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EXECUTIVE SUMMARY

In February 2013, the Organisation
for Economic Co-operation and
Development (OECD) published its
report Addressing Base Erosion and
Profit Shifting! The report is the

OECD's initial response to the mandate

it received in 2012 from some political
leaders in developed countries, which
showed concern about the problem of
tax-base erosion and profit shifting by
multinational corporations (MINCs).

In the report, the OECD acknowledges

How tax avoidance and evasion can
hamper development efforts has been
an important area of research in the
past few years. This paper contributes
to the debate by investigating the link
between tax evasion and avoidance,
profit shifting and tax havens. Our
analysis of financial and ownership
data of more than 1,500 MNCs
operating in India (which is home to
one-quarter of the world’s population
who are undernourished) shows that
in 2010 those MNCs with links to tax

that the current international tax
system has not kept pace with
developments in the business
environment, providing MNCs with

havens reported 1.5 per cent less profits.
They paid 174 per cent less in taxes per
unit of asset and 30.3 per cent less in

taxes per unit of profit than MNCs with

plenty of opportunities to exploit
legal loopholes and enjoy double non-

taxation of income (ie tax-free earnings).

The adoption of profit-shifting
strategies by MINCs is identified as
one of the main causes of base erosion.
According to the OECD, abusive tax
avoidance by MNCs raises serious
issues of fairness and compliance.

no such links.

These results strongly suggest that
MNCs with connections to tax

havens engage in profit shifting more
intensively than those with no tax
haven links. This confirms the notion
that when corporations have tax
haven links they face higher incentives
(because of the low tax rates in tax
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havens) and opportunities (because of
the secrecy provisions tax havens offer)
to shift income than other MINCs.

According to the OECD, the present
situation calls for a review of the
fundamentals of the international
tax system. Changes to the current
international tax rules should reflect
how MNCs operate today, and seek
to redress the unjust distribution of
the global tax base. MNCs should
report their profits and pay their taxes
where their economic activities and
investment are actually located,
rather than in jurisdictions where the
presence of the MINC is sometimes
fictitious and explained by the adoption
of tax-avoidance strategies.

Given the relevance of the analysis
provided by the OECD in its report,
which is supported by the findings
of our own research, we suggest that
the OECD and the United Nations
Tax Committee jointly explore to
what extent would an evolution

towards unitary taxation with profit
apportionment be more appropriate
for the taxation of MINCs and lead to a
fairer international tax system.
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1 INTRODUCTION

In recent years, the link between international taxation

and development has attracted increasing attention from
academics, development agencies and policy-makers. Two
of the major research areas, clearly interrelated, appear to be
international tax evasion and avoidance by MNCs and high
net-worth individuals, and the role played by tax havens in
both increasing the incentives for, and enabling, tax evasion
and avoidance practices.

In February 2013, the Organisation for Economic
Co-operation and Development (OECD) published its report
Addressing Base Erosion and Profit Shifting.? The report is
the OECD's initial response to the mandate it received in
2012 from some political leaders in developed countries,
which showed concern about the problem of tax base
erosion and profit shifting by MNCs.

At their meeting in June 2012, the G20 leaders explicitly
referred to ‘the need to prevent base erosion and profit
shifting” in their final declaration. This message was
reiterated at the G20 finance ministers’ meeting in
November 2012, the final communiqué of which states: ‘we
welcome the work that the OECD is undertaking into the
problem of base erosion and profit shifting and look forward
to a report about progress of the work at our next meeting’.

Also in November, the UK's Chancellor of the Exchequer,
George Osborne, and Germany's Minister of Finance,
Wolfgang Schauble, issued a joint statement (which was
backed by France’'s Economy and Finance Minister, Pierre
Moscovici) calling for coordinated action to strengthen
international tax standards and for states to back efforts by
the OECD to identify loopholes in tax laws.

