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Introduction 

As the world has become more globalised, it has taken all sorts of trade from a local level to an international 

one. However, this has resulted in an increase in international tax evasion done. Multinational banking as well 

as multinational corporations become increasingly common. This rapidly opens up new avenues to commit 

tax evasion, so regulations on this issue have yet to catch up fully. Tax evasion takes away tax money from 

governments that could be invested in development and welfare programs; which would theoretically in turn, 

boost the economy of the country.  This report looks into how tax evasion can be done, what has been done 

about it, as well as possible solutions to help strengthen the regulations against international tax evasion.  

 

Definition of Key Terms 

Tax Evasion: the illegal practice of not paying taxes. This can be done by not paying taxes, purposefully under 

reporting income, claiming tax deductions where not permitted and more. Tax evasion should not be mistaken 

for tax avoidance, as the two are entirely different concepts.  

 

Tax avoidance: The legal practice of reducing the amount of tax that an individual or corporation has to pay 

to the government.  

 

Customs duty: Tax put on imports and exports of goods.  

 

Tax Gap: The difference between how much is owed to the government in taxes versus how much the 

government is actually collecting.  

 

Offshore banks: Banks situated abroad, often to take advantage of lower taxes or less strict regulations. 1 

 

Tax Haven: Countries in which foreign individuals or businesses pay little to no taxes. They often have 

minimal reporting of information and a lack of transparency obligations. Examples of this are the United Arab 

Emirates, Trinidad and Tobago, and formerly, Switzerland as according to the European Union’s list of tax 

havens. 2 

 

Background Information 

Tax evasion is a crime that has cost governments billions of money every year. Some say that the source of 

the crime are the more wealthy sector of the population, a belief that has been fueled by major tax evasion 

cases such as the “Panama Papers” and “Citigroup”. Others believe that the bulk of tax evasion comes from 

poorer individuals.3 

 

There are several ways of evading tax that either an individual or a corporation can commit. One such way is 

by under reporting income. Under reporting income is when an individual reports to have made less money 

 
1 “OFFSHORE: Meaning in the Cambridge English Dictionary.” Cambridge Dictionary, 

dictionary.cambridge.org/dictionary/english/offshore. 

 
2 “Evolution of the EU List of Tax Havens.” European Union, European Commission, 

ec.europa.eu/taxation_customs/sites/taxation/files/eu_list_update_12_03_2019_en.pdf. 

 

 
3 Alstadsæter, Annette, et al. “Tax Evasion and Inequality∗.” Gabriel Zucman, 23 Oct. 2018, gabriel-

zucman.eu/files/AJZ2017.pdf. 
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than they actually made that year. This causes the individual to have to pay less tax money, which results in a 

tax gap. This is reported to be the most commonly be done by the self-employed and in general, the informal 

economy. Jobs that pay in cash are also an easy target to under report income.  In the United States of America, 

waiters and waitresses often receive cash tips as a form of income; according to the IRS, they are estimated to 

underreport these tips by around 84%.4 

 

There are also methods of hiding money altogether, through the use of offshore bank accounts. Individuals 

will put in money untraceable offshore bank accounts and when the time comes to report their income, they 

will simply leave it that money out of the picture. As the banks are overseas, it becomes harder for a country’s 

tax service to investigate possible tax evasion cases. A case example of this was the Citigroup incident. They 

were found to have both committed and advised clients to tax evade by using their offshore capacities for the 

very reason of hindering investigation. 5 This is an issue that is further encouraged by tax havens. Tax havens 

are countries that have low tax rates for on a foreigner’s income, which makes it appealing to foreign 

individuals and corporations to move money into those countries. This is where the line between tax avoidance 

and tax evasion gets hazy. Another thing to note is that this method will most likely be used by richer 

individuals or corporations, as it is quite expensive to fly to another country and open a bank account. 

 

Multinational corporations use a similar tactic of using banks to avoid tax legally. This is done through 

intercorporate loans. Inter Corporate loans is when the borrower and lender companies of the loan are within 

the same corporation. One of the companies, often the lender, would be situated in a less tax heavy country, 

while the borrower company would be situated in a high tax country. The lender company would lend a loan 

to the borrower company which leads to a tax deduction. This is due to governments allowing companies to 

deduct interest payments on loans. While this may be used as a method to actually provide loans within a 

corporation, this means that there will be no way of telling whether these loans are actually being used as 

loans and not being used with the motivation of avoiding tax.6 

 

Another type of evasion would be the evasion of customs duty. This can be done in three main ways. One 

such method would be declaring goods wrongly by misdeclaring the quantity or type of good. Individuals may 

mis-declare the quantity or type of good so that the tax they need to pay is less than what is should be. Another 

method would be to completely evade customs duty by smuggling in goods. Smuggling is often done for 

goods that are illegal or have a high tax rate in a particular country. 

 

The evasion of VAT or sales tax can also be done by producers. This is done by under reporting the amount 

of sales so as to lessen the price of tax they need to pay.7 

 

 
4 Nolo. “Negligence Versus Tax Fraud: How the IRS Tells the Difference.” Www.nolo.com, Nolo, 8 Apr. 2015, 

www.nolo.com/legal-encyclopedia/negligence-versus-tax-fraud-irs-difference-29962.html. 

