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9 
Tax Dodging and 

the Coming Tax Wars 

TERRY DWYER 

T HE 21ST century started as a century of wars with 9/11 (9 Sep
tember 2001). The late 20th centmy 'war on drugs' has variously 
expanded into 'war on terrorism', war on 'terrorist financing', war 

on 'money laundering' and since the Global Financial Crisis of 2007 
(GFC) has expanded further into the 'war on tax cheats'. 

The 'war on tax cheats' generates almost universal public approval. 
It is therefore not surprising that international organisations and 
government talkfests such as the OECD (Organisation for Economic 
Co-operation and Development) and the G20 (Group of 20) have found 
it easy to persuade most governments to sign up to a coordinated assault 
against personal and corporate 'tax dodgers'. The OECD/G20 attacks on 
'tax havens' and personal and corporate 'tax dodgers' through 'initiatives' 
for Automatic Exchange of taxpayer Information (AEOI) and against 
Base Erosion and Profit Shifting (B EPS) have met with virtually uni
versal and uncritical acceptance and proceeded at a pace which would 
have been unthinkable 20 years ago. Politicians anticipate an easy increase 
in revenue from 'enforcement of existing tax laws' while ordinary tax
payers anticipate lower (or at least not increased) tax burdens because 
somebody else will be paying. 

But before one goes to war, any rational person would ask for an 
account of the benefits and the costs. Rational wars are fought to plunder 
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or enslave other peoples. However, a war may be rational from the point 
of view of some interest groups in society even though irrational for 
society as a whole. Groups who are losers from a war may be among the 
most enthusiastic for its commencement. 

I argue here that this 'war on tax cheats' is unfo1tunate and that the 
whole project spawned by the OECD (1998) and adopted by the G20 
(2010, para 39) for wiping out tax havens and catching personal and cor
porate tax dodgers is fundamentally misconceived and legally illegitimate. 
Further, far from being a victimless war against social miscreants, it is a 
serious 'tax war' between sovereign nations, one which risks escalation 
from a 'phoney war' of words into real economic wars as damaging to the 
world as the trade wars of the 1930s. Tax wars, like tariff wars, start out 
as wars of plunder and end with mutual impoverishment for many and 
riches for a few. By contrast, I will explain why a fiscal system based on 
the taxation of rent elegantly avoids all cross-border tax conflicts and 
conforms to legal norms regarding national and private rights - as well 
as being far more economically efficient. 

The Basic Problem of International Tax 
The basic problem (if it is a problem) of international tax is that there is 
no such thing. Taxation is a sovereign act. It is the act of a sovereign with 
power to raise debts enforceable against his subjects, or against persons 
within his territory, as their contributions to his fisc. Under constitu
tional governments, the sovereign usually requires some form of consent 
from the governed. Maitland (1920: 67-68, 95) observes that in English 
law the idea that taxation is a free-will offering to the lord and a gift by 
consent (originally individual consent) lies deep in English history and 
is the basis of the later demand that such consent to grants, aids or 
subsidies for the Crown had to be sought from elected representatives as 
authorised agents of the common people. It is interesting to note that 
abbots and bishops sometimes refused to make gifts to the King - he was 
meant to live 'off his own' (Blackstone [1765-1783: I.8:306], Coffield [1970], 
Sabine [1980]). 

Sovereignty is inherently territorial. A sovereign can be reasonably 
sure that he can make his commands obeyed within his sovereign terri
tory: he cannot be sure that his commands (even when directed to his 
subjects) will be obeyed, if obedience depends upon things being done 
elsewhere. Further, a command directed to a subject carrying out an 
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activity elsewhere may be countered by another sovereign's commands 
or claims. 

Thus the sovereign of country A may say that his subjects shall pay 
income tax on income they derive from country B, but the sovereign of 
country B may say they should pay income tax to him first (and, perhaps, 
to no one else). If the sovereign of country B declines to assist the 
sovereign of country A, that sovereign may find his extra-territorial tax 
demands are futile, whether or not the subjects of country A legally or 
illegally arrange their affairs in country B so that their income from 
country B is not remitted to or reportable to the sovereign of country A. 
The sovereign of country A is like King Canute commanding the incom
ing tide to halt but, unlike Canute, not having the wisdom to understand 
the limit of his powers. 

It is a basic principle of public international law that no sovereign 
must obey another. While most sovereigns do not go out of their way to 
obstruct the commands of other sovereigns, they are under no obligation 
whatsoever to assist them and they are certainly under no obligation to 
assist any other sovereign collect his taxes upon transactions taking place 
within their territory. To collect taxes within your country for another 
country is to be its vassal or subject State, much as its defeated foes 
rendered tribute to the Roman Empire. 

