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Introduction  

Tax avoidance and tax evasion performed by not only companies, but also high-net-worth             

individuals pose a threat to the equality before the law. Moreover, it can widen social inequalities                

and endanger the provision of public services. It is of high importance that tax obligations are                

followed by all, since the contrary puts the fundamental principles of equality, tax justice,              

democracy and the rule of law in danger. As tax avoidance and tax evasion both depict global                 

issues conducted on a systemic level, developing countries are as well affected not getting their               

share of profits made by multinational companies using their resources.  

Offshore leaks, such as the “Paradise Papers” or “Panama Papers” confirm there are still              

various ways to exploit offshore tax havens. Furthermore, the enforcement of obligations upon             

banks and other obliged entities when it comes to fighting tax evasion and tax avoidance, as well                 

as the cooperation between law enforcement authorities and tax administrations lacks of efficiency.             

Therefore international cooperation is an important key to the question of how to fight tax               

avoidance and tax evasion by both, private citizens and corporations, to gain transparency and              

justice among different tax systems.  

 

Definition of Key Terms  

Paradise Papers  

 The ”Paradise Papers“ are a leak of 13,5 million financial documents containing knowledge             

on how companies, politicians, and high-net-worth individuals protect their money to avoid paying             

taxes. The information was obtained by the German paper “Süddeutsche Zeitung“ which called in              

the International Consortium of Investigative Journalists (ICIJ) to oversee the investigation.  

Tax avoidance  

 Tax avoidance is a form of protecting money by legally minimizing taxes. This measure is               
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performed by e.g. delaying taxes until a later date, taking tax credits, businesses creating              

employee retirement plans to shelter income or locating money in an offshore jurisdiction as seen               

in the “Paradise Papers“ or “Panama Papers“.  

Tax evasion  

 Whereas tax avoidance is a legal way to circumvent taxes, tax evasion, also called tax               

fraud, is not. It is pursued by not reporting income, understating or underpaying taxes owed,               

businesses giving false information about income or expenses to the responsible authority or in              

connection with employment taxes e.g. paying employees in cash. 

Tax havens  

 Tax havens are states or areas, in which particular low revenue or capital taxes are               

collected. This makes their location conditions specifically attractive to companies and private            

citizens, as the high discretion concerning the assets are especially valuable to practice money              

laundering, tax avoidance and tax evasion. 

 

Background Information  

The payment of taxes levied by the state upon their citizens and corporations is compulsory               

and needed to fund public works and services that people expect and deserve. However, there are                

corporations or wealthier individuals who make plans in order to avoid these taxes by lowering the                

amount of tax or not paying the tax at all. Recent research by the Organization for Economic                 

Cooperation and Development (OECD) shows that the problem is not only massive but also              

intricate. 

Tax avoidance is one way of not having to pay taxes. Contrary to Tax evasion, tax                

avoidance is considered a legal act, through which individuals take advantage by minimizing his or               

her state tax by for example investing in municipal bonds. This has direct impact on poorer                

countries as they are most in need of sources of tax revenue in order to invest in essential                  

infrastructure, education and healthcare.  

Tax avoidance in the line of law can be, when a government might want to support                

low-income groups by lighten their tax burden. 

A form of aggressive tax avoidance, which violates the purpose of the law, is Base Erosion                 

and Profit shifting (BEPs). This method is used by multinational companies that shift their profits to                

tax havens, which are low or no-tax locations, by exploiting gaps and mismatches in tax rules. This                 
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is just one way how larger companies can gain more power in comparison to smaller and local                 

companies. 

Tax evasion is a form of tax fraud and applies to the illegal nonpayment and underpayment                 

of taxes. Individuals or corporations caught to evade taxes are generally subject to crime charges.  

As the amount of taxes depends on the income earned, the more money an individual earns the                 

more taxes they have to pay. The simplest form of tax evasion is underreporting income, meaning                

to deceive the government that an individual made less money. However, this form is risky. Thus,                

most companies go by offshore tax evasion. Corporations jurisdiction is a tax haven, but the most                

important parts are still situated in the actual country.  

