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Dear Members of the European Parliament, Dear Chairman of the FISC Subcommittee, I 

would like to thank you for inviting me to this public hearing to share my thoughts on the 

future of corporate taxation.  

And I am glad to say with some level of confidence that despite the so-called race-to-the-

bottom, which has seen the average corporate-tax rate fell from 49% to 24% between 1985 

and 2018, the future for corporate taxation looks brighter right now than in recent times. 

This is a result perhaps of a new understanding of a “zero effect of corporation tax cuts on 

growth” and of the lack of positive association between corporation tax and investment 

decisions. The earlier belief that corporation tax cuts could help spur business investment 

has been contradicted by the reality that corporation tax decreases have failed to provide a 

step change in the level of capital investment. 

Furthermore, many surveys show that businesses value other factors – such as political 

stability and access to labour and markets – above tax incentives when deciding where to 

invest. Stability and certainty in the tax rate is usually prioritized over a low headline rate. 

Therefore, while the corporate tax rate is important, it is not the key driver of investment. 

But corporate taxation is one of the most important tools in addressing inequality; and tax 

avoidance by multinationals further increases income inequality, as corporate equity mostly 

belongs directly or indirectly (e.g., through investment funds) to wealthy individuals who 

receive profit income through dividends and capital gains. 

I would therefore like to discuss how corporate taxation should evolve in the next years to 

ensure that corporations contribute their fair share to an inclusive society, by sharing the 

views of the Independent Commission of the Reform of International Corporate Taxation, 

ICRICT.  

Taxing superprofits 

The recent turmoil in the international economy has led to supply shortages and demand 

imbalances. But these are only partly responsible for rising global prices. Large international 

firms – particularly in fuels but also food, pharmaceuticals, finance, etc – have seen price 

increases well beyond increasing costs, and thereby experienced significantly greater than 

normal profits. Whilst people and some businesses suffer catastrophic economic damage, 

some corporations have seen profits rising dramatically since the onset of the pandemic, 

making their shareholders richer than ever, while others are left behind. 

A significant part of these increases in margins (mark-ups) reflects the exercise of market 

power. 

https://www.economist.com/special-report/2022/01/10/the-long-trend-of-falling-corporate-taxes-is-being-reversed
https://www.economist.com/special-report/2022/01/10/the-long-trend-of-falling-corporate-taxes-is-being-reversed
https://www.sciencedirect.com/science/article/pii/S0014292122000885?via%3Dihub
https://www.sciencedirect.com/science/article/pii/S0014292122000885?via%3Dihub
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This in turn has led to falling real wages and increased poverty. Because of the ability of 

multinationals to move money around, taxing their super profits effectively will require 

international cooperation.  

Governments should quickly implement a set of tax measures to protect against the impact 

of these economic storms and build a fairer future tax environment: 

• As an emergency response, tax the windfall profits of companies that are seeing 

record and abnormal profits, including but not limited to the energy sector. The 

introduction in a few countries (e.g., Italy, UK, Spain) of such taxes on energy 

companies profiting from high oil, electricity, and gas prices and banking sectors in 

2022 and the EU A “temporary solidarity contribution” on fossil fuel companies to 

recoup one-third of excess profits made in 2022/2023 steps in the right direction.  

• In many countries prices are going up far faster than costs, and this is so especially 

where there is large market power. Governments should impose a surtax on firms 

raising prices substantially in excess of costs--a market-based incentive system to 

combat inflation that can discourage companies from exercising monopoly power 

and induce them not to increase prices. 

• Tax oligopolistic companies on their excess rates of return, by targeting economic 

rents – the excess of returns over the minimum investors require – wherever they 

arise. 

A distinction between “normal” and “excess” profit has been important in the debate on 

taxation reform for multinationals. Normal profit, conceptually, is broadly equivalent to 

normal return to capital, whereas excess profit is above the normal return to capital. 

As it can be challenging to measure excess profit with precision, this points to the broader 

need to introduce progressive profit taxes, with higher rates on larger firms in sectors 

dominated by monopolies/oligopolies as indicated by high levels of concentration and high 

markups and profit rates and lower rates on smaller firms in highly competitive sectors.  

