
 

                                  

 

 

Actors and Authority in the International Tax Ecosystem

Laage-Thomsen, Jakob; Seabrooke, Leonard

Document Version
Final published version

Published in:
Combating Fiscal Fraud and Empowering Regulators

DOI:
10.1093/oso/9780198854722.003.0002

Publication date:
2021

License
CC BY-NC-ND

Citation for published version (APA):
Laage-Thomsen, J., & Seabrooke, L. (2021). Actors and Authority in the International Tax Ecosystem. In B.
Unger, L. Rossel, & J. Ferwerda (Eds.), Combating Fiscal Fraud and Empowering Regulators: Bringing Tax
Money back into the COFFERS (pp. 9-34). Oxford University Press.
https://doi.org/10.1093/oso/9780198854722.003.0002

Link to publication in CBS Research Portal

General rights
Copyright and moral rights for the publications made accessible in the public portal are retained by the authors and/or other copyright owners
and it is a condition of accessing publications that users recognise and abide by the legal requirements associated with these rights.

Take down policy
If you believe that this document breaches copyright please contact us (research.lib@cbs.dk) providing details, and we will remove access to
the work immediately and investigate your claim.

Download date: 24. May. 2023

https://doi.org/10.1093/oso/9780198854722.003.0002
https://doi.org/10.1093/oso/9780198854722.003.0002
https://research.cbs.dk/en/publications/061c1baa-6668-4418-bd8f-19bbb0ec7892


2
Actors and Authority in the International

Tax Ecosystem

Jakob Laage-Thomsen and Leonard Seabrooke

Taxation is subject to governors and an object of governance. Taxation exists
within a social ecology, a space where actors interact to control the types and
content of taxation, how practices are configured, and how power is exercised
through taxation to govern people and enterprises. Interactions around taxation
are commonly both procedural and conflictual. As taxation distributes wealth and
changes how value is created, it deepens or lessens inequalities. As such, tax issues
are sites of politico-economic contestation, ranging from street protests over tax
justice to organized lobbying from corporations and interest groups, to govern-
ments pursuing their national interests, to intergovernmental organizations seek-
ing to affirm their preferred policy scripts.

The purpose of the chapter is to consider how we should understand changes in
the international tax ecosystem, and how changes are driven by actors’ claims to
official, professional, and practice-based forms of authority. We begin by describ-
ing three broad disciplinary approaches to taxation, grouped in the main accord-
ing to their assumptions on how actors operate. These are simplifications and deal
mostly with the parts of the disciplines that have dealt with tax issues. We use this
approach to argue for the necessity of an inclusive theoretical framework; the
ecosystem. We argue that such a framework unites the disciplinary approaches by
transposing the main question from explaining change based on behavioural
assumptions among fixed actors to assessing how actions to support claims to
authority are made to justify a change. We present this framework as a useful
heuristic for interdisciplinary work of the kind found in this volume. In
Section 2.2, we apply our framework to present the most important/major changes
to the international tax ecology in the last decade. We end by discussing how
explanations for these changes reflect work that operates at different levels of
analysis.
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2.1 Actorhood and Authority

Taxation is understood from a range of disciplines that carry different
assumptions about how actors operate, how they make claims to authority, and
what level of analysis is appropriate in explaining the drivers of behaviour. As
such, studies of taxation operate in an interdisciplinary arena. However, these
differences confuse scholars and practitioners trying to get a hold on the literature.
For this reason, this section provides a basic framework for ordering and identi-
fying studies based on assumptions about actors, authority, and scale of analysis,
before giving examples of studies and approaches.

The disciplines that have a serious grasp of tax matters include economics,
accountancy, law, political science, management studies, and sociology. Within
these scholarly fields, there are strong assumptions about how actorhood and what
drives actors’ behaviour. As such, how actors operate across scales and how they
make claims to authority are important to clarify.

Figure 2.1 depicts common assumptions about actorhood that correspond to
the fields noted in Figure 2.1. The most obvious starting point can be found in
economics where actors are considered rational economic agents who seek to
maximize their interests. Governments aim to create tax systems that optimally
provide welfare provisions for the least cost (Diamond and Mirrlees 1971). Such
theories of actorhood and taxation have continued to develop, increasingly with a
view that taxation as a ‘system of coercively collecting revenues from individuals
who will tend to resist’ (Slemrod 1990: 157). A similar view of actors as rational
political agents can be found in political science. Margaret Levi’s (1989, pp. 8–9)
masterwork on taxation argues that ‘individuals calculate the costs and benefits to
themselves of various actions they are considering and then choose the alternative
most consistent with their fixed preferences. I then post that rulers maximize
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Figure 2.1 Assumptions about actorhood.
Source: Author-made.
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revenue to the state subject to determinant constraints on their behaviour’. The
system of tax collection and willingness to pay is one of ‘quasi-voluntary compli-
ance’ (Levi 1989). Individuals game the system and the state is responsible for
ensuring that the game has some rules.

A departure from the rational view can be found in more sociological works on
taxation, which stress how actors are bound to normative environments. While the
influence of cultural attributes is certainly integrated into some rationalist
accounts (Lieberman 2003), the view here is that attitudes and behaviour towards
tax issues are saturated with normative predispositions. Such work can be found
in ethnographic studies (Björklund Larsen 2017), as well as in the ‘new fiscal
sociology’ that stresses not only political pacts but normative alignments in path
dependencies associated with taxation (Prasad 2005; Martin et al. 2009).