 

A consequence of aggressive tax avoidance and tax evasion is the creation of the tax gap.                

This is the difference between the total revenue owed in taxes and the amount actually received.                

Subsequently, the government is deprived of money needed to carry out laws and initiatives and               

increases budget deficits. Apart from that, as tax avoiders and evaders pay less tax themselves,               

other taxpayers are billed to pay larger amount of taxes than if everyone had paid taxes. 

 

Major Countries and Organizations Involved  

United Kingdom 
 

United KIngdom’s government had a cost of £2.2 billion due to tax avoidance, which              

is composed of losses of Corporation Tax, National Insurance, Capital Gains Tax, income             

tax and other taxes. Adding up the cost of £5.2 billion because of tax evasion, which all                 

together resulted into a tax gap of £36 billion.  

 

United States of America 
 

The United States of America is very much affected by both - tax avoidance and                

evasion. A study in 2008 shows a tax gap of $450-500 billion and undocumented income of                

$2 trillion. In 2014 a loss of ca. $150 dollars due to tax avoidance by alone a few                  

corporations was estimated. The USA is very much affected by companies and individuals             

avoiding paying their taxes in legal and illegal ways. 

  
Convention in Mutual Administrative Assistance in Tax Matters (MCMAATM) 
 

MCMAATM was designed by the Council of Europe and OECD and was officially              

active in 1995. It focuses on providing an exchange of information between states, when it               

comes to certain illegal activities or civil tax investigation in general. Through an invitation of               
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a member state any state can join the convention.  

 

G20  
 

G20 is formed of the members of the European Union and several other countries including               

the USA and wants to guarantee international financial stability. Combating tax evasion and tax              

avoidance are an important matter on the agenda of the international forum. 

 

Relevant UN Treaties and Events 

• United Nations code of conduct on cooperation in combating international tax evasion, 20             

April  2017 (E/RES/2017/3) 

• The United Nations Model Double Taxation Convention between Developed and          

Developing Countries, 2011 

• The Manual for the Negotiation of Bilateral Tax Treaties between Developed and            

Developing Countries, 2003 

• Committee of Experts on International Cooperation in Tax Matters, 5 October 2016            

(E/RES/2017/2) 

 

Previous Attempts to solve the Issue  

There have been several attempts to combat tax avoidance and tax evasion. Overall a big               

goal is to better the exchange of information when it comes to tax purposes e. g. a United Nations                   

Code of Conduct on Cooperation in Combating International Tax Evasion was set up, which              

strikes, that information is exchanged automatically.  

The MCMAATM encourages an electronic exchange of country-by-country, where relevant          

data such as financial ones are disclosed in concerned tax jurisdiction and over 90 countries               

already agreed to implement this. Multinational groups with an income of over 750 million euros are                

needed so three different kinds of report gab be developed, that reveal different kinds of activities                

such as taxes paid etc. 

The Global Forum was inquired by G20 to find ways to easier and better the               

implementation of an international more transparent system and the international exchange.  
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Possible Solutions 

In order to combat both, tax evasion and tax avoidance, reporting standards that facilitate 

global financial transparency are required. This is by the reason of corporations having to publicly 

state their financial details concerning i.e. taxes, costs, profits and employees, which therefore 

simplifies the identification of money illegally held offshore. 

 

The increase of the availability of information for tax agencies can be provided by the use of 

multilateral automatic tax information exchange between these agencies. This will difficult the 

encryption of individuals illegal activities and curtails capital flight which often accrues from tax 

evasion and tax avoidance. This solution is especially important for Lesser Economically 

Developed Countries (LEDC’s) as they could  develop greatly with the revenue they lose and 

therefore could use data-sharing relations with other countries. 

 

It is important to state that it always should be the government's decision whether they want 

to cooperate with these countries or not. Furthermore, for the international standards to be effective 

all countries, regardless their size or power, are needed to adhere to the rules. 
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