




MORE TAXES!





MORE TAXES!

Promoting Strategies for Global Taxation

Edited by
Jorma Penttinen

Ville-Pekka Sorsa and
Matti Ylönen

ATTAC Finland



Selection, editorial matter and introduction copyright © 2005 by Jorma 
Penttinen, Ville-Pekka Sorsa and Matti Ylönen.

Individual chapters (in order) copyright © 2005 Kavaljit Singh; Heikki 
Patomäki; Mikael Böök; John Christensen, Pete Coleman and Sony Kapoor; 
Markku Hirvonen; Ville-Pekka Sorsa; Ville-Pekka Sorsa and Matti Ylönen

Appendix 1 (Reporting Turnover and Tax by Location) copyright © 2003  
Richard Murphy and the Association for Accountancy and Business Affairs 
Limited (AABA)

All rights reserved.

Published by ATTAC ry. Finland. The publication has received funding 
from Ministry for Foreign Affairs of Finland.

This publication is also available on internet as Adobe PDF document, see 
http://www.attac.fi/moretaxes.

ISBN 952-91-8314-3
ISBN 952-91-8319-4 (pdf)

Cover by Emilie Uggla and KP Alare
Text layout by Matti Ylönen
Printed and bound in Vantaa, Finland by Dark OY.



 

 

 

Contents

 

Introduction       

1   Foreword from the 
“More Taxes. Global Tax Workshop”
Kavaljit Singh        

2   Reactionary and progressive versions of the Tobin tax:
A critique of Sony Kapoor’s draft report 
”The Currency Transaction Tax. Enhancing Financial 
Stability and Financing Development”
Heikki Patomäki

3   Despite dispute: Reflections upon a brainstorming 
over the currency transactions tax
Mikael Böök 

4   Tax Avoidance, Tax Competition and Globalisation: 
making tax justice a focus for global activism
John Christensen, Pete Coleman and Sony Kapoor

1

7

16

46

62



5   On the Borders of Legality:
The Grey Economy in Finland
Markku Hirvonen

6   Not Against the Windmills:
     Fighting Tax Avoidance
     Ville-Pekka Sorsa

7   A Step Forward: 
Strategies for Social Movements to 
Advance Campaigns on Tax Issues
Ville-Pekka Sorsa and Matti Ylönen

Appendix

Reporting Turnover and Tax by Location
A Proposed International Accounting Standard
Richard Murphy

”More Taxes. Global Tax Workshop”
List of participants

Further reading

84

96

120

144

173

176



Introduction

1

 

 

 
Introduction 

Creating more taxes might not be the most conventional goal for a 
seminar dealing with problems of the globalised world. The way usual 
business-minded story tells it, after all, is that we need less taxes and 
less regulation in order to survive in the rat race of tax competition.  
But in global scale this is getting more and more difficult with frequent 
financial crises shaking the economies and societies of even larger 
nations. That is one of the reasons why more taxes and new forms of 
regulation were exactly the things demanded in Helsinki and Tampere 
during one hectic weekend’s workshop in late November of 2004.

This event, titled “More Taxes. Global Tax Workshop”, 
was  perhaps unique in a way that it combined the themes of tax 
competition, currency transaction tax (CTT, or so called Tobin tax) 
and curbing of the rampant tax avoidance/evasion in order to find 
common strategies.1 All these themes had already risen as viable and 
promising campaign targets during recent years, but proposals solving 
simultaneously these three questions have rarely been discussed. As 
separate campaigns gain speed and momentum, it is worth an attempt 
to gather together with broader coalition and find out what the 
differences and common issues really are. With this in mind, experts 
in taxation and activists of social movements from Finland, Belgium, 
India, UK and Peru gathered together in order to find new solutions, 
ideas and ways of action.  
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The timing of the seminar was exciting because both CTT and 
tax justice campaigns are on interesting threshold at the moment. 
Currency Transaction Tax has recently been endorsed as one strong 
option for global governance by several politicians in both global 
north and south. These proponents include Jacques Chirac of France, 
Lula da Silva of Brazil, and also Tarja Halonen, the president of 
Finland – among others. In tax justice campaigning, we have seen an 
important shift in the public atmosphere beginning to take place, with 
more and more people realising how grave problems international 
tax avoidance is causing around the world. We saw it in Germany in 
the summer of 2004, when crowds of people joined togetger to act 
against tax avoidance carried out by multinational telecom Vodafone. 
We have heard it in the speeches of OECD’s Jeffrey Owens and other 
influential citizens. And we saw it in Helsinki in that one November 
weekend, as the ideas of campaigning were tackled together with the 
broader picture of the harmful effects that tax avoidance industry is 
causing. Coping passively with tax competition is not enough, we also 
thought, if there is a possibility to promote more active approach in 
both global and national levels in order to make taxation again a 
question of politics.

So there has already been a good deal of lively discussion and 
brainstorming going on within different NGOs and other circles, both 
in national and international levels. As both currency transaction tax 
and tackling tax avoidance are relatively new issues on the agenda of 
new social movements, the focus of action and forms of campaigning 
haven’t become fixed and institutionalised – not yet, at least. Against 
this background, the book attempts to shed some light on the debate 
that was taking place both before and during the event. Hopefully it 
also helps readers who are not already familiar with the themes to 
grasp a number of their key issues in order to create further dialogue 
on our strategies.
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Starting with the currency transaction tax, the discussion has 
included some more and less fundamental disagreements. Basic views 
on the model vary from unilateral Euro-centric model to multilateral 
models and to entirely national models. The ideas on distribution 
of the tax revenues also differ by whether the revenues should be 
distributed only nationally or through some multilateral institutions 
and, of course, to what purposes the tax revenues should actually be 
used to. There have also been disagreements on whether CTT should 
be seen as a tool for global democratisation efforts or merely as an 
economical instrument, and if it should be used as a mechanism for 
funding the Millennium Development goals.

At the moment, CTT is very strongly on the global development 
policy agenda. The Report of the Technical Group on Innovative 
Financing Mechanisms, titled “Action against Hunger and Poverty” 
and signed by influential presidents of four nations, makes a compelling 
case with presenting CTT as a technically feasible tax. The report, 
however, underestimates the variety of possible models and makes false 
assumptions that the CTT cannot be implemented without involvement 
of all major currency areas, or without turning two-tier Spahn model 
into ineffective one-tier charity tax. This is the departure point for this 
book’s CTT discussion – we have to overcome this argument and to 
create implementation strategies that involve well-developed political 
and juridical analysis on the feasibility of different kind of models. A 
tailor-made strategy surmounting the model discrepancies is what we 
have to create at the moment.

We have also seen the impressive rise of tax justice movement 
during past three years or so. Transfer pricing, thin capitalisation, 
bank secrecy and other harmful tax practices have not been noticed 
widely enough by social movements until recently. This awakening is 
welcomed and important development as the effects of harmful tax 
practices on global economic system, democracy, and accountability 
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both in developing and developed countries are definitely major issues 
we have to deal with. The movement criticising tax avoidance and 
tax competition has grown up to a scale where it needs all strategies 
possible on global, international and national level to tackle harmful 
tax practices effectively. National tax losses arising from global tax 
avoidance have achieved a height which requires immediate action, 
not even to mention the possibilities that tax avoidance infrastructure 
offers for several kinds of criminal activities.

The importance of the seminar – and the whole work for tax 
justice – was highlighted by the remarks of Jeffrey Owens, the head of 
OECD’s centre for tax policy. According to Financial Times, he thinks 
that “tax is where the environment was 10 years ago”. We agree with 
that with the exception, of course, that in tax matters we will not 
be content with a Kyoto-like half-hearted agreement as a departure 
point.

The structure of this book is based on the structure of the work seminar. 
The foreword for this book is an edited version of the foreword 
Kavaljit Singh gave in the workshop (Ch. 1). Mr. Singh shows us that 
tax issues have to be addressed within whole financial architecture, 
which is currently characterised by the lack of any regulation and 
means of control. Rest of the book is divided roughly into three parts. 
First we have two texts focusing on currency transaction tax, of which 
the former one is an article by Heikki Patomäki (Ch. 2). This article 
reveals problems of one specific CTT model and thus represents some 
political and economic disagreements that are vital to understand 
for acknowledging why the discussion on CTT models is not easy to 
transform into one strategy. In what follows, Mikael Böök brings forth 
the work seminar outcome concerning CTT (Ch. 3). He begins with 
a brief journey to history of CTT by returning to some ideas James 
Tobin originally had in his mind. From that point of departure he goes 
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forward with discussing the different standpoints the participants of 
the workshop had, taking the perspective of world’s current political 
situation.

The second part starts with a milestone article by John Christensen, 
Pete Coleman and Sony Kapoor, which introduces the mechanisms 
and effects of harmful tax practices in global context (Ch. 4). But 
tax avoidance takes place also in more grassroots level, as Markku 
Hirvonen illustrates in his article on grey economy (Ch. 5). If we 
want to raise awareness of harmful tax practices, we also have to 
understand the field of grey economy to differentiate these problems 
from each other. The public focus on grey economy over larger-scale 
tax avoidance makes this task even more important.

The last chapter discussing the work seminar’s outcome is written 
by Ville-Pekka Sorsa (Ch. 6). His article focuses on the problems 
tax avoidance is causing and proposes various solutions and ideas 
for action. Although Sorsa’s setting point is global - the ten-point list 
of the main concerns which John Christensen presented in the work 
seminar - he addresses the phenomenon also in national framework 
with making Finland as an example of what we should and shouldn’t 
do in our work for tax justice.

The book ends with editors’ views on the Global Tax Workshop 
outcome, together with proposals for the civil society movements to 
take a step forward in matters of global financial architecture and 
taxation campaigning (Ch. 7).

Appendix includes a proposal for new international accounting 
standards, titled “Reporting Turnover and Tax by Location”. These 
standards are written by Richard Murphy, who is the director and 
owner of “Tax Research Limited” -company, and member of Tax 
Justice Network. Advocating these standards is an ambitious long-
term global solution and thus serves as a great example of what tax 
justice movement can produce. In the appendix there is also a list of 
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the workshop’s attendants, and some suggested further reading.  
We hope that this book helps social movements as well as citizens 

interested in tax issues to grasp both the things that are commonly agreed 
upon and points of dispute, in order to create further discussion that 
would eventually be converted into action and concrete outcomes.

Tampere 24.2.2005
Jorma Penttinen
Ville-Pekka Sorsa
Matti Ylönen

Notes

1 Global Tax Workshop was convened by Attac Finland and Global Tax 

Justice Network in association with The Finnish Society for Futures Studies 

and Citizens’ Global Platform-project. The event was organised by Attac 

Finland and it received funding from Finnish Ministry for Foreign Affairs.
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1

Foreword from the “More Taxes. Global 
Tax Workshop”

Kavaljit Singh

Good morning friends, I have been asked to link up the tax issues in 
the larger context of financial liberalisation, capital accumulation and 
to the whole debate on international financial architecture. As the is-
sues are very wide, I try to frame as many issues I can in next 10 to 15 
minutes so that some debate could take place. 

Let me begin by the term which we often use when it comes to the 
finance issues: the global financial system. It connotates and means 
that there are certain rules of the game. There are do’s, there are 
don’ts, and if someone violates certain rules of the game that person, 
institution, or company is penalised. For example when it comes to 
the world trade, we find that there are certain global rules enforced 
through WTO and other multilateral institutions. Whether these rules 
and institutions are good or bad is altogether a separate issue. We also 
know that these rules are often violated by the powerful developed 
countries, which is again another issue. But at least we have certain 
global rules. 

But friends, when it comes to the global financial issues, there are 
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absolutely no global rules. Trillions of dollars are flowing every day 
in the financial markets. Are there any global rules? The answer is no. 
There are no global rules which govern the operations of the global 
institutional investors from hedge funds to mutual funds to pension 
funds. There are no global rules which govern the international inter-
est rates. There are no global rules which govern the exchange rates. 
There is no global policy framework which coordinates the interna-
tional monetary policy. And even within the powerful G7 countries 
there is hardly any policy coordination on these global financial is-
sues. So basically, what we have right now is a global financial non-
system. 

Tax issues have remained very essential in the debates of interna-
tional financial architecture. I would like to raise three important is-
sues amongst them. One is this whole issue of taxes on financial trans-
actions. These can be implemented both at the international level (so 
called Tobin tax) and also at the national level on domestic financial 
markets by security transaction tax. The second issue consists of off-
shore financial centres, or tax havens. And the third very important 
tax issue is transfer pricing.

There are 69 tax havens in the world.1 Apart from used to save tax-
es, tax havens have become the natural destinations of dirty money. 
Take any financial scandal of the past 20-30 years and you will find 
some link with these tax havens. They have been used for doing cer-
tain scams; BCCI (The Bank of Credit and Commercial International) 
is a classic example of this. The recent example is the Parmalat, where 
the Tanzi family used tax havens to carry out certain financial irregu-
larities. In the case of Russia we find that the IMF money which was 
lent to Russia ended up in one of the tax havens.

Transfer pricing has not been adequately addressed within the so-
cial movements and the NGOs. I see this could be a very important 
issue when we are talking about the FDI (foreign direct investment) 
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flows. Thanks to globalisation and the mergers and acquisitions which 
are taking place the potential of manipulative transfer pricing has in-
creased manifolds. There are 63 000 transnational corporations with 
more than 800 000 subsidiaries and affiliates. It is very difficult for 
the national tax authorities to detect whether every transaction tak-
ing place within these corporations is real or fictitious. Corporations 
indulge in manipulative transfer pricing for simple reason: they don’t 
want to be taxed and they want to book more profits. And just by 
manipulating a few entries in account books corporations can transfer 
billions of dollars of tax liability into profit. There are three serious 
implications of this manipulative transfer pricing:

First, there is less tax to the corporations, in other words they are 
making more profits. The second one is loss of tax revenue to coun-
tries. This is a very important issue for developing countries, because 
most of the developing countries rely on corporate taxes as part of the 
revenue generation gain. Basically this means that there is more tax 
burden on the ordinary citizens. If the corporations won’t pay their 
taxes the government is likely to raise more taxes by indirect taxes 
on the citizens. And the third is the loss of foreign exchange. For de-
veloping countries, again, this is a very important thing. The issue of 
foreign exchange is how to build a new financial architecture which 
takes care of the demands of the various kinds of aspirations which 
are being expressed in the international political system. 

Some people are saying that the basic financial architecture is fine, 
that the building is fine, what we need is perhaps to change the colour 
of the walls. Some are saying “no, add one more window, but don’t 
touch the basic architecture”. Some are saying “have more doors”, 
while others are saying “have more rooms, there is not enough space”. 
But some of us are saying no, we need to rebuild the entire financial 
architecture. How to rebuild that is a very debatable issue in the inter-
national context.
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Friends, we are living in a world where a single currency regime is 
not politically feasible. We cannot think in a foreseeable future that 
there would be just one currency. If we had one currency then lot of 
the currency crises of the past won’t happen. But that is not politically 
feasible. Even this whole talk of dollarisation which started couple of 
years back in Latin America is not going to work essentially politi-
cally. What is good for the US may not be good for a country which 
adopts the US dollar as its currency. And just by adopting the US dol-
lar a country can not become another US, let’s be clear about that. 
Otherwise lot of countries would like to become United States. On 
the other hand, the dollarisation means complete loss of economic, 
financial and monetary autonomy and sovereignty. A country may not 
face currency crisis if it adopts US dollar although the chances are that 
if the US dollar goes down then that currency can face other kind of 
financial crisis.

Let’s assume that in the present context a country may not face cur-
rency crisis, but it may face another kind of financial crisis. The classic 
example of this is Panama. It is not facing currency crisis because the 
country has already adopted US dollar as its currency but it has been 
facing a series of serious financial crisis for instance in the banking 
system. So there is no guarantee that just by having one currency you 
won’t face any financial crisis.

Friends, we also live in a world where uniform global interest rates 
are not feasible. Simply because countries are on a different level of 
development each country need to devise its own interest rates. Simi-
larly, a global fixed rate of inflation is not feasible because countries 
again are at different levels.

There are number of other alternatives which are not just techni-
cally feasible but are also politically feasible. Let me begin with this 
whole issue of CTT, the currency transaction tax. This is one alterna-
tive which is technically feasible and politically feasible, and I fully 
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support it. I think Tobin tax – which is how it’s popularly know as 
– is very important, very significant and very necessary. But it is not 
adequate to solve all the problems facing the present global financial 
landscape. I am saying this because some people often assume that 
once you have the Tobin tax, all the problems in the global finan-
cial markets related to speculation, volatility and instability would be 
solved. But I don’t think so. Seeing the present world no one policy 
instrument can solve all the problems. What we need is a combination 
of policy instruments at various levels.

There are certain policy instruments we need at the national level; 
there are certain policy instruments which we need at the regional 
level; and there are certain policy alternatives which we need at the 
international level. I often compare this whole issue of Tobin tax with 
the Kyoto protocol, although they are technically different. But let’s 
assume that even if all the countries who are supposed to sign the 
Kyoto protocol signed it – would it solve all the problems of the global 
warming? The answer is no. Some would say it would solve 5% of 
the problems; some would say 7% of the problems; some would say 
10% of the problems. But as in the case of Kyoto protocol, if we can 
achieve something like 5% of solving the problem with the Tobin tax, 
it would be very significant because at least we would achieve some-
thing. But if we don’t, we won’t achieve anything. And since I am an 
optimistic, I would like to achieve something rather than nothing.

My second point on this Tobin tax issue is that it is not a substitute 
to a host of other regulatory mechanisms. For instance, we need to 
compliment Tobin tax with other policy measures. And we need to 
compliment it with domestic transaction taxes. India adopted just last 
month security transaction tax. In the case of India, we don’t have 
much currency speculation going on because of the existing regula-
tion, but there is a whole lot of rampant speculation going on in our 
stock market. So this security transaction tax is meant to deal with 
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those issues. Then we also need to re-look the double taxation treaties 
which are often misused by the foreign investors because of they don’t 
want to pay any taxes. We also need to reform the tax bureaucracy. At 
least in my country, India, I can say that tax bureaucracy is the most 
corrupt bureaucracy. 

However sound the tax proposal may be, until and unless there is 
a transparent and efficient method of tax collection that tax proposal 
is not going to have desired results. At the national level, friends, we 
need a series of policy measures. We need capital controls on both 
inflows of capital and also on the outflows. And we also need more 
regulatory and supervisory measures in both north and south. Finan-
cial issues are typically north-south issues. The financial systems of 
the developed countries are typically not very sound. We have seen a 
series of financial crises taking place in the developed countries. In the 
1980s in the US they were seeing a long crisis. In the 1990s we have 
seen how several Asian economies nearly collapsed and brought the 
Russian crises to the door of the Wall Street. In the 1990s there were 
also big financial crises in the Scandinavian countries.

So we need regulatory measures in both north and the south. We 
need stable exchange rate systems. We need to reform IMF if IMF has 
to play some role. We need to have better debt restructuring mecha-
nisms. We need to regulate financial derivates, especially those which 
are traded in the OTC (over the counter) markets. And we also need 
to cut dubious activities of offshore financial centres. 

My point is that even if we support some tax proposal, we should 
not assume that it would alone solve all the problems. It should rather 
be complimented and supported by series of other policy measures. 
All these policy measures which are just listed are both technically 
and politically feasible. What is needed is essentially a political will 
to implement it. In the case of money laundering we have seen that 
consequential progress has been made. Why? Because political will 



Foreword from the More Taxes Workshop

13

among the countries that have some sort of grip over money launder-
ing existed. If similar political will is shown on other policy measures 
I’m sure we can solve lot of problems.

Let me end by just listing couple of my suggestions on strategising 
on tax and financial issues. Friends, I’m on the opinion that the ca-
pacities of social movements and NGOs and political movements on 
international tax and financial issues are very limited. There very few 
groups working on it. For instance, I don’t know any group working 
on transfer pricing, at least it is not in my knowledge. But these are 
very important issues. The movement will have to understand how the 
financial markets work, who are the major players, how the transfer 
pricing is abused, what is the role of central banks, exchange rate sys-
tem, regulatory system and so on.

I think our role should be of two kinds. First we should have mas-
sive popular educational campaign. We have to take these issues to a 
wider audience, to wider constituencies who are not aware of these 
issues. And secondly, we should create an environment where our po-
litical masters are forced to take stands. There we can learn from the 
Jubilee campaign, how they put this debt issue on the international 
political agenda.

The second point is questioning the dominant thinking that free 
flow of capital across borders is good. It lacks empirical evidence; it is 
very weak in theory. Even mainstream economists from Jeffrey Sachs 
to Stiglitz to Jagdish Bhagwati are demanding some controls on the 
free flow of capital. The point I wish to make is that there are cracks 
within mainstream academic and policy circles. We should use these 
cracks to our advantage.

The third point is that tax issues are not technical; rather they are 
hard core political issues. As someone has said all politics is local and 
all politics is national, so we should have domestic political mobilisa-
tion on these issues at the local and the national level. Then our in-
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ternational efforts in coordinating these efforts would get much more 
precise results.

Lastly: friends, in a present time we live in a world where the tradi-
tional boundaries – so called Chinese walls – between equity markets, 
bond markets, currency markets and commodity markets are being 
broken up every day by the hedge funds and the international banks. 
Look at the international oil market: the 70% rise in the oil prices in 
the past one year has nothing to do with economic fundamentals. It 
has nothing to do with the increasing demand by India, China and 
the US. It has nothing to do with the supply factors, for instance the 
ongoing Iraq war. It has more to do with the rampant speculation 
going on in the international oil futures market. And where are these 
futures markets located? In New York and London. Both these centres 
account for 95% of the oil futures market. And who are the players? 
These are the non-traditional players. Since the redundants from the 
equities and the bond markets are small the hedge funds and invest-
ment banks and other players who were earlier active in equity mar-
kets have moved to the commodity markets.

So the point I wish to make is that whether we are thinking some 
tax and regulatory proposals or restricting one particular market – 
let’s say it is Tobin tax or the currency market – we should also ad-
dress development in the other markets. My final point is that we have 
to develop some sort of a long-term strategy. Maybe in this room we 
can develop something or maybe in the coming month. We need to 
address this whole issue of growing dominance of finance capital over 
the real economy. Thank you so much.
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Notes

1 The number of tax havens or OFCs in the world is actually debatable, de-
pending on how one defines them. Later in this book, Christensen, Kapoor 
and Coleman refer to “70 plus tax havens”, while some other authors are 
using more moderate figures. The fact that during recent decades new OFCs 
have been set up more or less annually, together with the manifold services 
they offer, make the task of defining and counting them challenging. 

For example, OECD’s definition (here as an abbreviated version) com-
prises of

a) no or nominal taxes for non-residents;
b) laws or administrative practices which prevent effective exchange 
of information between authorities
c) lack of transparency
d) the foreign corporations and/or individuals residing there have no 
significant activities in the jurisdiction

(OECD 1998, Harmful Tax Competition: An Emerging Global Issue, 22)

Others have ended up using much simpler definitions. See for example Starch-
ild, who defines tax havens as “a foreign country with tax legislation espe-
cially designed to attract the formation of branches and subsidiaries of parent 
companies based in heavily-taxed industrial nations.” (Starchild 1994, Tax 
Havens for International Business, 1) (editors)

Transcription and editing by Matti Ylönen
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Reactionary and Progressive Versions 

of the Tobin Tax

A critique of Sony Kapoor’s draft report: 

”The Currency Transaction Tax. Enhancing Financial Stability 

and Financing Development”

Heikki Patomäki

Sony Kapoor’s (2004) draft report ”The Currency Transaction Tax. 
Enhancing Financial Stability and Financing Development” is a well-
written piece of advocacy, and in parts quite informative. The report 
also adds to the literature on the CTT at least in the sense that it 
emphasizes the significance of releasing central bank reserves for 
more useful and profitable purposes. “Brazil, for example, has about 
$50 billion of foreign exchange reserves that earn an interest income 
of about $1 billion every year. At the same time however, Brazil has 
dollar debts at an interest rate in excess of 13%. So this means that 
by holding these reserves, Brazil is losing 11% of $50 billion or $5.5 
billion – more than 1% of its GDP – every year”. (ibid., 25)

While making some good and, at times even original points, the 
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draft report is highly problematic in many important regards. It 
presupposes the validity of orthodox economic theory, even if with some 
modifications and qualifications. Moreover, the report is addressed, 
first and foremost, to the New Labour government in the UK and the 
transnational business community, including representatives of banks 
and dealers. This sets definite limits to the discourse of the report and 
tends to make it alien to the aspirations of both global civil society – 
including the ATTAC movement and other organisations participating 
in the World Social Forum – and many states. 

Kapoor’s CTT proposal is about charity. The aim is to get the rich 
countries, and the UK in particular, to establish a tax on currency 
transactions, the revenues of which they can use also as ODA 
(Development Aid), on their own terms and subject to their assessment 
of the need. The report is uncritical about the current practices of the 
ODA, assuming that it suffices to give money through the traditional 
channels of bi- and multilateral aid, i.e. that ODA is the way to eradicate 
poverty. The report can also be argued to be politically rudimentary, 
if not naïve, in the sense that it contains no systematic analysis of the 
legal obstacles to, and political forces opposing, the CTT. 

Kapoor’s report is not unique in its tendency to make the CTT 
to accord with the basic tenets of the neoliberal world order. In 
Democratising Globalisation. The Leverage of the Tobin Tax 
(Patomäki 2001, ch 8), I already warned about the possibility of a 
reactionary CTT. There are alternatives. The Draft Treaty on Global 
CTT (Denys and Patomäki 2002) outlines a feasible progressive 
alternative. According to the Draft Treaty, the CTT is a multilaterally 
agreed global tax controlled by a democratic body. The tax is set at 
the sufficiently high level to curb the power of transnational financial 
flows. The Treaty on Global CTT has also the potential to act as an 
“icebreaker” in international law (to use the expression of Denys 
2004), by setting an easily realisable example of post-sovereign legal 
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principles that enable efficient re- regulation and taxation in the world 
economy also in other fields.

1. The Kapoor draft report stresses repeatedly that it puts forward a 
“mainstream proposal”. 

What does it mean to put forward a “mainstream proposal” in the early 
21st century, particularly when the proposal is coming from London, 
from what many regard as a key city in the Lockean heartland of global 
capitalism? It may be worth reminding that the Pax Britannica of the 
19th century was maintained partially by force, but, according to Karl 
Polanyi (1957/1944, 14), “more frequently it prevailed by the timely 
pull of a thread in the international monetary network”. The financial 
system centring in the City of London had become an essential part of 
the power of London, well beyond the formal boundaries of the British 
Empire. Something similar has happened with the Pax Americana of 
the late 20th and early 21st century.

Whereas classical economics was the ideology of the British 
Empire, neo-classical economics is the ideology of the new empire of 
globalisation. Neo-classical economics is based on a set of relatively 
simple assumptions. All economic developments can be analysed in 
terms of supply and demand in markets. The standard axiom of the 
orthodox economics is that prices, which are freely determined in open 
markets, ensure the optimal reconciliation of supply and demand. The 
technical term to describe this reconciliation is “equilibrium”, which 
is derived from Newtonian mechanics. The claim is that equilibrium 
in open, free markets also maximises economic efficiency and overall 
welfare of society, conceived simply as a sum of atomistic individuals 
trying to maximise their utility and consumption.

In contrast to the more fundamentalist variations of the orthodox 
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economic theory such as Friedman’s (1953) famous case for freely 
floating exchange rates, Kapoor’s account of forex markets underlines 
the possibility that financial markets may, and often do, “overshoot”. 
The notion of “overshooting” – derived from the equally well-known 
neoclassical model of Dornbusch (1976) – presupposes that there is a 
unique equilibrium, which is known. The problem from this point of 
view is that the forex markets tend to create incentives for traders to 
occasionally push the price even further from the equilibrium when 
the price is already below or above the price “justified by economic 
fundamentals” (Kapoor 2004, 11). The idea seems to be that although 
financial markets are in general efficient, at times there is a need for 
regulatory mechanisms to correct destabilising behaviour. 

