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, t

h
e 

ch
ec

ks
 o

n
 e

xt
ra

va
ga

n
ce

, a
n

d
 t

h
e 

in
ce

n
ti

ve
s 

to
 b

et
te

rm
en

t,
 w

h
ic

h
 a

re
 e

ss
en

ti
al

 e
le

m
en

ts
 

of
 p

ri
va

te
 b

us
in

es
s,

 a
re

 a
b

se
n

t 
in

 d
ea

lin
gs

 w
it

h
 a

 p
ub

lic
 

b
od

y.
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A
s 

a 
m

on
op

ol
y 

su
p

p
li

er
, 

go
ve

rn
m

en
t 

is
 t

h
er

ef
or

e 
ex

p
ec

te
d

 

to
 b

e 
n

at
u

ra
ll

y 
in

ef
fi 

ci
en

t 
an

d
 t

o 
h

av
e 

an
 i

n
b

u
il

t 
te

n
d

en
cy

 t
o 

in
cr

ea
se

 i
ts

 c
os

ts
 a

n
d

 a
ct

iv
it

ie
s,

 a
n

d
 t

h
er

ef
or

e 
in

cr
ea

se
 t

ax
at

io
n

. 

T
h

er
e 

ar
e,

 o
f 

co
u

rs
e,

 o
th

er
 c

on
st

ra
in

ts
 o

n
 g

ov
er

n
m

en
ts

, 
su

ch
 a

s 

th
e 

th
re

at
 o

f 
re

vo
lu

ti
on

 o
r 

to
ta

l 
ec

on
om

ic
 c

ol
la

p
se

, b
ut

 t
h

es
e 

ar
e 

cr
u

d
e 

w
ea

p
on

s,
 h

ar
m

in
g 

th
e 

ta
xp

ay
er

 a
n

d
 s

oc
ie

ty
 t

h
ro

u
gh

 t
h

e 

lo
ss

 o
f 

ac
ti

vi
ty

 a
n

d
 in

ve
st

m
en

t 
as

 m
uc

h
 a

s 
th

ey
 h

ar
m

 t
h

e 
go

ve
rn

-

m
en

t 
th

ro
u

gh
 t

h
e 

lo
ss

 o
f 

ta
x 

re
ve

n
u

es
. 
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 c

on
tr

as
t 

ta
x 

co
m

p
et

i-

ti
on

 a
llo

w
s 

ta
xp

ay
er

s 
(w

h
et

h
er

 i
n

ve
st

or
, 

co
m

p
an

y 
or

 w
or

ke
r)

 t
o 

m
ov

e 
to
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 c

ou
n

tr
y 

w
it

h
 a

 m
or

e 
co

n
ge

n
ia

l t
ax

 s
ys

te
m

, r
at

h
er

 t
h

an
 

d
am

ag
in

g 
th

em
se

lv
es

 b
y 

si
m

p
ly

 w
it

h
d

ra
w

in
g 

th
ei

r 
la

b
ou

r 
or

 

in
ve

st
m

en
t.

Ef
fi c

ie
nc

y

If
 t

ax
 c

om
p

et
it

io
n

 a
ct

s 
as

 a
 r

es
tr

ai
n

t 
on

 g
ov

er
n

m
en

ts
’ 

ab
il

it
y 

to
 

ra
is

e 
ta

xe
s,

 t
h

en
 it

 s
h

ou
ld

 a
ls

o 
ac

t 
as

 a
 s

p
ur

 t
o 

gr
ea

te
r 

ef
fi 

ci
en

cy
 in

 

th
e 

p
ub

lic
 s

ec
to

r.
 G

ov
er

n
m

en
ts

 w
ill

 b
e 

fa
ce

d
 w

it
h

 n
ot

 o
n

ly
 e

le
ct

-

or
al

 d
em

an
d

s 
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r 
im

p
ro

ve
m

en
ts
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n

 p
u

b
li

c 
se

rv
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es
, 

or
 t

ra
n

sf
er

 

p
ay

m
en

ts
 t

o 
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ie
n

t 
gr

ou
p

s,
 b

u
t 

al
so

 t
h

e 
co

u
n

te
rv

ai
li

n
g 

p
re

ss
u

re
 

of
 t

ax
 c

om
p

et
it

io
n

 r
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tr
ic

ti
n

g 
th

ei
r 
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ty
 t

o 
in
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ea

se
 r

ev
en

ue
s 

b
y 

ra
is

in
g 

ta
xe

s.
 T

h
e 

on
ly

 w
ay

 t
o 

re
so

lv
e 

th
is

 is
 t

o 
m

ak
e 

b
et

te
r 

us
e 

of
 

th
e 

lim
it

ed
 r
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ou
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es
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va

ila
b

le
.

T
h

is
 i

n
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se

d
 e

ffi
 c

ie
n

cy
 i

s 
n

ot
 o

n
ly
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b

ou
t 

h
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 g
ov

er
n

m
en

ts
 



t
h

e 
b

en
ef

it
s 

o
f 

ta
x

 c
o

m
p

et
it

io
n

36
37

t
h

e
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e
n

e
fi

t
s 

o
f 
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x

 c
o

m
p

e
t
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n
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r 
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h
 m
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e 
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p
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n
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h
at

 a
ct

iv
-

it
ie

s 
th

ey
 c

h
oo

se
 t

o 
u

n
d

er
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ke
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M
od

er
n
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ep

re
se

n
ta

ti
ve

 g
ov

er
n

-

m
en
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av
e 

a 
te

n
d

en
cy
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o 

b
e 

un
d

ul
y 

in
fl 

ue
n

ce
d

 b
y 

vo
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l m
in

or
it

y 

p
re

ss
u

re
 g

ro
u

p
s,

 o
r 

b
y 

th
e 

n
ee

d
 f

or
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ol
it

ic
ia

n
s 
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 s

at
is

fy
 t

h
ei

r 
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n
t 

gr
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p
s 

in
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h
e 

el
ec

to
ra

te
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r 
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ei
r 

p
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or
 e

ve
n

 b
y 

th
ei

r 
ow

n
 

d
es

ir
e 

fo
r 

p
ub

lic
it

y,
 a

s 
in

 t
h

e 
ca

se
 o

f O
ly

m
p

ic
 G

am
es

 b
id

s)
, w

h
ic

h
 

m
ea

n
s 

th
at

 p
u

b
li

c 
fu

n
d

s 
ar

e 
of

te
n

 s
p

en
t 

on
 p

ro
je

ct
s 

th
at
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re

 n
ot

 

su
ffi

 c
ie

n
tl

y 
va

lu
ed
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y 

th
e 

p
op

ul
at

io
n
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T
h

e 
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ct
 t

h
at

 g
ov

er
n

m
en

t 
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 i
n

ef
fi 

ci
en

t 
n

ow
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p
p

ea
rs

 t
o 

b
e 

ac
ce

p
te

d
 b

y 
al

l 
p

ol
it

ic
al

 p
ar

ti
es

, 
at

 l
ea

st
 i

n
 t

h
e 

U
K

. 
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 t
h

e 
20

0
5 

el
ec

ti
on

 L
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ou
r 

an
d

 t
h

e 
C

on
se

rv
at

iv
es

 c
om

p
et

ed
 t

o 
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en
ti

fy
 

gr
ea

te
r 

sa
vi

n
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 i
n

 b
u

re
au

cr
ac

y,
 w

h
er
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y 

co
st

s 
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u
ld

 b
e 
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d

u
ce

d
 

w
h
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 s

ti
ll 
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ea
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n
g 
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ut
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al
ue

. W
h

et
h

er
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n
y 

co
n
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et

e 
im

p
ro

ve
-

m
en

ts
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re
 m

ad
e 

is
 m

or
e 

a 
m

at
te

r 
of

 p
ol

it
ic

al
 w

il
l 

an
d

 o
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an
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a-

ti
on

al
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b
il

it
y,

 b
u

t 
at

 l
ea

st
 t

h
e 

p
ri

n
ci

p
le
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as

 b
ee

n
 e

st
ab

li
sh

ed
. 