Figure 2.1 also suggests a number of overlaps. We have a range of theories
where characteristics of actorhood can be found. First of all, theories of bounded
rationality abound in the social sciences, stating that actors are rational within
limits (March 1978; Simon 1979). Such insights have been applied to taxation,
demonstrating that protest can occur over seemingly small tax increases that
break with established settlements (Kato 2003). Work on domination demon-
strates how dominant political actors can establish normative environments in
which their claims are normalized and socially accepted, which then accentuate
their power. Examples from inheritance taxes and property taxes in the United
States provide good examples of this kind of research (Graetz and Shapiro 2011;
Martin 2015). Finally, the literature on satisficing places more emphasis on the
psychological dimensions of choice and when actors are willing to settle (Simon
1990). Such work has informed more experiment-based work on willingness to
pay taxes (Fairbrother 2019). The point here is that the overlaps provide points of
debate for discussion on how actors respond to stimuli in their social structures as
they deal with issues.

The same can be said for theories of authority. Figure 2.2 presents these in the
same manner as Figure 2.1. First of all, assumptions about authority in economics
are commonly based on the rule of law to protect and defend contracts and/or
claims to dominance over practices and prices from market share. The obvious
sources here are scholars who draw on a range of economists from those viewing
contracts as the basis for market activity (such as Hayek) to those who
view contracts as enmeshed in social relationships (such as Commons and
Veblen). On taxation, the authority of law is assumed, with deviance from it
being of interest (Slemrod 2007). The provision and defence of property rights are
critical to the establishment of state capacity in tax systems (Besley and Persson
2009). Research on the international economics of tax avoidance, tax evasion, and
money laundering has concentrated on how authority is enforced through law,
matching legal determinations (criminality) to modelled estimations of economic
activity (Walker and Unger 2009). Given the strong assumptions required for such

 -    11

D
ow

nloaded from
 https://academ

ic.oup.com
/book/39754/chapter/339816512 by C

openhagen Business School user on 22 August 2022



research, critics have asserted that it is based on ‘highly questionable high-end
guesstimates based on heroic assumptions and extrapolations’ (Levi et al. 2018,
p. 311). Still, the principle here is that authority is derived from the rule of law.

Second, research in political science typically views authority as linked to those
actors that have the formal institutional mandate for the issue in question, or those
who can credibly assert their authority. Here the authority of the state is kept,
more-than-less, in check by its citizens (Timmons 2005), in accordance with the
‘quasi-voluntary compliance’ basis of actorhood described above. What can be
taxed is not only a matter of enabling laws but making difficult political choices
over redistribution (Buchanan 1987). As such governments need ‘political will’ to
assert their authority and reform tax systems in compliance with the world’s best
practices (Tanzi and Zee 2000). Citizens expect political representation from
formal authorities when they pay taxes to them, though this has not always
been the case in how state capacity has been built (Boucoyannis 2015). More
recently, scholars working on tax have viewed state-based authority claims as
contingent on their relationship to other actors in the ecosystem, including
‘stakeholders’ such as civil society and corporate groups. For example, Genschel
and Zangl have noted how the state has changed from ‘virtual monopolist to
manager of political authority’ (Genschel and Zangl 2014).

Third, work in sociology often makes the claim that authority is constructed
within a normative environment, with actors making claims to legitimacy based
on a formal-rational, charismatic, or traditional basis (Weber 1978). On taxation,
there is a vast literature on how fiscal systems underpin state capacity (Tilly 1975;
see Martin and Prasad 2014), including how these systems are integrating into
international trade (Hobson 1998) and financial systems (Seabrooke 2006). Given
these studies, the common view is that social groups compete and cooperate over
tax issues, with national cultural differences helping to explain the outcome.
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Figure 2.2 Assumptions about authority.
Source: Author-made.
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Figure 2.2 also identifies a number of overlaps. First here is the volumes of work
on path dependence, which makes the point that institutions are likely to follow
the track established by pacts, agreements, laws, and formal mandates—that
institutions are hard to change—is the default position of most contemporary
political economy and economics (Pierson 2000). Incidentally, the concept is also
central to ‘new’ and historical institutionalism in sociology, where the mechan-
isms of institutional change and stability are central research questions (Padgett
and Powell 2012; Greve and Rao 2012). On taxation regimes, the notion of path
dependence has been applied in explaining the differences between national
systems (classically: Steinmo 1993), as well as for the adoption of common
forms of tax, like value-added taxation, across polities (Helgason 2017).

The literature on how markets are made, market makers, points to how claims
to authority take place within organizational fields, with prominent firms and
actors using their position to secure normative environments in which particular
laws and market share are protected (Fligstein 2002; see more generally Fligstein
and Dauter 2007). On taxation, the most relevant scholarship here has concen-
trated on how the Big Four global professional service firms in accounting and
auditing have established their market share through rhetorical claims to legitim-
acy and thus authority (Suddaby and Greenwood 2005; Murphy et al. 2019). The
social relationships that underpin such claims, and how they lead to certain types
of behaviour in the treatment of tax issues across multiple jurisdictions is also
studied in the budding ‘global wealth chains’ literature (Seabrooke and Wigan
2017).