Kapoor is quick to emphasise that “not all speculation is bad” 
(ibid., 10). He does not explain this far-reaching point in any detail, 
but it seems to be based on the neo-classical idea that liquidity trading 
is rational and will therefore enhance the efficiency of the markets, 
whereas some trading can be characterized as destabilising (or “noise”) 
in the otherwise efficient markets. Again, the distinction presupposes 
the notion of the Pareto-efficient equilibrium, against which it is 
assessed whether trading is rational or destabilising.

However, the notion of “efficient equilibrium” is a purely theoretical 
notion. The equilibrium theorists themselves do not know what an 
“efficient equilibrium” would designate in the real, concrete world 
(outside their abstract models). Kapoor gives an example where the 
US dollar / British pound exchange rate justified by the economic 
fundamentals is 1.5, the rate is already at 1.6, and then shows how 
traders may have incentives to push it even higher. However, in the 
real world “the rate justified by economic fundamentals” cannot be 
determined in any objective sense.1 True, there are many relevant 
things such as the comparative purchase power of different currencies, 
external balance of countries, and the competitiveness of their firms 
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that can be used in forming various opinions about what the rate 
should be. Sometimes these opinions may converge; usually they do 
not.

The notion “equilibrium” is a piece of fiction that is technically 
derived from mathematics where it designates whether a system of 
equations can be solved or not. It is a theoretical abstraction and 
does not refer to anything in the real economy. Even as a theoretical 
construction, it seems to be deeply flawed (see Lawson 1997, 86-92; 
also Addleson 1995). Even if there were a unique Pareto-optimal 
equilibrium in a given market, neoclassical models would have 
nothing to say about how to get there. Besides, if an acceptable 
specification of a market allows for one specification, it typically 
allows of many. Even if the specification of the market was based 
on realistic assumptions, any of these equilibria was Pareto-optimal, 
and there was a clearly specified way of getting there (none of these 
conditions is usually fulfilled, and probably cannot be fulfilled), the 
models would say nothing about whether “efficiency” in this narrow 
sense in the financial markets would actually enhance the efficiency of 
the economy as a whole.

Kapoor writes: “Our proposal for a CTT is a market-based 
mechanism which, by changing the incentive structure in the market, 
helps discourage excessive speculation and encourages traders to give 
greater importance to economic fundamentals”. Indeed, Kapoor’s 
proposal is “market-based” in the sense that it presupposes the validity 
of orthodox economic theory, albeit with some standard modifications 
and qualifications. Misleadingly, his proposal thus conveys also 
the idea that once the troublesome incentive structures are revised, 
financial markets will become Pareto-optimal and maximise the well-
being of everyone concerned. 
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2. The original CTT proposal was based on rather different and much 
sounder reasoning. 

James Tobin’s (1978) original case for the currency transaction tax 
rests on two main arguments. Firstly, Tobin contested the benefits of 
the efficiency of forex markets: “Whether the market is ‘efficient’ in 
any deeper economic informational sense is very dubious” (ibid., 158-
159). For Tobin, who also called himself an Old Keynesian, the decisive 
factor is the unpredictability and openness of future. In the world of 
perfectly rational expectations (in artificially closed systems, where 
predictions would be possible), the anthropomorphic, personified 
financial “market” would base its expectations on informed estimates 
of future equilibrium exchange rates. In the real world, however, 
uncertainty and contradictory expectations prevail. Because financial 
actors are trading in open systems, they cannot possibly have identical 
and accurate expectations of the future. In fact, it is precisely because 
of this uncertainty that while one trader is willing to sell currency X, 
another thinks it is worth buying at that same particular rate. With 
homogeneous or “rational” expectations, the values of currencies 
would be in “equilibrium”, at least after a short period of adjustment, 
and thereafter no trading would take place in forex markets, except 
by those retail market actors who need currencies for consumption, 
trade or investments.

Moreover, Tobin argued already in the 1970s, well before the 
spectacular financial crises that we have seen since then, that “national 
economies and national governments are not capable of adjusting to 
massive movements of funds across the foreign exchanges, without real 
hardship and without significant sacrifice of the objectives of national 
economic policy with respect to employment, output, and inflation” 
(Tobin 1978, 154). Given the adverse socio-economic consequences 
of short-term financial flows, Tobin argued that these flows should 
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be curbed and slowed down. Tobin was mostly concerned about the 
autonomy of economic policy-makers, stability per se was only a 
secondary concern.

Last but not least, the need to curb the financial flows is based on 
a more general suspicion of the effects of highly developed or mature 
financial markets. In his General Theory of Employment, Interest 
and Money, Keynes (1961/36, 159-160) wrote: “When the capital 
development of a country becomes a by-product of the activities of 
a casino, the job is likely to be ill-done. […] It is usually agreed that 
casinos should, in the public interest, be inaccessible and expensive. And 
perhaps the same is true for Stock Exchanges. […] The introduction 
of a substantial Government transfer tax on all transactions might 
prove the most serviceable reform available, with a view to mitigating 
the predominance of speculation over enterprise in the United States.” 
James Tobin’s original proposal for a CTT merely internationalised 
Keynes’ suggestion and applied it to the forex markets.

3. Of course, it may be unwise to use Keynesian reasoning if you 
want to convince the New Labour government in the UK or the 
transnational “business community”. 

It is obvious that the intention of Kapoor’s report (and that of the 
UK-based Tobin Tax Network more generally) is to convince the New 
Labour government in London as well as the transnational business 
community. The report opens up with quotations from various IMF 
papers as well as from Paul Volcker, former chairman of the US Federal 
Reserve. Kapoor seems to assume, quite rightly in my view, that these 
are probably the kind of authorities the New Labour government 
would listen to (later Kapoor also draws on the authority of Lawrence 
Summers, a US Treasure Secretary under President Clinton, as well 
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as the Economist, Harvard University etc.). Further, the draft report 
emphasises that the CTT is “a mainstream idea”:

Conceptually, the first tier (base rate) CTT is very similar to 
Security Transaction Taxes, which are taxes levied on the 
buying and selling of financial securities such as bonds, stocks 
and property deeds. Countries such as the UK, US and Belgium 
have existing and well-functioning security transaction taxes in 
operation. The UK, for instance, makes more than £4 billion 
annually from the Stamp Duty Reserve Tax. (Kapoor 2004, 19)

One of the main chapters (no:6) of the report is devoted to the 
“business case for the CTT”. While many of the arguments are well-
taken (financial instability does cost a lot of money to firms engaged in 
production of goods and non-financial services), this is also indicative 
of the politics of the report. In accordance with the neoliberal ideology, 
Kapoor’s report in effect takes banks and corporations as political 
citizens to whom one should address one’s points when making a 
political argument.

For students of political rhetorics (the classic treatise is Perelman 
& Olbrehts-Tyteca 1971), those who make political arguments, 
position themselves in relation to a particular audience by choosing 
appropriate points, words and style and by setting also their political 
aims accordingly. Usually, a given audience shares a number of 
background assumptions. It is normal that a political speaker or writer 
takes these pre-agreements for granted and uses them as a basis for 
making his or her case. In the case of Kapoor’s report, the self-evident 
background discourse is that of neoclassical economics. Moreover, the 
report emphasises over and again that its author is market- and profits-
friendly, that the proposal itself is not “radical” but mainstream, and 
that the CTT is in fact good for business. The style of the report is 
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also purportedly technical. It avoids politicising anything. In other 
words, the report is written in a style that combines the conventions 
of the texts produced by financial actors and central bankers, on the 
one hand, and popular economic magazines such as the Economist, 
on the other.

It is in the sense of its rhetorics that we should understand Kapoor’s 
insistence on political realism and feasibility. Since the author is 
talking, first and foremost, to the New Labour government and the 
transnational business community (including banks active in the forex 
markets), it seems that the only way he can convince his audience is by 
taking for granted its background assumptions and conventions. 

Thereby, the CTT proposal becomes neoliberal. Clearly, this is 
likely to alienate many other audiences, also for good reasons. For 
the most part, the transnational movement for the Tobin tax has been 
struggling against neoliberalism. The CTT has been seen as a step 
towards an alternative world order and as an important sign of hope 
that, as the World Social Forum puts it, “another world is possible”. 
Now, Kapoor is not only making a case for a very particular account of 
the CTT, he is implicitly also saying that another world is not possible. 
According to Kapoor, it is not “feasible” to talk about other worlds; 
there is only one possible world. To make any difference to the lives of 
the poor, he thinks, we should all accept neoliberalism but find more 
money for fighting global poverty in terms of ODA, i.e. charity. But 
what exactly is the difference he wants to make? Is it really possible to 
alleviate poverty and suffering by means of ODA and, also, neoliberal 
reforms?
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4. The ultimate aim of Kapoor’s proposal is to get new funding for the 
purpose of achieving the Millennium Development Goals. 

In September 2000, the UN Millennium Summit adopted the 
Millennium Declaration (UN 2000). In it, UN member states reaffirm 
their faith in the UN Charter and also make a commitment to a 
number of universal development goals. Most importantly, these goals 
include:

 To halve, by the year 2015, the proportion of the world’s people 
whose income is less than one dollar a day and the proportion 
of people who suffer from hunger and, by the same date, to 
halve the proportion of people who are unable to reach or to 
afford safe drinking water.

 To ensure that, by the same date, children everywhere, boys 
and girls alike, will be able to complete a full course of primary 
schooling and that girls and boys will have equal access to all 
levels of education.

 By the same date, to have reduced maternal mortality by three 
quarters, and under-five child mortality by two thirds, of their 
current rates.

 To have, by then, halted, and begun to reverse, the spread of 
HIV/AIDS, the scourge of malaria and other major diseases 
that afflict humanity.

 To provide special assistance to children orphaned by HIV/
AIDS.

These are, of course, very important goals. However, the achievement 
of these goals is open to various interpretations (see Patomäki & 
Teivainen 2004, text box 2, pp.26-27). For instance, the aim to halve 
the proportion of people whose income is less than one dollar a day 
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can be measured in terms of purchase power parity (as the UN does) 
or in constant dollar terms (which would give much less optimistic 
picture of the situation). ‘One dollar a day’ also means different things 
in different social contexts. To a relatively self-sufficient farmer one 
dollar a day may be sufficient for many needs, but in a big city it is 
much harder to get by without money. Urbanisation and increased 
commodification implies thus that more money is needed to cover basic 
needs. Thus people may become poorer while there is development as 
measured by the UN. Although it is not the case that all Millennium 
Development Goals are equally complicated and problematic, any 
simple quantitative yardstick of development tends to be biased one 
way or another.

Furthermore, we should also ask whether there are any concrete 
action plans or proposals to ensure that these development goals will 
be met in time? The Secretary-General’s Report of summer 2002 points 
out that the UN strategy is based (i) on the Monterrey Conference for 
Financing for Development and (ii) on the WTO Summit of Doha 
(UN 2002: III.45). In other words the UN relies, firstly, upon on the 
basic principle of Monterrey that every country is responsible for its 
own development and, secondly, on free trade. Quite in line with the 
prevailing orthodoxy, the main method to finance development is to 
attract investments of transnational corporations.

As a complement to this economic orthodoxy, there is a plea for 
charity and belief in automatic technological progress. The Millennium 
Declaration is also based on the hope that official development aid 
could be lifted from its all-time low (Ibid.: III.50) and that further 
development of medical technologies could help to make cheap drugs 
more easily available also to the poor (Ibid.: III.51.). Indeed, some 
countries promised to raise the level of development aid. The US – 
that gives proportionally less development aid than any other OECD 
country – promised to increase its aid by USD 5 billion. Some other 
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countries followed suit and made similar promises.
The idea of Kapoor’s draft report is that the revenues from a CTT 

could contribute to the charity part of the plan of the Millennium 
Declaration:

To achieve [the Millennium Development -HP] goals will require 
a substantial increase in development spending. Former President 
of Mexico, Ernesto Zedillo, in his Report of the High Level Panel 
for Financing for Development, has concluded that additional 
resources of at least $50 billion per year will be needed to meet 
these targets worldwide. This estimate is based on detailed costings 
in some of the key goal areas by UN bodies such as UNICEF, the 
World Health Organization and the World Bank. Since overseas 
development assistance (ODA) flows are presently at the order 
of $50 billion annually, to achieve the MDGs effectively means 
doubling current levels of spending on aid. (Kapoor 2004, 35)

According to Kapoor, the CTT would be established nationally, 
country by country. The tax would be collected by national central 
banks. Following this, at least some of the countries levying the CTT 
would establish a global MDG fund, either by informal agreement or 
by concluding a formal treaty. Since giving the revenues to the fund 
is ultimately a matter of charity, which is by definition voluntary, the 
countries making the biggest contribution to the fund want obviously 
“a say in how the money is spent” (ibid., p.36). 

The logic of this proposal is not entirely clear, though. What exactly 
is the connection between the projected CTT and the fund? The tax 
rate in the OECD countries is characteristically between 40% and 
50%. These countries already collect a wide variety of different taxes, 
including taxes on financial transactions. If they wanted, why would 
they not give a slice of the already established tax income to a global 
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development fund, without introducing any new taxes? On the other 
hand, if the revenues of the CTT remain at the discretion of individual 
governments, what is the guarantee that the revenues from the would-
be CTT will in fact be transferred to the global fund (for instance, in 
the case of the UK, this extra money could be used as easily to fund 
the war in Iraq or some other new wars)? Even if the New Labour 
in the UK were committed to the transferral of the tax revenues to a 
global fund, which I see with some scepticism, the next conservative 
government could decide otherwise. The same applies to any country 
establishing the tax on a national basis.

Leaving these considerations aside for a while, my main point here is 
that the project of Kapoor/Tobin Tax Network (UK) is to increase ODA 
with a CTT in order to combat poverty and hunger in the global south. 
This project may sound noble but involves in fact a lot of unthinking. 
Firstly, an extra $50 billion is in fact not that much money (and in 
Kapoor’s vision, only a part of that $50 billion would in fact come 
from the extremely low-level CTT; also many other sources would be 
needed). A small country such as Finland, with a population of about 
five million (less than 0.1% of the world’s population) spends some 
$40 billion on social security, health and education annually. Despite 
this high-level of social spending, inequalities and social problems 
have been on the rise also in Finland since the early 1990s (after  an 
economic depression that was caused by a combined currency and 
banking crisis in 1990-91, and the simultaneous collapse of trade with 
the Soviet Union, Finnish economic policies were turned neoliberal, 
with the normal effects). If the comparison sounds distant, one may 
also ask whether an extra 16 dollars a year to the poorest three billion 
people of the world would really make a major difference?

Secondly, despite manifold problems, social spending within most 
OECD countries is usually more effective in reaching its goals than 
that of ODA. Apart from outright corruption, a large part of ODA 
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goes to Western bureaucracies and professionals, including many of 
those working for various NGOs, and to Western corporations that 
are involved in development projects. A part of ODA also goes to 
support military-strategic purposes, for instance to sustain strategic 
alliances in the on-going “war on terror” (that may be meant to be 
permanent). Only a small proportion of ODA actually reaches the 
poor and needy in the south. Assuming that this proportion is 10%, 
extra USD 50 billion to ODA means only less than two dollars per 
capita a year to the poorest three billion people of the world.

Thirdly, and most importantly, ODA is in fact very much part 
of the power resources of the US and the EU, the Bretton Woods 
institutions they largely control, and indirectly also the Western banks 
and corporations. These actors condition aid – as well as bi- and 
multilateral loans and minor concessions on debt – on compliance 
with the Western will for instance in the WTO negotiations, and on 
the adoption of good governance in the recipient countries. Essentially, 
“good governance” means the acceptance, or further reinforcement, 
of neoliberal economic policies both domestically and externally; 
downsizing the state and its military and welfare functions; and 
replacing many state functions with charity-based NGO activities. 
Arguably, the price of these changes paid both by the middle class 
(or what used to be middle class in many countries) and the class of 
extremely poor is much higher than the few pennies that a selected 
few of the poorest people may receive as compensation for the absence 
of global justice and democracy. Indeed, it is not a coincidence that 
the only clear progress towards achieving the MDGs has taken place 
in China and in a few other Asian countries; in most other parts of 
the world, extreme poverty has been on the rise during the last two 
decades, and inequalities have been widening in most countries as well 
as between countries (see ILO 2004, 37-45)
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5. The lack of economic realism is worsened by the absence of any 
analysis of power relations and political conflicts. 

Since Kapoor’s draft report avoids discussing politics, it also refrains 
from mentioning any power-relations or conflicts of values, visions 
and interests. A political analysis of the opposition against the CTT is 
replaced in Kapoor’s report by a conviction that ultimately a harmony 
of interests prevails. The CTT “is not redistributive, as no one is 
becoming worse off” (Kapoor 2004, 27). 

However, in contrast to the liberal thesis of harmony of interests2, 
it seems clear that global financial markets continuously redistributing 
wealth from the bottom and middle to the top. Evidence clearly shows 
that financial markets have aggravated global disparities (see Patomäki 
2001, ch 3). Those who have suffered and are suffering the most 
because of financial crises are the weakest and poorest sectors of  the 
world population, although often also the middle classes have been hit 
hard. Crises and their aftermath usually lead also to the absorption of 
wealth in the hands of the few. Moreover, the financial multiplication 
process, boosted by the processes of extraction of resources from 
the non-financial sphere to the financial markets, has amplified the 
concentration of resources in the hands of a relatively small number 
of collective and individual actors. Global financial markets have been 
instrumental in creating new “high net worth individuals”. Some of the 
richest people of the early 21st century are fund managers or, in some 
cases, petty investors turned millionaires. Tax havens and offshore 
facilities have also been instrumental in making the rich richer and 
undermining the taxation capabilities of states. 

Financial actors have used their direct power to push for neoliberal 
reforms – in particular privatisation of pensions and social security 
– conducive to further expansion of financial markets. Although the 
push for neoliberal reforms from financial actors is obviously not the 
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only explanation of growing inequalities, there are good reasons to 
believe that the direct power of finance has had a significant effect on 
these developments since the early 1980s.

Moreover, gradually since the late 1950s and 1960s, the creation 
of Eurodollar markets and offshore facilities – safeguarded by the 
institution of state sovereignty – has made it increasingly easy to escape 
from the rules and regulations of democratic welfare states. Offshore 
facilities and tax havens have enabled a partial return to the 19th 
century practices of laissez-faire capitalism. Despite the huge sums 
involved in drug trafficking, etc., tax evasion, private fraud, financial 
crime and public embezzlement are in fact bigger problems. 

Furthermore, credit rating, social allocation of capital and 
globalising media form a panoptican system of power and surveillance 
that promotes and maintains the hegemony of neoliberalism. The 
geoeconomic gamble of the US – loyally supported by the UK, which is 
dependent on the position of the City of London and offshore financial 
markets; and more ambivalently accepted by Japan, which has been 
squeezed between the US unilateralism and a liquidity trap caused 
by a financial crisis – is based on this panoptican system of power. 
The socio-economic effects of the structurally backed hegemony of 
neoliberalism are sweeping. The demands and claims to privatise, save 
in social expenditure, cut down taxes, minimise state intervention and 
deregulate first, then re-regulate in accordance with the USAmerican 
model (or the wishes of Washington and London) have had effects on 
the welfare of perhaps most people on the planet. 

There have been winners. The US has been able to re-establish 
its central position in international politics; London has regained its 
position as the biggest financial centre. The major banks, investments 
funds and many MNCs have benefited, as have their managers and the 
related legion of dependent politicians, consultants, economists and 
journalists. Also, the providers of casinos and tax havens (many of 
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them mere statelets), and the lucky and skilful gamblers in the casino, 
and, in particular, their rich friends who are now able to avoid taxes, 
belong to the group of winners. Some countries may have benefited, 
at least in the short run.

However, the increased power of global finance has meant absolute 
or relative worsening of life conditions for most people. All traditional 
measures – output growth, unemployment, interest rates etc. – 
indicate slackening, if not worsening global conditions. Decade after 
decade, there has been, globally, less growth and more un- and under-
employment of industrial and human capacities (see Freeman 2003; 
ILO 2004, p.38; Patomäki 2004). Even where there is GDP/capita 
growth, there seems to be less welfare than before: crime, insecurity 
and social disintegration tend to absorb most of the apparent growth, 
except for the very richest.

The standard justification for global “free market” financial 
markets is that they enable more efficient allocation of capital. Yet it 
seems that the global financial markets are not primarily about funding 
long-term investments in production; rather they are about hedging 
and finding short-term financial gains in forex and bond and equities 
markets. More implicitly, but at least as importantly, financial markets 
are also about power and discipline. Global financial markets play 
a very effective role in disciplining states and other actors to follow 
neoliberal economic policies.

6. Although some may have an “open mind”, what is really politically 
possible? 

Given this structure of geo-historically constructed interests, 
dependencies and power relations, the question about political 
possibilities for realising the CTT in any progressive (or even 
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reactionary) sense is not trivial. Many states and other relevant actors 
are not only likely to oppose the tax but have consistently done so in 
the past, especially the US and the UK. Kapoor’s report tries to make 
a lot out of the fact that “in the UK, the Chancellor of the Exchequer, 
Gordon Brown, has stated on many occasions that he views the CTT 
with an “open mind” as a possible means of financing international 
development” (Kapoor 2004, 37). The implication seems to be, 
however, that the minds of the other members of the British New 
Labour government are in fact closed to the idea of the CTT.

Since the first 1999 NIGD-report on the CTT (Patomäki et.al. 
1999), I have been arguing for a two-phase model of implementing 
the CTT that would make it possible for a(ny) grouping of countries 
to proceed quickly without the consent of every state, including such 
financial centres as London/UK or New York/US. 

In its first phase, the system would consist of the EMU-countries, 
and a group of other countries, or, alternatively, any bigger group 
of other countries. The initiative can also come from the South, for 
instance from Brazil or India. However constituted, this grouping 
should establish an open agreement – any state can join at any time 
– and a supranational body orchestrating the tax and collecting the 
revenues of a small underlying transactions tax (10 basis points); 
much bigger exchange surcharge; and possibly a relatively high tax, 
on domestic-currency lending to non-residents (only to non-residents 
who are not yet within the tax regime). 

In the second phase, which should be carried out either when all 
major financial centres and most other countries have joined the first 
phase system, a universal and uniform Tobin tax at a still higher 
rate would be applied. In this phase, however, the bigger exchange 
surcharge should be retained.

The point of this model is in fact twofold. On the one hand, the 
only real political possibility is to proceed without the consent of 
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the US and probably also the UK. On the other hand, by proceeding 
without the US, the UK and other reactionary forces, it is possible to 
make the tax regime more democratic and just. Once established, the 
US and the UK would then have to join a democratic system of global 
governance on terms set by the others. Thus they would not be able to 
dictate the structures of the new currency transaction tax organisation 
or its policies.
 

7. The main problem for the global CTT movement: the window 
of opportunity for realising the vision of the Draft Treaty may be 
closing 

The idea of drafting a legal Treaty on CTT occurred spontaneously in 
a debate on the political aspects of the CTT in Vancouver, Canada, in 
October 2001, at a conference entitled “Taxing Currency Transactions 
– From Feasibility to Implementation”, organized by the Halifax 
Initiative. Subsequently, I contacted Professor Lieven A. Denys whose 
study on whether the CTT is compatible with the Maastricht Treaty of 
the EU was given to me in Vancouver. We combined some of the ideas I 
developed in Democratising Globalisation and some of the legal ideas 
Denys had developed in other contexts. Most of the legal framework 
of the Draft Treaty is based on the EC 6th VAT Directive, which has 
thus far provided a model also for Central and Eastern European 
states, Russia, China and many other states. The Draft Treaty was 
first made public at the World Social Forum, in Porto Alegre, Brazil, 
in early February 2002.

Now, the currency transaction tax has three main aims: 

1) To curb foreign exchange markets and thus transnational flows 
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of short-term capital. Thereby the tax will stabilise financial 
markets and increase the economic policy autonomy of states. 
This will increase also economic efficiency and well-being.

2) To create global funds for preventive and compensatory 
mechanisms, and more generally, for global common goods.

3) To gain democratic control over global financial markets and 
the social forces they have helped to unleash and strengthen.

The draft Treaty incorporates all the main aims of the tax. The tax 
base is defined as comprehensively as possible. In our proposal the tax 
rate is set at a modestly high rate (e.g. 0.1%) since the point is also 
to curb financial flows. The tax itself is modified. A two-tier system 
of tax, following the well-known Spahn model, confiscates windfall 
gains from over-speculation through the trigger of a higher tax during 
times of exchange rate turbulence. The tax is collected on a national 
basis, and the states will keep part of the revenues, but the tax itself is 
global in a sense that it and its terms are established by a multilateral 
treaty. Moreover, the bulk of the OECD countries’ revenues will go 
automatically to a global fund. This fund is not meant to add to ODA. 
It is a global fund, based on a global tax that can be used for any 
global common good as defined by the actors participating in the CTT 
regime.

The Treaty establishes a new democratic organisation, the CTTO 
(currency transaction tax organization). Although light in terms 
of bureaucracy, the CTTO has to be capable of learning and self-
transformation. The CTTO has to be open to different points of view; 
react rapidly to unexpected changes; and qualified to assume new tasks 
if needed. Moreover, there has to be a fair, transparent and accountable 
process whereby decisions concerning the allocation of funds can be 
reached. Only an efficient and open democratic organisation can 
meet these requirements. On the positive side, a CTTO could also 
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stimulate the development of new forms of democratic participation 
and accountability in global economic governance, by virtue of its 
exemplary structure and initiatives.

The CTTO will govern the tax and control the global fund. It 
consists of a Council, a Permanent Secretariat and a Democratic 
Assembly. Three kinds of actors are recognised as stake-holders: 
governments; national parliaments; and transnational civic actors 
and social movements, including not only NGOs but also for instance 
trade unions. In (qualified) majority decision-making, the weigh of 
governments and national parliaments depends on the size of the 
population of their respective countries. Civic actors take part in 
decision-making in the Democratic Assembly. They can also come 
from countries that do not belong to the tax regime. (For more details, 
see Patomäki 2001, 202-5; Patomäki & Denys 2002, Article 19)

In the first phase, although the regime has to be open for all states to 
join on equitable terms, there is no need for a universal consensus on 
the need for the Tobin tax. The proposed Treaty shall enter into force 
following the 30th ratification of the Treaty, or on the date on which 
the Preparatory Group has established that the Contracting States 
who have ratified the Treaty account for at least 20% of the global 
currency markets, whichever is later. That is, a grouping of countries 
can initiate the system at any time. The only thing that is needed is 
a state – for instance Belgium, Brazil, India or South Africa – that is 
willing to convene an international conference for establishing the CTT 
and a sufficiently large grouping of states interested in participating. 
The conference could take place as soon as 2006.

The problem is that since the 1980s many of the key systems of global 
governance have been harnessed to the project of locking-in economic 
orthodoxy for good. Stephen Gill (1997a) has coined the term “new 
constitutionalism” to describe this project. New constitutionalism 
is a political and legal strategy to disconnect economic policies 
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from democratic accountability and will-formation. The aim is to 
“constitutionalise” the protection of absolute and excusive private 
property rights and the freedom of transnational traders and investors. 
This is achieved through regional and global multilateral institutions 
such as the EU and NAFTA; the Bretton Woods institutions; and the 
WTO. These treaties and institutions are more difficult to revise than 
many constitutions. Thereby they provide a solid and firm protection 
against all challenges to orthodoxy. One of the consequences of the 
neo-constitutional project is the increasing difficulty of establishing 
the CTT.

There are now two consequent problems that the global CTT 
campaign must tackle. The first stems from the fact that in order 
to cover the required 20% of the forex markets, in practice all the 
EMU-countries must participate in the regime. Since the EU does not 
have any competence over issues of taxation, it may seem correct to 
assume that the EMU-countries could join a global treaty one by one, 
independently of the EU institutions. National parliaments would 
play a leading role in this process. Once all of the parliaments of the 
euro-countries have ratified the Treaty, the euro will enter the CTT-
regime. However, it now turns out – as pointed out and elaborated 
by Lieven Denys in the CTT meeting at the European Social Forum 
in London in October 2004 – that this is in fact not so clear as I used 
to assume. The second-tier tax of the Spahn model concerns in fact 
monetary policy which now lies in the hands of the European Central 
Bank (ECB). To the extent that this implies that some EU decisions 
must be made, the European Commission is also bound to play a role 
as well (the Commission continues to have an almost exclusive right 
to take regulative initiatives within the Union). Last but not least, any 
decision about taxes requires a unanimous decision by the Council of 
Ministers, since taxation is not within the community competence. 