T
h

er
e 

se
em

s,
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ow
ev

er
, t

o 
b

e 
a 

st
ro

n
g 

p
ub

lic
 s

ec
to

r 
in

er
ti

a 
ag

ai
n

st
 

su
ch

 r
ef

or
m

s 
(s

ee
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ar
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n
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n
, 
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x 
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m
p

et
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n
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n

 

im
p

or
t a

n
t r

ol
e 

in
 g

iv
in

g 
th

e 
go

ve
rn

m
en

t a
n

 in
ce

n
ti

ve
 to

 a
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 a
n

d
 to

 

ke
ep

 t
h

e 
b

ra
ke

 o
n

 fu
rt

h
er

 g
ro

w
th

 o
f w

as
te

.

C
o

n
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us
io

n

T
h

e 
b

en
efi

 t
s 

of
 t

ax
 c

om
p

et
it

io
n

 h
av

e 
b

ee
n

 v
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ib
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 f
or

 t
h

e 
la

st
 

tw
en
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rs

; 
th

e 
p

os
t-

w
ar

 c
li

m
at

e 
of

 h
ig

h
 t

ax
at

io
n
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 c
ou

p
le

d
 

w
it

h
 i

n
su
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ty
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n
d

 s
tr

on
g 

co
n

tr
ol

s 
on

 e
m

ig
ra

ti
on

 o
f 
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p

it
al

 a
n

d
 

b
u

si
n

es
s.

 A
s 

co
n

tr
ol

s 
w

er
e 

sw
ep

t 
aw

ay
, 

al
lo

w
in

g 
p

eo
p

le
 a

n
d

 

in
ve

st
m

en
t 

fu
n

d
s 

to
 m

ov
e 

m
or

e 
re

ad
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 a
ga

in
, g

ov
er

n
m

en
ts

 o
n

ce
 

ag
ai

n
 f

ac
ed

 t
h

e 
p

os
si

b
il

it
y 

of
 a

 fl
 i

gh
t 

of
 m

on
ey

, 
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ve
st

m
en

t 
an

d
 

1 
Se

e 
th

e 
p
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 c
h
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n
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s 
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at
ur

e,
 s
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m

ar
is

ed
 in

 T
ul

lo
ck

 e
t 

al
. (

20
0

0
).

(t
o 

so
m

e 
ex

te
n

t)
 p

eo
p

le
. F

ur
th

er
m

or
e,
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 a

n
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n
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y 

m
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ti
n
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n
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y 
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r 
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un
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y 
n

ot
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n
ly
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n
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s 
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n

 p
eo

p
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 a
n

d
 c
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it
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ut
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o 

to
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 p

eo
p

le
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n
d

 c
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it
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om
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.2

T
h

es
e 

ch
an

ge
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 a
n

d
 th
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 n

ee
d

 to
 b

e 
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m
p

et
it

iv
e 

in
te

rn
at

io
n
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in
 t

h
e 

fa
ce

 o
f t

ax
 c

om
p

et
it

io
n

, f
or

ce
d

 g
ov

er
n

m
en
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 t
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t 

m
or

e 
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te

rn
at

io
n
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 c
om

p
et

it
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e 
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on
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m
s 

an
d
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en
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 m

or
e 

ef
fi 
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t 
an

d
 s
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m
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ed
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n
m

en
t 
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at
io

n
s.

 T
h

e 
er
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of

 f
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e 
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te

rn
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io
n
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 c

ap
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ke
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n
d

 t
h

e 
in
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se
d
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ax

 c
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p
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n
 

th
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 t
h
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e 
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lo

w
ed

 l
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 t
o 

th
e 

p
u

b
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c 
fi 

n
an
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ef
or

m
s 

of
 t

h
e 

19
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s 

an
d
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0
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n

 t
h
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U

K
 t

h
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 m
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t 
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b

le
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n
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h
e 

H
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w
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n
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s 

of
 t

h
e 

19
80
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 p

un
it

iv
e 
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on
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n
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m

en
t 
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s 

w
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en
d

ed
, a

n
d

 fo
r 
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m

p
an

ie
s 

a 
sy

st
em

 o
f h

ig
h

 t
ax

 r
at

es
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ut
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 n
ar

ro
w

 

ta
x 

b
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e 
w
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 r
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ce
d

 b
y 

a 
m

or
e 

b
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in
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s-
fr

ie
n

d
ly
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p

p
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h

 o
f l

ow
 

ra
te

s 
ap

p
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d
 t

o 
a 

b
ro

ad
 t

ax
 b
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e 
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ug

h
ly
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n

 li
n

e 
w

it
h
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cc

ou
n

ti
n

g 

p
ro

fi 
ts

, w
h

ic
h

 r
em

ov
ed

 m
an

y 
p

er
ve

rs
e 

in
ce

n
ti

ve
s.

Ev
en

 t
h

e 
O

EC
D

 a
d

m
it

s 
th
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e 

b
en

efi
 t

s:

T
h

e 
m

or
e 

op
en

 a
n

d
 c

om
p

et
it

iv
e 

en
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ro
n

m
en

t 
of

 t
h

e 
la

st
 

d
ec

ad
es

 h
as

 h
ad

 m
an

y 
p

os
it

iv
e 

ef
fe

ct
s 

on
 t

ax
 s

ys
te

m
s,
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in

g 
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d
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f t
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n

d
 b
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en
in

g 
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 t
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b
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h
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h
 h
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e 

ch
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d
 t

ax
 r

ef
or

m
s 
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 t
h

e 
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 1

5 

ye
ar

s.
 In

 p
ar

t 
th

es
e 

d
ev

el
op

m
en

ts
 c

an
 b

e 
se

en
 a

s 
a 

re
su

lt
 o

f 

co
m

p
et

it
iv

e 
fo
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es

 t
h
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 h

av
e 

en
co

ur
ag

ed
 c

ou
n

tr
ie

s 
to

 m
ak

e 

th
ei

r 
ta

x 
sy

st
em

s 
m

or
e 

at
tr

ac
ti

ve
 t

o 
in

ve
st

or
s.

 In
 a

d
d

it
io

n
 

to
 lo

w
er

in
g 

ov
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al
l t

ax
 r

at
es

, a
 c

om
p

et
it

iv
e 

en
vi

ro
n

m
en

t 

ca
n

 p
ro

m
ot

e 
gr

ea
te

r 
ef

fi 
ci

en
cy

 in
 g

ov
er

n
m

en
t 

ex
p

en
d

it
ur

e 

p
ro

gr
am

s.
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O
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D
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0
0

1a
)
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T

h
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 m
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 s
ou

n
d

 li
ke
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o 
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m
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 b
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s 
an

y 
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om
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h
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ld
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n
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e,
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ot
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f c

ap
it

al
 is

 a
tt

ra
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ed
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 p

eo
p

le
 li
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n

g 
in

 a
 c

ou
n

tr
y 

w
h

er
e 

re
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s 

to
 c

ap
-

it
al
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 lo
w

, b
ot

h
 th

e 
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ce
iv

in
g 

co
un

tr
y 

an
d

 th
e 

in
ve

st
or

s 
in

 th
e 

ca
p

it
al

-e
xp

or
ti

n
g 
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un

tr
y 

b
en

efi
 t

.
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m
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n
a
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o
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p
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t
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o
d
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o
n

A
s 
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 c

ap
it

al
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ke

ts
 d

ev
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n

d
 t

ax
 c

om
p

et
it

io
n

 b
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e 

st
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n
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h
en
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, 

it
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an

 t
o 

at
tr

ac
t 
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 s
tu

d
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 p
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y 
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om
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n
om

is
ts

.