Finally, work that overlaps between organizational sociology and political
science points to how actors actively seek to cultivate a common sense to shape
standards and regulations (Strange 1988). Such actors are not only from formally
mandated institutions but are active in fostering networks where common sense
can be transformed. This approach has been explained in more ‘hegemonic’ and
‘institutionalist’ forms on tax issues, with the former drawing on Gramscian
critiques to locate the authoritative common sense of taxation within inequality
dynamics (e.g. Pascale 2008) and the latter focuses on how professional networks
encourage a common sense among policymakers in how they make claims to
authority over how tax policy is scripted (Ban 2015; Kentikelenis and Seabrooke
2017; Seabrooke and Wigan 2016).

If we want to understand changes in the international tax ecosystem, there will
not be agreement among scholars on the prevailing forms of actorhood and
authority that dominate. Instead, it is important to provide an approach that is
sensitive to claims about authority being made to support or justify changes.

What needs to be understood from an interdisciplinary perspective is how
forms of actorhood and authority exist within what we can understand as an
ecosystem. The emphasis then lies on identifying forms of actorhood and
how claims to authority are being made. By being sensitive to this rather than
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closing down permissible forms of actorhood and authority from disciplinary
assumptions, we can gain insights into how the international tax ecosystem is
transforming.

2.2 The International Tax Ecosystem

Studying actors and authorities in the international tax ecosystem begs the
question: what is the international tax ecosystem, and how did it evolve? Since
the history of taxation is linked to the history of fiscal policy, and fiscal policy, in
turn, is a major component of the history of states themselves, such description is
daunting and complex (but see Christensen and Hearson 2019). Recent contri-
butions have focused on global tax fairness (Dietsch and Rixen 2014; Pogge and
Mehta 2016; Elbra and Mikler 2017) the extent of tax avoidance and evasion
(Harrington 2016; Saez and Zucman 2019; see also Chapter 5 of this edition) and
practices and trends in the global tax landscape.

The international tax ecosystem is composed of the following elements:

• jurisdictions (sovereign entities, legal systems)
• political mandates (IGOs, governments, geopolitical pressures)
• markets (corporations, professional service firms, investors)
• normative environments (NGOs and civil society).

These elements correspond to the rule of law, political decision-making, market
activity, and activism. Through all of this is the role of expertise in knowing how to
manipulate the law (Chapter 12), how to create policy, and how to interrogate tax
systems for normative goals. We see these elements as corresponding to particular
actors and their claims to authority. They include governments and intergovern-
mental organizations that use political decision-making and the law, to corpor-
ations who rely on these same measures, and to activists who make mixes of expert
and moral claims. The current international tax ecosystem is comprised of these
actors and their claims to authority. Claims work through two channels. The first
is direct and works within the policy process. The second is an indirect channel in
working in and across sovereign jurisdiction where actors seek to place pressure
on the formal governance system (Eccleston 2013). Thinking this way, we can
arrive at an overall description of what pertains to the international tax ecosystem
and how it came to be.

The international tax ecosystem, seen from the perspective of jurisdictions, can
be construed as a network of legal texts and enforcement mechanisms (Picciotto
2011). At a basic level, taxation is often presented as grounded in the sovereign
right of each nation to tax economic activity within their jurisdiction based on
national tax and legal systems. Such legislation most often has provisions for
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taxing activity within the jurisdiction, but also on national entities’ activities
outside of the jurisdiction. Historically, bilateral treaties have been negotiated to
divide the tax base of cross-border economic activities between countries, and to
these have been added a series of more or less shared guidelines and standards for
how to interpret and apply treaty principles, present financial accounts, share
information between authorities, etc.

Bilateral tax treaties¹ (BTTs) are not identical but results of negotiations
between the jurisdictions, reflecting historical political and economic relations.
However, a series of international agreements have sought to standardize and
harmonize the BTTs, and uniquely in international politics, most treaties follow
the basic template of the OECDModel Tax Treaty (Brauner 2002). In short, BTTs
are concerned with dividing the tax base of cross border transactions and activity
as being taxable in one or the other jurisdiction for individuals and other legal
entities. As we account for below, the model treaties specify that capital income
from dividends, interests, etc. be taxed in the country of ‘residence’, where income
from sales is taxed at ‘source’. Importantly, the treaties regulate ‘the interface’
between tax jurisdictions, but governments retain the right to decide how to tax
their share of the transnational tax base (Rixen 2011).

The position of the OECD as the central forum for international tax policy is
largely a result of geopolitical developments throughout the twentieth century. At
the turn of the century, international commerce was at a peak in that was not
matched again until nearly a century later (Fouquin and Hugot 2016) and taxation
revenues came mostly from tariffs, land, and commodities. With the implemen-
tation of income and corporate taxes across western countries in the early 1900s,
corporations working across jurisdictions began to raise complaints about ‘double
taxation’, which was largely responded to through unilateral measures (Rixen
2008, p. 87).²

The basis for the existing tax ecosystem, based on the division of taxing rights
between source and residence countries to avoid double taxation, came with the
first international tax treaty within the 1928 League of Nations convention. In
1921 the League had established an investigatory committee to assess the eco-
nomic principles and effects of ‘double taxation’ and propose guidelines to
determine states’ taxing rights (Rixen 2011), not least in response to the great
war’s effect on rising tariffs and other levies. The report recommended govern-
ments to work towards providing relief of double-taxation, as any costs (for
example, in the loss of tax revenue) could be made up for by increased investments
(Rixen 2011). In the 1928 treaty, resident countries would gain rights to taxing

¹ Interchangeable with ‘Double Tax Treaties’ or ‘Double Tax agreements’.
² Interestingly, in this period of time the UK saw double taxation as quite appropriate since

corporations utilized both countries’ infrastructures and public services (O’Hear and Graetz 1997,
p. 1070).
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passive income (interest, dividends, etc.), while source countries would gain rights
to tax active business income from activity in their territory (Avi-Yonah 2005).
This division of taxing rights has remained at the centre of international tax
policy.