Why is this a problem? The ECB is very much part of the neo-
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constitutional (in Gill’s sense) architecture of the EU. It is totally 
insulated from any democratic politics and it is set to follow monetarist 
(orthodox) monetary policies from here to eternity (see Gill 1997; 
Teivainen 1997; Patomäki 1997). Predictably, when asked to give an 
opinion on the Belgian legislation of summer 2004 on the CTT, the 
ECB not only made all the standard arguments against the tax on pure 
orthodox economic grounds but also argued that the CTT goes against 
the absolute freedom of capital as defined both in the Maastricht 
Treaty and the new constitutional treaty pending ratification. Similarly, 
the technocratic and mostly unaccountable Commission has defined 
the common good of the EU in neoliberal terms. Unsurprisingly, the 
Commission has also already given a negative opinion on the Belgian 
legislation (this is in principle confidential – the EU bodies are often 
very secretive). This is well in line with many previous statements by 
the Commission on the CTT. Moreover, although the new procedures 
of “enhanced European cooperation” might be of help in providing a 
way to overcome the unanimity requirement of the European Council, 
the unanimity rule means, at least in principle, that any member-
state will have a veto right over the CTT. You just need a Britain, 
Luxembourg, Berlusconi’s Italy or a hardline neoliberal new member-
state from Eastern Europe to shoot the CTT down in the Council.

The second problem caused by neo-constitutionalism is global. 
Myriam Vander Stichele (2004) has recently claimed that the GATS 
liberalisation of the financial sector may endanger the introduction 
of a currency transaction tax. The General Agreement on Trade in 
Services, GATS, is among the most important WTO agreements. 
GATS was negotiated without any kind of public discussion during the 
Uruguay Round (1986-94). GATS entered into force in January 1995. 
However, in line with the original plan, the substantial negotiations 
about liberalising trade in services did not begin before 2000. 

GATS covers a very wide area of economic activity, from birth 
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(midwifery) to death (funerals). It includes health and education as 
well as areas from water distribution to satellite communication. 
GATS is a potentially very far-reaching agreement since its ultimate 
aim is to ‘liberalise’ most or all of these fields. ‘Liberalisation’ translates 
into privatisation and commercialisation. For instance, water 
supply, transportation, schools, universities, hospitals and libraries 
may have to be sold to profit-maximising private corporations, in 
practice often Western TNCs. Although the exercise of governmental 
authority is excluded from GATS, it is possible that even parts of 
public administration such as police and prison services may have to 
privatised and commercialised in the name of free trade in services.

Vander Stichele (ibid., ch 6, pp. 27-28) points out that in the 
GATS Annex on Financial Services, all states are required to follow 
“prudential regulatory standards”. Prudential standards, under the 
GATS definition, do not “distort competition” or “restrict against 
foreigners”. The South Korean bank reform has already been 
challenged under the WTO agreement (although not yet in GATS). 
Vander Stichele argues that if a country, or a grouping of countries, 
established a CTT, they could be challenged by other members of the 
GATS agreement on the grounds that the CTT is not a “prudential 
measure”. Since the CTT applies to all foreign exchange transactions 
involving a particular currency – independently of the nationality 
of the dealers – it probably cannot be argued to be discriminatory. 
However, since by (the orthodox) definition any measure or standard 
that does not revere the absolute freedom of market-actors to invest 
on will or whim without any obstacle or restriction is “distortive of 
competition”, there is a real danger that the GATS Annex on Financial 
Services could be used to challenge the CTT, particularly if the CTT 
is based on any sort of Keynesian or other non-orthodox reasoning. 
This might also become a further deterrent – and a political argument 
used – against the CTT.
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8. Concluding remarks

The Kapoor draft report stresses repeatedly that it puts forward a 
“mainstream proposal”. In other words, the proposal is in accordance 
with the neoliberal world order and the logic of neoclassical economic 
theory. Tobin’s original CTT proposal was based on rather different 
and much sounder Keynesian reasoning. Of course, it may seem unwise 
to use Keynesian reasoning if you want to convince the New Labour 
government in the UK or the transnational “business community”. 
This seems, indeed, to be the intention of Kapoor’s report (and that 
of the UK-based Tobin Tax Network more generally), which critically 
constrains its vision. 

The main moral aim of Kapoor’s CTT proposal is to get new 
funding for the purpose of achieving the Millennium Development 
Goals. The logic of this proposal is not entirely clear, though. What 
exactly is the connection between the projected CTT and the fund? 
Moreover, in the light of evidence, traditional ODA does not seem 
to provide adequate means to combat poverty and hunger. To the 
contrary, ODA can also been as a power-resource of Western great 
powers and related international organisations to impose their will 
in the South. The lack of economic and political realism in Kapoor’s 
proposal is evident also in the absence of any analysis of power and 
political conflicts over values, visions and interests. Global finance has 
not only had manifold effects of power but has also created winners 
and losers and is systematically redistributing wealth from the bottom 
and middle to the top. 

An alternative to the traditional forms of international charity is 
a multilaterally established and democratically controlled global tax. 
Technically and legally, it is fairly straightforward to establish a global 
CTT regime along the lines of the Draft Treaty (or any other similar 
proposal). However, the window of opportunity for realising the 
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vision of the Draft Treaty may already be closing. The transnational 
project of “new constitutionalism”, designed to disconnect economic 
policies from democratic accountability and will-formation, has 
already succeeded in securing the protection of absolute and excusive 
private property rights and the freedom of transnational traders and 
investors both in the EU and through the WTO. As long as the EU is 
structured around the principles of economic liberalism, and as long 
as taxation falls outside the community competence, the Europeans 
must seriously consider whether a return to the original proposal of 
James Tobin might, after all, be preferable to the two-tier model that 
can be so easily defeated in the EU institutions. A simple Tobin tax 
could be approved by national parliaments of the euro-area without 
the consent of the EU bodies. Globally, the CTT campaigners must 
sharpen their skills for legal argumentation in order to prepare to the 
foreseeable challenges in the WTO, particularly in terms of the GATS 
agreement.

It is increasingly clear that the time for single-issue movements 
is over. The interconnectedness of EU politics, the development of 
the WTO and the prospects for progressive financial reforms points 
towards the importance of wholistic understanding of the issues of 
world politics. While the CTT is urgently needed and may still be 
realised in accordance with the Draft Treaty or a modified version 
of it, the more general task is to open democratic spaces for world 
politics against the (already partially successful)  attempts to lock-in 
the principles of neoliberalism for good. The CTTO should play an 
important role in these struggles.
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Notes

1 It is worth emphasising that as Kapoor in his illustrative example, also 
Dornbusch in his well-known model of exchange rates simply assumes that 
what cannot be known, and then builds his analysis on that fictional basis (this 
is typical of the neoclassical method in general). “The long-run exchange rate 
is assumed known […]. We note further that, while expectations formation 
may appear ad hoc, it will actually be consistent with perfect foresight.” 
(Dornbusch 1976, 1163) If asked to pinpoint equilibrium or the long-run 
exchange rate of real currencies in the actual world, economists either evade 
the question or resort to the notion of purchase power parity. The problem 
with the latter is that it never corresponds to the actual exchange rates and 
may, also in the long run, deviate not only systematically but also increasingly 
from the exchange rates. It is a well-known fact that the price level in less 
well-off countries tends to get ever lower than in better-off countries and thus 
dollar-converted values make them look poorer than what they actually are. 
The difference has been particularly striking in the case of India and China 
during the last two or three decades.

2 See Carr (1964/46, 41-62) for a classical critique of this ideology: “[…] 
the doctrine of the harmony of interests […] became […] the ideology of a 
dominant group concerned to maintain its predominance by asserting the 

identity of its interests with those of the community as a whole”.
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Despite Dispute: Reflections upon a  
Brainstorming over the 

Currency Transaction Tax1

Mikael Böök

This article is based on the discussion and brainstorming that took 
place in More Taxes –seminar. Its purpose is to shed some light 
over the difficulties and disagreements we need to understand 
when addressing and campaigning for the currency transaction tax. 
In the end, all participants agreed that CTT is technically feasible, 
economically motivated, socially desirable and politically possible. 
Yet the brainstorming session ended in disagreement and frustration. 
As Heikki Patomäki summed in the end of workgroup discussion: 
“The only thing we were agreed on was that no transactions should 
be excluded”. 

James Tobin (1918-2002), for one, would also have been of the 
opinion that the CTT should cover all currency transactions. In his 
1978 address to the Eastern Economic Association in Washington 
DC, Tobin said: 
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The tax would apply to all purchases of financial instruments 
denominated in another currency - from currency to coin to 
equity securities. It would have to apply, I think, to all payments 
in one currency for goods, services, and real assets sold by a 
resident of another currency area... I don’t intend to add even a 
small barrier to trade. But I see offhand no other way to prevent 
financial transactions disguised as trade (Tobin 1978, quoted in 
Patomäki 2001). 

In the meantime (since the 1970ies) much capital has flowed beyond 
the reach of existing regulative frameworks. The explosion of currency 
transactions, caused by neoliberal financial policies and the digital 
revolution, resembles a tsunami after a submarine earthquake. From 
1977 to 2004 the total turnover of foreign currency exchange increased 
by two orders of magnitude, from 18.3 billion dollars to 1880 billion 
dollars per day (Bank of International Settlements 2004). 

The global markets of ‘currency exchange’ are actually a euphemism 
for ‘speculation’. 

Tobin’s tax has surfaced again and again, although Tobin had to 
constate that “the idea fell like a stone in a deep well” (Tobin 1978, 
quoted in Patomäki 2001) when he first presented it 1972. But it was 
only rejected by the rich and powerful, and by economists who side 
with them. Common sense, on the other hand, considers gains made 
from speculative transborder money flows to be morally questionable. 
Such gains should not be made at all, or if they are made, the money 
should be spent for the common good. In other words, people tend 
to be in favour of a CTT for reasons of social justice. Thus Bishop 
Desmond Tutu of Johannesburg summarizes the view of the ordinary 
citizen, when he says that 
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there must be something fundamentally wrong somewhere if 
by just speculating, millions are made. No work has been done. 
There has not been any exchange of good. It’s just money that 
seems to come out of the air, the ether, and equally quickly these 
banks suddenly collapse where people made millions of paper 
money on the stock exchange without a corresponding increase 
in anything that is measurable. (Schechter 1998) 

Tutu here refers to the stock exchange, but his words apply equally 
to the money trade. The high probablility of crisis and collapse (of 
banks, or currencies) which accompanies financial speculation is also 
known to the general public, although the means to eliminate the risks 
may be less well known. 

James Tobin’s main concern was not the ethical aspect of speculation  
(nor did not show much interest in how the revenue from CTT would 
be spent),  but the stability of the international financial system.  Long 
before today’s global megaflow of capitals, Tobin feared that the “well-
greased wheels” would run away, and so he proposed to “throw some 
sand” in them. The many financial crises in the eighties and nineties 
proved Tobin right in his fear. Yet one thing Tobin did not foresee was 
that citizens’ movements would pick up his proposal and try to build 
broad political campaigns in order to put it into practice. Naturally, 
this also led to various reinterpretations and amendments of Tobin’s 
original proposal. Nowadays, as a consequence of the growth of the 
money trade, even a very tiny CTT would bring in significant tax 
revenue. Opinions vary widely among researchers and politicians on 
how much money a CTT could generate per year. However, even the 
most conservative experts speak about tens of billions of dollars.2

The link between CTT and democracy is indissoluble. Any money 
raised by the CTT should be adminstered in accordance with the 
principle “no taxation without representation”. Decisions upon 
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the short-term and long-term use of the tax money must obey to 
democratic rules. Hence the discussion about CTT raises questions 
about new, democratic rules for the whole of humanity.

After the Asian financial  crisis 1997-1998 a new international civic 
movement was born in France. This movement referred to the currency 
transactions tax in its very name. ATTAC stands for “Association 
to Tax financial Transactions to Aid Citizens” (see George, Susan 
2004, p xi.). During the following five years the movement rapidly 
spread over continental Europe, to Latin America, to a number of 
African countries, and to Russia, Japan and Korea. Similar, or related 
campaigns for a CTT grew among researchers and students in Canada, 
the USA and Britain. 

The spread of ATTAC builds, of course, on the above-mentioned 
wide-spread sentiment that “something is wrong” with the financial 
globalisation, but ATTAC is more than a leftist protest movement. 
Inspired by intellectuals and scientists, ATTAC strives to be “an action-
oriented popular education movement”, a massive effort to grasp the 
strange economic and financial realities of the globalization through 
study and reasoning. Thus ATTAC could be called a late child of the 
French Enlightenment. 

One of the insights provided so far by the intellectual effort of the 
“anti-globalizers”, as the media love to label the critical thinkers of 
today, is that what we have now is not a global financial system at all, 
but rather a global “financial non-system” (see Kavaljit Singh earlier 
in this book). The conclusion is that a financial system has yet to be 
built, and it must be democratic. 

Like other positive developments in the people’s consciousness, ATTAC 
was severely hampered by the world political shift which took place 
9/11 2001. In a conjuncture of “war on terrorism”, the CTT seemed 
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to lose its political significance. Who would believe that a campaign 
for the implementation of a tiny tax on currency transactions would 
help to defeat the new American imperialism in Iraq, or to stop the 
atrocities of the Russians in Chechnya? Henceforward, the CTT could 
be proposed as a means of gaining control over the international 
money-flows to terrorists, but who would control Bush, Blair and 
Berlusconi, anyway? 

Yet the CTT made it back to the world political agenda in 2004 
as a part of a multilateral diplomatic effort. Today the CTT has more 
supporters than ever before, and the supporters include many well-
known, democratically elected political decision-makers. The “Tobin-
Spahn Law” adopted by the Belgian parliament on 1 July 2004, 
although it passed unnoticed by the mainstream media, was already 
an important sign of change. Then came the turning-point with the 
summit conference “to combat hunger and poverty”, which was hosted 
by president Lula da Silva of Brazil in New York on 20 September. 
Here, probably for the first time in the history of the international 
community, the CTT was recognized as being “technically feasible”, 
and recommended by heads of state as an innovative mechanism to 
generate financing for economic and social development. 

The summit in New York, which also became known as the 
“Lula-Chirac” initiative, was a result of North-South cooperation; in 
addition to the presidents of France and Brazil, this cooperation also 
included the prime minister of Spain and the president of Chile. Other, 
more or less closely related initiatives, such as the Finnish-Tanzanian 
cooperation in the framework of the Helsinki Process, could also be 
mentioned. Taken together, these diplomatic activities indicate that 
other solutions than those imposed on the world by an increasingly 
unilateralist American government are eagerly wanted. 

It should be added that the CTT-recommendation, although 
significant in itself, is not the essence of the “Lula-Chirac” initiative. 
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“Lula-Chirac” boosts global taxation in general. Global taxes is the 
main theme of the “Landau Report”, which Chirac commissioned by 
a group of French and British specialists (including Jacques Cossart 
from the scientific council of Attac France) at the end of 2003. The 
Landau report, published a couple of weeks before the summit in New 
York, discusses a wide range of different international taxes, of which 
the CTT is only one.3 Essentially, the global taxation proposed by 
Lula-Chirac aims at establishing a stable stream of financing of the 
UN Millennium Development Goals. 

In sum, the proposal of a CTT has made come-back, and it seems 
stronger than ever before. At this moment, however, we can observe 
disagreement among its supporters. The animated discussion 
between the participants in the brainstorming 19 October 2004 was 
symptomatic in this regard. 

Heikki Patomäki and Sony Kapoor appeared as the main 
contrahents. Their different opinions are already documented in, for 
instance, Patomäki’s ample critique of the extensive report on the CTT, 
written by Kapoor, which appeared soon after the brainstorming, 
in December 2004 (Kapoor 2004 and Patomäki’s article in this 
book). Below, I shall add a few comments to the discussion at the 
brainstorming.

Let the starting point be the following exchange: 

Heikki: This [CTT -MB] is also a question about global democracy. 
State sovereignty is a real obstacle to global democracy. Therefore, 
it [the implementation of CTT -MB] should not start from the 
activity of single states. In that way the power will not be affected 
and democracy will not be achieved. 
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Sony: The CTT is only about a small part of the world’s problems. 
It cannot be used to change the world. 

This illustrates how our concepts of the CTT are closely related to our 
thinking about national sovereignty and the future of the nation-state. 
The problem is that national sovereignty is an issue which tends to 
transcend the limits of both economical science and common sense 
about social justice. 

So the disagreement here is perhaps not so much about the CTT as 
it is about how far humanity has advanced on its way from a world 
which is dominated by nation-states to a situation which could be 
called global democracy. Admittedly, this formulation only reveals the 
view of the present writer. Self-appointed “realists” may contend that 
global democracy is nothing but an illusion, which will never turn into 
reality. And some radical opponents to globalisation might object that 
“global democracy” is not even a desirable goal. 

The dispute, in other words, concerns the transformative potential 
of the CTT. What difference can a CTT make? The answer depends 
on how ripe for change one considers the international political system 
to be. Are international global taxes politically possible now, or are 
they not? 

Lieven Denys lectured on the day before this brainstorming at the 
university of Helsinki on “The Global Currency Transaction Tax as an 
Icebreaker in International Tax Law”. The metaphor used in the title 
indicates that CTT would not only have significant socioeconomic 
consequences (as a capital control measure, and as a source for 
financing of the common good), it should also help to bring about a 
new international system. 

As far as I can understand, part of the specialists on CTT (Heikki 
Patomäki, Lieven Denys and others) think that the time is ripe for an 
action directly at the international level. Thus they see the CTT as the 
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centrepiece of a transformative international policy. 
Sony Kapoor, on the other hand, seems to deny this aspect altogether. 

Yet the personal engagement of Sony Kapoor in favour of the CTT is 
probably best explained if we assume that he, too, strongly believes 
that it will make a difference. Kapoor just does not agree that the CTT 
is able to change “the world”. 

Heikki Patomäki and Lieven Denys, too, add important modifications 
to their estimate of what the CTT can achieve and how it can be 
achieved. Although they are convinced that the time has come for 
international action, they divide that action in multiple phases, 
each of which may span over years, maybe decades. In the initial 
transitional phase (which is presently at hand) one government, or a 
group of governments, should call an international conference on the 
implementation of the CTT. In order to clarify what such a conference 
would be supposed to discuss and agree on, Patomäki and Denys 
(who is a specialist on tax legislation) have drafted a detailed proposal 
of an international treaty on CTT (Patomäki and Denys 2002). An 
important part of their “Draft Treaty” is devoted to the CTTO. 
The CTTO (Currency Transactions Tax Organisation) is a new and 
independent international organisation, which would be established in 
the first phase of the actual implementation of the CTT at international 
level. The task of the CTTO would be to “set a uniform system of tax 
collection”, and then, to manage the income from the CTT and decide 
on how the money is used. As soon as 30 states, representing at least 
20 % of the global currency markets, would have ratified the treaty, it 
could enter into force. The second phase would begin when 90 % of 
the transactions within forex markets, all major financial centres and 
most other countries have joined the system which was created during 
the first phase. 

Interestingly, the “Draft Treaty” proposal has hitherto not been 
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particularly much discussed within the international movement 
ATTAC, or at the World Social Forums. References to it are rare in 
the growing literature on the CTT. Sony Kapoor, for instance, does 
not even mention it in his extensive new report. 

In this regard, our brainstorming was a little step forward, because 
David Hillman, who coordinates the British Tobin Tax Network, 
clarified his opinion about the “Draft Treaty” in the following 
statement (the wording is inexact being rather an attempt to make a 
summary of what David said): 

--- state sovereignty cannot be broken by means of the CTT. The 
CTTO would be of no help in this regard. If we can get the UK to 
adopt it unilaterally, we shall of course state our conditions [on 
how the tax income is used -MB]. The states which participate 
in the global fund can influence its decisions. It is very difficult 
to resist the big powers. Our most important contribution [i.e. 
the contribution of the Tobin Tax Network UK -MB] is to have 
enlarged the CTT-menu so that the politicians have become willing 
to use it. This also means progress with the larger [international 
-MB] agenda and the redistribution of global wealth. CTTO may 
become a realistic goal in the future, but it is not so now. Instead 
the UK finance ministry has already said that a taxation of pound 
transactions is possible. This amounts to a paradigm shift [in the 
thinking of the UK government -MB]. The finance ministry no 
longer uses the argument that the CTT has to be implemented 
universally from the beginning; now it admits that it would be 
possible to tax pound transactions separately. It is possible to tax 
the jurisdiction where currencies are exchanged or the currency 
itself. We chose the latter option.

According to David Hillman, the Tobin Tax Network UK is close 
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to convincing chancellor Gordon Brown to introduce a CTT on the 
pound. The EU, Lieven Denys pointed out, could argue that such a 
unilateral option is illegal on the ground that a CTT on the pound 
might hinder the free flow of capital within the European area. That 
argument would fall away if the tax income went into a European 
fund. The rules of the WTO could also be applied against a unilateral 
CTT, or even to a CTT on the euro, except if the tax revenue went into 
a global fund, Lieven said. 

Heikki Patomäki raised another objection: 

How to guarantee that the tax income goes to the global South? 
As a unilateral system CTT might become a tax just for the rich 
countries. If it is not a global tax there is no point in fighting for 
it.

How to overcome the dispute(s), we may ask, but that is not the 
point. The dispute over the CTT should be overcome by way of more, 
not less, discussion, and by action. Let us, however, be humble and 
recognize our own limitations. The discussion about the CTT is first 
and foremost a way to come to grips with a new situation which is 
vaguely defined as globalisation. But who can predict the outcome 
of this tsunami of international financial flows, which threatens to 
drown almost everybody and everything? 

Our disputes over the CTT can help us to pose new and radical 
questions about, for instance, money and the future of money and 
about information inasmuch as information is what money tends 
to become, or what it already is. Does the problem of taming the 
international financial flows ultimately lead to questions about 
governance (to use a term à la mode) of information and information 
technology? If so, what role should we attribute to the information 



56

Mikael Böök

specialists? By the way, who is a specialist on information? Personally, 
I would say that the librarians are the professional group which comes 
closest. Should book-keeping and accounting return to the libraries 
where it all started long ago, in the first cities of the Sumerians? Given 
the liberal (in the sense of freedom-loving) values of modern libraries, 
such a development could bring more transparency, a pre-condition of 
democracy. Banks and other financial institutions are not as committed 
to the freedom of information as libraries. 

But, again, what is a library, or a bank, in the age of the internet? 
That things aren’t what they used to be should also be considered in 
further brainstorming. 

Susan George, in “Another World Is Possible If...” (2004), a book 
which contains a good deal of reflection and reasoning on the way to 
implement the CTT, arrives at the following: 

The only hope I can see is that European governments, as a result 
of well-coordinated pressure applied by European citizens, decide 
to make Europe the first area where such a tax is applied. Acting 
on European states is feasible – tough to achieve, but feasible. 
Acting directly at the international level or begging banks and 
brokers to tax themselves is clearly impossible.

This conclusion leads to the claim that we need a separate European 
campaign – a concentration of forces  for the implementation of the 
CTT. That is probably so, but does it mean that we do not need a 
global campaign for the CTT? We also have to ask what forms of 
international action are “clearly impossible”. Is it action at the level 
of civil societies, or is it action at governmental level? 

During our first session on taxation (national and international) 
which preceded our brainstorming on the CTT, John Christensen 
recalled the example of the wartime “Cairo parliament”, which 
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prepared for the coming peace by study and discussion of the 
proposals of the Beveridge Committee (1942). When the war ended, 
the conservative hero Churchill was, surprisingly, defeated by the left 
and the new Labour government started to implement a welfare state 
in Britain. 

Perhaps it is more realistic to see ATTAC and the World Social 
Forum as a new international edition of the “Cairo Parliament” rather 
than hope that our latter-day Churchills will implement the CTT if 
we only succeed in convincing them with our strong facts and good 
arguments? 

One thing is clear: the three perspectives which have been 
mentioned in this article, that is, the “national”, the “European” 
and the “global” perspectives, are all highly problematical. Heikki 
Patomäki, in his critique of Sony Kapoor’s draft report exposes the 
risks related to the approach of the UK Tobin Tax Network, which is 
to convince the British government to introduce CTT unilaterally on 
pound transactions. 

The difficulty of the European approach stems from, among other 
things, the lack of democracy at the level of European Union. We 
may end up in eternal lobbying of the European Commission and 
the European Central Bank if we invest our hope in the introduction 
of the CTT that way. Besides, lobbying and advocacy are not at all 
sufficient forms of action. The necessary “well-coordinated pressure”, 
as Susan George puts it, has to be openly and visibly political. Many 
would fully agree with the opinion that an all-European democratic 
movement is badly needed, but has it not been proven as difficult to 
build such a movement as to act directly at the international level? 

Finally, if we only stress the global democracy goal and neglect the 
national and European aspects, we will easily end up in pure theorizing 
and dispute. Yet the Leitmotif and common denominator of our CTT 
campaigns is in the perspective towards global democracy. 
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Brainstormings apart, when will we start building the campaigns? 
Shortly after the brainstorming, I went to Brussels to participate in 

the meeting of the Tobin-Europe Network at the European Parliament. 
That meeting became what one might fear: a frustrating exercise in 
lobbying. In our room the MEPs came and went: for them the CTT 
was just one among hundreds of important matters, not big enough to 
be considered as the subject of a separate Intergroup.4

Frustrating meetings, too, may be necessary as a preparation for 
action. At that meeting, I presented a new website, which is to become 
a communication facility for the international CTT campaigns (http://
www.cttcampaigns.info/). Needless to say, the website is not intended 
to support only one of the perspectives on the CTT which have been 
mentioned above. In spite of the disputes over the CTT, the site will 
not serve one campaign exclusively. Nor do I think that it should have 
“a clear European identity” (as some have proposed). Attac Japan is 
already a site member and let us hope there will be other non-European 
CTT campaign organisations joining. At the time when I finish this 
article, a dozen of CTT-related events (conferences, seminars) are being 
prepared, by Antonio Martins from Attac Brazil, and many others, to 
take place in Porto Alegre during the fifth World Social Forum at the 
end of January 2005. Indian programmers from the Mahiti company 
in Bangalore have helped and will help to develop this sophisticated 
website. Colors and some graphics are borrowed from the Ubuntu 
Linux project which comes from South Africa. The idea is to share 
not only information and communication techniques but invite artists 
to share their artwork as well. More attention should be paid to the 
esthetic dimension ... and to the universalist spirit of ubuntu.5
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Notes

1 The present article is is based on the brainstorming about the currency 
transactions tax (CTT) at the House of Sciences in Helsinki 19 October from 
13 to 16 pm with Heikki Patomäki (chair), Lieven Denys, Sony Kapoor, 
Kawaljit Singh, David Hillman, Sari Varpama and others, including myself. I 
would like to thank Johannes Urpelainen who kindly put his notes from the 
brainstorming at my disposal. His notes are in Finnish. Direct quotations from 
the notes (which I have tried to translate back into English) are indented.

2 Thus WIDER economist A.B. Atkinson, focussing on the ”by-product”, 
i.e. the revenue from the Tobin Tax,  arrives at the yearly sum of  USD 15 
billion or USD 28 billion, depending on the taxrate. According to Atkinson, 
the taxrate would probably be extremely low, namely, 0,01 (1 basis point) or 
0,02 (2 basis points) per cent. See Atkinson: ”New Sources of Development 
Finance: Funding the Millennium Development Goals”, Policy Brief No. 10 
from UNU World Institute for Development Economics Research (UNU-
WIDER), Helsinki 2004, p. 14. Atkinson adds that ”some proponents have 
considered taxes as high as 0,25 percent on a transaction, referred to as 25 
basis points, to discourage excess currency speculation.” Let it be mentioned, 
that Tobin himself, in the seventies, calculated with taxrates between 0,5 and 
1 percent (50-100 basis points). For a thorough theoretical discussion of the 
Tobin tax proposal, including  the important contributions by P.B. Spahn 
on its ”two-tier” implementation, and by Rodney Schmidt on its technical 
feasibility within present-day national and  international banking-systems, 
see the work by Patomäki quoted above.