A
ss

u
m

in
g 

th
at

 t
ax

 c
om

p
et

it
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n
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an

d
 i

t 
d
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s 

ap
p
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r 
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h
av

e 
a 

ge
n

u
in

e 
im

p
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t,
 i

t 
is

 s
ti

ll 
va

li
d

 t
o 

q
u

es
ti
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 w

h
et

h
er

 i
t 

is
 

tr
ul

y 
b

en
efi

 c
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l o
r 

h
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m
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N
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s 
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s 

h
av

e 
b
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n

 m
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e 
of

 

th
e 

h
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m
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r 
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h
er

w
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e 
of
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 c
om

p
et

it
io

n
, m

os
t 
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n
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ud

in
g 

th
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 it
 

is
 d
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ag

in
g,
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 t
h
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e 

ar
e 

ge
n

er
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 c

ol
ou

re
d

 b
y 

th
ei

r 
un

d
er

ly
in

g 
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su

m
p

ti
on

s.
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h
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d
y 

h
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d
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d
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d
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s 

b
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 c
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n
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b
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ra
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h
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h
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 p
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ro
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b
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b
e 

in
cr

ea
se

d
 b

y 
p

ra
ct

ic
al

 i
n

ef
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d
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 b
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p
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 t
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f p
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w
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h
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 t
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p
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u
b
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b
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b
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n
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e 
p

u
b
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c 
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b
u
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r 
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n
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 d
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m
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d
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ot

h
er
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te
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ee
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s 
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at
 it
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b
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to
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al
 c
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e 
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m
p

ti
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un

q
ua

n
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s.
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 r
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y 
m
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y 
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p

p
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av
e 

n
o 
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n
ti

ve
 to

 b
e 

ef
fi 

ci
en

t,
 

an
d

 l
it

tl
e 

n
ee

d
 t

o 
p

ro
vi

d
e 

w
h

at
 t

h
e 

co
n

su
m

er
s 

w
an

t,
 a

n
d

 s
o 

th
e 

go
ve

rn
m

en
t,
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s 

th
e 

u
lt

im
at

e 
m

on
op

ol
y 

su
p

p
li

er
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it
s 

m
on

op
ol

y 

p
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io

n
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 p
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te
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ed
 b

y 
la

w
, u

n
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e 
th

at
 o

f 
m

os
t 

m
on

op
ol

is
ts
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n
at

ur
al

ly
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ef
fi 

ci
en

t.
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h
e 
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 o
f p

ra
ct
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al
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ef

fi 
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en
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ov

er
n

-

m
en

t d
oe

s 
n

ot
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ep
en

d
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n
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f g
oo

d
w

ill
 o

r 
p

ar
ti

cu
la

r 
in

ep
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tu
d

e 

on
 t

h
e 

p
ar

t 
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h

e 
go

ve
rn

m
en

t 
an

d
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p
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. R
at

h
er

 it
 r

ec
og

-

n
is
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 t

h
at

 p
ra

ct
ic

al
 i

n
ef

fi 
ci

en
ci

es
, 

th
e 

gr
ow

th
 o

f 
b

u
re

au
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ie

s 

an
d
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te
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 a

 n
at

u
ra

ll
y 
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cu

rr
in

g 
p

h
en

om
en

on
 (

P
ar
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n
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n

) 

th
at

 t
ak
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ff
or

t 
to

 c
ou

n
te

r.
 T

h
is

 e
ff

or
t 

w
il

l 
b

e 
st

ro
n

g 
en

ou
gh

 t
o 
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er
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m

e 
th

e 
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er
ti
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of
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n

ef
fi 

ci
en
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n
ly
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h

er
e 
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u
ffi
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y 
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n
g 
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n
ti

ve
; 

in
 t

h
e 

p
ri

va
te
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to
r 

th
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n
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n

ti
ve

 i
s 

p
ro

vi
d

ed
 b

y 
th

e 
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n
fl 

ic
t 

b
et

w
ee

n
 t

h
e 

d
em

an
d
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of
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h
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ol
d

er
s 
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r 

h
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h
er

 p
ro
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n

d
 t

h
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 c
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to
m

er
s 
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r 

lo
w

er
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ri
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s.
 T

h
e 

d
em

o-

cr
at

ic
 p

ro
ce

ss
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ug
h

t t
o 

p
ro

vi
d

e 
a 
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n

 in
ce

n
ti

ve
, b

ut
 th
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ea

k 

(p
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ti
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rl

y 
w

h
er

e 
th

er
e 
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 s
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st
an

ti
al

 e
le

ct
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h

o 
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e 

n
et
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en

efi
 c

ia
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f g
ov

er
n

m
en

t 
se
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 g

ov
er

n
m

en
ts
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re

 n
ot

 p
er

fe
ct

ly
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ffi
 c

ie
n

t 
(i

n
 a

 p
ra

ct
ic

al
 

se
n

se
),

 t
h

en
 i

t 
is

 p
os

si
b

le
 f

or
 g

ov
er

n
m

en
t 

ex
p

en
d

it
u

re
 t

o 
b

e 
at

 

a 
te

ch
n

ic
al

ly
 e

ffi
 c

ie
n

t 
eq

u
il

ib
ri

u
m

, 
w

h
er

e 
M

B
 =
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C

 f
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 g

iv
en

 

va
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e 
of
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B

 a
n

d
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C
, b

ut
 f
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 t

h
er

e 
st

ill
 t

o 
b

e 
p

ra
ct

ic
al

 i
n

ef
fi 
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en

-
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o 

th
at
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h

e 
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m
e 

to
ta

l 
b

en
efi
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s 
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d
 b

e 
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in

ed
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t 
a 

lo
w

er
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st
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 t
h
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e 

p
ra

ct
ic

al
 e

ffi
 c

ie
n

ci
es

 w
er

e 
re

al
is

ed
, 

th
en

 (
al

l 
ot

h
er

 

th
in

gs
 b

ei
n

g 
eq

u
al

) 
th

e 
ec

on
om

y 
w

ou
ld

 s
et

tl
e 

at
 a
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ew

 e
q

u
il

ib
-

ri
u

m
, 

w
h

er
e 

M
B

2 
=

 M
C

2, 
at

 w
h

ic
h

 p
oi

n
t 

th
e 

in
cr

ea
se

d
 p

ra
ct

ic
al

 

ef
fi 

ci
en

ci
es

 w
ou

ld
 e

n
su

re
 t

h
at

 t
h

e 
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ta
l 

b
en

efi
 t
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of

 g
ov

er
n

m
en

t 
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en

d
in

g 
w

ou
ld

 b
e 

gr
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te
r 

an
d

 t
h

e 
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ta
l 

ex
p

en
d

it
ur

e 
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 (

ef
fe

c-

ti
ve

ly
 t

h
e 

go
ve

rn
m

en
t 

ex
p

en
d

it
ur

e 
cu

rv
e 
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 s

h
if

te
d

).

