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Introduction  

Transnational Co-operations (TNCs) control large parts of the economies of both 

developed and developing countries and in this report, we will see how they have been 

able to manipulate national tax structures in order to reduce their tax bills. They are often 

taxed significantly less than smaller national corporations which do not have the resources 

to exploit the use of both the onshore and offshore tax loopholes and tax schemes so 

favoured by TNCs. The scale of the biggest TNCs is now immense across a number of 

sectors but particularly in the technology field. For example, Amazon employs over 

600,000 people and has a market capitalisation in the region of $750bn. The market 

capitalisation of Apple reached $1 trillion recently and it is clear that both Google and 

Facebook have both enormous resources and massive influence in a number of different 

technology fields. In China, Alibaba and Tencent both have market capitalisations in 

excess of $350bn.  All of these companies, to some extent, operate as oligopolies in some 

of the world’s largest markets but they all yield immense power to influence the policies of 

governments across the globe to their advantage. 

The tax base in advanced economies has been narrowed as countries rush to 

attract corporate investment at which the TNCs are at the forefront. This can have a very 

negative effect on the corporate tax revenue of a country especially in developed countries 

which has contributed to huge pressure on the social security structures in these nations. 

Over the last few years we have witnessed social upheaval on a massive scale as citizens 

of such countries who have experienced tax shortfalls have become increasingly 

disaffected with a consequent rise in populist and extremist views across the world. The 

presence of these corporations can also create a large disparity in wealth for societies, 
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implement poor labour standards and provide unacceptable environmental protection 

standards.  

Despite this, TNCs can bring many advantages when they operate in a certain 

country. They can act as a driving force to the improvement of labour practices and provide 

powerful resources to developing nations. As TNCs purchase goods and services from 

local suppliers and sub-contractors they also indirectly produce employment opportunities 

and allow a nation to broaden their access to different markets. When TNCs appropriately 

pay tax, governments can spend more revenue on social programmes. These 

corporations could potentially encourage social development but currently play a minor 

role in this aspect.  As we will see throughout this paper, TNCs are not inherently bad for 

any particular country but they tend to act entirely in their own interest and local revenue 

authorities, which have certain disadvantages in dealing with the size and scope of these 

companies, must seek to collaborate more intensely in order to ensure that those 

companies do not exploit national tax systems for their own gain. 

 

Definition of Key Terms  

Transnational co-operations (TNCs) 

Any enterprise that undertakes foreign direct investment, owns or controls income-

gathering assets in more than one country, produces goods or services outside its 

country of origin, or engages in international production. 

Tax avoidance vs tax evasion  

Tax evasion is the illegal non-payment or under-payment of tax through fraudulent 

schemes. However, tax avoidance is any legal mechanism which allows a tax 

payer to reduce its tax bill and may involve the use by corporations of low-tax 

jurisdictions and preferential tax regimes. Tax avoidance schemes frequently 

involve the use of tactics such as transfer pricing. 

 

General Overview  
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Although transfer pricing and intra-company transactions are not illegal acts, their 

abuse by TNCs to avoid tax may be questioned ethically. Transfer mispricing is a process 

carried out by TNCs to move goods or services across borders in order to take advantage 

of differences in tax rates across different tax jurisdictions. It has been estimated that more 

than half of international trade occurs within TNCs across borders. TNCs by their very 

nature trade across borders and in order to do so they are obliged to fix prices at which 

such trade will occur within their own organisations.  Transfer pricing can be a mechanism 

of abuse though where such trade occurs at prices which do not accord with market 

realities thus reducing the effectiveness of national tax regimes. TNCs can manipulate the 

prices of goods or services in order to shift profits from high-tax regions to low-tax regions 

so as to reduce the overall levels of taxation paid by TNCs. Different accounting practices 

can be exploited across different regions of the world and layers of complexity can be 

introduced by TNCs which are unnecessary for the ordinary trading activities of TNCs but 

which serve to obscure the true commercial realities of such TNCs. As a result of the 

introduction of such complexities it can be difficult to understand where a TNC’s economic 

activity occurs and determine whether an arm’s length approach has been complied with 

or not.  It is a simple fact that TNCs operate across borders but national tax authorities do 

not and such tax authorities can therefore be at a disadvantage in order to fully understand 

the true trading position of TNCs. 

