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1 Outline 

Fiscal decisions in a closed economy are informed by a series of objectives, notably generating 

revenue to finance public goods, redistributing income, providing incentives or disincentives for 

certain kinds of economic behaviour, and smoothing the business cycle. In an open economy, 

these decisions are no longer taken in isolation. Fiscal policy, just like other economic and 

political decisions, becomes interdependent. A change in certain aspects of the fiscal policy of 

one country will have an impact on others and their capacity to effectively pursue the above 

objectives. 

Under conditions of capital mobility, countries have an interest to compete for mobile tax 

bases, and the external effects of their fiscal policy on other countries become significant. To give 

an indication of the sums at stake: Estimates of the worldwide yearly revenue losses to 

government coffers from international tax competition, avoidance and evasion on individual 

portfolio investment income alone range from 155 to 255 billion US$ (Owens 2007; Tax Justice 

Network 2005). Multinational enterprises for their part also employ a whole array of techniques 

to benefit from national tax differentials and lower their tax bills. Tax competition undermines 

fiscal autonomy and tends to exacerbate income inequalities. 

These phenomena pose several normative questions about the way the rules in 

international taxation are set up. What should be the fiscal prerogatives of states? In other words, 

how and to what extent should a polity’s pursuit of the above objectives of taxation be protected 

from external influence? How should the rights to tax cross-border economic activity be 

allocated? Given a regime of international taxation, do countries have redistributive obligations 

towards other countries? If so, what are they and how can they be integrated into fiscal policy? 

In response to these questions, international tax governance is set for dramatic changes in 

the coming years. Economic and fiscal policy on both sides of the Atlantic is anticipating and 

partly driving some of these changes – two prominent examples here are the initiative by the 

European Union to work towards a Common Consolidated Corporate Tax Base (CCCTB) or the 

acknowledgement by the Obama administration that the US corporate tax code is in need of a 

fundamental overhaul. Also, in response to the financial crisis the G-20 and the OECD have set 

out to press tax havens for reforms in their tax and regulatory systems. Most countries have both 

an interest – tax havens are the obvious exception – and a responsibility to reform international 

tax governance. They have an interest to do so, because the tax gap due to both legal and illegal 

practices of tax avoidance is growing every year. They have a responsibility to do so, because it 

is the poorest members of their own populations as well as of populations in developing countries 

who tend to suffer from the distributive consequences of the current regime of tax competition. 

 

Our proposed workshop aims to bring together experts on international taxation to 

reflect on the following questions: 1) What is the geopolitical landscape of international 

taxation today? What challenges does it pose? 2) What are the normative principles that should 

govern international taxation in the 21
st
 century? 3) What are the socio-economic, political, and 

legal institutions necessary to ensure compliance with these principles in practice? 4) How can 

we overcome the challenges of feasibility in the transition from the current regime of 

international taxation to an alternative one? 



2 

2 Relation to existing research 

Tax competition is one of the characteristic features of today’s international tax regime, and 

questions relating to this phenomenon will lie at the heart of the workshop. Tax competition 

refers to the practice of lowering tax rates to attract portfolio or investment capital as well as the 

attached benefits in terms of jobs and growth from abroad. Tax competition creates fiscal 

externalities, i.e. the competitive fiscal policies of one country will affect the tax base, economic 

activity, and distribution of social advantages in other countries. Tax competition takes different 

forms and involves practices that vary with the kind of tax in question (Avi-Yonah 2000; 

Genschel & Schwarz 2011; Krogstrup 2004; Wilson 1999). 

Questions of international tax governance in the face of capital mobility are raised in a 

number of sub-disciplines of political science, which we will set out in detail below. It is the 

explicit objective of the proposed workshop to bring the work from these various strands of 

research together, since we believe that one-dimensional perspectives on the issue can be not 

merely unhelpful but misleading. There are two main bodies of literature the topic of the 

workshop is situated in, and we shall now discuss them in turn. 

 

1) International political economy: The two central questions in this context are: a) 

What forms does tax competition take? b) What are the consequences of tax competition for 

national fiscal policies? 

Tax competition primarily targets capital, which is mobile internationally, but in some 

cases also extends to labour (Schwarz 2007). Governments use different strategies and tax 

instruments depending on the kind of capital targeted. Three kinds of capital can be 

distinguished. First, in the area of portfolio capital of individuals and firms, so-called tax havens 

often have low or zero tax rates. More importantly, they offer strict bank secrecy rules as well as 

certain legal constructs such as trusts that enable individuals to hide their ownership vis-à-vis tax 

administrations in their state of residence. (Sheppard 2003; Sikka 2003; Tanzi 2001) The 

taxpayer’s behavior in these cases constitutes illegal tax evasion. Due to its illegality it is hard to 

come up with reliable figures, yet the available evidence suggests that these policies have a real 

impact. Estimates of the worldwide yearly revenue losses to government coffers range from 155 

to 255 Billion USD (Owens 2007; Tax Justice Network 2005). 