Thus arise unavoidable problems of international taxation - extra
territoriality and double taxation. You may not know where income is 
earned or generated, or where it is received or earned, or by whom and, 
even when you do know, you may find another sovereign who thinks he 
has the prior right to tax it - or to exempt it. Either way, he is under no 
obligation to you to enforce your income or value added or any other 
taxes within his territory. In fact, it is most likely in his interest not to 
do so. When Louis XIV was punishing Huguenots, His Britannic Majesty 
across the English Channel was happy to welcome them and profit from 
their skills and industry. Nor did the Swiss Confederation ever have any 
interest in turning away refugees and their money from European wars 
or conflicts from the French Revolution through the revolutions of 1848 
to past World War II. 

In theory, if all countries could agree in every case on what was 
income, the source of that income, and all agreed only to tax income 
arising in each one's country, there would be no international income 
tax conflicts. That is far from the facts of life - and similar problems 
arise with value added taxes. 
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Residence and Source 
When Pitt the Younger invented income taxation in 1798 to finance Great 
Britain's resistance to Napoleon, he had to consider what kinds of income 
to tax. He adopted a schedular system under which incomes were clas
sified as rent, trading profits or emoluments of employment or interest 
on moneys etc. He did not attempt to tax income arising outside Great 
Britain but did seek to tax the designated classes of income if received in 
Great Britain (the origin of the British remittance system of taxation of 
overseas income). 

Notwithstanding recent denunciation of the 'remittance system', Pitt 
the Younger was not a fool. One assumes he did not want to tax directly 
income arising overseas in the colonies given that he was acutely aware 
of the American Revolution and Pitt the Elder's (1775, 1776) spirited 
support, drawn from ancient precedent, for resistance by colonies to 
extraterritorial taxation by the mother country, a resistance based on 'the 
great, fundamental, essential maxim of your liberties, that no subject of 
England shall be taxed but by his own consent'. Yet Pitt the Younger 
would have been well aware of the great West Indian sugar barons and 
East India nabobs then living in London on their overseas profits. 
Accordingly, while exempting ordinary wage earners, he sought to 
tax incomes arising from overseas, without infringing upon colonial 
fiscal autonomy, by taxing such incomes when remitted into Great 
Britain. 

Of course, things change and it is an irony of history that the remit
tance system is now seen as a form of 'onshore tax haven' for Arab and 
Russian billionaires and expatriate bankers living in London without 
paying anything like the tax paid by most of Her Majesty's subjects. Be 
that as it may, it nicely illustrates the problem which has been with 
income tax from the very start. 

If you want to tax income, you have to define your tax base with legal 
precision. You have to define 'income'. You have to define the taxing 
point, you have to define the taxpayer and you have to define when and 
how it is to be collected. Because income does not exist in a state of nature 
(contrary to the naive illusions of some economists) and because any 
tax has to be supported by a law which defines these things, questions 
immediately emerge. What is 'income'? When is income 'income'? Is 
income still income after it has been invested somewhere else? Who is 
the owner of the income? Where does that owner live? What nationality 
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does that owner have? Is that owner one of our subjects or citizens? 
Where is the income generated? 

Thus every income tax system has to contemplate at the ve1y least, the 
residence of the taxpayer and the source of his income. There is very little 
point in ttying to tax foreigners living in other countries on income they 
get and spend outside your borders. They and their governments would 
laugh at you. Hence most countries seize upon who is within their terri
torial jurisdiction - that is to say, who is 'resident' within their country. It 
would be absurd to tax your own citizens but to exempt foreign merchants 
living within your country and making profits from trading within it. 

Residence seems an easy concept. Most of us have only one home. Yet 
the simple concept of residence quickly became a battleground of litiga
tion and remains so. Is a man who has his house in Ireland but visits 
London every week for business a UK resident or not? Is a billionaire, 
who has four houses and spends his time across them most years, a 
resident of any country or a vagabond with no fixed residence? Thus each 
country has to create, whether by legislation or by case law, rules as to 
when an individual is considered resident and how residence is gained 
or lost for tax purposes. The problem becomes even more severe when 
we look at companies. Is a company 'tax resident' in the place where it 
is been incorporated (the US tax law test)? Or is it resident in the place 
where it has its 'central management and control', usually where the 
Board of Directors meets to conduct its business (the traditional UK test)? 
Or is it neither of these places or both? What happens if two countries 
adopt different tests and both consider the company a tax resident? Who 
gets to tax the company's income? 

