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Harmful tax practices outside the EU  
Petr Janský, petrjansky.cz, 1 December 2020 

1 Introduction 

Thank you for the opportunity to address the Subcommittee on Tax Matters (FISC) of the 

European Parliament on harmful tax practices outside the EU.  

I understand that you are interested in what the harmful tax practices outside the EU are and 

how we might eliminate them. This is excellent, because I too am interested in these questions; 

my objective is to share with you – inasmuch as the time constraints allow – the latest evidence 

from my own as well as from other recent research projects focusing on taxing multinational 

corporations. 

I have some good news and some bad news. The bad news first. We do not have all the answers 

yet and we clearly need more research results, generated by undertakings such as my new 

project CORPTAX or the new EU Tax Observatory, led by Gabriel Zucman and supported by 

the European Parliament. The good news is that, since I addressed the TAX3 committee public 

hearing on “The evaluation of the Tax Gap” on 24 January 2019, promising progress has 

taken place on both policy and research fronts. The corporate tax reform debate at both 

European and global levels has developed, albeit not concluded, and we now also have better 

evidence of tax avoidance and profit shifting by multinational corporations. We now know that 

profit shifting is harmful in a variety of ways: it lowers government revenues (Cobham & 

Janský, 2020), leads to higher taxes by other tax payers, places small and medium enterprises 

at a disadvantage (Reynolds & Wier, 2019) and increases industry concentration (Martin et al., 

2020).  

2 Current harmful tax practices outside the EU 

2.1 Profit shifting by multinational corporations 

I also expect more evidence generated by country-by-country reporting data for big 

multinational corporations published in July 2020; this provides an excellent opportunity to 

estimate profit shifting on a worldwide scale and to an extent which has previously been 

impossible. Indeed, Javier Garcia-Bernando and I use that data to show that around one trillion 

USD of profits was shifted to tax havens I n 2016, which implies nearly 300 billion USD in 

https://petrjansky.cz/


2 

 

revenue losses for non-haven countries worldwide (in a preliminary draft paper yet to be peer-

reviewed and published). These profit shifting estimates are in line with existing estimates such 

as Clausing (2016), Cobham & Janský (2018), Janský & Palanský (2019), and Tørsløv et al. 

(2020) – but they also provide new insights.  

We find that among countries with available data, US-headquartered multinational corporations 

are the most aggressive in terms of profit shifting. We further estimate that low- and middle-

income countries as well as African and Asian countries tend to lose more tax revenue due to 

profit shifting relative to their total tax revenues. Closer to home, some big European 

economies, including Germany and France, seem to be affected by this profit shifting more than 

others. According to these estimates, both non-EU countries, such as the Cayman Islands and 

Bermuda, and EU member states, such as the Netherlands and Luxembourg, are among the 

most significant tax havens. Unsurprisingly, these havens usually tax the profits of 

multinational corporations at low effective tax rates. 

2.2 Effective tax rates 

Effective tax rates indicate how much multinational corporations actually pay in corporate 

income taxes. Effective tax rates are also, I believe, part of the most straightforward answer to 

the 1997 ECONFIN criteria for identifying potentially harmful measures, which include: “an 

effective level of taxation which is significantly lower than the general level of taxation in the 

country concerned”. Effective tax rates could thus be compared for various types of companies, 

contrasted with statutory rates or combined with profit shifting scales. Within Europe, where 

good effective tax rate estimates exist, low effective tax rates are exhibited by both EU member 

states such as Luxembourg and Hungary and by non-EU countries such as North Macedonia 

and Serbia (Garcia-Bernardo et al., 2020). Of course, for non-EU countries with zero statutory 

rates, such as the Bahamas, Bermuda, Jersey or the Cayman Islands, the effective tax rate is 

likewise zero.  