TNCs are also in a position to create subsidiaries in tax havens which can engage 

in artificial operations such as consulting or acting as holding companies for assets 

including intellectual property rights. Profits can then be disproportionally attributed to 

these entities so as to exploit the tax haven base of the relevant subsidiary. For example, 

if a subsidiary of a corporation sells its produce to another subsidiary in a zero-tax haven 

at an artificially low price, the 1st subsidiary receives a low tax bill. Then the second 

subsidiary sells the same product to a third subsidiary in a high-tax jurisdiction which finally 

sells the product. Therefore, the third subsidiary has artificially low profits and a low tax 

bill as well. The second subsidiary has bought the product at a low price and sold it for a 

very high price, creating artificially high profits. However, it pays hardly any tax on its profits 

because it is situated in a tax haven. Due to this tactic, profits have been shifted, tax from 

a high tax jurisdiction revenue authority has been avoided and the TNC gains a higher 

profit margin.  
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According to a study by the European Parliamentary Research Service, between 

€48bn to €66bn of tax is avoided by corporations annually by TNCs. These companies 

channel profits made in Europe to low-tax countries such as Ireland and Luxembourg. 

Apple is a great example of a corporation which has caused tension among the European 

states in this regard. The European Commission has ruled that Apple’s tax arrangements 

in Ireland, which were made in exchange for jobs in Ireland, were designed to unfairly give 

the company a financial advantage. The Commission concluded in 2016 that €13bn must 

be collected by Ireland due to illegal state aid by allowing Apple to transfer most of its 

profits from European sales through its two subsidiaries in Ireland which were non-resident 

for tax purposes. Alongside Apple, Ireland has rejected the ruling by the EU competition 

commissioner and has appealed the decision to the European Court of Justice (ECJ). The 

Irish government has said that they must defend the integrity of their tax system and give 

businesses who operate in Ireland tax certainty. The Taoiseach (the Irish Prime Minister), 

Mr Varadkhar has stated that Ireland has a “very clear tax policy” with a 12.5% corporate 

tax and, unlike other countries, they have very few exceptions or credits. He mentioned 

that other nations have a higher nominal tax rate but they actually collect less from 

corporations. Despite the appeal, the country has agreed to collect the back-taxes of the 

company with interest and hold it in an escrow account until a final decision of the ECJ 

has been reached. 

We can also see how TNCs seek to manipulate their tax liabilities through the 

relatively recent example of Starbucks.  In 2014 the European Commission declared that 

the Netherlands had given tax advantages to Starbucks and ordered the country to collect 

around €25 million. Allegedly the company had only payed the Netherlands €2.6 million in 

corporate tax on a pre-tax profit of €407 million. This tax strategy of manoeuvring profits 

from one subsidiary to another in Ireland became widely used by TNCs and was 

nicknamed the “Double Irish”.  In a sign of the endless application of advanced tax 

planning which seeks to take advantage of tax loopholes, tax practitioners added the 

possibility of further payments to and from a subsidiary in the Netherlands under a scheme 

which became known as the “Double Irish with Dutch sandwich”. The Irish Times has 

reported that Google’s use of such mechanisms saved it €3.6bn in 2016. 

As we can see from the previous example, companies are incentivised to locate in 

low-tax jurisdictions. For this reason, countries compete with each other to gain investors 

and many countries lower their tax rates in order to attract investment from abroad. 
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Governments can also provide tax exemptions and reductions for certain investments or 

sectors. While this can potentially boost a nation’s economy and competition in the short 

terms it leads to an inevitable race to the bottom which erodes a country’s tax base and 

ultimately its tax revenue. Countries may then begin to look for alternative sources of 

finance by increasing taxation on the local population or, alternatively, may reduce public 

expenditure with all of the resulting consequences that this has for the social dynamic of 

the relevant country. This dangerous competition has grave consequences for developing 

countries as they are more reliant on corporate income tax. 

 

The above graphs very clearly show this global trend of reducing corporate tax rates.  We 

should bear in mind that while the right-hand graph shows revenues holding up in 

advanced economies the graph also shows that the trend line established after the 2001 

period has not been sustained. In other words as economies grow we would expect that 
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corporate tax revenues should keep pace with general economic growth but this has not 

been the case and the graph demonstrates that if matters had followed the trends from 

2001 the tax collected should be far higher. According to the IMF, $183bn every year is 

lost by developing countries due to tax breaks while an additional $200bn is lost due to 

tax avoidance by companies. 

Countries across the globe compete to attract these TNCs in order to boost 

employment and in order to be seen to be at the forefront of technological developments.  

