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Many people have found themselves losing out in recent years,
while a handful of others have grown extraordinarily rich. The
economic crisis and the austerity policies that followed combined
with the failure of liberal promises of globalisation have left mil-
lions of people behind. At the same time, tax avoidance by the
few — estimated to represent a revenue loss of €50 billion to €70
billion for the EU alone (EPRS, 2015), while Africa is estimated to
lose about $50 billion a year due to lllicit financial flows (UNECA,
2015) — has rendered governments incapable of raising sufficient
revenue for social expenditure, condemning them to pursue an
Americanisation of the welfare model, only fit for those in most
need. These developments have brought growing inequalities
and the concentration of wealth in the hands of the top earners,
giving rise to a sense of injustice and unfairness amongst a large
part of the population worldwide.

Furthermore, the fact that countries globally seem unable
to manage the influx of refugees from unstable and conflicted
regions has created a sense of insecurity among populations.
Because citizens are not being given satisfactory answers or de-
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cent prospects for the future, they have been turning their anger
against the political system. Indeed, the EU Global Strategy on the
European Union’s Foreign and Security Policy (EUGS) published
in June 2016 refers to a period of ‘existential crisis’, in which the
world is becoming more complex, connected and contested. This
is being abused by racist or xenophobic parties taking advantage
of the situation to gain electoral support, resulting in hardening
public attitudes towards particular groups and fostering protec-
tionist measures. In this context, the European project has be-
come the target of criticism and attacks from Eurosceptic forces.
Europe urgently needs a new, transformative narrative that will
help achieve social progress and prosperity, and reinforce social
cohesion among EU citizens.

In this context, the 2030 Agenda for Sustainable Develop-
ment, to which World's leaders have committed to at the UN
Summit in September 2015, offers a transformational and uni-
versal vision of the world’s future and provides for tangible ob-
jectives to overcome today’s challenges, thanks to its holistic
approach. By embedding the four dimensions of sustainabil-
ity, namely economic, social, environmental and governance,
it opens a new opportunity for the EU to play a leading role in
reorienting policies and strategies in an integrated and com-
prehensive manner. In the communication on ‘the Next Steps
for a Sustainable European Future’, the European Commission
(2016, p. 3) considers that the EU should be fully committed
'to be a frontrunner in implementing the 2030 Agenda and
the SDGs [...]." It also recognises the importance of coherence
across all EU policies and the need to build new partnerships,
new forms of connection with citizens, civil society, organisa-
tions and business (European Commission, 2016, p. 17). In-
deed, the Agenda for Sustainable Development entails a com-
mon journey in which actors from different sectors must work
and share energy together.
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However, fears that the EU will not be able to live up to its com-
mitment have been shared. In particular, some are worried that the
EU’s external action vision remains too much rooted in pursuing
economic growth and security instead of promoting a qualitative
shift in the course of globalisation. What should matter for the
EU is to join forces and to take concrete steps to achieve social
cohesion, inclusion, fairness and sustainability both internally and
externally, particularly in this time of growing populism.

Although development cooperation has achieved significant
progress in the last 15 years, there are also new threats, such
as growing youth unemployment, increasing inequality, environ-
mental challenges and migration, among others. European de-
velopment aid is becoming increasingly influenced by the EU s
security interests. Furthermore, there is a lack of a clear sense of
complementarity between the EU and Member States as regards
development cooperation. These concerns are gaining major
importance in the context of Brexit, where the EU’s aid budget
might decrease by about 15%. It seems clear that we have a dif-
ferent set of priorities and challenges than in the past, but the EU
has the challenge of defending the role of development policy,
which is first and foremost to fight poverty to tackle the root
causes of global challenges like migration and instability.

Against this background, the Foundation for European Pro-
gressive Studies (FEPS), the Group of the Progressive Alliance of
Socialists & Democrats in the European Parliament (S&D) and
SOLIDAR have joined forces to set up the Progressive Lab for
Sustainable Development (PLSD). One of the main objectives of
this initiative is to bring together policy and academic expertise
while at the same time connecting and stimulating young re-
searchers. On the other hand, it aims to open a reflection on the
role of the EU in embedding the 2030 Agenda into its domestic
and external policies as a way to achieve a sustainable develop-
ment model.
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In particular, this edited volume is intended as a contribution
to the move towards a sustainable development model, through
the input of nine young researchers looking at measures the EU
could take in the areas of social justice, economics and education.
These nine papers have been developed under the supervision of
a high level scientific Advisory Board consisting of Mr. Roberto
Bissio (Executive Director of the Instituto del Tercer Mundo), H.E.
Carles Casajuana (Writer), Prof. Koen De Feyter (Professor of Inter-
national Law at the University of Antwerp, PILC and the University
of Maastricht), Prof. Stephany Griffith-Jones (Financial Markets
Director at the Initiative for Policy Dialogue (IPD) and Associate
Fellow at ODI), Prof. Lelio lapadre (Professor of Economics at the
University of Aquila), Dr. Markus Loewe (Senior researcher at the
German Development Institute), Ms. Fabiana Maglio (Education
Specialist), Dr. Annalisa Prizzon (Research Fellow within CAPE),
Prof. Liliana Rodrigues (Professor, Researcher and MEP) and Dr.
Sahar T. Rad (Political economist).

Through this publication, FEPS, the S&D group and SOLIDAR
hope to spur innovative thinking by connecting academic and
policy knowledge and to enrich the debate around the achieve-
ment of the 2030 Agenda and the role of the EU in this endeav-
our.

10
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TRANSFORMING OUR WORLD,
ACHIEVING A SUSTAINABLE
DEVELOPMENT MODEL - THE 2030
AGENDA AND THE EU

With contributions by ROBERTO BISSIO, CARLES
CASAJUANA, KOEN DE FEYTER, LELIO IAPADRE,

MARKUS LOEWE, FABIANA MAGLIO, ANNALISA PRIZZON,
LILIANA RODRIGUES AND SAHAR T. RAD

1. Contextual background

The 2030 Agenda for Sustainable Development sets out the
framework for achieving sustainable development by 2030, re-
ducing inequalities everywhere and eradicating poverty. A new
feature of this Agenda is its universality. It applies to all countries
at all levels of development, while taking into account their dif-
ferent capacities and circumstances.

Implementation will be driven by a new Global Partnership
characterised by shared responsibility, mutual accountability, and
engagement by all. The Means of Implementation for the new
Agenda are outlined in the SDGs and the Addis Ababa Action
Agenda, agreed in July 2015. Its implementation will require
action at national, regional and global level, mobilising govern-
ments and stakeholders including citizens, civil society, the pri-
vate sector and academia, at all levels.

Following the adoption of the 2030 Agenda - formally
adopted by the international community at a dedicated UN
Summit on 25th September 2015 - and its 17 Sustainable De-
velopment Goals (SDGs), the European Union (EU) committed
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itself to a transformative programme, which could potentially
turn the current unsustainable ‘growth-at-any-cost’ economic
model into a sustainable one based on the recognition of, and
the respect for, planetary boundaries and the clear supremacy
of human rights over the economic privileges of vested interest
groups .

This will require measures and policies that tackle the current
major global challenges. Some of these global challenges are be-
ing addressed in this book, including:

* Growing inequalities

The full realisation of the human rights approach that is at the
heart of the 2030 Agenda requires a massive reduction in in-
equalities both between and within countries (SDG 10), aiming
to ensure that no one is left behind. The EU should insist that
attention to reducing inequalities is an inherent element in all the
policies related to the implementation of the SDGs. The focus on
inequality complements the reiterated goal of the eradication of
extreme poverty, as inequality has been on the rise within most
countries over the past decades. However, better inequality indi-
cators still need to be agreed.

A more dynamic and all-encompassing approach to the is-
sue of inequality is urgent. Inequality has severe repercussions
for health, well-being and social cohesion. It promotes status
competition and consumerism, and it increases violence. By not
addressing inequalities, any efforts at poverty reduction and eco-
nomic growth will be hampered. As such, it is important for the
EU to emphasise, in its policies and projects, the significance of
reducing not only social inequalities, but also income and wealth
differences within and between countries. In this regard, the con-
tinuation and expansion of the EU initiatives, aimed at for exam-
ple financial regulation and preventing illicit financial outflows,
are essential.

16
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* Biased trade and investment strategies and growing cor-
porate power over public authorities
A universal, rules-based, open, non-discriminatory, fair and eg-
uitable multilateral trading system can help promote inclusive
economic development. Nevertheless, it is essential to reconcile
trade policy and development cooperation objectives with a view
to achieving policy coherence for sustainable development, as
well as the promotion and the protection of human rights.
Economic and financial globalisation have produced a gradu-
al expansion in the rights of corporations. Business entities have
gained the right to establish themselves in most countries of the
world through investment agreements (bilateral and regional).
One result is that they give corporations the right to sue govern-
ments (without the governments being able to reciprocate). They
can be used to define health or environmental regulations as
‘expropriations’, thereby putting corporate privileges above hu-
man rights. Several countries are starting to revise those treaties.
Investor-state disputes in private arbitration panels have been
considered illegal and contrary to human rights by many experts.
The EU should not undermine such efforts and it should start to
think of alternative ways of balancing investor guarantees with
human rights.

e The funding of development cooperation and aid effec-
tiveness is at stake
Though already funding well below the internationally agreed
0.7% GNI (Gross National Income) development cooperation tar-
get, in recent years a number of EU Members States have cut
their development cooperation budgets (Barbiére and Jacobsen,
2015). In May 2015, Finland’s new centre right government
surprisingly budgeted to cut its Official Development Assist-
ance (ODA) by 43% (i.e. €300 million). In the same year, the
new Danish liberal-conservative coalition decided to cut its ODA

PROGRESSIVE LAB FOR SUSTAINABLE DEVELOPMENT: 17
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from 0.87% to 0.7% of GNI. The Netherlands aims to reduce its
development aid from 0.81% in 2020 to 0.55% of GNI by 2017
(Fic, Kennan and te Velde, 2014; OECD, 2016). Finally, countries
worst-affected by the 2008 financial crisis such as Italy, Greece,
Portugal and Spain, ‘all allocate less than 0.2% of their GNI to de-
velopment aid’ (Barbiére and Jacobsen, 2015). Such a reduction
in ODA will have serious consequences for developing countries,
in particular on the Least Developed Countries (LDCs), which are
the poorest and weakest segment of the international commu-
nity.

