Cayman Islands about the management of wealth
and money that we don’t know about in New York? If we don’t, shouldn’t we learn
about it? And of course the answer was that it’s not that money grows better in the
sunshine in the Cayman Islands. It was perhaps that money grows better in the lack
of sunshine. But that we should not allow. So the rationale for allowing global tax and
regulatory arbitrage seems to me very questionable.
1-012-0000
Sergio Gaetano Cofferati (S&D). – Professor, as you are probably aware, the
European Union is in the process of drawing up a list of non-cooperative tax
jurisdictions.

You have had occasion to stress the importance of this in your writings. In your
replies and again in the report, you broach the issue of tax preferences and tax-free
areas and highlight the fact that particular attention should be awarded to these
arrangements.

Do you agree that having no corporation tax, or zero-rate or next-to-zero-rate tax
should constitute one of the basic criteria, along with secrecy, for defining non-
cooperative jurisdictions, that amalgam of measures in respect of which protective
instruments might even be brought into play?
1-013-0000
Joseph E. Stiglitz, Nobel Memorial Prize in Economics. – I think a blacklist is
important. It is exactly the same point, I guess, that was made before. But let me
emphasise the role of tax preferences. Those tax-free zones that some countries
have are particularly pernicious because they provide a vehicle for money laundering.
That is to say, when you engage in activities, you pretend to be doing something,
producing cloth or something else, and you may do a little bit of that, but the real
activity is money laundering and the big advantage of using the tax-free zones is that



16-11-2016 9

the profits you make are not taxed. So that’s why there is a whole standard set of
techniques for money laundering: gambling is one, but tax-free zones are another
standard technique for money laundering. So when you see activities of money
laundering in tax-free zones you want to look at them very, very carefully. There may
be some legitimate activities but there may be some real money laundering, and that
is where I say that the standards of those operating in those zones should be very
high. It should not be just a right for anybody to operate there. If somebody is
operating in those zones who has been engaged in any kind of questionable
activities, they should not be allowed; and if the government allows them then that is
a condition for being on the blacklist. So it’s just like when you can’t get a bank
licence if you are a questionable character. There are standards that we have
established in every country for getting a bank licence. We do not want people who
have a bad record to be opening up banks because all kinds of activities will be
undertaken through that bank licence. And those same standards should be applied
to those operating in a tax-free zone.
1-014-0000
Bernd Lucke (ECR). – Professor Stiglitz, if I understand you well then what you
recommend us to do is increase transparency, and that is exactly what we are
working on here. We are trying to change our legal settings such that transparency is
improved. Now you are an economist and I would like to ask you about two different
things, namely substitution, and incentives and disincentives. The way the whole
system works, as I understand it, is that there is a whole chain of people involved in
these types of activities: there is the beneficial owner, there are people who have
power of attorney, there are financial advisers in banks and financial institutions,
there are people working for Mossack Fonseca and at least three other law firms in
Panama and elsewhere in the world, and then there are the people who actually run
the offshore companies. My question is: if we increase transparency and break this
line of people at some point, what do you think about substitution possibilities for the
beneficial owners? Which ways would they have to find new mechanisms to hide
their tax liabilities – by, I do not know, substituting EU countries for countries
somewhere else in the world?
The second question then is: what do you think about either decreasing incentives for
tax avoidance and tax evasion, or increasing incentives for people to make this
known to our law enforcement authorities, so increasing incentives to
whistleblowers? For instance, whoever brings something to the attention of our law
enforcement officers would be allowed to walk away with a sizable chunk of the
wealth in question. So these types of questions – have you any suggestions we could
follow up on?
1-015-0000
Joseph E. Stiglitz, Nobel Memorial Prize in Economics. – I think you are absolutely
right. There is a huge supply chain in the sense that the production of these kinds of
secrecy and the difficulties of dealing with it is sufficiently great that we have to attack
at every point. We tried to attack it basically in the banking system, and we made
progress there, but we found out that was not enough. So we are now trying to attack
it at law firm level and at various other levels – including the revelation of beneficial
ownership level – and I am hopeful that if we attack it in enough places, because this
is difficult, that we will get enough transparency and that we will effectively shut it
down.