US President Barack Obama voiced similar concerns in the
President’'s Framework for Business Tax Reform, which
states that ‘empirical evidence suggests that income-shifting
behaviour by multinational corporations is a significant
concern that should be addressed by tax reform’.

In its report, the OECD makes a comprehensive analysis
of the underlying causes and main consequences of the
problem of base erosion and profit shifting (BEPS). The
OECD acknowledges that the current international tax
system, characterised by inter-state tax competition, rather
than by cooperation, has not kept pace with developments
in the business environment, providing MNCs plenty of
opportunities to exploit legal loopholes and enjoy double
non-taxation of income (ie tax-free earnings).

According to the OECD, profit-shifting strategies by MNCs
raise serious issues of fairness and compliance: ‘What is at
stake is the integrity of the corporate income tax'.®

This paper continues the debate by investigating the link
between tax evasion and avoidance by MNCs and tax
havens.* Our research, based on the analysis of financial and
ownership data of almost 1,500 MNCs operating in India,
strongly suggests that MNCs with tax haven links use profit-
shifting strategies to evade and avoid taxes. As a result, the
government of India may have lost tax revenues that could
otherwise have been used to invest in human development.

Although India’s gross national income (GNI) has more
than doubled between 1995 and 2010,° the country is still
home to one-quarter of the world's population who are
undernourished,® and is far from achieving the first of the
millennium development goals (MDGs).” As the Nobel
Prize winner Amartya Sen put it: ‘there is probably no
other example in the history of the world development of
an economy growing so fast for so long with such limited
results in terms of broad-based social progress’.®

Chapter 2 of this paper briefly explores the connections
between tax evasion and avoidance, and development.
Chapter 3 explains our research goals and methodology, and
chapter 4 shows our research results. Chapter 5 concludes
and provides some suggestions for further research.
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2 HOW TAX AVOIDANCE
AND EVASION HINDER
DEVELOPMENT

Tax evasion and avoidance strategies adopted by MNCs in
developed countries have been well documented. Research
conducted by several authors® shows that MNCs use various
strategies to shift income from high-tax to low-tax countries.
Strategies include the distortion of intra-firm transfer prices,
the distortion of the corporate debt-equity structure, and the
strategic location of assets and overhead costs.”® Evidence
for developing countries is more limited however. The lack of
reliable and consistent data is often one of the most significant
constraints faced by researchers.

The current global financial recession and the associated
policies for fiscal consolidation have made tax evasion

and avoidance a prominent issue for developed countries.
However, the effects of tax avoidance and evasion are
probably more significant for developing economies. While
tax revenues in OECD countries represent around 35 per
cent of their gross domestic product (GDP), developing
countries obtain on average only 13 per cent." The low
amount of tax raised by developing countries often leads to
a situation where governments cannot obtain the financial
resources required to guarantee citizens’ access to essential
services, such as healthcare, clean water and sanitation, and
education. In addition, low tax revenues often imply the need
for governments to increase debt and aid levels, which in
turn can skew accountability towards creditors and donors.

The low level of tax revenues raised in developing countries
is caused by a number of reasons. The existence of large
informal sectors, high levels of poverty and the consequent
inability of poorer citizens to pay taxes, the abuse of

tax incentives (eg tax holidays) to attract foreign direct
investment, and tax avoidance and evasion by corporations
and individuals can be identified as the most relevant causes,
coupled with the existence of weak institutional capacity to
expand the tax base and enforce taxpayers’ compliance.

Determining the economic and social impact of each of
these factors is not an easy task to accomplish, not even at
a national level. Nonetheless, research available provides
useful insights. In relation to the losses caused by the
existence of a shadow economy, Schneider estimated that
developing countries could lose as much as US$285bn
(£188.6bn)."? As for the revenue foregone because of tax
incentives, the government of India indicated that losses
could have represented in 2011 as much as 5 per cent of
GDP.® Similar staggering figures were suggested in recent
research by ActionAid and Tax Justice Network-Africa on the
use of tax incentives in east and central Africa.'* Finally, the
OECD has stated that developing countries could be losing
three times the amount they receive in aid because of tax
evasion and avoidance through tax havens.'™

This OECD statement would justify why tax havens

have been incorporated into the analysis as one of the
fundamental elements of the systems and strategies
associated with tax evasion and avoidance practices. Two
main reasons may explain why tax havens play an important
role:

1. Tax havens offer nil or low tax rates, so they can produce
an important incentive for corporations and individuals to
shift income from high-tax jurisdictions.