The problems of residence are bad enough but the question of the source 
of income is worse. Does a wage or salary earner get his income where 
he signs his contract of employment, where he is paid or where he 
performs his work or his duties or in the country whose law governs the 
contract of employment or where he is appointed to an office? This is a 
non-trivial question. There are many thousands of individuals working 
around the world under contracts of employment entered into in country 
A, who are paid in country B and may be working in country C (two 
examples are international civil servants and offshore oil workers). 

Is the source of interest income where the interest is paid, where the 
loan contract is made, or where the security (if any) for the loan is given, 
or where the loan funds are made available to the borrower? Each of 
these places may be different. 
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Even better, let us ask ourselves where trading profits arise. Do they 
arise where the contract of sale is made, where payment is made, where 
the contract is performed or where the inputs or value-added are injected? 
This was the problem the Vestey brothers put to the post-World War I 
Royal Commission into Income Tax and to which they never got a satis
factory answer (Shaxson 2012: 37-38). Unlike most taxpayers unhappy 
with bureaucratic non-answers, they resorted to self-help and engaged 
the assistance of lawyers, making sure the Vestey family did not pay UK 
tax on overseas income for decades (Blue Star Line 2016). The answers 
to these questions are thus not merely of academic interest to economists 
(who often lose the questions in their models) but also to taxpayers and 
tax lawyers (who are acutely aware of them, find the practical answers 
and put them to good use for their clients). 

The reality is that once there is a cross-border dimension to income 
tax, some form of international agreement or unilateral concession on 
countries' respective taxing rights is absolutely necessary unless nations 
wish to see trade and commerce destroyed altogether in many cases. 

The original solution to problems of international double taxation was 
unilateral. The home country, taxing on the basis of residence, would 
exempt foreign income or give credit to its residents for the foreign tax 
they had paid on foreign income. For example, within the British Empire, 
the Australian colonies gave unilateral credit to colonial taxpayers 
deriving UK income which had been taxed already by the UK. Unilateral 
tax relief for foreign taxes on foreign income is a political and economic 
necessity for countries (such as the UK and USA) which have companies 
with trading interests across the world. Interestingly, the USA has spent 
much effort over the years trying to tax foreign income, but at the same 
time has tried to mitigate the adverse effects on American exports. The 
net result may be that the USA gets no tax revenue from its foreign tax 
regime because the USA credits foreign taxes and allows active income 
of subsidiaries to remain untaxed (Grubert and Mutti, 1995). Yet the use 
by US companies of low rate tax havens may eventually even enhance 
US tax collections (Hines and Rice, 1994). 

Double Tax Treaties 
In the 1920s, the League of Nations promoted model income tax treaties 
which divided up income taxing rights between residence and source 
countries. The general idea was that tax primacy would remain with the 
residence countries (where the taxpayer lived and enjoyed public services 
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from the expenditure of that money), while the source countries would 
be allowed to levy taxes on income arising within their borders up to a 
point at which residence countries would be obliged to give credit against 
their own taxes so that there was no double taxation. Essentially it was 
a colonial model which reflected the 19th century expo1t of capital. It 
was designed to allow the Mother Country (such as the UK) to raise the 
taxes it needed on overseas income to build ships to enforce the Pax 
Britannica. Since World War II, it has sustained the Pax Americana. 
This model has remained essentially unchanged to the present day 
notwithstanding many permutations. 

It becomes immediately obvious that the historical tax treaty model 
discriminates against the source countries in favour of the residence 
countries by limiting the withholding taxes which source countries are 
allowed to impose. 

Areas of particular difficulty arise with dual residents (whether persons 
or companies) and the source of trading profits. In the case of dual 
resident companies, primacy may be given in treaty 'tiebreakers' to either 
the place of 'central management and control' (reflecting the traditional 
UK approach) or to the 'place of incorporation' (reflecting the US 
approach). 

Trading profits, as Adam Smith (1776: Ch Vii f: 848-849) foresaw, are 
difficult and elusive to tax. The historical solution to the problem of 
'source' in looking at possible double taxation of trading profits has been 
to draw a distinction between trading 'with' a country and trading 'within' 
that country. Thus, most treaties exempt trading profits derived by a tax
payer from a treaty partner unless that taxpayer has created a 'permanent 
establishment' within the country of apparent source. Because tax treaties 
have usually reflected the interests of the former Great Powers who were 
the capital exporters of the 19th and 20th centuries, tax treaties tend to 
ensure that a permanent establishment is not accidentally established 
and that various preliminary or ancillary business activities do not 
amount to the creation of a permanent establishment. Activities such as 
merely maintaining a representative office, a warehouse or a computer 
server do not amount to the creation of a permanent establishment or 
the creation of a taxable presence in a jurisdiction. 