As a result, it easy for countries to compete by reducing tax rates and offering large grants, 

tax credits and other financial incentives as the TNCs play one country or one market off 

against another.  A recent example of this was shown by over 200 cities across North 

America when they competed to become the location of the new second headquarters of 

Amazon with the goal of trying to attract the 50,000 jobs that the company was promising. 

That competition was organised on terms which were massively favourable to Amazon 

through the use of Non-Disclosure Agreements and the submission of massive amounts 

of data to the company. The sheer scale of the incentives on offer is shocking as New 

Jersey reportedly offered Amazon US$7bn in grants and tax breaks which exceeds the 

proposed amount of investment by Amazon itself by over US$2bn. In this context it is 

important to remember that not only is Amazon one of the world largest corporations but 

its chief executive is also the wealthiest person in the world but yet cities in North America 

competed with large financial incentives in order to attract its business. The example of 

Amazon is particularly instructive in this regard as it has massively contributed to the rise 

of internet shopping globally. Despite its massive success Amazon pays very little tax. In 

fact, Amazon enjoyed a tax break from US sales tax in most US states until April of this 

year. This gave it a huge advantage over bricks and mortar competitors which were not 

only obliged to forward sales taxes but also property and other local taxes. The net effect 

has been devastating to small retailers across not only the United States but also across 

other developed countries where the social effects of boarded up high streets has 

contributed to the sense of alienation felt by many communities. Amazon also organises 

its corporate affairs in such a way that it does not traditionally make consistent profits and 

so it could be said to be taking advantage of the tax structures of the United States at both 

a national and local level.  Amazon and other similar companies will argue that they pay 

all of the taxes that they are legally obliged to pay. It must be acknowledged that this 

appears to be true but this fact simply highlights the issue at hand: are these companies 
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paying their fair share or are they either manipulating or simply taking advantage of an 

uncoordinated network of international tax jurisdictions? 

 

Major Parties Involved and Their Views  

The Organisation for Economic Co-Operation and Development  

The Organisation for Economic Co-Operation and Development (OEDC) aims to 

tackle tax evasion as well as large-scale tax avoidance by TNCs. In 2009 they hosted the 

Global Forum on Transparency and the Exchange of Information for Tax alongside the 

G20. They also have supported the Common Reporting Standard for AEoI (Automatic 

Exchange of Information) which makes efforts to combat the issue with a proposed 

deadline at the end of 2018. The OECD introduced a Base Erosion and Profit Shifting 

(BEPS) Action Plan which aims to curb international tax avoidance. They also have set 

the international framework for taxation by creating a model for tax treaties and Double 

Tax Agreements.  

The United Nations Tax Committee 

The UN has also devised a broad framework of rules and tax treaties. However, 

they have largely adopted the position of the OECD. They support the “arm’s length” 

principle which is later described in detail. 

Tax Justice Network 

The independent network investigates financial regulation and international 

tax. They analyse the harmful impact of tax manipulation with a particular focus on 

tax havens. 

The European Union  

Austria hopes to introduce a European Union tax on revenue of tech giants in a so 

called “digital tax”. They wish to establish a principle whereby an EU country may be 

entitled to tax the profits made by a TNC in its country despite the company not having a 

physical presence within its borders. Some EU nations are worried about pushing forward 

this levy which would target some US companies and could potentially create deeper 

tension within trans-Atlantic ties. Those countries would prefer to wait for an international 
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approach to implement these measures. In response, France has suggested that this EU 

approach would be abolished immediately if such global plans are introduced. 

 

Evaluation of Previous Attempts to Resolve the Issue  

The traditional international approach to transfer mispricing has been the “arm’s 

length” principle whereby the two entities involved in a sale negotiate the terms of the sale 

independently. When unrelated companies trade amongst each other at arm’s length, a 

market price is generated. This has been generally accepted for tax purposes and has 

been widely implemented as a foundation for bilateral treaties. In circumstances where 

two related companies trade together they may want to misrepresent the price when the 

trade is recorded in order to reduce the overall tax bill. Arm’s length prices may be difficult 

to establish when the two parties involved are trading a niche product where a true market 

comparison is not readily available. It is also not an appropriate solution when valuing a 

non-physical good such as a company’s brand. These situations can cause some 

ambiguity in pricing that TNCs can abuse with particular reference to the area of 

intellectual property such as patents and trademarks.  