2. Tax havens often offer secrecy provisions (eg banking
secrecy, lack of exchange of tax information with other
jurisdictions, disguise of beneficial ownership, etc), so
they enable tax evasion and avoidance practices, allowing
the taxpayer to remain hidden from tax authorities
elsewhere.

Both elements — low tax rates and secrecy — combine to
increase the capacity of tax havens to attract foreign capital,
which is much easier to move between countries as a

result of intensive globalisation and financial de-regulation
since the 1970s. However, secrecy jurisdictions should not
be seen as just geographical locations. Because of their
connectedness to major international financial centres, tax
havens need to be understood as a fundamental element of
a broader system and industry that supports tax evasion and
avoidance.®

One of the research avenues in past years has focused

on estimating the wealth stock deposited in tax havens’
bank accounts and its associated tax losses for developing
countries. A recent report by Tax Justice Network, for
instance, estimates that as much as US$32tn (£21.2tn) could
be held offshore.'”” The same report states that developing
countries could be losing US$189bn (£125.1bn) in associated
tax revenue every year.

The importance of and role played by tax havens in today's
world economy becomes clear by looking at some Foreign
Direct Investment (FDI) figures. According to the OECD,™
in 2010 Barbados, Bermuda and the British Virgin Islands
received more FDI (combined 5.11 per cent of global FDI)
than Germany (4.77 per cent) or Japan (3.76 per cent).
During the same year, these three jurisdictions made more
investments into the world (combined 4.54 per cent) than
Germany (4.28 per cent). On a country-by-country position,
in 2010 the British Virgin Islands were the second largest
investor into China (14 per cent) after Hong Kong, while
Mauritius is the top investor into India (24 per cent).
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Other studies have focused on the losses caused by MNCs'
tax evasion and avoidance through profit-shifting strategies.
Much of the existing research exploring the impact of tax
evasion and avoidance by MNCs on developing countries
uses trade price data,® including research conducted by
Christian Aid.?° The general idea of these studies is to
identify abnormally priced import and export transactions
through a so-called ‘price filter matrix’. In its report False
Profits: Robbing the Poor to Keep the Rich Tax-Free, Christian
Aid, using trade data available from the EU and the US,
calculated the amount of money lost by non-EU countries
into the EU and the US through trade mispricing.?" It is
estimated that during 2005-07 the capital flow through
mispricing was in the region of £229.7bn to EU countries
and £351.7bn to the US: a total of £5681.4bn from non-EU
countries to the EU and the US. As a consequence, the
overall tax loss to particularly poor countries is estimated

at US$160bn (£105.9bn). While this research approach
presents some data and methodological challenges,?? it has
been useful to illustrate how tax evasion and avoidance can
hamper development efforts.

Other recent research methodologies have also suggested
that MNCs widely engage with profit-shifting strategies.
Fuest and Riedel analysed data at firm level from a variety of
countries and concluded that a) MINCs report less profit and
pay less in tax than national companies, and b) MNCs with
links to tax havens report less profits and pay less taxes than
MNCs with no links to tax havens.?®

The importance of tax variables as determinants of foreign
direct investment has been very much debated, too.
Research conducted by the Ruding Committee Report?
shows that variables such as the market size, and the quality
of labour force and of infrastructures are some of the most
often-mentioned determinants of FDI, but tax factors have
become increasingly relevant as criteria for corporations to
choose the location of their foreign investment. In effect,
tax competition to attract FDI (often manifested in the
progressive reduction of corporate income tax rates,?® the
proliferation of tax incentives, and the increase in the number

of secrecy jurisdictions) has led to the prominence of tax-
driven investments, ie those whose main goal is precisely to
help the corporation reduce its tax bill.