As to your question on where will it show up, as the forces for secrecy are strong
enough that they will find some other venue, this is why I emphasise that this has to
be a global attack, and that one has to be persistent. It is not obvious to me that if we
really attack it globally in the way that I have described that it will actually be able to



10 16-11-2016

raise its head. I do not want to say we are ever going to get perfect transparency, but
I think the worst aspects that have been exposed by the Panama Papers could be
shut down, or at least I am optimistic on this.

If we don’t, but if we have the kind of investigation that this Committee and other
committees are conducting, then we will expose the new ways and forms that it will
take. I think it is going to be very difficult for it to be secret about how it is doing the
secrecy. It will try, so I think this is something we have to keep at, but this is a war
that we can win.

On the second point, I agree very much that we have to have incentives for
whistle-blowers; I think that helps. One of the things that concerns me – and we talk a
little bit about this in the report – is that in some countries it is just the opposite, and
an individual who whistle-blows can go to prison. A country that has a legal
framework like that should be on the blacklist. That is to say that some of the things
that would get you on the blacklist are legal frameworks that actually make
transparency more difficult. So those are the things, the disincentives, we can deal
with – or at least some of the more transparent disincentives like these laws
penalising whistle-blowers. We should make sure that countries do not have them.
1-016-0000
Maite Pagazaurtundúa Ruiz (ALDE). – Thank you very much, Professor Stiglitz.
This Parliament has a historic opportunity to tackle these big problems and we must
take advantage of it, but we face some significant difficulties. If we want to be
effective in combating tax fraud, tax evasion and tax avoidance, we need
standardised definitions — which we do not have — and an effective list of tax
havens. You have been talking about this.

Well, the Commission presented its proposal for the establishment of a European list,
and one of the indicators was no corporation tax or a zero rate corporation tax. The
EU Member States have rejected this.

Do you think that the proposal can be effective if the EU countries remove this
criterion from the list? What, in your opinion — to continue with some more specific
guidance — are the other essential criteria in drawing up a list of tax havens that
would be worthwhile? Give us some more guidelines in addition to those you have
mentioned so far.

And secondly: Luxembourg and Germany are very high up on the Financial Secrecy
Index, the list of countries that offer the best conditions for tax avoidance. Have you
specifically examined the cases of these two countries?

And one last thing: you referred to Aladdin’s cave. In Spain, we talk more about ‘Ali
Baba and the cave of the 40 thieves’.
1-017-0000
Joseph E. Stiglitz, Nobel Memorial Prize in Economics. – As I said before, I think
there are multiple issues here. I think a zero corporate tax rate should be criticised on
the issue of tax competition. The other report that was released by the Independent
Commission for the Reform of International Corporate Taxation (ICRICT), chaired by
José Antonio Ocampo, focused on tax competition. Zero is what we will get if we
allow tax competition. The dangers of tax competition are obviously that, if zero is the
corporate tax rate, it means that the burden of taxation has to be borne elsewhere.
Others are going to have to bear the tax and that is both inequitable and inefficient.
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On the issue of the role of zero taxation in secrecy and money laundering, I
described a few minutes ago that it does play an important role, but not all the
countries that have low tax rates are actually engaged in those kinds of nefarious
activities, they are just involved in tax competition. But when the tax competition gets
down to zero, you have to ask what is going on because, almost by definition, you do
not raise a lot of revenue when you have a zero tax rate. In some cases it may be
about jobs, but in many of these cases, like in the case of Apple in Ireland, very few
jobs were created in Ireland in response to the zero tax rate. So one has to raise the
question as to what was going on.

One of the things that I think Europe ought to do about this, within Europe, is to make
all these agreements and tax rulings public. Why should Apple get different tax
treatment from General Electric or Google or anybody else? It was only because of
the US Congress that Europe discovered that Apple was getting these special tax
agreements. One of the problems of secrecy is that things are secret and, if they are
secret, you do not know about them. It was only because of the US Congress that
you found out about what was going on in Ireland, and that should not be tolerable.

