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Abstract 
In view of the adopted SDGs in 2015 and their focus on domestic resource mobilisation, this 

diploma thesis attempts to fulfil two main objectives. First, it aims to describe and analyse the 

current tax system often labelled not only by developing states as unfit for the 21st century’s 

globalized economy. Second, it tries to provide deeper understanding of reasons that lead 

certain countries not to support the creation of a UN Tax Body, the only platform where all 

countries could participate in the negotiating of tax harmonization on an equal footing. Three 

hypotheses based on a neorealist, liberal and functional regime theory are put forward. Using 

data obtained from interviews conducted with delegates at the UN, it can be concluded that the 

organisational infrastructure is the power reflection. While the OECD BEPS mechanism is 

recognised by many as efficient and sufficient, this is possible due to the enabling power 

relations that exclude more than hundred developing countries from the negotiation of 

international tax rules. It can thus be concluded that the current OECD mechanism does not 

address existing policy loopholes that cause losses to developing countries. To match the SDGs’ 

rhetoric with reality, policy-makers should create a more inclusive and universally agreed on 

standard-setting mechanism in tax matters. 
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Abstrakt 
Tato diplomová práce si klade v souvislosti s přijetím Agendy 2030 (Cílů udržitelného rozvoje), 

a tím vyzdvižení role mobilizace domácích zdrojů v kontextu rozvoje, dva cíle. Prvním cílem 
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je popis a rozbor současného daňového systému, který je často nejen z pohledu rozvojových 

zemí označovaný za nedostatečně přizpůsobený globální ekonomice 21. století. Druhým cílem 

je zodpovězení výzkumné otázky, jejímž předmětem je snaha o zjištění důvodů zemí k 

hlasování proti vzniku mezivládního daňového orgánu pod záštitou OSN. Tedy potenciálně 

jediného tělesa umožňujícího reformu současného systému a především zajišťující plnoprávnou 

účast všech zemí, jež jsou členy OSN, při vyjednávání globálních daňových pravidel. Práce 

vychází z předpokladů teorie funkčního režimu a teorií zaměřujících se na neorealistické a 

liberální chápání problematiky. Na základě dat získaných z rozhovorů s delegáty reprezentující 

klíčové země v OSN pak lze usoudit, že byť je mechanismus OECD považován za efektivnější, 

tento stav je možný jen na základě takové distribuce moci, která z rozhodovacích procesů o 

podobě globálního daňového systému vylučuje více než sto rozvojových zemí. Z analýzy také 

vyplynulo, že současný mechanismus OECD se nezaměřuje na legislativní skuliny umožňující 

nezákonné finanční toky z rozvojových zemí, a tudíž znemožňuje plnění vytyčených 

rozvojových cílů. Příkladem řešení je zmíněné vytvoření inkluzivního daňového orgánu, v 

kterém se na tvorbě daňových pravidel podílí všechny státy účastnící se globální ekonomiky 

 

Klíčová slova 
BEPS, Cíle udržitelného rozvoje, Daně, Eroze daňové základny a přesouvání zisků, 

Mezinárodní organizace, Nezákonné finanční toky, Organizace pro hospodářskou spolupráci a 
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Introduction	 (societal	 and	 academic	 relevance	 of	 the	 topic,	 delimitation	 of	 the	
topic)	

The thesis focuses on the United Nations’	 negotiations that took place during the last 
Conference on Financing for Development (FfD) in July 2015 and it will specifically 
concentrate on the question of creating an intergovernmental body on international cooperation 
in tax matters. Although in the spirit of reaching Sustainable Development Goals all member 
states agreed on the need of mobilising developing countries’	domestic financial resources via 
improving global tax cooperation, and thus minimising harmful tax evasion and tax avoidance 
practises, some countries (such as the USA, EU, Japan) were against the upgrade of UN 
Committee of Experts to an inclusive and competent intergovernmental UN Tax Body - an 
authority that  would have provided a political framework in which all countries could have 
participated in tax negotiations on an equal footing, and where representatives would have the 
political mandate to speak on behalf of their governments. It would have also had the mandate 
to look at issues like tax and investment treaties, tax incentives, taxation of extractive industries, 
transparency of companies, public country by country reporting, automatic exchange of 
information for tax purposes, and others. 

United Nations being the only global organisation lawfully representing developed and 
developing countries, I will thus focus on the reasoning behind the decisions of countries that 
were against the (generally and theoretically endorsed) global tax reform.  

Time-wise, presented final official stances of states towards the UN Tax Body during the Third 
Conference on Financing for Development (13th till 16th of July 2015) will mainly be analysed. 
Further exploratory data supporting and clarifying country positions will be acquired in 
September, October and November 2015. For comprehension reasons, outcomes from previous 
two conferences in Monterrey in 2002 and in Doha in 2008 will also be included. Concerning 
geographical definition, a global issue will be addressed. 

While multilateral negotiations concerning the environment, climate change or trade are quite 
popular and analysed from top to bottom, the emerging tax issue is still in shadows. However, 
considering the fact that more than 1000 billion dollars per year (twice the amount of annual 
official development assistance) flow from developing countries via tax avoidance, tax evasion 
and overall poor tax collecting practises, it is only a question of time when instead of foreign 
aid, the mobilisation of domestic financial resources will lead the way towards achieving 
desired development goals. From a more local point of view, the ability to properly collect taxes 
is generally known to enhance government accountability to its citizens and to speed up state-
building processes and democratisation. To sum up, international negotiations on tax matters is 
an emerging unexplored phenomenon with potential, however, so far only recognised mainly 
by the civil society, involved politicians, yet hardly at all by the world of academia.  

	

International negotiations have always been a significant part of decision-making in the field 
of international relations, especially when under the auspices of the United Nations. Although 
tax agenda has so far mainly been an economic topic, in the past years it has become 
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acknowledged to be a crucial element in achieving world wide development while narrowing 
disparities between developed and developing countries. The fact that the creation of a global 
tax reform become the main subject at the high-level UN Financing for Development 
Conference in July 2015 further supports this claim.  

Research aims, Research question, Propositions 

Taking into consideration the commitment of United Nations member states to create and 
sustain a global partnership for development and at the same time understanding the need of 
global solutions to global problems, the research question is as follows:  

Why were some UN member states against the creation of the intergovernmental UN 
Tax Body?  

Besides mapping national stances on the issue of UN Tax Body, the main aim is to better 
understand the reasons behind national decisions and preferences and to explain them. In order 
to answer the research question, three propositions are made: 

P1: Member states opposed the creation of UN Tax Body due to sovereignty concerns. 

P2: Member states opposed the creation of UN Tax Body due to economic interests. 

P3: Member states opposed the creation of UN Tax Body due to their preference for another 
institution to deal with the matter. 

Literature Review 

Based on research, the number of works written on the issue of UN negotiations on tax matters 
is severely limited. 

Concerning the issue of the importance of tax systems and their reform in regard to developing 
countries, a high proportion of the professional literature emanates (in the neoliberal spirit) from 
the International Monetary Fund, less then from the World Bank, the Organisation for 
Economic Cooperation and Development and the World Trade Organisation. Tax issues are 

also often discussed from the perspective of economists1 and lawyers2, mostly within state 
borders, yet generally describing current international tax regimes as a "legitimacy trap"3 or 
unjust4. This conclusion is especially frequent in works analysing the current OECD model of 

																																																								
1 DE COGAN, Dominic a Bashe ALI. Tax Justice and the Political Economy of Global Capitalism, 1945 to the 
Present. Journal of Contemporary European Studies [online]. 2014, 22(3): 362-363 [cit. 2015-08-26]. DOI: 
10.1080/14782804.2014.942127. ISSN 1478-2804. Available at: 
http://www.tandfonline.com/doi/abs/10.1080/14782804.2014.942127 
2VANDENBURGH, John. Closing International Loopholes: Changing the Corporate Tax Base to Effectively 
Combat Tax Avoidance,. 47 Val. U. L. Rev. [online]. 2012, (313) [cit. 2015-08-26]. Available at: 
http://scholar.valpo.edu/vulr/vol47/iss1/8 
3 STEVEN A. Dean, Neither Rules Nor Standards, 87 Notre Dame L. Rev. 537 (2013). Available at: 
http://scholarship.law.nd.edu/ndlr/vol87/iss2/2  
4 ROSENZWEIG, Adam. Thinking Outside the (Tax) Treaty. Wisconsin Law Review [online]. 2012, (717) [cit. 
2015-08-26]. Available at: http://wisconsinlawreview.org/wp-content/files/1-Rosenzweig.pdf 
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taxation, in which the OECD resembles a "Global Schoolyard Bully".5 Forming an alternative 
to the OECD model, such as a G20 tax regime was concluded to be ineffective, for instance by 
Allison Christians in her study Taxation in a Time of Crises: Policy Leadership from the OECD 
to the G20. 

However, the few international relations authors who deal with the subject generally come to 
the conclusion that the current global tax system reflects too much the enthusiasm of the more 
powerful actors in the international system, that it is least appropriate to countries most in need 
of state-building, and that the developed countries are to a large extent organised out of the tax 
reform debate. These authors are all those who follow and who have focused on taxes within 
other (non-negotiating) frameworks. The importance of tax reform in the state-building context 
and the engagement of epistemic communities have been profoundly analysed especially by 
Brautigham, Fjeldstad and Moore6, who emphasised that politicians coming from poor 
countries have been marginalised in the reform system, thus decreasing the role of taxes in 
state-building. While Michelle D’	Arcy warns about path dependency as evidence of positive 
results from taxation and state-building coming mainly from the European historical experience 
and not current developing countries7, William Prichard8 provides empirical evidence for the 
important role of taxation as a catalyst for development. Moving on to a global level, an 
extensive analysis done by Leonce Ndikumana, James K. Boyce and Ameth Saloum Ndiaye9 
focuses on widespread capital flight from Africa, accusing the global financial system making 
it easy to move money across borders and concealing it. They also emphasised that 
"accumulated capital flight also exceeds total aid received by the continent over the past four 
decades, casting doubts on the conventional view that African countries are necessarily aid 
dependent." Another work done by Alex Cobham10 focuses on tax evasion, tax avoidance and 
development finance, and it underscores domestic revenue mobilisation as key to sustainable 
development, while for instance considering the increase of financial aid as well as corporate 
practises harmful. In the context of current tax regime and the lacking corporate social 
responsibility in developing countries11, illicit financial flows is considered to be a huge 
																																																								
5TOWNSEND, Alexander. The Global Schoolyard Bully: The Organisation for Economic Co-operation and 
Development’s Coercive Efforts to Control Tax Competition. Fordham International Law Journal [online]. 2001, 
(25 (1) [cit. 2015-08-26]. Available at: 
http://ir.lawnet.fordham.edu/cgi/viewcontent.cgi?article=1815&context=ilj 
6 BRAUTIGHAM, Deborah, Odd-Helve FJELDSTAT a Mick MOORE. Taxation and state-building in developing 
countries: capacity and consent. Cambridge: Cambridge University Press, 2008. ISBN 978-0-521-88815-8. 
7 D'ARCY, Michelle. Taxation, Democracy and State-Building. Working Paper Series [online]. 2012, (4) [cit. 
2015-08-26]. Available at: http://www.qog.pol.gu.se/digitalAssets/1369/1369867_2012_4_darcy.pdf 
8 PRICHARD, Wilson. Taxation and State Building: Towards a Governance Focused Tax Reform Agenda. IDS 
Working Papers [online]. 2010 [cit. 2015-08-26]. DOI: 10.1111/j.2040-0209.2010.00341_2.x. Available at: 
http://onlinelibrary.wiley.com/doi/10.1111/j.2040-0209.2010.00341_2.x/abstract 
9 NDIKUMANA, Leonce, James K. BOYCE a Ameth Saloum NDIAYE. Capital Flight: Measurement and 
Drivers. Working Paper Series [online]. 2014, (363) [cit. 2015-08-26]. Available at: 
http://www.peri.umass.edu/fileadmin/pdf/working_papers/working_papers_351-400/WP363.pdf  
10 COBHAM, Alex. Tax evasion, tax avoidance and development finance. QEH Working Paper Series – 
QEHWPS129 [online]. 2005 [cit. 2015-08-26]. Available at: 
http://www3.qeh.ox.ac.uk/pdf/qehwp/qehwps129.pdf  
11 DOBERS, Peter a Minna HALME. Corporate Social Responsibility and Developing Countries. Corporate 
Social Responsibility and Environmental Management [online]. 2009, (16) [cit. 2015-08-26]. Available at: 
http://onlinelibrary.wiley.com/store/10.1002/csr.212/asset/212_ftp.pdf?v=1&t=idsu6is0&s=2b9eeb9d35
3048fd9cc946e7d0899c8dd82ca7a9  
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constraint on poverty reduction12 and a symbol of the failure of global governance.13 Leonce 
Ndikumana's many works (often written in cooperation) on international tax competition, 
global conventions, and frameworks for tax cooperation and against tax evasion then also 
criticise current global governance and demands an international mechanism to improve it.14 

Concerning the role of global governance and the United Nations’	negotiations, David M. 
Malone and Lotta Hagman15 pointed to an existing bargaining asymmetry. Analysing a FfD 
Conference in Monterrey, they came to the conclusion that battle-lines did not form along the 
North-South divide. Monterrey Conference being in 2002, further works are needed to update 
these results. Relatively isolated stands Johann Kaufman with his unique focus on conference 
diplomacy.  

Focusing on negotiation analysis alone, Zartman16 traces all competing explanations for 
negotiations’	outcomes to their inherent structure. Franz Cede and Guy Olivier Faure’s book17 
Unfinished Business: Why International Negotiations Fail further builds on Zartman’s 
conclusions, and actors, structures, strategies, and processes are depicted as potential obstacles 
to reaching a consensus. In recent works such as Deadlocks in Multilateral Negotiations: Causes 
and Solutions18 as well as Gridlocks: Why Global Cooperation is Failing When We Need It the 
Most19, issues such as growing multipolarity, institutional inertia, problem complexity and 
fragmented institutions are analysed to be reasons for negotiation blockage. Relatively isolated 
in his works stands J. Kaufman with his focus on conference diplomacy.20 

To conclude, it is important to say that many works from the UN agencies and non-
governmental organisations have been written on the subject of illicit capital flight and the 
current global tax practices. Although they somehow mapped preliminary country positions 
concerning the creation of an intergovernmental UN tax body, no deeper analysis was done in 
this regard. 

																																																								
12 NKURANZIZA,. Illicit Financial Flows: A Constraint on Poverty Reduction in Africa. ACAS Bulletin [online]. 
2012, (87) [cit. 2015-08-26]. Available at: http://concernedafricascholars.org/wp-
content/uploads/2012/11/caploss03-nkuru-14th.pdf  
13 SOGGE, David. We want our money back”: illicit financial outflows and political fragility as failures of global 
governance. NOREF Article. 2011.  
14 AJAYI, Simeon Ibidayo a Léonce NDIKUMANA. Capital flight from Africa: causes, effects, and policy issues. 
First edition. Oxford: Oxford University Press, 2015, xviii, 436 pages. ISBN 01-987-1855-1. 
15 HAGMAN, Lotta a David M. MALOME. The North-South Divide in the United Nations: Fading at Last? 
Security Dialogue [online]. 2012, (33) [cit. 2015-08-26]. Available at: 
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1275916 
16 ZARTMAN, William. The Structure of Negotiation. In: KREMENYUK, Viktor Aleksandrovich. International 
Negotiation: Analysis, Approaches, Issues. San Francisco: Jossey-Bass, 2013, s. 71-84. DOI: 978-0-7879-5886-2. 
17 CEDE, Franz a Guy Olivier FAURE. Unfinished business: Why International Negotiations Fail. Athens: 
University of Georgia Press, c2012, xi, 451 p. Studies in security and international affairs. ISBN 0820343153.  
18 NARLIKAR, Amrita. Deadlocks in Multilateral Negotiations: Causes and Solutions. New York: Cambridge 
University Press, 2010, xiv, 320 p. ISBN 05-211-3067-0. 
19 HALE, Thomas, David HELD a Kevin YOUNG. Gridlock: Why Global Cooperation is Failing When We Need 
It Most. Cambridge, UK: Polity Press, 2013, xviii, 357 pages. ISBN 07-456-6239-0.  
20 KAUFMAN, Johan. Conference Diplomacy: An Introductory Analysis. Dordrecht: Martinus Nijhoff Publishers, 
1988. ISBN 90-247-3682-X and KAUFMANN, Johan. Effective negotiation: case studies in conference 
diplomacy. Norwell, MA, U.S.A.: Martinus Nijhoff Publishers, 1989, xxxiv, 316 p. ISBN 90-247-3717-6.  
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The general notion that the global tax system is inadequately harming developing countries has 
been recognised by a number of authors, however, perhaps due to the newness of the agenda 
on the UN negotiation table, empirical data and a negotiation-wise point of analysis has been 
missing. It is here where the thesis may fill some gaps and further the understanding of high-
level negotiations in the development mosaic. 

Conceptual and Theoretical Framework 

Realism is identified, from the beginning, as the thesis’	underlying theoretical context. The first 
proposal builds on the Kenneth Waltz’s (neo)realist view which focuses on the concept of 
sovereignty.21 The process of national sovereignty transformation is further theoretically 
approached from the point of view of emerging "new sovereigntists"22. Second, the neo-neo 
synthesis serves as s bridge to regime theory as understood by neorealists and theorists such as 
Stephen Krasner23 and Robert Keohane, acknowledging and giving increasing importance to 
economic interdependence and international institutions. Thirdly, rational choice 
institutionalism helps clarify state's strategic interactions and their collective action in 
international politics. Importing transaction costs and agency, Robert Keohane’s theory24 is 
"perhaps the most influential attempt at employing the notion of transaction costs in the study 
of international relations". 25 

Conceptualization	of	key	terms	and	variables26	

agreement    a formal contract, at least a mutually recognised exchange of 
    tacit commitments 

failed negotiation    a negotiation in which the integrative potential of the issues has 
    not been maximized 

ZOPA     zone of potential agreement 

																																																								
21 WALTZ, Kenneth N. Realist Thought and Neorealist Theory. Journal of International Affairs [online]. 1990, 
44(1): 21-37 [cit. 2015-09-17]. Available at: http://classes.maxwell.syr.edu/PSC783/Waltz44.pdf.  
22 LAKE, David. The New Sovereignty in International Relations. International Studies Review [online]. 2003, 
(5): 303-323 [cit. 2015-09-21]. Available at: http://www.jstor.org/stable/3186572?seq=1#page_scan_tab_contents 
or GOODHART, Michael and Stacy Bondanella TANINCHEV. The New Sovereigntist Challenge for Global 
Governance: Democracy without Sovereignty1. International Studies Quarterly [online]. 2011, 55(4): 1047-1068 
[cit. 2015-09-21]. DOI: 10.1111/j.1468-2478.2011.00691.x. ISSN 00208833. Available at: 
http://doi.wiley.com/10.1111/j.1468-2478.2011.00691.x  
23 KRASNER, Stephen D. Structural causes and regime consequences: regimes as intervening variables. 
International Organization [online]. 1982, 36(02): 185- [cit. 2015-09-22]. DOI: 10.1017/S0020818300018920. 
ISSN 0020-8183. Available at: http://www.journals.cambridge.org/abstract_S0020818300018920  
24 KEOHANE, Robert O.with a new preface by the author. After Hegemony Cooperation and Discord in the World 
Political Economy. 1st Princeton classic ed. Princeton: Princeton University Press, 2001. ISBN 978-140-0820-
269. 
25 JONSSON, Christer and Jonas TALLBERG. Institutional Theory in International Relations. Institutional Theory 
in Political Science [online]. 2005 [cit. 2015-09-22]. Available at: 
http://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.471.8432&rep=rep1&type=pdf  
26 Except of Gross Domestic Product operationalisation, conceptualization and operationalisation is according to 
the introduced structural approach in CEDE, Franz a Guy Olivier FAURE. Unfinished business: Why International 
Negotiations Fail. Athens: University of Georgia Press, c2012, xi, 451 p. Studies in security and international 
affairs. ISBN 0820343153.  
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negotiation structure    an analytical framework of party structure, issue structure, and 
    power structure that reflects the multiparty, multi-issue, and flu
    idly asymmetrical nature of international negotiations 

negotiating for side effects  negotiations undertaken specifically with the intent of being 
    "incomplete" in the sense that at least one of the parties, if not 
    all, has no intention of ever reaching an agreement 

 

Operationalization	of	key	terms	and	variables	

parties     193 United Nations member states 

issues     non-zero sum (common interests or common aversions exist) 
    and zero-sum issues (a gain by one party means the other party 
    must lose in roughly equal proportion) 

power     comparison of countries' Gross Domestic Product (GDP - the 
    sum of gross value added by all resident producers in the econo-
    my plus any product taxes and minus any subsidies not included 
    in the value of the products; dataset from the World Bank) 

 

Methodology 

A form of qualitative descriptive research, the case study enables to draw conclusions about 
parties in a specific context and emphasis is placed on exploration. This form of research aims 
at having a better understanding of the problem on which little previous research has been 
done.27 Specifically, the negotiation process of Financing for Development Conference will 
be analysed in depth. 