This division has remained at a nexus of contention between capital-exporting
and importing countries. An example of this was during the Committee’s confer-
ences in Mexico 1940 and 1943. These conferences saw the absence of many
European countries and set a pro-source country agenda, which, for example,
stressed the right of the source country to tax income from moveable capital
(Benshalom 2008). However, the post-war conference in London 1946, saw a
return of western countries, and support for more residence-based taxation rights.

Post-1945 political developments brought (western) international tax cooper-
ation under the auspices of the OECD. In the newly formed Financial and Fiscal
Commission under the Economic and Social Council of the UN, tax debates
became politicized with the inclusion of developing and Soviet countries.
A stalemate between perspectives meant that the Commission ceased to meet
after 1954. In response to the UN gridlock, the precursor to the OECD, the OEEC,
established its own Fiscal Committee in 1956, to develop a new multilateral treaty.
Only after morphing into the OECD in 1960, a result was reached in 1963 with the
‘Draft Model Convention on Income and Capital’. In terms of the allocation of
taxation rights, the model convention followed the 1928 League of Nations model
(Rixen 2011). It is the norms and principles of this convention that has endured in
further developments and updates of international model treaties (Rixen 2011).

The OECD developed into the preeminent forum for and source of expertise on
international tax issues. This can, amongst other things, be seen in its model tax
conventions, updated regularly from 1992 onwards, the ‘Transfer pricing guide-
lines’ since 1995 (though written in 1979), and the 2002 ‘Model Agreement on
Exchange of Information in Tax Matters’, which came out of the OECD’s pre-
BEPS work on ‘Harmful Tax Practices’. Furthermore, the OECD has also been
successful in building up expertise, with its Centre for Tax Policy and
Administration [CTPA] employing some 130 international civil servants
(OECD 2016). Thus, leading up to our period of focus, the OECD sat at the
centre of ‘a virtually impervious architecture of tax policymaking’ (Christians
2010), supported by the US and developed OECD countries.

The late 1990s and early 2000s saw a crystallization of challenges to the status
quo in the existing tax ecosystem that maintained a core policy consensus around
the relief of double non-taxation. Two events manifest these changes. Firstly, in
1998, the OECD released its report on ‘Harmful Tax Competition’ (HTC) in
response to a 1996 call from Ministers to ‘develop measures to counter the
distorting effects of harmful tax competition on investment and financing deci-
sions and the consequences for national tax bases’ (OECD 1998). The report
signified a novel move in considering certain forms of tax competition harmful
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and identifying ‘Tax havens’ and ‘harmful preferential tax regimes’. Secondly, in
2000, Oxfam International released the report ‘Tax havens: releasing the hidden
billions for poverty eradication’ (Oxfam 2000). The report marks the beginning of
‘modern’ civil society mobilization on issues of international taxation and was
later credited, by the Tax Justice Network (formed in 2003), as ‘the seminal report’
bringing attention to the issue of taxation, particularly concerning development
and developing countries (J. Christensen 2012).

The HTC report and the subsequent work by the OECD’s Committee for Fiscal
Affairs (CFA) on the topic was a response to concerns around the harmful effects
of the globalization of capital and integrated financial and economic systems, in
the form of tax competition. The increased mobility of capital in the second half of
the twentieth century, not least a result of increased trade due to the removal of
tariffs (WTO) and the double-non-taxation work of the OECD itself, led to
competition between jurisdictions to attract capital (Rixen 2011). Developed
countries had generally responded by shifting the tax burden from (mobile)
capital to (less mobile) labour, property or consumption taxes (Avi-Yonah 1999;
OECD 1998). On average this corresponded to lower statutory tax rates and a
broadening of the ‘tax base’. Probably the ‘most important’ development in the
evolution of the tax structure had been the nearly universal introduction of Value
Added Tax in the 1960s and ’70s, particularly in Europe and Latin America
(Cnossen 1999). With the HTC report, the OECD considered harmful ‘tax havens’
and ‘preferential regimes’ that significantly undercut the effective tax rates levied
on income from ‘mobile activities’ (capital) in other jurisdictions. Such undercut-
ting has the effects of ‘distorting investment’, undermining the ‘fairness of tax
structures’ (by shifting the tax burden to labour and consumption), increasing
costs and compliance burdens, etc. Interestingly, the HTC report identified the
exchange of information between jurisdictions as a critical countermeasure to tax
competition.

The HTC project is broadly accepted to have failed. Not least due to the
withdrawal of support from the US Bush administration and an effective political
coalition of offshore centres coordinated by the Commonwealth Secretariat
(Sharman 2006, pp. 59–60, Eggenberger, 2018). Furthermore, the HTC project
has been criticized for its hypocritical approach, demanding compliance from
non-member states, while member states with secrecy jurisdictions were largely
exempt from criticism (Woodward 2006). For example, both Luxembourg and
Switzerland abstained from the HTC report. There is little doubt that such
ambiguities in the project helped the resistance to the project.