Because tax treaties are bilateral agreements between sovereigns, it is 
not surprising that from time to time they differ. European countries 
often had zero or very low withholding tax rates on interest or royalty 
income. Given differences between tax treaties, it was hardly surprising 
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that from the 1950s the practice of treaty shopping arose. Just as litigants 
or merchants may often choose the jurisdiction in which they commence 
litigation (forum shopping) or whose law governs a contract or a trust, so 
multinationals or other taxpayers may choose to create companies or 
trusts in country A in order to invest or hold assets in country B while 
all the time they are resident in country C. If the company or trust created 
in the intermediate country can get a better deal on withholding taxes 
in country B and country A does not tax the income much, then the 
ultimate investor in country C can be better off than if the investment 
were made directly from country C. 

After some hesitation about whether treaty shopping was a 'use' or 
'abuse' of treaties, some countries and lately the OECD itself have, in 
recent years, tried to limit such advantageous use of treaties by trying to 
overlay various tests in order for claimants to benefit from tax treaties, 
such as a requirement for a real presence for a company or trust or, 
notably in the case of the United States, requirements about beneficial 
owners of the entities claiming the benefit of reduced treaty withholding 
rates. Such tests may defeat the whole purpose of double tax treaties by 
resurrecting disguised double taxation. 

Paradoxically, while most countries were anxious to tax the foreign 
income of their residents, they were equally anxious to promote exports 
and the trading activities of their own companies or businesses. Accord
ingly, many countries either unilaterally exempted or deferred taxation 
on foreign earnings until such time as the earnings were repatriated to 
the home country (a modern version of Pitt's remittance system). Some 
countries, notably in Latin America, even adhered historically to a strict 
territorial concept of taxation where they unilaterally exempted foreign 
source income on the basis that it was not really theirs to tax, an attitude 
shared by Hong Kong's colonial Inland Revenue Ordinance (which has 
been crucial to the rise of Hong Kong as a world financial centre and 
which Singapore has moved towards, effectively perfecting its remittance 
system). 

In this international tax universe, 'tax havens', such as Switzerland, 
Hong Kong, Singapore, the Cayman Islands, the Channel Islands and 
many other places, were happy to profit as conduits through which 
investments might be made or trade conducted. Later on, countries such 
as Ireland decided to lower their company tax rates and join 'tax havens' 
in the competition to become locations for base holding companies and 
multinational group trading activities. (Many countries dislike the term 
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'tax haven' but it has no clearly defined meaning. Australia, for example, 
is a death duty haven. Perhaps the simplest definition is 'a country not 
as greedy and stupid as you are'). 

Originally most tax havens did not have any tax treaties with high tax 
countries and the price of using the tax haven could be to suffer a high 
withholding tax rate (e.g. 30%) on income coming into that tax haven. 
Countries such as Ireland, the Netherlands or Luxembourg had many 
tax treaties and income flowing into them might well enjoy very low 
withholding rates of zero, 5% or 10% as opposed to 15%, 20% or 30%. 
Furthermore, these and other countries such as Cyprus or Malta are 
members of the European Union and enterprises established within those 
countries have the benefit of free movement of capital and trade within 
the EU. 

Few people (apart from OECD bureaucrats peddling their 1998 
'Harmful Tax Competition' agenda) really worried much about this state 
of affairs until the global financial crisis of 2008 and the collapse of tax 
revenues, notably in European welfare states. While many countries had 
been going bankrupt slowly, the global financial crisis reduced substan
tially the scope for pretending there was no long-term fiscal problem in 
many European countries. Similarly, the United States, facing the fiscal 
burden of being the world's policeman in the age of post-Cold War 
terrorism (just as it was hoping to get a fiscal dividend from the end of 
the Cold War), showed renewed interest in offshore tax evasion by US 
taxpayers. 

Accordingly, it was time for the 'big countries' to demonise the little 
countries which happened to be tax havens. All the big countries and 
their OECD advisers and later the G20 happily subscribed to the idea 
that wiping out international tax avoidance would help refill their coffers 
and be a politically costless way of raising revenue and fixing deficits. 