As “the structural approach to negotiation analysis is the simplest approach and at the same 
time the most comprehensive”28, this analytical framework - recommended by the Processes 
of International Negotiations (arguably the leading society dedicated to research in this area) 
will be used. Within this framework where the element of "structure" is used as category of 
analysis, focus will be on party structure, issue structure and power structure. Collected data 
will then be compared against three proposals anchored in three specific theoretical contexts. 

Concerning data collection for the empirical part, data from the Earth Negotiations Bulletin 
will be used as it is the world’s biggest reporting service for Environment and Development 
Negotiations. Official UN documents from the Financing for Development Office and the 
official UN website will also be used. A crucial part of data will be gained from conducted  
semistandardized interviews, from "face-to-face interactionary performance" (according to 
Babbie), guided by a dramaturgical model. In a semistandardized interview there will be an 
																																																								
27 Definition and Overview. Case Studies [online]. 2015 [cit. 2015-09-10]. Available at: 
http://writing.colostate.edu/guides/page.cfm?pageid=1285&guideid=60  
28 CEDE, Franz and Guy Olivier FAURE. Unfinished business: Why International Negotiations Fail. Athens: 
University of Georgia Press, c2012, xi, 451 p. Studies in security and international affairs. ISBN 0820343153  
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implementation of a number of predetermined questions and special topics. The questions will 
be asked in a systematic and consistent order, but the interviewees - delegates and negotiators 
- will have freedom to disgress. 

Due to the fact that development negotiations have not been found to be an overly analysed 
issue, primary official UN data will be mainly used as well as data reports from non-
governmental organisations such as Action Aid UK, Tax Justice Network, Eurodad, Afrodad 
and Oxfam. 

The strength of this data usage will perhaps be the research originality and the valuable data 
received from personal interviews with officials working on the international tax agenda and 
participating in development negotiations. Weaknesses are also present - from the possible (and 
probable) incomplete interview responses due to the need to maintain a professional diplomatic 
and strategic approach. Member state officials may also wish not to be interviewed. Also, the 
lack of development negotiation analysis does not provide a framework on which the thesis can 
build. 

Further research may concentrate on the question to what extent has a failed negotiation really 
failed and whether a failed negotiation can later turn out to have been a necessary development 
on the long road to successful agreement.29 
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Introduction  
	

Finding its way to the core of public debates only recently, the topic of tax havens had 

been previously mainly associated with distant islands in the Caribbean Sea. However, 

following the exposure of more than 400 000 structures and real owners of secret companies 

through Luxembourg Leaks in November 2014, Panama Papers in April 2016 and Bahama 

Leaks in September 2016, policy-makers and wider public had the chance to see how these 

havens contributed to tax avoidance, tax evasion, money-laundering, corruption and fraud on a 

global scale30. The linkage between tax havens and issues such as poverty-reduction, terrorism, 

wildlife trafficking still being rather intangible to many, the lawsuits against well-known 

companies (including Google, Facebook, Apple) for not paying enough taxes set the tax matter 

in a more real-life context. For instance, Apple, the company that has been recognised in this 

case not for its innovative technology, but for its innovative tax-planning, was unprecedentedly 

told to recover unpaid taxes in Ireland of up to €13 billion (European Commission, 2016). 

While Ireland is a country generally known for often providing state aid in the form of 

selective tax treatments and allowing an effective corporate rate to be only 1% (Ibid.), countries 

attracting businesses by meeting their strategical requirements to pay as little tax as possible 

are themselves often needy recipients of aid. For instance, Kenya loses $1.1 billion a year to 

tax exemptions and incentives – nearly double the amount of its governments’ spending on its 

health budget – while allowing for more than half of the Nairobi population to live in 

debilitating environments characteristic for the world’s biggest slums. Similarly, Nigeria, a 

country in which six million girls are deprived of schooling, spends $2.9 billion on tax 

incentives – twice more than on education (Ezeh, Oyebode et al., 2016; Oxfam, 2016b, p. 6). 

The relationship between the global tax system and development not being quite intuitive, this 

nexus has been receiving unprecedented attention as it has been acknowledged that the most 

stable and direct source of funding available to finance development in developing countries is 

domestic resource mobilization - taxation (Griffiths, 2013). In fact, as noted by the World Bank 

and the International Monetary Fund, a country’s ability to mobilise domestic resources and 

spend them effectively lies at the crux of financing of development (Development Committee, 

2015). 

																																																								
30 As discovered and publicised by The International Consortium of Investigative Journalists (see 
"Panama Papers," 2016). 
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 In light of the era of the Millennium Development Goals (MDGs) concluding in 2015, 

the topic of resource domestic mobilization has been reflected in the newly adapted and 

subsequent Sustainability Development Goals (SDGs). The SDGs having a universal character, 

as opposed to MDGs, all 193 countries recognized the complexity of the global economy and 

promised to use their resources effectively to cooperate in overcoming obstacles that hinder 

development. As developing countries highlighted the negative impact of uncurbed illicit 

financial flows31 (including mainly corporate tax avoidance, tax evasion and harmful tax 

incentives), that have over the last 50 years deprived the African continent32 alone of more 

finances than it received in overseas development aid of foreign direct investment combined 

(High Level Panel on Illicit Financial Flows from Africa, 2015), it was expected that the current 

tax system would be addressed at the relevant UN platform and the developing countries’ 

concerns would be translated into meaningful policies. However, the outcome of the Addis 

Ababa’s Third Financing for Development (FfD) Conference, underpinning the expected 

adoption of the SDGs and the paradigm shift that moved discussions from "billions to 

trillions"33, resulted in a disappointment for the representatives of G77 countries34 and civil 

society representatives as their demand for an inclusive intergovernmental UN Tax Committee 

was strongly rejected by the European Union, the USA, Canada, Japan, and others.  

 This thesis has two main objectives. First, in view of the adopted SDGs in 2015 and 

their focus on domestic resource mobilization in the context of sustainable development, it aims 

to describe and analyse the current tax system often labelled as unfit for the 21st century’s 

																																																								
31 Illicit financial flows are defined by the High Level Panel on Illicit Financial Flows from Africa (2015, 
p. 15) as "money illegally earned, transferred or used" and this definition of IFFs will also be used in 
this thesis. As emphasism is placed on the aspect of illegality across any stage of the outflow, tax 
avoidance, together with tax evasion and tax incentives are all components of IFFs. 
32 In this work, sub-Saharan Africa will mainly serve as a reference point. Although Asia remains the 
region of the developing world with the most significant volume of IFF, comprising 38.8% of the 
developing world total over the period of 2004-2013, as compared to 8.6% in sub-Saharan Africa, it is 
this part of the world that is the farthest from reaching the SDG. Also, IFFs are scaled the highest in 
sub-Saharan Africa as percentage of gross domestic product (GDP) - IFFs average 6.1% of the region’s 
GDP, while in Asia they make 3.8 % of region’s GDP (Kar & Spanjers, 2015).  
33 Moving from 8 Millennium Development Goals to 17 Sustainable Development Goals is also reflected 
in the increased need for finances. Previously required billions in official development assistance (ODA) 
is not considered sufficient anymore as the achievement of the SDG is expected to require trillions in 
investment of all kinds - public and private, national and global, in capital and capacity (Development 
Committee, 2015). 
34  Group of 77 is the largest intergovernmental organisation of developing countries at the UN. The G-
77 provides a means for developing countries to articulate and promote their collective economic 
interests and enhance their joint negotiating capacity on all major issues within the United Nations 
system. Currently there are 134 members ("About the Group of 77," 2016). 
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globalized economy. This includes background information on international taxation, financing 

for development, common corporate tax-evading and tax avoidance practices, and the measured 

impact of illicit financial flows on developing countries. Second, as the developing countries 

demanded at the Addis Ababa’s Financing for Development Conference (which preceded the 

adoption of the SDG) the creation of an intergovernmental UN Tax Body, a platform where all 

countries could participate in the debate on tax harmonization on an equal footing, the reasons 

to why this demand was not globally endorsed will be analysed. Three hypotheses based on a 

neorealist, liberal and functional regime theory will be put forward. Data obtained by interviews 

conducted with New York-based delegates representing countries against the creation of the 

UN Tax Body and other relevant actors are then used for hypotheses confirmation. Overall, 

being aware of the idealistic nature of the SDGs, this thesis attempts to add more understanding 

to the rationale behind state’s decisions and concrete policies and procedures crucial to the 

Goals’ implementation and potential success. 

 Focusing on only a seemingly small issue of the robust post-2015 Development Agenda 

negotiations, the debate around the upgrade of the current UN Committee of Experts on 

International Cooperation in Tax Matters (UN Tax Committee)35 to an inclusive and competent 

intergovernmental UN Tax Body became key as the subject had potential to lead the 2015 FfD 

negotiations into deadlock. Inclusion of global tax norms in the international discourse as well 

as a slight strengthening of the current UN Tax Committee, as agreed on in the conference 

																																																								
35 The Committee of Experts on International Cooperation in Tax Matters is a subsidiary body of the 
Economic and Social Council and is responsible for keeping under review and update the United Nations 
Model Double Taxation Convention between Developed and Developing Countries (UN Model) and 
the Manual for the Negotiation of Bilateral Tax Treaties between Developed and Developing Countries. 
The Committee provides a framework for dialogue with a view to enhancing and promoting 
international tax cooperation among national tax authorities. It also assesses how new issues affect this 
cooperation and makes recommendations on capacity-building and the provision of technical assistance 
to developing countries and countries with economies in transition. One of its other main tasks is to give 
special attention to the developing countries and those with economies in transition. It examines transfer 
pricing, treaty abuses, tax treatment of cross-border interest income and capital flight, taxation of 
electronic commerce, and other procedures. Its non-governmental status and limited resources, though, 
limit its efforts to close gaps in international tax cooperation. The Committee comprises of 25 members 
nominated by Governments and appointed by the Secretary-General for four years. It meets annually 
for five working days in Geneva and submits reports to ECOSOC. Members act in their expert capacity 
and they are selected to reflect an adequate equitable geographical distribution, representing also 
different tax systems. The Committee relies heavily on the work of subcommittees and working groups 
and cooperates with UN Development Programme, UN Conference on Trade and Development, UN 
regional commissions and regional tax administration forums (Committee of Experts on International 
Cooperation in Tax Matters, 2016). The International Monetary Fund and World Bank Group also 
provide assistance. 
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outcome document Addis Ababa Action Agenda (AAAA)36, was partially recognised as a 

success, many though found it "ironic" that developed countries resisted universal 

intergovernmental cooperation on tax matters when domestic resource mobilisation was heavily 

emphasised in the final text (Kantai, Sharma, Verkuijl & Wertz, 2015, p. 13).  

The proposed intergovernmental UN Tax Body received support from the 

representatives of G77 and China as it was regarded to be an adequate institutional change 

aiming to leave behind the outdated 20th century international tax system that is consensually 

recognized to be "poorly equipped to cope with the 21st century’s technologically impelled, 

integrated global economy” (Graetz, 2015, p. 551). In the current system, there is no unifying 

platform that provides a political framework in which all countries participate in tax 

negotiations on an equal footing and where representatives have the political mandate to speak 

on behalf of their governments. What more, in the absence of a coordinating mechanism as well 

as in the existence of a growing number of resourceful private actors in the international arena, 

who are able to act in and take advantage of a twilight zone of un-harmonized tax laws, the 

current economic realities are not confronted (Rittberger, 2001). As indicated above, in the 

context of hindered development, this form of undetected financial flows can be portrayed 

especially by the behaviour of multinational enterprises and their tax avoidance and tax evasion 

practices. To fill these gaps in public coordination and control, the universally representative 

UN Tax Body was thus expected to be created and to obtain a mandate to look into 

tax malpractices. Specifically, based on a consensual agreement it was supposed to examine tax 

and investment treaties, tax incentives, taxation of extractive industries, transparency of 

companies, public country by country reporting, automatic exchange of information for tax 

purposes, etc.  

The UN being the only organisation with a universal membership, the focus of this 

work, besides the description and analysis of the current tax system, will be on the reasoning 

behind countries’ decisions not to support the seemingly global solution to the global problem 

- the generally, as well as theoretically, endorsed global tax reform that institutionally embeds 

international cooperation in tax matters on equal footing. The research question thus is:  

 

																																																								
36 The Addis Ababa Action Agenda was endorsed by the General Assembly in its resolution 69/313 of 
27 July 2015. The Addis Ababa Conference alone took place on the 13th-16th of July 2015. Following 
important negotiations on financing development, the Sustainable Development Goals were then 
adopted by the UN Member states in New York in September the same year.  
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Why were some UN member states against the creation  

of the intergovernmental UN Tax Body? 

To answer this question, three hypotheses are presented out of which at least one may 

theoretically as well as empirically provide an answer. Looking at member states’ preferences 

towards the issue, the following three hypotheses propose themselves as stepping stones in 

reaching a conclusion: 

Hypothesis 1: Member states opposed the creation of UN Tax Body due to their power37-

related concerns. 

Hypothesis 2: Member states opposed the creation of UN Tax Body due to concerns of 

their domestic economic actors. 

Hypothesis 3: Member states opposed the creation of UN Tax Body due to their preference 

for another institution to deal with the matter.  

The number of works focused on UN negotiations on tax matters is quite limited, yet 

the linkage between domestic resource mobilisation, state-building and development has been 

recognised by academics and policymakers for over a substantial period of time (Brautigam, 

Fjeldstad & Moore, 2008; Prichard, 2010; D'Arcy, 2012). However, the question of 

international taxation policies used to be predominantly analysed by economists (Allingham & 

Sandmo, 1972; Emran & Stiglitz, 2005). Recently, this agenda has also received increased 

interest from several International Relations researches as the IFFs’ severe and far-reaching 

negative effects on poor countries’ development have been identified. The most influential 

analysts who brought the problematic scale of the issue also to the attention of high level 

policymakers include Melvin Ayogu, Raymond Baker38, Léonce Ndikumana and Thabo Mbeki, 

the Chairperson of the High Level Panel on Illicit Financial Flows from Africa established in 

2012. The aim of the Panel is to understand the complexity of the problem and to help create 

such an environment where IFFs that undermine poverty-reduction attempts would not be 

tolerated (Ayogu & Gbadebo-Smith, 2015).39 Many authors, such as Sogge (2011) and 

Ndikumana, Boyce and Ndiaye (2015), who have provided detailed econometric analyses of 

																																																								
37 The concept of power is defined in the form of an actor controlling another to do what that other 
would not otherwise do (Barnett & Duvall, 2005). 
38 Raymond Baker is the founder of Global Financial Integrity, an organisation researching the scale, 
impact and attributes of illicit financial flows especially from developing and emerging countries.  
	
39 “High Level Panel on Illicit Financial Flows from Africa” and “Panel” will be used interchangeably. 
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the drivers of capital flight, characterise governments’ corporate-friendly behaviour as the 

failure of governance. The later authors also emphasised that due to the discrepancies of the 

global financial system, "accumulated capital flight also exceeds total aid received by the 

[African] continent over the past four decades, casting doubts on the conventional view that 

African countries are necessarily aid dependent" (p. 47). Moving to a global level, many 

researchers analysed the current tax regime, which is based on the Organisation for Economic 

Co-operation and Development (OECD) model of taxation. Although the topic of IFFs remains 

understudied, as Jánský (2015) notes pointing to the topic’s illicit nature, the generally low 

availability of data, and the relatively limited attention paid to the issue by researchers in 

general, studies focusing on the context of OECD policies in the relevant area are on the rise. 

Looking at various aspects of this regime’s purpose to allocate global tax revenues among 

sovereign states, a wide consensus, however, exists that the international tax regime built on 

OECD’s tax treaty model is impotent to face today’s challenges when responding to 

transnational enterprises’ tax practices (Dobers & Halme, 2009; de Cogan & Ali, 2014; 

VanDenburgh, 2012). As the regime reflects too much the enthusiasm of the powerful actors 

(Fjeldstad & Moore, 2008) and to a large extent organises the developing countries that are 

most in need of state-building out of the tax cooperation and reform debate, it has been called 

a "legitimacy trap" (Dean, 2013, p. 541), a “disproportionally” benefitting solution to a 

collective action problem (Rosenzweig, 2012, p. 728), and, due to mainly sovereignty and 

economic concerns of small island states in the 1990's, the OECD alone was characterised as a 

"Global Schoolyard Bully” (Townsend, 2001, p. 234). However, the creation of an alternative 

regime, such as a G20 tax regime, was found too problematic (Christians, 2010).  

In the context of (mostly) replacing official development aid (ODA) with "the most 

promising long-term source of funds” (Cobham, 2005, p. 2) - taxes - the agenda of tax 

avoidance, tax evasion and tax cooperation has naturally also been discussed in many relevant 

international organisations’ studies. Linking domestic resource mobilisation with poverty, 

inequality, human rights, corruption or climate change mitigation, the International Monetary 

Fund40, the World Bank Group41 and the United Nations42 have recently (co-)produced an 

increasing amount of studies around these subjects. Identifying tax systems as a core part of the 

																																																								
40 See for instance IMF’s website Fiscal Monitor (2013), press release (“IMF,” 2015b) or report by 
Claessens, Keen & Pazarbasioglu (2010).  
41 Resulting from the adopted MDGs and SDGs, the diversity of the issues in question is reflected by 
the wide scope of topics addressed in IMF’s and World Bank Group’s studies ("IFFs,” 2016) 
42 See United Nations (2014), Financing for Development (2016) or a joint report to the G20 by the 
IMF, OECD, UN and World Bank (2015). 
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SDGs, together with the OECD they also agreed to cooperate on tax issues on a new platform 

called Platform for Collaboration on Tax (World Bank, 2016). The European Union (EU) has 

acknowledged the need to tackle common challenges such as tax evasion in a coordinated 

holistic approach, too. A substantial amount of studies has also been written under the auspices 

of the OECD as the organisation’s Base Erosion and Profit Shifting (BEPS) project aims to lay 

foundations of a modern international tax framework.43 Its focus on multinational enterprises 

(MNEs)44, global cooperation, gaps and mismatches in tax rules, including issues such as 

aggressive tax planning, exchange of information between countries or transfer pricing, 

translates dialogues into concrete policy suggestions. Reflecting on its critics, international 

taxation is highly prioritised in the OECD making it a widely discussed and dynamically 

evolving subject. 

One of the loudest voices calling for a more intensified international cooperation of 

states on tax matters comes from the civil society sector. It especially underscores the existence 

of harmful tax treaties and aggressive tax planning that enable tax dodging and the narrowing 

of developing countries’ tax bases that subsequently lead to under-financed public services and 

wider inequality gaps. Action Aid, Christian Aid, the European Network on Debt and 

Development (EURODAD), and Oxfam International are among the most engaged 

organisations. High-level research, analysis and advocacy on international tax in the context of 

development is also conducted by Global Financial Integrity, Tax Justice Network, The Global 

Alliance for Tax Justice, Financial Transparency Coalition, Bretton-Woods Project and the 

Association for Accountancy & Business Affairs45.  

From the academics’ point of view, international multilateral negotiations continue to 

be a complex phenomenon that does "not possess any hidden simplicity" (Klir, 1985, p. 96) and 

the FfD discussions do not seem to allow negotiation analysts to rethink or drop the underlying 

"the more the messier" argument (Zartman, 1994, p. 3). The issue of multilateral negotiations 

on financing for sustainable development (in contrast to climate change and other environment 

																																																								
43 A crossroad for discussed tax-related matters at the EU level, such as common consolidated 
corporate tax base (CCCTB) or measures boosting tax transparency, is available at the website 
Company Tax (2016). For OECD practices see their website Tax (2016). 
44 In this work, the most common definition of MNEs is used. As Caves (2007) states, an MNE is  “an 
enterprise that controls and manages production establishments in at least two countries” (p.1).  
45 The Association for Accountancy & Business Affairs attempts to facilitate critical scrutiny of 
commercial and non-commercial organisations. It focuses on big accountancy firms such as 
PricewaterhouseCoopers, KPMG, Deloitte & Touche and Ernst & Young and their engagement in tax 
avoidance/evasion, bribery and corruption (“AABA,” 2016).  
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negotiations) has been analysed scarcely. Among the few exceptions, Hagman and Malone 

(2002) pointed to an existing bargaining asymmetry at the UN negotiations in general with the 

conclusion that at the First FfD Conference in Monterrey in 2002 battle-lines did not form along 

the North-South divide. Timeless works based on his personal experience with multilateral 

diplomacy at the UN and the OECD are those of Johan Kaufmann (1988, 1989). In a more 

holistic approach, Michael Schechter (2005) evaluates the evolving UN conference system of 

the past 30 years to expresses his support to the UN conferences’ often contested usefulness. 

Trying to overcome the "West lecturing the Rest" (Renwick, 2015, p. 1) dynamic of the 

MDGs, the SDGs were decided by all 193 UN member states to be universal and the beginning 

of a global development paradigm shift in the reframing of collective action on public goods. 

Whereas the eight MDGs focused primarily on reducing extreme poverty, the SDGs focus on 

sustainable development in a holistic manner - encompassing economic development, social 

inclusion, and environmental sustainability. Instead of being structured by a closed groups of 

experts mainly from the developed world, an unprecedented number of stakeholders, including 

scientists, academics and business(wo)men had their say in thematic, regional, country as well 

as online discussions from all over the world. Concerning technical expertise, the SGDs were 

formulated by professionals, the Open Working Group, from both a much wider field within 

the UN system as well as from a broader international community (Edwards & Romero, 2014). 

