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Summary

The taxation of global corporations is a critical issue in international economic governance, as
firms often exploit discrepancies in tax laws between nations to minimize their tax liabilities. The
problem arises from the mobility of capital, the complexity of multinational operations, and the
rise of digital and intangible assets that are not tied to physical locations. Nations struggle to
strike a balance between attracting foreign direct investment through competitive tax rates and
ensuring that corporations pay their fair share of taxes. Despite efforts from international bodies
like the OECD, the current system is inadequate for tackling the challenges posed by digital
globalization and intellectual property-based profits. This report explores the key issues, the

roles of various countries and organizations, and potential solutions to this complex issue.

Definition of Key Terms

Corporation Tax: A tax on the profits of a corporation.

OECD (Organisation for Economic Co-operation and Development): An international

organization that works to build consensus on economic policy, including taxation.

Multinational Corporations (MNCs): Companies that operate in multiple countries, often

exploiting tax discrepancies between jurisdictions.

Intellectual Property (IP): Non-physical assets such as patents, trademarks, and copyrights,

which are often difficult to value and tax.

Tax Havens: Jurisdictions that offer very low or no tax rates to attract foreign businesses.
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Base Erosion and Profit Shifting (BEPS): A practice where companies shift profits from

higher-tax jurisdictions to lower-tax jurisdictions to minimize tax liabilities.

Global Minimum Tax: An international proposal to set a floor on tax rates to prevent a "race to

the bottom™ in corporate tax rates.

Background Information

The issue of taxing multinational corporations (MNCs) has its roots in the early 20th century
when international trade began expanding rapidly. Initially, tax systems were designed with the
assumption that businesses were local, with profits taxed in the country where goods were
produced and sold. However, as businesses expanded across borders, discrepancies in
national tax systems allowed for profit-shifting strategies, with MNCs moving their profits to low-
tax jurisdictions, commonly known as tax havens. This practice was particularly noticeable after
the 1980s when globalization and the rise of the digital economy transformed the way

businesses operated.

One of the key challenges today lies in the fact that many of the world’s most profitable
companies, particularly in the technology sector, generate substantial revenue through
intangible assets like intellectual property, data, and digital services. These assets are difficult to
value and tax effectively because they can be transferred to any country without requiring
physical infrastructure. This creates opportunities for companies to shift profits to tax-friendly
countries like Ireland, the Netherlands, or the Cayman Islands, while still conducting substantial
business in higher-tax countries like France, the United Kingdom, or the United States.

International efforts to address this issue have largely been driven by the OECD. In 2013, the
OECD launched the Base Erosion and Profit Shifting (BEPS) initiative to combat tax avoidance
by MNCs. This initiative outlined 15 specific actions aimed at ensuring that profits are taxed
where the economic activity and value creation occur, rather than where tax rules are most
favorable. The BEPS framework has been implemented to varying degrees by countries around
the world, but it has not fully eliminated the problem, especially with the rise of digital

commerce.
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In 2021, a significant breakthrough came when over 130 countries reached an agreement on a
global minimum tax rate of 15%. This historic decision aimed to curb the "race to the bottom" in
corporate tax rates by preventing corporations from shifting their profits to countries with low or
no taxes. The implementation of this global minimum tax is seen as a major step toward
ensuring a fairer distribution of tax revenues worldwide, but it is still in the process of being
adopted by various nations and remains a complex challenge, particularly for developing

countries that rely on attracting foreign direct investment through low tax rates.

Major Countries and Organizations Involved

Ireland

Ireland has long attracted multinational corporations by offering one of the lowest corporate tax
rates in Europe at 12.5%. Companies like Google, Facebook, and Apple have established their
European headquarters in Dublin, benefiting from Ireland’s tax regime while conducting
business across Europe. Ireland has resisted certain international efforts to harmonize
corporate tax rates, arguing that its tax policies are crucial for its economic model based on

foreign direct investment.

United States of America

As home to many of the world’s largest multinational corporations, the U.S. plays a central role
in international tax reform debates. Historically, U.S.-based companies like Apple, Google, and
Amazon have been at the forefront of shifting profits to low-tax jurisdictions. Recently, the U.S.
has supported global efforts, including the OECD's global minimum tax initiative, to ensure that

its corporations contribute fairly to global tax revenues.