All these agreements should be public so that you can assess what is going on and
can see if there is a special deal for Apple or some other company. The interesting
thing is clearly that, if it had all been public, every other company would have asked
for a zero tax deal. If every other company had asked for a zero tax deal, then
Europe’s tax revenue all over would have been zero from American companies. I
think Europe would have found that intolerable and there would have been action on
the European front. This is an example where secrecy had very profound political
consequences. I think it is a very great disappointment that one of your countries
would take advantage of the other countries within Europe.
1-018-0000
Fabio De Masi (GUE/NGL). – Welcome Mr Stiglitz. You just spoke about Ireland and
Ireland reported this 26% growth rate recently due to tax evasions. The problem is
just that no average Irish citizen has seen a trickling down. So could you maybe
expand a little bit on what you believe could be the contribution of tax justice to
overcoming Europe’s economic problems in terms of lack of investment and
austerity? Can it play a positive role in the economic wellbeing of our citizens?

Secondly, we were talking about a blacklist. When we were in Washington with the
previous committee, the US Department of Justice said to us well, there is nothing we
can do about Delaware or wherever because we can only deal here with the tax rate
but not with the secrecy laws, the company laws and so on. Do you think it would
help to convince Mr Trump to do something about it if we put Delaware or wherever
on the tax haven blacklist, and would you recommend doing so?
1-019-0000
Joseph E. Stiglitz, Nobel Memorial Prize in Economics. – In answer to your second
question, yes, I think it would help a great deal if you were to impose sanctions on
Delaware or whichever state in the United States which is non-compliant, if it turns
out after your investigation that they are non-compliant. It seems to me that you can
say ‘we are only willing to deal with jurisdictions that obey certain standards and
these jurisdictions do not obey those standards so I’m sorry, our European
companies cannot deal with banks registered in, say, one of the states in the United
States that does not meet those standards.’ I think that would certainly draw attention
to the issue and it might induce them to change their behaviour.
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I think what you heard from some people in the US Treasury was probably an
excuse, because they have now acted on some of the issues that they said they
could not act on before. And part of this is in response to public outrage in the United
States. It was discovered that a very, very large fraction of purchases of apartments
in New York City above a million dollars was by LLCs where we did not know who the
owners were. It was very clear that there was at least the prospect of money
laundering going on massively in real estate in the United States, in New York City,
and the US Government did respond to that by saying that there has to be a
disclosure of beneficial ownership of real estate in first New York City and
Washington DC, and I think they are now extending that. So the US Government
does have a wide set of tools that it could undertake if it wanted to, and the threat of
sanctions might induce it to take stronger actions, and that, I would say, would be
very helpful.

The broader issue that you raised, first of all when you say that Ireland grew at 26%, I
think everybody knows that is not real. Countries do not grow at 26% and that is only
testimony to the phoniness of what was going on. What grew was 26% in the
reported income, reported GDP, but it is not as if the citizens in Ireland suddenly got
26% richer. I am sure if you did a survey of the average person and asked whether
his income had gone up by a quarter over the last year, you would be hard pressed
to find anybody who said that their income had gone up by 26% over the past year.
That just shows the extent of this kind of evasion, the kind of activities that are going
on where what is reported has nothing to do with what economic activity is actually
going on.

But the general point that you raised is that when there is no real tax revenue
because of all this monkey business, it imposes an enormous cost, because you
cannot do the investments in infrastructure, education, technology that are necessary
for real growth – not for the phony growth that Ireland recorded, but for the real
growth and increases in living standards of individuals. If you do not have the tax
revenues then you can’t make those investments in the future, so that is why what is
at issue here, in part, is really the future prospects of Europe as a whole, and the
world as a whole.
1-020-0000
Pascal Durand (Verts/ALE). – Professor Stiglitz, you are a renowned economist and
a well-known consultant, but that is not all. You were also an eminent member of the
Clinton administration – I would have loved to have been able to talk about a Clinton
administration for another four years, but the voters decided otherwise. And that
makes what you have to say even more valuable because you were there with the
decision-makers. I have two questions for you, the second of which is more related to
your personal experience.

My first question is this: you have said very clearly that sanctions are needed and
that sanctions must be imposed against those who do not adhere to the rules. I
should like to know what you think – and I’m speaking to you as a lawyer – about the
issue of soft law and self-regulation, because lawyers and accountants already have
rules. So how strict would you like any rules that are introduced to be? And what type
of restrictions would you like to see brought in, given that there are rules already in
place?