3 The «Landau Report», see Les nouvelles contributions financières 
internationales. Groupe de travail présidé par Jean-Pierre Landau. La 
documentation francaise 2004 (http://www.ladocumentationfrancaise.fr/brp/
notices/044000440.shtml). Parallell to this French study is the international 
Report of the Technical Group on Innovative Financing Mechanisms 
(http://www.mre.gov.br/ingles/politica_externa/temas_agenda/acfp/Report-
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final%20version.pdf). The latter was presented to the New York summit on 
20 September, 2004.  
  Recent research  at WIDER (see note 6 above)  and the report of the 
ILO Commission (2004), confirm the growing intrest for the CTT proposal. 
UN General Secretary Kofi Annan, in his response to the WIDER report, also 
mentioned the CTT as a positive possibility.
  However, it should also be added that  “Lula-Chirac” and the other 
above mentioned reports and statements  are not the first attempt to put 
international taxes on the agenda of the United Nations or international 
politics. The nearest predecessor of “Lula-Chirac” was the Zedillo-panel 
(named after former Mexican President Ernesto Zedillo), see Patomäki 
op.cit., p 218.

4 Members of the European Parliament, representing (at least three of the) 
Europe-wide political groups, can form intergroups on special issues. In 
December 2004, discussions were going on among the relatively new MEPs, 
elected in June ,  about the formation of new intergroups.  The proponents of 
at least one of the new intergroups planned to take up the CTT as one of its 
issues, besides other globalisation-related issues. The intergroups are put on 
record and their status is to some extent formally recognized in the EP. 

5 “C’est un mot bantou, et nous devrions le faire nôtre” (“It is is a Bantu 
word, and we should make it our own”), see the editorial by Edwy Plenel in 
Le monde 30.12.2004.
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Tax Avoidance, Tax Competition 
and Globalisation:

Making Tax Justice a Focus for 
Global Activism1

John Christensen, Pete Coleman and Sony Kapoor

 

 
Background

Hidden from the public eye financial capital has been completely 
reconfigured over the past thirty years in order to bypass nationally-
based tax and regulatory regimes.  Using the 70 plus tax havens dotted 
across the globe, wealthy individuals and transnational businesses 
have adopted highly aggressive tax avoidance strategies, whilst also 
forcing the governments of mainstream nations to engage in a harmful 
tax competition to attract direct and portfolio investment capital.  The 
existing global framework for cooperation on tax affairs is totally 
inadequate to its task, and the political will to tackle this problem 
is virtually non-existent as governments acquiesce to pressures from 
financial capital.  Whilst poor countries lose an estimated US$500 
billion annually to dirty money flows, which includes tax avoidance 
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and related capital flight, neo-liberal pressure groups in the United 
States have been lobbying against the OECD initiative to stem harmful 
tax competition.  Civil society is now mobilising to counter the tax 
avoidance industry and to challenge the idea that tax competition can 
play a useful role in development strategy.

Introduction

The growth of the offshore finance industry during the 1970s and 
1980s coincided with, and to a considerable extent has catalysed, the 
current era of globalisation, which is characterised by a far higher 
degree of mobility of capital than of labour.  This greater mobility 
is due to a combination of economic liberalisation (the removal of 
exchange controls and bank deregulation) and technological change, 
the latter enabling virtually instantaneous transfer of funds across the 
globe.  Capital’s ability to cross borders without restriction has left 
nationally based tax systems struggling to protect themselves from 
tax avoidance by high net worth individuals and profits-laundering by 
transnational businesses.  At the same time tax competition has led to 
many governments cutting tax rates on income earned by non-residents 
in order to attract portfolio and foreign direct investment.  Faced with 
this dual threat to their tax revenues, governments in developed and 
developing countries have increasingly resorted to shifting the tax 
burden from capital to labour, despite this being in most instances 
both regressive and counter-productive from an employment creation 
perspective.  Furthermore, in response to mounting fiscal pressures 
governments have cut and privatised services, and are rapidly retreating 
on their commitments to welfare provision. 

Investment decisions are influenced by transnational corporations’ 
(TNCs) ability to extract tax and regulatory concessions from 
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competing governments, leading to profound market distortions 
which undermine the assumptions of the global trade model 
(Gray 1998, 82).   This largely explains why the theoretical 
benefits of integrating poor countries into global trade have not 
materialised into reality.  In practice the combination of capital 
flight, rapid repatriation of profits, high levels of state subsidy to 
attract investment and systematic tax avoidance have eroded the 
potential benefits of financial transfers from rich countries to poor.  
The volume of financial transactions that are routed via the offshore 
arena has grown to such an extent that it can no longer be considered 
marginal to the global economy and it is therefore necessary on 
grounds of economic efficiency alone that offshore finance is made 
more transparent and subject to effective scrutiny and regulation.   
Most tax evasion and avoidance schemes, including profits-laundering 
techniques used by major corporations involve the use of offshore trusts, 
foundations, charities, holding companies, international business 
corporations, special purpose vehicles, and artificial transactions.  As 
one tax expert described it:

 
I have never come across any reason for people to set up an 
offshore trust other than to avoid tax.   (The Times, 10 July 
2000)

 
The rise of the tax avoidance industry has coincided with a trend 
towards using tax competition as a strategy for attracting inwards 
investment, with widespread use of export processing zones, 
tax holidays, accelerated depreciation rates, fiscal subsidies and 
preferential tax terms.  For example, prior to making its investment in 
the Kenkola Deep Mine in Zambia, the mining giant Anglo-American 
Corporation lobbied extensively to secure a preferential tax rate of 25 
per cent in place of the standard rate of 35 per cent.  Despite the fact 
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that in practice these fiscal strategies cause market distortions, they 
have nonetheless been widely supported by economists such as Milton 
Friedman, who argues that: 

Competition among national governments in the public services 
they provide and in the taxes they impose is every bit as productive 
as competition among individuals or enterprises in the goods and 
services they offer for sale and the prices at which they offer 
them. (http://www.freedomandprosperity.org/,  accessed 18 
October 2004 )

This is a questionable proposition, not least since ordinary citizens are in 
no position to choose from amongst governments of different countries 
to provide their public goods and services.  Furthermore, to propose 
– as some have done - that tax havens can act as legitimate sources 
of competition for mainstream nation states both misunderstands the 
nature of competitive markets and raises profound issues about the 
sustainability of democratic forms of government.  To be able to meet 
their commitments to welfare provision and development programmes 
in the face of the fiscal pressures of globalisation, governments will 
need to cooperate in order to limit the scope for tax competition, whilst 
at the same time retaining their ability to determine the size and nature 
of their state sector through the normal democratic processes (Avi-
Yonah 2003).   Furthermore, the myth that tax breaks for business 
will strengthen an economy in the longer term is not supported by 
hard empirical evidence.  A study by an American think tank finds

little grounds to support tax cuts and  incentives – especially 
when they occur at the expense of public investment – as the best 
means to expand employment and spur growth.  Tax increases 
used to enhance public services can be the best way to spur the 
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economy.  By stimulating growth, generating jobs, and providing 
direct benefits to residents, improvements in state and local public 
services can be one of the most effective strategies to advance the 
quality of life of citizens.  (Economic Policy Institute 2004)

At the micro-level of the firm the willingness of some businesses to engage 
in aggressive tax planning means that company directors who prefer 
to adopt ethical policies in respect of paying taxes in the jurisdictions 
in which their companies operates will place their shareholders at a 
distinct commercial disadvantage.  This reveals a major new area of 
concern for the Corporate Responsibility (CR) agenda, which until 
recently had not even questioned companies in the area where their 
corporate citizenship is most tangible and most important – the 
payment of tax.  This paper argues that the adoption of a General 
Anti-avoidance Principle would guide the Courts in interpreting the 
intentions of the legislature with regard to tax avoidance, and thereby 
assist directors in understanding their duties on tax payment, and 
that in the context of their CR programmes TNCs should adopt clear 
standards in the area of taxation. 
 

Tax havens and the global shadow economy

The scale of tax avoidance activity can be described as a shadow 
economy operating in the majority of globalise sectors, including 
and especially, the extractive industries, banking and finance, 
aviation, shipping, communications, pharmaceuticals, media, traded 
commodities and the weapons industry.  The secretive nature of this 
type of activity renders it impossible to accurately quantify the scale 
of this shadow economy, but the following estimates give some idea 
of its possible scale:
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 At least half of all world trade appears to pass through tax 
havens, even though these jurisdictions account for only about 
3 per cent of global GDP; 

 The UK government estimates that 60 per cent of international 
trade consists of intra-company transactions, i.e. firms trading 
with themselves and much of this is passed through tax havens 
which charge low or zero rates of tax on profits (The Economist, 
2004). The transactions involved are frequently on paper only, 
the goods and services involved actually going nowhere near 
the territories in which they are supposedly transacted;

 The value of assets held offshore, either tax-free or subject 
to minimal tax, is estimated at US$11 trillion (�9.2 trillion), 
which is over one-third of global GDP;

 In the mid-1970s there were about 25 tax haven jurisdictions. 
In 2003, the International Monetary Fund identified more 
than 60 tax havens and offshore finance centres, and other 
sources identify as many as 73;

 Demand has been fuelled by the growth of the number of high 
net worth individuals and by the rapidly increasing number of 
companies operating on a multinational basis. In the case of 
the latter, according to UNCTAD data in the early 1990s there 
were about 37,000 international companies with 175,000 
overseas subsidiaries. By 2003, there were about 64,000 
companies with 870,000 subsidiaries (The Economist 2004).

 The volume of funds that pass through tax havens annually 
is estimated at some US$7 trillion, approximately equivalent 
to the value of global trade in goods and services. This sum is 
greater than the value of goods and services traded through the 
havens, the difference being transactions of a purely financial 
nature (Oxfam, 2000);
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 Offshore companies are being formed at the rate of about 
150,000 per year, and are now numbered in the millions 
(http://www.finor.com/en/tax_havens_history.htm accessed 12 
March 2003). This figure does not include the huge number 
of trusts and foundations that have been established offshore 
over the past seventy or eighty years.

In summary, the offshore finance economy is neither a minimal or 
transitory phenomenon. Despite the absence of references to tax 
havens or offshore finance centres in mainstream economic analysis, 
their activities take place in the inner-heartland of corporate activity 
and they represent a significant and deeply embedded part of globalised 
capitalism (Hampton 1996).   Tax havens share a number of defining 
characteristics, most importantly low or zero tax rates on offer to non-
residents and transaction secrecy.  Tax havens have been described 
by a former Director of Fiscal Affairs at the International Monetary 
Fund as ‘fiscal termites’ (Tanzi 2000), and their role has been ‘the 
cornerstone of the process of globalisation’ (Palan et al 1996, 180), 
enabling TNCs to remove themselves either partially or wholly from 
nationally based tax and regulatory regimes.  Furthermore, aggressive 
tax avoidance by transnational companies (TNCs), which are able to 
make extensive use of tax havens and offshore finance centres, has 
eroded the integrity and equity of existing tax structures; increased 
the administrative burden of revenue collection; and widened income 
disparities within and between nation states (Christensen and Hampton 
2000).  

Whilst the tax avoidance industry is clearly damaging to the interests 
of developed countries, harmful tax practices are an even greater 
problem for economies in transition and developing countries. In the 
absence of powerful and sophisticated tax authorities like the US Inland 
Revenue Service, it is relatively easy for TNCs and national business 
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and political elites to erode the potential tax base, and western banks 
and finance businesses profit greatly from facilitating and sheltering 
this process.  According to one leading development NGO, the revenue 
losses to developing countries from the effects of tax competition and 
from non-payment of tax on flight capital amounts to at least US$50 
billion annually (Oxfam 2000, 2). This is a conservative estimate that 
does not include losses due to tax evasion and transfer-pricing. It does, 
however, include the tax loss resulting from non-taxation of capital 
gains, the granting of tax holidays, inward investment tax incentives 
and other techniques, most of which have been introduced under 
pressure from large corporations that threaten to withhold inward 
investment unless tax incentives are given.  

Cumulatively, tax avoidance and the associated issues of capital 
flight and corruption have a massive impact on developing countries, 
with roughly US$500 billion in dirty money being estimated to flow 
out of poorer countries (Baker & Nordin 2004) The resulting impact 
on developing countries and the transition economies is immense, 
compelling many of these countries to incur debt on the financial 
markets to fund revenue and capital expenditure that would otherwise 
be less expensively funded from tax revenues. 

Tax competition: who wins, who loses?

Capital mobility enables TNCs to choose between different jurisdictions 
according to the preferential tax terms and other benefits on offer 
(Boskin et al 1987). The result of this process of tax competition is 
that countries, particularly developing countries, have eroded their 
potential tax base, resulting either in a transfer of the tax burden to 
labour and consumption, which in both cases is socially regressive, 
or in a net reduction in the revenues available to the state to invest in 
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social and physical infrastructure.
Whilst the World Trade Organisation has deployed enormous 

political pressure to pursue the trade and fiscal  liberalisation agenda 
of the Washington Consensus, there has been insufficient political 
commitment to  the re-modelling of international tax policies in respect 
of information exchange and definition of the international tax base.  
This has opened up possibilities for businesses to exploit the legal 
vacuum that exists between nation states by making use of Offshore 
Finance Centres (OFCs) to engage in aggressive tax avoidance strategies 
involving transfer pricing, thin capitalisation, re-invoicing, corporate 
inversions, special purpose vehicles, and the use of dubious trusts, 
foundations and charitable entities.    OFCs – typically located in tax 
haven economies – provide a relatively secure enabling environment 
of political, judicial, fiscal and secrecy space (Hampton 1996), and 
have demonstrated their preparedness to sell their sovereignty (Palan 
2002) in pursuance of their client’s interests.

The ability of TNCs to structure their affairs via OFCs provides 
them with a significant tax advantage over their nationally based 
competitors.  National competition, no matter whether it is more 
technically efficient or innovative than its TNC rival, will be 
competing on an uneven playing field.  In practice, of course, this 
differential tax treatment favours the large business over the small 
one, the international business over the national one, and the long-
established business over the start-up. It follows, simply because most 
businesses in the developing world are smaller and newer than those 
in the developed world and typically more domestically focussed, 
that this inbuilt bias in the tax system now favours developed world 
multinational businesses over their domestic competitors in the 
developing world.

The logic of this uneven competition requires either that all 
businesses must move offshore in order to compete on a level basis, 
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or that onshore tax authorities adjust their tax regimes to place a 
greater burden on other factors of production (particularly labour) 
and onto consumption, as has been the trend in many countries over 
recent decades.  In Brazil, for example, between 1995 and 2001 the 
employee’s income tax rate rose by 14 per cent and social security 
contributions by 75 per cent.  Tax on profits, however, were reduced 
by 8 per cent over the same period.  The regressive nature of Brazil’s 
tax regime has been magnified by a value-added tax regime that 
biases the tax burden towards lower income households, which pay 
approximately 26.5 per cent of their disposable income on VAT whilst 
high income households pay 7.3 per cent of their disposable income 
on VAT (UNAFISCO, Brazil).  

Proponents of tax competition argue that tax havens provide 
a counter-weight to high tax / high spending regimes.  From their 
perspective tax competition between jurisdictions extends the 
disciplines of market competition into the democratic process, forcing 
nations to compete with one another to attract ‘customers’ according 
to their tax and service delivery record.  Setting aside the issue of 
whether it is appropriate for tax havens to act as disciplinary agents 
in this way, it is vital to question how competition of this type impacts 
upon democratic processes and to challenge the notion that it is 
possible to extend the competitive theory of the firm to the political 
economic sphere of nation states, which manifestly cannot and do 
not compete with one another in the provision of public services and 
infrastructure to their citizens.    

The free market tax competition model assumes that all tax-
paying citizens and businesses are perfectly mobile and therefore able 
to migrate between different jurisdictions according to preference.   
Ironically the majority of tax havens have adopted elaborate defence 
strategies to prevent such migratory flows, but the otherworldliness 
of the perfect mobility assumption has not deterred these arguments 
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in defence of the ‘discipline’ imposed by tax havens.   The counter-
argument notes that microstates like the British Channel Island of 
Jersey (population circa 90,000) will inevitably be able to underbid 
major nation states like India (population circa one billion) by offering 
non-resident businesses tax rates on profits booked in Jersey of zero 
per cent.  

Competition on such an uneven basis is not sustainable and the 
evidence of the long-term downwards trend in the corporate income 
tax rates of the OECD countries supports the widespread concern 
about states being engaged in a race to the bottom in their tax affairs.  
In 1996 the average OECD corporation tax rate was 37.5 per cent. By 
2003 it was 30.8 per cent.   In recent years the downwards trend in 
corporate tax rates has been particularly notable in Eastern Europe.  
Between 2003 and 2004, for example, Poland, Slovakia and the 
Ukraine reduced their corporate tax rates by 29.6 per cent, 24 per 
cent and 16.7 per cent respectively, though they have not yet reached 
the position of Estonia where the corporation tax rate is zero per cent, 
and once direct and indirect subsidies are taken into account many 
businesses are net recipients of considerable transfers from taxpayer 
funds.

Tax competition between states can be economically harmful in a 
number of ways:

 Tax competition shifts the tax burden between different 
factors of production and between different types of economic 
activity, thereby increasing the costs of labour in relation to 
capital and encouraging short-term speculative activity to the 
detriment of fixed, long-term investment;

 The greater mobility of high net worth individuals and TNCs 
enables them to make full use of offshore tax vehicles, thereby 
undermining the integrity and equity of tax structures and 
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creating a free-rider economy;  
 The use of elaborate and typically aggressive tax avoidance 

structures increases the administrative burden of revenue 
collection;  

 And perhaps most importantly, widespread tax evasion and 
avoidance increases income disparities within and between 
nation states, and is symptomatic of the withdrawal of wealthy 
elites from their economic and social obligations.

At best the benefits to developing countries of tax competition are 
questionable. A study published in 2003 by consulting firm McKinseys 
concluded that fiscal inducements offered by four major developing 
countries – China, Brazil, Mexico and India – had negative and 
unintended consequences: 

Without materially affecting the volume of investment in most 
cases, popular incentives such as tax holidays, subsidized financing 
or free land, serve only to detract value from those investments 
that would likely be made in any case. (McKinsey 2003)

Which begs the question, why do governments persist with offering 
fiscal inducements when the evidence suggests that good social and 
physical infrastructure, an educated workforce, and stable social and 
economic conditions are a more important pre-requisite for investors? 
The answer lies with the fact that governments are under immense 
lobbying pressure, particularly from business consulting firms, to offer 
tax incentives in order to attract inwards investment.  In general it can 
be assumed that governments would prefer to refrain from offering tax 
incentives if there was agreement to avoid this process of undercutting 
one another by granting such incentives (Avi-Yonah 2000).

In addition, intense competition between developing countries (the 



74

John Christensen, Pete Coleman & Sony Kapoor

majority of which have under-resourced tax departments) enables TNCs 
to exert their considerable political influence to secure preferential tax 
treatment.  This also opens up space for corrupt practices, as is alleged 
to have happened in Nigeria, where multinational oil services giant 
Halliburton stands accused of bribing tax officials.

Tax havens and offshore finance centres (OFCs) justify their 
existence by claiming to act as conduits for investment flows through 
the international capital markets, but this assertion fails to stand up 
to scrutiny.  Why, in this age of virtually frictionless electronic capital 
flows, should investments - whatever their destination - need to be 
routed via tax havens and OFCs other than to hide their origins or 
obtain distorting tax or regulatory advantages? 

Many OFCs came into being as a result of their usefulness for 
circumvention of exchange control regulations.   Much of the capital 
routed via the offshore circuits is ‘laddered’ through successive OFCs 
for money- laundering purposes.  A significant proportion is flight 
capital from economies such as Russia, Brazil, Indonesia, Nigeria and 
the Congo.   According to an estimate prepared in the late-1990s, 60 
per cent of the trade transactions into or out of Africa are mis-priced 
through abusive transfer-pricing and re-invoicing techniques by an 
average exceeding 11 per cent, resulting in a capital flight component 
of 7 per cent of African trade, totalling US$10 to 11 billion annually 
in 1999 prices.  In a similar vein, the Financial Times has estimated 
that capital flows into and out of the Russian economy throughout 
the 1990s were such that for every dollar of inwards investment 20 
dollars flowed out via offshore bank accounts.  

The overall impact on less developed countries of capital flight, 
including the proceeds of tax evasion, fraud, mis-appropriation, and 
corruption is immense, and very few of these nations have the means 
to pursue lengthy investigations in offshore jurisdictions that provide 
an almost impenetrable secrecy space and are notoriously unwilling to 
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cooperate with external authorities other than in circumstances where 
they are able to furnish advance evidence of the OFC having been 
used for criminal activity.  As was argued in the Financial Times in 
October 2004:

a full, unflinching look at how dirty money sustains worldwide 
poverty would pay very rich dividends. (Baker 2004)

The Social Irresponsibility of Tax Avoidance

Paying taxes is perhaps the most fundamental way in which private and 
corporate citizens engage with broader society. It is therefore curious 
that tax minimization through elaborate and frequently aggressive tax 
avoidance strategies is regarded as one of the prime duties that directors 
are required to perform on behalf of their shareholders. It is even more 
curious that the debate about corporate responsibility (CR), which has 
touched on virtually every other area of corporate engagement with 
broader society has scarcely begun to question companies in the area 
where their corporate citizenship is most tangible and most important 
– the payment of tax.

Compelled by the profit logic, and supported within the Anglo-
Saxon legal system by an outdated legal principle which encourages 
wealthy people and company directors to organize their affairs in such 
a way as to pay the least tax possible under the law, the majority of 
TNCs have been structured so as to enable tax avoidance in every 
jurisdiction in which they operate.   In April 2004, for example, 
the US General Accounting Office revealed that 61 per cent of US 
corporations had paid no federal income tax during the boom years 
of the late-1990s.  A typical defence of this situation was given by P.J. 
Henehan, a senior tax partner with the accounting and consulting 
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multinational Ernst & Young, who states that – 

Tax is a cost of doing business so, naturally, a good manager will 
try to manage this cost and the risks associated with it.  This is 
an essential part of good corporate governance.  (Irish Times, 
March 2004)

We dispute this assertion on a number of grounds: 
Firstly, tax cannot be considered as a normal cost of production 

of either goods or services since tax avoidance does not in any way 
lead to improved production efficiency (the term ‘tax efficiency’ used 
by the tax accounting practitioners is intentionally misleading in this 
respect).  Directors who pursue aggressive tax avoidance strategies 
automatically place businesses that adopt an ethical stance on tax 
at a commercial disadvantage even if their production processes are 
technically more efficient.  

Secondly, paying tax can only be regarded as a business risk 
when directors choose to adopt aggressive tax planning strategies, 
and the comment is revealing of a cavalier attitude towards social 
responsibility.  

Thirdly, directors who take medium or high risk tax avoidance 
strategies do so in the knowledge that this will inflate price / earnings 
ratios, and that intervention by tax authorities is likely to lead to a 
downwards re-valuation.  In most cases they claim to be able to manage 
this risk by making appropriate provision for deferred taxation, but 
this possibility is not even understood by investment analysts, which 
introduces the possibility that the pension funds of tens of millions of 
people have been systematically over-valued.  This cannot therefore be 
regarded as ‘an essential part of good corporate governance.’ 

Fourthly, the CR agenda is driven by demand for an ethical 
approach to doing business. It is not possible to be ethical in one 
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area of business conduct and to act otherwise in another area, and 
companies that function in this way reveal a disconnect in their core 
organizational values. 

Research by PricewaterhouseCoopers (PWC 2003) has identified 
corporate governance as an important area of concern for institutional 
investors, with issues such as reduction of corruption, collusion, 
nepotism; inadequate disclosure and insufficient transparency of 
financial statements; inadequate enforcement of existing rules, and 
a lack of clear separation of company ownership and management, 
all being seen as key areas of institutional concern. Nonetheless, the 
seemingly related areas of compliance with taxation obligations, not 
using aggressive tax avoidance techniques and transparency of reporting 
of tax planning measures are not mentioned in the PWC report on 
good governance. Nor are they mentioned in the AA1000S Assurance 
Standard, launched in March 2003 by UK-based AccountAbility to 
promote corporate accountability for sustainable development.  

The times they are a-changing, however, with concerns being raised 
within the City of London about systemic investment risk arising from 
aggressive tax avoidance practices.  In July 2004 Henderson Global 
Investors, a fund manager, raised the issue by writing to the Chairmen 
of all the companies in the FTSE350 index to enquire about their policy 
on tax avoidance and ask whether their approach to tax avoidance 
could be defined as low-, medium- or high-risk.  

Remedying the systemic failures

Policy measures are required to redress the distortions that have 
arisen as globalising companies have left nationally based tax regimes 
floundering.  Multinational companies make use of aggressive tax 
planning strategies because they are able to operate in the legal vacuum 
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that exists between nation states, and because the current regimes for 
handling the use of transfer pricing mechanisms and for countering the 
use of thin capitalisation strategies have proved to be inadequate in 
tackling globalised business, particularly those operating in developing 
countries (Plender 2004).  

The activities of tax havens and offshore finance centres can no 
longer be ignored.  They have become what a recent United Nations 
report has described as “an enormous hole in the international legal 
and fiscal system.” (UN 1998)   The rapid integration of the global 
financial services industry has increased the need for the international 
community to address the issue of whether it is acceptable for 
sovereign states and their dependent territories to provide the means 
for non-resident citizens and corporate entities to circumvent the tax 
and regulatory regimes of their own countries.  

The only way to effectively counter harmful tax practices is 
through global initiatives (Hampton and Christensen 2003). A 
multilateral framework is therefore required that will balance the need 
for sovereign states to protect their tax revenues from aggressive tax 
avoidance with a respect for the right of democratic governments to 
determine a tax rate appropriate to their circumstances. At the same 
time measures are required that will empower governments to stem 
their tax losses and to resist pressure from transnational corporations 
to degrade their tax regimes. The United Nations General Assembly 
signalled a move in this direction in December 2003 when it decided 
to move towards the creation of an inter-governmental commission to 
re-orient the international tax policy framework. 

Agreement is needed at a global level to define minimum standards 
of transparency and disclosure by companies and to enable the 
development of wider networks of cooperation extending beyond 
the OECD to all developing countries and transition economies.  
A first step in this direction would be an agreement for automatic 
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information exchange between tax authorities across the world, 
which would go far beyond the current initiative being pursued by 
the OECD.  In addition, the introduction of a globally agreed base for 
accounting on a worldwide basis would provide a platform on which 
a common procedure for assessing the profits of companies can be 
built. This would eliminate tax loss due to different accounting bases 
being used whilst still allowing individual states to set their own rates 
and allowances, as is vital for the democratic process (Christensen and 
Murphy 2004). 

Alongside such statutory measures, however, new guidelines are 
needed to overcome the culture of tax minimization. A major step 
towards reversing the general trend towards corporate tax avoidance 
would be the adoption into tax law of what are commonly called 
General Anti-Avoidance Principles (GAAP).  These provide tax 
authorities with the power to consider whether the main purpose, 
or one of the main purposes, of any transaction is the avoidance 
or reduction of a tax liability and, this being the case, to allow the 
authorities to assess the person who has undertaken it to additional 
tax in order to counteract the avoidance or reduction of liability that 
they sought to achieve.   Placing a GAAP on the statute book would 
signal the legislature’s intention that courts should go beyond the 
prevailing rules of statutory construction in tackling tax avoidance 
schemes that are abusive of the wording of the legislation, a move 
which has support from the KPMG Professor of Taxation Law at 
Oxford University:

The developing pressures on corporate taxpayers as part of the 
movement for greater corporate social responsibility will have a 
part to play, since tax-related behaviour may have an impact on 
reputation. Corporate governance mechanisms will only operate 
effectively to control taxpayer behaviour, however, within a 
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framework giving clear legal direction.  (Freedman 2004)

There are clear advantages to such provisions. Firstly, as stated above, 
tax authorities would have a measure that allows them to enforce 
both the letter and the spirit of the law. This latter point is important 
since persistent and aggressive tax avoiders normally seek to exploit 
the loopholes that any legal wording makes inevitable. 

Secondly, since a GAAP effectively outlaws transactions whose sole 
or principal purpose is to avoid tax, such transactions shift from the 
legal activity of tax avoidance into the illegal activity of tax evasion. 