TNCs can easily set up operations and offshore structures in order to lessen the 

tax that they pay while countries are bound by an international tax order which has failed 

to keep up. The European Union has made efforts to try and co-ordinate the methods 

used to calculate how corporate tax should be calculated across the EU. Nevertheless, 

those efforts at the EU level have been beset by numerous difficulties in attempting to 

implement this solution. The EU commission first proposed the Common Consolidated 

Corporate Tax Base in 2011 and the proposal has been stuck in political wrangling ever 

since with no imminent sign of a resolution. National tax structures were established over 

many decades and have had trouble in keeping up with the mobile nature of these TNCs. 

On a side note, Double Taxation Agreements (DTAs) aim to prevent double 

taxation of companies operating in the two countries. However, these bilateral agreements 

have been widely abused by tax planners as is evident through the use of tax structures 

that we have already seen such as the “Double Irish” and the “Double Irish with Dutch 

Sandwich”. 
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Possible Solutions  

Unitary Tax system  

With a unitary tax system, the total international profits of a Transnational Co-

Operation are allocated to their exact economic activity based on genuine factors such as 

total employment, sales and physical assets. This approach treats a corporation as a 

unitary body rather than TNCs being acknowledged as separate entities trading with each 

other. These measures disregard the way in which Transnational Co-operations organise 

their trade but instead it prioritises the economic value of the corporation and its 

transactions. A formula would calculate what profits a TNC will be taxed on instead of an 

analysis of the various jurisdictions where a company declares profits. It would analyse 

multiple factors such as where a company’s assets are actually held and where their 

workforce is based. Instead of spending exorbitantly on enforcing tax schemes, billions 

could be spent on the other priorities of a nation. This solution would not only benefit 

nations where TNCs operate but also the corporations themselves. With a unitary tax 

scheme companies would no longer feel required to establish themselves as extremely 

complex, tax-driven, multi-jurisdictional bodies. In that event they could simplify their 

corporate structures which would promote efficiency and greatly improve TNC’s behaviour 

with regards to tax avoidance. However, such a solution has its own obstacles. There are 

possibly technical issues in designing an appropriate formula to calculate a companies’ 

genuine assets and profits. As companies reap the benefits of manipulating transfer 

pricing, they wish to keep the status quo. Therefore, many TNCs have lobbied against this 

scheme in jurisdictions with success. More pressure needs to be applied on the actions of 

TNCs in this regard. 

While a unitary tax system may well represent the ultimate goal of countries that 

wish to co-operate in this area we should bear in mind that any implementation of such a 

system would require the co-ordination of global revenue authorities on a massive scale. 

There is to date very little evidence of the willingness of the global community to take any 

major steps towards such co-operation and we should also remember that there really is 

no precedent in the area of taxation for any such collaboration. It would probably require 

the involvement of the OECD in order to bring such a plan to fruition but as we have seen 

above this is an area where the OECD is at least showing an interest in through it tax 

harmonisation plans. 
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The European Union’s Common Consolidated Corporate Tax Base (“CCCTB”) 

The CCCTB is a proposal by the EU to establish a common corporate tax basis 

upon which member states of the EU would assess corporate profits.  Such a common 

corporate tax base would greatly reduce the ability of TNCs to manipulate different tax 

and accounting treatments across the EU. It would not establish a common corporate tax 

rate but would be a very important first tax on the road to the harmonisation of the 

treatments of corporate profits across the EU.  The European Parliament first reported on 

this area in 2005 and the EU Commission brought forward its proposals in 2011. The 

CCTB could therefore be said to stand as an example of the difficulties that even countries 

within the same trading bloc can have in seeking to level the corporate tax playing field.  

This could be a promising area for further development in that there is evidence of a strong 

desire on the part of the EU Commission and many member states to progress the CCCTB 

which could then provide at least some measure of progress on the path towards the 

unitary tax system.  This view is bolstered by the fact that the UK was one of the most 

vociferous voices against this proposal as it argued the case for tax competition but with 

Brexit and a dawning realisation that member states have been manipulated by TNCs it 

appears as though the time may now be right for this proposal to advance. 