At the same time, the involvement of the private sector in
development cooperation should not put at stake the aid ef-
fectiveness principles that have been ‘recognised and accepted
by all those involved in development co-operation, from donor
and recipient country governments to providers of south-south
cooperation, international organisations, civil society, parliamen-
tarians and local government’ (OECD, 2012). As highlighted by
the Busan Partnership for Effective Development Cooperation,
these principles are: ‘1) Ownership of development priorities by
developing counties: Countries should define the development
model that they want to implement; 2) A focus on results: Having
a sustainable impact should be the driving force behind invest-
ments and efforts in development policy making; 3) Partnerships
for development: Development depends on the participation of
all actors, and recognises the diversity and complementarity of
their functions; 4) Transparency and shared responsibility: Devel-
opment cooperation must be transparent and accountable to all
citizens’ (OECD, 2012).

* lllicit financial flows

Many developing countries are vulnerable to corruption, tax eva-
sion and tax avoidance, as well as losses in other illegal capital
flows. The problem needs to be recognised and dealt with at

18
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national, regional and global levels by building stable and fair
tax systems. The International Covenant on Economic, Social and
Cultural Rights (ICESCR) imposes on all states the duty to “take
steps [...] to the maximum of its available resources, with a view
to achieving progressively the full realisation of the rights rec-
ognised in the present Covenant by all appropriate means” (UN
General Assembly , 1966, article 2). This duty is not complied
with when the “available resources” are substantially diminished
because of the massive illegal transfer of resources to secret ju-
risdictions. The Report of the High Level Panel on lllicit Financial
Flows from Africa concluded in 2015 that 50 billion dollars leave
the continent illegally every year, double the total ODA received
by Africa (UNECA, 2015, p. 13). Contrary to public perception,
the bulk of these illicit flows do not originate in corrupt govern-
ment figures, smugglers of arms or diamonds or drug traffic (all
of which obviously exist) but in transfers originated from the ac-
tivities of legally established corporations, particularly, but not ex-
clusively, in the extractive sector (mining). Since then, the scandal
revealed by the Panama Papers and others have demonstrated
that the secret offshore economy and the race to the bottom in
tax policies (in an attempt to attract investors) not only hurt de-
veloping countries but also hurt the developed countries as well.

2. Walking the talk: The EU’s contribution to
a sustainable development model

After the financial crisis of 2008, with its aftermath of either re-
cession or stagnation, those global challenges are not only rel-
evant for developing countries, they are at the top of the interna-
tional agenda and the concerns of citizens everywhere. The very
future of the European Union is at risk as the continuation of
“business as usual” pushes those left behind to support narrow,
nationalistic, authoritarian alternatives.

PROGRESSIVE LAB FOR SUSTAINABLE DEVELOPMENT: 19
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The 2030 Agenda represents a window of opportunity for the
European Union to regain its lost legitimacy and social cohesion
among European citizens and Member States. In the first place,
the 2030 Agenda offers the EU the chance to bring together
its Member States around a united objective in which People,
Prosperity, Planet, Peace and Partnership are put at the core. It is
indeed in everyone's interest to overlook differences and achieve
agreement on common issues such as social justice, social wel-
fare and environmental protection. If EU Member States fail to
cooperate in a timely and efficient manner on joint goals, they
will soon become marginalised in the interplay between the US,
Russia and China in all policy fields - trade, climate protection,
poverty reduction and the promotion of democracy.

There are many areas in which the EU could redirect its strate-
gies and policies in such a way that it achieves sustainable devel-
opment while simultaneously reinforcing the European Project.
The four dimensions of economic, social and environmental as-
pects of development, as well as good governance, are closely
inter-related and sustainability depends on this interconnection.
The EU could therefore unite its forces around these four dimen-
sions.

The purpose of this volume is to offer a non-comprehensive
selection of case studies offering ideas for EU innovative strat-
egies and policies to move towards a sustainable development
model. The book is divided into two main sections: 1) “Towards
alternative fiscal and economic policies” looks at how the current
economic, fiscal, environmental and trade policies and partner-
ships should be reshaped to ensure decent work and respect for
labour, social and environmental rights; 2) “Towards equality of
opportunity and access to quality education” looks more closely
at policies aimed at enhancing people’s capabilities, empower-
ment and participation through access to education, integration
and equality of opportunity.

20
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The new 2030 Agenda adds a new emphasis on reducing in-
equalities within and among countries to the traditional develop-
ment goals of poverty eradication, changing unsustainable pro-
duction and consumption patterns and promoting justice (from
gender and climate justice to accessible court systems to protect
human rights). The private sector is being convened, together
with governments, civil society and international institutions, to
contribute to the implementation of the 2030 Agenda. For that
to be possible, many current practices, ranging from the under-
mining of tax systems to the promotion of informal economies,
need to change. In the first chapter, Leila Adim’s paper ventures
into this largely unchartered territory, with in-depth analysis of
the current situation and concrete policy proposals for the Eu-
ropean Union to implement. The paper’s innovative approach
challenges the traditional thinking that multinational corpora-
tions necessarily increase living standards in developing countries
and help formalise their economies. Instead, the article shows
that multinational corporations’ abusive practices are at the heart
of their strategy, seeking profit maximisation and a reduction of
costs at the expense of the population and the state economy,
and it denounces these multinationals. The author focuses on
two indirect consequences of multinational corporations’ abu-
sive practices: the corporate tax abuse and the abusive use of an
informal labour force. In particular, the article highlights human
rights violations that such practices perpetuate and the unfair
situations they give rise to.

Thesecond article by Alexander Krenek and Margit Schratzen-
staller is based on the notion that the mobilisation of additional
funds should be as efficient as possible, but they should also con-
tribute to a reduction in income inequality. Indeed, increased do-
mestic resource mobilisation is a key prerequisite for all countries
to become more active in the fight against poverty, inequality
and climate change. Most countries globally suffer chronically
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from government budget deficits. Any additional spending on
education, income redistribution, greener modes of production
or consumption therefore depends on the availability of addi-
tional funds. Therefore, the authors suggest the introduction
of an EU-wide wealth tax, as a potential sustainability-oriented
tax-based own resource to fund the EU budget. This tax would
naturally be highly progressive in terms of income redistribution.
However, Krenek and Schratzenstaller argue that a wealth tax
can be even more efficient than a tax on capital income because
it is independent of the rate of return of the capital invested. It
forces investors to look for higher rates of return, which tend to
be more productive so they create more jobs.

With the 2030 Agenda for Sustainable Development and na-
tional development strategies, the pressure for an increase in fi-
nancial resources to achieve the related goals and targets is even
higher. As a result, resource-constrained governments in both
advanced and developing economies have increasingly tapped
into an array of Public-Private Partnership (PPP) mechanisms for
projects that would not have otherwise been implemented due
to lack of funding and technical expertise. However, PPP-fund-
ed projects are often perceived as a vehicle for the privatisation
of public assets, with political stakeholders starting to demand
improved social standards in PPP contracts. In her article, Laura
Panades-Estruch proposes a ‘reinforced social clause’ in EU pro-
curement policy as a solution to such concerns. It would also
be a tool for the EU to protect rights at work and extend social
protection, two main pillars of the decent work agenda. This is
also in line with SDG 8 which says that all countries are now
committed to the promotion of ‘productive employment and
decent work’. Drawing lessons from a similar social clause first
introduced by the WTO in trade agreements, the article recom-
mends that EU procurement policy includes additional awards
criteria on quality. The author articulates why a 'reinforced so-
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cial clause’ in public-private partnerships is a more cost-effective
and politically accountable alternative that has lower transaction
costs than either public provision, privatisation or public-social-
private partnerships. Estruch’s analysis does not only offer policy
recommendations for EU policy makers to raise labour standards
in PPP contracts, it also outlines a feasible 'how-to’ action plan to
translate the reinforced social clause’ into EU law.

In line with the objective of ensuring better protection for la-
bour rights in the above paper, Yentyl Williams's article outlines
an interesting analysis of social and labour standards in Economic
Partnership Agreements with the African, Caribbean and Pacific
(ACP) group of states, aimed at assessing their consistency with
the Cotonou framework and its prospective evolution. Focusing
on three African regions — the Southern African Development
Community (SADC), the East African Community (EAC) and the
Economic Community of West African States (ECOWAS) — the
article provides a first insight into the trade-labour nexus in their
most recent Economic Partnership Agreements (EPAs) with the
EU. The author proposes an empirical investigation based on the
comparison of legal texts, enriched with participatory observa-
tion in EU-ACP stakeholder meetings. Did African negotiators
conclude EPA-light agreements which reflect their priorities by
departing from labour provisions outlined in Cotonou, or did Af-
rican EPA negotiators lose out by not carrying forward the labour
(and social) provisions already included in the Cotonou Agree-
ment into the EPAs? These are the questions Williams tries to
address in her paper.

Beyond its social aspects, sustainable development also im-
plies the consideration and integration of the economic and en-
vironmental aspects of each implemented policy. Although many
argue that development is only possible through industrialisation
accompanied by the extraction of human and natural resources
as it was experienced by the so-called developed countries, the
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contribution by Diana Hanry-Knop challenges this vision by pre-
senting a case of successful development in which people’s well-
being and environmental considerations are in the foreground.
Costa Rica indeed provides an excellent role model for imple-
menting sustainable resource management and energy transition
towards renewable energy sources, in a process where citizens’
involvement has been simultaneously ensured. Such policies
could provide ample insight into the EU’s domestic and interna-
tional policies in these fields. In particular, the paper highlights
where the EU could engage with, and learn from, the successful
experiences of sustainable development in developing countries.