Unfortunately, this politico/ economic agenda is as simple-minded as 
it is simple. It is potentially extremely destructive of world trade and 
prosperity but, worse, of national sovereignty, constitutional government 
and the most basic privacy rights of citizens across the globe (as 
recognized in part even by sympathetic commentators [Grinberg, Itai & 
Pauwelyn, Joost, 2015]). 

First, it is a delusion to think that billions of dollars of untaxed income 
sits in tax havens. Most tax haven transactions are designed to eliminate 
double taxation or to defer taxation rather than eliminate it permanently. 
Tax havens are usually merely conduits for transactions between other 
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countries. This becomes obvious once one looks at the example of 
banking. An international bank may borrow millions from a Eurodollar 
offering in London. While it may not have to withhold tax on interest 
paid to investors, they will have to pay tax on the interest. When those 
Eurodollar proceeds are placed in a Cayman Islands branch, they may 
be lent to a business in the USA or Europe or anywhere else. Wherever 
the funds are lent, the chances are that the country of residence of the 
borrower will demand some kind of withholding tax as a condition of 
deductibility of the interest. True, that rate of withholding tax may not 
be at the top marginal tax rate, but in the case of a tax haven, will likely 
be at 10% to 30%. So some tax will be being collected both in the country 
where the funds are used and in the country where the funds were 
originally borrowed. It may not be as much tax as would be collected if 
the money had been lent directly from one country to the other, but it 
will rarely be zero. 

Turning to trading profits, it is true that with the skilful use of tax 
treaty definitions, some great American corporations such as Apple and 
Google have been able to avoid much source country tax, both in Euro
pean jurisdictions and elsewhere. But what is almost invariably forgotten 
is that the US Treasury is looking over their shoulders with keen interest. 
Given that the USA is the country of residence of the ultimate owning 
corporation of many trading subsidiaries, what we are looking at is not 
tax avoidance or tax evasion but tax deferral. 

At the end of the day, every dollar of tax avoided in Europe by Apple 
or Google adds to the pool of overseas profits of their subsidiaries and 
stands liable to pay US tax when repatriated back to the US parent to 
pay dividends. When Apple pays a settlement to Italian tax investigators 
to satisfy alleged Italian tax debts (Guardian 2015), those tax payments 
are most likely creditable against US income tax on repatriated earnings 
- the US Treasury ultimately pays, not Apple. 

That is why the US Treasury and, more importantly, the US 
Senate are starting to feel that the whole OECD 'base erosion and profit 
shifting' (B EPS) agenda to combat so-called corporate tax dodging is an 
attempt by European countries to have a free lunch at the expense of the 
US Treasury (Rubin 2016). The first signs of the emerging tax wars are 
becoming visible as the US Treasury attacks the EU, and other nations 
take note (Shanghai Daily, 2016). 

This brings us brutally back to the starting point - all taxation is 
fundamentally a sovereign act. What the OECD has marked out since 
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1998 is a road to war - a war for treasure. Sovereign countries are in 
conflict. There are no 'Treasure Islands' where they may find hidden loot 
to share - and, even if there were, one might recall Adam Smith's (1776, 
I.xi.n; 256) observations on the failure 
of treasure to make Spain truly rich. The 
vast bulk of the money flowing through 
tax havens has gone on to be invested 
in other G20 or OECD economies. 

What is really happening in the 
aftermath of the global financial crisis 
is an acceleration of the underlying 
tension between residence and source 
countries. The European countries used 
to see themselves as capital exporters 
rather than source countries. Now they 

What the OECD has 
marked out since 

1998 is a road to war 
- a war for treasure. 
Sovereign countries 
are in conflict. There 

are no 'Treasure 
Islands" where they 

may find hidden 
loot to share. 

see themselves a source countries being exploited by American corpora
tions representing a capital exporter. 

The United States, on the other hand, sees itself as having provided 
the Europeans for over 70 years with a nuclear umbrella and low defence 
expenses under which they have erected their demographically unsus
tainable welfare states. A United States Senator may legitimately ask why 
the US should assist European countries tax Google or Apple, thereby 
reducing US tax revenues, when it is the US which bears the burden 
(whether sensibly accepted or not) of monitoring worldwide terrorism 
and sending troops and planes to fight it on the ground or bomb it from 
above? 

What we are seeing in international tax is 'policy schizophrenia'. You 
cannot have it both ways. You cannot say the country of residence has 
the ultimate power to tax while demanding that you can collect taxes as 
you wish at source. 