A
s 

d
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ed
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b
ov
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n
e 

of
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h
e 
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n
ta

ge
s 

of
 t

ax
 c

om
p

et
it

io
n

 

is
 t

h
at
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 g

iv
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n

 in
ce

n
ti

ve
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r 
go

ve
rn

m
en

ts
 t

o 
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t 
ef

fi 
ci

en
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y.
 T

h
is

 

is
 a

ls
o 
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ce

p
te

d
 i

n
 t

h
e 

T
ie

b
ou

t 
m

od
el

s,
 a

n
d
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s 

th
e 

b
as

is
 o

f 
th

ei
r 

cl
ai

m
 t

h
at

 t
ax

 c
om

p
et

it
io

n
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 b
en

efi
 c

ia
l, 

an
d

 a
lt

h
ou

gh
 t

h
e 

T
ie

b
ou

t 

li
n

e 
of

 a
n

al
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is
 c

an
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e 
cr

it
ic

is
ed

 f
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 o
ve

rs
im

p
li

fi 
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ti
on

 t
h

is
 i

s 
a 

ch
ar

ge
 t

h
at

 c
an

 b
e 

le
vi

ed
 e

q
ua

lly
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el
l a

t 
it

s 
cr

it
ic

s.
 T

h
e 

ar
it

h
m

et
ic

 

m
od

el
s 

d
o 

n
ot

 o
ve

rt
u

rn
 t

h
e 

T
ie

b
ou

t 
m

od
el

 b
u

t 
ra

th
er

 i
gn

or
e 

it
, 

b
y 

as
su

m
in

g 
th

at
 g

ov
er

n
m

en
ts

 w
it

h
ou

t 
ta

x 
co

m
p

et
it

io
n

 w
ou

ld
 b

e 

p
er

fe
ct

ly
 e

ffi
 c

ie
n

t,
 a

n
d

 t
h

er
ef

or
e 

ig
n

or
e 

on
e 

of
 t

h
e 

ad
va

n
ta

ge
s 

of
 

ta
x 

co
m

p
et

it
io

n
 t

h
at

 s
h

ou
ld

 b
e 

se
t 
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n
st
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n

y 
d
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va
n
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ge

s.



t
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 c
o
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n
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m
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n
a

ly
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o
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 c
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n
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ov
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 p
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fe
ct

ly
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en
ev

ol
en
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an

d 
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ow
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e

A
s 

h
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 b
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n
 s

h
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n
, 

th
e 

19
80

s 
st

u
d

ie
s 
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rg

el
y 

re
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lt
ed
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n

 t
h

e 
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n
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u

si
on

 t
h

at
 t

ax
 c

om
p

et
it

io
n
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s 
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ef
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en
t 

(e
.g

. 
Ja

n
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an

d
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h
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er
u

p
, 
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0
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, 

d
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io
n

ar
y,

 
in

eq
u

it
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le
 

or
 

ge
n

er
al

ly
 

w
el

fa
re

-r
ed

u
ci

n
g 
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ee

 G
or

te
r 

an
d

 M
oo

ij,
 2

0
0

1,
 f

or
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 c
om

p
re

h
en

-

si
ve

 o
ve

rv
ie

w
),
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s 

it
 l

ea
d

s 
to

 r
ed

u
ce

d
 r

ev
en

u
es

 f
or

 g
ov

er
n

m
en

ts
 

an
d

 t
h

er
ef

or
e 
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d
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ed
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el
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re
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p

en
d
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g.

T
h

e 
fo
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d

at
io

n
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f t
h

e 
Sa

m
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on

 t
h
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f p
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d
 p
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-
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on
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an

d
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h
e 

th
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es
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f 

ta
x 
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m

p
et

it
io

n
 t

h
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 r
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t 
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t,
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s 

th
at

 

go
ve

rn
m

en
ts

 r
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se
 t

ax
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n

d
 f

u
n

d
 e

xp
en

d
it

u
re
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p

 t
o 
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e 

p
oi

n
t 

w
h

er
e 

M
B
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C
. 
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ov
er

n
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en
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p

en
d

 m
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n
 p

ro
vi
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s 

th
at

 a
re
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 d
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r 
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r 
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n
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w
h

er
e 
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r 
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e 
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ul
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n
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w
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M

B
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h
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s 
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il 

b
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au
se
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h
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e 
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n
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b
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w
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 c

ie
n
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h
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 c
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h
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rn
m
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 p
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an
d
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d

 m
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n
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 f
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h

e 
p
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on
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f 

p
u

b
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s 
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h
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h

 c
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n
ot
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e 

p
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d
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ffi
 c
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n
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y 

b
y 
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e 

m
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 t
h
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y 
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p
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u
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h
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li
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, b
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h
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m

p
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h
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 p
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d
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m
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n
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 b
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n

m
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n

u
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u
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m
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 r
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u
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n
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p
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d
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g 
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 p
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h
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O
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 m
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u
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t 

to
 l
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 f
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h
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h
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 t
h
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n
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h
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u
m

p
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d
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th
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m
p
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on

s.
 M

an
y 

of
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n
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n
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 t
h
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m
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 c
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u
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 d

iv
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ed
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m
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n
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d
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u

b
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s 

p
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h
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u
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d
 b

y 

m
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n
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n
d

 t
h
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 t

h
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m
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p
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d
-
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u
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. 
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th
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e,
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ev

er
, i
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e 
th

e 
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al
it

y 
of
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od

er
n

 p
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it
ic

s,
 t

h
at

 e
le
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or

-

at
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er
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n

d
 c
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ta

in
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ro
up

s 
w

it
h

 d
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fe
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n
t d
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n
d

 th
at

 

th
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ec
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d
 b

y 
go

ve
rn

m
en
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p
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it
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s 

in
 d
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fe
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n

t 
w
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s.

In
 p

ra
ct

ic
e,
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 m
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 t
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 b
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 c
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b
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d
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b
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p
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or

d
s 

at
 le

as
t 

h
al

f 
of

 a
ll 

go
ve

rn
m

en
t 

ex
p

en
d

-

it
ur

e 
is

 n
ot

 o
n

 t
h

e 
p

ro
vi

si
on

 o
f p

ub
lic

 g
oo

d
s 

(d
es

p
it

e 
th

e 
as

su
m

p
-

ti
on

 o
f t

h
e 

st
ud

ie
s 

th
at

 c
h

al
le

n
ge

 ta
x 

co
m

p
et

it
io

n
) b

ut
 o

n
 tr

an
sf

er
s 

b
et

w
ee

n
 c

it
iz

en
s.

 E
ve

n
 if

 t
h

e 
go

ve
rn

m
en

t 
m

an
ag

es
 t

h
es

e 
tr

an
sf

er
s 

w
it

h
ou

t 
an

y 
co

st
 (

w
h

ic
h

 it
 c

an
n

ot
),

 it
 is

 im
p

os
si

b
le

 f
or

 M
B

 >
 M

C
 

as
 t

h
ey

 a
re

 p
ur

el
y 

re
d

is
tr

ib
ut

io
n

al
 r

at
h

er
 t

h
an

 p
ro

d
uc

ti
ve

; t
h

er
e 

is
 

n
o 

ou
tp

ut
 o

f p
ub

lic
 g

oo
d

s.

Pu
b

lic
 c

h
o

ic
e

R
ec

en
t 

st
u

d
ie

s 
in

 t
ax

 c
om

p
et

it
io

n
 h

av
e 

tr
ie

d
 t

o 
ta

ke
 a

cc
ou

n
t 

of
 

th
is

, s
om

e 
of

 t
h

em
 d

ra
w

in
g 

on
 p

ub
lic

 c
h

oi
ce

 t
h

eo
ry

. E
ff

ec
ti

ve
ly

 a
 

w
ay

 o
f 

an
al

ys
in

g 
go

ve
rn

m
en

t 
ac

ti
on

 b
y 

su
b

je
ct

in
g 

it
 t

o 
th

e 
sa

m
e 

p
ro

ce
ss

es
 a

s 
w

e 
w

ou
ld

 t
h

e 
ac

ti
on

s 
of

 p
ri

va
te

 p
er

so
n

s,
 t

h
is

 i
s 

on
e 

of
 t

h
e 

m
or

e 
p

ow
er

fu
l b

od
ie

s 
of

 li
te

ra
tu

re
 a

va
ila

b
le

 t
o 

co
un

te
r 

th
e 

as
su

m
p

ti
on

 o
f p
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 b
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 b
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 d
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 b
y 

p
eo

p
le

 w
h

o 
h

av
e 

a 

ve
st

ed
 in

te
re

st
 in

 t
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 c
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h
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 t
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p
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b
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 p
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b
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b
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b
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 t
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 c
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 p
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 d
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b
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b
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ld
 b

e 
in

cr
ea

se
d

. T
h

is
 m

ak
es

 it
 e

ve
n

 m
or

e 
lik

el
y 

th
at

 