Second, governments compete for so-called paper profits. Through various techniques, 

such as manipulating transfer prices (especially of intangible assets) and thin capitalization, 

multinational enterprises (MNEs) can assign profits made in high-tax countries to their 

subsidiaries in low-tax countries without relocating real business activity (Arnold & McIntyre 

1995). The fact that 60% of world trade is intra-firm indicates that the tax base at stake in these 

operations is significant (OECD 2002). Such “tax planning“ activity of MNEs is not necessarily 

illegal; it constitutes (legal) tax avoidance. Despite different approaches, all empirical 

investigations into this issue come to the same conclusion: the transfer of taxable profits is very 

sensitive to taxation, and companies make ample use of these possibilities (de Mooij and 

Ederveen 2008; Devereux 2006; Haufler & Schjelderup 2000). 

Third, there is competition for foreign direct investment in the form of real business 

activity, e.g. location decisions of MNEs. These business decisions depend on various factors 

such as the level of education, the costs of labor, and the quality of infrastructure. But the 

effective tax burden also plays a role. Empirical studies come to the conclusion that raising taxes 

decreases the inflow of FDI (de Mooij & Ederveen 2008; Bloningen & Davies 2004). In their 

quest to attract FDI, governments may either lower the general business tax rate or they can 

engage in designing so-called preferential tax regimes, which grant tax advantages to foreigners 

only (ring fencing) (Avi-Yonah 2000). 



3 

What are the consequences of these different forms of tax competition? Standard 

economic theory predicts a “race to the bottom” in capital taxation and the under-provision of 

public goods in all jurisdictions (Wilson & Wildasin 2004). While this extreme outcome cannot 

be observed empirically, it can be shown that tax competition undermines the fiscal self-

determination of states, i.e. their ability to effectively set the size of the budget and the extent of 

redistribution (Avi-Yonah 2000). In OECD countries, nominal corporate tax rates have fallen 

from an average of 50% in 1975 to an average of 25.7% in 2010. Over the same period, nominal 

top personal income tax rates have fallen from 70% to 41.4%. These rate cuts were refinanced by 

broadening the bases on which taxes are applied (‘tax cut cum base broadening’). As a result, 

corporate tax revenue as a percentage of GDP remained stable at an average of about 2.5%, 

whereas income tax revenue even rose from 11.2% to 12.8% of GDP (OECD Tax Data Base; 

Ganghof 2006). The trend towards low nominal tax rates and broad tax bases is an attempt to 

defend against the outflow of mobile profits and at the same time prevent an adverse revenue 

effect. 

While revenue losses did not occur, the ‘tax cut cum base broadening’ policy affects the 

distribution of the tax burden among different kinds of taxpayers. For one, there is an effect 

within the business sector: highly profitable MNEs benefit, while nationally organized small and 

medium-sized enterprises are more heavily burdened. Second, the tax burden is shifted from 

capital to labor. This is also visible in the general trend to increase indirect taxes, such as 

consumption taxes. Last but not least, competitive downward pressure on corporate tax rates 

induces policy makers to flatten the personal income tax schedule, too, in order to prevent 

arbitrage through incorporation (Loretz 2008; Schwarz 2007; Ganghof & Genschel 2008). 

As to developing countries, the dynamics of a race-to-the-bottom have a more visible 

impact. The pressure from tax competition on public finances is comparable to OECD countries, 

but developing countries usually do not have the administrative resources to stabilize their 

revenues by broadening tax bases. On the contrary, in many countries the base has been narrowed 

(Keen & Simone 2004). A significant part of the revenue loss is directly due to the shifting of 

paper profits. One study estimates the annual revenue loss of developing countries from transfer 

pricing to be US $ 160 billion (Christian Aid 2008). 

Overall, the empirical evidence shows that tax competition undermines fiscal self-

determination (Avi-Yonah 2000; Sinn 2003; Dietsch & Rixen 2012). An alternative 

interpretation, namely that increasing reliance on indirect taxes and low tax burden on capital 

reflect a general shift towards market-conforming taxation that governments have implemented 

irrespective of competitive pressures (Steinmo 2003), but seems to play a smaller role in 

explaining recent developments. While states still possess the formal right to set tax policies (de 

jure sovereignty), they cannot effectively pursue their desired policy goals (de facto sovereignty). 

Developed countries are able to maintain the size of the budget (first component of self-

determination), but this can only be achieved by compromising the desired extent of 

redistribution (second component of self-determination). By contrast, developing countries are 

not able to prevent revenue losses and thus lose out on both components of fiscal self-

determination. In this respect, tax competition increases existing inequalities between countries of 

the global North and South. 

 

2) Political theory: As the previous section shows, tax competition has a tendency 

both to undermine fiscal self-determination and to exacerbate income inequalities within as well 

as across countries. Political theory can help to find a well-founded response to these phenomena. 