The problems of international income taxation in the early 21st century 
are just as they were nearly 100 years before. The ever-present but latent 
tension between the 'source' and the 'residence' principles is generating 
legal and economic folly in international tax policy whereby countries, 
at the instigation of the OECD, are tearing up centuries of legal prece
dent and international law. No sovereign has the right to tell another 
sovereign the latter must aid the collection of taxes by the former. The 
OECD is promulgating (its own) newly-invented 'international standards' 
which run clean contrary to the most basic rules of international law 
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Box 9:1 

Income Taxation and Trade Wars 

It is worth recalling the effects of the US Smoot-Hawley tariff in the 1930s. 
That unilateral protectionist tariff devastated world trade and made the Great 
Depression worse. Income tax, no less than tariffs, is a tax on trade. The 
power to tax is the power to destroy. There is serious risk that the tax wars 
now emerging between major economies could end up destroying produc
tive trade and investment, disrupting supply chains, reducing productivity 
and lowering I iving standards - as wel I as tax revenues across nations. Tax 
wars are a 'negative sum game', where those indulging in a 'game of chicken' 
may end up wiping each other out as well as inflicting collateral damage on 
bystanders. 

(Panama, 2015). The only surprising thing is that so many countries have 
foolishly endorsed the OECD agenda, perhaps because most public offi
cials and politicians believe that there is money to be had for nothing. 

Serious tax policy questions for policymakers should now be apparent. 
At an economic policy level, 

> how does one thwart so-called 'corporate tax dodgers' without shoot
ing oneself in the head? Do you really want to start an international 
tax war? 

> Do you really want to suppress the benefits of global specialisation 
and international trade (Box 9:1)? 

> Do you really think that raising the cost of mobile capital is a good 
idea? If so, why do you continue to exempt or impose low tax rates 
on interest and royalty income flowing to foreigners (as almost all 
OECD countries do)? 

> Do you want to drive away foreign investors who do useful things 
such as building factories, employing your people and raising skill 
levels and wages? 

At a legal policy level, what does enforcement of world-wide residence 
or citizenship taxation ultimately require? You must find out what income 
is arising overseas to persons resident in your country. You may go further. 
You may want to try to tax the incomes of companies and trusts in third 
countries which you deem to be 'accruing' to your resident taxpayers. 
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You cannot ultimately enforce such laws unless you turn every other 
country's financial institutions, tax authorities, courts and police into 
your spies and enforcement agencies. This is what the OECD and G20 
agendas are trying to do with universal 'automatic information exchange' 
and 'mutual assistance' in tax matters. Of course, there is little that is mutual 
or involved by way of exchange when it comes to smaller countries. 

Worse, from the point of view of citizens of the larger, 'advanced' coun
tries, this necessarily inflicts damage on fundamental human rights. It 
destroys constitutional traditions built up over centuries which deny the 
unlimited power of the State to invade people's private affairs without 
judicial warrant or just cause. Sooner or later, citizens and smaller coun
tries will revolt. Just as American colonists declared 'no taxation without 
representation', maintaining the ancient idea that all taxes are granted 
by the consent of the governed, so smaller countries and their peoples 
will ask why they are expected to become unpaid tax collectors and 
enforcers for countries for the 'First World' when they and their citizens 
get no benefits from the bloated social 
welfare expenditures of European wel- If Pacific Islands like 
fare states. If Pacific Islands like Vanuatu Vanuatu have no or low 
have no or low income taxes because 
clan lands provide a social security net, 
reducing the needs for welfare expendi
tures, why should they be collecting 
taxes for other, richer, countries which 
refuse to lower income taxes by taxing 
their land values for social expenditures? 
If one collects taxes for another country, 
surely you should demand work visas, 
medical benefits and pensions from that 
country as a quid pro quo. 

It is time to return to fundamentals. 
Taxation is a sovereign act. Yes, in 

income taxes because 
clan lands provide a 
social security net, 

reducing the needs for 
welfare expenditures, 
why should they be 
collecting taxes for 

other, richer, countries 
which refuse to lower 
income taxes by taxing 

their land values for 
social expenditures? 

theo1y, a sovereign can make orders addressed to anyone in the world. But 
only his subjects and those in his jurisdiction will be concerned to obey 
them. Moreover, those of his subjects living elsewhere will be more 
concerned to obey the laws of the place they are in - when in Rome, do 
as the Romans do. 