Moving on to my second question, very briefly. You are someone who has been right
in among the decision-makers. When it comes to issues surrounding tax avoidance,
etc., which have of course been around for many years, what, in your opinion, are the
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main reasons why decision-makers have been unable to introduce public policies that
would put an end to such practices?
1-021-0000
Joseph E. Stiglitz, Nobel Memorial Prize in Economics. – I think in many of the
areas soft law can be an important instrument. I have advocated, for instance, a soft
law approach to sovereign debt restructuring because it is going to be very difficult
internationally to get a hard law framework.

This is an area where there already has been a lot of soft law – you might say a lot of
pressure – and it has been resilient in a negative sense. It has proven its ability to
survive no matter what. People have talked about the importance of openness and
transparency, but secrecy havens are basically immune from the normal pressure of
soft law and that is why one has to ratchet up the pressure.

You are absolutely right that, in terms of much of what we are talking about, there are
already standards and laws, and what the law firms are engaged in they could
already be sanctioned for. We don’t really need to do anything new; we just have to
enforce the standards that we already have. For instance, regarding the complicity in
child prostitution that was revealed in the Panama Papers, we know that aiding and
abetting that kind of thing is illegal and a law firm should be sanctioned for engaging
in that kind of activity.

So at some level what we are saying is that we ought to be enforcing the standards
we already have. But obviously we are not enforcing them now. What I am really
saying here is that we need to re-look at these secrecy havens with an understanding
that we have been too soft, even on the hard law approach, to these law firms, and
we have certainly been too soft on the soft law approach. Therefore, we really do
need to have stronger enforcement and probably higher standards, because they will
always try to blur the edges and, by raising the standards, make it clear that they are
nowhere near the edge and that they have stepped well beyond what ought to be a
clear line in their behaviour.

You asked what the obstacles to dealing with some of these problems are. There are
two that I would identify. One is inertia and the other is pressure groups. Let me give
you an example of each. When I was in the Clinton Administration, I raised the issue
of our transfer price system as being a system of international taxation for
multinationals that could not work. The response of people in the US Treasury was
that we had worked very hard to create the transfer price system in the 1920s and we
did not want to revisit it. It was only 70 years later and we were still exhausted from
that discussion in the 1920s! That is what I would call inertia. They had other things
to do with their lives and they did not think it was important. I thought it was very
important, but I couldn’t get them to move on the issue. Now we realise how serious
the problem is, and 25 years later the problem has grown worse. A system that could
not work has not worked, and so attention is now focused on it. Hopefully, with this
International Commission that José Antonio Ocampo has headed, the spotlight will
be focused on it more strongly. So one thing is inertia.

The second is obviously pressure groups. In most of these areas there is somebody
who is benefiting from the current arrangement. Those who benefit do not want to
lose those benefits. It is as simple as that. Just to give you another example in a very
different area, when I tried to introduce a green GDP measure to reflect
environmental degradation and resource depletion, I knew I was on to something
important when the coal industry – the coal lobby in the US Congress – said that, if I
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continued to talk about this, they would take away all our funding. So it was clear that
I had hit a raw nerve. Obviously nothing happened, because they did not want
attention focused on the environmental degradation that was resulting from coal. A
lot of people are making a lot of money out of tax avoidance under the current
arrangement, which is precisely why we have to do something about it.
1-022-0000
Raymond Finch (EFDD). – Professor Stiglitz, in your report ‘Overcoming the
Shadow Economy’ as well as in the questionnaire, which you kindly filled for the
purposes of this hearing, you say the secrecy havens should be cut off from the
global financial and economic system, and you list in three bullet points how this is to
be done. Your last bullet point says ‘we can declare it illegal for any bank to have any
correspondence relationship or to interact in any way with any financial institution in a
non-cooperative jurisdiction’. Could you clarify what you mean by this? You seem to
be implying a total isolation of any such jurisdiction from the rest of the world. Do you
think it moral that we let people in these countries starve because their nation’s
financial system does not comply? I believe nations seeking to run their own
economies is not a reason to punish ordinary people.