Also, compared to the 21 targets measuring progress between 1990 and 2015, SDGs’ 169 

targets are to allow for a more detailed planning and the implementation of a sound operational 

strategy. However, this broader agenda also requires the mobilisation of additional resources 

and, as previously mentioned, the SDGs require a shift from "billions to trillions". 

Acknowledging the fact that capital flowing into poor nations including funds from ODA, 

Foreign Direct Investment (FDI), remittances and assistance from multilateral development 

banks would still leave a huge funding gap of less than a trillion of dollars, the focus of this 

work is on cooperation in a field that, though embedded in countries’ sovereignties, has become 

a source of interest within the international community only a few years ago (Cardamone, 2015; 

UNCTAD, 2015).  

In the context of financing for development and the SDGs, taxes, domestic resource 

mobilisation and international cooperation on tax matters are linked to Goal 16. It was designed 

to promote peaceful and inclusive societies for sustainable development, provide access to 

justice for all and build effective, accountable and inclusive institutions at all levels. Though 

for both MDGs and SDGs working institutions in general are a critical point, in a more precise 

relation to this work the following points of Goal 16 are relevant: to promote the rule of law at 
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the national and international levels and ensure equal access to justice for all (16.3), to 

significantly reduce illicit financial flows (16.4), to substantially reduce corruption and bribery 

in all their forms (16.5), to develop effective, accountable and transparent institutions at all 

levels (16.6), to ensure responsive, inclusive, participatory and representative decision-making 

at all levels (16.7), to broaden and strengthen the participation of developing countries in the 

institutions of global governance (16.8), to ensure public access to information and protect 

fundamental freedoms, in accordance with national legislation and international agreements 

(16.10), and, last but not least, to strengthen relevant national institutions, including through 

international cooperation and for building capacity at all levels, in developing countries in 

particular (16a). 

 Taking a step back from the focus on institutions, Goal 17, aimed to strengthen the 

means of implementation and revitalise the global partnership for sustainable development, is 

also relevant when considering all the stakeholders involved. As Goal 17 promotes overall 

global partnership in different fields, with a narrowed point of view directed towards taxes only, 

relevant tax-related targets can be identified. For instance, besides nation states, NGOs and 

MNEs are encouraged to strengthen domestic resource mobilisation through international 

support to developing countries, to improve domestic capacity for tax and other revenue 

collection (17.1) and to mobilise additional financial resources for developing countries from 

multiple sources (17.3). Stakeholders should also enhance North-South and triangular regional 

and international cooperation on mutually agreed terms through improved coordination among 

existing mechanisms, in particular at the UN level (17.6), enhance policy coherence for 

sustainable development (17.14), encourage and promote effective public, public-private and 

civil society partnerships, building on the experience and resourcing strategies of partnership 

(17.17) and finally, to enhance capacity-building support to developing countries to increase 

significantly the availability of high-quality, timely and reliable data relevant in national 

contexts (17.18) (“SDG16,” 2016; “SDG17,” 2016).  

During the adoption of the SDGs, words such as "universal", "inclusive", "holistic", 

"accountable ", "transparent", together with phrases such as "leaving no one behind" and 

statements encouraging to "drop the business as usual strategy" while endorsing the "bottom-

up approach" optimistically dominated in the speeches of high-level national representatives.46 

However, during the FfD Conference in Addis Ababa, happening only a couple of months 

before the ambitious agenda was officially adopted and dealing with the indivisible financial 

																																																								
46 Author’s personal experience  
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aspect of the Goals, developed countries rejected the upgrade of the technical UN Tax 

Committee to an intergovernmental UN Tax Body - though it would have fallen into the above 

mentioned and consensually praised categories. Due to its intergovernmental nature it would 

have been universal, inclusive, "leaving no one behind", set to be transparent, open and 

definitely an example of a new approach towards an old-standing agenda. What more, though 

the civil society representatives together with the developing countries asked for the upgrade 

of the Committee, this bottom-up approach also did not seem to be endorsed in this case.47  

Negotiations on global tax cooperation at the UN is an issue that can be analysed from 

various perspectives, while being relevant to current affairs as well as to the long-term evolution 

of the international governance system. Firstly, the question on tax cooperation reminds us that 

although the system of global governance has incorporated aspects of technical revolution, 

globalisation and the consequences of the cold war’s end, new topics - such as the one of this 

work - arise as a result of these outlined three challenges48 (Rittberger, 2001). The SDGs being 

a significant milestone, the potential of states and institutions to tackle illicit financial flows49 

while simultaneously empowering developing nations to become more resilient and less 

dependent on foreign aid also lends taxes quite a central role in the called for development 

paradigm shift. Overall, the popular cases of Apple, Amazon or Starbucks that shif(ed) their 

profits to various destinations in efforts to minimise their taxes show that outdated fiscal 

policies, hampered economic growth and narrowed tax bases are a significant source of concern 

also for developed countries. Thirdly, the UN and its policies may be only as efficient as its 

member states allow it to be and this applies to the discussion about international tax agenda as 

well. Analysing reasons behind country’s positions may thus not only shed light on the global 

system, invisible market forces, and the power relations as such, but it also allows for a better 

understanding of individual states and their world-views. 

																																																								
47 The SDGs have been criticised in many aspects – from being called the product of "a bureaucratic 
process running out of control" to being so "implausibly optimistic and inefficient", that “there’s a real 
danger they will end up sitting on a bookshelf, gathering dust” (as quoted in Renwick, 2015, p.1).  
48 The technical revolution’s consequences contributed to the strengthening democratising trends by 
enabling citizens and civil society actors to voice their opinions on worldwide issue. The increased 
capacity of non-state actors to states in international political processes also increased the number of 
players on the international field. Globalisation further allowed the extension of cross-border economic, 
societal and environmental exchanges and transactions, and the increased influence of transnational 
corporations in world politics. The end of cold war also enabled new powers to rise and attempt to shape 
the world according to their preferences (Rittberger, 2001). 
49 Illicit financial flows are defined by the High Level Panel on Illicit Financial Flows from Africa (2015: 
15) as „money illegally earned, transferred or used“, and this definition will also be used in this thesis. 
As emphasis is placed on the aspect of illegality across any stage of the outflow, tax avoidance, together 
with tax evasion and tax incentives are all major components of IFFs (p.10).	
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The structure of the work is as follows: First, the underlying methodology is introduced 

in Chapter 1 followed by a theoretical framework in Chapter 2 that consists of three theories. 

These theories propose explanations behind states’ decision-making towards the UN Tax Body. 

The next part, Chapter 3, provides a brief background information on domestic resource 

mobilization and its importance for developing countries. Chapter 4 talks about common 

corporate tax-evading and tax avoidance practices and the enabling structures that allow these 

business strategies to happen. In Chapter 5, OECD’s BEPS mechanism is presented with a focus 

on developing countries’ approach to it and on developed countries’ approach towards the 

upgrade of the UN Tax Committee. Responses from delegates and other relevant actors are then 

analysed in Chapter 7. The conclusion then briefly summarises main findings. 
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1 Methodological Framework 
	

In this study, three general perspectives are used to explain states’ opposing stances 

towards the UN Tax Body upgrade. The first theory builds on (neo)realists’ concepts and 

emphasizes these states' advantageous power constellation in the current system. The second 

theory builds on liberals’ assumptions focusing on the configuration of domestic economic 

preferences and their interest in a status quo. Thirdly, a functionalist theory highlights the 

effectiveness of the current institutional platform and finds the upgrade to be unnecessary. 

Concerning the method used to answer the research question, both inductive and deductive 

approaches are used. Assumptions on reasons of individual country stances first lead to the 

formation of the three hypotheses which then lead to their theoretical anchoring. Inductive 

reasoning is then used to confirm/reject the hypotheses according to empirical data. The 

presented work has primarily qualitative character as information analysed in an attempt to 

answer the research question is collected through in depth interviews. Concerning data 

collection in general, the empirical evidence used to support theories is thus mostly primary 

data collected from interview respondents as well as official UN documents and delegations’ 

statements presented at the UN and the FfD Conference. Official OECD documents and studies 

by the IMF are also used. Secondary sources mainly include various academic articles. For 

contextual purposes and information on country positions, studies by civil society organisations 

and research institutions are used. 

The selected strategy for this work is disciplined interpretative case study50. Its aim is 

to interpret or explain a recent or seemingly intrinsically important event by applying known 

theories to a new terrain. The method may not test a theory or try to generalise beyond the data, 

yet by "focusing attention on some theoretically specified aspects of reality” (Levy, 2008, p. 4) 

it shows that one or more known theories can be extended to account for a new event - here 

being the states’ reasoning behind their stances towards the UN Tax Body at the FfD 

Conference. The theories do not have to be confirmed/rejected and are simply used as a lead 

for the one specific case.  This research strategy thus "cannot fairly be called atheoretical nor 

its broader contributions nil” (Odell, 2004, p. 59). Also, this type of case study allows the 

																																																								
50 They are also called theory-guided, interpretive (Lijphart), disciplined-configurative (Eckstein), and 
case-explaining (Van Evera) case studies (Levy, 2008, p. 4). All case studies fall under Yin’s definition 
- a case study is "an empirical inquiry about a contemporary phenomenon, set within its real-world 
context - especially when the boundaries between phenomenon and context (in both spatial and temporal 
dimensions) are not clearly evident” (Yin, 2011). According to Yin’s definitions, this work presents a 
holistic single-case design. 
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possibility to flexibly redefine the case after collecting early data (Odell, 2004)51. By using the 

disciplined interpretative case study, challenges to general case studies are attempted to be 

limited. By having an explanatory character, the applied case study goes beyond exploratory 

functions and the inclusion of three theories contributes to the use of a more systematic 

procedure. The conclusions, however, have no ambition to be generalised52. 

Trying to respond to the research question "Why were some UN member states 

against the creation of the intergovernmental UN Tax Body", the units of analysis are states 

and the units of observation are the interviewed representatives of states and organisations53. 

Concerning data analysis and operationalisation, a strategy based on multiple theoretical ideal-

types is deployed against which empirical cases are then measured. In this work’s case, three 

theories support a certain clear-cut “ideal” reasoning (independent variable) behind a country’s 

position (dependent variable). The theories being “ideal”, the responses of interviewees were a 

combination of the above perspectives not necessarily emphasising one overriding 

factor/variable behind the state’s stance. On the other hand, the position of states being clear, 

the respondents’ arguments were “matched” with the most appropriate theories.  

1.1 Interviews 
	

For the future of international tax cooperation, the discussion about the UN Tax Body 

was quite key, yet due to its rather complex technical nature and specificity only a limited 

number of people had an insight into UN tax negotiations and could thus provide information 

on national stances. Due to these reasons, as well as in order to gain comprehensive 

understanding of the negotiations, an intensive interviewing technique involving in-depth, one-

on-one conversations with respondents was used as the fundamental instrument. Specifically, 

the interviews were conducted based on an elite interviewing model. The interviewees “elite” 

																																																								
51 This includes the option to backtrack, review a slightly different literature and possibly revise original 
research questions (Yin, 2011).  
52 Case studies are criticised for being atypical and with unknown representativeness, yet by introducing 
alternative hypothesis the disciplined interpretative case compares expectations of each theory with the 
facts of the case. Of course, this does not mean that the theory is generally valid, but by showing that 
some alternative hypotheses are inferior to a theory that fitted the case, the case study is attempted to be 
made more rigorous and convincing. 
53 Although the final position of the state is the outcome of negotiations in which various actors such as 
the individual Ministries of Foreign Affairs or Ministries of Finances are engaged, the delegates of 
missions, the Second Committee Experts, are the official representatives of their states as well as experts 
in the researched area who officially communicate their states’ positions on specific topics. Due to a 
similar analogy, the unit of observation were thus the delegates and the official representatives of 
organisations. 
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status was derived from individuals' access to information that could help answer the research 

question. The respondents' understanding of the situation also allowed the discovery of 

unanticipated aspects of the studied phenomenon (Brians, Willnat, Rich, & Manheim, 2016). 

Interviews were semi-structured. This was enabled by the fact that the purpose of the 

interviewing was not the collection of pre-specified data but the gathering of information 

perceived to be naturally important and relevant by both the interviewer and the interviewees. 

The hypotheses thus formed a certain framework or benchmark around which the interviews 

revolved. Briefly, interviews were used as the respondents provided an authentic insight into 

policy-making in regard to a key issue and their unique perspectives gave the “dull” tax topic 

an authentic human tinge. For all these reasons and due to limitations of other research methods 

for this case, interviews were found to be the most useful tool. 

Details of national stances on the issue in question being generally acknowledged by 

respondents to be “sensitive” and “fresh”, the respondents, who were all professionally familiar 

with the topics of tax cooperation, UN and development, were seen to be unrivalled sources of 

information. Nevertheless, "asking people who are deeply involved in a political process to 

shape the researcher’s definition of the process” involves several risks (Brians, Willnat, Rich, 

& Manheim, 2016, p. 367)54. Being aware of them, several preventive measures were taken. 

First, what interviewees said was not treated as factual data, but rather the fact that they said it 

was treated as data55. Also, not to rely on a single source of information, interviews were also 

conducted with experts on tax and development issues and with highly engaged civil society 

representatives.  

Concerning the interviews alone, the principal respondents contacted were General 

Assembly’s (GA) Economic and Financial Committee Experts56 from the states that were 

																																																								
54 The respondents may have such a narrow view of the events in question that they do not understand which 
aspects are important in explaining them; have inaccurate information (either because they misperceived events in 
the first place or because they have forgotten important elements); have convinced themselves, in order to 
rationalise their own actions, that things are one way when they are actually another; or intentionally lie in order 
to protect themselves or others. 
55 Respondents in the interview are without an obligation to be objective. As Jeffrey M. Berry (2002) notes, the 
respondents think about what they would say before the interview starts and as such, they are prepared to justify 
their work. 
56 Out of GA’s six committees, each focusing on different issues such as disarmament, decolonisation, human 
rights, etc., the Economic and Financial Committee is called the Second Committee and deals with matters relating 
to economic growth and development. Its area of interest covers topics such as macroeconomic policy questions, 
sustainable development, poverty eradication, globalisation and interdependence, operational activities for 
development and financing for development. In general, each mission to the UN has a delegate representing a UN 
member state and its interests at the Second Committee (General Assembly the United Nations, 2016). 
Negotiations on Agenda 2030 and the FfD Conference and the adoption of related resolutions fall under this 
Committee. The Second Committee Experts were selected on the basis that they represent their countries’ positions 
and their working agenda focuses on globalisation, development, negotiations, the UN, as well as on domestic 
resources mobilisation in the SDGs/Agenda 2030 context. The Czech Second Committee Expert provided contact 
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against the upgrade of the UN Committee of Experts on Tax Matters to an intergovernmental 

tax body. These Experts were delegates from the member states of the European Union, the 

USA, Canada, Japan, Australia, New Zealand, and the EU mission. Next, to obtain more 

perspectives, Second Committee experts from G77 were contacted. Overall, out of the 35 sent 

emails via which a request for an interview was sent there were 3 apologetic replies that the 

chief national negotiator is in their home country’s capital city and so cannot be interviewed. 

Following a short exchange of usually five emails concerning the scheduling of the meeting 

and the precision of the research objective57, the final number of conducted interviews with 

missions’ delegates was 1658. The interviews were conducted either at the Missions of the 

delegates (10)59, at the UN Headquarters (2) or in a nearby café/restaurant (3). The average 

length of the meetings was one hour; one interview took 30 minutes only and four of them took 

more than one hour and half.  

Concerning the ethical side of the interviews, all delegates agreed to being interviewed 

on the basis of confidentiality and that the interview will not be recorded on a voice recorder. 

All notes were thus handwritten and perhaps due to the agreement that information will be kept 

confidential the character of the interviews was informal and their tone reflective and 

conversational. Open questions were asked. Though all interviewed delegates knew about the 

UN negotiations on tax matters, four delegates were present at the FfD Conference in Addis 

Ababa in person.  In comparison with other diplomats, the knowledge/viewpoints these four 

delegates shared about specific details were much more extensive. Bearing in mind that the 

delegates are highly experienced diplomats whose aim is to professionally represent their 

country and show the countries’ policies in the best light possible, questioning remarks were 

used to make the delegates "defend" their views or prove a point. Also, as mentioned, additional 

interviews were conducted with other stakeholders60. Several delegates from G77 countries as 

well as relevant insiders from UN departments and representatives of involved non-

																																																								
information for a number of key respondents, others were contacted via their email addresses found on official 
websites or approached personally at GA meetings. Interviews were conducted mainly in English.  
57 The first email sent requested an interview on tax cooperation at the UN in the development/Agenda 2030 
context, the following email specified that the interview would focus on country’s stance towards the UN Tax 
Body. 
58 Interviews were not conducted with all key actors. In two cases two interviews were conducted with respondents 
from the same delegation, the latter being individuals with more insight knowledge about the upgrade. 
59 Most interviews (11) were conducted at the Delegates’ Missions to the United Nations or at UN offices out of 
which a large proportion is located a walking distance from the UN HQ (in New York). Two interviews were 
conducted in Europe. The first interview was conducted in November 2015, the last in May 2016. 
60 The method of data triangulation - the checking of one source against another to reduce the danger of deception 
in the data sources - is used. 
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governmental organisations provided their perspective61. Concerning the non-governmental 

organisations, their position towards the upgrade was not always known beforehand, although 

generally organisations focusing on development issues did openly support the creation of the 

UN body. The perspective of the relevant NGOs was considered important to be included in 

this work as they were influential enough to bring the topic of tax avoidance and tax evasion to 

the public and to the policy-makers on all sorts of levels. Table 1 and Table 2 below indicate 

the missions and organisations of the respondents: 

 

 

  

 

 

	
	
	
	
	
	
	
	
	
	
	
	
	

Table 1: List of Delegates 

																																																								
61 The interviewees’ responses were regarded against knowledge gained by the author from a previous 
internship in Glopolis, a Prague-based think tank collaborating on an international project focused on 
international tax cooperation and the harmful effects of IFFs. The interviews with delegates were 
conducted at the second half of the fourth months long internship at the Permanent Mission of the Czech 
Republic to the UN so as to gain an insight into UN politics and manners of conduct. Having the 
opportunity to work both for a non-governmental organisation and for the Czech mission, potential bias, 
an anticipated limitation to the research, was attempted to be minimised. However, with each conducted 
interview more knowledge was possessed - and not only about the specific development policies, but 
also about the interview guide. As Folkestad (2008, p.4) notes, “the researcher becomes more and more 
experienced with each interview and learns about the several "buttons to push" in order to get the 
information searched for”. 
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Table 2: List of Respondents from Institutions 

 

Finally, it is important to emphasise that although the research question focuses on UN politics, 

it is not possible to analyse only the UN setting. As taxes are a subject that is being discussed 

on many platforms, it was found necessary to also describe OECD tax policies. The EU also 

being an important actor in tax matters, the tax policies proposed by the EU were due to the 

limited length of this thesis not included. Instead, the perspective of the EU was taken into 

consideration by treating this organisation as a (potential) respondent. 
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2 Theoretical Framework 
 

The research question is attempted to be answered using three hypotheses grounded in three 

different theoretical approaches. First, from a neorealist perspective it is presupposed that the 

suggested upgrade would cause member states to lose their power and thus they oppose current 

institutional designs’ alteration. The second theory argues from a liberal perspective that the 

member states’ positions reflect domestic economic interests which are against universal tax 

regulations. Thirdly, from the point of view of functional regime theorists, member states 

compared the functioning of the current organisation dealing with tax cooperation - the OECD 

- with the potentially upgraded UN Tax Committee and concluded that the upgrade would not 

be in their best interest of reaching a shared goal as efficiently as it is possible. 

 

2.1 A Realist-Based Theory of Informal Governance 

	
Building on Hans Morgenthau’s realist emphasis on power and Kenneth Waltz’s neorealist 

focus on state’s security in an anarchical system, realists62 understand institutions as a mirror 

image of the distribution of power in the world. As Mearsheimer (1995) notes, institutions are 

based on the self-interested calculations of the great powers and state’s behaviour is not 

independently affected by them. This also means that the international anarchy is overwhelming 

and inhibits states’ willingness to cooperate even when sharing common interests (Grieco, 

1988). This underlaying pessimistic view reflected also in the human condition (Gilpin, 1984) 

is thus translated into state behaviour as well as into the institutional setting.  

A contemporary realist, Randall Stone (2001) also works with 21st century states as with 

the primary actors whose main interest includes the control of international organisations. 

Similarly to Grieco’s later work, Stone however recognises that institutions may play an 

important (regulatory) role (Karlas, 2007). Specifically, in a global environment Stone assumes 

that fundamental national interests often do request a multilateral approach that can be achieved 

through international organisations embedded in world economy. However, the autonomy of 

organisations63 is highly contested as outside options interact with formal administrative 

																																																								
62 To realists, a state is a unitary-rational agent focused on absolute gains. Influential realists include 
Stephen Krasner, Robert W. Tucker, George Modelski and Charles Kindleberger. 
	