The growing civil society mobilization since the 2000s marks a significant
change in the normative environment surrounding international tax policy and
has continued developing since 2009. Figure 2.3 shows the number of reports on
international taxation published per year by select civil society organizations, that
were later involved in the OECD BEPS project. The figure indicates how these

 -    17

D
ow

nloaded from
 https://academ

ic.oup.com
/book/39754/chapter/339816512 by C

openhagen Business School user on 22 August 2022



transnational activist networks, spanning existing NGOs, activists and academics,
after a decade of incremental increasing activity, dramatically increased their
yearly output after 2008. These actors have been instrumental in increasing the
salience of a number of tax issues across countries. Examples are; the development
of the term ‘secrecy jurisdictions’ and the subsequent ‘financial secrecy index’ (see
e.g. Cobham and Janský 2018; Cobham et al. 2015; also Chapters 6 and 8),
highlighting the abusive potential of many OECD member countries’ laws, criti-
cisms of the value of BTTs for developing countries, calls for unitary taxation of
multinational corporations (see e.g. Picciotto 2012) and the idea of country-by-
country reporting (CbCR). The CbCR accounting standard proves a case in point
and has been pushed by tax activists since its inception in 2003. It requires MNCs
to account for their activities on a country-by-country basis. It was first attempted
pushed through the IASB (International Accounting Standards Board) but has
later successfully made it into EU and OECD reforms. This has not least been due
to the successful combination of claims to moral high ground with claims to
academic expertise by a number of academic-activists within the networks of
transnational policy-makers (see Seabrooke and Wigan 2015, 2016).

The governance capacity of the OECD remains ambiguous and contested, and
often overshadowed by other international organizations such as the International
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Figure 2.3 Number of reports on international taxation published per year from
select civil society organizations (2000–2015).
Source: Author-made. The reports were gathered from each organization’s publication directory
on their websites in 2016.
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Monetary Fund, the World Trade Organization or the World Bank (Eccleston
2011). This is despite, or perhaps because of, the OECD’s recognized role as a
think tank and policy forum, which as one of the largest international bureau-
cracies occupies a central role in international knowledge networks (Porter and
Weber 2008). Thus, the ‘soft’ power of the OECD, oftentimes unsupported by
binding legal sanctions, particularly on the issue of tax is often discussed,
although ‘soft’ strategies such as blacklisting have been shown to be effective in
improving compliance from jurisdictions (Sharman 2009). Furthermore, since
the financial crisis, with the emergence of the G-20 as a new forum for inter-
national leadership (Christians 2010), its endorsement of the OECD on the tax
agenda has been central to promoting and legitimizing the work of the OECD,
and more specifically the CTPA (Center for Tax Policy and Administration)
(Eccleston et al. 2015).

Despite the existence of a UN Tax Committee since 1977, international tax
governance has largely taken place at the OECD level (Rixen 2008). Calls for a
global intergovernmental tax body under the United Nations has been brought up
on several occasions, particularly in relation to the financing for development
conferences, most recently by the G77 and China (Horner 2001; Oxfam et al.
2015). The gist of the criticism has been that the OECD lacks a ‘global mandate’
for setting international tax policy, where the existing UN Tax committee lacks
political authority. These calls can be interpreted as an on-going struggle for
authority in who ‘controls’ international tax policy. The inclusion of the non-
OECD G-20 countries in the 2013 BEPS project, and the later extension of the
‘Inclusive framework’ to a large number of jurisdictions worldwide, shows that the
OECD has not been immune to such claims (or alternatively; it’s a result of
seeking effective implementation). These developments are illustrated in
Figure 2.4.

Given the above, the international tax ecosystem involves in a system where
claims to sovereignty and the primacy of legal jurisdiction have become enmeshed
in more networked forms of governing where political mandates, assertions of
market strength, and calls from groups of activists are all at play. As such,
evolution in the ecosystem is characterized by persistent legal indeterminacy
and political complexity (Picciotto 2015). The ecosystem thus provides a social
space for different kinds of actorhood to be exercised and different kinds of claims
to authority to be made. The scholarly concern, then, is being open to these
different forms of actorhood and authority while untangling evolution within
the international tax ecosystem.

 -    19

D
ow

nloaded from
 https://academ

ic.oup.com
/book/39754/chapter/339816512 by C

openhagen Business School user on 22 August 2022



2.3 Major Changes to the International Tax Ecosystem
(2009–2019)

Having outlined the major constituents and history of the international tax
ecosystem, we now turn to the major changes in the last decade, which constitutes
an era of unprecedented change (Christensen and Hearson 2019). Figure 2.5
presents some of the major changes and events in the ecosystem going back to
the late 1990s, focusing on (politically mandated) regulatory initiatives, and civil
society initiatives and public events. Chiefly, the figure exhibits the intensification
of regulatory actions in the context of increased normative pressures exemplified
in civil society initiatives and public scandals, following a prolonged period of
sparse EU and OECD reforms (Radaelli 1999; Sharman 2006).

