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Fighting tax fraud and avoidance must be part 
of the global Post-2015 agenda 
Bonn, 15 July 2013. Reports on worldwide tax 
fraud and illicit global financial flows have been 
appearing more and more frequently in recent 
times, but the international community is still far 
from an effective system of controls. While it is 
true that the G20, the G8, the European Union 
(EU), the Organisation for Economic Co-operation 
and Development (OECD) and other international 
organisations are advocating more international 
cooperation and control in this area, implementa-
tion of the related resolutions has proven to be 
difficult. 

In a major report published at the end of May 
2013, the United Nations High-Level Panel of Emi-
nent Persons on the Post-2015 Development Agenda 
now proposes that the reduction of illicit flows 
and tax evasion and the recovery of stolen assets 
be included in the new global agenda. This initia-
tive deserves support, precisely because many of 
the poorer countries suffer from a disastrous 
combination of weak national tax and control 
agencies together with international tax loop-
holes and regulatory gaps.  

Large international companies in particular use 
this constellation to shift their profits with the 
help of internal transfer prices to countries with 
very low tax burdens (so-called “tax havens”). An 
important mechanism employed in this context is 
the discretionary setting of internal prices for 
goods and services traded within a company or 
consortium on a cross-country basis (transfer pric-
ing). 

All over the world, tax authorities struggle to 
monitor transfer prices even for standardised 
products – not to mention highly specific financial 
services or internally licensed intellectual property 
rights. Poor countries with weak public sectors are 
often particularly challenged to address transfer 
pricing because of the large disproportion be-
tween the market power of the large companies 
and the limited capacities of domestic tax and 
control authorities. 

Also, it is often much too easy for individuals with 
large private assets to dodge tax obligations in 

their own countries. Members of the elite tend to 
use their position to block investigations by na-
tional tax authorities. Once the funds have left the 
country, lax controls in “tax havens” help to con-
ceal the origin of such wealth. As a result, some of 
the world's wealthiest persons come from very 
poor (but often resource-rich) countries with bad 
governance. 

No reliable figures are available about the extent 
to which developing countries are damaged by 
such behaviour, but even the most conservative 
estimates make it clear that these illicit capital 
outflows lie on an order of several magnitudes 
above inflows from official development assis-
tance (ODA). In addition to this direct effect, illicit 
capital flows have considerable (though difficult 
to quantify) negative impacts regarding govern-
ance and corruption – in the countries of origin as 
well as in receiving countries. 

Most of the “tax havens” are found in OECD coun-
tries or small states and territories which are de-
pendent on them. At the same time, it is the 
OECD countries which have the market power and 
public infrastructure to effectively implement 
controls and plug existing legal tax loopholes. But 
the major emerging powers too, along with re-
source-rich developing countries, must be inte-
grated into this effort if actions which have been 
decided upon are to take effect on a worldwide 
basis. This topic is thus particularly relevant for a 
global agenda “beyond aid”. 

What can be done? 

As a first step, international cooperation among 
tax authorities must be further improved. Auto-
matic exchange of information should become 
the general norm. In April 2013 the finance minis-
ters of the six largest EU countries (Germany, 
France, the UK, Italy, Spain and Poland) signalled 
their readiness to orient themselves to the Fair 
and Accurate Credit Transactions Act (FACTA) of 
the USA from the year 2003 and to set up an 
automatic exchange of information on capital 
income. Beyond this, however, it is crucial to in-
volve the major emerging powers and resource-
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rich developing countries. There has been almost 
no discussion of this to date. 

Secondly, the responsibilities of companies re-
garding bookkeeping, accounting and reporting 
must be expanded and harmonised. In order to 
make internal transfer pricing and profit shifting 
transparent, mandatory disclosure is under discus-
sion, above all on a project-by-project and coun-
try-by-country basis. This is where sectoral initia-
tives like the Extractive Industries Transparency 
Initiative (EITI) play a trailblazing role. The disclo-
sure obligations anchored in the U.S. Dodd-Frank 
Act of 2010 for extractive industries also represent 
an important step on the road to more transpar-
ent financial behaviour on the part of multina-
tional companies. This is all the more true as the 
EU Parliament, Commission and Council jointly 
launched a comparable directive in April 2013. 

A third important measure would be to oblige 
every corporate entity recognised as such by law – 
including corporations, trusts and foundations – 
to procure and provide information about natural 
persons who profit from that entity's activities 
(beneficial ownership). The lack of such informa-
tion is the central business basis of “tax havens”, 
which often advertise that the asset-holder's true 
identity must not be revealed. This is a point 

where resistance to reforms (or the gap between 
formal rules and their effective implementation) is 
thus especially strong. 

Finally, additional steps to harmonise tax regimes 
and financial market regulations are required. 
Large companies often use country-specific rules 
and diverging interpretations of laws to lower 
their tax burden. In addition, it is now customary 
to situate valuable intellectual property with 
company subsidiaries in low-tax countries so that 
profits from the use of property rights accumulate 
there. An important aspect of harmonisation in 
light of this would be a uniform basis for the as-
sessment of corporate income tax, with the aim 
that company profits should be taxed at the place 
where real value added does in fact occur. Even 
within the EU, this approach has not yet been fully 
implemented. 

In recent years, the conditions for fighting tax 
fraud and avoidance on a global scale appear to be 
improving. However, international initiatives still 
fall short of causing a broad-based change in be-
havioural patterns. The issue has finally been 
seized by public debate – now it has to be incorpo-
rated in international regimes and, above all, im-
plemented in the everyday operations of national 
tax and control agencies. 
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