63 The theory applies to all forms of organised political interaction including political systems and 
corporate governance. So far, quite an extensive research has been conducted by applying the theory on 
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arrangements to create practical distribution of authority. Briefly, international organisations 

(still) serve as instruments of state power. In more detail, three key elements are identified that 

lead to the model of informal governance - the existence of parallel formal and informal modes 

of governance, legitimacy defined in terms of voluntary participation, and contingent 

delegation. As the provision of public benefits is enabled rather by the existence of rules than 

of anarchy (Calvert as cited in Stone, 2011, p. 12), the central argument holds that the political 

organisation operates under formal and informal rules. Whereas the formal rules are the 

obviously recognised legitimate operating procedures, such as voting rules or status quo 

distribution of costs and benefits, the informal rules are those that are unwritten and allow 

powerful states to set the agenda and control outcomes that are of particular interest to them. 

The informal influence includes shrouding operations in secrecy, minimising publicity, 

membership on committees, buying voters or threatening to exercise outside options (Achen, 

2006).  These leading states64 further enjoy superior information, better access to key agents 

and greater cooperation with its requests and, in case of potential antagonism, they are also 

capable of shifting the discussion into a more favourable forum (such as a meeting of small 

group of important countries). Weaker states commit to both sets of rules in return for gaining 

a share of formal power in ordinary decision-making and for benefits that come with being in 

an organisation with a more influential member65. However, the use of the informal 

mechanisms, “great-power manipulation” (Stone, 2011, p. 15), comes with a price tag - the 

costs of their application increases with the institution’s transparency and in case of a majority 

voting or debate66. Some kind of a minimalist legitimacy defined as voluntary participation is 

																																																								
international organisations such as the IMF and the EU (such as Kleine 2010, 2013). Current informal 
governance at the UN, especially at the Security Council, has been explored mainly by Smith (c2006, 
2012). Perhaps due to the specific negotiation settings as well as due to the nature of informal 
governance being difficult to observe and be detected by scholars, OECD tax negotiations - though 
OECD is recognised to generally work under non-binding standards, (Conzelmann, 2012, p. 225) - and 
UN negotiations on topics such as financing for development have not received much attention by 
informal governance theorists. 
64 Powerful states are defined as those that have attractive outside options, meaning they are also able 
to achieve their objectives unilaterally. This is called structural power. In this context, the powerful 
states also possess superior information in comparison to the institution. 
65 In a less theoretical and more practical and authentic context, Kaufmann highlights these strategic 
negotiations or persuasions by labelling them “cocktail napkin diplomacy” (1980, p. 116) and “the fine 
art of corridor sitting” (1980, p. 113) Pointing to analysis on the member states level, Kaufmann (1980, 
p. 117) notes that delegation/national positions are seldom changed by personal relations as individuals 
(except of few seniors) have little influence on national policies. Important formal exchanges and long-
term voting patterns though can be sometimes affected.  
66 In view of the research question it is important to note here that Stone points to the UN General 
Assembly and the European Parliament as to organisations that are the most transparent and democratic. 
Focusing on the UN, Smith (2012), however, notes that private negotiations and informal negotiations 
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also necessary for the organisation. Though interests are skewed towards the leaders of the 

system, the weaker voluntarily cooperate to reach organisations’ common objectives. 

Concerning contingent delegation, Stone underscores that even though highly legalised 

international organisations have become common in diplomacy, in order not to put their 

interests in jeopardy powerful states refuse to be constrained by international law. Thus, their 

delegation of authority to an international institution is always contingent, delegating extensive 

powers only when similar objectives are expected to be broadly shared67. In cases of need of 

agreement among powerful states themselves, Drayton (in Smith, 2012) defines such consensus 

as a situation where the most interested parties reached a viable agreement and the middle was 

“dragged along” (p. 247).  

Nevertheless, with respect to the research question it is important to note that informal 

governance’s by-products are often used with regard to future negotiations on other issues or 

in other international organisations (Kaufmann, 1989, p. 300).  The theory of informal 

governance being applied on the IMF, the WB and to specified UN sectors68, the insights of 

interviewees - “UN/OECD insiders” - allow the theory to be applied also to the UN Tax 

Committee negotiations. 

 

2.2 A Liberal Focus on Domestic Economic Preferences 

	
 Shelling’s observations that domestic political opposition can serve as a source of 

international bargaining leverage as well as the widely recognised entanglement of domestic 

and international politics, introduced by Putnam (1998) in a two-level game, has been widely 

elaborated by liberal theorists. The influence of domestic actors’ economic interests on foreign 

policy, globalisation’s impact on national policies (Frieden & Rogowski, 1996; Garret & Lange, 

																																																								
have increased dramatically as the UN currently face a growing range of transnational problems 
“necessitating the need to use every available means of building agreement in the face of overcrowded 
agendas” (2012, p. 237). Also, after the Cold war rivalry, new avenues of coalition-building are 
facilitated by informal contacts among delegates. 
67  This, as argued, is reflected in the relative autonomy of international financial institutions - 
shareholders agree on the general principles of financial stabilisation and liberal economic reform and 
so delegate executive authority to the institution. Contrary, the foreign policy in the EU is 
intergovernmental and informal. Institutions where both formal and informal rules are applied are called 
hybrid organisations. Accommodating both strong and weak states, interests of both are addressed - 
those of the weaker states on average, those of the stronger ones when it matters to them. 
68 On informal governance and the IMF or WB see, for instance, Clegg (2016), Chwieroth (2012) or 
Kilby (2013). Westerwinter (2013) focuses on informal governance in UN Peacebuilding Commission. 
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1995; Simmons & Elkins, 2004) as well as the overall global and domestic interactions have 

since then become complexly endorsed69 (Drezner, 2003; Frieden & Martin, 2003; Bueno de 

Mesquita & Smith, 2012; Frieden & Lake, 2014). Building on commercial liberal theory70 as 

interpreted by Andrew Moravcsik (1997, 2003), it is here argued that in case of possible 

economic benefits (or possible obstacles, as in the case in question) powerful private actors 

press governments to facilitate transactions corresponding to their preferences71. In the context 

of international economic policy, this seeking of relative-gains takes place at the expense of 

aggregate welfare often imposing costs on domestic consumers and foreign producers. 

Naturally, such policies pushed forward by government intervention to assist firms can lead to 

a creation of conflictual environment as the benefits received do not translate into increased 

welfare of all societies involved72.  

 The domestic terms under which polyarchic countries are able to cooperate had also 

been analysed by Helen Milner (1997) who has presented a thorough theory based on policy 

preferences of domestic actors (political groups and societal groups), institutions, and the 

distribution of information. In respect to the relatively limited amount of quality data obtained 

from interviews conducted in a short period, however, Milner’s two-level game-theoretic model 

of international cooperation is not used in this work. Instead, a theory oriented more towards 

governmental preferences and the management of global economy was preferred. Specifically, 

the combination of the commercial liberal theory and the societal approach to governmental 

preference formation, as applied by Stefan A. Schirm, is used. In global economic governance, 

Schirm argues, governmental positions tend to be consistent with national institutions when the 

global governance issue refers to questions related to domestic patterns of socio-economic 

regulation. In such cases, global politics are domestic politics (Schirm, 2013). Shirm (2016) 

further discusses the reinforcing role of influential interests, ideas and institutions. Interests are 

																																																								
69 An influential researcher rejecting the “-ism” approach, Susan Strange analysed global financial 
markets, “mad money” and MNEs’ influence on governance. Especially applicable for today and for 
this work is her repeatedly raised question: cui bono? (who benefits?) (Sell, 2014).  
70 As in all liberal theories, three common assumptions hold. First, the fundamental actors in 
international politics are rational individuals and private groups, who organise to promote their interests 
in a bottom-up approach. Second, the state is a representative institution of national interest defined by 
coalitions of social actors. Thirdly, the state preferences shape the state’s behaviour in the international 
system (Moravcsik, 2003).  
71 In a multi-causal case, Moravcsik (2003) suggests that collective state behaviour should be analysed 
as a two-stage process of constrained social choice.  Stakeholders primarily define state preferences 
based on commercial liberal factors. States then debate, bargain and fight to reach particular agreements 
in strategic interactions that further lead to a systemic outcome. 
72 The security implication is especially relevant as Nicholas Shaxson and John Christensen (2016) 
propose the term “tax competitiveness” to be reframed into “tax wars”.  
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defined as “material economic considerations of domestic groups which can change rapidly 

according to changing circumstances, that is, according to new incentives and costs induced 

by globalisation and (new) global governance” (2008, p. 5). Ideas are defined as “path-

dependent and value-based collective expectations in a given society on how politics should 

govern the market” (2008, p.6). Schirm (2008) points to the fact that governmental positions 

predominantly follow domestic groups’ interests if the policy issue in question affects cost-

benefit calculations of specific sectors. On the other hand, ideas dominate when sectoral 

interests are affected in a diffuse way and “fundamental questions on the role of politics in 

steering the economy are at stake” (2008, p. 3). 

 

2.3 A Functional Theory Approach to Decision-Making 

	
 Rather than predominantly being a tool through which self-interested states and 

domestic economic actors portray their power, interests, or preferences, a functional theory 

looks at institutions in terms of their effects (Haggard & Simmons, 1987). For the purpose of 

this work, Keohane’s (1984) neoliberal institutionalist’s functional theory of international 

regimes will be used as a basis. Regimes, as defined by Krasner (1980, p. 186), are “sets of 

implicit or explicit principles, norms, rules, and decision-making procedures around which 

actors’ expectations converge in a given area of international relations”. Due to collective 

action problems, regimes are established to reduce information and transaction costs among 

their adherents (Keohane, 1984). Building on the regime theory, Abbott and Snidal (1998) use 

a rationalist and institutionalist approach to identify functional attributes of international 

organisations that lead states to cooperate73 and to prefer one international organisation over 

another. These attributes are two forms of transaction cost economising - centralisation and 

independence - that further produce political effect beyond efficiency, such as state interactions, 

pooling, neutrality and, going beyond a simple state-centric approach, also community 

representation and international commitment enforcement.74 In their analysis, the authors, 

																																																								
73 Oye’s (1986) focus on the “shadow of the future”, game-theory principles and on the number of 
relevant actors contributed to the cooperation theory, the rational design proposed by Koremanos, 
Lipson, and Snidal are, however, better applicable to live complex situations.  
74 Centralisation enables the realisation of collective activities “through a concrete and stable 
organisational structure and a supportive administrative apparatus” (p. 4). This attribute is important 
as it enhances the organisation’s ability to influence understanding, environment, and interests of states. 
Independence, though often highly constrained by member states, means that the organisation enjoys a 
degree of autonomy within defined spheres and has the capacity to operate as a neutral in managing 
international disputes (Abbott & Snidal, 1998). 
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however, also point to the fact that states often resist the creation of international organisations 

or hesitate to support those in action due to “shortcomings of international bureaucracy, the 

costs of formal organisation, and the irritation of international organisation's autonomy”(p. 

5)75. Koremanos, Lipson and Snidal (2001) further identify five key dimensions - membership, 

scope of issue covered, centralisation of tasks, rules for controlling the institution, and 

flexibility of arrangements - that are rationally evaluated when institutional arrangement is 

deliberately designed. Path-dependence and evolutionary forces also play a role as institutions 

evolve to better suit new conditions or problems. The key dimensions being pivotal, other 

characteristics such as the size of distribution problems, enforcement problems, number of 

actors involved, and uncertainty varies. 

 In the context of taxes, a regime, a specialised agreement that pertains to well-defined 

activities, resources, or geographical areas, exists due to the decision to collectively tackle illicit 

financial flows (Rosenau, 1992). A topic more often analysed due to its technical aspect by 

economists or lawyers, a tax regime is recognised to have emerged around the OECD’s package 

on base erosion and profit shifting.  Negotiated in just over two years, this standard-setting 

effort debated by OECD countries and approved by G20 governments contains both soft and 

hard  law. The stated goal of the BEPS package is to “restore confidence in the system and 

ensure that profits are taxed where economic activities take place and value is created” (OECD, 

2016, p. 4). The UN tax system being rather underdeveloped, comparison has been limited only 

to the UN Model Tax Treaty and the OECD Model Tax Treaty. Regarding the dimensions 

mentioned above, more attention has been paid to the OECD taxation regime and its Global 

Forum on Transparency and Exchange of Tax Information. Robert Kudrle (2014) notes that in 

the context of previous OECD practices to tackle tax havens, the OECD forum resembled in 

2001 almost “a kangaroo court” (p. 15). However, with tax evasion and tax avoidance being 

universally recognised as a problem with direct impacts on national economies, OECD’s role 

has been concluded to shift into a more efficient, cooperative and multilateral body. 

  

																																																								
75 A more in-depth research would allow the application of agent-principal theory on an already existing 
organisation, such as the OECD. However, as the focus of this work is on a proposed upgrade, functional 
regime theory was used instead.  
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3 Domestic Resource Mobilisation’s Increasing Role in  
Development in the 21st Century 
	

To understand the potential role of the intergovernmental UN Tax Body, one has to 

understand the central role that tax policies play in state-building - and especially for developing 

countries in the 21st century76. Once a principal element of national sovereignty, taxation 

policies have been strongly affected by globalisation. The increased mobility of factors of 

production, mainly capital, has led to an explosion of financial flows that has made the area of 

finance, not trade in goods (“the bedrock of globalisation”), the most rapidly expanding 

economy sector (Ndikumana, 2014, p. 3)77. However, whereas the regulation of trade in goods 

has often been discussed in the context of stronger global framework, the flow of finances - 

including flows from taxation - has enjoyed much less attention in the debate on global 

harmonisation efforts. Tax synchronisation policies being thus until recently rather sidelined, 

globalisation and taxation, without much publicity, remained in a state of perpetual interplay 

with serious global as well as national development implications. Applicable to both developed 

and developing countries, Ndikumana (2014) reminds that taxation is the main most sustainable 

source of revenues to finance public service delivery and to support counter-cyclical policy 

interventions78. Taxation also enables governments to support economy’s low-income 

segments, to protect them from external shocks, and it also acts as a tool that creates 

environment for attracting foreign capital while promoting domestic savings and investment. 

In developing countries, tax revenue mobilisation leads to wider implications and it is this 

linkage that has resulted in placing a demand for fair and effective taxation at the top of 

development priorities. 

 Mascagni, Moore and McCluskey (2014) give five reasons to why taxation in 

developing countries is of heightened importance. First, taxation consolidates the relation 

between governments and citizens and this strengthens institutional development, 

																																																								
76 The underlying theory of this work is the benefit theory of taxation. Dean (2009) explains that the 
government has the right to collect tax revenues as it provides services that make companies' profits 
possible. 
77  For instance, between 1980 and 2012, capital flows grew as much as five times more than exports. 
While global trade in merchandises increased during the mentioned period overall by 820% (7.2% 
annually, from $1,979 billion to $18,214 billion), global foreign direct investment increased in 
comparison by 5 290% (13.3% annually, from $549 billion to $23, 593 billion). The size of financial 
flows across national borders was already considered as striking at the beginning of the 90’s 
(Ndikumana, 2014). 
78 Besides the national level, taxation is an important tool used to finance “global public goods” and 
discipline the production of “global public bads” (Ndikumana, 2014, p. 4). 
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democratisation as well as the sense of ownership of the development process. The applied 

underlying principles are those of the social contract which empower the taxpayers to demand 

public administration transparency and to voice their demands via official policy channels. 

Second, increased domestic resource mobilisation, in the long run, could allow developing 

countries to be independent from foreign aid79. The dangers of aid volatility have been 

especially recognised since the 2008 global financial crisis as sending foreign aid has been 

increasingly characterised by donors, applying domestic austerity measures, as an unsustainable 

way of financing development. As can be seen in Graph 1 , the net official development 

assistance as percentage of GNI being 0.39% in 2014 (from 0.30% in 2013), developed 

countries’ aim to increase their ODA to 0.7% GNI (the United Nations’ ODA target) remains 

to be a largely unrealised pledge, a long-running issue at best. 

 

 

 

	
	
	
	
	
	
	
	
	
	
	
	
	
 

Graph 1: Net ODA in 2014 (OECDb, 2016) 

 The urgency to make up for potential decreases in aid flows was especially highlighted 

in the context of the financial and economic crisis’ impact which led the OECD countries to 

decrease their aid in 2011 by 2.7% (compared with 2010). Although the overall numbers have 

risen ever since and even reached an all-time high in 2013 ($135.1 billion) and in 2014 ($135.2 

																																																								
79 How foreign aid’s quality and institutional environment affect economic growth and wellbeing in 
developing countries is still a matter of research (Clements, Gupta, & Inchauste, 2004). 
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billion), according to data collected by OECD Development Assistance Committee (DAC), 

when debt relief grants are excluded, aid to the poorest countries continues to fall (by 8% since 

2013, for instance) (OECD, 2016c). This implies negative consequences as the Least Developed 

Countries (LDCs)80 still depend mainly on foreign assistance to finance their expenses. Other 

developing states are able to use revenues from taxation. Focusing on sub-Saharan Africa alone, 

total ODA in 2014 was 44.3 billion, a decrease of 4.4% in real terms from 2013. Bilateral aid, 

channeled directly by donors to partner countries, fell by 5% to $25 billion. As a whole, bilateral 

aid to the African continent similarly fell by 5% to $28 billion (OECD, 2015; OECD 2016b)81. 

Taking this economic reality into consideration, in the post-2015 scenario domestic fiscal 

revenues have not only been recognised as a much predictable source of finances, they have 

been acknowledged as “the only source of adequate resources for development” (Mascagni, 

Moore & McCluskey, 2014, p. 9). What more, when resource revenues are taken into the 

equation, their exposure of budgets to commodity prices’ volatility further highlights the need 

to rely on domestic, non-resource and non-aid revenues as on key revenues in establishing a 

stable, predictable and controlled financing system (Crivelli & Gupta, 2014). 

 Following the same line of thought, domestic revenues could replace trade taxes that 

have been significantly decreasing due to liberalisation attempts that are strongly encouraged 

by aid donors and international organisations. Especially in Africa, trade taxes on exports and 

imports make up a high share of total revenues - almost half in Gambia, Liberia, Namibia or 

Ethiopia. According to African Economic Outlook, trade taxes as a share of GDP have 

decreased by a third in Africa (Mascagni, Moore & McCluskey, 2014, p. 9), however, the losses 

in trade revenues caused by following liberalisation principles have failed to be substituted 

(Baunsgaard & Keen, 2010). As in the previous case but now in a lost trade revenues context, 

revenues from domestic resource mobilisation could become a more stable substitution (Ebeke 

& Ehrhart, 2011). Elaborated in the following chapter, some techniques used by MNEs to avoid 

tax further lower revenues from taxing trade. Facebook’s, Google’s, Apple's and others’ tax 

avoiding practises causing alarm on the EU, G8, G20, and OECD grounds, developing countries 

are in relative comparison losing even more money via this type of IFFs than European 

																																																								
80 LDCs are low-income countries that are confronted with structural challenges that prevent them from 
reaching sustainable development. LDCs are identified by the UN as they score low in three categories 
- gross national income (GNI) per capita, the human asset index (HAI), and economic vulnerability 
index (EVI). Out of 48 LDCs, 34 states are located in Africa (UN DESA | Least Developed Country 
Information, 2016). Compared to 2013, total ODA to LDC decreased by 9.3% in real terms (or by 4.6% 
with debt exclusion) (OECD, 2016b). Bilateral ODA was lower in 2014 by 16% (8% excluding debt 
relief grants) (OECD, 2016c). 
81 When debt relief is excluded the decreases are by 2.7%, 2%, and 2% respectively (OECD, 2015). 
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countries. As Table 382 below shows, low income countries are more dependent on trade tax, 

and thus more harmed by IFFs, than high income countries. The current global demand for 

change in international tax policy is thus especially relevant for developing countries. 

Table 3: Taxation by Income Groups (Mascagni, Moore & McCluskey, 2014, p. 10) 

 What more, according to an IMF (2005, p. 47) study, a tax ratio of 15-20% is needed 

for most low or lower-middle income countries to sustain minimally acceptable living 

standards, keep national institutions functioning and provide basic services. Realising that low-

income countries operate within a 10-20% range, as compared to OECD economies which have 

a ratio of tax to GDP in the range of 30-40%, further evaded resources can have especially 

damaging effect on LDC’s already challenged stability. Based on the latest data from Regional 

Economic Outlook (IMF, 2015a), the average tax-to-GDP ratio in sub-Saharan countries is 

15%. Missing sufficient funds, development challenges in reaching SDGs cannot be addressed.  

From acknowledging that “taxation is instrumental for state building and fostering 

citizenship”83 to the more universal need to finance SDGs and measure development progress, 

taxation has been put under the spotlight. Aware of the existence of large informal sectors, the 

lack of reliable data that prevent effective monitoring and analysis, the ineffective tax 

administrations or of the fact that powerful high-income groups preclude the introduction of 

more equitable taxes (Clements, Gupta, & Inchauste, 2004), the following section introduces 

the main obstacles to tackling tax avoidance and tax evasion in a globalised economy. 