Notable developments in the tax ecosystem stem from geopolitical shifts that
have had the effect of strengthening the voice of emerging and developing
countries in international tax affairs (Christensen and Hearson 2019; Lesage
et al. 2020). Particularly, the G-20 has been accorded particular significance as a
post-financial crisis forum for international (tax) leadership (Christians, 2010;
Eccleston et al. 2015). The OECD/G-20 led BEPS project and the subsequent
‘Inclusive framework’ further points towards the explicit inclusion of non-OECD

Membership
OECD
Non-OECD G20
Incusive framework 2017
Incusive framework 2019

© 2020 Mapox © OpenStreetMap

Figure 2.4 Jurisdictions participating in various stages of the OECD/G-20 BEPS
project.
Source: Author-made based on OECD data.
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countries in regulatory reform initiatives. Thus, the role of the United States in
shaping international tax policy has become a topic of debate. As mentioned
in the previous section, a central element of the failure of the OECD HTC
initiative was accorded to the withdrawal of support by the Bush administration.
However, recent developments have cast doubt over existing theories that posited
the need for the United States to take the lead on international tax policy
(Eccleston 2013).

While the ability of the US to shape the tax agenda in international forums may
be changing, unilateral action by the United States has been a catalyst for
international tax policies. The preeminent example of this has been the US
Foreign Account Tax Compliance Act. Adopted in 2010, FATCA mandated all
foreign financial institutions operating in the US market to automatically report
financial account information of US citizens to the US authorities. Impelled by
such action, not least by the G-20, the OECD developed the Common Reporting
Standard in 2013, mandating institutions to report financial account information
on citizens and legal entities from other participating jurisdictions. Similarly, the
US Dodd–Frank regulations were cited as an impetus for the EU’s Accounting and
Transparency Directives in 2013 (EC 2013). More recent unilateral reforms have
been presented in similar terms. Most notable of these, the Trump administra-
tion’s Tax Cut and Jobs Act (TCJA), from 2017, includes a significant cut to the
headline US corporate tax rate, an end to the often criticized deferral system,
whereby US corporations can accumulate untaxed profits outside the US, and a
general move towards a territorial corporate tax system. I included provisions to
combat corporate tax avoidance using intangibles (GILTI) and deductible
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Figure 2.5 Recent changes in the international tax ecosystem.
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payments (BEAT), that are central points of inspiration for present tax reform
initiatives at the OECD and G-20 (OECD 2018, 2019).

The fiscal regime of the European Union has similarly undergone significant
changes in relation to tax. A number of factors, including the absence of ‘political
will’, weak institutional capacity, divergent tax competition strategies and lacking
Member State consensus, has historically limited the development of the EU
fiscal regime (Genschel and Jachtenfuchs 2011; Kemmerling and Seils 2009;
Radaelli 1999). In contrast, the past decade has seen the EU take a leading role
internationally, in political innovations and compression of the policy develop-
ment, implementation and impact cycle (R. Christensen 2019). Notably, in the
area of tax transparency, the EU’s Accounting and Transparency Directives and
Capital Requirements Directives were the first to introduce mandatory public
country-by-country reporting for EU corporations in the extractive and financial
industries. In addition, in 2017, EU member states agreed to a common list of
‘non-cooperative tax jurisdictions’ to identify and sanction jurisdictions that do
not ‘play fair’ on tax matters. This took place after years of stalemate, particularly
at the OECD level. Finally, the EU has recently been the source of revolutionary
proposals for special taxes on large digital firms, driving the international tax
agenda on the issue of taxing the digital economy (Lips 2019).

In parallel with these regulatory developments, European Institutions have
mobilized a series of policy tools with international implication, not least motiv-
ated by a perceived lack of ‘tax fairness’. In 2013 the European Commission set up
a taskforce on Tax Planning Practices, which mobilized anti-trust/competition law
to pursue ‘unfair’ tax practices of a multinational corporation based on preferen-
tial tax agreements. In 2015–16 the first in a number of ‘illegal state-aid’ cases were
filed against Starbucks in the Netherlands, Fiat in Luxembourg and Apple in
Ireland. The most conspicuous case has been the much publicized and criticized
case against Apple, where the Commission found the Irish Revenue Commission
to have issued favourable tax rulings providing selective tax advantages totalling
€13bn—a case that has been appealed to the European Courts (Avi-Yonah and
Mazzoni 2016; Che 2018; Jaeger 2017). Other institutions, such as the European
Parliament, has ‘invented’ new methods to bring attention to tax avoidance and
evasion. Examples are public interrogations of politicians and corporates involved
in international tax affairs, novel activism in legislative processes, and a number of
critical reports focusing on the limitations of current international tax policy
(R. Christensen 2019).

Many of these changes have taken place in an environment marked, not least,
by the UN focus on domestic resource mobilization in the financing for develop-
ment agenda, consistent ‘global’ civil society mobilization and massive tax ‘leaks’
sparking intense public controversies. The UN’s work on the financing for
development agenda has been part of linking the issues of global taxation with
that of global inequality, particularly in the context of developing countries’
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domestic resource mobilization. For example, during the third FFD Conference
held in Addis Ababa 2015, after the adoption of the Sustainable Development
Goals as the successor of the MDGs, tax issues were considered to be one of the
most important and hotly debated issues; discussion lasted until the late-night
(Anyangwe 2015). This put explicit pressure on the legitimacy of OECD/G-20
BEPS initiatives by calling for, but not achieving, an upgrade of the UN Tax
Committee ‘giving all countries a seat at the table’. A further example of increased
issue attention, particularly to the potentially detrimental effects of BTTs for
developing countries (that the gains in FDI do not outweigh the lost tax revenue),
has been cancelling and renegotiation of existing BTTs’ by several developing
countries in recent years (Hearson 2018).