The lack of capacity in most developing countries to obtain
useful information on taxpayers and counter tax evasion and
avoidance practices by some MNCs significantly contributes
to the problem. In the past, many developed countries

have adopted measures to prevent profit outflows from
their borders, such as general anti-avoidance rules, thin-
capitalisation rules, specific transfer pricing legislation, and
controlled foreign company (CFC) rules. These strategies
often focus on deterring, detecting and responding to
aggressive tax planning.?® However, these measures do

not exist in many developing countries, and where they do
exist, research on their effectiveness has not been carried
out. In the case of India, the country explored in this paper,
the government reported to have made transfer pricing
adjustments of close to US$9bn (£6bn) for fiscal year 2007-
2008,%” and the tax losses due to abusive transfer pricing in
2011-2012 were estimated at US$12.6bn (£8.3bn). Currently,
around 3,500 cases are in litigation.?®

In February 2013, the OECD launched its report Addressing
Base Erosion and Profit Shifting (BEPS),?° which clearly
identifies profit shifting by MNCs as a fundamental cause of
base erosion.

In line with the conclusions reached by the Ruding
Committee, the BEPS report acknowledges the increased
segregation between the location where actual business
activities and investment take place and the location where
profits are reported for tax purposes. More concretely, the
OECD describes how some MNCs transfer mobile activities
to where they benefit from a favourable tax treatment, thus
avoiding the payment of tax.

Within this context, identifying new research avenues to
explore the magnitude and mechanics of profit-shifting
strategies by MNCs operating in developing countries can
provide valuable information for policy-makers.
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3 INVESTIGATING THE LINKS
BETWEEN CORPORATE
PROFIT SHIFTING AND

TAX HAVENS

In our research, we seek to obtain new empirical evidence
about the links between corporate profit shifting and tax
havens. Our identification strategy, which is largely based on
Fuest and Riedel,®® builds on the notion that MNCs operating
in developing countries differ with respect to their ability
and opportunities to shift income out of their host countries.
More concretely, our hypothesis is that firms that belong

to multinational groups with tax haven links have greater
incentives and better opportunities to transfer income out of
developing countries than those MINCs without tax haven
connections. Of course, this approach requires access to
detailed information on the MNCs' financial accounts and
ownership structures.

According to previous empirical research on corporate income-
shifting activities in developed countries, and as stated above,
some MNCs use different mechanisms to transfer taxable
resources to other jurisdictions, mainly the distortion of intra-
firm trade prices and the debt-equity structure, as well as the
relocation of profitable assets (often intangible assets such
as corporate patents). To test for this type of profit shifting,
we use information on corporate pre-tax profits, corporate tax
payments and debt ratios, because profit-shifting outflows are
expected to lower the first two variables and increase the third
one. Thus, following our identification strategy, we expect
MNCs with tax haven connections to report lower pre-tax
profits per unit of assets,®' pay less in taxes per unit of assets
and per unit of profit, respectively, and hold higher fractions of
intra-firm debt than MINCs with no connections to tax havens.

As stated by Fuest and Riedel, one of the challenges of this
identification strategy is to account empirically for a potential
selection of firms with differing characteristics. Strategies

to solve this problem have been presented in earlier papers
for the developed world.®? If, after accounting for all these
issues, no differences between the considered profit-shifting
variables are found, our profit-shifting hypothesis would

be rejected. In our own research, we opted to introduce
concrete specifications in our regression model in order to
control for differences in companies’ size and sector.