 
																																																								
82 Table 3 was created by the IMF, presented in Mascagni, Moore & McCluskey (2014). 
83 In Introduction of Communication from the Commission to the European Parliament, the Council and 
the European Economics and Social Committee: Tax and Development Cooperating with Developing 
Countries on Promoting Good Governance in Tax Matters (2010).  
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4 MNEs’ Narrowing of Developing Countries’ Tax Bases in a  
Global Economy 
	
 Developing countries have traditionally relied more heavily on corporate tax than the 

developed world and this is problematic as at least partly owing to international tax competition, 

corporate tax reform has had a reducing effect on developing worlds’ tax bases. In fact, Crivelli, 

Mooij and Keen (2015) estimated that whereas governments in developed countries lose around 

0.6 per cent of their GDP, developing countries reach almost 2% of GDP. Thus, proportionally, 

developing countries loss is three times greater. As the main form of international capital flow 

is foreign direct investment by MNEs, the once endorsed relative administrative ease of tax 

collection has now became a source of serious concern (Clements, Gupta & Inchauste, 2004).  

 Globalisation reduces the ability of governments to collect taxes and pushes them to set 

their policies according to market forces and policies in other jurisdictions. Ndikumuna (2014) 

identifies three ways in which tax revenues are reduced in developing countries. First, as labour 

and capital can move from one jurisdiction to another, especially developing countries try to 

tax less heavily to attract fresh capital and prevent “vanishing taxpayers” fleeing from high- to 

low-tax regions (Neumann, Holman & Alm, 2007, p. 1) The use of tax policies to attract foreign 

capital, however, leads to countries undercutting each other and thus making them participate 

in a “race to the bottom” or “harmful competition” (Ndikumana, 2014, p. 3). Second, MNEs 

take advantage of loopholes in tax policies built within a framework of national sovereignty 

and with the application of their profit-oriented strategies and ease of incorporation of 

enterprises in foreign territories engage in profit shifting. Besides taking advantages of gaps in 

regulatory framework and lack of coordination of taxation policies across countries, a key part 

of the process is the lack of transparency in global financial services offered by safe havens. 

Third, Ndikumuna (2014) points to the fact that LDCs are disadvantaged in the allocation of 

capital and savings more than other countries. It is especially them who suffer losses in tax 

revenue due to MNEs profit shifting and their operations in natural resources, manufacturing, 

and service sectors, further widening a “severe haemorrhage” (p. 3) of developing economies 

caused by capital flight and other forms of illicit financial flows.  

 Google, Facebook, Starbucks, Coca Cola, Ikea, Disney, Amazon are only a few of more 

than 330 multinational companies that made news after LuxLeaks revealed in November 2014 

that with the help of a professional services firm PricewaterhouseCoopers they have secured 

secret deals from Luxembourg that allowed them to cut their global tax bills. According to the 

International Consortium of Investigative Journalists (ICIJ), these companies have channeled 
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hundreds of billions of dollars through Luxembourg and saved billions of dollars in taxes. 

Similarly, Panama Papers, leaked documents from a global tax firm Mossack Fonseca, revealed 

in April 2016 that world leaders, celebrities, wealthy individuals and even some governments 

used their tax advice to divert finances into secrecy jurisdictions ("The Panama Papers," 

2016)84. Catching media attention, the above mentioned companies are well-known “poster 

children” that bring the question of tax avoidance and tax evasion into the public political debate 

as well as provide tangible empirical material for the proponents of a global tax reform. With 

regards to developing countries, ActionAid (2013a; "Glencore: tax dodging in Zambia, " 2011) 

reports that less known companies, such as Zambia Sugar (a subsidiary of Associated British 

Foods) or Glencore (a mining giant in Zambia), are, in the context of this work, the relevant 

key players taking advantage of the outdated tax regime85. Recognising cross-border tax 

planning techniques that allow MNEs to pay little or no taxes, the following chapter briefly 

reviews these practises as well as their enablers to further place attempts to curtail base erosion 

and profit shifting (BEPS), the upgrade of the UN Tax Committee being one of them, into a 

comprehensive framework. 

4.1 MNEs’ Base Erosion and Profit Shifting Activities 
	
 Illicit financial flows from commercial activities usually take the form of abusive 

transfer pricing, trade mis-pricing, mis-invoicing of services and intangibles, and using unequal 

contracts. Transfer pricing is a practice whereby “MNCs use transactions between different 

corporate units to shift income between jurisdictions for the purpose of reducing the company’s 

overall tax burden” (Osborne, 2011, p. 813). Trade can take place between companies that are 

																																																								
84 Although not the primary goal of this paper, it is important to stress the secrecy element of the global 
financial system in question and its global implications. According to ICIJ, Panama Papers took off the 
veil of secrecy under which financial deals connected with such topics as the funding of governmental 
warplanes in Syria or human trafficking in Russia were closed. Thus, besides capital from tax evasion, 
money from bribery, arms deals, drug and human trafficking and financial frauds was being transferred 
to tax havens’ accounts. The main companies that enable secretive kinds of financial transactions are 
generally known to be the Big 4 accounting firms - KPMG, Ernest & Young, Deloitte, and PwC. 
Analysing the phenomenon, Mitchell and Sikka (2011) call bankers, lawyers and accountants involved 
in the secretive industry of large-scale tax planning and tax dodging “the pinstripe mafia” (2011, p. 1). 
Picciotto (2013) notes that a remedy for the running sores of tax evasion and avoidance would contribute 
to solving problems of laundering proceeds of crime and corruption.  
85 In one of Action Aid’s case studies, attention is paid to a small business owner in Mazabuka, Zambia, 
who makes her living on the local market by selling sugar nearly 15 hours a day, seven days a week. 
During the analysed years, she paid more on taxes in absolute terms than the largest sugar production 
company in the country which makes millions of dollars every year (ActionAid, 2013a; "Glencore: tax 
dodging in Zambia," 2011).  
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a part of a single group, however, transfer pricing occurs when the arm’s length principle86 is 

not applied. Or, as Davies, Martin, Parenti & Toubal (2015) observes, based on OECD rules, 

there are so many ways how arm’s length price can be determined (including such practices as 

comparable prices, and cost-plus methods) that the flexibility enables MNEs to use the transfer 

pricing methodology which supports their profit shifting operation from high to low-tax 

countries the most87.  

 Although detailed information on product prices and modes of transaction are scarce, 

this form of corporate tax abuse is perhaps the most widely used tax avoidance strategy 

(VanDenburgh, 2012) and has been recorded to be occurring on a large scale in Africa. For 

instance, the High Level Panel on Illicit Financial Flows from Africa was informed by an 

African President that a MNE in his country has not paid taxes in over a 20-year long period as 

it had been reporting making constant losses. Suspicious of the MNE to still be able to remain 

in operation, the company had been accused of transfer pricing. Another quite common practice 

in Africa is trade mis-pricing - the falsification of the price, quality and quantity values of traded 

goods. Whereas imports are over-invoiced, exports of various goods such as shrimp (in 

Mozambique), crude oil (in Nigeria) or minerals (in South Africa) are under-voiced. A study 

by Katsouris and Sayne (2013) showed that due to this practice, Nigeria lost only in the first 

quarter of 2013 an average of 100, 000 barrels per day. Similarly, mis-invoicing of services and 

intangibles such as intra-group loans and intellectual property and management fees contribute 

to illicit financial flows as huge sums of money are possible to transfer at a click of a mouse. 

Due to the nature of intangibles, it is also more difficult to apply the arm’s length principle to 

a brand name or intellectual property than to material goods.  Firms’ knowledge and know-

																																																								
86 Arm’s length principle is an international standard applied to commercial and financial transactions 
between related companies. It states that transactions should be valued the same as if they had been 
carried out between two independents, thus each acting in his own interest as if not being part of the 
same structure (OECD Directorate, 2016). Current OECD international tax guidelines for setting prices 
in transactions between (un)related entities are based on this principle. Picciotto (2013) underscores that 
complications in the application of the principle includes the fact that tax authorities of different 
countries take different measures in assessments and that taxpayers’ reports leading to arbitrations as 
well as the procedure alone is highly opaque leaving only accountants with the outcomes. As such, this 
“does not allow the development of a body of practise that is widely known and could guide others” (p. 
13). Thus, in economic reality, the TNCs have competitive advantage and with their technology and 
know-how seek routes of lowest taxations. Following arbitrations or negotiations, rooted in the 
Principles’ wide degree of interpretive latitude, developing countries have a hard time dealing with 
TNCs further leaving space for corruption. 
87 The OECD Transfer Pricing Guidelines present a variety of methods to be used, yet they are so 
complex and extensive, that they are referred to as the “Bible” (Sheppard, 2012, p. 467). Analogically, 
the Guidelines, according to Picciotto (2013, p. 18), “combine authoritative pronouncements with a 
variety of formulations susceptible to different interpretations” and are also highly contradictory. 
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hows being a result of a synergy, it is highly problematic to attribute profits to such concepts 

as innovation, development or creativity (Picciotto, 2013). Unequal contracts between African 

governments and MNEs further allow the circumvention of existing legal provisions for the 

payment of royalties and taxes. One of the crucial elements is the realisation of the fact that in 

comparison with African governments, MNEs often have, thanks to their experts, more 

information about the quality and quantity of goods (such as mineral deposits) that are traded. 

The Panel informs about cases where a country’s secret contract enabled a company to pay a 

corporate tax of only 1.43% while in another a company negotiated to pay only 20% of the rate 

established by law (High Level Panel on Illicit Financial Flows from Africa, 2015)88. 

 

4.2 BEPS’ Enablers  
	
 The mentioned activities drive tax avoidance and tax evasion, however, they would not 

be possible without the existence of certain “enabling” structures. For one, it is the desire of 

MNEs to hide wealth from law enforcing agencies. Poor governance is another component that 

is not only unable to prevent or curb illicit activities, but may even encourage them or 

participate in them via corruption and criminal activities. According to data from 2015, the 

Panel estimates that criminal activities account for 30% and corruption for around 5% of global 

IFFs. To tackle this problem, most countries apply various institutional measures including 

financial intelligence units, counter-money laundering or counter-terrorist financing regimes. 

However, due to capacity constraints, large-scale smuggling networks trading in counterfeit 

goods or trading with the intent to avoid paying duties and domestic levies still remain an 

untapped source of IFFs. Corruption and the abuse of entrusted authorities also remains a 

problem difficult to quantify (High Level Panel on Illicit Financial Flows from Africa, 2015).  

 According to Transparency International’s (TI) 2015 study focused on sub-Saharan 

Africa, most governments are failing in fighting against corruption and the police and business 

executives are seen as the most corrupt. The estimates of the Panel that corruption in Africa 

makes more than 5% of the region's IFFs is supported by the TI’s study which found out that 

out of 28 analysed governments, 18 were seen as completely failing to address corruption. As 

a consequence, corruption was mostly on the rise in these countries. Whereas the situation in 

																																																								
88 A new practice called tax inversion characterised by a large company merging with a smaller one in 
a lower-tax jurisdiction has been recently observed. The aim is to reduce the tax burden of the large 
company; so far it has been identified only in developed countries.  
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South Africa, Ghana and Nigeria are the most grave, applied measures in Botswana, Burkina 

Faso, Lesotho and Senegal are seen to lower levels of corruption in public institutions (Pring, 

2015). Corruption is strongly linked to weak regulatory structures that facilitate IFFs especially 

in areas that are not under the complete control of African governments and where distractions 

such as civil wars area taking place89. Combining the domestic and the international level, 

Ayogu and Gbadebo-Smith (2015) note that grand corruption is at the core of the nexus of 

governance and IFFs as it corrodes governance further engendering opportunistic crimes and 

increasing collateral damage from missed opportunities. This vicious circle is thus enabled by 

the strategic complementarity of low-quality governance and corruption in the global 

governance architecture90. 

 Moving on from relatively general structural factors, elements linked to IFFs more 

directly - double taxation agreements (DTAs), tax incentives and the existence of financial 

secrecy jurisdictions - will be clarified. A double tax agreement, as the name suggests, is a 

treaty between sovereign states regarding double taxation, or more precisely, the avoidance of 

double taxation. Its main purpose is to avoid or minimise territorial double taxation of the same 

income by the two countries so that “the final tax suffered will not be worse off than if the profits 

or gains are derived from similar non-cross-border transaction” (ACCA, 2012, p. 2). This 

practice was created to provide a more conducive environment for international trade. However, 

DTAs also enable IFFs as, in order to prevent double taxation of profits, no taxation may take 

place instead. As the Panel notes, the content of the DTAs reflect the relative bargaining 

strength of the partners and given the weak capacities of African countries, the treaties place 

the African economies at the disadvantaged end (High Level Panel on Illicit Financial Flows 

from Africa, 2015). Picciotto (2013) notes that some countries (e.g. the Netherlands, the UK) 

extended their tax treaties to their colonies and dependencies and these treaties are in place even 

after the jurisdictions gained independence. The currently used OECD version of DTAs further 

does not allow for withholding taxes on royalties and management fees and gives stronger rights 

to taxation at residence91. Tax incentives are also often abused enabling IFFs. Where they 

																																																								
89 Picciotto (2013) links endemic corruption and the emergence of military-commercial alliances in 
many states to the blurred lines between state and elite revenues that have resulted from the inherited 
tax system of colonial states. 
90 The authors indicate relations between banks being encouraged by the global governance architecture 
to “do the crime, pay the fine, and do no time” (2014, p. 30). In such circumstances, curbing IFFs is 
regarded to be a daunting task which needs civil society to be engaged in order to be tackled.  
91 Opposed to the OECD version there is the model produced by the United Nations Tax Committee of 
Experts that gives stronger rights to taxation at source. Now focusing on the role of treaties, the UN 
Committee of Experts will be further clarified in the more appropriate section. In most cases, African 
countries are usually “source” countries whereas developed countries are “residence countries”. Often, 
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should encourage inward investment in general or in a given sector, sub-Saharan countries often 

competitively engage in providing tax holidays which further lead to IFFs through the 

exploitation of rules relating to change of ownership or through tax base erosion. Without any 

doubt, the existence of financial secrecy jurisdictions and tax havens92 play a crucial role in 

IFFs. 

 Tax havens are an inseparable element in most tax planning strategies of MNEs. As the 

goal of the financial management is to maximise returns to businesses’ ownership interests, tax 

havens aid MNEs to reduce or eliminate aggregate taxes paid to various governments 

worldwide93. Various strategies involving tax avoidance, “the legitimate lessening of income 

tax expense” (Holtzblatt, Jermakovicz and Epstein, 2015, p. 33) or illegal tax evasion, are thus 

used. As Holtzblatt, Jermakovicz and Epstein (2015) note, not trying to maximise profits 

“would represent nonfeasance in office by corporate managers and board members” (p. 33). 

Influenced by the sharp increase in international trade and “first-hand observations” (p. 34) of 

other states’ tax policies, MNEs’ decision-making regarding the reduction of tax burdens 

operates on a global playing field. Tax havens attract businesses as they share certain specific 

characteristics. According to Tax Justice Network, the central feature of a haven is that “its 

laws and other measures can be used to evade or avoid the tax laws or regulations of other 

jurisdictions” (TJN, n.d.,p. 1). The minimisation of tax liability depends on the use of paper or 

shell companies, trusts and other legal entities, as well as on routine and managing financial 

flows. Financial and corporate businesses being a major component of tax haven’s economy, 

they are further lured by attractive elements such as offered zero or low tax rate to non-residents 

																																																								
source countries do not have the right to tax exports as they are to be taxed by the residence country. In 
his work, VanDenburgh (2012) distinguishes two major types of taxation systems for international 
corporations that reflect these models in use. The territorial system - the source system - taxes income 
derived within a particular country irrespective of the corporation’s residency. The second system is a 
worldwide system, where MNEs are taxed on their income according to their “residence” (of parent 
corporation, or headquarters).  
92 According to the Panel (2015), financial secrecy jurisdictions/centers “put in place an elaborate 
framework to attract financial resources irrespective of their provenance” whereas tax havens “mainly 
aim to exploit differences in tax rates across different jurisdictions” (p. 42). For the purpose of this 
work, these terms will be used interchangeably as the distinction between them is not that relevant for 
the researched topic. Jurisdictions further describe any territory with its own legal system - it can be a 
sovereign state, a component of a federal or confederal state (e.g. Dubai), a dependent, associated or 
overseas territory (e.g. Isle of Man), or an internal zone with a special legal regime (such as Labuan, a 
federal territory of Malaysia) (TJN, n.d.). 
93 Employment or withholding taxes on workers’ wages and corporate income taxes are two major types 
of taxes affecting revenues of internationally operating MNEs. The former tax is payed according to the 
laws of the jurisdictions where MNEs workers are employed, it is the latter one that can be manipulated 
easily as it does not have to relate to production activities performed in the local jurisdiction. Transfer 
pricing practices and other management actions described above refer to this second type. 
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or foreign-owned legal entities. This aspect explains why certain states such as Luxembourg 

had a corporate tax rate in 2014 22.5% while still being recognised as a haven. The most 

attractive feature, however, is secrecy which includes a) strong bank secrecy - when information 

cannot be easily obtained from banks and other financial institutions for official purposes such 

as tax collection in other jurisdictions; and b) secrecy of legal entities, when information is not 

obtainable about companies, corporations, trusts, foundations, beneficial owners, details of 

persons with power to determine the use of assets, and financial accounts (TJN, n.d.). A single, 

unambiguous definition of a tax haven or an offshore financial centre (OFC) does not exist. 

However, based on various definitions, Zoromé (2007) concludes in an IMF study that OFCs’ 

primary activity is to provide financial services to nonresidents on a scale that is 

incommensurate with the size and the financing of its domestic economy. OFCs further share a 

favourable regulatory environment (low supervisory requirements and minimal information 

disclosure) and they offer low- or zero-taxation schemes. According to these criteria, besides 

generally recognised tax havens such as Caribbean Islands, the UK with its City of London tax-

haven practices was placed on the list of major offshore centres. Other “onshore” secrecy 

jurisdictions include Delaware, Nevada or the Netherlands. The Financial Secrecy Index 

provides the most up to date and recognised list of secrecy jurisdictions94.  

 Here it is important to introduce a major tax avoidance technique based on tax haven’s 

shell companies. As VanDenBurgh (2012) clarifies this widely employed strategy, corporations 

set up companies with little or no assets as subsidiaries in countries with low tax rates officially 

often claiming the office to be, for instance, its central place of management/company 

brand/insurance/financial services. Incomes from worldwide activities are then channeled via 

these tax shelters, repatriating just enough money to keep parent companies and other 

subsidiaries running95. Combined with the secrecy element and the layering of several shell 

companies over each other, each coming with its own additional secrecy structure, the ultimate 

beneficiary of the tax strategy, who may not be known by a single other person, easily remains 

anonymous96.  

																																																								
94 At the top of the 2015 list is Switzerland, Hong Kong, USA, Singapore, Cayman Islands and 
Luxembourg. If the Overseas Territories (OT) and Crown Dependencies (CD) were marked under the 
UK, as laws of OT and CD must be approved in London, the UK with its secret jurisdictions would lead 
the list (TJN, 2016) 
95 For instance, a U.S. based corporation Google, Inc. filtered 99.8% of its income via a Dutch subsidiary 
with zero employees. On the same note, ICIJ pointed to one popular address (5, rue Guillaume Kroll) in 
Luxembourg which was home to more than 1 600 companies. 
96 Trusts work in similar ways as trustees often do not know the beneficiaries. Creating a chain of 
corporations spread across multiple jurisdictions while they are provided a new legal or accounting 
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 To shed light on countries that used their policies to avoid legitimate taxation by other 

countries, the OECD created in 2000 a list of over 40 tax havens and relied upon member states 

to pressure these jurisdictions for changes in their tax regimes97. The list was criticised by many 

as it included only off-shore havens and excluded low-tax jurisdictions such as Ireland, 

Luxembourg or Switzerland. Jurisdictions on the list have since then signed agreements to 

increase tax transparency and share information more effectively (Gravelle, 2015); today the 

OECD list of tax havens is empty. Seeing the worldwide scale of dollars hidden from tax 

authorities in offshore banks, the G20 countries also agreed recently to end an era of secrecy 

and began to support information sharing agreements (G20, 2009). At their request to facilitate 

international cooperation, the OECD published the Standard for Automatic Exchange of 

Financial Account Information in Tax Matters (the Common Reporting Standard, CRS) in 

2014. Overall, by September 2016 there were 84 signatories agreeing to be more transparent 

and cooperative in tax measures (OECDd, 2016, p. 11). 

4.3 Implications of Putting it All Together 

	
 MNEs tax planning strategies combine the above-mentioned practices, enablers and 

loopholes in international laws to pay as little tax as possible (Thorne, 2013). Operating on a 

global level, companies can manipulate residence rules relatively easily as they can take 

advantage of technological developments and the fact that agreements and transactions can be 

made instantaneously. Intangible intellectual property assets also lead to massive growth in 

intellectual property industry, especially patents, trademarks and copyrights. These 

technological advancements out-date tax laws and resource-rich MNEs, profiting from the 

globalisation of the world’s economy, improvements in technology and increased tax 

competition98, thus legally circumvent much of their corporate tax obligations. Most evolving 

																																																								
wrapper deepens the secrecy and complexity of the structure. Shaxson (2016, p. 26) notes that this tactic 
is called “laddering” or “saucissonage” - symbolising the chopping of something into smaller, sausage-
like pieces. Further, he writes that “Even if you can see parts of the structure, the laddering stops you 
from seeing it all—and if you can’t see the whole, you cannot understand it” (p. 26).  
97 Tax havens are characterised by the OECD as jurisdictions with no or low effective tax rate, the 
absence of effective exchange of information, lack of transparency, and absence of requirements for 
substantial activity to qualify for local taxpayer status (Gravelle, 2015). 
98 Pomerleau (2015) reports that every region in the world has seen a decline in its average corporate 
tax rate in the past twelve years. Since 2003, the worldwide average corporate tax rate has declined from 
30% to 22.9% with Europe having the lowest average tax rate at 18.7%. From the analysed 173 countries 
and tax jurisdictions, countries without any general corporate income taxes are Bahamas, Bahrain, 
Bermuda, Cayman Islands, Guernsey, Isle of Man, Jersey, Vanuatu, British Virgin Islands and Wallis 
and Futuna. 
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tax rules have also become more complicated and harder to implement (VanDenBurgh, 2012). 