 

Country-by-Country Reporting  

As previously mentioned in the General Overview, accounting standards currently 

are not efficient enough to curtail the misuse of transfer pricing. In contrast to the 

accounting systems currently in place, country-by-country reporting demands that the 

economic activity of a company be accounted for on a country by country basis. This would 

not only transparently display a companies’ geographical distribution but also show tax 

compliancy. This would improve the correct use of DTAs as the tax and accounting 

information would be used to compare between different nations and detect any 

mismatches in taxes declared or paid in each of the DTA countries. This method could 

also help tax authorities to investigate the true sources of the economic activities of TNCs. 

For this measure to be implemented efficiently it requires governments to make this data 

public. The resulting information would put considerable pressure on the international 

community to act and it could be a stepping stone for the unitary tax system as it provides 



   
 

  11 of 12 
 

a breakdown of data which would not be so easily manipulated. The relevant profits would 

be apportioned to each jurisdiction and taxed appropriately according to the unitary tax 

system. This method must be extended to all TNCs in order to create worldwide 

transparency when ensuring that these corporations pay taxes where their economic 

activities occur.  

 

In conclusion, TNCs create large, complex tax structures and schemes so as to 

minimise their taxes. Examples abound of TNCs making massive profits but paying very 

little taxes across a wide variety of jurisdictions. The world saw through the disclosures 

made available via the Panama Papers the sheer scale of the problem and there is a 

growing realisation that matters must not be left to continue as they currently stand. We 

cannot rely on TNCs to be proactive in this area as it is not in their interests to increase 

their levels of taxation.  Instead countries must rally together to confront these 

corporations, discuss solutions together and tax these companies appropriately.  

 

Bibliography  

https://www.theguardian.com/sustainable-business/2016/nov/11/companies-tax-avoidance-

transparency-market-access-regulation 

https://www.taxjustice.net/topics/corporate-tax/taxing-corporations/  

http://blogs.worldbank.org/governance/peer-pressure-tax-competition-and-developing-

economies 

https://www.irishtimes.com/business/economy/why-is-eu-taking-ireland-to-court-over-13bn-

apple-tax-bill-1.3245586 

https://www.forbes.com/sites/insead/2013/08/.../how-should-multinationals-be-taxed/  

http://fortune.com/2016/03/11/apple-google-taxes-eu/ 

www.oecd.org/tax/ 

https://www.taxjustice.net/topics/corporate-tax/tax-treaties/ 

https://www.taxjustice.net/2016/10/28/eu-relaunches-ccctb-unitary/ 

https://www.theguardian.com/sustainable-business/2016/nov/11/companies-tax-avoidance-transparency-market-access-regulation
https://www.theguardian.com/sustainable-business/2016/nov/11/companies-tax-avoidance-transparency-market-access-regulation
https://www.taxjustice.net/topics/corporate-tax/taxing-corporations/
http://blogs.worldbank.org/governance/peer-pressure-tax-competition-and-developing-economies
http://blogs.worldbank.org/governance/peer-pressure-tax-competition-and-developing-economies
https://www.irishtimes.com/business/economy/why-is-eu-taking-ireland-to-court-over-13bn-apple-tax-bill-1.3245586
https://www.irishtimes.com/business/economy/why-is-eu-taking-ireland-to-court-over-13bn-apple-tax-bill-1.3245586
https://www.forbes.com/sites/insead/2013/08/21/how-should-multinationals-be-taxed/
http://fortune.com/2016/03/11/apple-google-taxes-eu/
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&ved=2ahUKEwj6pZeZ--DeAhUBzaQKHZ4zCNMQFjAAegQIARAC&url=http%3A%2F%2Fwww.oecd.org%2Ftax%2F&usg=AOvVaw2xOKTrYIdPVMA9_Guy4Py5
https://www.taxjustice.net/topics/corporate-tax/tax-treaties/


   
 

  12 of 12 
 

https://www.ft.com/content/9ee3943e-47d3-11e8-8ae9-4b5ddcca99b3 

https://www.nytimes.com/2014/11/15/business/.../starbucks-eu-tax-deal.html 

https://www.theguardian.com/technology/2018/apr/25/from-seattle-to-luxembourg-how-tax-

schemes-shaped-amazon 

 

 

https://www.ft.com/content/9ee3943e-47d3-11e8-8ae9-4b5ddcca99b3
https://www.nytimes.com/2014/11/15/business/international/starbucks-eu-tax-deal.html
https://www.theguardian.com/technology/2018/apr/25/from-seattle-to-luxembourg-how-tax-schemes-shaped-amazon
https://www.theguardian.com/technology/2018/apr/25/from-seattle-to-luxembourg-how-tax-schemes-shaped-amazon