Our research is based on one specific country (India) and
uses financial and ownership data compiled in Orbis, a private
database commercialised by Bureau van Dijk (company
information specialists). Orbis contains information on

108 million corporations worldwide. Data is derived from

the official balance sheets, profit and loss accounts, and
financial statements notes, and is complemented with news,
market research, and information from official bodies, stock
exchanges and private correspondence. The producer of

the data has developed a uniform format that is applied to
each entity analysed in order to address comparison issues

stemming, for example, from differences in accounting
standards across countries.

Orbis includes a number of variables that are relevant

for our analysis. Financial data includes consolidated and
unconsolidated sales, pre-tax profits, tax payments and debt.
The financial variables are recorded in US$1,000s, with the
exchange rate at each closing date of the year. Ownership
variables include country and name of all direct and indirect
shareholders, as well as of all direct and indirect subsidiaries
up to a tenth level of ownership relationship.

However, as shown in Fuest and Riedel, where research
results are based on eight Asian developing countries but
driven mainly by China, data for corporations operating in
developing countries is sometimes scarce. Some countries,
especially in Africa, are comparably poorly represented.

The possibility of obtaining a reasonable amount of data on
MNCs operating in India, coupled with the fact that India,
presents a relative low level of tax revenue as a share of GDP
—16.7 per cent®® — given its upper-middle income status,
explains why India was considered as an interesting case to
explore.

Although our research methodology is based on the one
developed by Fuest and Riedel, some important differences
need to be noted. First, we analyse data of all firms available
in Orbis, while Fuest and Riedel use only large and very large
firms in their analysis. Second, we use more recent data
from 2010 instead of pre-global financial crisis data from
2006. Finally, tax havens are defined differently: while Fuest
and Riedel define tax havens according to the OECD'’s tax
haven list,3* we define tax havens on the basis of 13 different
lists. In our research, we consider a jurisdiction a tax haven

if it is considered as such in at least seven of the 13 lists
explored.3®

In our research, we define MNCs, as opposed to national
corporations, as those firms that belong to a group

with subsidiaries in at least two different countries. We
consider an MNC to have links to tax havens, as opposed
to MNCs with no links to tax havens, when at least one
of the subsidiaries is located in a jurisdiction that has
been considered a tax haven by at least seven of the 13
lists explored, as mentioned above. According to these
definitions, we could classify firms into three different
groups: national firms, MNCs with no connections to tax
havens, and MNCs with connections to tax havens.

To avoid distortions through outliers, four companies with
a negative value of assets were deleted, and observations
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with a pre-tax profitability below -100 per cent or a pre-tax
profitability above 100 per cent were dropped, in line with
the approach taken by Fuest and Riedel.

Although 46,276 companies are registered in Orbis as
companies operating in India, a large percentage of the
registries did not contain all the information we required to
conduct our analysis. For instance, for our first ratio in our
descriptive statistical analysis, we could work with a sample
of 9,545 corporations, of which 8,020 were national and
1,525 multinational. Within the group of MNCs, 738 were
found to have links to tax havens, and 787 were not found to
be connected to tax havens.
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4 RESULTS OF OUR

RESEARCH

We first used simple descriptive statistics to compare our
two main treatment groups on a number of variables:

e profitability (defined as pre-tax profits per 100 units of
assets, and used as a proxy for the corporation’s tax
base)

e tax payments per 100 units of profits (used as a proxy
for the corporation’s effective tax rate)

e tax payments per 100 units of assets and

e debt ratio (defined as the corporation’s total debt as a
share of total assets).

Table 1 below shows our key findings on the basis of the
mean values obtained for each ratio explored, while appendix 1
shows the results including our values for standard deviations.

The results obtained thus confirm our established
hypotheses (ie they cannot be rejected). On the basis of our
sample of MNCs operating in India, we find that MNCs with
tax haven connections:

e report 1.5 per cent less profits
e pay 17.4 per cent less in taxes per unit of asset
e pay 30.3 per cent less in taxes per unit of profit

e have 11.4 per cent higher debt ratios than MNCs with
no connection to tax havens.

Our results are also consistent with those found by Fuest
and Riedel, largely driven by observations of corporations
operating in China.