Concerning the legality of these actions, as the MNEs in question comply with the strict letter 

of the law yet do not cooperate with the law’s spirit, they act in the grey areas of law99. Though 

unpopular with general public, MNEs admit the usage of these complex avoidance techniques. 

In fact, these strategies have become so common they received nicknames with certainly a ring 

to them - “Cayman Special”, “Double Irish” or “Dutch Sandwich”100 (Holtzblatt, Jermakovicz 

and Epstein, 2015). A crucial element of these strategies is “treaty shopping”, where the 

taxpayer (MNE) interposes an intermediary company between the source country and the 

residence country “to take advantage of the treaty benefits of the treaty between the 

intermediary country and the source country”. The supposed taxpayers thus “shop” and search 

for treaties that enable them to pay the most favourable tax “price” in terms of treaty benefits 

(Ault & Arnold, 2015, p. 31). 

 In the sub-Saharan region, many MNEs such as the already mentioned Associated 

British Foods in Zambia or SABMiller in Ghana were accused by ActionAid of tax avoidance 

and tax evasion practices. Mailey’s study (2015) of a Hong Kong-based consortium 88 

Queensway Group similarly explored the engagement of MNEs in extractive industries in at 

least nine resource-rich African countries linking IFFs with the “resource curse” (p. 1)101. 

Perhaps most noteworthy is the Extractive Industry Transparency Initiative report which 

revealed that corporate profit taxes contribute to tax payments by a relatively small share, 

																																																								
99 Analysing the “consciences" of MNEs, Marks (2008, p. 1155) uses the term “creative compliance” 
with law - the ability to legally achieve the same ends as criminal actions by manipulating and exploiting 
the legal system.   
100 “Cayman Special” refers to the Cayman Islands Special Economic Zone that offers “a tax-neutral 
platform, easy company formation, fast-tracked business registration and licensing” and other benefits 
to potential clients ("Special Economic Zones," 2012). Double Irish with a Dutch Sandwich represent 
quite a complex scheme. It takes advantage of the Irish law which imposes territorial taxation and “so 
does not levy taxes on income booked at subsidiaries of Irish companies that are outside of Ireland” (p. 
39). As Ireland does not levy withholding tax on certain receipts from EU member states, revenues from 
sales of products are sent directly to an Irish subsidiary (B), that was set up by another Irish subsidiary 
(A) established in the first place. The second Irish subsidiary then channels the worldwide profits it 
received via a shell company usually in Netherlands, with which Ireland has tax treaties, back to 
subsidiary A. Subsidiary A then usually transfers profits to an overseas tax haven, where the money is 
stored. In this scheme, “double Irish” alone symbolises two Irish subsidiaries, while in combination with 
“the sandwich” strategy they represent “the bread”. The Dutch company resembles “cheese”, other 
popular versions include the Swiss and Luxembourgish sandwiches. Variations of this scheme were 
used by Apple, Facebook, Starbucks, Google, Microsoft, Amazon, and others (Holtzblatt, Jermakovicz 
and Epstein, 2015). 
101 In the context of lack of coordination of tax policies around the world, Barry (2014) focuses on the 
copper mining giant Mopani Copper Mines (MCM), a registrated Zambian company that is almost 
entirely located in tax havens - 73% of it is owned by Carlisa Investments in the British Virgin Islands, 
which is 82% owned by Glencore Finance in Bermuda, which is 100% owned by Switzerland-based 
Glencore International AG. Interestingly, up to 2010 no profit was recorded by the company in Zambia. 
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compared to employee taxes, for instance (Lundstøl, O., Raballand, G. & Nyirongo, F, 2013). 

In real-life scenario, businesses are, for example, encouraged by Barcley’s, the multinational 

banking and financial services company and self-called “pioneer of offshore”, to set subsidiaries 

in Mauritius, a popular tax haven, and then “invest” in Africa (ActionAid, 2013b, p. 2). 

IFFs impact sub-Saharan Africa on several levels. Most obviously, IFFs undermine state 

capacity as they directly reduce funds available to governments to spend on public services. 

Harming tax systems’ morale and governments’ accountability to citizens, the weakening role 

of governance undermines citizens’ willingness to pay taxes and investors’ confidence to a 

long-term sustainable engagement in the African economy. A vicious circle, this may lead to 

the institutionalisation of corruption further leading to misdirection of energies on rent-seeking 

activities, the misalignment of incentives, the reduction of private investment and the overall 

reinforcement of pro-criminal environment. Stripped of finances, dependency on foreign aid is 

increased which may also translate into imposed ideas often considered not to be in the best 

interest of the receiving countries. The lack of funds also means that the bulk of the tax burden 

falls on individual taxpayers and local small and medium enterprises. The IFFs practices thus 

contribute to income inequalities both within and between countries (Jánský, 2015, p. 48). 

Shaxson and Christensen (2016, p. 266) underscore this fact pointing to the “gigantic net one-

way flow of capital from poor countries to rich ones”. Rich countries are getting richer and 

poorer countries poorer as secrecy jurisdictions are mainly either a rich Western country or a 

satellite of one (Crown Dependencies, Overseas Territories such as Cayman Islands, Bermuda, 

etc.).  

Tax policies also impact the gendered nature of economic and social life102. Concerning 

economic consequences, it is estimated that if escaped funds have stayed on the continent, 

Africa's GDP would have increased by 15%. In the context of MDGs and SDGs, IFFs obviously 

hinder the achievement of given goals103. Without underestimating concrete results and 

statistics, it is important to look at the negative impact of IFFs from a higher perspective. Tax 

																																																								
102 Oxfam report (Oxfam, 2016) on inequality presented, how the richest 1% has more wealth than the 
rest of the world combined and how rising inequality disproportionally affect women more. According 
to the report, tax havens play a crucial role as the most prolific lobbying activities in the US are on 
budget and tax issues. In the context of SDGs, gender equality and empowerment of all women and girls 
is represented by Goal number 5. For more on the linkage of gender and taxation see UNDP (2010), for 
instance. 
103 For instance, if IFFs were eliminated, MDG 4 on child mortality could have been theoretically 
reached by the Central African Republic in 45 years as compared with 218 years (at current rate of 
progress). The scale of IFFs is calculated to be so grand that had they been stopped already by 2000, 
MDG 4 would have been reached by 2016 (High Level Panel on Illicit Financial Flows from Africa, 
2015, p. 53). 
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evasion and tax avoidance strain Africa’s capacities104 and block potential change in the 

economic structure of African countries, leaving them with continuing reliance on agriculture, 

extraction of natural resources and basic services. High reliance on the extracting sector, which 

is prone to IFFs, further provides space for political influence and discretionary power that 

undermines Africa’s negotiation positions in international relations - a much needed asset when 

DTAs are being dealt with, for instance. What more, lacking resources and pushed to prioritise, 

African governments are often unable to deliver their part of international agreements even 

when, paradoxically, the agreements are related to emerging standards on fighting IFFs105. Last 

but not least, tax avoidance practices thus contribute to perpetual setbacks not only in the 

economy sector, but also during international development cooperation and its effectiveness 

(High Level Panel on Illicit Financial Flows from Africa, 2015). 

 
  

																																																								
104 Anti-corruption agencies, financial intelligence units and transfer pricing units have to be created to 
deal with IFFs. However, as previously indicated, accountants from MNEs often know best thanks to 
their expertise. Interestingly enough, “for countries to have the same ration of tax officials to their 
population as the OECD countries they would need up to 650 000 new tax officials” (High Level Panel 
on Illicit Financial Flows from Africa, 2015, p. 59). 
105 This includes, for instance, the agreement on automatic exchange of information.  
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5 Negotiating Finances for Development  
 Building on the outcomes of the first FfD Conference in Monterrey in 2002 and the 

second FfD Conference in Doha in 2008, the Addis Ababa Conference was organised around 

the progressively seen notion that development is a global public good benefitting all countries, 

and that the financing element is a cornerstone should any progress be made (Engberg-

Perdersen, 2016). After briefly comparing the outcome documents of the three conferences, 

developing countries’ critical approach to the distribution of taxing rights based on the OECD 

Tax Treaty and the “insufficient”106 OECD BEPS Action Plan will be presented. Next, the 

stances of developed countries will be introduced to allow for a smooth transition into the 

empirical part. 

 In all three documents, the Monterrey Consensus (MC), the Doha Declaration (DD), 

and the Addis Ababa Action Agenda (AAAA), tax reform was recognised as key to enhancing 

macroeconomic policies and for domestic resource mobilisation107. From MC’s framework-like 

general emphasis on an equitable, transparent, efficient, and accountable tax systems, through 

DD’s attempt to make tax systems more “pro-poor” and capable to help accommodate poor 

countries’ weaker bargaining powers, the AAAA took tax cooperation onto a more specified 

level as its suggested solutions are closer to concrete policies. For instance, the governments 

affirmed that they “will make sure that all companies, including MNCs, pay taxes to the 

Governments of countries where economic activity occurs and value is created, in accordance 

with national and international laws and policies” (p. 12). Welcoming the work of the OECD108 

and regional organisations focused on inclusivity, the Governments also addressed the issue of 

the Committee of Experts on International Cooperation in Tax Matters and its subcommittees, 

a topic receiving more attention than any other discussed matter109. Engberg-Pedersen (2016) 

																																																								
106 Also, in the European context, authors such as Cerioni (2015) or the UK’s All-Party Parliamentary 
Group Responsible Taxes find the BEPS Action Plan unsatisfactory, “a sticking plaster” (APPG 
Responsible Tax, 2016 p. 1). 
107What must be mentioned, however, is the fact that in all documents it was noted that the economic 
and social development of each country is primary their own responsibility and that the role of national 
policies and development strategies cannot be over-emphasised. Related topics such as the broadening 
of tax bases, cooperation of banks, corruption and national control mechanisms are also included in the 
outcome documents under the domestic public resources section, however, in order not to diverge from 
the research question, these issues will not be elaborated on (United Nations, 2015a). 
108 OECD’s Global Forum on Transparency received recognition as well as its Tax Inspectors without 
Borders initiative. 
109  The frequency of Committee’s meetings was increased from one to two per year with a duration of 
four working days each. It should also engage more with the Economic and Social Council through 
Special Meetings. All member states were also encouraged to support the Committee and its subsidiary 
bodies through a voluntary trust fund that enables it to fulfil its mandate, “including supporting the 
increased participation of developing country experts at subcommittee meetings” (p. 14).  
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compared the three documents based on three criteria - the composition of the documents, the 

suggested framework for financing for the three development and the specific action areas 

involved respectively - and concluded that though agreements on paper do not guarantee the 

implementation of decisions, the formal outcomes do indicate policy shifts according to a 

consensually agreed set of problems globally to be dealt with. Engberg-Pedersen (2016) finds 

that in the AAAA public and private resources are for the first time distinguished more than 

simply domestic and international resources. The broadened field of FfD is shown by the 

inclusion of new subsections on before hardly discussed issues such as science, technology, 

innovation and capacity-building110. On the contrary, the role of foreign aid is relatively 

downplayed111. In general, the increased size of the AAAA and in some parts very detailed 

content further show that more actors seemed to want to have their concerns reflected and that 

the role of norm-setting in the field of FfD is being strengthened. Concerning the outline of the 

goal, new topics have been added to the previously already underscored “inclusiveness”, 

“equity” and “sustainability” aspects, such as human rights, gender equality and peace. What, 

however, deserves attention is the AAAA’s deviation from neoliberal rhetoric. Previously 

included guidelines advocating trade liberalisation and extensive deregulation of business 

environment have now been replaced by referring to authorities and by advising countries to 

strengthen public policies and regulatory frameworks on all levels. In fact, “deregulation is not 

mentioned at all ” (p. 27).  

 In relation to SDGs, especially SDG 12, a needed market regulation was emphasised to 

change patterns in consumption and production patterns. Further, an abstract market has 

disappeared, but there are references to the private sector as an actor in transformative change. 

No longer should the public sector as if create an enabling environment for the private 

investments, but the private sector’s role now is to undertake activities for the common good 

and, as Engberg-Pedersen (2016) is stating, contribute to long-term societal aims112. 

Concerning domestic public resources and the fact that DD highlighted the need for tax reform 

in a separate paragraph (DD, § 16), the AAAA’s emphasis on tax, tax cooperation and the 

																																																								
110 AAAA introduces such cross-cutting areas as the delivering of social protection and essential public 
services, scaling up of efforts to end hunger and malnutrition, promotion of inclusive and sustainable 
industrialisation, protection of ecosystems and protection of peaceful and inclusive societies. 
111 Still mentioning that developed countries should provide 0.7% of GNI as ODA, Engberg-Pedersen 
(2016) concludes that the lack of innovative thinking in this regard shows that faith in aid as an important 
instrument in future development processes is weakening. 
112 ‘We will develop policies and, where appropriate, strengthen regulatory frameworks to better align 
private sector incentives with public goals, including incentivizing the private sector to adopt 
sustainable practices, and foster long-term quality investment’ (United Nations, 2015a, § 36).  
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combating of IFFs is evident. AAAA strongly condemns tax avoidance, which is regarded as a 

key issue. Trade still holds its place as an “engine for development” (United Nations, 2015a, p. 

38), public interest in trade regimes, is, however, underscored. An emergence of paradigmatic 

change can thus be seen, though as new norms are to be set, the old ideas challenge the 

economic reform. However, Engberg-Pedersen (2016) finds two aspects surprising in the 

AAAA and both are very related to the topic of this work. It is noted, that both the representation 

and the influence of poor countries in global governance as well as the strengthening of the UN 

system have been watered down in the document, or at least not emphasised. Focusing on the 

general FfD outcomes, Engberg-Pederson states that this might be a reflection of a “foot-

dragging approach adopted by the rich countries” (p. 30), a very spot on remark regarding (at 

least) the international tax cooperation agenda113. 

 

5.1 OECD-led Base Erosion and Profit Shifting Pressure Points 

	
 In view of the financial crises, austerity measures, various information leaks and 

publicised cases of  MNEs paying unexpectedly low taxes in countries in which they operate, 

OECD began to research the situation to prevent further income losses. Their work was 

supported by the G20 which requested the “diagnosis of the extent and causes of profit shifting 

and accompanying base erosion” (Ault & Arnold, 2015: 2). In its outcome document, the OECD 

Report on Addressing BEPS, several “key pressure points” (Ault & Arnold, 2015, p. 2) that the 

MNEs use to avoid or evade taxes were identified and globally received. The mechanisms, as 

also described by Ault & Arnold (2015, p. 3), that the MNEs enjoy are: 

1) International mismatches in entity and instrument characterisation, so called hybrid 

arrangements, which take advantage of differences in domestic law to create income that 

escapes taxation altogether or is taxed at an artificially low rate; 

2) The use of treaty concepts limiting taxing jurisdictions to prevent the taxation of digital 

goods and services; 

3) The use of debt financing and other intra-group financing structures; 

																																																								
113 It must be mentioned that an Addis Tax Initiative was set up during the Addis Ababa Conference by 
the governments of Germany, the Netherlands, the UK, and the USA. The Initiative was launched to 
generate resources for capacity building in the field of taxation to create a more transparent, fair, and 
efficient tax system (“About the Addis Tax Initiative,” 2016). 
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4) Various aspects of transfer pricing dealing with risk, intangibles, and the splitting of 

ownership within a group, which allows income to be taxed in a country other than the 

country in which the value from economic activities is created; 

5) The lack of effective anti-avoidance measures such as General Anti-Avoidance Rules 

(GAAR), Controlled Foreign Corporation (CFC) regimes, thin capitalisation rules and anti-

treaty shopping rules; and  

6) The availability of harmful preferential regimes114. 

These points shifted the discussion from a “diagnosis” phase into a search for remedy. In the 

following subchapters, OECD’s “medicine” will be briefly presented as well as its 

shortcomings that are of high importance especially to the developing countries. 

 

5.2 Developing Countries’ Critical Approach to OECD’s Action Plan on BEPS 
 

 In July 2013, the OECD, backed by the G20, presented an OECD Action Plan on BEPS 

that was based on 15 Actions to tackle the above mentioned challenges. Briefly, the OECD was 

mandated to: 1) Address the tax challenge of the digital economy115; 2) Neutralise the effects 

of hybrid mismatch of arrangements; 3)Strengthen the controlled foreign company (CFC) rules; 

3) Limit base erosion via interest deductions and other financial payments; 5) Counter harmful 

tax practices more effectively, taking into account transparency and substance; 6) Prevent treaty 

abuse; 7) Prevent the artificial avoidance of permanent establishment (PE)116 status; 8)9)10) 

																																																								
114 In the context of IFFs, the UN Secretary-General notes gaps in international tax cooperation by 
pointing towards insufficient participation by the LDC in tax cooperation forums, lack of cooperation 
and coordination among providers of technical assistance and donors, infrequent monitoring and 
evaluation of technical assistance received by developing countries, unsatisfactory availability of data 
on taxation for future tax policy planning, lack of technical skills in tax administration and the frequent 
absence of independent and competent judicial systems outside the tax administration (Economic and 
Social Council, 2015). 
115 International tax rules dating back to 1920’s have been recognised as not keeping pace with the 
changing business environment especially in the context of intangibles and the digital economy 
characterised by massive use of data, multisided business models and the irrelevancy of physical or 
geographical boundaries. As such, digital economy facilitates BEPS and may cause base cyberisation, 
the disappearance of tax base. Structures aimed to specifically bypass income tax were created by top 
BEPS flagship digital companies such as Amazon, Apple, Facebook, and Google (Li, 2015, p. 408). 
116 As Jimenez (2015) defines, the concept of Permanent Establishment (PE) identifies a level of 
presence in the source country which enables that country to tax non-residents on business profits that 
are attributable to a PE located within its territory. PE may be a fixed place of business, construction 
projects lasting more than a fixed time or a dependent agent which enters into contracts in the name of 



	 63	

Assure that transfer pricing outcomes are in line with value creation with respect to intangibles, 

risks and capital, and other high-risk transactions; 11) Establish methodologies to collect and 

analyse data on BEPS and the actions to address it; 12) Require taxpayers to disclose aggressive 

tax planning arrangements; 13) Re-examine transfer pricing documentation; 14) Make dispute 

resolution mechanisms more effective; 15) Develop a multilateral instrument to enable 

interested countries to implement measures developed in the course of the work on BEPS and 

amend bilateral tax treaties (Ault & Arnold, 2015, p. 3). 

 Welcoming a step towards a positive change and attempting to upgrade the 20th century 

tax system, the OECD Plan focuses on the lack of coherence of existing international rules 

(resulting in double non-taxation, for instance), the widespread use of communication advances 

that makes physical person in a low-tax jurisdiction less necessary or no longer necessary, and 

the need for transparency and sharing information among jurisdictions (Ibid.). 

 From the developing countries’ perspective, however, the OECD Plan does not go as 

far as they would have preferred. Primarily, the Action Plan (OECD, 2013, p. 11) states that: 

“while actions to address BEPS will restore both source and residence taxation in a number of 

cases where cross-border income would otherwise go untaxed or would be taxed at very low 

rates, these actions are not directly aimed at changing the existing international standards on 

the allocation of taxing rights on cross-border income”. The formal legal structure for 

international tax coordination being provided by bilateral treaties, DTTs, the current 

architecture, in which OECD’s model of source taxation is favoured opposed to UN’s model of 

residence taxation, plays a crucial role in IFFs117 (Picciotto, 2013). As the protection of a 

																																																								
a taxpayer. Definitions of PE by the OECD and the UN differ with UN having a lower threshold for an 
entity to have the duty to pay taxes. Most developing countries (source countries) have concluded 
treaties on the UN Model basis, developed countries use the OECD Model. For a comparison of the UN 
Model Tax Convention and the OECD Model Tax Convention see Lennard (2009).  
117 The assigning of taxing rights goes back to League of Nation’s conference in 1928, where a Fiscal 
Committee was set and which issued in 1943 a model treaty favouring taxation at source. During the 
Committee’s work, accounts of branches of TNCs were compared with similar but independent local 
firms to verify the proper breakdown of tax income. Other methods, such as assessing the taxable profit 
according to TNCs total turnover or fractional apportionment, were used too. The adaption of the Arm’s 
Length Principle took place in 1933 stressing that a close cooperation between tax authorities would be 
required. In 1946 a subsequent model was issued in London which shifted the rights towards residence 
taxation. After UN were created, a Financial and Fiscal Commission took up the issue, yet due to “east-
west and north-south splits” it ceased to meet after 1954. Two years later a Fiscal Committee was set 
under the Organisation for European Economic Cooperation and is now a part of OECD’s tax network. 
It consists of member states representatives and during the 1970s and 1980s it coordinated anti-
avoidance techniques. In 2003 the OECD established a Global Forum on Taxation (now called Global 
Forum on Transparency and Exchange of Information for Tax Purposes), which includes tax haven 
states and which conducts outreach activities (Picciotto, 2013, p. 8). Concerning the UN, an Ad Hoc 
Group of Experts on Tax Treaties between Developed and Developing Countries was set up in 1967. In 



	 64	

domestic tax base is indispensable for revenue sustainability for developing countries, keeping 

the existing international standards is not advantageous to them. Primarily, most developing 

countries identify reduction in source-based taxation as their main concern as compared to 

OECD’s Action Plan’s focus on the shifting of domestic income or locally owned companies 

to low-tax jurisdictions. Missing this point further translates into potential and real losses as, as 

previously mentioned, corporate tax on inward investment accounts for a greater share of 

developing countries’ total revenue. Another insignificant factor is that administrative 

capabilities do not allow for developing countries to take advantage of the Action Plan in its 

full extent. To tackle transfer pricing, for instance, most developing countries lack resources to 

apply complex and time-consuming checks requested by the OECD. Although the Plan thus 

helps developing countries identify issues and suggests possible problem-solving techniques, 

there are specific characteristics of developing countries that the OECD does not deal with 

(Ibid).  