ta
x 

co
m

p
et

it
io

n
 is

 a
ct

ua
lly
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en
efi

 c
ia

l f
or

ce
, p

re
ve

n
ti

n
g 

d
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in

g 

in
cr

ea
se

s 
in

 t
ax

 le
ve
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n
 s
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gs
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n
d

 in
ve

st
m

en
t.
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 n
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 th

eo
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p
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x 
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m
p

et
it
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n
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 n

ee
d
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. T

h
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m
us

t b
e 

ro
ot

ed
 in

 th
e 

re
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 w
or

ld
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n
d

 b
e 
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ex
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n

ou
gh
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n
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e 
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p

ac
t o

f t
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 c
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p
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it
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n
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it
h
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t s
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p
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n
g 
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e 
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e 

p
oi

n
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e 
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c 
n
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e 
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s 

as
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m
p

ti
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lid
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e 

it
s 

fi 
n

d
in
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. U

n
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rt
un

at
el

y 
th
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 m

ea
n

s t
h
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 d

if
fi 

cu
lt
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 q

ua
n

ti
fy
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e 

im
p
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t o

f c
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p
et

it
io

n
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ut
 th
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oe
s n
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lid

at
e 
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s c
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n
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Fi
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t,
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ax
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om
p

et
it

io
n

 c
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ar
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 r
ed

u
ce

s 
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ve
ls

 o
f 
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ti
on
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an

d
 

th
er

ef
or

e 
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n
 t

h
e 

lo
n

g 
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rm
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le
ve

ls
 o

f 
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ve
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m
en

t 
ex

p
en

d
it

u
re

. 

T
h
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 d
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s 

n
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n

 p
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ev
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, 
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p

ea
r 

to
 b

e 
a 

su
b

st
an

ti
al

 

sh
if
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xc
ep

t i
n
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 fe

w
 s

m
al

l c
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n
tr

ie
s 

th
at

 c
h

oo
se
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ct
iv

el
y 

en
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in
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gg
re
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e 
ta

x 
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m
p

et
it

io
n
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rd
er
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 a

tt
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ct
 r

el
at

iv
el

y 
su

b
st

an
-

ti
al

 a
m

ou
n
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 o

f 
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re
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n
 c

ap
it

al
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n
 r

el
at
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n
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th
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r 
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lt
h

ou
gh

 

th
er

e 
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e 
ta

x 
h
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en

s 
w

it
h

 e
ff

ec
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ax
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at
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f 
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m

os
t 

es
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b
-
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h

ed
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d
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tr
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lis
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 c
ou

n
tr

ie
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h
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e 
m

an
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ed
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n
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st

an
-

ti
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n

d
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ri
ca

lly
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ig
h
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ev

el
s 
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x 
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 c
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it
al
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n

d
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th
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b
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T
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 c
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p
et
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n
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n
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 d
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n
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e 
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 o
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x 
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t 
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s 
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 t
h
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t 
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s 
a 
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u

n
te

r-

w
ei

gh
t 
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u
s 

p
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u
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r 
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se

d
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n
m

en
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ex
p

en
d
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w

h
et

h
er

 f
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m
 g
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u

p
s 

w
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h
in

 t
h

e 
el

ec
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ra
te
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a 

m
om

en
tu

m
 

fo
r 

in
cr

ea
se

d
 s

p
en

d
in

g 
d

ri
ve

n
 b

y 
n

at
ur

al
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ef
fi 

ci
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r 

in
te
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al

 

p
re
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ur
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it
h
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e 
b

ur
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ra
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. P
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 c
h
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eo
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n
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ef
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p
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in
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h
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e 
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n
d
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ut
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 n
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n

e.
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o
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n

T
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 c
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p
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n
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n
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es

sa
ri
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ar
m
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l i

f i
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d
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es

 le
ve
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 g

ov
er

n
m

en
t 

ex
p

en
d

it
u

re
 f
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m
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n

 e
ffi

 c
ie

n
t 

op
ti

m
u

m
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T
h
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 i

s 
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ly
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 v

al
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u
m

p
ti
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f 
ta

x 
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ve
ls
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an

d
 b

en
efi

 t
s 

fr
om

 p
u

b
li

c 
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od

s,
 w

ou
ld

 n
at

ur
al

ly
 b

e 
at

 t
h

ei
r 

op
ti

m
um
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ve

ls
 in

 t
h

e 
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se
n

ce
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 t

ax
 c

om
p

et
it

io
n
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T

h
e 

va
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ou
s 
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ct
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s 
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 b
el
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u
gg

es
t 
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n

 t
h

e 
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h
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h
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 t
h

e 
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l w
or
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, t

h
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p
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m
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 is

 

un
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el
y 
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 b

e 
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h
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T
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 o

f t
ax

at
io

n 
on
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ea

lt
h 

ge
ne

ra
ti

on
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p
p

ea
rs
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 b

e 
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p
er

-

fe
ct
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n
d

er
st

oo
d

 b
y 
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ve

rn
m

en
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n

d
 t

h
ei

r 
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ec
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ra
te

s.
 T

h
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m
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n
s 

th
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 t
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 l
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s 
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e 
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b
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o 
h

ig
h
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b
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se
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n
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f 

p
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en
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al
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u
b
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c 
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p

en
d
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u
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s 
as
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ed
 b

y 
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m
p
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g 
m
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n
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b
en

efi
 t
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w
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h
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n

al
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, t
h

e 
m
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n
al

 c
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ts
 u
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d
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re
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 t

o 

b
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o 
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w
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h
e 
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ff
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t 

of
 t
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io
n

 o
n
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ea

lt
h
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at
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h

et
h
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, l
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ou
r 
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th
er

 fa
ct

or
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 n
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uf
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-
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t 
w
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b
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h
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h
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 c
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to

r 
p
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m

en
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n
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h
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b
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 p
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p
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d
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g 
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e 
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w
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h

an
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ig
h
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b
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p
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d
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G
lo

ba
l c
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t e
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in

cr
ea
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d

 b
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h
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s.

 In
 th

eo
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p
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d
 c
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p

er
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n
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n
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m
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in
 t

er
m
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 t
h

e 
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x 
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st
em
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ig

h
-t

ax
 c

ou
n

tr
ie
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at
h
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b
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e 
h
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m
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at
io

n
) c
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e 
th
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n
n
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n

d
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e 

O
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D
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n
d
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h
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 d
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n
g 
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b
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p
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s 
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w
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n

d
 in
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h
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m

ea
n
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m
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 t
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h
av

en
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n
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n
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n
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n
g 
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ob
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 e
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 c
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n
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n
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ef
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h
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 c
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e 
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ld
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n
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d
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b
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p
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n
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 t
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e 

n
ee

d
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p
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at
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n
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f g
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n

m
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 b
e 

ef
fi 
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en

t w
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h
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m
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n
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n
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h
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e 
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 a
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d
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r 
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m
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o 
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 c
oa
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h
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h
 t

h
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w

h
o 
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h
e 

h
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h
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t 

m
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n
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x 
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h

et
h

er
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n
 c

ap
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r 
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b
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 l
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b
e 

el
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y 
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t.
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ax
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p
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 c
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ou
n
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h
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, a

t 
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w
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st
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w
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g 
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b
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b
es

t 
en
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 t
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T
h
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e 
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ef
or

e 
cl
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r 
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p
ra
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ic

al
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l 
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d
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, i
n

 p
ub
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 s

p
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d
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g 
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n
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 c
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h
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h

e 
p
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n
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p
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 r
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n
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 c
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ax
 c
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et
it

io
n
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h
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m
p
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m

en
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p
en

d
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n
d

s 
m
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e 
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fi 
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y 
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m
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 p
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b
en

efi
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 a
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e 
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w

ar
d
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r 
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fi 
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h

 t
h

e 
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k 

b
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n
g 
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t 

w
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d
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 b
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 p
oi

n
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 c
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h
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d

 c
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u

d
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h
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 t
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p
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n
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h
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ik
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b
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b
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 c
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n
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h
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y 

(P
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0
0
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ri
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 t
o 

q
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n
ti
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e 

ef
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m
p
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n

d
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u
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d
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h
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n

m
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w
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h
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w
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p
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 c
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n
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 c
om

p
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n
 w
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p
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f c
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p
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 c
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h
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 c
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 t
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 c
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h
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s
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h
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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.
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Introduction

Despite the benefi ts there is opposition to tax competition, prima-

rily from three groups: those opposed generally to the benefi ts 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 fi rst group has already been discussed, and will not be 

examined in any further detail. A justifi cation ab initio of free 

markets would be disproportionate in this book; such justifi ca-

tions exist already, and we are unlikely to convince the true 

un believer 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 

benefi t 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 benefi ts of global free markets (in terms of rising 

prosperity for their citizens) while protecting their own powers 

and privileges.