If you are a sovereign and you want revenue, it behoves you to look 
first and last to your own territory. As Adam Smith recognised (1776: 



192 RENT UNMASKED 

V.ii.f: 848), you will have problems seeking to draw a revenue from your 
own subjects in relation to their affairs or interests overseas, as contrasted 
with taxing the value of land within your territory. 

Thinking more deeply about the nature of taxation, at the end of the 
day, all income and all expenditures out of income represent the factor 
incomes of land, labour or capital, as Adam Smith observed (1776: I.vi: 
68-71). Other incomes, such as dividends, interest or pensions are merely 
distributions out of the incomes of these three great original factor 
incomes, which Adam Smith described as rent, wages or profits. 

This basic tax intuition remains pe1fectly valid. There are only three 
things you can tax - land, labour or capital. Only one of those three 
cannot emigrate, die off, stop reproducing, go on strike, quit, wear or rust 
out, be hidden in an offshore bank account or become decrepit. The only 
time land vanishes as a tax base is when there is anarchy and no peace, 
order or public services (perhaps Somalia is an example). As Adam Smith 
remarked (1776: V.ii.e; 844), the rents of lands are uniquely due to the 
good government of the sovereign. It is therefore reasonable that a 
sovereign not only look to taxing the value of the lands augmented by 
his activities but look to taxing those lands exclusively. 

We now see the fundamental fallacy of the OECD agenda foolishly 
driving the world toward disastrous tax wars. The tax treaty system has 
been framed on the false basis that all incomes arise only from labour 
earnings or capital income. Land income is ignored as such and mis
takenly treated as a subset of capital income. True, some countries are 
concerned when they see land and resource profits going to foreigners as 
low taxed royalties, etc. But there is little they can do about it under the 
OECD international tax treaty system if the foreigner takes care to use 
the 'business profits' article skilfully or thinly capitalizes a resource 
investment, turning land income into exempt or low taxed income. The 
emerging tax wars are really about who is going to tax the incomes of mobile labour 
and capital. 

How to Prevent the Tax Wars 
The way to end the tax wars before they start doing lasting damage to 
countries' economic and legal systems is to return to strict territoriality 
- to tax land, the immobile factor of production. You can cut or abolish 
income and other taxes by switching to a simple rate on land values (that 
is, upon the value of all natural resources in their unimproved state or 
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where improvements are obsolete, for example land where buildings are 
being demolished). 

A land value tax is inherently territorial. It requires no tax treaties to 
make it effective. It requires no subordination or intimidation of foreign 
countries. 

V' It leaves productive international trade and capital investment free 
to flourish. 

V' It requires no vexatious inquisition into the private affairs of 
citizens. It is as transparent as a simple land register. 

V' Its cost of collection is cheap compared to income taxes or value 
added taxes (VAT/GST). 

V' It is unavoidable, being a clog on the title - if you do not pay, the 
land can be sold to collect the land value tax. Foreign landholders 
cannot plan around it. 

V' It requires no complex audits, no draconian subversion of the rule 
of law, reversal of the onus of proof or criminalization of commer
cial conduct. 

Only two questions are required. Who is the registered owner of this 
land and what is its unimproved value devoid of desired improvements 
made by the owner or his predecessor in title? Cadastral surveys to answer 
these two questions are much easier to do by way of mass assessment 
than to audit millions of taxpayers and their affairs onshore and offshore. 

Nor should anyone be allowed to say that land values are not enough 
to support a reasonable level of government spending. Dwyer (2003), and 
others (see Holland, 1970) demonstrate that land values are much larger 
than realized. Oil-rich States have often mainly lived off just one form of 
land revenues - their oil royalties. Of major economies, Russia in a 
curious way has renationalized oil revenues as a major part of its public 
revenues but has not reversed, through land or rent charges, other dirty 
privatizations of land and other natural resources. What would the land 
values of all the cities of Europe or the USA be worth as tax bases? 

Unfortunately, the OECD dissembles when it comes to land value 
taxes. They know that taxes on 'immobile property' (of which the only 
true example are taxes on land values) are superior to other taxes and 
have zero excess burden (Johansson, Heady, Arnold, Brys and L. Vartia 
[2008). The OECD candidly admits 'As for tax hikes, they should rely 
on the least growth-distorting instruments. Taxes on immobile bases, 
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such as property ... are less distortive than those on factor income (such 
as personal and corporate income)'. (OECD, n.d: 9). 'Where revenue hikes 
are needed, emphasis should be placed on the least distortive taxes, such 
as those on property rather than on labour and income.' (Gurria, 2010). 
An OECD researcher once confessed to the writer that though it was 
correct in theory to tax land values rather than wages or capital, the prob
lem was basically political. So the OECD and IMF still advocate polices 
of higher VAT or GST to tax workers and world-wide residence or pseudo
residence income taxation as the basis for attacking tax havens and 'tax 
dodgers'. 