 Without going into unnecessary technical details, a number of insufficient OECD BEPS 

measures will be briefly introduced from the developing countries’ perspective. Primarily, 

developing countries point to the fact that the formulation of the OECD Action Plan was created 

by the OECD countries supported by G20 only. This approach excluded them from the 

decision-making process which has then resulted in mechanisms that they are unable to 

implement and thus to efficiently stop IFFs. 

 For instance, to limit transfer pricing techniques, tax authorities need to have 

information about the nature and structure of activities of the entities carrying on business or 

investing in their jurisdiction. This requires transparency of the structure and the disclosure of 

needed information not only about activity in the jurisdiction but also about foreign assets and 

other activities of its resident taxpayers. Ideally, unified documentations (such as the OECD 

Transfer Pricing Guidelines) should enable administrations to carry out transfer pricing 

																																																								
1980 the Group of Experts finalised the UN Model, “whose aim was to promote the conclusion of 
treaties between developed and developing countries, acceptable to both parties and one that would 
safeguard their respective revenue interests” (Financing for Development Office, 2016, p. 1). It also 
worked on the adaptation of the OECD’s DTT to the needs of developing countries, former European 
colonies, which inherited treaties extended to them by their mother country and did not want to sign up 
the OECD-style treaties. Besides the UN Model Tax Treaty, the Committee also publishes other 
documents such as the UN Practical Manual on Transfer Pricing for Developing Countries. The Group 
was renamed to Ad Hoc Group of Experts on International Cooperation in Tax Matters in 1980 and 
increased its membership from 20 to 25 tax experts. In November 2004, the ECOSOC renamed the 
Group the Committee of Experts of International Cooperation in Tax Matters. The OECD, according to 
Picciotto (2013), marginalises the UN and confines its work to the model treaty, which is supposed to 
be based on their version with small modifications permitted. 
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assessment to assure that the MNE has applied the correct methodology and to assist in the 

audit of transfer pricing cases. However, obtaining information about the global actives of 

MNEs operating in various jurisdictions is a very difficult task for developing countries. 

OECD’s Action 13 proposes a requirement that MNEs should provide Country-by-Country 

(CbC) information allowing not only to properly asses transfer pricing methodology, but, due 

to its nature, it would allow authorities an insight into the whole structure of the company to 

check whether tax allocations of individual subsidiaries make sense in general terms.118 For the 

developing countries, there is a number of obstacles that prevents them from obtaining this 

much needed information. First, their domestic legislation has to allow the tax authorities to 

collect the information from the taxpayers. Second, mechanisms enabling developing countries 

to reach the information are rather difficult to implement119. Under the current mechanism for 

information exchange, it is, for example, the aspect of reciprocity that plays a crucial role. In 

practice, this means that if a developing country wants to access information from another 

jurisdiction (a financial centre, for instance), it also has to provide information to the exchange 

partner. However, their limited legal and administrative capacity often does not allow the 

acquirement of high-quality in-depth data about the local taxpayer (Ault & Arnold, 2015).  

 These local limitations also reflect in the incapability to include complex general anti-

abuse rules (GAAR)120 or Limitations to Benefits (LOB)121 articles to various treaties, which 

act as a prevention to “treaty shopping”, one of the most important sources of BEPS concerns 

(OECD, 2014). What more, even if these preventive articles, focused on denying “an agent” or 

“a conduit” of the income, are not in place, the benefits from the Vienna Convention on the 

Law of Treaties, which emphasises that treaties should be interpreted in good faith and in the 

light of the object and the purpose of the treaty122, further meet domestic limitations (Ault & 

																																																								
118 It is recommended that a “master file” contains information about the organisational structure of the 
MNE, lines of business and tax position. In a country-by-country template the MNE will also show 
revenues, profit before taxes and accrued taxes in the current year, stated capital and retained earnings, 
number of employees and tangible property. Detailed information about local taxpayers, such as the 
subsidiary and branches, their relations and financial aspects as well as the transfer method being used 
would be stored in a “local file” (Ault & Arnold, 2015, p. 24). 
119 Negotiations among OECD countries included discussion on how much information should MNEs 
provide. Another debate deals with the availability of information to tax administrations only, to 
governments, or whether it should be available to the public.  
120 General Anti-Avoidance Rule (GAAR) is “a statutory rule that empowers a revenue authority to 
deny taxpayers the benefit of an arrangement that they have entered into for an impermissible tax-
related purpose” (Pwc, 2012, p. 1). 
121 Limitations to Benefits restrict treaty benefits to persons who are residents of third states attempting 
to access indirectly the benefits of a treaty between two contracting states (OECD, 2014, p. 3). 
122 Article 31 
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Arnold, 2015, p. 29-30). Specifically, the effectiveness of this approach depends on the courts 

in the relevant area and their treaty interpretation, which, compared to other involved actors in 

the process, may lack expertise and strength to protect general domestic interests (Ault & 

Arnold, 2015). 

 Besides concerns related to the inability to receive information about MNEs’ financial 

flows and the    insufficient strength of treaties, the distribution of taxing rights, as based on the 

current OECD Model, also provides space for disadvantaging developing countries and is often 

the most critiqued aspect of the current tax regime123. How ever, it is important to take note that 

as an extensive treaty network is generally considered to be an indicator of willingness to attract 

FDI and “a manifestation of a country’s desire for economic development and greater 

integration into the global economy” (Cooper, 2015, p. 275), much focus has been shifted to 

the prevention of misuse of treaties. In light of developing countries’ interests OECD notes: 

“Tight treaty anti-abuse clauses coupled with the exercise of taxing rights under domestic laws 

will contribute to restore source taxation in a number of cases” (OECD, 2014, p. 2). On a 

similar note, the question of shifting taxing rights is also closely related to the role of digital 

economy. Even in this aspect, however, it is clear that developing countries’ concerns with 

BEPS and base cybernization differ from those of OECD countries. As Li (2015) explains, 

whereas the OECD debate revolves mainly around the use of legally sophisticated structures, 

developing countries’ problem lies in the design of existing rules which do not capture the 

income. For a change to take place, developing countries thus must address the fundamental 

base definition and tax enforcement issue arising from the digital economy. Instead of 

attempting to fit the digital economy into traditional tax rules, Li thus highlights the need to 

first change the underlaying tax rules that are governing it. 

	
5.3 Developed Countries’ Critical Approach to the Upgrade 

	
 As can be seen from the description of the OECD’s BEPS Action Plan, its focus is on 

the priorities of OECD Member States that often differ or are not relevant to those of developing 

																																																								
123 In fact, the tax base of developing countries can be eroded by subsidiaries or branches of foreign 
corporations in a number of other ways. This includes taxing difficulties related to such transactions 
such as the sale of shares in domestic as well as foreign corporations or the taxing of business services. 
This is again closely related to MNEs’ tax planning and their tax avoidance structure that enables them 
not to have a fixed base/permanent establishment in the country. As in previous cases, insufficient 
domestic capabilities - when compared to capabilities of other stakeholders - prevent effective collection 
of information and the enforcement of the spirit of relevant laws (Ault & Arnold, 2015; Cooper, 2015). 
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states. Many authors thus argue that the international tax agenda setting global tax rules should 

be managed under the auspices of the United Nations where both developed and developing 

countries participate in the policy making process on an equal footing. Specifically, the question 

brought to the forefront of the debate was the strengthening of institutional arrangements to 

promote international cooperation in tax matters in the form of the upgrade of the Committee 

of Experts on International Cooperation in Tax Matters into an intergovernmental body. As 

mentioned earlier, the Committee currently has a non-governmental status and limited 

resources. Its options to close gaps in international tax cooperation are thus considered to be, 

especially by the developing countries and civil society representatives, limited. 

 The idea of the upgrade of the Committee was officially put forward to the Secretary-

General (SG) of the UN by the Economic and Social Council in 2010. After SG’s consultations 

with UN Member States on this topic and its reception with mixed feelings from the side of the 

developed countries, the proposal was put forward once more in 2014.124 Although states are 

responsible for their domestic tax system, the SG highlighted that in a global economy there 

are limits to what individual governments can accomplish on their own (United Nations, 

2015b). IFFs being a global challenge, a momentum created by several simultaneous factors 

(such as the fragile growth pattern in most developed countries, large financing needs for 

sustainable development, increased public interest in tax avoidance due to tax scandals or 

increased business sensitivity to strategic competitive advantage caused by aggressive tax 

planning) was requested to be taken into consideration. The fact that the Committee’s focus on 

the needs of developing states may ultimately benefit all UN member states was further 

proposed. While G77 countries and China welcomed the upgrade idea and the strengthening of  

the Committee’s authority, legitimacy, and accountability that it would bring, developed 

countries expressed a number of concerns125. Acknowledging the need to strengthen tax 

cooperation and showing appreciation towards the contribution of the UN Tax Committee, they 

highlighted that instead of upgrading the Committee, it should cooperate more with regional 

forums such as the IMF regional technical centre or African Tax Administration Forum. 

Developing countries were encouraged to involve themselves in relevant international forums 

																																																								
124 Previous reports on the issue from which conclusions were derived focus on the Committee 
((E/2011/76), on its role and work (E/2012/8) and on its further strengthening (E/2013/67). The question 
of the upgrade was also included in the synthesis report of the SG on post-2015 sustainable development 
agenda (A/69/700). All reports can be accessed at the ECOSOC Reports’ webpage (“Reports: ECOSOC 
Documentation & Reports,” 2016). 
125 Views sent directly to the SG were expressed by Denmark, Japan, Lebanon, Mexico, the Russian 
Federation, Turkey, the USA, and the EU. Although South Africa and Singapore are part of the G77, in 
their national capacity they proposed to strengthen the Committee, not to upgrade it. 
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including the OECD, the Global Forum on Transparency and Exchange of Information for Tax 

Purposes, the International Tax Dialogue and the International Tax Compact. Most states also 

agreed that the Committee’s effectiveness must be improved126. Concerning the reasons for the 

objection to the upgrade, states emphasised that a) a danger of work duplication of other 

organisations active in the field (especially the OECD) exists; b) policy positions of developing 

states were already included in work undertaken in other forums; and c) concerns about the 

increased resource commitments related to the upgrade of the Committee. One state objected 

the increase in the number of Committee members reasoning that “the Committee was both 

already diverse enough to represent a wide variety of views and expertise, and small enough to 

reach consensus on potentially difficult issues” (United Nations, 2015b, p. 10). The Committee 

should also create a platform that would allow developing countries to share experience on 

exchange of information (United Nations, 2015b). 

  A detailed overview of 15 analysed EU member states’ positions on the upgrade of the 

Committee - found under “Support for UN-led Tax Reform” - is shown in Table 4 below. The 

analysis has been presented by Eurodad127 and its experts from 15 countries who have examined 

their national governments’ commitments and actions on this subject. The focus of this work 

being the UN Tax Body, three other stances towards different yet interconnected tax policies 

are left to complete the picture. 

 

																																																								
126 Suggestion to increase effectiveness included a check-up that existing structures function in the most 
effective way, an increase of Committee’s sessions to two per year, an enlargement of the Committee’s 
secretariat, an increase in the number of Committee members from 25 to 40, an increase of additional 
resources available.  
127 The analysis has been presented by the European Network on Debt and Development (Eurodad) and 
its experts from 15 countries who have examined their national governments’ commitments and actions. 
Eurodad is a network of 46 civil society organisations from 20 European countries that focus on issues 
related to global tax policies, tax havens and transparency. In their latest analyses, Fifty Shades of Tax 
Dodging (Eurodad, 2015) and Survival of the Richest (Eurodad, 2016), the OECD BEPS practises are 
under scrutiny.  
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Table 4: Comparison of Selected Countries (Eurodad, 2015) 
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6 Member States’ Perspectives 
	
 In total, eleven UN member states delegates (D1-D11) presented their arguments against 

the upgrade of the Committee and three (D12-D14) delegates from G77 presented their 

perspectives on to why the upgrade did not happen. The perspectives which are most crucial 

for the analysis are those of the 11 representatives from the developed countries, the three 

perspectives of the G77 member states are to represent simply arguments from the “opponents’ 

side”. G77 having a unified position supported by relatively known arguments, the three 

perspectives are taken to be representing the main line of arguments of the G77. Perspectives 

of the civil society, which is an important stakeholder in the process, and other organisations128 

are not only presented for contextual reasons, but also to provide a perspective that is not 

“burdened” with the need to explain an official national position. In the following part, 

responses from member states are presented first. Then, viewpoint from the civil society and 

other organisations that are in support of one of the given theories follow. An interpretative part 

in which findings are analysed within the larger theoretical framework summarise the empirical 

part of this work. 

 

6.1 In Support of the Power-Based Theory 
 

 The perspective which emphasises the distribution of power in an organisation and the 

existence of formal and informal rules was, though not explicitly, expressed by all 14 member 

state (D1-D14) representatives. Specifically, the argument that the upgraded Committee would 

make the discussion less professional and more “politicised” was presented by all 14 

respondents. What more, by the “politicisation” the representatives also meant that the focus 

on the UN would weaken the OECD, the main “delivering129” actor active in the field today. 

Looking at what “politicisation” means, this argument is clearly linked to the distribution of 

power in the two organisations in question. In fact, D2 stated that the UN has primarily “no 

mandate for trade or finance stabilisation because the issue touches national sovereignty, 

income policies designed to benefit the country, and so is a sensitive issue that would be 

																																																								
128 Interviews were conducted with representatives of Eurodad, Financial Transparency Coalition, 
Glopolis, International Centre for Tax and Development, Jesuit Centre for Theological Reflection 
(Zambia), Oxfam Novib Nigeria, Tax Justice Together and the UN. All respondents were able to 
represent the official stance of their organisation/institution. 
129 9 out of the 11 respondents from countries against the upgrade (D1, D2, D3, D5, D7, D8, D9, D10, 
D14) emphasised that the OECD with its Global Forum is delivering sufficient results. 
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politicised”. Respondents emphasised that by bringing the tax question into the UN, the 

momentum of the OECD-led negotiation process would halt or be significantly weakened. This 

would be caused by the fact that G77 member states represent a majority in the GA130. As the 

political interests of the developing states differ from the developed states, G77 countries would 

“block” suggestion policies put forward by the current members of the OECD. The description 

of the OECD as the “rich country club” was used by half of the respondents (D2, D3, D7, D8, 

D9, D11, D12). However, a senior diplomat (D2) referred to the emerging economies and 

commented that “there are no more rich and poor countries - it’s all about power relations 

now”. On a similar note, D4 emphasised that the North-South divide is disappearing and that 

each country is primarily responsible for its own destiny. As “the terminology describing 

developing and developed is no longer useful”, the argument that developing countries have the 

right to develop and the developed country have the duty to help them is thus for many baseless. 

The delegate did admit, though, that a post-colonial dependency exists in the form of tied aid. 

D9 shared this view, too. 

 Seven delegates (D1, D3, D5, D8, D9, D10, D14) pointed out that the upgrade question 

was loudly asked for by the Caribbean Community (CARICOM) and Small Islands Developing 

States (SIDS), “small island economies”, among which there is a significant number of 

countries notoriously known as “tax havens”. The OECD having the ambition to curb IFFs with 

its BEPS initiative, the six delegates hinted that this behaviour was suspicious with a clear 

ambition of the “havens” to undermine the progress reached so far. This was interesting to hear 

from a delegate (M3) who himself represented a country often called a European “tax haven”. 

What more, the delegate pointed out that for the SIDS’ tax havens, the question of taxes is a 

matter of survival as they are “the hubs of internationals”. Contradicting himself a little, he also 

said that the tax policies of his own country are “a matter of providing services as well as of  

national security”. 

 Other supporting arguments were that the developing states’ priorities are not directly 

linked to the upgrade of the Committee. This means that not only would the current OECD 

effectiveness be diluted, but mainly, that some countries, such as India (or Brasil, to a lesser 

extent), use the negotiations simply as a vehicle to make themselves visible and leader-like, to 

be “a champion of the developing countries” (D10, also mentioned by D1, D9), to promote its 

national agenda. For instance, D5 noted that representatives of developing states are often not 

																																																								
130 In the GA votings, one country equals to one vote. Out of 193 UN member states, 134 belong to G77. 
In the GA, as D13 noted, it is “the tyranny of the small, it is about leverage and power, real politics”. 
D9 said “the OECD is a curse word at the UN”. 
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present at UN meetings on tax issues, thus demonstrating lack of interest in the topic. Unlike in 

the case of climate change, D7 stated, “national interests have not yet become global interests”. 

The four delegates who participated in the Addis Ababa negotiations acknowledged that G77 

countries are trying to reform the institutional financial structures which are now controlled by 

the “rich” countries represented by the OECD countries. This being a power struggle where 

political calculations play a huge role, the upgrade argument of the G77 countries, and emerging 

economies especially, was considered by all delegates as legitimate. Besides seen as legitimate, 

it was also seen as “fair” yet “unrealistic” - or, as realistic as the inclusion of more states into 

the UN Security Council, according to D2. This delegate who represented an EU country rather 

skeptically acknowledged that if such a change was to happen and if today’s tax negations were 

“first steps” to a global inclusiveness, the institutional change would probably happen only in 

a very distant future. D3 emphasised that the current state may not be moral or fair, yet “it is 

legal and that is what matters”. Also, according to D3, the argument of developing countries 

that they were treated unjustly in the past was often found convenient to hide behind, but as 

developing countries were often hindering their own development progress and good 

governance attempts, it was seen by the delegate as “fakery”, “an excuse”. On a similar note, 

D7 said that “we have to work in the UN reality, which is ugly and where realism is key and 

alive”131. 

 Working with arguments from delegates as well as from representatives of different 

organisations/institutions, the three components of the theory of informal governance were 

identified. Primarily, power relations were evident both in the UN and in the OECD. They were 

also recognised between the developed countries and the developing countries as well as in-

between the individual groups. In the group of developed countries, it was obvious that although 

formally all countries should have an equal say at the round table at the EU, this was not true. 

As four delegates from medium and smaller EU member states agreed, most countries in the 

EU would be open to discussing an upgrade of the Committee, yet especially Great Britain’s 

firm stand against the upgrade resembled a “veto” power. One state such as the UK has the 

power to “sweep off the table an agenda agreed on by others” (D9). Differences in bargaining 

powers were reported to be much bigger in the OECD and its Global Forum on Transparency 

and Exchange of Information for Tax Purposes. According to delegates against the upgrade, 

																																																								
131 D13 expressed frustration when talking about powerful “Western” countries not having to follow 
international law they had created in the first place. D13 used the example of Saudi Arabia declining 
election to Security Council in 2013 as a case where a non-Western country decided to show its 
dissatisfaction with the UN power structure by an unprecedented move, by boycotting. 
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developing countries can participate in the forum on an equal footing with OECD member 

states. To most of them, this meant the Forum had an inclusive character. However, all eight 

respondents not representing a country pointed to the fact that the developing country could 

only participate in the implementation process of the already negotiated tax policies and not 

participate in the negotiations on tax issues. In the OECD, this was reserved for the OECD 

members and somehow for the G20. Four interviewees also said that direct phone calls are often 

made from the OECD member state capitals to the Ministries of Finance in a developing state 

to persuade usually African politicians to change their position in an international tax debate. 

Or, instead of calling, diplomats from developing states are personally talked to “to discuss” a 

position and to be also “reminded” that their country is receiving ODA. Representatives of the 

developing countries confirmed that their negotiating position in the OECD setting is rather 

limited as they are often not even present or invited to the negotiation table.   

 The setting of the OECD also enables negotiations on tax issue to be held behind closed 

doors when important rules are being discussed. United Nations negotiations being more 

transparent and often broadcasted, the OECD setting is regarded to be more convenient for 

OECD states. Friendly relationships are also established among the fewer delegates of the 

OECD countries that further reinforce their notion that their work is more important and 

efficient (when compared to the UN debates with more than 190 national representatives). Also, 

bringing the discussion into the UN setting was found not only to empower developing states 

to participate in the negotiations on an equal footing, but it was found to possibly prevent or 

lower the number of opaque methods of persuasion applied to the African countries as well as 

to SIDS. Two delegates (D11, D13) from non-European countries emphasised that the UN is 

the only place where South American, Caribbean, and African states can have some influence. 