7 POLITICAL OPPOSITION TO TAX 
COMPETITION
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n

d
 a

n
 e

xa
m

p
le

 

of
 d

ir
ec

t 
fo

re
ig

n
 in

ve
st

m
en

t 
w

ou
ld

 b
e 

N
is

sa
n

’s
 c

ar
 a

ss
em

b
ly

 p
la

n
t 

n
ea

r 
Su

n
d

er
la

n
d

 in
 t

h
e 

U
K

.

A
 t

h
ir

d
 p

os
si

b
il

it
y,

 t
h

e 
d

is
to

rt
io

n
 o

f 
th

e 
in

te
rn

at
io

n
al

 l
ab

ou
r 

m
ar

ke
t 

b
y 

ta
x 

co
m

p
et

it
io

n
, 

is
 g

en
er

al
ly

 i
gn

or
ed

 b
y 

th
e 

O
E

C
D

 

go
ve

rn
m

en
ts

, 
as

 t
h

ey
 d

o 
n

ot
 e

xp
ec

t 
an

y 
si

gn
ifi

 c
an

t 
n

u
m

b
er

 

of
 w

or
ke

rs
 t

o 
re

lo
ca

te
. 

A
s 

sh
ow

n
 a

b
ov

e,
 t

h
is

 i
s 

p
os

si
b

ly
 s

h
or

t-

si
gh

te
d

, 
an

d
 t

h
er

e 
is

 n
o 

re
as

on
 w

h
y 

ta
x 

co
m

p
et

it
io

n
 s

h
ou

ld
 n

ot
 

st
ill

 b
e 

ef
fe

ct
iv

e 
in

 t
h

e 
la

b
ou

r 
m

ar
ke

t.

P
or

tf
ol

io
 i

n
ve

st
m

en
t 

is
 u

n
li

ke
ly

 t
o 

le
ad

 t
o 

th
e 

d
is

to
rt

io
n

 o
f 

ca
p

it
al

 fl
 o

w
s 

b
y 

ta
x 

co
m

p
et

it
io

n
, 

fo
r 

th
e 

si
m

p
le

 r
ea

so
n

 t
h

at
 i

t 
is

 

ve
ry

 r
ar

e 
fo

r 
ca

p
it

al
 t

o 
b

e 
u

lt
im

at
el

y 
in

ve
st

ed
 i

n
 t

h
e 

co
u

n
tr

y 
in

 

w
h

ic
h

 it
 is

 p
oo

le
d

. T
h

e 
us

e 
of

 t
ax

 h
av

en
s 

in
 t

h
is

 r
eg

ar
d

 is
 t

o 
al

lo
w

 

th
e 

ca
p

it
al

 o
f a

 n
um

b
er

 o
f i

n
ve

st
or

s,
 u

su
al

ly
 fr

om
 a

 v
ar

ie
ty

 o
f h

ig
h

-

ta
x 

co
u

n
tr

ie
s,

 t
o 

b
e 

p
oo

le
d

 a
n

d
 c

ol
le

ct
iv

el
y 

in
ve

st
ed

 i
n

 b
u

si
n

es
s 

op
er

at
io

n
s,

 u
su

al
ly

 t
h

em
se

lv
es

 i
n

 a
 v

ar
ie

ty
 o

f 
h

ig
h

-t
ax

 c
ou

n
tr

ie
s,

 

w
it

h
ou

t a
 s

ig
n

ifi
 c

an
t a

d
d

it
io

n
al

 la
ye

r 
of

 ta
x 

at
 th

e 
p

oo
lin

g 
st

ag
e.

 A
 

co
lle

ct
iv

e 
in

ve
st

m
en

t s
ch

em
e 

lo
ca

te
d

 in
 a

 h
ig

h
-t

ax
 c

ou
n

tr
y 

is
 li

ke
ly

 

to
 b

e 
a 

ta
xa

b
le

 e
n

ti
ty

, l
ea

d
in

g 
to

 t
ri

p
le

 t
ax

at
io

n
 (

th
e 

b
us

in
es

s,
 t

h
e 

co
lle

ct
iv

e 
ve

h
ic

le
 a

n
d

 t
h

e 
in

ve
st

or
).

 N
at

io
n

al
 r

u
le

s 
m

ay
 m

it
ig

at
e 

th
is

, b
ut

 t
h

ey
 g

en
er

al
ly

 o
p

er
at

e 
ef

fe
ct

iv
el

y 
on

ly
 i

f 
th

e 
th

re
e 

le
ve

ls
 

ar
e 

al
l 

in
 t

h
e 

sa
m

e 
co

u
n

tr
y,

 w
h

ic
h

 m
ak

es
 t

h
em

 u
n

su
it

ab
le

 f
or

 

p
oo

ls
 w

it
h

 in
te

rn
at

io
n

al
 in

ve
st

or
s 

or
 in

ve
st

m
en

ts
.

P
or

tf
ol

io
 i

n
ve

st
m

en
t 

is
 t

h
er

ef
or

e 
n

ot
 d

is
to

rt
ed

 b
y 

ta
x 

h
av

en
s 

(e
xc

ep
t 

b
en

efi
 c

ia
ll

y 
as

 i
t 

re
m

ov
es

 b
ar

ri
er

s 
to

 c
ol

le
ct

iv
e 

in
ve

st
-

m
en

t)
, 

as
 i

t 
af

fe
ct

s 
on

ly
 t

h
e 

lo
ca

ti
on

 o
f 

th
e 

p
oo

l, 
n

ot
 t

h
at

 o
f 

th
e 

fi 
n

al
 i

n
ve

st
m

en
t.

 A
s 

d
is

cu
ss

ed
 a

b
ov

e,
 t

h
is

 u
se

 o
f 

ta
x 

h
av

en
s 

to
 

re
m

ov
e 

b
ar

ri
er

s 
to

 t
h

e 
ef

fi 
ci

en
t 

w
or

ki
n

g 
of

 t
h

e 
gl

ob
al

 c
ap

it
al

 

m
ar

ke
t 

is
 o

n
e 

of
 t

h
e 

ad
va

n
ta

ge
s 

of
 t

ax
 c

om
p

et
it

io
n

.

Is
 d

ir
ec

t 
in

ve
st

m
en

t 
su

b
je

ct
 t

o 
h

ar
m

fu
l d

is
to

rt
io

n
 b

y 
ta

x 
co

m
-

p
et

it
io

n
 th

ro
ug

h
 th

e 
d

ec
is

io
n

 a
s t

o 
w

h
er

e 
to

 in
ve

st
 b

ei
n

g 
af

fe
ct

ed
 b

y 

th
e 

ta
xa

ti
on

 r
eg

im
es

 o
f t

h
e 

al
te

rn
at

iv
e 

co
un

tr
ie

s 
b

ei
n

g 
co

n
si

d
er

ed
? 

A
t fi

 r
st

 g
la

n
ce

 th
is

 is
 th

e 
ca

se
, b

ut
 o

n
ly

 o
n

 a
 s

up
er

fi 
ci

al
 le

ve
l. 