The second part of the book looks into approaches, meas-
ures and policies that are needed to empower people, fight in-
equalities, facilitate inclusion and ensure access to education for
all. The article by Sylvain Aubry and Zizipho Zondani critically
explores the impact of private schools on the access to educa-
tion of primary school-aged children in developing countries and
acknowledges its complexity. The 2030 Agenda for Sustainable
Development renewed the commitment to ensure access to eq-
uitable and quality education for all boys and girls as strongly
expressed in SDG 4, envisaging a world of universal respect for
human rights and dignity, where no child would be left behind.
The responsibility of governments to ensure the right to quality
public education, and the rapid growth of private schools in the
developing world, has attracted considerable critical discussion
recently. Will we ever succeed in achieving our ambitious vision
of leaving no-one behind if education will not always be free, es-
pecially at the point of access? Does private education provision
always fill a void created by state failure, or does it instead cause
segregation and exacerbate existing socio-economic inequalities?
According to the available literature, the evidence as to whether
or not private schools provide a better quality of education is
questionable, especially in the long run. The article published
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here presents a rigorous review of the evidence of the impact of
education privatisation in developing countries and on the role
of donors in supporting this phenomenon, using the UK as an
example. It investigates the topic through an ad hoc theoreti-
cal framework, which encompasses both SDG commitments and
human rights obligations. Last but not least, it gives a serious
pause for thought to the EU to strongly defend education as
a public good and not as a commodity. The article emphasises
the opportunity for the EU to stand out as a role model in the
financing of education, by supporting further exploration of in-
novative sources. The concluding section highlights the urgent
need for regulation of the private sector as well as a cautious EU
monitoring role in international fora. This would ensure that the
support for private schools will not deviate from the overall goal
of developing the capacity of national education systems.

While the article mentioned above looks at privatisation in
general, the article by Antoni Verger and Mauro Moschetti fo-
cuses on one particular form of non-State provision: the public-
private partnership in education. By looking at the interaction
between the private and the public, this article shows both sides
of the issue. Set up as an innovative policy approach to provid-
ing education, especially in developing countries, the authors
observe that public-private partnerships in fact face conceptual
and practical challenges and limitations. Through their article,
they aim to shed light on the concept of public-private partner-
ships and their implications in the field of education. Based on
a 'review-scoping’ approach, they assess the impact of public-
private partnerships based on indicators such as equality and
developed skills. This implicitly demonstrates that performance
cannot be reduced to financial analyses only, but it should take
the quality of learning, teachers, equity and other educational
dimensions into consideration. Although acknowledging the
fact that Public-Private Partnership may take education to areas
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where public provision is insufficient or non-existent, in the end
they propose exploring partnership frameworks other than those
involving education privatisation and marketisation. This should
promote capacity building in the state sector without generating
dependence on the private sector.

Beyond the provision of quality education, the following
article by Juhar Yasin Abamosa looks at another important
problem, namely access to education for refugees in host coun-
tries. Indeed, the world is experiencing significant human mo-
bility, part of which is driven by people having been forced to
leave their home country. When they reach their host countries,
refugees need to access information and acquire new skills to
reconstruct their lives and integrate themselves into their new
society. As part of their reconstruction, education matters con-
siderably. Not only is education the best tool for developing
skills and improving their full potential opportunities, it is also
an important driver of equality and economic growth - hence
their escape from poverty. Unfortunately, access to education
for refugees and migrants is often very difficult due to the pres-
ence of several barriers. These barriers may be even stronger
when it comes to accessing higher education. The article ad-
dresses this issue by exploring the main challenges the refu-
gees face in their trajectories into higher education in their new
countries. Based on a literature review, the author highlights
the benefits of accessing higher education for both the refugees
as well as for host countries. In addition, drawing his analysis
from real experiences and cases, the author is able to identify six
challenges to refugee’s access to higher education, namely lack
of information, poor language skills, the difficulty of getting
foreign qualifications recognised, discrimination, long waiting
times at the camps, and the lack of a flexible curriculum. Ac-
cordingly, counter measures are recommended to overcome the
problems and help refugees realise their full development.
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Finally, is inequality always an obstacle to fair and sustainable
economic growth or can it also have a positive impact? Is equity
a pre-condition for growth? These questions have haunted econ-
omists for a long time. They are still fiercely debated. Some think
inequality is an inevitable component of growth, not the lesser
of two evils but a necessary evil. Others see it as an obstacle to
growth. Juan Gabriel Rodriguez contributes to this debate with
an insightful proposition: not all inequality is bad. Some forms of
it, like some forms of cholesterol in the human body, are good for
the economy, or at least impossible to avoid as part of human na-
ture. He distinguishes between inequality of opportunity and in-
equality of effort. Inequality of opportunity is always an obstacle
to economic growth and must be eradicated. A level playing field
is the best launching pad for economic growth. Inequality of ef-
fort is intrinsic to human nature. Combatting it through redistri-
bution policies can dis-incentivise the best and therefore become
an obstacle to economic growth. Some people are prepared to
put in more effort than others: they must be encouraged and
supported, because they will end up generating opportunities
for everyone around them. Policy makers must ensure that all
resources used to combat inequality have a positive impact on
growth. For this reason, the distinction between inequality of op-
portunity and inequality of effort is extremely useful, as it clarifies
those inequalities which must be eradicated and those which can
be disregarded. It also helps to maximise the growth-inducing
effects of inequality eradication both in Europe and in develop-
ing countries.

Since the adoption of the 2030 Agenda in September 2015,
the EU still has to develop a comprehensive EU Sustainable Devel-
opment Implementation Strategy with a timeline of 2030 that will
enable the achievement of Sustainable Development both within
the EU and externally over the next 15-year period. This Strategy
should incorporate both internally and externally-focused EU pol-
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icies and actions, as well as the external impact of those policies
on third countries. The European Commission’s Communication
of November 2016 on ‘sustainable European future: European
action for sustainability’ (COM (2016) 739 final), is a long way
off providing clear guidance on how the EU will move towards
a more sustainable development model.

We hope the articles selected for this collective book will pro-
vide some ideas to help this process.

It is time for the EU to move from vision to action.

We thank our colleagues from FEPS, the S&D group and SOLI-
DAR who were supportive and helpful all the way throughout
the development of the Progressive Lab for Sustainable Develop-
ment. In particular, we would like to thank Maurice Claassens
(SOLIDAR), loannis Dalmas (the S&D group), Jennifer Dunsomore
(the S&D group), Silvia Gonzéles del Pino (the S&D group) and
Radostina Mutafchieva (the S&D group), who provided support,
insight and expertise that greatly enriched this joint initiative.
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If the objectives of the 2030 Agenda for Sustainable
Development are to be achieved, greater commitment is
needed to single out and eliminate the systemic obstacles
to inclusive growth and equality within and among
countries. Hence, increasing attention should be paid
to certain corporate business strategies that are creating
mismatches in the global economy and hampering
the improvement of the living conditions of millions of
people all over the world. In fact, many multinational
corporations systematically resort to abusive practices in
order to maximise profits and minimise costs, causing
direct and indirect damage to the population, especially in
developing countries. These practices involve irresponsible
exploitation of the territory, intentional negligence of
basic safety standards and codes of conduct, as well as
tax abuses and the use of informal labour. These last two
abusive practices are rarely addressed in the analyses of
the negative impact that corporate business strategies
have on local populations, and due to the complexity of
the schemes through which they are implemented, such
practices cannot easily be countered. For this reason,
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a country-by-country approach to the issue is necessary
in order to stop the abuse. In this regard, the European
Union (EU) has the ability and the power to demand
information and more transparency from the multinational
corporations operating within its borders and can actively
contribute to fostering sustainable development.

1. Introduction

Sustainable Development Goals (SDGs) 8 and 10 of "Transform-
ing our world: the 2030 Agenda for Sustainable Development’,
specifically address the urgency of promoting inclusive growth
and equality within and among countries. The initiative, wide-
ly supported by the EU’s Development Cooperation Policy, the
Agenda for Change, raises awareness of the need to overcome
those obstacles which hinder the development of many countries
and hamper improvements in people’s living conditions. Such
obstacles mean that the provision of financial aid and implemen-
tation of social programmes may not lead to the effective fulfil-
ment of such objectives, hence more attention must be paid to
tackling the systemic causes of the existing economic and social
disparities.

The barriers to access to the global market and its low level
of regulation are probably the main ‘economic’ reasons why in-
clusive growth is not part of the globalisation process (Rosembuj,
2013; Sepulveda Carmona, 2003). The global economy is, in fact,
pervaded by inequality spirals arising from the behaviour of pow-
erful economic players who dominate the market and use their
expertise and resources to lobby states, bend rules and take ad-
vantage of regulatory loopholes (IBAHRI, 2013; Sen, 1998). The
inefficiency of a global market which is detrimental to the weak-
est stakeholders and whose benefits are mainly shared among
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a few powerful corporations is not only a cause for concern in
economic terms. In addition to the negative consequences that
global mismatches have on the economic growth of many coun-
tries, there is also the harmful impact that corporate abuses have
on the individual (CHRGJ NYU School of Law, 2008).

Abusive corporate practices, which involve noncompliance
with fundamental labour and environmental protection stand-
ards as well as aggressive tax and financial planning, are copi-
ously used by some multinational corporations (MNGCs) in the
ambit of their 'race-to-the-bottom’ business strategies. Accord-
ingly, in order to maximise profits, MNCs intentionally avoid le-
gal or moral obligations which imply evaluable costs and turn
savings made into corporate benefits with no concern for the
deleterious effects that these strategies may ultimately have on
the population. This form of cost-cutting may damage people
directly, when business strategies have the effect of worsening
individuals' living conditions, and/or indirectly if, by reducing the
available domestic resources, they limit states’ ability to provide
for citizens’ needs.

Direct and indirect damages caused by MNCs will be ad-
dressed in depth in the next chapters in order to include cor-
porate abuses among the systemic causes hindering inclusive
growth and equality within and among countries and, above
all, to determine how their eradication may contribute to the
achievement of worldwide sustainable development.