Such a tax would target economic rents and raise revenue in a way that is non distortionary.  

Opponents of these measures will argue that corporations will “shift” the burden of 

increased taxation by raising prices and lowering wages. But economists have long 

recognized that the current corporation-tax regimes – which allow firms to deduct virtually 

all costs, including labour and capital – are close to a pure profits tax, and a pure profits tax 

does not distort any economic decision. A pure profits tax does not lead to either higher 

prices or lower wages. This also implies that these taxes can be raised without fear of 

adverse effects, either on inflation or investment. The big distortions – and gross inequities 

– in the tax system come from inadequate enforcement and large loopholes.  

The need for a high global effective minimum tax to support higher corporate rates 

Increasing corporation tax rates, something that was no longer thinkable a few years ago, 

it’s in fact happening in some countries, from Colombia to the United Kingdom.  
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Higher corporation tax rates would require measures to mitigate base erosion and profit 

shifting and therefore it is important to have a high effective global minimum tax agreement 

underpinning the corporate tax system.  

The 15% effective corporate tax rate endorsed at the G20 Inclusive Framework in October 

2021 – so called “Pillar Two” - and the subsequent EU directive implementing the minimum 

rate are therefore steps in the right direction to put a floor to tax competition, but there are 

legitimate concerns that the 15% global effective minimum tax will turn out to be the global 

standard. Thus, a reform that was intended to make sure multinationals pay their fair share 

could end up doing just the opposite.  

It is therefore important that the 15% is seen as a first step towards a higher minimum tax 

rate in the future. ICRICT has in fact advocated for a 25% global effective minimum tax, 

which will more than double the revenue potential of the 15% minimum tax. 

A global minimum tax could be achieved by a critical mass of states, given the political will, 

and with sufficient flexibility to accommodate alternatives, such as posed by the US 

legislation. All countries should be able to pursue measures in line with the overall goals of 

Pillar Two, leaving the reconciliation of the different approaches to later, with the objective 

of “levelling up,” (i.e., using the most comprehensive definition). 

Whether the EU is able to go forward as a block or with a coalition of the willing remains to 

be seen, but the world is not going to wait for it.   

From the global tax deal to BEFIT 

We recognize that the OECD/G20 Inclusive Framework global tax deal is a paradigm shift 

that can pave the way for sweeping reforms, but we have criticized its lack of ambition and 

faulty and unfair design. Pillar One would finally establish a methodology for apportioning 

global profits among countries in proportion to where they do business. However, as 

currently designed it would only apply to only c140 of the largest and most profitable 

multinationals, allocate only a small part of their profits to countries where they make sales 

(and leave intact for almost all purposes the current complex and ineffective transfer pricing 

rules which facilitate multinationals’ tax avoidance). 

A positive step is that the technical blueprints that are being developed provide the building 

blocks for unitary taxation (i.e. a common consolidated corporate tax base, treating 

multinationals as single firms) with formulary apportionment, including the technical 

specifications to define consolidated profits adjusted for tax purposes, as well as definitions 

and sourcing rules for sales (to determine the allocation of the new taxing right to markets 

under Pillar One) , employees and physical assets (to determine the amount of carve 

out/deductions from the minimum in Pillar Two).  

Forthcoming proposals for the “Business in Europe: Framework for Income Taxation 

(BEFIT)', should therefore build on the work done to date at the OECD/G20 Inclusive 

Framework so that a common consolidated corporate tax base is created within the EU, and 

the overall taxable profits of the multinational can be allocated between the respective 

https://www.oecd.org/tax/beps/about/
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Member States, using a balanced apportionment formula (formulary apportionment). This 

measure should be comprehensive and apply to all large businesses.  

Formulary apportionment would remove the current artificial incentive for multinationals to 

shift reported income to low-tax locations. Tax liabilities, instead, would be allocated by 

measures of their real economic activity in each location. 

This would help to establish a more level playing field, reduce distortions, limit 

opportunities for tax avoidance, and provide certainty to multinationals and investors and 

ensure multinationals pay their fair share, which is what we want for the future of corporate 

taxation.  

 

For further reading: bit.ly/3Ls6Sm4 
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