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THE TROUBLE WITH TAX COMPETITION

Michael Keen and Kai Konrad, have highlighted that there is very lit-
tle consensus on what the terms mean.9 -r52711 Tf
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rates or definition of its corporate tax base becomes tax competition.
As Devereux and Loretz state in a paper reviewing the empirical liter-
ature on tax competition, "[f]ew definitions [of tax competition] have
been offered in the literature.1u7 
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Yet the analogy quickly breaks down under any real scrutiny, which
may be one reason for the weakness of existing definitions of tax com-
petition. Market competition, in its most basic 
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countries and commentators have implicitly addressed these problems
by shifting their focus from tax competition 
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efficient production of income and use of spillovers.33 One criticism
of this strand of argument, however, is that 



tion or when the challenge to tax competition takes the form of a
treaty or other exercise of sovereignty by the country that is subject to
challenge.39 Even when this argument is made in the context of chal-
lenges to tax competition that target individual countries without their
input,40 it relies on a simplistic view of sovereignty41 othen illingn to 

volatde in other contexse.
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oped countries or other countries that would not otherwise be attrac-
tive to investors to attract capital.58
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knowledged the political impracticality of these suggestions and have
searched for 
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identify harmful tax competition.



THE TROUBLE WITH TAX COMPETITION

it "recognises the distinction between acceptable 
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location of corporate headquarters and even employment and other
activities employment even 
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actions were 



investigations and decisions mark an important development in the
EU's efforts 
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A further EU development in the 
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consolidation regime only after the common base was implemented,
so the creation of a full common consolidated base would take place
in stages.150

If one or both of these common base proposals were implemented,
they would significantly change the face of tax competition through-
out the European Union since they would eliminate the ability of
countries to compete on their bases and would instead focus competi-
tion purely on rate. Therefore, no longer would countries be able to
provide any preferential regimes to specific types of income 
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side the anti-tax-competition measures discussed above, the main
response to such stories was to focus on international tax avoidance.

Much of the academic literature separates tax avoidance from tax
competition. While tax competition focuses on actions by individual
countries to change their tax systems in order to compete with other
countries, tax avoidance focuses on actions taken by taxpayers to re-
duce the taxes they pay to one or more countries.156 As with tax com-
petition, tax avoidance lacks a clear definition or a clear line for when
it becomes harmful, and the literature generally attempts to draw a
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controlled foreign company (CFC) rules, which were designed to pre-

vent ceny 

fer-h foreign 1 6oposgned wesent rules, which were designed d 
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tax base with respect to such income" and "a preferential regime for
companies that do not engage in an active business in the residence
state."188

Second, in 2015 and 2016 the Obama Administration proposed that
the United States impose a minimum tax, pursuant to which all U.S.
taxpayers would 
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countries had previously viewed rates as a competitive field on which
they could not win, they 
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corporate rate in the United 
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The anti-tax-competition developments in the EU further support
this view of anti-tax-competition measures shifting the 
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tools against tax competition is a set of rules that target taxpayers
rather than jurisdictions. This lesson can be seen in the BEPS outputs
that were not targeted at tax competition, the EU's ATAD, the U.K.
and 
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Kingdom or Australia. By subjecting taxpayers who engage in such
diversion of income to either a significantly higher rate or increased
penalties, both laws make it less appealing for countries to have low
tax rates.

The recent U.S. anti-avoidance proposals 
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basis of the state aid investigations.210 More 
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studies demonstrating that they are not economically efficient.214

Thus, governments were acting on behalf of taxpayers benefiting from
tax competition, either in other jurisdictions, as was the case with the
White Paper, or in the jurisdictions that assisted the taxpayers, as was
the case with patent boxes. Awareness of this interaction between
multinationals and tax competition Als oAb in 
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what the term means. Although there was a short-lived consensus
that harmful 
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ket competition and tax 
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is no agreed definition of this term, academics are often speaking at
cross purposes when they use the term in different contexts.

By replacing these terms with 
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