With a view to finding instruments to counter MNCs' abu-
sive practices and, in particular, measures which can be imple-
mented at the EU level, this article focuses on the effects that
business strategies involving the use of aggressive tax planning
and/or informal labour may have on economic and social devel-
opment and suggests the adoption of an approach based on
global transparency and solidarity to promote inclusive growth
and equality.
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2. MNC'’s abusive practices as systemic causes of
economic and social disparities

The expansion of many corporations outside the boundaries of the
country in which they are headquartered and the establishment
of their subsidiaries and branches across more than one conti-
nent undoubtedly have their pros and cons. The effects of MNCs’
business strategies tend to be favourable to final customers, since
the cheapness of products and services sold by MNCs generally
increases people’s ability to consume, but when the effects are
evaluated from other points of view the opposite seems to be true.
When the low cost of MNCs' products is derived from responsible
and sustainable economies of scale, the MNCs increase profits, fi-
nal customers save money and there is also a benefit for most of
the parties that are directly and indirectly concerned by corporate
business strategies (i.e. the labour force, small enterprises, the fac-
tories’ neighbourhood etc.). Conversely, if the territorial expansion
of corporations is aimed at the maximisation of profits and at the
indiscriminate minimisation of costs, their business strategies do
not have such a positive effect and, as anticipated, they can also
be harmful. These MNCs’ abusive practices may damage many in-
dividuals directly, especially when ‘race-to-the-bottom’ strategies
involve the brutal exploitation of the labour force or the territory in
which they operate. In fact, the negligence of some MNCs towards
occupational health and safety standards and their waste dump-
ing practices have often led to serious diseases, the destruction of
flora and fauna and famine in many developing countries (Hills
and Welford, 2005; Watts, 2005).

The above-mentioned negative consequences of MNCs'
abusive practices are the most evident and probably the most
criticised, because the damages caused, and their corporate li-
ability, are easily detectable. However, other MNC abuses, which
are similarly deleterious, are rarely addressed, because their detri-
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mental impact on the individual is indirect and results from highly
complex schemes: this is the case of tax abuse.

Corporate tax abuse

International concern about the negative impact of MNCs' abu-
sive strategies in the ambit of taxation has increased significantly
over the last seven years, ever since the recent financial crisis
made national economies more vulnerable to market imbalances
and made them particularly careful to safeguard the instruments
able to mobilise domestic resources. Taxation has been consid-
ered as one of the few means of increasing the revenue of coun-
tries affected by economic recession and of gradually replacing
international development aid (Actionaid, 2013; House of Com-
mons, 2012; Pfister, 2009). A clear example of this general trend
is reflected in the growing commitment that international or-
ganisations and states have demonstrated in the struggle against
corporate tax abuse. On this point, it is worth mentioning that
numerous initiatives involving financial and fiscal transparency,
anti-fraud and anti-abuse measures have been recently imple-
mented by many EU and non-EU countries, especially thanks to
the impulse given by the Action Plan on Base Erosion and Profit
Shifting (BEPS) elaborated by the G8 and the Organisation for
Economic Cooperation and Development (OECD) (Murphy, 2012;
OECD, 2014; Ruiz & Romero, 2011).

The renewed interest in protecting tax collection is also mo-
tivated by the general recognition that, apart from being one
of the main sources of revenue for many countries, taxation is
a mechanism aimed at contributing to people’s wellbeing by vir-
tue of its redistributive potential and its ability to raise funds for
financing public expenditure in social programmes (Burgess and
Stern, 1993; Gallo, 2007). Hence, affirming that MNCs' practices
contrary to the letter and/or to the spirit of domestic and interna-
tional tax regulations, by reducing states’ revenue, are apt to slow
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down economic growth, hinder the fair distribution of wealth
and limit the possibility to improve individuals’ living conditions,
does not seem inappropriate (Adim, 2014; IBAHRI, 2013).

These negative impacts, which are undoubtedly deleterious
for every state affected by MNGCs' tax abuses, become even more
worrying when the economies involved are those of developing
countries. According to the Report of the High Level Panel on II-
licit Financial Flows from Africa of 2014, the underdevelopment
of many African countries is, to a large extent, a consequence of
corporate abusive behaviours, because 65% of the money which
illicitly leaves the continent derives from practices of tax avoid-
ance and tax evasion implemented by big companies in the ambit
of their business strategies (HLP, 2014).

The amount of tax revenue lost by developing countries due
to corporate abusive practices may vary depending on the assets
taken into account in the ambit of specific surveys and estima-
tions, but none of these analyses denies that MNCs' tax abuses
have a detrimental impact on developing countries’ economies.
Conversely, international and civil society organisations as well as
economists, widely agree on the fact that developing countries
will be much richer and self-sufficient if corporate tax abuses are
countered. Global Financial Integrity (GFI), for example, estimates
that African countries have lost $854 billion in cumulative capital
flight over the period 1970-2008 and, by considering the assess-
ment made by Oxfam in 2000, this amount may even double if it
is assumed that Africa is dispossessed of $50 billion per year due
to corporate profit shifting. The aggregate figure for the capital
leaving developing countries through mispricing of international
trade and fake transactions is also impressive and confirms the
already mentioned analysis: developing countries lose $350 per
year due to tax abuse (GTZ, 2010).

The list of MNCs' abusive tax practices generally includes tax
losses deriving from illicit financial flows such as bribery, corrup-
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tion and money laundering as well as tax abuses strictu sensu
involving tax evasion, tax avoidance and shifting of profits to ter-
ritories offering low or no-taxation on specific assets and bank
secrecy. Problems related to these kinds of practices have always
been present due to the existing differences among tax systems,
however the danger of tax abuse has significantly increased with
the advent of globalisation, since it ‘extends the range of op-
portunities to circumvent taxation while simultaneously reducing
the risk of being detected’ (GTZ, 2010). Some MNCs, aware of
their almost unlimited opportunities to take advantage of their
presence in several different countries at the same time and to
avoid regulations in the territories where the law imposes higher
burdens and stricter controls over their activity, have found in
the lack of uniform regulations within the global economy their
precious ally. Nevertheless, these abusive tax practices, which for
the reasons already explained are countered by many countries
with the aim of safeguarding domestic resources, are only a part
of the harmful strategies implemented by MNGCs.

Tax abuse, by affecting the state’s ability to provide for the
common wellbeing through taxation, causes indirect damage to
the population, but the analysis regarding MNCs’ abuses also
includes practices that are both directly and indirectly detrimental
to people.

Corporate abusive practices involving the use of informal
labour

There is an argument, strictly related to tax abuse, that has been
rarely addressed within the context of MNCs' abusive practices
and which deserves specific mention in the discourse regard-
ing the prejudicial effects that corporate strategies have on the
individual: informal work. The informal economy, by leading to
multilevel evasion of taxes and social security contributions, adds
to the impact of tax abuse, in terms of reduction of resources
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for financing social programmes and fair income and tax bur-
den distribution, and other negative consequences. According
to Cobham, the informal economy deprives developing countries
of $285 billion in tax revenue per year, but its overall damage
to people and other enterprises may be dramatically greater
(Cobham, 2005). As a matter of fact, capitalising on informal
work means keeping unions out of and far from the workplace,
minimising corporate costs by eroding labour rights and causing
direct damage to the worker who, in most cases, is underpaid,
overworked and exposed to health risks (Portes and Haller, 2004).
Overwhelming evidence about this kind of practice has been col-
lected since the collapse in 2015 of Rana Plaza, the Bangladeshi
garment factory which manufactured, through the labour of
many informal workers, the clothes that MNCs sold in the global
market. Such a tragedy, involving over 1,000 deaths and more
than 2,000 injured people, due to the lack of safety standards
at work, shed light on many abusive practices implemented by
MNGs in the ambit of their business strategies.

Additionally, it cannot be forgotten that corporations using
informal labour create unfair competition and have a negative
impact on the growth and the subsistence of other undertakings.
However, despite the potential and effective detriment brought
about by these practices, it should be highlighted that they are
not commonly regarded as ‘global abuses’. In fact, the informal
economy is generally conceived as a 'national problem’, because
it undermines the economic growth of those states which, due
its widespread presence, lose a significant amount of revenue.
In the context of the global economy, nevertheless, the issues
regarding one country always have an impact on others and the
presence of corporations which minimise costs by using the in-
formal labour force undeniably alters market balances. By way of
example, it can be argued that the elimination or the reduction of
the duty to contribute to workers’ social security, resulting from
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the payment of ‘envelope wages' to people formally employed
for less hours than those effectively worked, may lead to illegiti-
mate savings in production costs, to decreases in the final price
of goods and to illicitly increasing the enterprises competitiveness
(Williams, 2013).

The reference to quasi-informal work, highlights that the in-
formal economy’s ability to harm the global economic environ-
ment depends on its interactions with the formal economy, thus
on the fact that informal labour contributes to the production
of goods sold in the ambit of the formal economy. The same as-
sumption can be confirmed by taking into account employment
relationships which are completely informal and aimed at provid-
ing cheaper products and services. Therefore, it can be said that
the perverse linkage between the informal and formal economy
increases the deleterious effects of the informal economy, be-
cause it adds to the direct damage to the worker and to indirect
damage to the whole population - by means of the tax revenue
erosion - and to unfair competition.

The extent of the problem of unfair competition and the
informal economy depends on the characteristics of the mar-
ket in which enterprises employing informal workers operate
and on the number of competitors. Thus, if the activity of such
enterprises is limited to the local market their conduct will af-
fect fewer competitors than those undertakings which operate
both locally and nationally. This assumption would confirm that,
even in the ambit of unfair competition, the informal economy
is a 'national problem’, but what happens when the enterprise
using informal labour is a corporation that operates internation-
ally? By following the same reasoning, the answer seems clear:
in this case, the unfair competition affects a higher number of
competitors at the global, national and local level. Thus, at this
point, recognising that these practices are ‘global abuses’ would
not be improper.
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Nevertheless, the discourse is more complicated than it may
seem, because undertakings operating in more than one country
rarely employ informal workers and use other strategies for sav-
ing labour costs. In most cases, MNCs that aim at capitalising on
incompliance with tax payments and other legal duties in order
to minimise labour costs and increase their profits in the ‘formal’
global market, subcontract other enterprises which employ infor-
mal workers for producing/extracting the goods or providing the
services that MNCs require. Such outsourcing does not exclude
the unfair competition that the corporation causes by subcon-
tracting enterprises that employ informal labour. In fact, in the
hypothetical situation in which two corporations (A and B) sell
the same good and only one of them (B) uses informal labour
at some stages of production, the competition between them
would not be fair and their impact on the global market may be
completely different (table 1).