Corporate governance standards should be widened to encompass 
taxation, introducing requirements to publish all necessary accounting 
information and to refrain from the use of profits-laundering vehicles 
created without substantial economic purpose.  Businesses should list 
the countries in which they and all their affiliates trade, how much 
profit is derived from activities in each of these countries, and where 
these profits are booked for tax purposes, indicating any special 
purpose vehicles that are used, and the extent of tax avoidance arising 
from the use of ‘novel tax planning ideas.’  Only in this way can the 
relevant stakeholders, including governments, shareholders, pension 
fund managers, employees and the general public obtain the data 
they need to determine whether the organizations that dominate the 
globalised economy are acting as good corporate citizens. 

Notes

1 John Christensen and Pete Coleman are International Coordinators for the 
International Secretariat of the Tax Justice Network – a global civil society 
organisation (http://www.taxjustice.net).  Sony Kapoor is an Economic Adviser to 
the Tax Justice Network. The views expressed in this paper are those of the authors 
and do not necessarily represent those of the Tax Justice Network.
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On the Borders of Legality: 
The Grey Economy in Finland1

Markku Hirvonen

Introduction

Finnish public got acquainted with the concept of grey economy 
in the midst of the banking crisis and depression in the first half of 
the 1990´s. Public discussion got momentum by the Government’s 
program on combating the grey economy and financial criminality 
combined with the information campaign against the grey economy. 
The phenomenon itself has older roots. The first practitioners of the 
grey economy can probably be found from the same leaves of history 
than the first tax collectors.

Authorities’ interest on the problems of the grey economy got a 
push from the organisations within the building sector. They were 
frustrated to the fact that in the financial markets tightened by the 
depression there were no room for companies which included taxes 
to the contract offers. The organisations demanded action from 
the government, and the Ministry of Finance set up a task group 
representing different authorities and building sector organisations to 
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estimate the quantity of the grey economy and measures to confront 
it. The task group wrote a memo in 1994, and the proposals of that 
memo lead exceptionally fast to new laws which enhanced authorities’ 
information gathering rights and information exchange between 
different authorities. Many other proposals of the task group were 
included in the first action program against the grey economy and 
financial crime, ratified by the government in 1996.

In the first studies on the grey economy it was already noted that 
it’s not a primarily a side effect of a depression but the grey economy 
actually grows in a growth period. When the depression of the 1990’s 
faded, the interest towards fighting the grey economy subsided. 
Presently, in the era of the third program on fighting financial crime 
which extends to the end of 2005, it has proven to be exceedingly 
difficult, after the first enthusiasm, to accomplish the necessary statures 
to fight the grey economy. Economic realities have taken their toll: 
some of the actors on the legal side of the economy that are formally 
clean get benefit from the grey economy and its structures.

Concepts explained - Grey economy, black economy, tax crime, 
financial crime

The concept of grey economy is used in various meanings which causes 
some confusion, for example in estimating the quantity and the harmful 
effects of this phenomenon. In fiscal sense, the grey economy refers to 
formally legal activities that are concealed from the authorities and 
the income of which are kept secret in order to avoid taxes and other 
payments. The activity itself is thus not illegal but concealing of the 
profits is. In this sense, the grey economy differs from black economy, 
where the profit making activity is illegal in itself.

As a national economy concept, the grey economy refers to 



86

Markku Hirvonen

such financial activity which is not included into the official GDP 
calculations. In addition to the aforementioned grey economy and 
black economy activities, it covers for example the non-paid work 
done in households and voluntary sector which is meant to be outside 
taxation.

In the studies on the grey economy, the amount of fiscal grey 
economy has conclusively shown to be bigger than the national 
economy estimates. This contradictory statement is based on the fact 
that majority of economic activity that is done outside taxation does, 
one way or another, enter to the GDP calculations.

The grey economy can be actual work, business transactions or 
investment activities; black economy for example drug trafficking, 
smuggling or pimping. The income from the grey economy should 
be taxed but the money received from black economy is not taxable 
income because it is seen as criminal gain, which in the juridical process 
will be declared to the state.

The grey economy is a tool of tax evasion but hardly the only one. 
For example the transfer pricing used by international companies to 
swift profits from one place to another can cause considerable tax 
losses to the society. However, this kind of methods are usually not 
seen as a part of the grey economy regardless whether they are legal 
on not.

Hiding incomes or giving false information to tax authorities fulfils 
the characteristics of tax fraud. The practitioner of the grey economy 
is guilty to crime, at least in principal. If this activity involves business 
transactions, then it is a financial crime. Financial crime in general refer 
to crimes committed in the entrepreneurial activity, and besides tax 
crimes they include debtor’s crimes, accounting crimes, procurement 
frauds and security market frauds.
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The importance of the grey economy

Often one hears claims that the grey economy has positive role in a 
society. It is seen as a way how small individual can survive in the 
claws of bureaucracy and official economy. The grey economy is said 
to bring more money into the national economy through increased 
consumption, and the tax losses it creates are partly compensated 
through increased consumption taxes.

Undoubtedly, there are so called small people amongst the operators 
of the grey economy. After the banking crisis in the beginning of the 
1990´s, a group of entrepreneurs and their backers got into a debt trap 
not of their own doing. In that situation, the grey economy seemed 
as the only possibility for some. Further, in the low-paid sector, there 
are, for example, students and immigrants for whom a job in the 
grey economy offers a practical and almost the only way to join the 
working life. However, these employees can mostly be seen as targets 
of exploitation because of low wages, suppressed working conditions 
and lack of social security. Those who benefit from this are the grey 
economy operators who receive a significant competitive edge in 
salaries, taxes and social expenses.

Both in Finnish and international studies it has been shown that 
unemployed do not, contrary to general beliefs, act as the main force 
behind the grey economy. The reason is that unemployed and displaced 
persons do not have the necessary skills needed in the grey economy. 
There is lack of professional workforce in shipyards and building 
sites, and office workers made redundant through downsizing or long 
term unemployed alcoholics are not needed. Furthermore, those grey 
economy practitioners who accumulate their personal wealth through 
covert stock operations are hardly among the disadvantaged of the 
society.

The greatest direct harmful effects of the grey economy were felt 
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in the public sector. The importance of the tax losses from the grey 
economy will increase when the nation state’s possibilities to take 
care of the tax base are reduced due to free movement of work force, 
goods, services and capital.

If tax losses would be compensated by the increase in consumption 
tax revenues, we wouldn’t need any direct taxes. The grey economy 
could have some positive impact on economical activity and tax 
revenues if it created new jobs. In practice, the companies in the grey 
economy are, especially in very competitive markets, taking jobs from 
those companies who pay taxes out of their wages. The grey economy 
affects directly to consumption taxes by evading excise duties and 
VAT.

Investment activities and foreign trade are areas of the grey economy 
where most of the activity remains outside official statistics. Incomes 
from the grey economy do not necessary stay inside national borders 
and invigorate national economy; they are often transferred straight 
to some tax haven or towards illegal activities that give quick profits, 
i.e. drug trafficking or human trafficking.

Different income sources in the grey economy

In the following, the concept of grey economy is dealt with in its fiscal 
meaning; thus as a question of legal financial activity and/or hiding 
incomes of that activity from tax authorities. Hidden incomes may be 
both earned income and capital income.

In connection with the grey economy, the most usual case is hidden 
wages which refers to undeclared wages. As a concept it means that the 
person who earns the undeclared wage has an employer. However, it 
can also refer to entrepreneur’s profit or, when dealing with companies, 
business income that is wholly or partially left out of tax report. In a 
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joint stock company, the part of this income that goes to shareholders 
is seen as hidden dividends.

From capital incomes it is often easy to leave outside tax reports 
the rental incomes, interest revenues and stock sale profits. Because of 
certain tax-related supervision mechanisms, of which we will talk later, 
the two latter cases often involve international capital investments or 
investments that are made to look like international. The receivers of 
hidden incomes can be individuals or companies that have left these 
incomes out of their tax report.

When talking about the grey economy, one often thinks domestic 
cleaner, window washer or renovator to whom the fee is paid directly 
or indirectly without proper receipt. Those workers do have their own 
role in the vast complex of the grey economy, but this sector is far 
from being the most important one. The majority of the grey economy 
is situated in business activities, sometimes using black labour, and 
more and more often it takes place in investment activities.

How one can measure the grey economy?

Measuring the grey economy is difficult, for natural reasons. There is 
no generally acknowledged sound method to do it because of the nature 
and complexity of the phenomenon. There are different methods used 
in different countries based on, for example, following factors:

 The amount of paper money in economy and its circulation 
speed

 Energy consumption
 Enquiries and polls on how people take part in the grey 

economy as an employee or as an employer
 The amount of the grey economy found in tax inspections
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The usefulness of the aforementioned methods depend on the structure 
of the national economy and the type of the grey economy in question. 
Methods based on the amount of paper money have been popular 
in the United States but they are not very useful in a country like 
Finland where payments are often made through bank machines and 
by different credit cards. The use of this method is based on the idea 
according to which the payments in the grey economy are done in 
cash. However, this is not the case especially in business activities 
where bills are paid to an existing bank account using genuine looking 
bills (money is usually drawn from that account immediately).

Energy consumption can reveal some hidden industrial activities 
in a developing country but it does not reflect the grey economy in 
share trading or investments. Polls do not cover those sides of the 
grey economy that are invisible for consumers or users of services. 
The cases of the grey economy found in tax inspections gives some 
picture of the range of the grey economy but from that it is hard to 
make straightforward conclusions on the total amount of the grey 
economy. On the one hand, the targets of tax inspections are chosen 
based on risk analysis, and not by random choice, and on the other, 
some areas and sides of the grey economy are difficult to map through 
tax inspections.

In Finland, the most important tool in estimating the amount of 
the grey economy has been a method developed by Pekka Lith. In that 
method, the information on working hours from different polls has 
been used to estimate the wages that have been paid. This amount 
is compared to the wages that earners and employees have reported. 
There have been several studies based on this method on the grey 
economy in different sectors, and it is thought to give a reasonably 
accurate picture of the grey economy especially in labour-intensive 
fields. However, this method does not work so well in sectors like 
trade and investments where the hidden incomes are not based on 
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the use of work force. Lith’s method has been revised for example by 
polls directed to organisations in different sectors, or to the members 
of those organisations, and with educated estimates.

The study on the amount of the grey economy could be compared 
to a jigsaw where you have only part of the pieces in your hand. You 
can’t get the whole picture but if you have enough pieces, you can get 
some idea of the shape and size of the whole picture.

International and Finnish estimates of the grey economy

In the EU Commission’s bulletin on black labour in 1998, the estimates 
of black labour were vary significantly depending on the evaluation 
method. In spite of this, member countries could be classified in different 
groups according to the amount of black labour. The Scandinavian 
countries together with Ireland, Austria and Netherlands are in the 
best category where the effect of black labour is estimated to be 
around 5% of GDP. At the other end of the scale are Italy and Greece 
where the correspondent figure is 20%. In the between, there are two 
groups: United Kingdom, Germany and France are in the middle of 
the range; Belgium and Spain has higher percentages.

In the Commission’s report the estimates concern the amount of 
black labour and they do not include other forms of grey economy, for 
example those connected to trade or investment activities. Sweden’s 
tax authorities have tried to tackle the problem from other direction, 
and they have made estimates based on different sources of the amount 
of tax error (term skattefel includes more or less unintentional errors 
and intentional tax evasion). In this estimate, the tax gap because of 
errors and evasion was in 1999 102 billion Swedish crowns, which 
was 5,1% of GDP, and 9,7% of tax revenues.

The relative proportion of the grey economy is higher in most 
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of the Eastern European countries and developing countries. In the 
Third World, some methods have shown the grey economy being over 
50% of GDP. In those countries the concept of grey economy and the 
problems within are, however, rather different than in the developed 
countries.

In 1995, the grey economy evaluation group, set up by the Ministry 
of Finance, published a report where the amount of the grey economy 
in Finland was estimated to be about 20 billion Fmk in 1992, which 
was 4,2% of GDP. The estimate was based mainly on the studies on 
the use of working hours and salaries paid, which were in some sectors 
complemented with expert estimates.

The studies made in Finland after 1995 have tried to follow up 
the development of the grey economy in different sectors of economy. 
There have been studies on building sector, restaurant business and 
other service sector. In spring 2002, the authorities co-operation 
development project, VIRKE, draw up an assessment where it 
estimated that the percentage share of the grey economy has remained 
at least on the 1992 level, which means 5 billion euros in 2000. 
This can be compared to the amount of actual illegal activities (drug 
trafficking, sex business, smuggled alcohol, cigarettes and doping). In 
Pekka Lith’s study the total added value of this kind of activities was 
200-400 million euros.

Workers’ grey economy and the obligation to deduct 
prepayment taxes

The basic element of the grey economy is that someone gets tax free 
income from someone and does not include that income in tax report. 
The role of the person who gets that income is obvious but on the 
payers part we can ask:
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 Does the payer benefit when the receiver does not declare the 
payment as taxable income and

 commits the payer himself some crime or negligence?

One group of payers are those who have an obligation to deduct 
prepayment taxes or comparable withholding taxes. The most 
important in this group are those employers who should themselves 
deduct the prepayment taxes from salaries and then also pay the 
relevant social security and other social insurance payments. The 
paid prepayment taxes and the yearly reports by the employers of the 
salaries paid are the basis of tax supervision on salaries.

When the employer pays undeclared wages it benefits directly by 
saving the related social security and social insurance contributions 
and other additional costs that can be up to 70% of the amount 
of salary. By not deducting the prepayment tax from the salary the 
employer does not, technically, benefit at all because prepayment tax 
is part of salary and therefore it is money that goes from the employee 
to the tax collector. However, in practice employer saves also in salary 
costs because undeclared salary is usually lowered by the amount of 
prepayment tax compared to the normally paid salaries. Worker gets 
also bigger net salary compared to a salary where all the taxes and 
other payments have been paid. In addition, undeclared salary gives 
an opportunity to get some social benefits or salary based services he 
or she wouldn’t be otherwise eligible to.

The employer’s obligation to deduct prepayment taxes has 
implications for tax supervision, and therefore neglecting it has both 
administrative and criminal consequences. The employer who fails to 
deduct the prepayment taxes from the salaries has to pay the taxes 
plus penalties and tax increases, together with the non-paid employer’s 
social cost plus penalties and tax increases. Intentional neglect qualifies 
as tax fraud and in gross tax frauds it may lead up to four years 
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imprisonment.

Grey economy in business

Paid salaries are deductible from business income. This deduction 
requires, of course, that salaries have been entered into the books. 
When tax authority compares the salaries marked in company’s books 
to the yearly declaration of paid salaries, the salaries paid without 
prepayment taxes can be found even without tax inspection.

The payment practices of undeclared salaries has been solved in 
various ways in the companies working in the grey economy. The first 
method is that salaries are entered in the books under false title. This 
is a case of making false receipts. A company gets for the same amount 
of money that it paid salaries false purchase or subcontractor receipts 
from companies who are specialised in making false receipts. This 
method is used in constructions and other areas where the business 
income comes mainly from other companies and there is a possibility 
of cross checking.

The second, more simpler, method is to leave part of income outside 
the accounts, and from that income are the salaries paid. This method 
is used for example in restaurant business and other areas where the 
income of the company comes straight from the consumers and thus 
there is no possibilities to do cross checking.

The third way is more straightforward, and it is based on the 
use of companies with a very short life-span. This can include false 
receipts and hidden incomes but the central point is to leave apparent 
and hidden tax debts to the company that is made or let insolvent, 
after which business can continue in the name of a new company. 
When the tax and other debts weaken too much the company’s credit 
rating you can shift the burdensome company on to a professional 
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”terminal care”. For compensation someone takes the company on 
his responsibility and destroys the accounts if they have not been 
destroyed before. The price of the company can at this point be very 
minimal and if company still has some assets the caretaker can convert 
them into cash and keep the money.

One significant but lately less noticed area of the grey economy 
concerns the fringe benefits that the so-called normal companies and 
increasingly also public authorities give to their employees. They are 
not taken as a part of the salary and thus they are left outside taxation. 
Usually those receiving these foreign trips, expensive gifts and other 
compensations are people in the leading positions.

Someone working for a company or public employer can also get 
these kind of non-taxed benefits from someone else than their own 
employer. This comes near to corruption which is often linked to grey 
economy and economic crime.

Notes

1 The translation of this article has received support from Greens/EFA 
Group in the European Parliament. Translated by Jorma Penttinen.
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6

Not Against the Windmills: 
Fighting Tax Avoidance1

Ville-Pekka Sorsa

There is no one single thing that could be blamed for massive tax 
avoidance conducted via various financial instruments and behind 
banking secrecy laws. Borders between illegal tax evasion and legal 
tax avoidance are blurred now more than ever. We must put different 
things in a right context so that we can fight on many required fronts 
simultaneously. After all, it is worth putting up a fight – tax avoidance 
is politics every bit as much as taxation is politics. At More Taxes 
there was a thematic workshop session putting forth real strategies 
continuing this long-lasting fight.

In spite of the many technical issues we covered in the GTW, turn-
ing the popular opinion is our main task. The GTW seminar gave a 
lot of ammunition to go forward, and through encouraging publicity 
the event in its own increased the pressure on Finland’s political deci-
sion makers. This pressure should be maintained because there are a 
number of things which Finland can achieve, and in which we can set 
example in international level. The problems are mutual for European 
countries but their manifestations are different. Despite of financial 
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liberalisation the institutional history has shaped national institutions 
and financial structures.

Our main task in this article is to tell how tax avoidance can be 
tackled. Christensen, Coleman and Kapoor showed us why tax eva-
sion, avoidance and competition are problems in the globalising world. 
They underline system failures and put forward some key points that 
need to be fixed to ensure sustainable economical globalisation. Now 
we make this contact surface more concrete.

We gave John Christensen a task to clarify what makes global-scale 
tax avoidance possible. At the thematic session he made a ten-point 
list out of this theme. We will now introduce this list by condensing 
it into three major factors. After this it is time to introduce global, in-
ternational and national solutions. We use Finland as an example for 
national level measures. 

Institutional deficiencies as loopholes

Whereas tax evasion is a form of criminal activity, aggressive tax 
avoidance conducted with financial instruments is a practice of abus-
ing legally – narrowly within the law – deficiencies of global financial 
framework. The first and foremost deficiency is the actual existence 
of tax havens and offshore economy. As we have seen, in globalised 
financial world it is completely absurd to have legislations that are 
based on principles of secrecy. 

Tax havens are a symptom of three simultaneous practices. The 
first one is the nature of economic globalisation as whole. Even if 
there would be a common grandiose project of economic globalisa-
tion, single national and regional practices affect the direction of the 
project in an unpredictable way. The second one is the historical sig-
nificance of practices of secrecy. Bank secrecy might have relied on 
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notion of individual freedom and protection against corrupted leaders 
or dictators. But now with globalisation it is vice versa – acts of struc-
tural economic secrecy have themselves become corruption. Proud 
national projects (as in Switzerland) for protecting individuals have 
themselves become global threats. The third one is competition on fi-
nance. Increasing global mutual dependence makes sustainable finance 
precious, and often the only solution to attract this kind of finance is 
national competition. But there are no defined common safe means 
for competition, and thus competition is based on national practices 
that create unbelievable risks for global economy. This, of course, is 
everything but healthy.

Another major institutional deficiency including two of these three 
factors is the lack of a common definition on tax base. Virtually every 
country in the world has different tax rules. This state of affairs re-
quires huge supervisory capabilities that aren’t very popular in the age 
of neoliberalism. Different tax rules create space for legal abuse of sys-
tems trying to create broad welfare for individuals and organisations. 

This leads us to the third and fourth thing making cross-border tax 
avoidance possible, namely the absence of multilateral information 
exchange between countries and lack of capacity of tax authorities 
particularly in developing countries to even to monitor multinational 
corporations (MNC’s). 

Enormous difference on tax bases requires cross-border supervi-
sion. Currently we have only few multilateral regional agreements on 
what tax information should be exchanged and how. Again national 
practices become crucial and, unfortunately, insufficient. 

While North has encouraged poor South to have modern tax leg-
islation, it hasn’t done much on giving expedient supervisory advice 
not to speak about multilateral approaches. The advice neoliberals or 
TNC’s are offering is to give up too difficult tax legislation. So much 
for empowerment, then. This fourth problem doesn’t occur only at 
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south, it is also characteristic of north as well.
Global institutional deficiencies create secrecy that global economy 

and organised society as a whole cannot bear. Lack of information is 
the hidden trap of contemporary world. Equitable information society 
project requires full transparency which cannot be achieved without 
multilateral rules. We must remember that from one point of view, 
tax avoidance is just incomplete tax evasion. The reason criminals 
never get sanctions is unambiguous: corruption. Structural, national 
and personal corruption.

Most of global-scale tax avoidance is based on 
few basic mechanisms and actors

Aggressive, radical cross-border tax avoidance and evasion have many 
forms, but the greatest blows for tax revenues become from not that 
many activities.

The biggest single problem is probably transfer pricing abuse, or, 
as Sony Kapoor has recently called it, transfer mis-pricing. Transfer 
pricing is a process where goods and services are exchanged within 
a single multinational corporation. It comprises about 60 percent of 
world trade. The problem of intra-corporate trade is that goods and 
services should be bought with “world market price” but there isn’t 
one. How can one define world price for products bought and sold 
solely inside, say, IBM or Nokia? 

OECD has rules for transfer pricing. There rules are about keeping 
subsidiaries within arms-length – selling goods with world price, so to 
speak, as subsidiaries were just like any other trade partner. But keep-
ing essential parts of corporations at arms-length makes these rules 
so vague that using foreign subsidiaries in tax avoidance is relatively 
easy. As long as there aren’t world prices, transfer pricing creates ab-
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solutely a brilliant chance for tax fraudsters to make profit avoiding 
high tax jurisdictions.

There are two solutions: either we strictly define “world prices” or 
stop acting on arms-length. Relying on the first one would be a mis-
take. We all know there are no real economic fundamentals, so how 
could there be a right price? Economic theories endorse free price for-
mation in some form, and this solution would be a terrible drawback 
for market economy. So we have to make new global transfer pricing 
rules. These rules must include taxation by location; no matter what 
is the relationship between corporate actors.

Transfer mis-pricing is not that difficult a problem to deal with. 
The problem arises from its huge scale and volume, not that it is dif-
ficult to handle its complexity. We have rules but they are insufficient. 
Reformation of rules is enough, and even better would it be if these 
rules would be set by some new multilateral institution capable of 
monitoring corporate practices.

Second major mechanism is reinvoicing. Usually this is based on 
some secrecy practice in which it is impossible to perceive connections 
with different actors. Reinvoicing is often used by small enterprises, 
but it has become also a normal practice for several TNC’s, especially 
for accounting firms. In Finland it is an integral part of trade with one 
of its most important trading partners, Russia. Reinvoicing can be 
fought by making changes to national secrecy practices such as bank 
secrecy or trusts by global coordination.

There is one mechanism which national authorities have very inad-
equate means to cope with. This mechanism is thin capitalisation. It 
refers to such organisational structure of a company where the owner-
ship has been hidden behind leasing operations. Everything the com-
pany uses in its daily operation belongs to a tax haven company which 
leases all the equipment and machinery to that specific company. Also 
intra-corporation debt arrangements are used to relocate profits. This 
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leads to “tax relief shopping” in which profits are made where tax 
rates are lowest and losses made where tax relieves are highest.

Thin capitalisation is a full representation of what is going wrong 
in the global economy. National authorities are completely without 
means to stop this mechanism used by most export-oriented firms in 
the world. In US there has been some success tackling it, in Europe 
almost none, and in developing countries absolutely none.

Perhaps some global institution could tackle thin capitalisation by 
limiting values of gained tax relief or extra profit by debt arrange-
ments applying all multinational corporations. This requires of course 
new approach to global taxation as whole. Furthermore, the only via-
ble way to prevent thin capitalisation is to globally redefine tax bases, 
have coordination on all tax matters and to apply global taxes.

What we can do with current global institutional framework to 
stop this shopping is desolate to convey: not much. Of course by 
changing international accounting standards we can expose thin capi-
talisation, but one cannot make it effectively illegal without touching 
intra-corporation debt arrangements, which is, after all, not very easy 
without questioning corporate rights and structures in the 21st cen-
tury. But isn’t that just what we must do? How about transition from 
multinational companies into global companies with uniform global 
tax rates?

Another very important thing concerning all these mechanisms is 
how they are distributed. Mechanisms are not that meaningful if they 
aren’t being used. Big four accounting firms and world’s most brilliant 
lawyers are selling these services to anyone having enough purchase 
power to buy them. There aren’t really that many actors at the scene. 
These few firms and experts have refined all economic loopholes into 
services that shift tax burden to middle-class tax payers and small and 
medium size businesses globally.
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Tax avoidance has cultural, political and ideological foundations

As any activity, tax avoidance doesn’t happen in a cultural vacuum. 
In UK as well as in US taxation – not tax evasion – can be seen as a 
crime. As a Nordic citizen looking through cultural spectacles this 
looks like a real global threat. Of course, in Finland too, people have 
been sceptical towards correspondence between taxes paid and serv-
ices financed with them. Monitoring authorities’ and policymakers’ 
decisions is good citizenship in liberal democracies, and all this of 
course includes taxation.

There are, however, very dangerous tendencies going on in the 
world. John Christensen underlined this by taking a quotation from 
the Guardian newspaper:

No matter what legislation is in place, the accountants and law-
yers will find a way around it. Rules are rules but rules are meant 
to be broken.

No, this citation is not coming from a mouth of anarchist, of discon-
tent lower middle-class taxpayer or of anti-capitalist radical. This is a 
famous quote from mouth of partner of a major UK accounting firm. 

Bankers, lawyers and accountants have a subversive standpoint to-
wards taxes. They don’t consider taxes a connection between citizens 
and society, not as a price one has to pay on having an organised 
society at all. They see taxes as a cost of production within others, 
as one Ernst & Young senior partner has remarked. But this is not 
enough, of course. Taxes are not seen only as costs of production, 
taxes are included in risk management as well. This is the ultimatum 
of this corrupt conception of taxes. It is true that tax avoidance creates 
enormous risks into global economy, but making taxation a matter 
of systematic avoidance and management of risks arising from it is 
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intolerable free-riderism.
By using subversive language, by having systematic sceptical ap-

proach to parliamentary democracy and by constantly attacking taxes 
these experts create a culture of accepting tax evasion. As police special 
researcher Anne Alvesalo told in the thematic session, there have been 
enough researches telling us that even crime investigators don’t re-
ally consider tax evasion or economic crimes in general “real crimes”. 
These conceptions are political judgements leading us to elites with 
zero political will of fighting tax evasion. This is especially alarming 
with US current policies. After all, the president of the mightiest na-
tion in the world has stated that no matter what authorities do, real 
experts can always evade taxes.

Although The United States has done a lot of damage to interna-
tional organisations fighting tax evasion, there is a very strong appeal 
against tax evasion within US borders. In his purest communitarian 
manner even president Bush has told his citizens to be “good Ameri-
cans” and pay their taxes. Americans don’t want to see their corpora-
tions being society’s free riders just as much as they don’t wish to be 
ones themselves. What they don’t see, however, is that US corpora-
tions are doing massive and aggressive tax avoidance on global level. 
Global-scale and purely national tax evasion go hand in hand these 
days, and this must be made clear in public by distinctive examples 
on how things are done. Without distinct targets one cannot address 
credible criticism.

This is needed when fighting against anti-tax agenda of American 
neoliberal and neoconservative think-tanks by argumentation. These 
right-wing mouthpieces have two distinct arguments. Neoconserva-
tive anti-state libertarians try to minimise state by reducing its fund-
ing as much as possible. Neoliberals see state as defender of private 
property and thus not accept but a minimum rate of taxation. These 
two simultaneous agendas lead into developing argumentation of tax 
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avoidance as civil responsibility. Go ask Conrad Black, who would 
confirm this view: “It is the role of people to avoid tax”.

Here we have a good view on what makes tax avoidance possible 
– national legislation insufficiency in economic globalisation makes 
room for some global mechanisms and their distribution, which is 
conducted by powerful anti-tax forces. 