In contrast to the profit shifting scale or effective tax rates, the EU list of non-cooperative tax 

jurisdictions, i.e. the blacklist, does not provide an adequately informative answer to the 

question of which countries are responsible for harmful tax practices outside the EU. While I 

personally believe the blacklist might be useful, in its current form it neither helps create a level 

playing field between the EU and the rest of the world nor does it limit profit shifting; indeed, 

our recent research shows that blacklisted countries only account for a few per cent of all profit 
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shifting. In fact, the blacklist might be harmful in that it tends to divert attention from the most 

harmful tax havens, including e.g. the Cayman Islands.  

Overall, I believe that the presented estimates of the scale of profit shifting and effective tax 

rates provide an excellent alternative to the current criteria, which might of course be 

complemented by additional harmful tax practice indicators. 

2.3 Additional tax rate indicators 

While other, more qualitative, indicators, such as those provided as part of the EC Aggressive 

Tax Planning Indicators report for TAXUD (Loretz et al., 2017) or the Corporate Tax Haven 

Index (Ates et al., forthcoming), exhibit a more limited country coverage, they do facilitate a 

more detailed understanding of harmful tax competition. 

Let me briefly review some other basic corporate income tax rate indicators without going here 

into too much detail with respect to distinguishing between harmful and non-harmful tax 

competition due to the limited time. In addition to the above mentioned backward-looking 

effective tax rates, estimated from the best available data on what multinational corporations in 

fact pay in taxes (Janský, 2020a), forward-looking effective tax rates are estimated using 

economic models (Hanappi, 2018). Separately, tax havens are playing an important role in tax 

treaties and related withholding tax avoidance, as documented by recent research (Janský & 

Šedivý, 2019, Janský et al., forthcoming). 

Furthermore, countries with low tax rates likely contribute to lowering rates in other countries 

(Crivelli et al., 2016). Both statutory and effective tax rates have been decreasing over time. 

Although profit shifting to tax havens is responsible for only less than half of the decline in 

effective tax rates between 2005 and 2015 for multinational corporations headquartered in both 

the European Union and the United States (Garcia-Bernardo et al., 2019), it is a major challenge 

affecting macroeconomic statistics (Guvenen et al., 2018). Furthermore, profit shifting 

contributes to industry concentration (Martin et al., 2020), which benefits some of the big 

multinational corporations at the expense of other tax payers including small and medium 

enterprises (Reynolds & Wier, 2019) and, perhaps more importantly, government revenues 

worldwide. Countries with low effective tax rates usually attract more profit than economic 

activity, indirectly indicating profit shifting (Garcia-Bernardo et al., forthcoming). 

Many countries tax multinational corporations’ profit at low corporate income tax rates. One 

rough indicator of tax rates is the statutory corporate income tax rate. While available for many 
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countries, these rates are often not very informative with respect to how much multinational 

corporations in fact pay in taxes. In at least ten countries, headline statutory rates are currently 

zero: Anguilla, the Bahamas, Bahrain, Bermuda, the Cayman Islands, Guernsey, the Isle of 

Man, Jersey, Turks and Caicos Islands, and Vanuatu (KPMG, 2020).  

3 Eliminating harmful tax practices outside the EU 

3.1 Corporate tax reforms 

Let me now turn to discussing how we, the EU, could contribute to eliminating harmful tax 

practices outside the EU through corporate tax reforms. 

While the Common Consolidated Corporate Tax Base (CCCTB) could be effective inside the 

EU (Cobham et al., 2020), the type of global reforms discussed at the OECD have the potential 

to curtail harmful tax practices outside the EU. In particular, Pillar II of the OECD Blueprint 

(and its GloBE) could be effective, and closer to an international agreement, depending on the 

agreed minimum effective tax rate and other only seemingly technical details. This is why it is 

important to consider even better alternatives to the current proposal of Pillar Two, such as a 

proposal for a Minimum Effective Tax Rate (METR), which Sol Picciotto, our colleagues 

and I are currently finalising. METR could be a potentially better alternative for the EU as well 

as for many other countries, including developing ones.  

What the minimum rate will be is of the highest importance. Whether the minimum rate is set 

to 30%, 25% or 12.5% would have long-lasting consequences both inside and outside the EU. 