And my second question, quickly. You called President-elect Trump a tax evader.
Would you also care to comment on Mrs Clinton’s tax affairs and her financial
relationship with multinational companies and Middle-Eastern dictatorships who
helped to fund her political career and campaign?
1-023-0000
Joseph E. Stiglitz, Nobel Memorial Prize in Economics. – Ok, the issue of countries
that make money by undermining the global economic system seems to me an issue
that I addressed earlier in response to the question from Mr Rosati about sovereignty.
There’s a notion of responsible sovereignty and then sovereigns that impose costs on
others. Their country has to pay the cost of that and the citizens of those countries
need to respond and say to their government, ‘you can’t get away with imposing
costs on others, you can’t get away with global warming, you can’t get away with
pollution of other kinds and you can’t get away with polluting the global economy by
your secrecy havens contributing to corruption, child prostitution, any of these
activities. Those are costs that you are imposing on the rest of our society and that’s
unacceptable.’ Now unfortunately when you impose a cost on a country, there will be
some innocent victims. That’s an inevitable consequence of any form of sanctions,
and we’ve imposed sanctions against Russia as its violating international law in
taking over eastern Ukraine, and I think that’s the right action to take.
1-024-0000
Gilles Lebreton (ENF). – Mr Stiglitz, thank you for coming to shine a light on the
issues for us in our committee of inquiry.

You said that the publication of the Panama Papers shows that three types of
financial offences have been committed. First, tax evasion by individuals and
companies; second, money laundering by organised criminals; and third, cover-ups
with regard to corruption and conflicts of interest on the part of those in government
or high-level officials.

With specific reference to that third point, you take the view that the European Union
and the USA have the means to take effective action against corruption, but you
observe that they are failing to do so. I have four questions that relate to that.

First, do you think that the election of Donald Trump will result in the USA stepping
up its efforts with regard to transparency?
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Second, do you think that the European Union really does have the will to combat
corruption and tax avoidance, when the Commission in Brussels is led by the former
prime minister of Luxembourg, which is a tax haven?

Third, and more technically, do you not think that the euro has made corruption and
tax avoidance easier than it would be if we had separate national currencies?

Fourth, if the extent of corruption and tax avoidance is the result of ultra-liberal
globalisation, do you not think that a return to a reasonable level of protectionism
might be one way to provide protection?
1-025-0000
Chair. – Thank you for that. There is already a clear answer to the second question.
1-026-0000
Joseph E. Stiglitz, Nobel Memorial Prize in Economics. – I’m glad you brought out
the third aspect that secrecy has also served to hide conflicts of interest and
corruption in both developing countries and in advanced economies, and that has
been a major source of problems.

One of my original interests in this was when I was Chief Economist of the World
Bank and there was massive corruption in the case of one country, and it was known
that the money was hidden in London. But the country couldn’t get at that money,
and that’s the role of London as a secrecy haven.

I’m very worried that with the election of President Trump the resolve to deal with
these issues will become weaker. There’s a lot of discussion about whether the term
‘conflict of interest’ is even in his vocabulary. Clearly, we haven’t set up the right
framework for dealing with conflicts of interest. But as you rightly pointed out, the fact
that the EU is headed up by the architect of the tax avoidance schemes which
actually impose costs on other countries is obviously problematic, and I think the
good news is that people are so aware about it and it has increased attention and
focus on this issue. The fact that people are asking this question is suggestive that it
is very much in the public awareness.

There are a whole set of things I haven’t been able to talk about that help facilitate
corruption and the lack of transparency. One of them is bearer shares. Bearer shares
are a form of non-transparency. The EUR 500 banknote is another form of a lack of
transparency because it reduces the cost of carrying money around.

I know time is running out, but I have to tell a little story. When I was on the Council
of Economic Advisers I wanted to get rid of bearer US bonds because those bearer
US bonds were being used, I thought, for corruption and for similar purposes. And
the response of the US Treasury was, ‘if we get rid of them then the interest rate will
go up.’ Of course, you have to understand what they meant: they realised that the
demand for US Treasury bills by those who wanted non-transparency and were
avoiding taxes was sufficiently great as to affect the price. But they were losing in tax
revenues what they were gaining on the other side. You shouldn’t be complicit in this
corruption. And yet the US Treasury, focusing narrowly on the issue of ‘we want to
minimise the interest rate’, was willing to be complicit in corruption and tax evasion.
To me it was a kind of mindset I could not understand.

I don’t think protectionism is the answer. I don’t think that will help. We are already in
a sufficiently integrated world, with people moving around, that protectionism is not



16 16-11-2016

the answer. The correct answer is that when we have trade agreements, making sure
that those trade agreements include provisions for transparency and help us fight this
war, and that should be an integral part of any trade agreement.
1-027-0000
Luděk Niedermayer (PPE). – Thank you, Professor Stiglitz, for coming here. My first
question relates to your answers to questions from the Committee. It seems to me
that when you are describing the web or network that was employed in Panama, and
not only there, legal firms are the weakest spots, because the banks and the
accountancy advisors are subject to a certain regulation, but the law firms are not. So
I wonder if this observation is correct.