Now, let’s take a more problem-solving view and specify tax avoid-
ance by actors from a national point of view. Following four specifica-
tions are based on project leader Markku Hirvonen’s representation at 
the Global Tax Workshop thematic session concerning tax avoidance 
and evasion in Finland.

First form of tax avoidance is tax avoidance schemes in large multi-
national companies. In Finland, the amount of taxable income which 
has been kept away from taxation has been rising up to 419 mil-
lion euros (in 2003), of which 49 millions due international contracts. 
Of this 49 millions transfer pricing, royalties and overseas dividends 
comprise 44 millions. As we can see, the amounts aren’t very alarm-
ing here up north. But it is worth noticing that it is a big amount of 
lost tax revenues being almost completely impossible to be revealed 
despite progressive anti-avoidance legislation. Even greater problem 
lies in the audition procedures – authorities make auditions of only 
about 15% of large enterprises. Even the 20 biggest firms are audited 
only on four-year intervals.

Whereas the first one isn’t a major one in Finland it is perhaps the 
most severe blow on income tax revenue in a global scale, especially 
in developing countries, as professor Oscar Ugarteche remarked at the 
session. Instead, the second form is massive in Finland. Namely, tax 
avoidance and black economy in connection with investment activi-
ties. The amount of hidden income which causes additional taxation 
can rise up to several billions of euros. These hidden billions con-



105

Not Against Windmills

sist of profits from sales of shares using foreign stockbrokers, profits 
from sales and dividends from Finnish shares, whose ownership is 
announced as foreign, and interests from bonds paid to foreign coun-
tries. The relative scale of tax avoidance in investment activities is 
unbelievable in country with GDP barely about 120 billion euros, and 
lost revenues due tax avoidance somewhat five billions. In Finland, the 
most usual background for these black investment activities is funds 
and bank accounts in Luxemburg.

Tax avoidance and black economy in connection with internation-
al trade is the third form. As mentioned before, double invoicing in 
trade with Russia is a part of everyday life: Finnish export studies 
show that our figures of export to Russia are almost exactly twice as 
big as Russian figures for import from Finland. Usually this mode of 
tax avoidance includes double invoicing, offshore companies, carou-
sel trade and smuggling. 

The fourth one is perhaps the traditional view of black or grey 
economy, black economy on domestic labor-intensive sectors. It is 
mainly about construction and restaurant business, and usage of for-
eign labour. This kind of tax avoidance or evasion is rather small in 
tax revenue volume, although significant through being widespread. 

So there are many kinds of mechanisms of cross-border tax avoid-
ance, such as transfer pricing, thin capitalisation, double invoicing, 
offshore accounts etc. but also the whole domestic tax avoidance. This 
is why national efforts to tackle tax avoidance are never useless. Of 
course, as we have seen, national solutions to cross-border tax avoid-
ance are inadequate. 

There is no need, however, to distinguish the domestic and the in-
ternational tax avoidance in every context – they both have same cul-
tural backgrounds. If opposing forces don’t do it, why should we do 
it? We should instead be proactive and create solutions for every level 
so that campaigning becomes sensible and effective.



106

Ville-Pekka Sorsa

We now know tax avoidance isn’t a formless field full of windmills 
to be fought against. It is a heterogeneous bunch of activities – not a 
senseless blob – constructing one single activity. It can be fought off 
by multilateral institutions and organisations, countries, NGO’s, civil 
society movements and, of course, individuals as well.

How to tackle tax avoidance

Before I introduce global and national means of tackling tax avoid-
ance and tax evasion, I must point out why I am assigning certain 
political standpoints on certain actors of different levels. Here I rely 
on official conclusions about tax avoidance schemes the Finnish tax 
administrations control project concerning securities had about tax 
avoidance schemes. The conclusions define authorities and tax plan-
ners in relation with legislation as it follows.

Tax planners are having highly professional activities, tailor-made 
investment and tax avoidance programs from banks, insurance and 
securities companies – it is about aggressive tax planning including 
systematic utilisation of international arrangements via tax havens 
and countries with strict bank secrecy. When trying to influence legis-
lation, tax planners have on their side effective lobbyists: people with 
powerful positions in society. Arguments are usually against effective 
control; human rights and privacy, profits for national economy.

Foreign and domestic national legislations give authorities mainly 
constraints of control possibilities: bank secrecy, no information from 
foreign stockbrokers, anonymity of foreign shares ownership etc. Even 
EU doesn’t help Finnish authorities – actually the Union is considered 
giving more help for tax planners than for Finnish authorities! De-
spite fine individual performances and innovative findings by Finnish 
auditors following was reported: gaps in tax administrations control 
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arrangements, no systematic control strategy, bad coordination, too 
small personal resources and high turnover of workers. 

Let’s have another example Markku Hirvonen represented at the 
thematic session. The Finnish Prime Minister’s Office launched project 
called “Finland in the Global Economy” in January 2004. The project 
was charged with exploring how Finnish work and production can 
survive the ongoing transition in the global economy. The final report 
with 152 pages has only one reference to tax avoidance; it deals with 
black economy on construction and restaurant branches. There was 
no worry about Parmalat and Enron type cases which reveal large 
companies’ possibilities to produce huge losses to state and other debt-
ors with international network of subsidiaries, tax haven companies, 
bank secrecy and friendly auditors. Neither huge losses to tax recipi-
ents due to international transfer pricing, thin capitalisation-like busi-
ness organizing nor wages systems were mentioned. Nor increasing 
possibilities for Finnish citizens and companies to avoid taxes from 
capital incomes by investing to foreign investments or to domestic in-
vestments using foreign intermediaries, nor decreasing possibilities for 
authorities to control international groups of banks, insurance com-
panies and stock exchanges and getting monitoring information from 
them.

First one of these examples provides us a point often not enough 
stressed. Whilst national legislation provides an effective toolkit to 
tackle many kinds of tax avoidance, international treaties or unions 
make toolkits ineffective against organized tax avoidance. Okay, Fin-
land could be active in EU and put forth propositions on tax harmo-
nization matters. But how on earth could we, because our authorities 
give our policymakers such ignorant studies? If we want our policy-
makers to be informed properly, we must give them proper informa-
tion ourselves. But it really isn’t enough. Authorities’ ignorance can be 
planned and systematic. On tax matters corruption lies deeper than we 
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can imagine. Ministries pick up their researchers from neoconserva-
tive elite schools, where anti-tax agenda is so obvious that it frightens. 
We must thus demand accountability not only from big corporations 
but even more from our authorities who should serve the society, not 
debase our tax base planned to cover our welfare expenditure.

However, we have some good experience on authorities’ action as 
well. Special researcher Anne Alvesalo held a very interesting represen-
tation at our thematic session revealing how the three “wars” against 
economic crime were born in Finland. This representation gave a pro-
found picture of how often so strong political will is so rarely chan-
nelled into effective measures against economic crime.

The first economic crime control programme occurred between 1996 
and 1998. In 1996, economic crime control became routine, normal 
police work Economic crimes were now police property, which served 
as message for society: economic crimes are real crimes that have se-
vere consequences. This was rather peculiar because of two general in-
ternational trends. There is a downsizing in control of economic crime 
across advanced industrialised economies where efforts to control fi-
nancial crimes have often remained merely symbolic. The claim that 
there is an inevitable decline in the possibilities for the nation state to 
regulate business deviance in an era characterised by “globalisation” 
has been largely accepted. The second trend was about having more 
punitive and widening control of ‘traditional’ crime across advanced 
industrialised economies – to ”recapture the streets from the crimi-
nals and make them safe for the rest of us”. Tough campaigns against 
crime had nonetheless been directed to economic crime.

There were many things that enabled Finnish programme differ-
entiating so much from global trends. One reason was interest on 
economic crime control among academics and ad hoc committees 
combined with different kinds of research on the subject and, perhaps 
by chance, good networking of key individual players. Another major 
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reason was the great recession. Bank crisis underlined the need for 
economic crime control, but it as well linked illegality of some actions 
during financial liberalisation. The recession and government’s project 
of saving banking industry after crash also opened up possibilities 
for new kind of financing methods. Welfare spending cut-backs were 
made, but need for tax loss regain was obvious, because no welfare 
cut-back would have been enough and popular opinion for welfare 
state was and is so strong that these measures would not have suc-
ceeded.

In short, widespread political and popular support for the control 
of economic crimes could become real because of a political and social 
momentum at which economic crime became a potential target for 
control, and of measures for control of economic crime already were 
in existence in practice and as proposals. But at the end of the 1990’s 
the situation became way different, the honeymoon was over. The sec-
ond economic crime control programme actually led into situation 
where its finance was used into other crime control, mainly to fight 
drug offences. Motivation of – diminishing number of – investigators 
was lowering because of insecurity about their future. Investigation 
could easily concentrate on simple and small cases while complex eva-
sion schemes would be left alone.

One very important reason the first programme was a success is 
the emergence of the Authority Co-operation Project VIRKE. This 
project enhances authority co-operation that is vital in tackling tax 
avoidance. But even though the tax officials are now keen to do their 
inspections effectively and the police is even more eager to co-operate 
in areas of financial crime and tax evasion, there is a striking lack of 
political will on the top echelons of Finnish Tax Authority. This too 
has caused frustration among tax inspectors. Tackling big companies 
or investigating complex tax evasion operations can be an overwhelm-
ing task and in an atmosphere where the superiors show reluctance to 
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support tax inspectors’ efforts, the results can not be impressive. And 
they weren’t during the second programme, as we saw earlier.

Thanks to lack of motivation and of resources, and to top-spot tax 
authorities’ and ministry’s reluctance, the whole concept of economic 
crime control was blurred during the second programme. Now repre-
sentatives of business have emphasised that control measures should 
be aimed against the ”right” kind of economic criminals, against or-
ganised (Russian) crime – not to ”honest entrepreneurs”. So it is easily 
forgotten that also honest corporations commit crimes by accident 
and that certain structural changes (e.g. sub-contracting) in honest 
business have created opportunities for professional/organised eco-
nomic crime. And in augmenting scale war against terrorism has be-
come the fashion. Economic crime control is aimed at only tracking 
transactions connected to terrorism.

So the second programme between 1999 and 2001 came to an end 
with weakening of interest and support. The change in control trends 
depends upon leadership from the most senior figures in governmen-
tal, political and criminal justice institutions. It looked like inevitabil-
ity of globalisation had struck the atmosphere. But how wrong can 
one be: a new vigour entered with the new government. Economic 
crimes became a part of the national security programme, and so were 
new resources given to inspectors. The third programme has been roll-
ing since 2002 and it will end at 2005. There has been some fear that 
this would be the last project. At March 2004 a report on the situation 
of economic crime control was published, and it raised major opposi-
tion.

What we just saw is that for successful change in trend of concep-
tions about economic crime, or tax avoidance as well, requires fulfil-
ment of these following terms:

 political momentum
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  social requisition
  essential information on mechanisms
  authority commitment and accountability
  co-operative skills with different authorities

It is time to draw all this material together now. I shall divide conclu-
sions into three levels. First one is the global demand for new taxa-
tion institutions, second is international rules for national taxation 
practices and the third is national measures to tackle tax avoidance. I 
will reflect these three levels with the terms I concluded from thematic 
session outcome.

New global approach to taxation

As Christensen, Coleman and Kapoor showed us, national efforts to 
tackle avoidance of tax on profits are insufficient. Thus progressive 
global institutional change is needed. I apply these solutions on Hir-
vonen’s three first categories of tax avoidance.

There is political momentum for this. Global taxes are on the world 
political agenda. Many heads of states such as Chirac of France, Lula 
da Silva of Brazil and Halonen of Finland have endorsed global taxes 
with good reasoning. Social requisition is even more obvious. Em-
powerment has been the word for decades, and what could be more 
empowering than regaining taxation possibilities combined with new 
democratic policy space? And of course, failures of Enron, Parmalat, 
WorldCom and many other companies shows us the unbearable risks 
involved with offshore economy.

There is also enough information about the mechanisms. Academic 
research, civil society research and private actors hold the informa-
tional capacities to tackle transfer mis-pricing, thin capitalisation, and 
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the offshore economy as a whole. What we are missing of, though, 
is commitment and accountability of authorities, and of co-operative 
skills with different authorities. The mechanisms enabling large-scale 
tax avoidance also make commitment and co-operative skills of au-
thorities impossible. This is why we should not hesitate to represent a 
whole new system of taxation based on global actors.

This system includes 

 global corporate profit tax rate and taxation by location
  transformation of MNC’s into global corporations or enter-

prises
  abandonment of secrecy (bank secrecy, tax havens) by curren-

cy transaction sanctions into regions having secrecy practices
  automatic exchange of all taxation information between re-

gional authorities
  organisational sovereignty on corporate, investment and trans-

regional trade taxation
  uniform accounting standards and procedures

This is the most viable solution to institutional deficiencies ensuring 
tax justice in the long run. If markets are global, must market regu-
lation and profits taxation be global as well. At global level the best 
approach is to remove system loopholes. 

The list enabling actions against tax avoidance included co-opera-
tion between authorities. Global-level taxation schemes require unpar-
alleled consensus of nations. The only way to achieve such schemes is 
to do what environmental movement has done within decades. Eve-
ry single action by every single actor for global taxation is needed 
– nothng less.
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New international anti-avoidance rules

Whereas global taxation on profits is a massive – but undoubtedly 
necessary – project, international rules and coordination is easier to 
approach. It has all the same grounds but it presupposes taxation sov-
ereignty to stay within national sovereignty.

Now, we have almost the same actions to be done. New inter-
national accounting standards including taxation by location is the 
number one goal. Number two is OECD transfer pricing rule reform 
including automatic exchange of information. This procedure can also 
be made within European Union, because outside US influence, most 
tax havens are European or have European origins, like British crown 
dependencies. 

There we have new transparency rules which make cross-border 
tax avoidance very risky. After this, all the tax havens should be closed 
either by making bank secrecy penal in International Court of Justice 
or taxing currency transactions going through offshore centres for ex-
ample by the United Nations. Closing tax havens should not be done 
before several careful arrangements, otherwise our whole economic 
system would collapse. This last ironic remark reveals the sad condi-
tion world economy is in.

These arrangements are easier to have masses mobilised for. Fol-
lowing idea belongs to Mr. Jorma Penttinen, who once made some 
juxtapositions concerning different groups. Now, only the big multi-
national corporations and high net-worth individuals benefit from tax 
havens. Only the criminals benefit from financial secrecy in general. 
There we have two juxtapositions with moral arguments.

Big versus Small. Small and medium size businesses (SMB’s) should 
form international networks acting against tax avoidance. It is not 
fair that multinational companies can evade taxes legally. It is not fair 
that big companies distort free price formation. It is not fair that mid-
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dle-class wage earners and SMB’s pay the organised society of which 
big MNC’s benefit the most. It is not right, that in US, about 60% of 
biggest companies are complete free-riders by not paying virtually at 
all state or federal income taxes on income for many years in a row 
(General Accounting Office 2004).

Not just companies, also nations should network this way. Small 
developing countries take the hardest blow from tax avoidance and 
evasion. Small countries in North can’t do much besides watch our 
welfare states get demolished by tax base narrowing year after year. 
There is a huge global inequality between big and small in many sens-
es.

Transparency vs. secrecy. While offshore economy existence can be 
argued for by right-wing think-tanks, they at the same time are horri-
fied by terrorists. What they don’t see is that tax havens are the most 
important thing why international organised criminal networks don’t 
get caught no matter how much you try. Secrecy serves only criminals 
– why should any honest person be afraid of transparency? Of course 
some people with terribly low self-respect could argue for bank se-
crecy on the basis of personal privacy. But actually, this has nothing 
to do with bank secrecy. It is about confidentiality of banks, not bank 
secrecy that enables corruption, terrorism and global drug or illegal 
weapon trafficking.

So to speak, it is all about networking. Honest taxpayers should 
defend their rights – and their money as well. 

I’ll take one example illustrating my next point. EU’s savings tax 
directive is a great example how an international body can do a lot 
on tackling tax avoidance. But who really knows what it is all about? 
As former tax haven official John Christensen said, “I haven’t met 
even one wealthy individual who would invest his money in his own 
name”. The savings tax directive covers only the personal accounts, 
and when the vast majority of personal cross-border equity moves 
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are made via more or less functional companies, they remain outside 
the scope of the directive. So to speak, it is missing the point. But if 
some famous national politician tells us in the news headlines that 
tax avoidance is history due directive, it becomes the truth for many 
straightforward and honest citizens.

This is why honest politicians and journalists should make net-
works – to ensure that this corruption doesn’t get swept under the 
carpet. Our most important asset is information, after all. And we as 
civil society actors should encourage our policymakers to keep our 
society open on taxation with every drop of energy we have. All the 
honest taxpayers of the world unite! 

National-level actions

Executing the two previous solutions happens at regional, national 
and local level, of course, but the fourth kind of tax avoidance – tax 
avoidance on labour-intensive sectors – requires some special remarks 
considering local activities.

Although cross-border tax avoidance is much bigger in volume 
than domestic sector avoidance worldwide, tax justice movement can-
not tolerate either these forms. We must, however, direct the public 
debate from tax obscurities of our neighbourhoods several pizza or 
kebab places to the real big fish, accounting firms and transfer pricing. 
These two are actually different sides of the same coin. Small grocery 
stores cannot compete with prices against multinational grocery gi-
ants. But why is it so? It is not only about efficiency of bigger units. 
Let’s have an example.

The retail chain Lidl is one of the recent newcomers in Finnish 
landscape, and its computer purchases is a classic example how big 
companies can operate. The Lidl Ireland bought a huge number of 
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computers from Thailand, and then sold them to other European Lidl 
subsidiaries. Through inventive pricing the net income from the com-
puter sales was transferred to Ireland, where company taxation (6%) 
is significantly lower than, for example, in Finland (28%). This kind of 
transfer pricing is something that a local company is hard to achieve. 
It drives even optimally efficient local companies to use illegitimate 
means to survive this distorted competition.

NGO’s can bring these themes into local level easily. We just have 
to keep our eyes and ears open to information. By being in contact 
with local politicians, local tax authorities and local media, it is pos-
sible to make difference. Still, one should not await miracles if one 
wishes to act only on national level.

However, a good strategy is to make tax avoidance a developmen-
tal issue. First people find out that tax avoidance is unfair for develop-
ing countries and it usually doesn’t take a long time to realise that it 
is unfair for northern taxpayers too. And yes, it is happening also in 
here.

I conclude this chapter with a brief vision what one network of tax 
justice activists could do in Finland. This reflection should help other 
national networks to see their possibilities to act with their respective 
manner in their own country.

First valuable thing for us to do is to inform about good experienc-
es to international discussion.  I will do it right now on my behalf by 
listing some positive directions of development going on in Finland. 
A lot of measures have been implemented and exchange of informa-
tion has been made easier. Legislation which improves possibilities to 
intervene international tax avoiding schemes has been introduced. In 
year 1998 increased burden of proof for taxpayer who has had trans-
actions with foreign partner was also introduced. No one can say that 
we aren’t trying to do our best. We even have general anti-avoidance 
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legislation!
But still, we could do a lot more. For example in Sweden, tax au-

thorities can audit banks if there is an obvious need for it. Banks can 
veto over the procedure, so the confidence stays high for both direc-
tions. This is an easy solution: just pull wires into banks, and there is 
a great deal of transparency. Also usage of tax haven credit cards can 
be traced this way. It is a solution so easy that it really makes wonder 
why it hasn’t been done in Finland. After all, when it comes to legisla-
tion, authorities have especial toolkits to stop some tax avoidance.

The second thing we can do is to tell everyone why on earth is this 
toolkit not working. Namely, it isn’t. Although there is no obvious 
crime involved in tax evasion (due for example missing information 
because of bank secrecy), Finnish legislation enables interpretation of 
illegal action. But when this interpretation is made, the toolkit loses 
hammers, drills, scissors etc. leaving us with nothing but miserably 
tiny tweezers. No information is possible to get from for example 
Switzerland. So it really matters how anti-avoidance legislation is de-
fined.

Another – and this is big – thing making several good purposes 
ineffective is the “silent corruption” within tax authorities. One head 
manager of the Finnish tax administration has possibly been involved 
in creating cross-border tax avoidance schemes for his relatives. The 
case went into the court where the head prosecutor was told not to 
prosecute this manager of anything – at least this is what the prosecu-
tor said in public. So, the manager was not accused of anything and 
still is the head manager of tax administration. Some years ago tax 
administration received extra funding from Ministry of the Interior 
to enforce auditions to solve tax crimes. But no, the managers refused 
to take any money. This money would have been crucial in making 
tax inspectors’ future more secure and thus making their job more 
productive. By the way, economic crime investigator’s job is one of the 
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most productive jobs in whole Finland – the amount of money one 
inspector can bring to the state is spectacular. 

There have also been some bitter disagreements between manage-
ment and inspectors in the tax administration, also in regional level. 
Another peculiar thing is that some top-spot officials in Ministry of 
Finance claim that using foreign stockbrokers in Finland is not a prob-
lem at all (I’ve heard this said face to face), whereas their researchers 
have once said – based on the same data –  it is a terrible problem 
that causes tax revenue losses of hundreds of millions of euros an-
nually. Already mentioned report “Finland in the Global Economy” 
included the idea that there is no evidence that Finnish citizens would 
use foreign stockbrokers or that someone would avoid taxes when 
using them. The report was signed by one of high officials of Ministry 
of Finance.

So to speak, our third measure is to demand public accountabil-
ity. Finland has topped for many years the list of most non-corrupt 
nations, but as mentioned, there is a silent non-criminal type of cor-
ruption within the administration. Every member of administration 
should publicise his interest group connections and reasons for be-
haviour described earlier. Fourth measure is committing policymakers 
to make Finland innovative actor for progressive tax policies in the 
world politics. 

There is no better form for global security policies than equitable 
world economy, which of course requires tax justice among other jus-
tices. Finland is one of the rare credible makers of such propositions 
– we have great economy, good reputation on negotiation and a small 
size which is an advantage because we don’t need to be cocky. This is 
a position in world politics we have to use with no hesitation. 
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Notes

1 The article represents author’s interpretation of Global Tax Workshop the-
matic session outcome concerning tax avoidance and tax competition with 
several additions to and reflection on representations of session’s participants. 
Only author himself is responsible of the content of this article. 

2 See appendix 1: Taxation by Location by Richard Murphy. 
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7

A Step Forward: 
Strategies for Social Movements to Advance 

Campaigns on Tax Issues

Ville-Pekka Sorsa and Matti Ylönen

Eleventh Hour for New Financial Regulation

As Kavaljit Singh stated in the introductory article of this book, the 
global financial flows can be described as a non-system. There are 
some international rules for trade of goods and services, but for capi-
tal flows there isn’t even a global regulatory framework. The develop-
ment has resulted in a world where profits are made with enormous 
risks that neither states nor investors adequately understand. Offshore 
finance lures companies and investors with “freedom” from regula-
tion, but just because of that it has made the effects of market crashes 
and bankrupts much more severe. Financial scandals like BCCI, En-
ron, Parmalat and Yukos have sent shockwaves around the world, 
and international currency crises have driven millions of people into 
poverty worldwide.

Social movements born at the end of last decade and ever since have 
noticed this miserable condition the world’s financial system is in. Sev-
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eral markets suffer from the lack of global framework and this situa-
tion opens up questionable opportunities for many kinds of harmful 
speculation, the most obvious field being the global currency market. 
Currency speculation on spot transactions may have disastrous effects 
on the currency speculated on, and needless to say, a currency crisis 
leading to economic crises will also take form of social crises. How-
ever, currency speculation isn’t the only market in which this kind 
of “gambling” may have disastrous effects. Insurances, bonds, and 
stocks – among others – are all vulnerable to speculation and its side-
effects in the turbulent world of global financial markets. Therefore 
it is not exaggerating to say that one of the greatest challenges of this 
decade is to face the question of financial speculation. Because tradi-
tional boundaries cannot be redrawn, we have to create better ones. 
In short, we need new forms of financial regulation.

This task is unfortunately not straightforward. There is an urgent 
need for global regulation for example in currency markets, where 
CTT would make a big difference. On the other hand, in markets 
where speculation is not a major problem setting a solid framework 
may suffice. Our goal is sustainable, transparent and fair financial 
system, and the forms of regulation for each particular field should 
be chosen with this target in mind. Market agency requires rules and 
confidence on markets requires enduring rules. If the rules are national 
and players global, the framework is insufficient. Financial scandals 
that have emerged around the world during the last two decades have 
underlined this point more than well enough. Regulation is not a limi-
tation of but a precondition for exchange in global markets.

Some people claim that these problems can be solved with self-reg-
ulation by TNCs and other market actors. But recent financial scan-
dals, wide-spread tax avoidance and other corporate malpractices do 
not give much hope for it. The proponents of self-regulation seem also 
often forget that while self-regulation might work to some extent in 
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national level, the social side-effects of financial scandals and crises 
are becoming more and more global. When it comes to regulation, it 
is relatively easy for many TNCs to make states compete against each 
other. Furthermore, the boundaries that used to limit the scope of 
side-effects have become impotent or no longer even exist. 

This was noticed in some extent by governments of US and UK 
already in the beginning of 1980’s. They where keen to start promot-
ing global capital adequacy requirements for commercial banks after 
the Latin American debt crisis in 1982, an effort which resulted in 
Basle Accord six years later. One commentator made a frighteningly 
apt remark already at the time when Basle Accord was introduced, 
noting that “It is not the technicalities that are important here, but the 
recognition that the world’s finance is no longer carried on by separate 
national banking systems dealing with each other at arms’ length. It 
is dominated by multinational institutions that will soon have grown 
entirely beyond the reach of country-by-country regulation, unless 
the world’s regulators can get together to enforce this kind of rules” 
(Washington Times 1988, quoted in Reinicke 1998, 104-112). We 
don’t have much to add to that comment.

So, if self-regulation is not a feasible option, then what is? As no-
ticed before, regulation should be tailored to meet the problems and 
needs of each market sector. There are several practical solutions for 
bringing this into reality, none of which should be dismissed. Rules can 
be made within new or existing multilateral institutions. The institu-
tions can coordinate the regulation while implementation of new rules 
and standards would be a matter of national measures. Alternatively 
countries can also create their own national legislation for regulating 
financial markets, as for example Malaysia has quite successfully done 
(Singh 2000, 140-143). These legislations could later on be harmo-
nised by some international institution if necessary. 

But basically we need a global institution capable of effective co-
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ordination and monitoring if global regulative organisation is not 
politically within reach. Manifold national legislations and bi-lateral 
treaties, difficulties in exchange of information and stumbling inter-
national co-operation (e.g. between tax havens and other countries) 
are all issues that call for harmonising, transparent and democratic 
control. Globalised finance requires global solutions. The more we 
postpone these measures, the more uncontrollable financial and eco-
nomic crises we are likely to encounter.

Taxation and regulation

It would be difficult to speak about new financial regulation without 
addressing tax issues as well. (Taxation is, after all, the main issue in 
this book.) Being one of the oldest functions of the states, taxation 
can be seen as a direct link between markets and societies if these two 
are separated from each other conceptually. The first step towards 
sustainable markets calls for ambitious goals for new financial regula-
tion with full-hearted emphasis on taxation. Taxation is not just about 
being an instrument of regulation or public fundraising, it has more 
profound meanings.

Taxes can be thought for example as public incentives, as a way of 
compensating market failures, or as a way of financing this compensa-
tion. Public economist-dominated debate on taxation often deals with 
taxes as incentives, rather than advocating other aspects of taxation. 
This view relies on the notion that national authorities favour some 
activities by taxing them less than others or punish some by taxing 
more. In its most ideological forms (based on neoclassical concep-
tion on economical behaviour) taxes are often not much more than 
form of punishment for citizens and corporations alike. This is not, of 
course, the case. Besides of being incentives, taxes set the framework 
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where markets operate and compensate the effects of market failures 
for economy and society as whole.

As Christensen, Coleman and Kapoor noted in their article, paying 
taxes should also be an integral part of corporate social responsibil-
ity. Partly for this reason taxes cannot be treated as a normal cost 
of production. Taxes connect corporations as citizens to society, and 
this connection is not just monetary but also a regulative relation. So 
called tax efficiency – a term endorsed by many amongst tax advisors 
– means basically nothing more than profits-laundering.