OECD

The OECD has been a key driver in reforming global tax rules through its BEPS initiative, aimed
at closing loopholes that allow companies to avoid taxes by shifting profits to low-tax
jurisdictions. The OECD is also leading efforts to implement a global minimum corporate tax,
with a proposal to set this rate at 15% to curb harmful tax competition among countries.
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Timeline of Events
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Description

The United States passes the "Subpart F" rules under its Internal Revenue
Code, targeting tax avoidance by U.S. corporations holding profits in
foreign subsidiaries.

The OECD publishes its first report on harmful tax practices, calling
attention to the growing issue of tax havens.

The United Nations releases its Model Double Taxation Convention
between Developed and Developing Countries, establishing guidelines to
prevent tax evasion and avoidance.

The OECD launches the Base Erosion and Profit Shifting (BEPS) initiative
to tackle tax avoidance by MNCs, with 15 key actions.

The final BEPS reports are published, with countries beginning to
implement the recommendations.

The European Union orders Apple to pay €13 billion in back taxes to
Ireland, citing illegal state aid under EU rules.

U.S. President Donald Trump signs the Tax Cuts and Jobs Act,
significantly lowering corporate tax rates and encouraging U.S. companies
to repatriate overseas profits.

France introduces the Digital Services Tax (DST), targeting large tech
companies like Google, Facebook, and Amazon, which generate
substantial revenue from digital services in France.

The OECD releases a public consultation document on the tax challenges
arising from the digitalization of the economy, proposing new rules for
taxing digital services.

The COVID-19 pandemic exacerbates fiscal pressures, leading many
countries to accelerate efforts to reform corporate taxation and ensure
multinationals contribute fairly.

Over 130 countries agree on the OECD’s global minimum corporate tax
rate of 15%, marking a major milestone in international tax reform.

The European Union approves the directive for implementing the OECD

global minimum tax, setting the stage for EU-wide adoption.
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The United States begins the process of aligning its corporate tax laws

2023

with the OECD global minimum tax agreement.

Full implementation of the global minimum tax is expected to begin in
2024 several major economies, though challenges remain in ensuring

compliance, especially in developing nations.

Relevant UN Treaties and Events

UN Model Double Taxation Convention between Developed and Developing

Countries

This treaty aims to prevent companies from being taxed twice on the same income in different
countries, while also ensuring that countries receive their fair share of tax revenue. It is
particularly important for developing countries, which may lack the resources to combat tax

avoidance by multinationals.
Base Erosion and Profit Shifting (BEPS) Project

Led by the OECD and endorsed by the UN, BEPS seeks to tackle the tax avoidance strategies
used by multinational corporations to shift profits to low-tax jurisdictions. The project includes 15
actions to address loopholes in international tax law and ensure profits are taxed where

economic activities occur.
United Nations Sustainable Development Goals (SDGs)

Goal 17 of the SDGs emphasizes the need for effective tax policies to finance sustainable
development. The fair taxation of multinational corporations is seen as essential to building
stronger economies, especially in developing countries that rely heavily on corporate tax

revenues.
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Previous Attempts to solve the Issue

OECD BEPS Initiative

This was one of the first comprehensive international efforts to combat corporate tax avoidance.
It introduced rules to ensure that profits are taxed where economic activities generating the

profits are performed and where value is created.
EU Anti-Tax Avoidance Directive

Aimed at closing loopholes within the European Union, this directive targets tax avoidance

practices by multinational corporations, ensuring profits are taxed where they are earned.
Digital Services Taxes (DSTSs)

Countries like France and the UK have implemented DSTs to tax digital companies based on
their revenues generated from users in their countries, circumventing loopholes related to profit

shifting.

Possible Solutions

Global Minimum Tax Rate

A resolution could call for the universal adoption of a global minimum tax rate to prevent tax
competition between countries. This would ensure that all multinational corporations pay at least
a certain percentage of tax on their profits, regardless of where they are headquartered or

operate.
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Stronger Enforcement Mechanisms for BEPS

The resolution could propose mechanisms to strengthen the enforcement of BEPS measures,
especially in developing countries that may lack the resources to monitor and enforce these

rules effectively.
Harmonization of Tax Rules for Digital Economy

A resolution could push for the creation of international tax rules specifically designed for the
digital economy, ensuring that companies like Google and Facebook are taxed fairly based on

where they generate their revenue.
Capacity Building for Developing Nations

A resolution could promote international support for building tax capacity in developing nations,
helping them enforce tax rules and better collect revenue from multinational corporations

operating within their borders.
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