Results obtained in our descriptive statistics were confirmed
in our regression model (see appendix 2), where different
specifications were established in order to control for size
and sector, two of the most relevant potential sources of
heterogeneity. Our regression model is based on a sample
that includes national companies for which data is available.

Table 1

The table in appendix 2 shows the results for nine regressions
(three per each of the variables analysed): profitability, taxes
paid per unit of assets, and taxes paid per unit of profit.

The first specification in each block of regressions
(specifications 1, 4 and 7) shows the results for a simple
ordinary least squares model that regresses the dependent
variable on two dummy variables: MNCs with connections to
tax havens and MNCs with no connections to tax havens.

Specifications 2, 5 and 8 control for sector heterogeneity.
This is done by incorporating a full set of two-digit industry
dummies, as provided by the Orbis database.

Finally, specifications 3, 6 and 9 control for corporations’
size by including the logarithm of the firm's total assets

as an additional control variable. As the parameters for
industry dummies and total assets are largely significant,
their inclusion improves the regression specifications.
Therefore, regressions 3, 6 and 9 (ie those that include all
these explanatory variables) can be considered as the most
suitable for interpretation.

In contrast with Fuest and Riedel, the results obtained
indicate that firms belonging to multinational groups report
higher pre-tax profits per total assets and pay more in taxes
than national firms, whereas the corporations with tax
haven links report lower profits and pay less in taxes than
corporations with no tax haven links. All the specifications
yield comparable results and show evidence that is
consistent with the descriptive analysis.

Why national firms in India are found to report less profits
and pay less in taxes than MNCs would require further
research. However, it needs to be noted that profit shifting
by domestic companies in India that try to benefit from the
tax incentives offered in special economic zones (SEZ) has
been identified as a problem by the Indian tax revenues
authorities and researchers.%¢

Profits reported per 787

100 units of assets

Taxes paid per 100 722 2.3 685
units of assets
Taxes paid per 100 714 24.1 683
units of profits
Debt ratio 544 21.9 615

1.5%
1.8 17.4%
16.8 30.3%
24.4 11.4%
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5 CONCLUSION AND
RECOMMENDATIONS

Our findings strongly suggest that MNCs with connections
to tax havens engage in profit shifting more intensively than
those MNCs with no tax haven links. This confirms the
notion that when corporations have tax haven links they face
higher incentives (because of the low tax rates in tax havens)
and opportunities (because of the secrecy provisions tax
havens offer) to shift income than corporations that do not
have any tax haven links.

It needs to be noted that reasons different to profit shifting
and more generally aggressive tax planning may have

also influenced our results, for example the impact of tax
incentives or the effects of the existence of Advanced
Pricing Agreements (APAs), but it seems to be very unlikely
that these factors alone explain the significant differences
observed between the groups of MNCs.

Our results are aligned with the analysis made by the OECD
in its recent report.®” Our research indicates that profit
shifting to low tax jurisdictions could be a major cause for
base erosion in India. The findings also suggest that the
current transfer pricing rules and counter measures (at least
those adopted by the government of India) might not be
effective to tackle tax evasion caused by corporate’s profit
shifting.

Profit shifting by MNCs can significantly reduce the tax
revenues raised by governments. In countries where taxes
raised as a percentage of GDP are very low, the revenue
foregone can seriously undermine efforts to tackle poverty
and invest in human development.

As the OECD states, the current international tax system has
not kept pace with the business environment. One of the
key problems relates to the fact that the different separate
legal entities that form an MNC are still treated from a

tax perspective as if they were independent. However,
reality shows that these different legal entities follow an
overall business strategy, and their managing and reporting
structures have links that clearly go beyond the national
boundaries.

According to the OECD, this situation calls for a ‘review of
the fundamentals of the current international tax system’.