The dominant view on corporate taxation relies often on national 
or international comparisons of tax rates and thus neglects the politi-
cal aspect of how resources are allocated within societies. When tax 
issues are campaigned for, the arguments have to address, besides the 
usage of tax revenues, the social and economical effects of particular 
tax issue campaigned for. On some scale, taxes are incentives, but they 
are also much more than that.

These issues of regulation should also be taken into account with 
the question of global taxes. At the moment, global taxes exist only in 
the imagination of some progressive politicians, economists and activ-
ists of social movements. We don’t have a CTTO yet – there simply are 
no global taxes. Thus creating one global tax makes room for other 
taxes by definition because of institutional change. Currency transac-
tion tax would be strategically speaking a very good choice for the 
first one, because it is a regulative tax. But besides of its capabilities 
in helping to create more sustainable financial architecture, CTT has 
great revenue potential and therefore special attention should be paid 
to political argumentation. CTT can make a difference. The manifold 
arguments, however, have to be in line with each other, and achieving 
this might not be easy in global scale. This is of course the case with 
other global tax issues and practices as well.

In this book our main focus is on financial taxation and tax avoid-
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ance conducted by financial instruments, so our vision of taxation 
is not applicable to other taxes. Besides of this, we have no space to 
discuss in detail the characteristics and specific issues for campaigning 
with different financial activities. But questions and discussion on dif-
ferent issues arising from this field can and should be encouraged. For 
some currency trade derivatives’ existence one can always argue for 
with the concept of protection. But wouldn’t it technically speaking 
still be way simpler to have a global currency than complex hedging 
and taxation schemes? This brings forward some important questions 
we have to consider: why taxes should be used instead of other means; 
is taxation a good solution for some particular problem; and, in case 
of regulation, which activities should be blocked and which shouldn’t. 
(It is even possible to question the reason why some particular market 
exists.) The relationship between taxation and regulation is not fixed; 
rather it is a process that should be reviewed open-mindedly as the 
world changes.

Tax justice campaigning

The movement resisting cross-border tax avoidance, tax evasion and 
tax competition, demanding the wealthy as well as corporations to 
pay their fair share of taxes and claiming new kind of democratic 
and global approach to tax issues can be called the global tax justice 
movement. Although it is of recent origin, the interest and enthusi-
asm expressed by various kinds of people and groups in issues of tax 
justice have been overwhelming. Let’s bring forth some more of this 
movement, of what it does and wants. Focusing on tax avoidance, one 
of the major challenges of our times, gives a good setting point. Here, 
the movement has three different kinds of areas to act on.

First area can be described cultural. For many people dealing with 



126

Ville-Pekka Sorsa & Matti Ylönen

taxes and morality in same sentence doesn’t make much sense: this 
is one issue we need to address. Not even to speak about individu-
al heroism of creating successful tax avoidance schemes in Big Four 
accounting firms and thereby improving personal careers, the moral 
aspects of taxation are constantly being neglected. In fact, taxation 
should correctly be somewhat amoral issue, but the possibility of not 
paying taxes makes it a moral one.

Evading and aggressively avoiding taxes is unjustifiable in almost 
any case. However, arguments – as for example some more bitter 
heads of management of Yukos could possibly have – such as that 
“to pay taxes is to support a dictator” have to be taken into account. 
Personal views on tax justice don’t, however, justify tax avoidance. 
The level of taxation for each person is a matter of politics and poli-
cies, so “paying too much tax” is not a moral question. If one does 
not question the fundamentals of our parliamentary-democratic states 
– decision making system based on elections and so on – then one 
simply has to pay ones taxes. If the revenue usage is to be changed, it 
has to happen through parliamentary processes, not by taking justice 
to ones own hands.

When promoting tax justice in particular countries, we need to no-
tice that some problems may arise from the payment process of taxes. 
Companies as well as individuals are constantly using tax avoidance 
schemes acting just about within the law, and thus making nothing 
fundamentally illegal. But is this justifiable? We think that this is not 
the case. In countries where the collecting of taxes and monitoring the 
payment process works well citizens really don’t need to bother with 
the whole issue. But in countries where it seems that everyone – or the 
richer ones at least – are easily avoiding taxes, the tax payment be-
comes really a moral question for individuals who have this possibil-
ity. Most of us don’t. At the moment when we are witnessing the rise 
of tax justice movement, it is clear that tax ethics is gaining popularity. 
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It is happening precisely because there is more information and raising 
awareness on the widespread tax avoidance.

In short, tax justice movement has to mobilise taxation as a moral 
issue into a political power. When tax policies are redefined and global 
tax policy space perhaps transformed, it is time to review tax policies 
in line with proper tax ethics. The usage of tax revenues must be ac-
ceptable in a democratic sense to be able to make tax payment proc-
ess amoral and apolitical matter, just like it should be, especially in 
western democracies. Amorality of tax minimisation certainly isn’t the 
case at the moment, no matter what tax avoidance industry says. The 
cultural area of tax avoidance is full of ethical questions that need to 
be brought up.

The second major area consists of different technical and historical 
issues we have to understand when campaigning for tax justice. These 
include various banking secrecy legislations, several standards for in-
formation exchange between authorities, manifold ways of defining 
the tax bases, and so on. These can be wrapped up as the heterogene-
ity of taxation practices. National tax bases and ways of regulation 
differ, and this creates space for global tax planning in the era of free-
flow capital.

Tax competition can happen purely in level of tax rates, but a great 
deal of the race is fought with tax bases, standards of regulation and 
banking secrecy. Countries, including tax havens, lure investment 
capital not only by lowering tax rates but also by narrowing tax base 
for non-citizens (so called ring-fencing of tax vehicles), which then 
moves tax burden to be paid by consumers, domestic entrepreneurs 
and workers. This in turn leads to a situation where policy choices 
and possibilities for national self-determination in general are being 
narrowed.

On the other hand, lax regulation makes it possible to attract capi-
tal from dubious companies or individuals. This group includes eve-
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rything from rather small-scale tax avoiders to professional fraudsters 
and modern buccaneers wearing pinstripe suits. Many tax havens 
have acknowledged that this strategy of attracting offshore crooks 
is a double-edged sword as they have to maintain at least some mini-
mum standards of reputation to keep their other businesses going on. 
However, albeit there has been severe criticism of e.g. some Carib-
bean tax havens’ role in the networks of global crime, such emphasis 
has rarely been used when talking about Switzerland’s high banking 
secrecy laws. Thus we need to understand more profound meanings 
of different practices, their historical roots and symbolic values to be 
able to have an impact on them.

What tax justice movement can do concerning heterogeneity of tax 
practices in national level is to campaign against national practices 
that have harmful impact on global economy but also to campaign for 
more positive goals. National measures affect the whole global eco-
nomic system, as we have already seen earlier in this book, but they 
do it in a positive sense as well. One country can serve as an example, 
as Finland for instance could do due its anti-avoidance legislation. 
Well-working bilateral agreements on exchange of information can 
and also should be taken as positive examples for global short-term 
solutions.

Campaigning for homogeneity of tax bases and regulatory stand-
ards should actually be politically easy, because almost everybody 
wins when the goal is achieved. But there is no quick panacea solution 
for this, and not just because of changing traditional national ways of 
taxation. The harmonisation of tax bases or taxation practices should 
be seen as a slow, multilayered process that must be done carefully. 
Harmonisation itself can also do damage without sustainable models. 
Every national improvement is important in the long run, and full har-
monisation is easier to achieve when tax bases are broadened and full 
fiscal sovereignty is gained, this especially concerning the developing 
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countries. We have to be patient on this area.
Third and most challenging area of action is the structural insti-

tutional framework. The national sovereignty means also fiscal sov-
ereignty. This makes it possible to have several national practices or 
structures – like bank secrecy or crown dependent OFC’s – distort-
ing the global economy and thereby affecting lives of people living in 
other sovereign nations. Needless to say, the people suffering from the 
effects of this phenomenon can rarely do anything about it, and this 
causes a permanent and severe lack of democracy. This is why insti-
tutional practices that enable tax avoidance have to be campaigned 
against not only nationally but also increasingly in global scale. It may 
be difficult to campaign against national practices like Swiss bank se-
crecy, so we have to campaign against bank secrecy in general. But of 
course, this doesn’t mean national efforts are useless. A sovereign can 
act as one has right to. General increase of national tax authorities or 
of their resources is one of the things that can affect the whole global 
scheme in the long run, as mentioned before. But once more we want 
to stress the importance of making proposals for new institutional 
frameworks.

There are, however, two points that really have to be first reflected 
upon when thinking of global campaigning. The first one is the obvi-
ous question of means to achieve solutions or at least finding strate-
gies that will bear fruit in the long term. Policy space is still quite nar-
row and it is not easy to think of purely global means of campaigning 
for new fiscal sovereigns. Social forums are promising places for this 
kind of activism, but form for constant global action isn’t that easy to 
achieve. This question of course brings forth another question: what 
would then the policy space for global tax policies be? 

The second one is also very profound: namely the question of glo-
bal fiscal sovereignty. As we have seen, there is an urgent need for 
some kind of global sovereignty for taxation issues. But what is the 
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institution actually sovereign of? Is it some kind of multilateral agree-
ment with some monitoring organisation whose sovereignty is based 
on coordination and harmonisation (as EU and VAT)? Or is it an 
organisation whose limited sovereignty reaches regulative taxes and 
financial rules, but which doesn’t really collect and distribute tax rev-
enue itself? Or perhaps it is a completely new sovereign institutional 
framework which is a response to both questions of financial regula-
tion and need-recognizing tax collection with revenue distribution? 
The question can be overcome in the long run if we try to achieve glo-
bal regulation with piecemeal solutions, but the importance of strong 
argumentation needs still to be stressed. 

All this shows us that tax justice campaigning needs to work on 
many grounds and fields simultaneously. The movement has to have 
clear and ambitious proposals within every area, but at the same time, 
we have to be open to discussion and to keep our eyes open on our 
argumentation. The momentum has already started to gain speed, 
people are joining in and awareness on tax justice is rising constantly, 
so what we have is an excellent standpoint for going forward as a 
movement.

Experiences on tax campaigning, case: ATTAC

On 5th of July, 2004, something peculiar was taking place in Düssel-
dorf. In front of the headquarters of Vodafone Germany local activists 
of ATTAC were having a demonstration, urging company to pay its 
taxes. Without going to details, the issue was that relatively profitable 
Vodafone tried to avoid paying any taxes in Germany for the time 
span of 2001-2003 by aggressive tax planning. It can be said that 
because of the scale of this campaign it started a whole new chapter 
for the movement for tax justice. In relatively short time ATTAC man-
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aged to raise funding of 30 000 euros, and it is illustrating that by typ-
ing Vodaklau (name of the campaign) to Google one can find almost 
3 000 results (as for December 15th 2004).

Although tackling issues like transfer pricing have not been the 
founding themes of ATTAC, in some countries they have recently 
began to gain growing attention inside the movement, demonstrated 
well by Vodaklau campaign.  This stems easily with somewhat holistic 
views of financial regulation ATTAC has, combining different issues 
dealing with preventing financial crisis, strengthening democracy and 
stabilising the global economy. 

Saying the same thing in more detail, ATTAC claims that CTT has 
to be achieved in order to avoid yet another disastrous financial crisis, 
tax havens are a real threat to global economy and democracy and 
debts of the poorest countries have to be cancelled for other measures 
to have an effect. All these issues are interrelated in one way or anoth-
er. So to speak, ATTAC can be used as an example of taking financial 
regulation, power relations and structural and institutional issues on 
the same agenda. When campaigning on taxation issues, we may learn 
something from experiences of ATTAC.

The idea of ATTAC has been to raise citizen awareness of economic 
globalisation and to promote better world by providing new ideas into 
global discussion. The most important one of them, currency transac-
tion tax, has been seen as a response to problems of currency specu-
lation and crises. It has also been pictured as a tool for raising funds 
for poverty eradication and global democratisation. But seeing CTT 
in the light of being an instrument to achieve several different goals is 
a mixed blessing. The citizens’ opinion is usually for CTT when ex-
plained what it means – as in case of Belgium. However, the proposal 
has still been considered by the parliaments of too few countries, and 
the number of countries committed to it is even smaller. One but not 
the most important reason for this has perhaps been a lack of analysis 
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on different models and distribution ideals of the revenue. Some peo-
ple also see some CTT-proposals as illegitimate because the tax is used 
as a lever to achieve “something else than it should do”.

ATTAC needs more holistic analysis of several markets and some 
updated action strategies. The momentum for Seattle-like street cam-
paigning has lowered. The acquisition of public space has not suc-
ceeded. The scope of topics discussed has broadened so much that 
more acute injustices nearly always gain more attention than the origi-
nal ideas. Of course, as in case of transfer pricing, it is not necessarily 
a bad thing but obvious development of the movement. There are 
also many organisational and institutional problems. Basically, the 
ideas of late 1990’s have not come into reality. The strategy has partly 
eradicated due thematic compromising in networking, but the origi-
nal problems we were focused on are even more acute and manifold 
now. What is perhaps needed is a change of strategy and an update 
on agenda in way that ATTAC would focus more on original three 
themes and at the same time developing argumentation and recogni-
tion on all theme-relating problems. But it is also necessary to estimate 
the possibilities for action in a practical way.

First, ATTAC hasn’t used all its potential. The movement hasn’t got 
an international organisation which could coordinate global action or 
pass on local or national knowledge to other groups. This might even 
be too difficult or undesired goal to achieve. National ATTACs have 
very different emphasis on their agendas and ways of organising them-
selves. National thematic campaigns should be more in contact with 
each other in international level. Considering for example tax haven 
agenda, this kind of networking could be arranged in contact with 
Tax Justice Network or other global initiatives. Taking these co-ordi-
nation aspects into account we result in somewhat limited campaign-
ing possibilities putting action primarily to national level, especially 
where local activities are diminishing at the same time.



133

A Step Forward

Second, as in case of Finland, ATTAC could and should do more 
with national networking. We all know that there is growing discon-
tent amongst people from different backgrounds with the injustice 
and unsustainability that lies in the heart of global financial system. 
Getting CTT, tax justice or debt cancellation on the agendas of several 
NGOs, political parties, labour unions and churches is a feasible vi-
sion. The question with especially tax justice is not just technical or 
economical – it is fundamentally a question of morality and ethics. It 
is not right that developing countries lose estimated $500 billions an-
nually because of tax avoidance. And it is not right that the tax burden 
is being shifted from those who have a lot already to ordinary people 
and local entrepreneurs – just to name two issues. When articulated 
well, most Finnish people will agree on these kinds of arguments. It 
should be easier to build stronger networks. 

To achieve this, consider the third point: we have to take control 
over the language used. We haven’t paid enough attention to way we 
speak about tax havens. We haven’t talked enough making no mor-
al difference between tax avoidance and tax evasion while speaking 
in public – and of course people don’t necessary know much about 
cross-border tax avoidance, so it is important to include this notion 
of injustice to our material. The issues of tax haven closure or CTT 
haven’t got masses of people behind them. Furthermore, they are all 
but easy to campaign for. But if we can get through message on how 
these measures can benefit developing and developed countries, help 
raise new revenues, and stabilise the financial system, we have a great 
potential to gain supporters and success. 

There should be no one who at the street gets no answer to the 
question “what are you guys trying to do”. We have to know what 
fundamentals we share unless we are just giving some great solutions 
with no purpose for them. As Kavaljit Singh proposed, we have to be 
able to question more strongly the idea that free-flow of capital is a 
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panacea. And we must be credible with this. It is not at all smart to 
stamp everything immoral as “neoliberal” or “imperialistic”. We need 
clear moral concepts with clear purposes.

ATTAC is a great example of holistic views, but as we can see, it 
is not enough. ATTAC should redefine itself and make its identity 
stronger and clearer as a global movement. Networking is common 
among social movements, but this is not enough for the type of net-
working needed right now. ATTAC has a great potential to become 
a truly global movement and, as analogy to CTT as global tax, an 
icebreaker for financial regulation movement.

National or global tax solutions?

This book has shown that there are many ways for tax justice or CTT 
movement to act nationally on global issues. All levels of campaign-
ing are needed, as well local, national, international and global. Very 
often, however, in national politics several cross-border taxation is-
sues are dismissed by saying nothing can be done alone in the age of 
globalisation. As we know, this is both weak and false argumentation. 
But it raises the question of whether tax movement should concentrate 
more on using global pressure on national level for state to have an 
impact on global policies or to have national solutions when cam-
paigning on national basis.

Thinking of CTT, this question relates strongly to the model cam-
paigned for. Unilateral model – putting the possible juridical obstacles 
in the EU aside for a moment – has a strong national appeal. It must 
have a strong national political support for legitimate usage of reve-
nue. It is not that obvious that development aid (ODA) would serve as 
one – and again, the revenues arising from the implementation of this 
model could be used for example to support weapon industry. The 
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multilateral model is possibly easier to achieve as one that addresses 
the goals of curbing speculation, ensuring rate stability and collecting 
revenues, and furthermore, in a way that recognises the challenges of 
globalising world. The only really viable way of achieving the tax in 
its full form would be an international treaty that countries would 
join one by one. It is not obviously politically easy in some countries 
or regions to ask to hand over some of their fiscal sovereignty to new 
international institution – especially if the motives of tax proposal are 
actually unclear as in proposals of French President Chirac at Davos 
World Economic Forum 2005. This is why we need a strong and le-
gitimate CTT model.

There are also proposals for fully national CTTs. National CTTs or 
bank transaction taxes have been quite a success for example in Latin 
America. In case of Peru, the bank transaction tax revenues were di-
rected to improvement of health and education. In Europe and US, the 
revenues could be directed to, for instance, already mentioned ODA. 
National solutions have their advantages such as empowerment capa-
bilities, and they should not be ignored in favour of global and more 
ambitious proposals without a very good reason.

It is clear that the proposals and ideas discussed in this book can-
not be achieved overnight. The implementation of these measures will 
rather be a long and difficult process. But by approaching the issue 
as a process, we can combine the national and global solutions. For 
example, even if we decide to campaign for international tax organi-
sation, each new bilateral regulatory measure has still a possibility to 
create political opportunities for more ambitious discussion propos-
als. Likewise, increasing the power and sovereignty of national tax 
authorities especially in developing countries is naturally not at odds 
with aims of creating new kind of global regulation. One has to have 
de facto sovereignty before part of it can be channelled to elsewhere, 
namely to some global institution.
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We must, however, keep in mind not to campaign enthusiastically 
for such national or regional policies that make further global de-
velopment politically more difficult – not to speak about technically 
impossible. That would be a backhanded favour for our aims.

In general, national self-determination over tax policies is the me-
dium-term goal, but the long-term goal is to rethink taxation as a 
whole and to achieve a global framework for tax policies. Yes, it is an 
ambitious target, but it certainly isn’t impossible.

Conclusion: what should be campaigned for – social move-
ments’ guide on taxation

1. Global framework for financial flows has to be created. A global 
institution that is capable of coordination of or directly harmonising 
national or regional legislation on financial and fiscal issues and of 
monitoring cross-border financial flows should be created. This in-
stitution can be a completely new structure based on for example in-
ternational treaty, or act inside existing framework such as UN, but 
its organisational structure has to be truly democratic in any case to 
ensure tax revenues to be used expediently and accountably.

There are many purposes for this institution to exist. It is impos-
sible to create a perfect list of activities it should or could perform, but 
the most important goals in the long run are to

  remove harmful speculation whose most severe effects reach 
beyond the market boundaries in question on such global mar-
kets as currency market

 harmonise directly or indirectly national tax bases and some 
taxation practices so that harmful tax planning and cross-bor-
der tax avoidance becomes impossible
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 make cross-border exchange of information automatic on all 
tax and economic crime issues

 create all necessary supervisory frameworks for global finan-
cial flows and increase transparency in general

 explore global standards of accounting principles so that thin 
capitalisation and transfer mis-pricing among others become 
practices of the past

 explore possibilities of partial global fiscal sovereignty, which 
includes for example the movement away from bilateral dou-
ble taxation preventive treaties to multilateral approaches and 
creation of new kind of policy space for revenue distribution

2. Taxation as an issue should be added to the list of trade, debt can-
cellation and aid whenever speaking of poverty eradication initiatives 
or measures. A holistic view on poverty eradication requires views on 
taxation and financial regulation. 

3. Taxation should also be an integral part of corporate social respon-
sibility agenda and ethical investment criteria or, more specifically, 
serve as a precondition to fulfil CSR or the ethical criteria at all.

The first and the foremost point in this list, in its most ambitious form, 
combines tax justice issues and CTT into the same campaign and is 
therefore a remarkable strategy. But as there is no uniform solution 
for the problems we are facing, two latter points and other possible 
initiatives should neither be neglected. The second point is a concrete 
measure for transmitting the tax justice approach to national foreign 
policies; to multilateral policy measures; to initiatives combining na-
tional policies with civil society views; and so on. Lastly, the third one 
is necessary in order to make accountability the leading principle of 
corporate activities, or at least to raise it as a main principle for cor-
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porate citizens.
The point that needs to be stressed most is the first one. Curren-

cy transaction tax movement gives tax justice movement innovative 
means to increase financial flow transparency and institutional chang-
es that enable tax justice to come in reality. Tax justice movement on 
its behalf has stronger networking capabilities and an ability to put 
tax avoidance agenda into financial instability discussion. Both move-
ments share economic stability and sustainability, empowerment and 
democracy as their core values. What comes out of this co-operation 
is a truly global solution of financial architecture that has the ability 
to set real market frameworks (setting boundaries, removing harmful 
action etc.) and thus to make market actors automatically pay their 
fair citizen’s share of society’s expenses. Of course, making taxation 
schemes a lot simpler is one important goal linking with tax base har-
monisation. Financial architecture must be sustainable, which means 
that it is simple enough not to have severe loopholes.

Facing the question “How”

When we concern concrete proposals for action, it is important to 
bear in mind that the opponents of the movement are relying most-
ly on technical and economical arguments. Of course there are also 
some anti-state libertarian accounts, but their argumentation is usu-
ally through and through ideological and doesn’t stand up to closer 
scrutiny. It can be said that the easiest way to play down the proposals 
of any social movement is to judge them as impossible to achieve or 
simply as unrealistic. However, the morality and common sense of jus-
tice are on our side, and by networking effectively it is also possible to 
overcome the disparity of resources. We have to confront “inevitabil-
ity of globalisation” by several means. These tools can be categorised 
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as informational, symbolic and accountability politics, as depicted for 
example by Keck and Sikkink (1998; cited here as an abbreviated ver-
sion).  Linked to all these issues is the importance of networking.

First we have what is perhaps our most precious asset – informa-
tion. We have to be capable to both produce information and publi-
cise the findings that already exist in order to create discussion and 
political pressure. Large amount of information on tax havens and on 
other issues of tax avoidance can already be found especially on the 
internet, but most of it is shattered as little pieces in various reports, 
web sites and other sources. The greatest task in publicising the find-
ings is to put all these bits of information in larger context of financial 
globalisation with an emphasis on social and moral questions. This is 
at the same time national and global issue, where both international 
tax justice movement and local groups or individuals play an equally 
important role.

In national level we need to observe the actions of the state authori-
ties and companies in order to produce information and raise discus-
sion. This material – whether it concerns new anti-avoidance legisla-
tion, information about local companies or corporate crime, just to 
name few examples – can then be brought to international discussion 
through Tax Justice Network or other forums. For example, imple-
mentation of new anti-avoidance legislation in one country can then 
be possibly used as an argument in other countries’ campaign work. 
The political leverage of examples from other countries is especially 
promising with currency transaction tax, making it easier to campaign 
for it now that there are countries like Belgium, France and Brazil 
committed each in some level to CTT.

Information should naturally flow other way around as well. Na-
tional campaigns need information on international organisations’ 
decision making processes and on the different ways they can commit 
their parliaments to international agreements and initiatives. These 
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kinds of pieces of information can be the most effective counter-argu-
ments against the “virus of inevitability” that the discussion on glo-
balisation is so often relying on. Furthermore, all available informa-
tion is needed on the ways of analysing and comparing the financial 
reports of corporations. We already have e-mail lists (especially TJN’s 
Intertax) and excellent news portal, AABA’s Offshore Watch, but there 
is still great demand for more in-depth information with closer link-
ages to campaign work and methods. It would also be beneficial to 
have similar websites also on national basis in different countries.

Second, there is the whole issue of symbolic and cultural politics. 
As this has been referred to once or twice before, we can discuss it here 
rather shortly (which is not by any means to undermine its impor-
tance). In English, terms like profits-laundering or transfer mis-pricing 
have strong connotative meanings and help unravel the apolitical im-
age that taxation and tax planning often carries. Terminology should 
be created and used consistently and coherently. In practice there are 
various ways to use symbolic politics: not just in speeches and articles, 
but why not even with anti-advertising.

Besides of getting rid of the apolitical image of current tax plan-
ning, we also need to show that international tax avoidance is not just 
some technical and distant obscurity that normal people shouldn’t be 
concerned of, but rather an issue that can be understood and politi-
cised also from the viewpoint of everyday life. This could mean for 
example pointing out that one reason why some local grocery store 
declares bankruptcy while its multinational competitor’s business is 
thriving might well be unfair tax advantage (of course with relevant 
background information and proof provided). While taxation practic-
es can be dreadfully complex, the morality and practical consequences 
resulting from them are usually easy to understand. 

The third issue concerns accountability. It is obvious that no cor-
poration or individual wants to get an image of a “gangster” or para-
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site living on other peoples work. This can be seen in the corporate 
responsibility reports, which often address all good things under the 
sun from environment to social responsibility programs. For normal 
companies this is a valuable and good asset, but for tax avoiders it 
is, indeed, their Achilles’ heel – a magnificent display of corporate 
social responsibility and self-regulation failure. If we find out that 
some corporation claims good corporate citizenship, funding hospi-
tals and kindergartens, but at the same time is not paying taxes, its 
image might well turn out as a house of cards ready to collapse. This 
method is already being used by TJN with its “Tax Abuser of the 
Year” –prize, but the same can be done nationally as well. Concerning 
CTT, the accountability agenda – currency speculation as a practice 
with individual profits but social risks – has already been used widely, 
giving a good example for tax justice movement.

Accountability, or more accurately the campaign work focused on 
accountability, has again its national, international and regional levels. 
As much important work is already conducted on international and 
regional levels by organisations such as Tax Justice Network, the next 
natural step would be a specific focus on TNC’s actions in national 
level simultaneously in various countries. For example, we should be 
able to monitor how corporations are carrying out the agreements 
and codes of conduct they and their parent companies are committed 
to, and that their actions with tax issues are in line with the spirit of 
their corporate social responsibility claims.

This links up seamlessly with previously discussed informational 
politics. If we could gather, produce and publish this kind of infor-
mation in several countries, it would be much easier to demand ac-
countability from companies. As there is a wide range of different leg-
islations in different nations and local conditions vary, gathering the 
information would most naturally be mainly the task of local groups 
and activists.
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But here we encounter a fundamental problem that is unfortunately 
not a new one amongst social movements. Namely, the patent differ-
ence of resources between the global north and south for movements 
such as tax justice campaigns. Although the issue has been a challenge 
for the human rights movement and many other social movements 
as well, it should be of particular concern for us because of the of-
ten technical nature of tax issues. In countries like Finland with high 
level of education, quite easy access to funding, extensive availability 
of information, statistics and so on; the campaigning is by far easier 
than in most of the developing countries. The sad irony of this is that 
developing countries get the hardest blow from the problems that tax 
avoidance is causing. And yet many developing countries lack capable 
authorities and tax inspectors, not even to mention well-educated net-
work of tax justice activists.

Means to overcome this challenge should be discussed in far great-
er details than is possible here. Developing and creating conditions 
for tax justice movement in global south should be advocated in every 
appropriate way possible, whether it means providing funding, infor-
mation on specific issues or campaigning methods, or other measures. 
This goal is crucial not only for developing countries themselves, but 
also for the success of whole international movement. If there is no 
one gathering information or making TNCs and other tax avoiders 
accountable in south, the incentive for blatant and aggressive avoid-
ance is naturally much higher there. And on the other hand, by getting 
the movement more presence in developing countries than it currently 
has, the information gathered there can and should then be used in 
campaign work of other countries as well. 