Table 1: Differences in labour costs* for the production of one
piece (three hours of work) between two corporations competing
unfairly

Corporation A | Corporation B

Net wage (per hour) 3 1

Social Security Contributions (per 1 )

hour)

Taxes (per hour) 1 -
Subcontractor earnings 2 2

Total labour cost (per hour) 7 3

Total labour cost (per piece) 21 9
Difference in labour costs 12

*values expressed in units
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According to the example, the net wage per hour established
by law is three units and the contribution to social security is one
unit, plus taxes. Corporation A uses the labour force provided
by a subcontractor which employs all the workers formally and
one hour of work costs Corporation A six units, while Corpora-
tion B, that behaves as a monopsonist, establishes that the total
price for one hour of work cannot exceed three units. The second
subcontractor cannot afford to employ a formal worker if the
maximum that corporation B would pay for labour is three units
and, with the tacit acceptance of B, resorts to informal labour. By
employing informal workers, the subcontractor of B can earn the
same as the subcontractor of A, but the worker will receive only
one unit of net wage per hour and no social security contribu-
tions or taxes would be paid'.

The effects of MNC's abusive practices involving the use of
informal labour

By analysing the business strategies of the two corporations, it
can be observed that the difference between the labour costs of
A and B on the basis of the final good produced (hourly labour
cost X three hours of work) is 12 and this value may express the
evaluable indirect and direct damage caused by B to states and
people. It also shows how B will probably compete unfairly in the
global market. The amount abusively saved by B can be directly
transformed into profits creating an unjustified enrichment, or
can be used in order to increase its competitiveness. This sec-
ond circumstance does not exclude unjustified enrichment and
or postponing it to a future moment; in the meanwhile, the 12
units saved are used for partially decreasing the sales price or are
invested in achieving more visibility and market power. Corpora-
tion A, which pays 12 units more than B, will sell the same good
at a price which is higher than that charged by B in order to cover
labour costs, or at the same price of B (table 2).
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Table 2: Consequences of the use or non-use of informal labour
in terms of competitiveness

sales | sales Competitive-
Price* | Price* Earnings P Consequence
of A | ofB ness
Same earnings B ?as a .betﬁ:
(if A discounts |More com- |33 prrl]ce, us
100 88 |the extra-12- |petitiveness mﬁrehc ancss tod
spent in labour |for B sell the good an
costs) to grow in the
future
tBhgirr: MOT€ 18 has more If B establishes
(because B motn_ey todln— the sameAsaE!eﬁ
vest in order |price as A, B has
100 100 ?(;)3?52882’?;?1 to incregase its | more cha_nces
extra in labour competitive- | to grow in the
costs) ness future
If A establishes
the same sales
38 38 A earns less Sam(_e com- price as B, A has
than B petitiveness | less chances
to grow in the
future

*values expressed in units

In the three cases, B has a competitive advantage thanks to

the use of informal labour while A cannot improve its market
power due to the abusive practices implemented by B. Conse-
quently, the conduct of B creates unfair competition?.

As observed, corporate abusive practices may be character-
ised by monopsonistic conduct and it is not unusual that MNGCs,
which dominate the global market, exercise their lobbying power
to oblige their subcontractor to - illicitly - reduce prices. Such
conduct raises important concerns regarding developing coun-
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tries” economic and social growth, since the informal economy,
which comprises one-half to three-quarters of non-agricultural
employment in these territories (Chen, 2007), represents an ob-
stacle to development and an important source of savings - thus,
of wealth - for those MNCs which impose low production prices
and oblige their subcontractors to outsource production to infor-
mal enterprises and informal workers.

Within the broad ambit of the informal economy, there is a sec-
tor that only exists, it could be argued, because of its strong link
with MNGs. This is the set of informal activities which serve global
supply chains. Informal enterprises and workers, subcontracted
by MNGs in territories in which there is deficient surveillance of
compliance with tax norms and labour rights, may become im-
portant links in the supply chain, especially in the manufacturing
sector, because they significantly reduce MNCs' production costs
(Carr and Chen, 2002). Overwhelming evidence about the use of
informal labour within MNCs'" supply chains can be found in the
garment industry of Asian and Latin-American countries where, by
taking advantage of the special and permissive regulations of Ex-
port Processing Zones, MNCs' production of clothes is carried out
in sweatshops or at home by informal workers (Amengual, 2010;
Anner and Hossain, 2014; Barrientos, Gereffi and Rossi, 2011; Lee,
2016). The use of these practices is also common in other sectors
in which the labour force required can be unskilled, such as agri-
culture (Barrientos and Kritzinger, 2004).

The intervention of the state in countries facing problems re-
lated to MNCs" abusive practices plays an important role in the
elimination of their deleterious effects at national and at interna-
tional level. However, in some countries where high levels of in-
formality are estimated, there is often a lenient attitude towards
the informal economy, for two main reasons. The first is the low
institutional quality; the state is not able to provide for the needs
of the population and accepts some compromises in order to
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prevent social conflict. One of these compromises is a tacit ac-
ceptance of the informal economy which, on the one hand, ex-
empts the state from the responsibility to create formal employ-
ment and, on the other, gives citizens a small chance to subsist
(Amendola and Dell’Anno, 2008; Chong and Gradstein, 2007).
The second reason is the country’s economic dependence on
the exportation of goods and raw materials. The effects of MNC
lobbying in this ambit are evident and the competition among
exporting countries is so high that in many cases the lax control
over MNGs' activities is the only way to maintain necessary trade
relationships (CESR et al., 2015).

A simple assessment of the effects of the informal economy
shows that there are few positive outcomes deriving from infor-
mality and that its negative impact exceeds the scarce and pre-
carious benefits it brings to the individuals carrying out informal
activities. Conversely, the informal economy may provide greater
benefits to MNCs and lower overall expenses.

However, the profits obtained by MNCs through the imple-
mentation of these abusive practices are immoral benefits, due
the detriment caused directly and indirectly to the people. From
a stricter “social” point of view, apart from the above-mentioned
erosion of labour relations, it should be recalled that in both
developed and developing countries, the informal economy ab-
sorbs more women than men due to the greater difficulty faced
by the female labour force in finding formal occupations (Chen
et al., 2005; ILO, 2002; Wick, 2010). The abusive practices of
MNGs, including resorting to informal labour, therefore contrib-
ute to increasing gender disparities and women'’s vulnerability in
the working environment. Additionally, it is important to high-
light that MNCs" abusive conduct leads to the further impover-
ishment of many countries and that the violation of labour rights
caused by aggressive business strategies worsens the precarious
living conditions of many individuals who, in the pursuit of bet-
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ter opportunities for themselves and/or their families, resort to
migration to other countries as the only available way to escape
poverty (UK DFID, 2007). Such an assumption suggests not only
the existence of a relationship between MNCs' abusive practices,
poverty and migration, but also a consequential nexus between
corporate abuse and economic migration.

3. MNCs' abusive practices and human rights’
violations

The overall impact that corporate abuses have on the individual’s
living standards leads to the conclusion that some MNCs' con-
duct creates a series of negative consequences that can affect
various parties in different places and timeframes to a lesser or
greater extent and that, in any case, it provokes distortions at
the global level. The argument necessarily draws attention to
breaches of the Economic Social and Cultural Rights - included in
the Universal Declaration of Human Rights and endorsed by the
Charter of Fundamental Rights of the European Union - which set
out the basic standards for guaranteeing a decent existence to
every individual. MNCs' abusive practices involving the use of in-
formal labour can be considered as direct violations of the rights
related to work and social security, while a broader and deeper
interpretation of article 2.1 of the International Covenant on Eco-
nomic, Social and Cultural Rights, would lead to the conclusion
that MNCs which include tax abuses in their business strategies
could be considered accountable for the decrease in the “maxi-
mum of available resources” that states must employ for realising
economic and social rights.

Tax abuses and the informal economy, given the purpose for
which they are employed by some MNCs, contribute significantly
to worsening individuals’ living conditions, while also representing
a systemic threat to inclusive growth owing to their clear tendency
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to create mismatches in the global economy. However, the recog-
nition that MNGCs’ abusive practices hinder the equal enjoyment
of the benefits of globalisation does not exclude the existence of
other factors leading to the rise in economic and social dispari-
ties and hampering improvements in individuals’ living standards.
The inadequacy of legal systems, corruption and the inefficiency of
inspection, control and detection mechanisms also stifle inclusive
growth, but these factors are more related to the low institutional
quality of the state than to the conduct of MNGs. In this regard,
it should be pointed out that human rights law offers protection
against misconduct of the state which inflicts direct and serious
damage on individuals, but not against abuse by third parties,
which cannot be held accountable for human rights violations (Ta-
boada Calatayud, Campo Candelas and Pérez Ferndndez, 2008).
Thus, while the human rights’ framework could be used in order to
promote inclusive growth and to oblige states to invest in "achiev-
ing progressively the full realisation of economic and social rights’
(Art. 2.1 ICESCR), the same instrument cannot be used for coun-
tering MNGCs" abuses. For this reason, the Human Rights Council
accepted the proposal of the Ecuadorian government and in June
2014 adopted resolution 26/9 further to which an open-ended
intergovernmental working group on transnational corporations
and other business enterprises with respect to human rights was
established in order to elaborate an international legally bind-
ing instrument for regulating corporate activities in the ambit of
international human rights law. During the consultations which
followed the resolution, states’ representatives, intergovernmen-
tal and non-governmental organisations agreed that the United
Nations Guiding Principles on Business and Human Rights and
the OECD Guidelines for Multinational Enterprises already provide
important guidance for corporations, but that they should be re-
inforced by a solemn corpus of rules establishing the enterprises’
duty to respect human rights law as well as their accountability in
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the case of violation of these fundamental standards. The need to
elaborate an international treaty with a victim-centred approach
has been stressed consistently and calls have been made to estab-
lish an international tribunal for investigating and ensuring MNCs'’
accountability. Some legal systems now include mechanisms for
prosecuting the perpetrators of human rights violations before na-
tional courts even in cases in which the parties involved do not
reside in the country where the trial is carried out and/or the vio-
lation is committed outside national territory. These proceedings,
founded on the principle of universal jurisdiction, have in some
cases led to the punishment of MNCs for human rights’ violations,
especially in the ambit of the Alien Tort Claim of the United States,
but in other cases the lack of binding instruments for the pro-
tection of human rights against corporations has prevented the
victims of MNCs from accessing judicial remedies. Consequently,
the introduction of the aforementioned international treaty would
help give protection against MNC abuses, even in the absence of
international tribunals.