Furthermore, the international tax agenda, traditionally the domain of tech-
nical debates between experts in opaque international fora, has witnessed an
increased mobilization and influence of non-state actors, particularly in alliances
of organizations spanning civil society, IOs, the media, parliamentarians and
others, mainstreaming tax debates (Forstater and Christensen 2017). Among the
most significant, internationally coordinated, news stories have been the so-called
‘LuxLeaks’ in 2014, ‘Panama Papers’ in 2016 and ‘Paradise Papers’ in 2017, all
published by the International Consortium for Investigative Journalists (ICIJ).
While there is a long history of data leaks from 2007 onwards (van Koningsveld
2018), these leaks revealed ‘sweetheart’ tax agreements between Luxembourg and
large corporations, data from Panama-based offshore service provider Mossack
Fonesca detailing many corporations’, wealthy individuals’ and celebrities’ tax
planning activities, and finally similar data from the offshore service provider
Appleby. Thus, they have contributed to the issues salience and resulting political
momentum in the international tax ecology (Berg and Davidson 2017; Dover
2016; Oei and Ring 2018).

Within this changing/challenging environment, discussions have come a
long way since the Harmful Tax Competition project, at the OECD level.
Transformations have particularly taken place on the information exchange
front (a key proposal in the HTC report). In 2013, following civil society pressure
and political developments elsewhere, particularly the US FATCA and the
EU Savings Tax Directive, the OECD developed and diffused a global standard
for the exchange of tax information, the Common Reporting Standard (CRS). In
many ways, the OECD built on the US model, generating momentum with more
than 100 jurisdictions now committed to CRS (Ahrens and Bothner 2020;
Hakelberg 2016; Lips 2018). The CRS multilateral convention amounts to a radical
transformation of the international tax ecosystem. Where previously information
was exchanged only on request, resulting in information opacity, regulators now
have ‘automatic’ access to information on financial accounts held by ‘natural
persons’ and other entities known to be used for tax avoidance, evasion and illicit
activities.
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On the issue of corporate tax transparency, the OECD has similarly made
progress, although at a more moderate pace. Civil society activism has been
mounting on the tax transparency agenda since the early 2000s, making it a salient
political issue. Particularly the Tax Justice Network has been aggressively pushing
the idea of country-by-country reporting (CBCR) (Seabrooke and Wigan 2015).
The fundamental idea of CbCR was developed by Richard Murphy, a founding
member of the TJN, in 2003, but initial attempt to push it through the
International Accounting Standards Board and other forums largely failed
(Seabrooke and Wigan 2016). Yet, with the transformation of corporate tax
abuse from a cold to a hot political issue, and with pressure from the G-20, the
OECD included CBCR in its BEPS project. In this way, the adoption of CBCR on
the international political agenda illustrates one evolutionary pattern of policy
development in the international tax ecology, starting outside of jurisdictions,
governments or market actors in normative pressure driven by concrete actors
with claims to moral authority and expert knowledge. Similar steps are afoot in
efforts to link taxation to new thinking on monetary policy (Murphy 2019) and
sustainable cost accounting (CAN 2019).

As outlined in this section, the international tax ecology has undergone unpre-
cedented rapid and significant transformations during the past decade, building
on longer-term developments. In Table 2.1 we summarize the main events in the
global tax ecosystem from 2009 and onwards.

2.4 Conclusion

The purpose of this chapter is to establish how we can view taxation issues as
existing in an international tax ecosystem. This ecosystem is a social space based
on mutual recognition of sovereign jurisdictions and their legal systems, political
mandates from states and intergovernmental organizations, markets interests
from corporations and other private actors, and of normative agendas from
activists and civil society. As documented above, the pace of change in the
international tax ecosystem has been rapid, and we are certainly now in a situation
characterized by regulatory complexity and legal indeterminacy (Picciotto 2015).

Given such complexity and indeterminacy identifying forms of actorhood and
claims to authority are important to identify. This can be done from a range of
approaches, and we have reviewed the key viewpoints from sociology, political
science, and economics to highlight the importance of maintaining interdiscip-
linary insight. We have highlighted how actors can be understood as rational
economic actors, rational political agents, and as bound to their normative
environments. Concepts employed in the literature, such as bounded rationality,
domination, and satisficing, are all means to understand how actors respond to
stimuli within the international tax ecosystem. Indeed, as can be seen from the
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Table 2.1 Major international tax events in the last decade (list of stylized facts)

Event and year Implications

Foreign Accounts Tax Compliance
Act (2010)

FATCA was introduced unilaterally by the US. It
mandates that foreign financial institutions and
some non-financial entities operating in the US
have to automatically report financial account
information on US citizens and legal entities to the
IRS. Non-compliant or non-participating
institutions are subject to a 30% withholding tax.

OECD Common Reporting
Standard (2013)

Inspired by FATCA, the OECD responded to a
request from the G-20 to design a Common
Reporting Standard (CRS) for automatic exchange
of foreign accounting information. CRS mandates
institutions to report financial account
information on citizens and legal entities from
other participating jurisdictions. The multilateral
agreement was presented in 2014, has been
implemented since 2017, and more than 100
jurisdictions are signatories in 2019 (excl. the US).