Lastly, the importance and value of networking cannot be stressed 
too much. As the issues we have to face are often highly technical and 
complex and official statistics sometimes non-existent, we need to cre-
ate and maintain a wide variety of connections both nationally and 
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internationally. This means contacts to politicians, media, academics 
etc; but also co-operation with likeminded NGOs and other organisa-
tions – and why not with tax authorities as well. And naturally, con-
tacts between various countries’ tax justice movements and with the 
international movement should be kept active and regular. 

As this book has shown, there is lot to do in different fields and 
levels for the tax justice movement. For CTT movement, it is of course 
beneficial to act with the new tax justice movement and other way 
round. And who knows, perhaps in near future these two could be put 
under name of one single global movement that demands new global 
financial regulation having united means to achieve this end.

More Taxes work seminar showed us many upcoming processes 
we have to be aware of, such as the possible emergence of the Inter-
national Tax Organisation within UN. These kinds of processes have 
to be monitored and their potential has to be evaluated if they could 
match our institutional demands. But we don’t have all the time in 
the world. If we want to promote CTT, we can’t really afford to wait 
GATS or European constitutional treaty to come in effect, we have to 
act now when we still have multiple possibilities. We have to network 
in a new level and finish our process that began at the end of 1990’s of 
turning moral concerns into a political movement. We cannot afford 
another grand world economic failure arising from free-flow specula-
tive capital.

One step forward was taken in World Social Forum V in Porto Ale-
gre 2005. Global Currency Transaction Tax campaign was launched 
with uniform agreement on democratisizing, multilateral approach. 
This campaign uses CTT draft treaty, by professors Lieven Denys 
and Heikki Patomäki, as the basis point for the model discussion. 
And what is truly important, this campaign admits that CTT is one 
of many pieces of the financial regulation toolkit. This is the starting 
point for emerging common strategies of our one movement.
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 A Proposed International Accounting 
Standard

Reporting Turnover and Tax by Location

Richard Murphy (BSc FCA)

on behalf of the Association for Accountancy and 
Business Affairs

Summary

The proposed International Accounting Standard that follows on Re-
porting Turnover and Tax by Location suggests that transnational 
corporations (TNCs) should disclose information about:

  which entities make up the TNC
 where those entities are located
 what those entities do
 what value of sales they make in each state in which a member 

entity of the TNC is located split between:
 sales to independent third parties
 sales to other entities within the TNC
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 what value of purchases from other entities within the TNC 
are made by each member of the TNC 

 how much added value each member of the TNC generates 
 how much profit each member of the TNC makes in the loca-

tions in which it operates
 what tax each member of the TNC pays in the states in which 

it is located

The purpose of the proposed standard is to provide information that 
will assist those seeking to appraise the organisation with regard to:

 its corporate social responsibility
 investment risk
 tax risk
 its contribution by way of value added to the societies in which 

it operates
 its contribution to national well-being by way of tax payment 

within those locations

It is important to note that the proposed standard utilises data already 
substantially available to all reporting entities to which it would apply 
and can therefore be implemented at very low cost. As the proposed 
standard will be applied internationally there will be no loss of com-
petitive advantage for any TNC as a result of its adoption. 

The proposed standard will not apply to reporting entities whose ac-
tivities are located solely in one state.

The proposed standard breaks new ground in that the information 
that it proposes should be disclosed may be published exclusively on 
the internet.
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Objectives

The objective of this proposed International Accounting Standard 
(IAS) is to ensure that financial statements (accounts) of a reporting 
entity that is itself a transnational corporation (TNC), or which is a 
TNC due to being the parent, subsidiary or related party of a report-
ing entity located in another sovereign state, contain sufficient disclo-
sure to ensure that the user can identify the following:

1 the name, type of entity, place of incorporation and principal 
activity of the reporting entity and its related parties, making 
due allowance for the different disclosure required if the re-
porting entity is an ultimate parent company, an intermediate 
parent company or a subsidiary undertaking

 
2 the states of the world in which the reporting entity and its 

related parties operates 

3 the value of sales made by the reporting entity and its related 
parties in each state in which they are located split between:

3.1 sales to independent third parties
3.2 sales to other entities within the TNC

4 the value of purchases made by the reporting entity and its 
related parties from other entities within the TNC 

5 the value of local resources, be they labour or natural, utilised 
by the reporting entity and its related parties in each state in 
which they operate
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6 the corporate profits generated in each location in which the 
reporting entity and its related parties operate 

7 the taxes on corporate profit paid by the reporting entity and 
its related parties in each state in which they operate

Definitions

The following definitions apply in this proposed International Ac-
counting Standard

1 Financial statements are balance sheets, profit and loss ac-
counts, cash flow statements, notes and other statements, 
including those disclosures required to be made by law or 
convention, whether local or international, and by reason of 
International Accounting Standards or their local equivalents 
which collectively are intended to give a true and fair view of 
the financial position and profit or loss of a reporting entity.

2 Reporting entity means any enterprise within the scope of In-
ternational Accounting Standards. For sake of example only, 
such entities are likely to include:

2.1 companies, whether publicly or privately owned and 
whether quoted or not

2.2 partnerships, whether with limited liability or not
2.3 banks 
2.4 trusts and similar such entities
2.5 special purpose entities whether created primarily for 

the undertaking of financial services or not
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3 Transnational corporations are reporting entities that either 
themselves operate in more than one location or state or do so 
through their related parties

4 Ultimate parent companies are reporting entities which are not 
controlled by any other entity which might itself be a reporting 
entity

5 Intermediate parent companies are reporting entities which 
are controlled by another entity which is itself a reporting en-
tity and which does in turn control subsidiary undertakings

6 Subsidiary undertakings are entities controlled by another re-
porting entity and which do not control other reporting enti-
ties

7 Control means the ability to command the management of a 
reporting entity either by reason of votes, or by the exercise of 
influence, or by the right to acquire the majority of its assets in 
the event of winding up or other distribution

8 The user means any person or legal entity that might have 
an interest in the financial statements of the reporting entity 
for any reason whatsoever including, without suggestion as to 
limit:

8.1 owners of the reporting entity
8.2 employees of it
8.3 suppliers to it
8.4 customers of it
8.5 third parties affected by its trading, investment, social 
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or other activities
8.6 authorities regulating it, whether state sponsored or 

not
8.7 taxation authorities whether within the state of incor-

poration or not
8.8 organisations representing any of the above

9 State means a territorial national authority recognised as ei-
ther having sovereign status or effective unfettered right to cre-
ate legislation, whether with regard to taxation or otherwise, 
in respect of reporting entities and their taxation or an equiva-
lent authority holding similar powers whether by reason of 
the combination of states or otherwise, but with the limitation 
that in a federal state the State for these purposes shall be the 
federal organisation and the constituent members of the Euro-
pean Union shall be considered States in their own right 

10 Location. A corporate entity is located in the state under 
whose jurisdiction it is empowered to transact, whether by in-
corporation, agreement, declaration of trust or otherwise. In 
the case of a reporting entity making declaration in respect of 
a related party the location to be disclosed in respect of that 
reporting entity shall be the state in which the related party is 
located

11 Operate A reporting entity or its related parties operate in a 
state if:

11.1 they are located there
11.2 they have a permanent place of business there although 

located within another state
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If an entity has a permanent place of business in a state other than 
that in which it is located that permanent place of business shall for 
the purposes of this proposed standard be considered a separate entity 
located in the territory in which that permanent place of business is es-
tablished and it shall be reported as such and the disclosures required 
by this proposed standard shall be separately made in respect of that 
permanent place of business although it does not have a separate legal 
identity

12 Related party

12.1 Two or more parties are related parties when at any 
time during a financial  period:

12.1.1 one party has direct or indirect control of the 
other party; or

12.1.2 the parties are subject to common control from 
the same source; or

12.1.3 one party has influence over the financial and 
operating policies of the other party to an ex-
tent that that other party might be inhibited 
from pursuing at all times its own separate in-
terests; or

12.1.4 the parties, in entering a transaction, are sub-
ject to influence from the same source to such 
an extent that one of the parties to the transac-
tion has subordinated its own separate inter-
ests.

12.2 For the avoidance of doubt the following are related 
parties of the reporting entity:
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 12.2.1 its ultimate and intermediate parent undertak-
ings, subsidiary undertaking and fellow sub-
sidiary undertakings

12.2.2 its associates and joint ventures
12.2.3 the investor or venturer in respect of which  

the reporting entity is an associate or joint ven-
ture

12.2.4 directors (or such other person in accordance 
with whose instructions or directions the re-
porting entity is accustomed to act) of the re-
porting entity and the directors of all ultimate 
and intermediate parent undertakings, subsidi-
ary undertaking, fellow subsidiary undertak-
ings and other related parties

12.2.5 pension funds for the benefit of employees of 
the reporting entity or of any entity that is a 
related party of the reporting entity

12.2.6 trusts or other special purpose, corporate or 
non corporate vehicles which might act for the 
benefit of any related party to the reporting en-
tity or the employees, directors or persons in 
accordance with whose instructions or direc-
tions the reporting entity or its related parties 
are accustomed to act or the close family of any 
such person (such term to include those family 
and household members of the individual who 
is a related party who may be expected to influ-
ence, or be influenced by, that person’s dealings 
with the reporting entity)

12.3 The following are assumed to be related parties of the 
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reporting entity unless it can be demonstrated that nei-
ther party has influenced the financial and operating 
policies of the other in such way as to inhibit the pur-
suit of separate interests:

 
12.3.1 the key management (including trustees and 

nominees) of the reporting entity and the key 
management of all ultimate and intermediate 
parent undertakings, subsidiary undertaking, 
fellow subsidiary undertakings and other re-
lated parties

12.3.2 a person owning or able to exercise control 
over 20 per cent or more of the voting or other 
ownership rights of the reporting entity wheth-
er directly of through nominees

12.3.3 each person acting on concert in such a way as 
to be able to exercise control or influence over 
the reporting entity and

12.3.4 an entity managing or managed by the report-
ing entity under a management contract

 
12.4 Additionally, because if the relationships with certain 

parties that are, or are presumed to be, related parties 
of the reporting entity, the following are also presumed 
to be related parties of the reporting entity:

 
12.4.1 members of the close family of any individu-

al defined as a related party elsewhere in this 
Standard

12.4.2 partnerships, trusts, companies or other enti-
ties in which any individual or member of the 
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close family of a person themselves defined as 
a related party has a controlling interest

 
12.5 Other parties are related when it is clear that for the 

purposes of proper disclosure it is necessary that they 
be so considered whether or not they fall into any of 
the foregoing categories.

 12.6 If there is doubt as to whether a party is related to an-
other or not then such doubt shall always be resolved 
in favour of disclosure taking place

12.7 The non-availability of any information required to be 
disclosed with regard to a related party is not a reason 
not to disclose the relationship with that related party 
and that information which is available

13 A third party is any party who is not a related party

14 Labour is a payment made to a person who resides in the state 
in which the reporting entity is located whether calculated as 
a wage, salary, piece rate or by some other means in exchange 
for the periodic supply of their endeavours under a contract 
for service and shall include payment made in cash or in kind

15 Natural resources are those resources either occurring natu-
rally in nature within the territorial limit of the state in which 
the reporting entity is located and which are extracted, col-
lected or otherwise procured from their natural location by 
the reporting entity for onward supply or which are grown, 
harvested or otherwise collected for sale by the reporting en-
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tity within the state in which the reporting entity is located 

16 Turnover means the cash or equivalent value when expressed 
in monetary terms charged for the provision of goods and 
services after the deduction of trade discounts and net of taxes 
based on amounts so derived by a reporting entity or its re-
lated parties, including for this purpose only when such term 
is applied to the provision of goods and services to related par-
ties the supply of financial and property services and income of 
types generally derived from them such as, but without being 
exhaustive or suggesting limit, interest, dividends, royalties, 
licence fees, rents, premiums and exploitation rights. 

17 Purchases from related parties shall mean any cost charged to 
a reporting entity (whether expensed in the profit and loss ac-
count or otherwise) that is included in the turnover, as defined 
herein, of the related party which supplied such services to the 
reporting entity

18 Profit shall mean such sums required to be reported as such in 
the financial statements of reporting entities who must, or vol-
untarily do, comply with International Accounting Standards

19 Corporate Taxes are the amount of tax estimated to be pay-
able to or recoverable from the state in which the reporting en-
tity and its related parties are located in respect of the reported 
profit or loss for a period
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Proposed International Accounting Standard 

1 This proposed International Accounting Standard shall apply 
to all reporting entities irrespective of whether they might be 
a company, partnership, bank, trust or other special purpose 
vehicle:

 
1.1 to which International Accounting Standards apply
1.2 that are transnational corporations
1.3 that have consolidated turnover with third parties ex-

ceeding US$15 million for the period to which the fi-
nancial statements relate or per annum, whichever is 
the greater time period.

2 If the reporting entity is an ultimate parent company it shall 
disclose in its financial statements:

2.1 the name of the state in which it is located
2.2 the names of the states in which each of its related par-

ties is located
 

in respect of each related party it shall disclose:

2.3 its name
2.4 its principal trading activity
2.5 the means by which it is related, and the proportion of 

the entity controlled

and additionally it shall in respect of itself and each related 
party disclose:
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2.6 its turnover as reported in its own financial state-
ments

2.7 its turnover with third parties
2.8 its turnover with related parties
2.9 its purchases from related parties
2.10 its labour costs
2.11 the value of natural resources included in turnover at 

sale price
2.12 its profit before tax
2.13 its corporate taxes due for the period

A reconciliation of the following shall be included in the finan-
cial statements if reported information is not consistent:

2.14 total third party turnover as reported for the purposes 
of this proposed standard and consolidated turnover 
as reported in the profit and loss account or any alter-
native trading statement

2.15 total turnover with related parties and total  purchases 
from related parties 

2.16 total corporate taxes due as reported for the purposes 
of this proposed standard and those reported as pay-
able by the consolidated reporting entity as a whole in 
respect of the period

3 If the reporting entity is an intermediate holding company it 
shall disclose in its financial statements:

3.1 the name of the state in which it is located
3.2 the names of the states in which each of its related par-

ties is located and for the purposes of this disclosure 
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related parties only include:

3.2.1 its ultimate parent company
3.2.2 any intermediate parent companies between its 

ultimate parent company and itself
3.2.3 its subsidiaries, whether held directly or through 

further intermediate parent companies
3.2.4 its own immediately related parties, and those 

immediately related to its subsidiaries
3.2.5 any party related to any of the above with 

which it has traded in the period

and shall therefore exclude:

3.2.6 those related parties of the ultimate parent 
company with which the reporting entity is 
not directly related or with which it has not 
traded

 
3.3 In respect of each related party the intermediate parent 

shall disclose:

3.3.1 its name
3.3.2 its principal trading activity
3.3.3 the means by which it is related, and either:
3.3.3.1 the proportion of the entity controlled or 
3.3.3.2 the proportion of the reporting entity control-

led by the related party

3.4 Additionally it shall in respect of itself and each related 
party disclose:
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3.4.1 its turnover as reported in the profit and loss 
account or any alternative trading statement

3.4.2 its turnover with third parties as defined for the 
purposes of this proposed standard

3.4.3 its turnover with related parties as defined for 
the purposes of the intermediate parent com-
pany

3.4.4 its purchases from related parties as defined for 
the purposes of the intermediate parent com-
pany

3.4.5 its labour costs
3.4.6 the value of natural resources included in turn-

over at sale price
3.4.7 its profit before tax
3.4.8 its corporate taxes due for the period

4 If the reporting entity is an intermediate holding company it 
shall disclose in its financial statements those matters required 
to be disclosed by an intermediate parent company except that 
no disclosure with regard to subsidiaries shall be required 

5 The activities of related parties may not be aggregated but 
each must be reported individually and without consideration 
of materiality

6 The information required to be disclosed by this proposed 
standard shall either be included in the published financial 
statements of the reporting entity or shall be published on 
a web site managed and controlled by the reporting entity. 
Whichever option is adopted the information disclosed shall 
be considered part of the financial statements.  If the informa-
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tion is disclosed on a web site the address of that web site shall 
be included in the printed financial statements of the reporting 
entity. 

Explanatory notes

 The benefits arising from this proposed standard are:

1 Substantially improved statements of corporate social respon-
sibility. For an entity to properly report fulfilment of its obliga-
tions with regard to corporate social responsibility the user of 
its financial statements has to know:

 
1.1 who it is
1.2 where it is
1.3 what it does
1.4 where it trades with others
1.5 where it trades internally
1.6 where it employs people
1.7 where it uses natural resources
1.8 where it makes money
1.9 where it pays tax
1.10 the necessary quantification of this data

The corollary is that it is also important on occasion to know where 
these actions do not take place.

By adopting this standard transnational corporations can make clear:

1.11 what the limits of the TNC are
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1.12 in which societies they operate
1.13 how they transact with those societies, and 
1.14 what they pay to support those societies in which they 

operate.

By adopting this proposed standard much corporate social reporting 
will be integrated into financial reporting and the resulting financial 
statements should meet the needs of a wide range of stakeholders who 
might wish to appraise the reporting entity from this perspective.

2 Adoption of this proposed standard would enable the invest-
ment community to appraise a wider range of risks to which 
they expose both their own organisations and the clients they 
represent when they make investment decisions. In particular 
they will be able to assess the following risks in ways that 
would not be possible without adoption of this proposed 
standard:

2.1 geo-political risk; by reason of reporting in detail 
where and to what extent the corporation trades. This 
is increasingly important in a volatile international en-
vironment

 2.2 where value is added, and is not, within a reporting en-
tity; so assisting assessment of vulnerability within the 
internal supply chain in vertically integrated organisa-
tions

2.3 taxation risk; by reason of being able to determine the 
degree of inherent risk within the reported liability to 
taxation. This is important, as share valuation is criti-
cally dependent upon price/earnings ratios, on which 
the amount of tax payable has a material impact. If the 
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tax payable is materially affected by tax planning e.g. 
by the use of tax havens, then risk within the report-
ed liability for tax payable will be higher than for a 
company trading only in substantial economies. Share-
holders need to be aware of this risk in appraising the 
worth of the entities in which they might invest

2.4 ethical investors wish to know in which economies a 
transnational corporation trades when making their 
investment decisions; the proposed standard will en-
hance their ability to appropriately assess the risk they 
wish to assume with regard to these matters

3 Governments will be able to assess the contribution transna-
tional corporations are making to their state and appraise 
whether trading and taxation justice is being done on behalf 
of the citizens to whom they are responsible

4 Companies themselves will be able to demonstrate the ethical 
stance they are taking on trading and taxation matters 

Consideration of likely objections to the proposed International 
Accounting Standard

1 Cost All the data required to be disclosed by this International 
Accounting Standard except that for natural resources used has 
already to be prepared by a transnational corporation seeking 
to comply with the requirements of International Accounting 
Standards in the usual course of preparing its consolidated 
accounts. The number of entities that will have to report on 
natural resource usage are limited and where this is necessary 
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the preparation of such data will usually be straightforward.  
As such the additional costs that this standard would impose 
upon a reporting entity are marginal and would relate to:

1.1 preparing the information in tabular format for disclo-
sure

1.2 the marginal additional cost of having the specific dis-
closure audited 

It is considered that these are small costs to bear for the value of the 
disclosure made to stakeholder, investment and state communities for 
whom it is of concern.

2 Competitive disadvantage The usual defence to the disclosure 
of information that this proposed standard requires to be re-
ported has been that unilateral adoption of such standards 
would impose a significant competitive disadvantage on the 
reporting entities located in a state that imposed such a re-
quirement. By suggesting that the standard be implemented 
on an international basis such argument is invalid and can 
therefore be discounted.

 
3 Taxation disadvantage It may be argued that to disclose the 

information required by this proposed standard will put TNCs 
at a taxation disadvantage with regard to the agreement of 
their taxation liabilities with the taxation authorities of the 
different states in which they operate. This argument is ac-
cepted. That is an explicit purpose of this standard. In saying 
so it is however argued that:

3.1 at present TNCs have too great an advantage in this 
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respect and that in particular it is very difficult for any 
taxation authority to identify:

 
3.1.1  the nature and extent of the corporation with 

which they are dealing
3.1.2 the nature and extent of its inter group transac-

tions
3.1.3 the locations in which it declares both profits 

and losses and the degree to which they are cor-
related to value added at the same locations

3.1.4 the related parties with whom the TNC might 
transact to influence its reported performance 
or tax liabilities. 

In requiring disclosure the proposed standard:

 redresses the balance between the parties, and will save sub-
stantial cost for taxation authorities in achieving acceptable 
taxation agreements with the TNCs located within their state 
boundaries

 provides transparency of data to all authorities, which is not 
currently the case due to the increasing prevalence of disclo-
sure by way of unilateral rather than bilateral agreement

 will save substantial efforts otherwise required to procure sim-
ilar disclosure between nation states

3.2 the proposed standard  creates a level playing field be-
tween TNCs and those reporting entities that are only 
nationally based. The latter form the vast majority by 
number of all reporting entities worldwide and are 
largely small and medium sized entities (SMEs). This 
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is because whilst many nation states have required dis-
closure of related party transactions in financial state-
ments for some time (e.g. under UK Financial Report-
ing Standard 8) such standards specifically exclude the 
requirement to report most group relationships. This 
has provided the TNC with an opportunity to under-
take transactions to its taxation and commercial ad-
vantage that have been denied to SMEs through reason 
of their obligation to report all transactions of such 
sort. This unfair competitive advantage needs to be 
eliminated. 

3.3 related party reporting at a national level as referred to 
in the preceding paragraph was primarily implemented 
at the behest of taxation authorities and there is no 
reason why the same logic for disclosure should not be 
applied to TNCs

Technical notes

This proposed standard breaks new ground in financial reporting in a 
number of areas:

1 Turnover The definition of turnover used for related party re-
porting purposes in this standard is new and inconsistent with 
the definition used both in this standard for third party report-
ing purposes and in general because:

1.1 many transactions between related parties are with re-
gard to financial services, rents, royalties, licence fees 
and similar such matters which can be disclosed by a 
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reporting entity as being interest paid, other income, 
investment income or the like and therefore be exclud-
ed from turnover. For this reason a conglomeration of 
income of all sorts into one declared figure for turno-
ver is required 

1.2 such simplification makes local variations through 
translation less likely

1.3 such simplification makes the definition of purchases 
from related parties much easier to define, and means 
that for an ultimate parent company the two should 
always be in balance (as is required in any event by 
consolidation process used to produce TNC financial 
statements)

2 Related Parties The definition of related parties used in this 
proposed standard might appear long and cumbersome. This 
is, however, appropriate given the complexity of the structure 
of many TNCs. The definition is in fact largely familiar to 
many accountant in the UK at least, being based upon that for 
a related party contained in UK Financial Reporting Standard 
8 with specific alteration being made to include group com-
panies, special purpose vehicles and other corporate and non 
corporate entities to allow for the diversity of structures avail-
able and their continuing development, particularly in tax ha-
vens. 

3 Inter group transactions The development of consolidated fi-
nancial statements was a necessary step to ensure that a true 
and fair view could be provided of the activities of a group of 
related reporting entities. Nothing in this proposed standard 
undermines the principal of consolidation, which is vital, must 
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be continued, and must be appropriately extended to all re-
lated parties. 

This proposed standard does however recognise that despite the un-
doubted advantages of consolidated accounts, their development has 
enabled TNCs to suppress the reporting of the true nature and extent 
of their entities and the nature of the transactions between the related 
members of the TNC. At the time that the publication of consolidated 
financial statements became normal practice the speed of development 
of the TNC was not envisaged, nor was the associated development of 
globalisation. It is now, therefore, necessary to ensure that the TNC 
provides information as to its internal transactions as well as those 
with third parties as for many stakeholders those internal transactions 
are of at least as much importance as those which eventually transpire 
with third parties. As such the disclosure of the volume of transactions 
between each and every related party that comprises the TNC is now 
considered a necessity if a true and fair view of its transactions is to be 
provided by its financial statements.

4 Added value Added value reporting has not been a part of dis-
closure in financial statements to date. It is however of great 
significance to the risk appraisal that this proposed standard 
seeks to encourage, and in particular with regard to:

4.1 the correlation between value added and reported 
profit

4.2 the correlation between value added and tax paid

It is accepted that the proposed measure of value added is relatively 
crude, but it has the advantage of being:
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4.3 easily calculated
4.4 reasonably objective

5 Internet reporting It is only a matter of time before the bulk 
of financial information is made available almost exclusively 
on the Internet. That this standard proposes that much of the 
information to be disclosed need only be supplied in this form 
is therefore recognition of an inevitable trend in reporting. The 
proposal also overcomes the objection that the cost of printing 
the data required to be disclosed would in the case of some 
large and complex groups be excessive or an unnecessarily 
complex exercise. 

6 Location and State The definitions of location and state used in 
this proposed standard are necessary developments to ensure 
that disclosure of activities within a territory is not disguised 
behind a legal shield of incorporation in another territory. 

Support notes for those concerned with Corporate Social 
Responsibility 

Whilst this proposed standard is likely to have considerable appeal to 
those in the investor community there can be no doubt that its strong-
est support will probably come from those organisations proposing 
enhanced corporate social responsibility (CSR) reporting.

This proposed standard:

1 takes CSR into the mainstream of financial reporting
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2 makes clear that there is substantial overlap between the con-
cerns of the CSR community and the investor community

3 provides vital data to assist those seeking to determine the na-
ture and extent of TNCs 

4 makes transparent to what degree those corporations under-
take transactions for their own benefit and for the benefit of 
others.  

This last point requires elaboration and explanation. The proposed 
standard will enable those who wish to appraise the actions of a TNC 
to categorise the internal transactions of a TNC as follows:

5 those primarily undertaken for financial purposes. These will 
be ones in which:

5.1 the ratio of related party turnover to total turnover 
will be high

5.2 the ratio of value added to both related party purchas-
es and related party turnover will be low

5.3 the ratio of profit to value added will probably be 
high

These transactions are typically ones where:

5.4 the trade is in financial services, which are capable of 
artificial construction and require low labour input in 
relation to their value

5.5 the trade is one where goods are purchased into a ter-
ritory and are resold from it in largely unaltered state 
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for the reason of either obscuring the original source 
of supply or to obtain taxation advantage on the mark 
up within the location in which the transaction takes 
place

In these cases there is likely to be doubt as to the necessity for the 
transactions to be undertaken in the chosen form and those with a 
concern with regard to:

 the sourcing of products
 taxation avoidance
 the fair allocation of reward to labour
 the financial stability of tax haven states

will all wish to use the data derived from this type of analysis.

6 those primarily undertaken for taxation advantage. These will 
be ones in which:

6.1 the ratio of tax to profit will be low, or non existent, 
and

6.2 there will be evidence that the transaction was prima-
rily undertaken for financial purposes. 

The second point must be stressed. There are occasions when a low 
tax charge might be properly due in relation to profit earned but real 
economic activity has occurred. Reporting entities would be encour-
aged to explain when such circumstances had occurred. 

7 those where “value shifting” through “transfer pricing” is like-
ly to be taking place to the detriment of the location in which 
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value is really being added. “Value shifting” through “transfer 
pricing” is a process whereby a TNC chooses to charge a low 
price on sale of goods from a territory which has high taxation 
rates (usually with regard to profit) and then resells the goods 
made in that territory through one or more further locations 
during which process the price is increased on each occasion 
and profit is recorded, usually in locations where tax rates are 
low in relation to profit. This practice frequently undermines 
the taxation yield of states that have large populations or the 
responsibility for maintaining the environment under the pres-
sure for natural resources located within their territorial lim-
its. The practice is therefore of great interest to those with a 
concern for CSR.  It will be revealed by there being:

7.1 low profits in proportion to value added probably in 
association with high taxes in proportion to profits in 
some territories, 

whilst in others there will be

7.2 high profits in proportion to value added in associa-
tion with low taxes in proportion to profit

In addition to these transaction based issues those with an interest in 
CSR will also have an interest in knowing:

8 where the TNC is located

9 who its related parties are

10 what the TNC does in each location
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11 the relative rewards it makes to its labour between the states  
in which it is located

12 the natural resources it uses, and from where they are 
sourced.
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