A preliminary analysis of US TCJA tax reform, including the effects of its so called GILTI, 

hints at its limited impact (Sullivan, 2020, Clausing, forthcoming) and, implicitly, the important 

role of the rate. 

3.2 Corporate transparency 

Last but not least, I turn to corporate transparency, or, more accurately, the lack of it (Cobham 

et al., 2015, Cobham et al., 2018). The single market is big and the EU should explore requiring 

multinational corporations coming from outside the EU to disclose information such as 

beneficial ownership or public country-by-country reporting in EU registers. 



5 

 

Let me focus on public country-by-country reporting by large multinational corporations. I 

know that this is a no-brainer for many of this subcommittee’s members. Given the existing 

evidence, this is a no-brainer for me as well.  

Large multinational corporations have been sharing country-by-country reports with tax 

authorities since 2016. In July 2020 the OECD published aggregate data for 2016 for several 

headquarter countries, including only a minority of EU member states. This should change. The 

United States has taken a pioneering approach in this respect, and it is thus far the only country 

to have published data for two years – which we have shown to be useful for identifying profit 

shifting (Garcia-Bernardo et al., forthcoming); I am expecting that US data for 2018 will be 

published by mid-December 2020. Also, some multinational corporations have voluntarily 

published their own country-by-country reports, either according to the OECD BEPS Action 

13 or the Global Reporting Initiative standards. 

Let me now discuss the effects of country-by-country reporting data. In addition to several 

working papers by De Simone & Olbert (2019) and Joshi (2019) on the effects of private 

country-by-country reporting research has focused on selected public CBCR regulations: 

Overesch & Wolff (2019) and Dutt, Ludwig, et al. (2019) for banks and Rauter (2019) for 

extractive industries. Indeed, country-by-country reporting of large multinational corporations, 

implemented in 2014 for large banks and in 2017 for other large companies, has already been 

shown to have had an effect on the involved companies even before the OECD’s publication of 

this data in 2020 (De Simone & Olbert, 2019; Overesch & Wolff, 2019). To summarise the 

emerging, so far inconclusive evidence, recently reviewed by Müller et al. (2020), the effects 

of country-by-country reporting are more likely than not beneficial, lead to the lower utilization 

of tax havens and result in higher taxes paid where they should be. 

One indirect effect of the availability of public country-by-country reporting data is its use in 

recent research, including for banks (Dutt et al., 2019, Murphy et al., 2019, Janský, 2020) and 

large multinational corporations (Garcia-Bernardo et al., forthcoming, De Mooij et al., 2019), 

which details the scale of aggressive tax planning and the use of tax havens. 

This recent research as well as recent policy discussions fill me with optimism. I hope that the 

next time I am invited to your hearing, we will have more good news to discuss on both evidence 

and policy.  
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4 Conclusions 

In summary: 

1. Harmful tax practices both outside and inside the EU do, indeed, harm EU member 

states as well as other countries. 

2. Profit shifting is harmful in a variety of ways: it lowers government revenues, leads to 

higher taxes by other tax payers, disadvantages small and medium enterprises, and 

increases industry concentration. 

3. US-headquartered multinational corporations are some of the most tax aggressive ones; 

in order to avoid taxes, they use countries both outside the EU, such as the Cayman 

Islands and Bermuda, and inside the EU, such as the Netherlands and Luxembourg. 

4. Effective tax rates are an excellent indicator of how much multinational corporations 

actually pay in taxes, which is in agreement with and correspond to the Code of 

Conduct’s criteria for identifying potentially harmful measures. 

5. In combination with the profit shifting scale, effective tax rates are perhaps the most 

reliable indicator of which countries are responsible for harmful tax practices outside 

the EU. 

6. The profit shifting scale and effective tax rates are good alternatives to the current 

criteria of the EU blacklist. 

7. Reforming corporate taxation inside as well outside the EU – towards a minimum 

effective tax rate or otherwise – might, if successful, make any EU blacklist superfluous. 

More importantly, it could also make the tax system more equitable. 
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