Nevertheless, it seems that the safeqguards that an interna-
tional binding instrument may give are limited to protection
against corporate abuses which can be easily proven by providing
the evidence of direct damage to the individual. This excludes the
possibility of prosecuting MNCs for the human rights violations
perpetrated through complex schemes involving scapegoats and
frontmen and reduces their accountability for indirect damage to
the population.

4. Tackling MNCs' abusive practices: The EU
contribution to sustainable development

SDG 8, for the promotion of sustained, inclusive and sustainable
economic growth, full and productive employment and decent
work for all, and SDG 10, for the reduction of inequality within
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and among countries, both include, as well as a call to support
pro-poor policies by favouring domestic resource mobilisation,
the demand for fairness in tax issues and the responsible man-
agement of supply chains. Every effort aimed at achieving these
SDGs may therefore lead to increasing interest in countering
business strategies which involve tax abuse and the use of infor-
mal labour.

With the Treaty of Lisbon, the European Union has demon-
strated a firm commitment to development, which has been con-
firmed by the European Agenda for Change adopted in 2011
and by the European Commission actions supporting the 2030
Agenda and the SDGs, and many cooperation and financing initi-
atives aimed at supporting developing countries in the process of
enhancing their legal standards have been recently implemented.
Accordingly, it is worth mentioning the ‘GSP+ scheme’, that im-
plies the full removal of tariffs on exports to the EU for those
developing countries which ratify and implement international
conventions relating to human and labour rights, the environ-
ment and good governance, Aid for Trade, aimed at financing
developing countries’ efforts to develop and expand their trade
and reduce poverty, the ‘Mineral Production Monitoring Sup-
port Project’ for enhancing regulation and monitoring of mineral
extraction in Zambia and increasing tax collection from mining,
and the '‘Bangladesh Sustainability Compact’, that in response to
the Rana Plaza tragedy, helps Bangladeshi authorities to improve
labour rights and occupational safety and health in the garment
sector. Consistent with this last programme, in 2015, the Euro-
pean Commission started to evaluate the possibility of launching
an EU initiative on responsible management of supply chains in
the garment industry (the EU Garment Initiative) and is currently
undertaking a consultation process on the issue (Binder, 2016).

The implementation of the above-mentioned programmes
undeniably proves that the EU’s commitment to sustainable
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development is far from being a mere declaration of principles.
However, whilst praising such initiatives, it should be also high-
lighted that, although the EU agrees on the need to counter the
detrimental business strategies which hinder inclusive growth in
developing countries?, it does not go beyond support and coop-
eration. More efforts are needed to counter MNC abuses, and
while recognising that the EU institutions cannot enforce specific
measures in developing countries due to their lack of jurisdiction
outside EU borders, other actions can be taken at the EU level.

Given that, as previously mentioned, the complexity of the
abusive strategies implemented by some MNCs makes it difficult
to hold them liable for all the damage caused to individuals, re-
vealing the way they really operate is all the more necessary in
order to stop the abuses. In this respect, the fact that most MNCs
have a stable presence within European territory, may give the
EU institutions legitimate cause to require information regarding
their business activities in order to shed light on abusive conduct.
In fact, obstacles to protecting of the victims of every kind of
corporate abuse can be overcome only by accessing information
regarding the whole structure of MNCs, the way they operate in
every country and the strategies used to maximise their profits.

As said, many states have recently started to take action
against corporate tax abuse by monitoring MNCs’ activities and
by requiring more transparency in their financial statements un-
der the input of the BEPS and it can be even presumed that the
expectations related to the achievements of the SDGs may also
motivate states to supervise MNCs' activities with the aim of tack-
ling other abuses, beyond taxation.

The progress made over the last five years by EU Member
States in combating tax abuse is the result of common policies
aimed at increasing financial transparency through the automatic
exchange of information between tax authorities and the coun-
try-by-country-reporting for extractive and logging industries*
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and credit institutions®. The country-by-country reporting fol-
lowed the Accounting Directive (Directive 2013/34/EU) of the Eu-
ropean Parliament and Council, which establishes the obligation
for corporations to send a yearly financial statement to the Mem-
ber State in which they are located. The quantity of information
requested increases with the size of the enterprise and stringent
requirements are demanded of public interest entities. The en-
forcement of the directive is left to Member States which, by fol-
lowing the guidelines of the directive, transpose its content into
their legislation in order to stem tax abuses at the national level.
Additionally, in accordance with an amendment® to the Account-
ing Directive, enterprises with more than 500 employees are also
obliged to report non-financial information on environmental
matters, social and employee aspects, and this can be seen as an
important step towards the recognition of the corporate social
responsibility of some enterprises. However, this directive applies
almost exclusively in EU territory and has little influence on many
MNCs" abusive conduct.

The European Commission has therefore adopted a proposal
for a Directive which will oblige EU and non-EU multinational
groups whose turnover exceeds €750 million per year to disclose
publicly information on the income tax they pay in each Member
State, the aggregate figure on taxes paid for business conducted
outside the EU and tax information on a disaggregated basis for
operations carried out in those tax jurisdictions that do not abide
by tax good governance standards (so-called tax havens). This
yearly country-by-country reporting will include information on
the nature of the business activities, the number of employees,
total net turnover - and the turnover made with third parties
as well as between companies within a group -, pre-tax profits,
the amount of income tax due in a country based on the profits
made there, the amount of tax actually paid during that year, and
the accumulated earnings.
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The information will be made available in a stand-alone re-
port on the company’s website in order to allow people to know
how much MNCs contribute to tax revenue. The requirement to
make the figures publicly available has been found to be fun-
damental to giving consumers the possibility of making an in-
formed choice. It has been proven that informed consumers tend
to reject products and services deriving from abusive practices
and that their decisions are able to positively influence the con-
duct of MNCs’. In addition, due the public availability of these
reports, some developing countries’ tax authorities will also ben-
efit from financial information that they cannot easily obtain due
to their lack of expertise in tax and financial matters, by finding
out if MNCs operating in their territories shift profits to offshore
jurisdictions, enabling them to take action against tax abuses in
a more effective way.

This country-by-country reporting does not replace the finan-
cial information that corporations that have a presence in the EU
have to provide to Member States’ tax authorities in accordance
with the Administrative Cooperation Directive®, nor the non-fi-
nancial statement required for enterprises with more than 500
employees. However, it cannot be denied that the application of
similar standards to non-financial statements would be useful for
guaranteeing higher sustainability in the ambit of MNCs business
strategies. Non-financial statements provided on a country-by-
country basis and publicly available, in fact, would stimulate fair-
er corporate governance at the global level and the enhancement
of living and working conditions in many developing countries.

The introduction of the duty to provide integrated country-
by-country reporting including both financial and non-financial
information for every MNC whose turnover exceeds €750 million
would be aimed at dissuading MNCs from implementing abusive
practices rather than sanctioning them after the fact. Although
such a regulation would be enforced through the mechanisms
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of the current directives®, the main purpose would be that of
favouring inclusive growth. Hence, sanctions deriving from non-
compliance with standards of fairness and sustainability would
be the vehicle for holding MNCs liable for the detriment caused
to individuals through abusive practices, thereby ensuring more
responsible global corporate governance. Evidently, the costs as-
sociated with this kind of disclosure would be higher than those
paid by corporations for filing the current financial and non-
financial statements' especially in cases in which MNCs have
never collected similar data, but as reiterated on many occasions
by the European Commission most of the information that may
be shared on a country-by-country basis is already recorded by
MNGs for monitoring their entire business activity or for comply-
ing with the standards established by international organisations.
Excessive costs would not be a valid reason therefore for not pro-
viding an integrated report on an MNC's activities, especially if
it is assumed that the benefits for society as a whole would far
outweigh MNCs' additional expenses.

5. Conclusion

Throughout the paper it has been observed that the global di-
mension of corporate abuse simultaneously affects many indi-
viduals in different places, making it difficult to monitor the full
effects of MNCs' activities.

The EU’s lack of jurisdiction beyond its borders cannot be
considered as a valid reason for not detecting abusive practices,
because even when the abuse takes place far from the EU, it
affects the European economy. For this reason, while designing
future policies aimed at tackling MNCs' abusive practices, the EU
Parliament and Council should not be concerned about exceed-
ing their powers, because monitoring the entire supply chain of
the enterprises operating in Europe is within their rights. Wider
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surveillance over MNGCs' activities including the monitoring of
their monopsonistic relationships would undoubtedly reduce
their abusive practices and transform the global economy into
an environment with more integrity, fairness and opportunities,
because most corporate abuses are not directly committed by
the parent company, subsidiaries and agents, but by suppliers
and subcontractors which, in spite of being external to MNCs are
obliged to follow their instructions.

Thus, it can be concluded that, probably, by addressing MNCs’
abuses in all their nuances, by identifying their apparent and ob-
scure prejudicial practices, by focussing on substance over form,
inclusive growth could finally become a reality and, through
the introduction of integrated country-by-country reporting for
MNGs, the EU would be the launching pad of a new globalisation
era going beyond just free market and trade to include freedom
from corporate abuse.
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Endnotes
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The example provided focuses on the existing disparities between monop-
sonistic and non-monopsonistic corporations, for this reason the role of
the subcontractor is not analysed in depth. In order to highlight the unfair
competition arising from the use of informal labour force, it has been de-
cided to put both subcontractors on the same level in terms of earnings.
However, the minimisation of costs of @ monopsonistic corporation may
also affect the subcontractor, who may earn less than the subcontractor
of the non-monopsonistic corporation.