Two bodies of literature within political theory are particularly relevant in this context. First, 

theories of justice, in particular of global justice, can serve as a normative yardstick to situate 
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practices of international taxation. Second, the literature on sovereignty helps to draw the 

boundaries of legitimate state practices in fiscal policy. 

It is fair to say that the dynamics of international taxation, and tax competition in 

particular, have for the most part not been on the radar of theories of justice. The debate pitting 

cosmopolitan theories of justice against state-centred views has by and large focused on the scope 

of principles of justice (Barry & Valentini 2009; van Parijs 2007; Caney 2001) has been 

dominated by the question of the appropriate scope of principles of justice. While cosmopolitan 

theorists generally defend continuity between the two levels, their critics hold that the global 

sphere is significantly distinct from the domestic level. 

One question that arises in this context is whether a global basic structure exists that gives 

rise to concerns of global distributive justice. On the one hand, a number of so-called “practice-

dependent” views argue, first, that the content of our conceptions of justice is dependent on the 

practices they regulate and, second, that no clear structures and rules of the required kind exist at 

the global level to give rise to concerns of distributive justice (Sangiovanni 2007; Meckled-

Garcia 2008). On the other hand, this position has recently been contested in two ways. First, it 

has been argued that several of the practices of international relations are in fact constitutive of a 

global basic structure and, hence, that issues of global justice do indeed arise (Follesdal 2011). 

Second, it has been suggested that the absence of a global basic structure, rather than implying 

that no issues of justice arise, in some cases are an indicator of an injustice and in fact call for the 

creation of a global basic structure (Ronzoni 2009). Internationally as well as domestically, 

certain rules may be required to guarantee the fairness of interactions between individuals. 

Ronzoni submits that “under circumstances of intense international interaction and 

interdependence the conditions of effective sovereignty, and hence of international background 

justice, may be eroded” (Ronzoni 2009, 248-49). 

Tax competition is a case of global background injustice (Dietsch & Rixen 2012). The 

normative and institutional response to this injustice has two dimensions. First, tax competition, 

and international tax governance more generally, raises questions of distributive justice. This has 

been acknowledged in the public finance literature (Musgrave & Musgrave 1972). However, as 

pointed out above, theories of global justice have thus far not addressed the dynamics of 

international tax governance and its implications for distribution. This is an important gap to be 

filled. 

Second, tax competition calls for a regulatory response. Various forms and degrees of tax 

cooperation have been proposed that would either rule out or at least curtail to practices of tax 

avoidance and tax evasion discussed in the previous section (Rixen 2008; Sinn 2003; Avi-Yonah 

2000). Tax cooperation can take two basic forms. It can either shift tax competences to a higher 

level of governance, in this case to a supranational level, or it can build on intergovernmental 

treaties that regulate national fiscal policy in certain ways (Horner 2001; Sawyer 2009). 

Tax cooperation raises the second major question in political theory that is relevant to the 

proposed workshop, namely the question of (fiscal) sovereignty. What are the normative grounds 

for assigning sovereignty to states in the first place, and what form should this sovereignty take? 

At a foundational level, sovereignty can be characterized as a right of states that comes with 

certain obligations, in particular with the duty to respect the preferences of citizens and with a 

cosmopolitan duty towards individuals beyond the borders of the state in question (Caney 2006; 

Dietsch 2011). In a more applied context, public finance theorists have long recognized that the 

issue of sovereignty is central to the design of international tax governance (Musgrave 2006; 

Musgrave 2001) The challenge that comes with international tax reform is to redefine the 

appropriate “boundaries of legitimate state practice” in fiscal policy (Webb 2004). 
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While perspectives on tax competition from international political economy and political 

theory make up the backbone of this workshop proposal, there are four other areas of study that 

are also relevant. While their view on international tax governance will not be central to the 

workshop as we envisage it, a survey of the relevant existing research would be incomplete 

without them. The references to the literature we give here are very selective. 

First, studies in comparative politics throw an interesting light on both the workings and 

consequences of tax competition (Ganghof 2006; Garrett & Mitchell 2001). To give just one 

example, they can give clues as to which defensive strategies against aggressive tax competition 

work best. 

Second, and closely related, work on the European Union and its initiatives in the context 

of fiscal policy has flourished in recent years thanks to the introduction and ongoing modification 

of the European Savings Directive as well as plans to introduction a consolidated corporate tax 

base (Rixen and Schwarz 2012; Agundez-Garcia 2006; Holzinger 2005; Cnossen 2000). 

Third, the huge literature on institutional design is relevant to putting into practice 

whatever normative and regulatory principles may be appropriate to govern international taxation 

(e.g. Koremenos et al. 2001; Goodin 1998). 

Finally, the economic analysis of tax competition has traditionally focused on the question 

whether it is efficient, where efficiency in most cases stands for Pareto optimality (e.g. Wilson & 

Wildasin 2004; Wilson 1999). Two questions arise in this context. First, what is the normative 

status of an argument based on efficiency? Second, are efficiency-based considerations in tension 

with other considerations informing the design of global tax governance and, if so, how? 
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