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Answers 

Tax havens and multinational 
firms’ tax avoidance 
Chris Jones and Jon Guest 

This resource provides answers to the questions posed in the article on tax havens, featured in 
the November 2020 issue of ECONOMIC REVIEW. 

Question 1 
Critically analyse whether countries should collaborate to end corporate tax havenry — or 
compete to outdo one another in attracting profit shifting. 

Answers to this question should include some of the following points/arguments: 

• An examination of the trends in corporate tax rates across different countries over the last 20 
years. 

• A discussion of what locations experts consider are examples of tax havens. One possible 
source of information is the Tax Justice Networks Tax Haven Index. Answers might also 
consider some of the difficulties in measuring/identifying a tax haven. 

• An analysis of how transfer pricing gives multination enterprises (MNEs) opportunities to avoid 
corporate tax. 

• A discussion of the difficulties with (a) the current international system of corporate taxation 
and (b) the taxing of digital goods and services. 

• A summary of the current negotiations at the OECD. 

Question 2 
Explain how a multinational firm is able to shift profits into tax havens. Evaluate whether the 
use of tax havens by firms is at all ethical. 

Answers to this question should include some of the following points/arguments: 

• An explanation of what is a multinational enterprise (MNE) with a nice example that describes 
intra-firm trade within an MNE group. For example, where are the firm’s subsidiaries and what 
goods and services does the MNE supply to the global market? 

• A discussion of the recent controversy with respect to the use of tax havens and profit shifting 
by some of the world’s biggest MNEs. 

• Some potential methods for shifting profits. For example, you could discuss various transfer-
pricing techniques that firms might be able to use. 
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• A discussion as to what ethical criteria firms should adopt: profit maximisation versus social 
responsibility. 

• A discussion of firms which have and have not taken an ethical stance to the use of tax 
havens.  
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