Table 2 shows how abusive practices involving the use of informal labour
force may damage competitors and different formal economic markets. In
fact, by excluding every reference to the global market, the same table can
be also used for observing the impact that this kind of unfair competition
may have at the local and at the national level.

In fact, following the example of the UN Guiding Principles on Business
and Human Rights, the ILO Tripartite Declaration of Principles concerning
Multinational Enterprises and Social Policy, the OECD Guidelines for Multi-
national Enterprises and the UN Global Compact, the European Commis-
sion is currently working on an EU Action Plan on Responsible Business
Conduct.

Directive 2013/34/EU and Decision 2016/1910.

Directive 2013/36/EU and Regulation 575/2013.

Introduced by Directive 2014/95/EU.

Although it does not include tax abuses, the Russell Athletic case is very
emblematic in terms of informed choice and publicity, because the cross-
border solidarity between trade unions, students and schools led to the
re-hiring of 1200 Honduran workers (Anner and Hossain, 2014).
Directive 2011/16/EU.

According to the original proposal of the European Commission “in case
of non-compliance, the penalties already provided in the Accounting Di-
rective would apply. National competent authorities or courts would be
entitled to impose fines on companies. These penalties would have to be
effective, proportionate and dissuasive. In the case of non-EU multina-
tional enterprises, penalties could fall on all of their EU medium-sized or
larger subsidiaries, or on their EU branches”(EC, 2016).

According to EU data the costs amount to approximately €5,000 per year
for the non-financial statements, while financial statements should not
have additional costs for enterprises because they include most of the
information required by the Administrative Cooperation Directive.
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The increase in wealth inequality in many EU countries has
spurred renewed interest in wealth taxation. While taxes
on wealth for a long time have played only a marginal
role in public finance and taxation literature, in the more
recent literature a variety of arguments have been put
forward in favour of (higher) wealth taxation in general
and in Europe in particular. Most of these arguments
directly or indirectly refer to the potential of wealth taxes
to contribute to various dimensions of sustainability,
in particular to economic, social, and/ or institutional/
cultural sustainability. Tax competition has led to an
almost complete disappearance of pure net wealth taxes
in Europe. EU-wide implementation of a net wealth tax
based on harmonised tax provisions may serve as a first
step in a longer-term move to a stepwise expansion of net
wealth taxes on a global scale in the form of concentric
circles. By dealing with non- and underreporting in the
Household and Consumption Survey (HFCS) data set
provided by the European Central Bank, we are able to
estimate wealth distribution within 20 EU Member States.
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Applying a progressive tax schedule with a tax rate of 1%
for net wealth above €1 million and 1.5% for net wealth
above €5 million on these adjusted wealth distributions
yields potential tax revenues of €155 billion, taking into
account the behavioural responses of individuals triggered
by net wealth taxation. Given the positive sustainability
properties of a wealth tax with regard to economic
efficiency and social inclusion, a European wealth tax offers
itself as an interesting candidate for sustainability-oriented
tax-based own resources to finance the EU budget.

1. Introduction

The taxation of wealth, although hotly debated in political dis-
course, has traditionally attracted surprisingly little attention in
theoretical as well as empirical public finance and taxation lit-
erature (Cremer and Pestieau, 2011). It has moved up the agen-
da in academic literature (see, e.g., Boadway, Chamberlain and
Emmerson, 2010; Cremer and Pestieau, 2011; Kopzcuk, 2013;
Piketty, 2014) as well as in more policy-oriented contributions
(see, e.g., lara, 2015), only recently, against a background of
increasing wealth inequality (Piketty and Zucman, 2015), which
now exceeds income inequality in most industrialised countries
(Keeley, 2015; Brys et al., 2016). One driving factor is that tax
policy is a determinant of growing wealth inequality, with the
continuous erosion over the last decades of progressivity in tax
systems (Forster, Llena-Nozal and Nafilyan, 2014). In particular,
there is renewed interest in the taxation of net wealth, which
currently is practiced in very few countries worldwide.

An argument often put forward against a tax on net wealth
is that it cannot be enforced effectively on the national level due
to legal and illegal forms of tax avoidance and tax competition
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based on the international mobility of assets (Boadway, Cham-
berlain and Emmerson, 2010). However, as Cremer and Pestieau
(2011) rightly point out, this (at least with regard to financial
assets) valid argument should not lead to the conclusion that
the tax should be eliminated, but rather calls for strengthening
international cooperation and coordination. Unfortunately, in the
literature, proposals for an internationally coordinated approach
to implement a net wealth tax are scarce. One rare exception
is Piketty (2014) who suggests the introduction of a progressive
global wealth tax, or at least a European wealth tax in a first step,
with revenues going into national budgets. In the same vein,
Piketty, Saez and Zucman (2013, p. 14) declare ’... a coordinated
wealth tax [...] a logical response...’, particularly in Europe, to
counter the ongoing erosion of wealth taxation.

This paper sets out a slightly different proposal aimed at the
creation of a framework to support the effective taxation of net
wealth in the EU: namely by introducing an EU-wide net wealth
tax as one sustainability-oriented tax-based own resource to fi-
nance the EU budget. More precisely, the proceeds from a net
wealth tax levied by Member States based on a harmonised de-
sign should be remitted to the EU to replace — within a fiscally
neutral approach — a part of current EU own resources which are
to be criticised, inter alia, for their lacking sustainability-orienta-
tion'. The current EU system of own resources hardly contributes
to central EU policies (European Commission, 2011; High Level
Group on Own Resources, 2016). In particular a link to the over-
arching goal of sustainable growth and development in its three
dimensions, as anchored in the Europe 2020 strategy aiming at
‘smart, inclusive and sustainable growth’ (European Commission,
2010) or in the 2030 Agenda for Sustainable Development (Eu-
ropean Commission, 2016), is missing. Our proposal is intended
to serve as an input for the debate about the next Multi-Annual
Financial Framework 2021 to 2027 and the adoption of an EU
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overarching strategy to implement the 2030 Agenda for Sustain-
able Development. In particular, it aims at delivering one element
for a strategy to mobilise domestic resources for sustainable de-
velopment.

2. Taxing wealth: Why and how?

Rationale for taxing wealth

While, as indicated above, taxes on wealth for a long time have
played only a marginal role in public finance and taxation litera-
ture, probably not least due to the generally sceptical attitude of
a majority of economists towards these taxes (for an overview
see section 2.2), in the more recent literature a variety of argu-
ments have been put forward in favour of (higher) wealth taxa-
tion in general and in Europe in particular. Most of these argu-
ments directly or indirectly refer to the potential of wealth taxes
to contribute to various dimensions of sustainability, in particular
to economic, social, and/ or institutional/ cultural sustainability.
Regarding a role for the improvement of environmental sustain-
ability, economic/ public finance literature on wealth-based taxes
has so far remained silent. It is impossible to fill this gap within
the scope of this paper. However, it is obvious that further re-
search on the question of how wealth taxation may contribute
to a more inclusive structure of wealth as the productive base of
a society is urgently required?.

The social dimension of wealth taxation

A first justification for the taxation of wealth is based on the abil-
ity-to-pay-principle, according to which wealth, besides income
and consumption, is a central indicator of individual taxpayers’
ability to pay (Messere, de Kam and Heady, 2003). According to
the IMF (2013), wealth is a better indicator of ability to pay than
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income. Piketty, Saez and Zucman (2013) point out that particu-
larly for top wealth holders income flows often cannot be deter-
mined easily, which provides an important rationale for a pro-
gressive wealth tax. Wealth adds to the ability to pay by increas-
ing prestige, individual security and options for economic and
political influence (lara, 2015). Moreover, returns on assets are
characterised by higher reliability and continuity vis-a-vis earned
income. The increase in wealth and inheritances as well as their
growing inequality which can be observed in many OECD and EU
countries (Piketty and Zucman, 2015; Brys et al., 2016) reinforce
this argument. Deepening wealth inequality strengthens the call
for more redistribution through tax policy in general and through
wealth taxes in particular: the more so as the general progressiv-
ity of tax systems has declined since the beginning of the 1980s
in many OECD and EU countries and has thus weakened tax sys-
tems’ contribution to social inclusion (Piketty, Saez and Zucman,
2013; Forster, Llena-Nozal and Nafilyan, 2014; Godar, Paetz and
Truger, 2016). Limiting wealth inequality is one important pre-
condition to improving equality of opportunity and is therefore
one recurring crucial argument for the taxation of wealth which
was already brought forward, for example, in the Meade Report
(Meade, 1978). Equality of opportunity again strengthens not
only social inclusion, but also economic efficiency (Keeley, 2015).
Not least, the contribution of the very wealthy to budget consoli-
dation in the aftermath of the financial and economic crisis has
been rather limited in EU countries. Considering that the owners
of wealth benefited the most from government rescue measures,
a particular contribution by this group via wealth taxes, to help
consolidate public finances, appears justified against this back-
drop (lara, 2015). Negative social and political externalities of
growing income and particularly wealth inequality and concen-
tration are also increasingly attracting the attention of economists
(Stiglitz, 2012; Atkinson, 2015) and are being put forward as one
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motivation beyond the traditional distributional arguments for
taxing wealth (see, e.g., Kopczuk, 2010).

The economic dimension of wealth taxation

Another argument in favour of wealth-related taxes, their relative
growth-friendliness, addresses the economic dimension of sustain-
ability. Recent cross-country econometric analyses (e.g. Arnold et
al., 2011; Acosta, Ormaechea and Yoo, 2012; Xing, 2012) give
strong support to the hypothesis that taxes on wealth and inherit-
ances represent the comparatively least growth-damaging tax cat-
egory. As their impact on individual decisions about labour supply
and investment in (human) capital is rather limited, property taxes
should have relatively small growth-inhibiting effects. According to
the "tax and growth-hierarchy’, corroborated empirically by these
studies, a revenue-neutral shift of the tax burden towards taxes on
wealth, in particular away from taxes on earned income, would im-
prove tax systems’ growth-friendliness. Related to this is the argu-
ment that increasing wealth inequality can be expected to impact
negatively on economic growth via various channels (Bagchi and
Svejnar, 2013; Ostry, Berg and Tsangarides, 2014; Cingano, 2014;
lara, 2015; Stiglitz, 2016), which strengthens the economic case for
wealth taxation: one of these channels being the afore-mentioned
contribution of wealth taxes to equality of opportunity.