Concerning the legitimacy in form of voluntary participation in the OECD, this argument was 

pointed to by most (8) (against-upgrade) member states delegates. The legitimacy of the OECD 

and its Global Forum was derived from the voluntary participation of developing states. Lastly, 

contingent delegation was reported as in the OECD crucial negotiations often happen behind 

closed doors. Building on experience from similar OECD projects to tackle tax havens, as, for 

instance, D9 notes, strict rules are applied to SIDS while for European low tax jurisdictions 

exceptions are made. 
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6.2 In Support of Domestic Economic Preferences 
	
 Concerning the arguments from delegates from OECD member states, only three 

interviewees (D5, D7, D9) said that the they are aware of domestic economic interests playing 

a role in the decision-making in question. One delegate (D5) who seemed personally as well as 

professionally immersed into the issue suggested that the  “ultimate truth lies in the middle” 

but that MNEs and the financial sector have influence over some negotiations132. This response 

may be significant as the delegate represented a European country that acts as one of the largest 

conduits for MNEs’ investments.  Another delegate, who was a part of his national delegation 

in Ethiopia was highly confident of the linkage between MNEs and the governments of 

countries in which MNEs originated in the first place. When discussing national preferences, 

two delegates replied they cannot confirm nor deny the influence of domestic economic 

interests on government positions. Overall, it is possible to say that out of the discussed reasons 

behind the countries’ choices - power/politicisation issues in the UN, domestic economic 

interests, and higher effectiveness of other organisations - the delegates were more keen to 

speak about other issues rather than the influence of business interests.  

 Regarding all respondents and “global politics being domestic politics”, ten respondents 

gave domestic economic subjects an important role. A delegate (D12) from an African country 

pointed to the protection of companies as to one of the two main reasons why a harmonised tax 

system cannot come into existence133. He also emphasised the extra man-power the MNEs have 

by stating that “the MNEs' fantastic lawyers are capable to oversee the international legal 

framework that is impossible to do for developing countries”.  In this case, the governments' 

roles in developed countries and their domestic actors' role reinforced each other as tax policy 

affects both cost-benefit calculations of specific sectors and is a fundamental question in current 

international debate. One respondent pointed to the fact that in medium or small sized European 

countries, national institutions, such as the Ministry of Finance, is by nature oriented inwards 

(to the domestic policy). This means that although it deals with taxation, it mostly cares about 

domestic politics and its relations with domestic business actors and thus does not see tax policy 

and its implications in an international context. One interviewee suggested that linkages exist 

straight from MNEs to the OECD, circumventing national governments. Only one 

representative of the civil society said she is not aware of the influence of economic actors on 

the debate. One civil society representative highlighted that it is difficult to “catch a smoking 

																																																								
132 The delegate also advised to look for answers in the banking and corporate sector.  
133 The other reason was sensitivity natural to a national sovereignty issue. 
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gun”. However, an example was provided to show that the opinion of the business sector in the 

decision-making is not ignored. Representatives of businesses, as opposed to civil society 

representatives, often already had “secret” tax-related documents that were just being 

negotiated by member states behind closed OECD doors while the civil society representatives 

were denied access to these materials as well as a spot at the negotiating table.      

                                                                                                                                                                                                        

6.3 In Support of Functional Theory in Decision-Making 
	
 All respondents from the OECD countries (D1-D11, D14) explicitly stated that the main 

reason why the upgrade did not happen was due to the fact that in the international arena there 

already was a functional body dealing with the proposed tax issue - the OECD. According to 

them, the OECD is better designed to accommodate the discussion as it actually “delivers” 

results. This was made possible due to a number of reasons. First, delegates pointed to the fact 

that if the tax debate was moved to the GA and tax standards were adopted at the GA (“after 

never-ending discussions” according to D10, for example), the standards would not be 

implemented by all member states anyway and thus the debate - targeted towards global 

implementation of rules - would be useless. D2 called the UN “a talk-shop”. Contrary to the 

UN setting, D1 and D2 said, the OECD Secretariat examines involved countries and by using 

a blame-and-shame system forces countries to change their tax rules. This “strong hand” is 

missing in the UN GA and the tax standards adopted there would thus not be possible to enforce. 

One delegate, D4, strongly emphasised that the developed countries contribute the most to the 

UN budget and so naturally want to see these resources spent as efficiently as possible. With 

the many corrupt African governments representing the developing countries, accountability 

and the efficient spending of these resources would hardly be guaranteed. D9 also added that 

kleptocracy in G77 countries is so widespread that it is the MNEs and ruling group that gain 

from the G77’s increasing self-confidence134, not the common people. 

 D1, a delegate from a EU country who had also participated in the Addis Ababa 

negotiations, said, that he was surprised to see the tax-issue being so emphasised in the SDGs 

debate. Seeing the OECD platform with its “blame-and-shame system that examines countries 

individually” as efficient, he was curious to see that tax havens called for the upgrade of the 

Tax Committee. The delegate underscored that such behaviour was “highly suspicious and 

hypocritical”. Bringing the debate into the UN setting would only allow give these countries 

																																																								
134 New self-confidence gained from cooperation with emerging donors, such as China. 
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“an excuse not to cooperate as in the UN a universal consent is needed and it would be 

impossible to reach when the member states would not want to agree.” Although the SDGs are 

“a tool” and “its framework breaks silence between parties”, “the UN has never ever reached 

any significance in macroeconomic issues - only Resolutions with little power have been 

passed, and though they were adopted by the vote in the GA, they were not implemented”. Thus, 

“the UN would not be a competent place and it would weaken the Global Forum”. This delegate 

also directly addressed the role of the civil society in the debate calling them “manipulated”. 

As he was personally interested in the issue, he said he initially supported the civil society, but 

as he saw the “real politics” in the UN - “the G77 opposing the country-by-country reporting, 

for instance” - he eventually learned that “the NGOs missed the point as they call for a 

dysfunctional body”. The hidden motives during negotiations and the following inefficiency 

made the D1 call the UN politics “sick”. D1 then concluded by saying that because tax 

avoidance and tax evasion is a problem for both developed and developing countries and 

because aid to developing countries does not deliver results fast enough, the body that deals 

with tax matter has to be efficient. The OECD has a strong Secretariat that is able to somehow 

influence member states’ behaviour. On the other hand, the UN has a weak Secretariat and the 

member states, being stronger, are not pressured to listen to the Secretariat in any way.  

 The delegates also rather consensually said that the debate in the OECD is not political 

but rather technical, that there is no political baggage and the OECD process is constructive. 

The Global Forum, similarly, is not a normative body but a body to implement policies, and 

thus “it delivers”(D2). D2 stated that the upgraded Committee would be “a waste of time, when 

even within a region it is difficult to cooperate in tax matters. The UN debate would not lead to 

anything operational.” However, D2 used the example of Ryanair135 to demonstrate that in the 

EU/OECD context some progress is being done. If international tax matters were only dealt 

with by a weak institution (such as the upgraded body), the MNEs would benefit from the 

system even more.  Twelve delegates also said that technical experts in the OECD are more 

competent to negotiate tax policies than diplomats who are generalists and do not understand 

highly technical and legal matters. Thus, while the OECD debate is effective, the debate in the 

GA would be threatened by being burdened by political ineffectiveness and professional 

																																																								
135 On the 21st of December 2016, the Court of Justice of the European Union confirmed that “Ireland 
must recover the sum of EUR 8 per passenger from airlines benefitting from unlawful State aid” (Court 
of Justice of the EU, 2016, p. 1). This unlawful aid is the difference between rates of the Irish air travel 
tax. A similar ruling related to Apple has received more publicity. As the dispute between the Irish 
airlines and the EC has started already in 2009, the delegate talked about this case in the interview 
conducted in 2015.  
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incompetency. Tax rules adopted in the GA would, for instance, take “a long push for their 

universal legality”. Two delegates (D4, D10) underscored that creation of another UN body 

would be too costly. It was also expressed that the UN Committee itself does not want to be 

upgraded (D5). Nine delegates openly said that if developing countries were to participate in 

the negotiations, this would cause the tax discussions to be inefficient. The main reason would 

include that the developing countries simply “don’t have capacity to be constructive” (D1). D5 

shared this point of view and stated that “an intergovernmental body would not solve the 

problem in a multilateral context - if developing countries want to diverse MNCs profits, they 

need to primarily focus on national capacity building”. Help in the form of capacity building 

offered by the OECD was seen as the most effective strategy by most delegates and, in the 

words of D1, many agreed that  “discussions around the upgrade only take attention away from 

the issue that’s supposed to be tackled”. D3 elaborated that BEPS has been “tremendously 

successful in the past 5 years” and the new body “would not be beneficial to anyone”. D8 

similarly addressed the need to change the legal system of all countries to stop money 

laundering, an attempt to change them systematically via the upgrade was evaluated as “not 

convincing, not contributive”136. However, the argument of efficiency was strongly attacked by 

delegate whose state was for the upgrade. D13 highlighted that if efficiency was the main 

criterion, then the practice was highly unfair, undemocratic and “we could all go back to 

strategies used by Pinochet”.  

 All respondents not representing any state stated that the efficiency argument is a flawed 

argument. According to them, the issue is mainly about the allocation of taxing rights which 

has not been efficiently dealt with at the OECD. Many practices adopted by the OECD simply 

seemed efficient, but in reality do not tackle the core problem of the IFFs. Examples such as 

the automatic exchange of information137, country-by-country reporting, blacklisting138 or 

																																																								
136 UN’s Global Compact, corporate responsibility code of conduct and national legislature are the better 
alternatives, according to D8. 
137 In reality, for instance, data are not exchanged automatically. For the exchange to happen, states first 
must sign to the OECD global standard, but then for the exchange to take place, bilateral agreements 
have to be in place between the two countries concerned. The bilateral agreement is difficult to obtain 
for the developing countries. Arguments against the exchange included that developing countries cannot 
be trusted with confidential materials or that the tax information cannot be exchanged with a country 
that has a death penalty as potentially discovered non-taxpayers would have their lives in danger.  
138 Concerning blacklisting, a power issue was recognised. For instance, Switzerland is often not 
mentioned in the OECD documents as a “tax haven” even though it uses similar practises as Caribbean 
“tax havens”. Similarly, only recently Switzerland started exchanging (some) information with the USA 
and the EU as the USA used political pressure to force Switzerland to do so. 
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“capacity-building on the ground139” were given. As one tax expert explained, “even if the 

BEPS package contains with an element called “an inclusive framework”, the non-OECD 

countries can only participate on an equal footing in the implementation and monitoring of 

BEPS strategies, but not in negotiating them, the rules”. A delegate stated that “BEPS’ Global 

Forum, is, after all, a forum”, meaning that it is not a place for serious policy negotiating. In 

the context of the theoretical framework, dimensions such as membership, the scope of issue 

covered, centralisation of tasks, rules for controlling the organisation and flexibility of 

arrangements thus all play a role. The key point was the different definition of efficiency by the 

different sides. As one highly involved stakeholder said, “if efficiency means getting documents 

approved faster, then yes, OECD is more efficient - but this “progress” means that more than 

hundred countries are excluded from the decision-making process”. The BEPS document, for 

instance, is nearly 2000 words long and it was negotiated in only 2 years. Although this may 

sound as efficiency, the text is full of (grammar and other) mistakes that enable various 

explanations of the tax rules. In the end, this further complicates tax discussions as everyone 

can understand the rules differently.  

 The exclusion of developing countries from the negotiations would in the end also mean 

that the application of tax rules would not lead to sustainable results. In this context, some 

countries such as Brazil have decided to use their own tax rules. This diversification of policies 

thus provides breeding grounds for IFFs even more and it also further undermines international 

cooperation in tax matters. Perhaps for contextual reasons it is important to illustrate here that 

while the OECD Centre for Tax Policy and Administration had €	 10 million to work with in 

2013, for the same year $175 000 was allocated to the UN Tax Committee. As some 

interviewees said, if more resources were allocated to the UN to the tax issues, its effectiveness 

in this respect would increase accordingly.  

 

6.4 Synthesis 
	
 To a certain extent, delegates’ responses confirmed the three hypotheses, though it is 

clear that arguments based on power-related concerns and preferences for a more efficient 

structure were strongly emphasised. Precisely, while all delegates spoke about the potential 

																																																								
139 Tax Inspectors without Borders are supposed to help administrations in developing countries, yet 
several problematic issues were found. For instance, the tax inspector are specialists from PwC, one of 
the accounting companies that help maintain the MNEs’practice of efficient tax-planning. Conflict of 
interests also take place when these inspectors have access to developing countries’ sensitive data.	
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politicisation of tax negotiations and about the already delivering OECD mechanism, only three 

delegates representing a state that opposed the upgrade of the UN Tax Committee talked about 

the significant role of domestic economic actors with confidence. On the other hand, seven out 

of eight representatives of (non-)governmental organisations and research institutions spoke 

about economic actors influencing or cooperating with their governments in such a manner as 

to prevent the creation of a global tax body. Corporations such as Shell and British Petrol were 

mentioned, but the debate was not limited to MNE, as in the case of the Czech Republic, for 

instance. 

 The implementation of OECD’s BEPS was understood to be the most efficient strategy 

towards combatting tax avoidance and tax evasion by all OECD member states’ representatives. 

The representatives though also acknowledged that developing states' desire to join the 

negotiations as equals is legitimate, yet unrealistic. As many described, even in the OECD and 

the EU all member states are not treated as equals. Five delegates from EU countries stated that 

the EU wants to act as “a bridge-builder between the developed countries and developing 

countries” (in the D9’s words), but as in the case of the upgrade of the UN Committee, the 

powerful position of Great Britain made the matter at the FfD Conference non-negotiable. The 

firm position of the EU on the upgrade can be seen from a (part of a) letter (Image 1) that EU 

delegations received before the FfD Conference in 2015. 

Image 1: EU Red Lines (obtained from delegate) 

 

Delegates from non-OECD countries and interviewed representatives of other institutions 

pointed to gaps in OECD’s BEPS mechanism showing that, in practice, the OECD strategy is 

more fit for OECD member states. They also agreed that the OECD is an intergovernmental 

organisation, “a political body”, thus politicisation is not only limited to the UN. All delegates 

against the upgrade called the OECD plan inclusive enough. Interestingly, but perhaps not 

surprisingly, it is important to note that out of all the delegates, only those who were present at 

the negotiations in Ethiopia knew about the OECD initiative in more detail. 
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Conclusion 
	
 Tax policies being a symbol of sovereignty, large amount of financial flows enabled by 

globalisation have resulted in collective problems that seem to demand a global solution. One 

of these problems is the challenge posed by IFFs which further directly and indirectly 

undermine efforts to reach not only Sustainable Development Goals, but also undermine the 

capabilities of the least developed countries to guarantee their citizens basic services and the 

protection of human rights. However, the attempts to address complex tax issues have not lead 

to a globally endorsed and effective solution. Even after the UN Conference in Addis Ababa in 

2015, where the financing of development was the main topic and where a global solution to 

negative aspects of tax practises was proposed, different perspectives did not allow for a single 

entity with a global legitimacy to serve as “a single coordinating body for tax cooperation” 

(United Nations, 2015, p. 7). Analysing the perspectives of states that were against the creation 

of the intergovernmental UN Tax Body using theories focused on different aspects - power, the 

role of economic domestic actors, and functionality - a number of conclusions can be made. 

  First, although the role of especially MNEs and the inefficient design of UN 

negotiations was recognised, all respondents acknowledged that the underlying reason why an 

agreement on the creation of the UN Tax Body was not reached is linked to power relations in 

the global economy. This is especially important as primarily the arguments related to the 

“ineffective” structure of the UN negotiations were given. As one delegate (D7) from an EU 

country mentioned, “the infrastructure is the power reflection”. As such, it was noticed that the 

OECD structure, understood by developed countries to be actually delivering results and 

efficient, can be called more “effective” as the power relations enable it to be so. In this context, 

the main argument of the developed states that the OECD infrastructure is better suited to 

accommodate tax negotiations as the discussions there are not “politicised” and do not take 

“political hostages” can be challenged. Evidence found while focusing especially on informal 

governance in both the OECD and the UN environment supports this claim.  While in the UN 

setting the political power of non-OECD member states is increased also due to simple 

quantitative reasons, the non-OECD members were often found to be advised to conform for 

their own benefit to the policy officially endorsed by most of the OECD member states. This 

informal kind of communication was found to be taking place in both the UN and the OECD. 

In this respect, one of the analysts on Finance and Development at Third World Network shared 

similar observations from the FfD Conference in Addis Ababa claiming that powerful countries 

exerted pressure onto developing countries. This pressure was to include “bullying and 
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blackmailing to silence many developing countries who can't afford to be politically defiant” 

(Muchhala, 2015). Concerning the theory on domestic economic interests, based on the 

interviews conducted with national representatives, this theory cannot be supported in a 

significant way. However, it is important to note that some respondents answered that they 

cannot confirm nor deny their influence or that the influence of the business sector is present to 

some unspecified extent during the negotiations. Rather than providing any tangible evidence, 

the relevance of this theory to the economic and political realities thus mainly opens space for 

speculation - or potential further research.  

 The global solution to the global problem not yet found, a plethora of questions arise 

from the current debate that could be further researched or looked into. It would be, for instance, 

interesting to get the perspectives of the United States and Japan, as their viewpoints are not 

reflected in this work. Also, as mentioned above, the linkage between governmental preferences 

and domestic economic actors can lead to interesting results, perhaps by including perspectives 

of tax-avoiding MNEs into the debate. An extremely important topic may also be the evolution 

of the tax negotiations in light of Brexit as a number of respondents pointed to Great Britain as 

to the country that opposed the creation of the global intergovernmental platform the most. 

Without jumping into conclusions, the link between tax havens, the City of London and Great 

Britain may also be interesting. The role and motives of Caribbean islands, as they are both “tax 

havens and supporters of the UN Tax Body, can be explored, too. From a more theoretical 

perspective, the principal-agent theory could be applied to the relationship between the (often) 

corrupt governments (agents) that negotiate about tax standards (including tax breaks to MNEs) 

in the name of their citizens (principals). 

 In conclusion, although the UN Tax Body has not come into existence, current events 

show that IFFs present a bigger problem to the developed states than initially expected or 

calculated. This sheds negative light not only on the MNEs, but also on politicians that have 

enabled the offshore system to function for so long and so efficiently. In response, many MNEs 

are now highlighting their corporate social responsibility policies that show how self-regulated 

corporate practices benefit the wider society. However, what governmental policies address this 

issue the best is still a question without a clear realistic answer. As seen in the attempts of 

emerging economies (such as India or Brasil) to engage in the negotiations and yet to create 

their own rules, the model of developed countries leading the debate might soon be abolished. 

As a result, and in an attempt to prevent political fragmentation or isolationist strategies, the 

need for a legitimate and globally endorsed solution may bring the topic of the 

intergovernmental UN Tax Body back into the debate. 
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Summary 
As 193 countries consensually adopted the Sustainable Development Goals in 2015 to 

reach such ambitious objectives as the eradication of extreme poverty (by 2030), the discussion 

also turned towards the “billions” that would be needed for the Goals’ implementation. 

Specifically, the importance of domestic resource mobilization has been recognized as taxation 

was acknowledged to be the most sustainable way of financing development. In view of these 

events, this thesis attempted to fulfil two main objectives – to describe and analyse the current 

global tax system that is based on an OECD tax model and that is often labeled to be unfit for 

the 21st century digitalised and  globalized economy, and to answer the research question why 

were some countries (such as the EU, the USA, Canada and Japan) against the creation 

of an intergovernmental UN Tax Body, an unprecedented platform where all states could 

participate in the negotiations of global tax policies on an equal footing. The selected strategy 

for this work being a disciplined interpretative case study, 22 interviews with delegates 

representing key countries and with other relevant actors were conducted.  

Three general perspectives were used to explain states’ opposing stances towards the  

UN Tax Body. The first theory built on (neo)realists’ concepts and emphasized the 

developed/OECD states' advantageous power constellation in the current system. The second 

theory built on liberals’ assumptions focusing on the configuration of domestic economic 

preferences and their interest in a status quo. Finally, a functionalist theory highlighted the 

effectiveness of the current OECD platform making the universal UN Tax Body unnecessary.  

Based on the analysis of the current non-transparent tax system, it was concluded that 

although the OECD with its BEPS mechanism tries to curb certain profit-oriented strategies of 

multinational enterprises, tax evasion and tax avoidance practices such as abusive transfer 

pricing, trade mis-pricing, mis-invoicing of services or the negotiation of unequal contracts with 

developing countries’ governments, are not fully tackled. Analysis of interviews also showed 

that the OECD policies are understood to be efficient and “delivering”, yet in practise the OECD 

strategy is more fit for the OECD member states and differences exist, due to formal and 

informal rules, also within the organisation. Thus, while the hypothesis emphasising domestic 

economic actors did not receive significant empirical support, the  hypotheses  pointing to 

efficiency and the underlying power structure reflected respondents’ understanding of 

international tax negotiations. Taking this reality into account, policy-makers should create a 

more inclusive and universally agreed on standard-setting mechanism in tax matters should 

ambitious SDGs be achieved. 
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