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THE BENEFITS OF TAX COMPETITION

economic activity and support activities that would otherwise be
uneconomic. Therefore the notions of ‘competition’ and a ‘race

to the bottom’ simply do not apply to these forms of special tax
treatment.



7  POLITICAL OPPOSITION TO TAX
COMPETITION

Introduction

Despite the benefits there is opposition to tax competition, prima-
rily from three groups: those opposed generally to the benefits of
global free markets; governments, which object to restraints on
their ability to raise taxes; and certain economists and academics
who believe that tax competition leads to sub-optimal levels of
government spending.

The first group has already been discussed, and will not be
examined in any further detail. A justification ab initio of free
markets would be disproportionate in this book; such justifica-
tions exist already, and we are unlikely to convince the true
unbeliever by dealing with the issues here. The third group was
dealt with in Chapter 3, and was found to base its objection on
unsustainable assumptions that are invalid in the real world.

More worrying is the stance of those governments that gener-
ally support global free markets, but draw the line at tax competi-
tion. Rather like some large businesses that generally support and
benefit from free markets, but which would prefer to have at least
a quasi-monopoly position in their own sector, such governments
want to enjoy the benefits of global free markets (in terms of rising
prosperity for their citizens) while protecting their own powers
and privileges.
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