OECD/G-20 Base Erosion and Profit
Shifting project (2013)

On the initiative of the G-20, the BEPS project
begun as a comprehensive project to reform the
global corporate tax system, combating tax
avoidance and shoring up the erosion of national
tax bases. Based around 15 action points, the
project has resulted in a variety of multilateral
reforms. The project has had a continual impact in
the form of ‘the inclusive framework on BEPS’ and
continued work on ‘Taxing the digital economy’.

European Union Accounting and
Transparency Directives (2013)

Responding in part to the US Dodd-Frank Act
(2010/12), requiring corporate disclosure of
payments to governments, the EU Accounting and
transparency directives introduced mandatory
country-by-country reporting for extractive firms
registered or listed in the EU. Similar to the EITI
voluntary initiative.

LuxLeaks (2014) LuxLeaks was the publication of Luxemburg’s
almost 550 secret tax rulings from 2002 to 2010,
facilitated by PwC, giving special tax deals to more
than 340 multinational companies. The
documents were published by the Consortium for
Investigative Journalists (ICIJ), putting intense
media spotlight on ‘sweetheart’ tax agreements
between governments and large corporations.

European Commission decisions on
illegal state aid (2015–16)

A result of the EC setting up a task force on Tax
Planning Practices in 2013, a number of state aid
investigations and rulings followed, amongst these
against Luxemburg (Fiat) and the Netherlands
(Starbucks) in2015. In2016, theECfoundApple liable
to repay €13bn to the Irish government on account of
its tax structure amounting to illegal state aid.

Continued
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evidence presented above, there are strong elements of bounded rationality,
especially in what is viewed as acceptable in being on the international tax
reform agenda. Activist groups have worked hard to change this, pushing
normative environments to consider CbCR and more unitary forms of tax-
ation. One can also see how domination looms large in the international tax
ecosystem, most obviously with Great Power states imposing unilateral meas-
ures that affect all others, especially the US (Palan and Wigan 2014). As the
international tax agenda has changed, there is also a great deal of satisficing
going on. One can consider, for example, how Global Professional Service
Firms and tax professionals are adjusting to a more regulatory interventionist
agenda by finding opportunities in advisory services (Radcliffe et al. 2018;
Christensen et al. 2020).

We have also discussed how the change in the international tax ecosystem
comes from claims to authority. Again, these differ according to disciplinary
assumptions, and we stress the importance of recognizing the bases for different
claims. In economics, the most common form of authority claim comes from the

Table 2.1 Continued

Event and year Implications

Panama Papers (2016) This was the second major leak by the ICIJ, this
time of secret documents from the Panama-based
offshore legal service provider Mossack Fonseca.
The leak implicated many wealthy individuals,
politicians, world celebrities and financial
institutions.

Paradise Papers (2017) The third major leak by the ICIJ consisted of 13.4
million records from the offshore service provider
Appleby, once again implicating multinational
corporations, wealthy individuals and celebrities.

United States Tax Cut and Jobs Act
(2017)

TCJA includes a significant cut to the headline
US corporate tax rate, a move towards a
territorial corporate tax system, and an end to
the much-criticized ‘deferral’ system allowing
US corporations to accumulate untaxed profits
outside the US. It also included key provisions
aimed at combating corporate tax avoidance using
intangibles and deductible payments, which
inspired international tax reform discussions.

European Union list of non-
cooperative tax jurisdictions (2017)

After years of political stalemate, EU Member
States agreed to a common list of ‘tax havens’ (or
non-cooperative tax jurisdictions) to identify and
sanction countries that did not ‘play fair’ on
international tax matters.

26      

D
ow

nloaded from
 https://academ

ic.oup.com
/book/39754/chapter/339816512 by C

openhagen Business School user on 22 August 2022



rule of law and the sanctity of contracts, as well as from market share. Political
scientists typically consider authority as coming from formal mandates from
public actors, although the contemporary view is that such actors now enable
agreement rather than enforce rules (Genschel and Zangl 2014). In sociology and
organization studies, there is a view of authority as constructed within normative
environments. All claims to authority seek to influence the social system.
Concepts such as path dependence, ‘common sense’ and ‘market markers’ link
these three claims to authority and can be seen in the contemporary evolution of
the international tax ecosystem. Path dependence is certainly present in what is
viewed as possible for international tax reforms, with particular forms of taxation
viewed as entrenched and some resistance to neoliberal taxation policies by the
voting public in more corporatist polities (Swank 2016). ‘Common sense’ has
prevailed through discourses like ‘harmful tax competition’ and the explicit
development of blacklists from the OECD and the EU. Such activities have opened
up authorities to claims of hypocrisy and dysfunction (Sharman 2010). Market
making can be seen in the current international ecosystem through the continued
proliferation of tax avoidance instruments despite the significant rise in regulatory
activity (see Chapter 10). Indeed, despite highly progressive regulatory efforts of
recent years, like this noted above, the use of ‘tax havens’ has been on the rise
rather than decline (Leaver and Martin 2016; Murphy 2017; Saez and Zucman
2019). While recent efforts to combat fiscal fraud and empower regulators must be
heeded, it is important to recognize that claims from regulators exist in an
ecosystem where other claims to authority also exist in ways that perpetuate
both indeterminacy and complexity.
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