O
n

 th
e 

as
su

m
p

ti
on

 th
at

, i
n

 a
 d

em
oc

ra
cy

, t
h

e 
go

ve
rn

m
en

t i
s 

p
ro

vi
d

in
g 

th
e 

p
eo

p
le

 o
n

ly
 w

it
h

 th
e 

se
rv

ic
es

 th
ey

 w
an

t a
t a

 c
os

t t
h

ey
 a

re
 w

ill
in

g 
to

 

p
ay

, t
h

en
 a

 h
ig

h
 le

ve
l o

f t
ax

at
io

n
 is

 s
im

p
ly

 p
ar

t o
f t

h
e 

lo
ca

l c
ul

tu
re

, 

ju
st

 li
ke

 a
n

 u
n

w
ill

in
gn

es
s 

to
 w

or
k 

p
ro

d
uc

ti
ve

ly
 a

ft
er

 lu
n

ch
 o

r 
a 

p
ro

-

p
en

si
ty

 t
o 

st
ri

ke
. B

u
si

n
es

s 
ta

xa
ti

on
 in

 t
h

is
 c

as
e 

is
 s

im
p

ly
 a

n
ot

h
er

 

fo
rm

 o
f 

p
ay

 f
or

 t
h

e 
w

or
kf

or
ce

, 
al

b
ei

t 
on

e 
p

ai
d

 i
n

d
ir

ec
tl

y 
an

d
 

re
ce

iv
ed

 b
y 

th
em

 in
 k

in
d

 in
 th

e 
fo

rm
 o

f g
ov

er
n

m
en

t s
er

vi
ce

s.
 In

 th
is

 

ca
se

 t
h

e 
ef

fi 
ci

en
t 

fu
n

ct
io

n
in

g 
of

 t
h

e 
m

ar
ke

t 
is

 n
ot

 a
ff

ec
te

d
 b

y 
b

us
i-

n
es

se
s 

m
ak

in
g 

lo
ca

ti
on

 d
ec

is
io

n
s 

b
as

ed
 o

n
 t

h
e 

le
ve

ls
 o

f 
ta

xa
ti

on
; 

it
 i

s 
eq

u
iv

al
en

t 
to

 i
t 

m
ak

in
g 

d
ec

is
io

n
s 

b
as

ed
 o

n
 t

h
e 

li
ke

ly
 w

ag
e 

d
em

an
d

s f
ro

m
 th

e 
w

or
kf

or
ce

, a
n

d
 a

 w
or

kf
or

ce
 th

at
 is

 to
o 

ex
p

en
si

ve
 

(w
h

et
h

er
 in

 te
rm

s 
of

 d
ir

ec
t w

ag
e 

d
em

an
d

s 
or

 in
d

ir
ec

t d
em

an
d

s 
vi

a 

ta
xa

ti
on

) 
w

ill
 fi 

n
d

 it
se

lf
 p

ri
ce

d
 o

ut
 o

f t
h

e 
in

te
rn

at
io

n
al

 m
ar

ke
t.
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p
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t
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If
 t

h
e 

ta
x 

re
ve

n
ue

s 
ar

e 
b

ei
n

g 
sp

en
t 

in
 w

ay
s 

th
at

 a
re

 b
en

efi
 c

ia
l 

fo
r 

b
us

in
es

se
s 

ra
th

er
 t

h
an

 t
h

e 
p

op
ul

at
io

n
 t

h
en

 a
ga

in
 it

 w
ill

 n
ot

 b
e 

d
is

to
rt

io
n

ar
y 

if
 b

u
si

n
es

se
s 

co
n

si
d

er
 t

h
es

e 
ta

xe
s 

in
 t

h
ei

r 
d

ec
is

io
n

-

m
ak

in
g;

 t
h

e 
go

ve
rn

m
en

t 
w

il
l 

m
er

el
y 

b
e 

an
ot

h
er

 s
u

p
p

li
er

 a
n

d
 

th
e 

b
u

si
n

es
s 

w
il

l 
d

ec
id

e 
w

h
et

h
er

 i
t 

is
 s

u
ffi

 c
ie

n
tl

y 
ef

fi 
ci

en
t 

w
h

en
 

co
m

p
ar

ed
 w

it
h

 o
th

er
 s

up
p

lie
rs

.

If
 t

ax
es

 a
re

 b
ei

n
g 

le
vi

ed
 t

o 
fu

n
d

 p
ro

je
ct

s 
th

at
 a

re
 n

ei
th

er
 

d
es

ir
ed

 (a
n

d
 v

al
ue

d
) b

y 
th

e 
p

eo
p

le
 n

or
 b

en
efi

 c
ia

l t
o 

b
us

in
es

s,
 th

en
 

p
re

ci
se

ly
 w

h
y 

(e
sp

ec
ia

ll
y 

in
 a

 d
em

oc
ra

cy
) 

ar
e 

th
ey

 b
ei

n
g 

le
vi

ed
 

at
 a

ll?
 I

n
 t

h
is

 c
as

e,
 i

f 
ta

x 
co

m
p

et
it

io
n

 i
s 

re
sp

on
si

b
le

 f
or

 r
ed

u
ci

n
g 

ta
x 

re
ve

n
ue

 s
o 

th
at

 e
xp

en
d

it
ur

e 
th

at
 is

 n
ot

 w
an

te
d

 (
ot

h
er

 t
h

an
 b

y 

p
ol

it
ic

ia
n

s)
 is

 n
ot

 in
cu

rr
ed

, i
t 

ca
n

 o
n

ly
 b

e 
b

en
efi

 c
ia

l f
or

 t
h

e 
p

eo
p

le
 

at
 la

rg
e.

If
 w

e 
ex

am
in

e 
th

e 
d

if
fe

re
n

t t
yp

es
 o

f t
ax

 h
av

en
, t

h
ey

 s
ee

m
 to

 fa
ll 

in
to

 t
h

re
e 

d
if

fe
re

n
t 

gr
ou

p
s,

 b
ei

n
g 

th
os

e 
w

it
h

:

1 
n

o 
(o

r 
vi

rt
ua

lly
 n

o)
 t

ax
es

 a
t 

al
l;

2 
ta

x 
ex

em
p

ti
on

s 
fo

r 
fo

re
ig

n
 in

ve
st

or
s 

or
 fo

re
ig

n
 o

p
er

at
io

n
s;

 

an
d

3 
sp

ec
ifi

 c
 t

ax
 e

xe
m

p
ti

on
s 

fo
r 

p
ar

ti
cu

la
r 

in
d

us
tr

ie
s.

T
h

e 
fi 

rs
t 

is
 e

xt
re

m
el

y 
ra

re
, 

an
d

 t
h

e 
se

co
n

d
 i

s 
w

h
at

 i
s 

to
d

ay
 

th
ou

gh
t 

of
 a

s 
b

ei
n

g 
th

e 
cl

as
si

c 
ta

x 
h

av
en

. S
ta

te
s 

fa
lli

n
g 

in
to

 e
it

h
er

 

of
 th

es
e 

ca
te

go
ri

es
 a

re
 a

lm
os

t e
xc

lu
si

ve
ly

 s
m

al
l a

n
d

 r
el

at
iv

el
y 

in
ac

-

ce
ss

ib
le

, 
an

d
 t

h
er

ef
or

e 
at

tr
ac

t 
on

ly
 p

or
tf

ol
io

 (
ra

th
er

 t
h

an
 d

ir
ec

t)
 

in
ve

st
m

en
t 

in
 a

n
y 

si
gn

ifi
 c

an
t 

q
u

an
ti

ti
es

. 
A

s 
w

e 
h

av
e 

se
en

 a
b

ov
e,

 

it
 is

 o
n

ly
 d

ir
ec

t i
n

ve
st

m
en

t (
an

d
 a

rg
ua

b
ly

 n
ot

 e
ve

n
 th

at
) i

n
 r

es
p

ec
t 

of
 w

h
ic

h
 t

ax
 c

om
p

et
it

io
n

 c
an

 l
ea

d
 t

o 
d

is
to

rt
io

n
s 

of
 i

n
ve

st
m

en
t 

d
ec

is
io

n
s,

 a
n

d
 s

o 
th

es
e 

ty
p

es
 o

f 
ta

x 
h

av
en

 a
re

 n
ot

 a
n

 e
co

n
om

ic
 

p
ro

b
le

m
.