Wealth taxes may also improve economic efficiency. Besides
their potential contribution to equality of opportunity, they may
exert additional efficiency-enhancing effects via various other
channels. Recurrent wealth taxes include incentives for employ-
ing assets productively, as the effective tax burden decreases with
returns (OECD, 1988; Norregaard, 2013). Assuming that asset
returns reflect the productivity of investments, taxes on wealth
may support an efficient allocation of resources. Moreover, in the
context of the financial and economic crisis certain wealth taxes
have been discussed as corrective taxes. One example are taxes
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on the financial sector aimed at decreasing particularly risky and
potentially destabilising transactions on financial markets (IMF,
2010): in particular a general financial transactions tax dampen-
ing short-term, highly speculative financial transactions (Schul-
meister, Schratzenstaller and Picek, 2008), and a banking levy
counteracting excessive indebtedness of banks which may en-
danger financial market stability (de Mooij, Keen and Orihara,
2013). The European Commission identifies the potentially sta-
bilising role of a property tax in the case of real estate bubbles
(European Commission, 2012). Also lara (2015) stresses the posi-
tive efficiency properties of (higher) wealth taxes. Furthermore,
the potential negative effects of wealth inequality on macroeco-
nomic stability have been pointed out recently (see e.g., Godar,
Paetz and Truger, 2015; lara, 2015).

Problems of wealth taxation

The phasing out of net wealth taxes in most European and OECD
countries during the last quarter of the 20th century, as well as
the refusal to introduce a net wealth tax in the first place by
a number of other countries (see chapter 3 for details), was mo-
tivated by a variety of arguments: among them, as illustrated by
a survey conducted by the OECD at the end of the 1970s in 21
OECD countries (OECD, 1979), valuation difficulties and costs of
tax collection, as well as double taxation issues and the impos-
sibility of enforcing net wealth taxes due to the mobility of the
tax base. In the debate of the last few decades these counter-
arguments have clearly dominated vis-a-vis the potential advan-
tages of wealth taxes discussed in the previous section. In this
section we will address in more detail three common objections
against recurring net wealth taxes: first, valuation difficulties and
the costs of tax collection; secondly, issues of double taxation;
and thirdly, tax avoidance and wealth migration.
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Valuation difficulties and costs of tax collection

Evaluation difficulties are one of the most common arguments
against a net wealth tax (see, e.g., Boadway, Chamberlain and
Emmerson, 2010). The need to regularly obtain and update
market values for taxable assets would incur costs that may be
substantial, in particular for less liquid assets. Due to evaluation
difficulties, but also for other reasons the administration costs
for fiscal authorities and the compliance costs for tax payers
are expected to be considerably above average for net wealth
taxes.

Most interestingly, there is only scant empirical evidence
about tax collection costs in general and for net wealth taxes in
particular, which does not only have to do with methodologi-
cal and data problems, but also with the low prevalence of net
wealth taxes and their sometimes rather short life span (as in the
Irish example). According to a brief survey of three older stud-
ies for Germany prepared by the Scientific Advisory Council of
the German Ministry of Finance, the collection costs of the Ger-
man net wealth tax, which was abolished in 1997, in relation to
its revenues were substantially higher compared to other taxes
(Wissenschaftlicher Beirat, 2013). Sandford and Morrissey (1985)
obtained similar results for the Irish net wealth tax which was
levied from 1973 to 1975. A recent study for Germany estimates
the collection costs for a net wealth tax at 8% of its revenues
(Bach, Beznoska and Thiemann, 2016). Piketty, Saez and Zucman
(2013) point out that for top wealth holders, net wealth taxes in
terms of collection costs may be less costly compared to income
taxation if market values are available or can be determined more
easily. Moreover, the issue of collection costs is put in perspective
if one takes into account that market values are required also for
an effective property tax and may reduce the evaluation costs for
inheritance tax purposes. Not least, recent progress in ICT should
enable a significant reduction of collection costs.
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It is often argued that the comparatively high collection costs
of wealth taxes are particularly problematic in face of their rela-
tively limited proceeds. Indeed, the data presented in section 3.1
show that wealth taxes in general and net wealth taxes in par-
ticular have never raised and are still not raising substantial rev-
enues. This is, however, rather the result of the general reluctance
of governments to levy wealth-based taxes at all and to do so at
substantial tax rates and without many exemptions as well as of
tax avoidance. In principle, considering the large and increasing
volumes of wealth (transfers) and their very unequal distribution,
wealth-related taxes can be expected to raise substantial reve-
nues even if only the very wealthy are liable for taxation. At the
same time, levying wealth taxes on the very wealthy only would
keep collection costs moderate.

Issues of double taxation

A second point of criticism against wealth taxes is related to is-
sues of double taxation. A net wealth tax, which in principle is
a tax on returns of the taxed assets, will indeed result in double
taxation if (and when) these returns themselves are subjected to
regular capital income taxes. How severe double taxation issues
really are depends on the rates of the net wealth tax on the one
hand and of capital income taxes on the other hand (which in
most EU countries are rather modest as capital incomes have
been taken out of progressive income taxation and are taxed at
relatively low flat rates; see Schratzenstaller, 2004). Moreover, for
those capital incomes which have not been taxed properly due
to exemptions or tax evasion, a net wealth tax will act as a com-
plementary tax closing tax gaps. Not least, double taxation can
be mitigated by introducing a cap on the combined tax burden
resulting from a net wealth tax and capital income taxes (as in
the French example).
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Tax avoidance and wealth migration

One strong objection against a net wealth tax articulated rather
recently is the fear that in open economies mobile capital cannot
be taxed effectively, as tax subjects relocate their assets to avoid the
tax (Owens, 2006; Messere, de Kam and Heady, 2003; Boadway,
Chamberlain and Emmerson, 2010). The growing cross-border mo-
bility of financial assets as well as the rise of tax havens, facilitated
by the emergence of information and communication technology
and the elimination of formal barriers to cross-border capital trans-
fers (e.g. capital controls), have made the effective enforcement
of net wealth taxes increasingly difficult. This is one of the main
reasons why economists as well as international organisations (see
e.g., IMF, 2011) in the majority advocate against the introduction
of net wealth taxes or recommend replacing them by taxes on less
mobile wealth, in particular by a property tax on real estate.

Generally, there is scant empirical evidence on the economic
effects of net wealth taxes (Kopczuk, 2013), neither on the extent
and the consequences of international wealth tax competition
nor on elasticities of taxable wealth. This is surprising given the
strong conviction voiced in many academic and policy-oriented
contributions that due to strong avoidance tactics by tax subjects,
net wealth taxes are not overly promising in terms of revenues to
be expected. In recent years, only a very few studies have under-
taken to identify the impact of net wealth taxes on real economic
activity (as for example wealth accumulation and entrepreneur-
ship) on the one hand and on taxable, i.e. reported wealth on the
other hand. It is still a matter of dispute in the literature whether
a net wealth tax primarily affects real economic decisions or just
exerts a dampening effect on reported wealth, which is strongly
influenced by tax avoidance and/or evasion®. Among this small
number of recent studies is the analysis by Seim (2015). The au-
thor arrives at elasticities of taxable wealth between 0.1 and 0.3
for Sweden, which he explains by tax evasion.
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Moreover, studies that disentangle tax avoidance effects
which influence reported wealth are missing. Existing empirical
evidence on reported wealth is not sufficient to identify and to
quantify, respectively, international capital flight as one distinct
tax avoidance/evasion channel. There are no econometric anal-
yses directly addressing the question whether net wealth taxes
lead to outflows of mobile private or firm capital.

However, two kinds of evidence for some impact of wealth
taxation on the relocation of assets exist. First, recent estimations
suggest that considerable volumes of private wealth are hidden
in tax havens; whereby one central motivation quite obviously is
to escape taxation (see e.g., Lane and Milesi-Ferretti, 2010; Zuc-
man, 2014; Johannesen and Zucman, 2014). Secondly, several
case studies corroborate the theoretical expectation that wealth
taxes cause (illicit) offshore transfers of assets. After the aban-
donment of all foreign exchange controls in Sweden in 1989, for
example, an outflow of large fortunes to tax havens like Switzer-
land or Luxembourg was observed, which provided strong mo-
tivation for the government to discontinue the net wealth tax
in 2007 (Henreksen and Du Rietz, 2014). Pichet (2007) found
a considerable volume of capital flight out of France since the
introduction of the French net wealth tax.

A recent study by Brulhart et al. (2017) gives support to the
plausible assumption that the effect of net wealth taxes on re-
ported wealth is the more pronounced the more integrated the
regions involved are. According to the authors’ estimations, the
semi-elasticity of reported wealth with respect to the net wealth
tax rate amounts to 35% in aggregate, i.e. a rise in wealth taxa-
tion by one percentage point decreases reported wealth by 35%.
Moreover, Brilhart et al. (2017) find that financial assets seem to
be more responsive to taxation than non-financial assets. They
also interpret their results as suggesting that wealth holders pri-
marily respond by reducing their wealth holdings, not by moving
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to jurisdictions with lower tax rates®. [t must be noted, however,
that these analyses do not uncover the channels via which wealth
holdings are lowered. As indicated above, reported wealth hold-
ings may be reduced by real responses (i.e. by lowering accumu-
lation of wealth) or by decreasing reported wealth through hid-
ing it from tax authorities. Which of these mechanisms is working
in the Swiss case cannot be determined without further analysis,
e.g. by exploring whether there is some relationship between the
savings rate and wealth taxation.

Thus, we interpret these empirical results as not contradict-
ing our assumption that tax subjects’ reactions make it increas-
ingly difficult to enforce a tax on net wealth in a purely national
context. These responses probably take