In our view, any changes to the current international tax rules
should seek to:

e Redress the unjust distribution of the global tax base.
Each country should be able to tax a fair share of the
profits earned by MNCs operating in its territory.

e Treat MNCs as what they really are: complex
structures that are bound together by centralised
management, functional integration, and economies
of scale.

e Ensure MNCs pay their taxes where their economic
activities and investment are really located, rather
than in jurisdictions where the presence of the MNC is
sometimes fictitious and explained by tax avoidance
strategies.

Many authors support the evolution towards a unitary
approach for the taxation of MNCs. Given the relevance

of the analysis provided by the OECD in its BEPS report,®
which is supported by the findings of our own research,
we suggest that the OECD and the United Nations Tax
Committee jointly explore to what extent an evolution
towards unitary taxation with profit apportionment would
be more appropriate for the taxation of MNCs and lead to a
fairer international tax system.

Unitary taxation would not be a perfect system, so there
are a number of areas that would require further research,
such as what constitutes a unitary business, how to define
an MNC's global tax base, finding formulas that fairly split
profits among the different jurisdictions where the company
operates, and how to adapt the system to the nature of
different sectors, for example the extractive industries.

However, a unitary approach to the taxation of MNCs could
better reflect how MNCs operate today. It could also lead

to a more transparent and easy-to-administer system.

Under unitary taxation of MNCs, artificial profit-shifting to
companies based in tax havens, often with no real economic
activity, would become pointless.
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APPENDIX 1

MNCs without links to tax havens 787 1,223,353.1 5,968,631.2
MNCs with links to tax havens 738 3,606,718.5 19,370,857.0
MNCs without links to tax havens 787 6.6 1.1

MNCs with links to tax havens 738 6.5 11.3

MNCs without links to tax havens 722 2.3 2.6

MNCs with links to tax havens 685 1.9 2.7

MNCs without links to tax havens 714 241 52.4

MNCs with links to tax havens 683 16.8 142.4

MNCs without links to tax havens 544 21.9 22.3
MNCs with links to tax havens 615 24 .4 21.2
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APPENDIX 2

Dependent Profitability Profitability Profitability Tax per Tax per Tax per Tax per Tax per Tax per

variable: assets assets assets profits profits profits
MNCs with 4.104%** 3.608%** 1.905%** 1.087*** 0.851%*** 0.724%** 19.31 31.49 26.84
no tax haven
links

(0) (6.7e-11) (0.000734) (0) (1.98e-09) (6.27e-07) (0.558) (0.352) (0.443)
MNCs with 3.952*** 3.443%** 0.806 0.671%** 0.4471%** 0.247 10.26 23.54 16.30
tax haven
links

(0) (1.17e-09)  (0.178) (2.44e-06) (0.00253)  (0.109) (0.760) (0.498) (0.662)
Total assets 0.721%** 0.0572*** 2.332
(log, 2010)

(0) (0.000132) (0.597)

Industry No Yes Yes No Yes Yes No Yes Yes
NACE
dummies
included
Number of 9,545 9,466 9,466 9,212 9,135 9,135 7,988 7,916 7,916
observations
p-value in
parentheses
**¥ n<0.01,
** p<0.05, *
p<0.1

Appendix 2 shows the results for nine regressions, three per each of the variables analysed: profitability, taxes paid per unit of assets and taxes
paid per unit of profit. The first specification in each block of regressions (specifications 1, 4 and 7) shows the results for a simple ordinary least
squares model that regresses the dependent variable on two dummy variables: MNCs with connections to tax havens and MNCs with no
connections to tax havens. Specifications 2, 5 and 8 control for sector heterogeneity. This is done by incorporating a full set of two-digit industry
dummies, as provided by the Orbis database. Finally, specifications 3, 6 and 9 control for corporations’ size by including the logarithm of the
firm's total assets as an additional control variable. As the parameters for industry dummies and total assets are largely significant, their inclusion
improves the regression specifications. Therefore, regressions 3, 6 and 9 (ie those that include all these explanatory variables) can be considered
as the most suitable for interpretation.
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