It
 i

s 
th

er
ef

or
e 

on
ly

 t
h

e 
th

ir
d

 t
yp

e 
of

 t
ax

 h
av

en
 t

h
at

 c
ou

ld
 b

e 

li
ke

ly
 t

o 
le

ad
 t

o 
d

is
to

rt
io

n
s 

in
 e

co
n

om
ic

 d
ec

is
io

n
-m

ak
in

g.
 T

h
e 

d
an

ge
r 

is
 t

h
at

 t
h

es
e 

ex
em

p
ti

on
s 

ca
n

 d
is

to
rt

 n
ot

 o
n

ly
 t

h
e 

lo
ca

ti
on

 

of
 in

ve
st

m
en

t 
(w

h
ic

h
 is

 p
ro

b
ab

ly
 n

ot
 a

 m
ar

ke
t 

d
is

to
rt

io
n

 a
n

yw
ay

; 

se
e 

ab
ov

e)
 b

u
t 

al
so

 t
h

e 
se

ct
or

 i
n

to
 w

h
ic

h
 t

h
e 

in
ve

st
m

en
t 

fl 
ow

s 

(i
f 

n
ot

h
in

g 
el

se
, t

h
es

e 
se

ct
or

s 
w

ill
 b

e 
ab

le
 t

o 
m

ak
e 

a 
h

ig
h

er
 a

ft
er

-

ta
x 

re
tu

rn
 a

n
d

 s
o 

w
il

l 
at

tr
ac

t 
in

cr
ea

se
d

 i
n

ve
st

m
en

t)
. 

T
h

is
 i

s 
a 

p
ot

en
ti

al
ly

 s
er

io
u

s 
p

ro
b

le
m

, 
an

d
 o

n
e 

th
at

 t
h

e 
O

E
C

D
 i

s 
ri

gh
t 

to
 

ad
d

re
ss

, t
h

ou
gh

, a
s 

h
as

 b
ee

n
 m

en
ti

on
ed

 a
b

ov
e,

 it
 is

 a
rg

ua
b

le
 t

h
at

 

th
e 

co
u

n
tr

y 
p

ro
vi

d
in

g 
th

e 
ta

x 
in

ce
n

ti
ve

s 
su

ff
er

s 
to

 t
h

e 
gr

ea
te

st
 

d
eg

re
e.

 

B
ut

 in
 a

n
y 

ca
se

, w
h

ic
h

 r
og

ue
 s

ta
te

s 
fa

ll 
in

to
 th

is
 th

ir
d

 c
at

eg
or

y,
 

th
e 

h
ar

m
fu

l 
ta

x 
re

gi
m

es
? 

A
s 

d
is

cu
ss

ed
 i

n
 t

h
e 

p
re

vi
ou

s 
ch

ap
te

r,
 

p
ri

m
ar

il
y 

th
ey

 a
re

 t
h

e 
U

SA
, 

th
e 

U
K

 a
n

d
 t

h
e 

ot
h

er
 c

ou
n

tr
ie

s 

of
 t

h
e 

O
E

C
D

. 
It

 i
s 

th
er

ef
or

e 
th

e 
sp

ec
ifi

 c
, 

in
d

u
st

ry
-t

ar
ge

te
d

 t
ax

 

ex
em

p
ti

on
s 

op
er

at
ed

 b
y 

th
es

e 
co

u
n

tr
ie

s,
 a

n
d

 t
h

es
e 

al
on

e,
 w

h
ic

h
 

ca
u

se
 e

co
n

om
ic

 d
is

to
rt

io
n

s 
an

d
 w

ea
ke

n
 t

h
e 

ef
fi 

ci
en

cy
 o

f 
th

e 
fr

ee
 

m
ar

ke
t.
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a
t

ta
c

k
s 

o
n

 t
a

x
 c

o
m

p
e

t
it

io
n

 i

A
 n

um
b

er
 o

f 
d

if
fe

re
n

t 
b

od
ie

s 
ar

e 
us

in
g 

va
ri

ou
s 

ap
p

ro
ac

h
es

 t
o 

at
te

m
p

t 
to

 r
ed

uc
e 

ta
x 

co
m

p
et

it
io

n
, e

it
h

er
 b

y 
at

ta
ck

in
g 

ta
x 

h
av

en
s 

d
ir

ec
tl

y 
or

 b
y 

se
ek

in
g 

to
 n

eu
tr

al
is

e 
th

ei
r 

su
p

p
os

ed
 e

ff
ec
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 b
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 r
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 c
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 b
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 p
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b
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b
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 m
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 c
on

si
d

er
ab

le
 e

ff
or

ts
 w

er
e 

m
ad

e 
to

 t
ry

 t
o 

p
re

se
n

t 
th

e 
in

it
ia

ti
ve

 a
s 

b
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h
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 t
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 d
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 p
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b
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p
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 l
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at
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;
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ra
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;
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 o
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 c
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 l
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b
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 c
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 t
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at

es
 a

s 
a 

‘g
at

ew
ay

 

cr
i t

er
io

n
’)

, t
h

er
e 

w
er

e 
st

ill
 s

ev
er

al
 w

ay
s 

in
 w

h
ic

h
 a

 c
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h
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d
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at
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 p
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 c
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 t
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 p
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 p
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d
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b
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 t
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p
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at
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 p
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 c
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b
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 c
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b
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 p
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 c
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 b
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 c
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 t
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 t
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d
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. p
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 p
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e 
in

it
ia

ti
ve

, 
h
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d

efi
 n

e 
h
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eg
im

es
 in

 a
s 
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e 
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h
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 t
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b
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 b
y 

th
ei

r 
ab

se
n

ce
.

Fa
ilu

re
 o

f 
th

e 
in

it
ia

ti
ve

 –
 t

h
e 

‘le
ve

l p
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 p
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 m
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, d
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 c
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 t
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t b
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 m
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 c
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 t
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C
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h
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d
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 f
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 c
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 c
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 f
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at
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 c
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at
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 c
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n
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n
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h
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h
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, b
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 t
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h
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 t
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 c
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 b
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 c
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 c
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 p
ol

it
ic

s 
fo

r 
co

al
it

io
n

s 
to

 

ga
in

 s
up

p
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 b
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n
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 m
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 p
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 t
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 c
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 c
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 d
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 d
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 c
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 b
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 t
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 t
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 c
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 b
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p
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 t
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p
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ra
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 c
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 c
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p
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 d
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 c
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 c
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 t
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 d

o 
n

ot
 fi

 t
 t

og
et

h
er

 v
er

y 
w

el
l 

(p
ar

ti
cu

la
rl

y 
in

 

th
e 

ca
se

 o
f 

cr
os

s-
b

or
d

er
 c
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 t
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 c
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b
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 t
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 p
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p
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 t
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 t
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 c
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 c
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h
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it

y 

of
 b

u
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 d
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m
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s 
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 m
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t 
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d
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 c
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 c
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 c
ie

n
tl

y.

G
ov

er
n

m
en

ts
, 

h
ow

ev
er

, 
st

il
l 

op
p

os
e 

ta
x 

co
m

p
et

it
io

n
, 

n
ot

 

b
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t r
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b
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 d
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n

 p
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h
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 t
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 b
an

k 
in

te
re

st
, n

ot
 ju

st
 w

it
h

in
 it

s 
ow

n
 b

or
d

er
s 

b
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 c
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 c
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 c
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p
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 c
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 d
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at
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 m
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at
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b
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 b
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b
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 c
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 p
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 d
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 t
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 c
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 c
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 b
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p
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at
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h
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 m
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p
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 t
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