TAX EVASION MONEY COULD ACHIEVE DEVELOPMENT GOALS

MONTEVIDEO (Oct 30) - Hundreds of billions of dollars flow out of poor countries every year. If tax evasion by foreign investors and the local elites were stopped, the struggle against poverty could be effectively financed, says the 2006 Social Watch annual report.

Those outflows completely undermine the impact of aid for development and other resource inflows to developing countries, adds the report.
“If only the leaks could be plugged, there would be enough resources to provide the conditions of a dignified life for all the people on the planet,” said Social Watch coordinator Roberto Bissio.

The Spanish language edition of Social Watch 2006 was launched Monday at the preparatory meetings of the 16th Ibero-American Summit of Heads of State and Government to be held in the Uruguayan capital November 3-5. 
The 2006 report explains the current international financial architecture as seen by more than 400 citizens’ organizations around the world that make up the Social Watch network, and provides new perspectives and ideas for a viable blueprint that makes finances actually work for poverty eradication and development.

Stopping international tax evasion and avoidance could not only provide for financing of the Millennium Development Goals (MDGs) set by the UN in 2000, but also, in the longer term, for the developing countries’ own sustainable spending on health, education and infrastructure, states the report.

For every dollar of aid that goes into developing countries, ten dollars comes out as capital flight, says the 2006 report, titled “Impossible Architecture” to reflect the urgent need to reform the current international financial structure.

It is estimated that developing countries lose more than USD 500 billion every year in illegal outflows which are not reported to the authorities and on which no tax gets paid, the report adds. 

A large portion of international trade passes through tax havens, especially intra-firm trade between various subsidiaries of multinational enterprises, which now accounts for more than 60% of international trade.

Tax havens are countries or territories whose laws may be used to avoid or evade taxes which may be due in another country under that country’s laws. They are characterized by secrecy and low or zero rates of taxation for non-domestic enterprises.

Transnational corporations have massive opportunities to transfer profits out of developing countries into these low tax jurisdictions.

The easiest and most exploited way of doing this is through the practice of misinvoicing and of transfer mispricing, when exports are underpriced and imports overpriced by companies so that higher profits are declared in tax havens and other non-developing country jurisdictions, at the cost of a serious under-reporting of earnings in developing countries.

Every year both domestic and international companies shift between USD 200 billion to USD 350 billion out of developing countries through these and other related means.
“There is an urgent need to reevaluate all the channels of the resource transfers between the rich and poor countries and take immediate steps to ensure an increase in inflows to the poor countries and a reduction of outflows from them,” said Sony Kapoor, one of the report’s contributing authors.
Between the early 1970s and the end of 2004, the number of recognized tax havens increased from around 25 to 72, while the amount of trade that passes through them has risen up to 50%. 

The Tax Justice Network, that also contributed to the report, estimates that around USD 11.5 trillion of the private wealth of the richest men and women in the world is currently held in tax havens, largely undeclared and probably untaxed in their country of residence.

The benefits from taxing this individual wealth  - without even including the undoubtedly larger sums lost through tax evasion and avoidance by corporations - would far outweigh any realistic increase in aid budgets. 

The annual worldwide income earned on these undeclared assets is likely to be about USD 860 billion. Taxing this income at a moderate 30% rate would produce around USD 255 billion annually, enough to finance the MDGs in their entirety. 
The UN Millennium Project estimated in 2005 that meeting all the MDGs would require roughly USD 135 billion in official development assistance from the wealthy developed countries, rising to USD 195 billion by 2015.
Governments of both poor and rich countries would benefit from proper tax mechanisms. On a worldwide level, capital flight to tax havens results in losses to governments of an estimated USD 255 billion a year due to uncollected income and property taxes.

Of this total, roughly 20%, approximately USD 50 billion, would most likely correspond to the countries of the South.

In the US alone, manipulating the accounting of the prices of intra-firm transactions or falsely declared import or export prices led to shortfalls in revenue of USD 53 billion in just one year.

For developing countries, no numbers are available so far, but the tax losses for public budgets are considerable in any case.

If low-income countries were to revise their tax systems, strengthen their financial administrations and abolish tax exemptions for transnational investors, so that the proportion of public revenues within gross domestic product (which was 12.0% in 2003) was brought to the average level of the rich countries (25.7% in 2003), their governments’ income would increase by approximately USD 140 billion per year.