The second question is that this Committee and work in the Parliament also focuses
on tax avoidance in addition to tax evasion. I wonder to what extent you, as a premier
economist, believe that an inconsistent and over-complicated system of tax codes
plays a very important role in promoting tax avoidance, and to what extent
governments should dedicate more energy to simplifying and clarifying the tax codes.
1-028-0000
Joseph E. Stiglitz, Nobel Memorial Prize in Economics. – Yes, I think one of the two
weakest links today are the law firms, but also the nexus of corporations, trusts and
foundations with their secrecy. What we have to do is get to the beneficial ownership.
Those are, I think, at least two of the main weaknesses in the current framework of
openness.

I agree that tax avoidance is a major problem and simplification should be one of the
approaches to it. But one always has to balance things out: you can get a simplified
tax code, and a lot of people have argued that if you have a zero tax rate then you
will get no tax avoidance! But that doesn’t solve your problem of wanting to generate
tax revenue. So you have to balance out the fact that corporations have an enormous
amount of ingenuity. You think you have a simple tax system... but I can guarantee
they will find some way of adding complexity to it that you hadn’t thought of. There’s a
whole industry of tax lawyers out there and a lot of the complexity is there defensibly,
as people have creatively tried to think of ways of not paying taxes.

So there may be ways of trying to get greater simplification by restarting, and
realising that the way the system has gone is that you’ve had a tax law, then
somebody circumvents it, and you say, ‘Ok we’ll have to stop that’, and then they
circumvent the circumvention, and you say ‘we have to stop that’, and then they
circumvent the circumvention again... Maybe at some point you’ll want to go back to
Ground Zero and say, ‘Ok, what’s going on here? Let’s rewrite the rules’... and then
you’ll start the whole process all over again.
1-029-0000
Emmanuel Maurel (S&D). – Very briefly, Mr Stiglitz, you have just mentioned trade
agreements, and we have noticed, including as part of our efforts in looking into our
relations with Panama, that money laundering and tax evasion are happening less
and less in the financial sector and more and more by means of trade transactions.
What do you think of the idea of introducing a kind of fiscal conditionality, in other
words, where there is a trade agreement, and there is a failure to comply with
requirements as regards a central register of beneficiaries, or country-by-country
reporting by multinationals in your country, you would lose the benefits of the trade
agreement? Do you think that would be feasible?

And my second question: like many of those present today, I have read what you
have written about the euro. Do you not think that, whatever one thinks of the euro,
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where there is monetary union, minimum safety nets are necessary when it comes to
tax issues? You are right, we are looking for various ways of preventing tax
avoidance, but would you see, for example, a minimum effective rate of corporation
tax at eurozone level to be a suitable way of curbing tax avoidance?
1-030-0000
Chair. – We cannot talk about the situation with regard to the euro today.
1-031-0000
Joseph E. Stiglitz, Nobel Memorial Prize in Economics. – I agree with both of those
suggestions, that in trade agreements we could put in a condition that to get these
trade benefits you have to satisfy these minimal conditions of transparency and
beneficial ownership. I think that would be a good idea and that would advance the
principle of transparency enormously. I also think, in fact, that it is related to this
report: ‘Four Ways to Tackle International Tax Competition’. The first
recommendation of our commission was to put a floor under tax competition, and the
best way to do that is through an agreed minimum corporate tax rate, and we
describe how that could be implemented. From a global point of view, if just the US
and the EU – or even just one of those, the United States or the EU – agreed on a
minimum corporate tax rate, that would at least set a floor and eliminate the extremes
of tax competition and the extremes of tax avoidance that we are seeing today.
1-032-0000
Chair. – Thank you very much, Professor Stiglitz. I think the evidence and the
experience you shared with us today was very stimulating for our own work here in
this committee of inquiry. Thank you very much, it was a very fruitful and good
discussion.

(applause)

I would like to thank the interpreters for staying on for an extra ten minutes. The
hearing is now closed.

(The meeting closed at 12.40.)