This is intellectual nonsense. If you are upset that Apple or Google 
or any other foreigner is not paying income taxes in your country, 
why would you increase VAT or GST to cut corporate income taxes? By 
definition, VAT or GST exempts foreigners drawing income from your 
country and spending that income in their own countries. VAT/GST is a 
tax on local consumers. It exempts capital income by refunding tax paid 
on business purchases. It taxes human capital formation by taxing money 
spent raising children, a consideration which Adam Smith foresaw (1776: 
V.ii.k: 872-873) and which Europe should have thought about as it now 
sees demographic fiscal disaster emerging. 

By contrast, a general land value tax thus indirectly (but pervasively) 
captures the ultimate benefits of all foreign trade or investment, as labour 
and capital compete away any differential returns. What is also overlooked 
is that as Henry George remarked (1879, IX.l: 435-436) 'No man can 
keep to himself the good he may do, any more than he can keep the 
bad ... Nature laughs at a miser'. If Apple and Google make profits, they 
do so by providing services which raise productivity and real incomes. 
They save consumers and producers time and money. Even if they avoid 
local income taxes and defer US taxes by carefully using income tax treaty 
definitions of permanent establishment, source and low withholding 
rates, they cannot appropriate to themselves all of the economic surplus 
they generate. Apple or Google or any other multinational company 
trading 'with' or 'within' a country helps generate higher land values 
directly or indirectly. Its warehouses, representative offices or franchise 
stores all help generate land rents, as do the increased profits of those 
using its wares. 

> If multinationals move in and gradually bid up wages and salaries, 
what happen to residential land values? 
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> If multinationals bid for office or warehouse space what happens 
to commercial land values? 

> If local businesses become more efficient and profitable using 
imported technologies or services, what happens to land values? 

Only land values, as Adam Smith (1776), John Stuart Mill (1848-71), 
Henry George (1879) and others saw, can permanently capture and reflect 
rising differential productivity of labour or capital. 

Conclusion 
The secret of thwa1ting international tax dodgers is - don't bother. You do 
not need tol Tax land values instead. 

It is not necessary to create international tax Gestapos with financial 
institutions becoming State informants spying on their customers. There 
need be no public outrage over directors of multinational companies 
doing what they are legally bound to do as fiduciaries in maximizing 
after-tax profits for shareholders. It is not necessa1y to vilify people whose 
only 'crime' is to understand and step past silly tax laws (as Mason 
Gaffney remarked to the author in 1982: 'If one is condemned to live in 
a corrupt system, it is preferable to be a beneficiary rather than a victim'). 
It is totally unnecessary, as well as economically and politically danger
ous, for countries to embark on a round of tax wars which will be as 
damaging as a global tariff war. 

International tax competition is actually an optimizing process (Sinn 
1993: 43-44, 70), since the economically optimal rate of tax on both labour 
and capital is zero, as demonstrated by Judd (1985), Chamley (1986), Zhu 
(1992) Correia (1996), Jones, Manuelli and Rossi (1997) and Karanountias 
(2013). Models, of course, are only as good as their assumptions and a 
contrary model by Gottardi, Kajii and Nakajima (2015) implicitly assumes 
land values do not exist to be taxed. 

Instead of chasing multinationals and individuals around the world, 
just tax land values so you can cut corporate and personal income tax 
rates down towards zero. Accept that mobile or manipulable incomes will 
always flow, like water, to the lowest tax rate. But, in doing so, they 
fertilize the adjacent lands and enrich most the lands through or to which 
they flow. By employing land value taxes, which have zero excess burden 
(Feldstein, 1976), to reduce or abolish other taxes, every country can 
enhance the benefits of international trade and investment while making 
sure it is on a level to be a participant drawing from the ultimate reservoir. 
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In closing, one should pay tribute to the native and original genius of 
Henry George (1879, 1891). He saw that collection ofland rent for public 
revenue offered the elegant and congruent solution for avoiding domestic 
tax disincentives, international tax conflicts, the corruption of legal 
systems (Smith 1776, V.ii.k: 828; George, 1891: 8; Cooper, 1997) and 
destruction of citizens' natural rights, such as privacy, in the interests of 
tax collectors (OECD, 2015). 
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