 

5 Komisar, Lucy. “Citigroup: a Culture and History of Tax Evasion.” Tax Justice, taxjustice.net/cms/upload/pdf/Citigroup_-

_a_culture_and_history_of_tax_evasion.pdf. 

 

6 Contractor, Farok J. “Tax Avoidance by Multinational Companies: Methods, Policies, and Ethics (Updated).” Global Business - 

Economic & Cultural Perspectives, 10 Sept. 2019, globalbusiness.blog/2018/08/29/tax-avoidance-by-multinational-companies-

methods-policies-and-ethics/. 

 

7 Roos, Dave. “How Tax Evasion Works.” HowStuffWorks, HowStuffWorks, 25 Mar. 2012, money.howstuffworks.com/personal-

finance/personal-income-taxes/tax-evasion.htm. 
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Tax evasion is a huge issue for governments as it costs the government to lose money that could be used for 

welfare programs, development, or other social projects. This means that governments are not able to invest 

in as many such projects which is a loss to society as a whole. 

 

Major Countries and Organisations Involved 

 

Multinational Corporations 

Such corporations are at a higher risk of committing large scale tax evasion. It is easier to commit tax evasion 

in such corporations as they often have offshore or foreign properties or bank accounts that can be extremely 

hard to keep track of and investigate.  An example of this would be Citigroup and their suggestion to clients 

to use their offshore sites to avoid taxes.  

 

 

International Tax Compact (ITC) 

The ITC is an initiative commissioned by the German Federal Ministry for Economic Cooperation and 

Development and is currently or has been previously supported by The Ministry of Foreign Affairs of the 

Netherlands and the European Union. It is a platform that aims to bring together stakeholders in tax evasion 

to discuss how to resolve the issue within the member states part of the ITC.  

 

European Union 

The European Union had done much to try resolve tax evasion as it affects many of their members.  A method 

they have used is black listing countries they consider Tax Havens. By naming these countries explicitly, it 

puts pressure on these countries to change. What the European Union as well as many of its members will 

look for will be to eradicate tax havens as much as possible as well as tackle international tax evasion. 

 

Tax Haven Countries 

There are several Tax Haven countries that will look to keep their tax haven status as it helps bring money 

into their countries. Here is a full list of the EU’s black list and grey list of tax havens8 

 

Thailand 

Thailand is a Tax Haven listed on the European Union’s grey list. This means that while they fail to meet the 

EU’s tax standards, they have made sufficient commitments to change that. Thailand’s most preferable 

outcome would most likely look to keep that status while still keeping relations with other countries, however, 

they have also shown that they will change if given enough pressure. 

 

Switzerland 

Switzerland has had a long history of being a Tax Haven, with foreigners looking to open accounts only 

needing to pay a low lump-sum tax, and tax advisors helping them find grey-area ways to avoid tax. But that 

title has since lessened. After pressure from both the EU and the USA, Switzerland is now more transparent, 

granting USA authorities access to the Swiss bank accounts of Americans who are under the suspicion of tax 

evasion. 

 

 
8 “Evolution of the EU List of Tax Havens.” European Union, European Commission, 

ec.europa.eu/taxation_customs/sites/taxation/files/eu_list_update_12_03_2019_en.pdf. 
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Relevant UN Resolutions 

This document contains a resolution that was adopted without a vote in the Economic and Social Council in 

2016. The resolution can be found on page 7. The resolution is a bit strange in the sense that it has only one 

operative clause. This clause is further expanded on afterwards. 

https://undocs.org/E/2016/45-E/C.18/2016/7 

 

Previous Attempts to Solve the Issue 

The Internal Revenue Service (IRS) of the United States of America has launched several initiatives to try to 

reduce the tax gap. In 2009, they launched a voluntary offshore disclosure program where individuals could 

come clean if they had money in offshore banks, with the promise of no criminal persecution. This worked 

relatively well, as the IRS collected $4.4 billion from 33,000 separate disclosures. Another method the United 

States has employed was building relations with other nations such as Switzerland. Switzerland is considered 

a tax haven, which means that it is one of the top destinations for people looking to evade tax. Knowing that, 

the United States of America signed a treaty with Switzerland that gained them access to Swiss bank accounts 

of American citizens. that were suspected of tax evasion. 9 

 

The European Union has also taken many steps to tackle this issue, even going so far as to call specific 

countries out for being tax havens. They created a black list listing all the countries that do not comply with 

the EU’s standards of taxations, hoping this pressure would get these countries to change their ways. They 

also have a grey list, which lists countries that may not currently comply with the tax standards but have made 

steps to change this. This list is then revised several times throughout the year and has shown to have moderate 

levels of success.  

 

Possible Solutions 

One regulation that could be strengthened to prevent tax evasion are the sentences for committing tax evasion. 

Tax evasion is most commonly committed by the richer portion of the population and the self-employed or 

informally employed. Generally the current sentence for committing tax evasion would be a steep fine and 

possibly jail time. However, for the richer individuals who are guilty of tax evasion, these fines can often 

simply be a slap on the wrist and might simply be seen as the “price” to commit tax evasion. Using their 

influence and/or power, they may get off easier in terms of jail time. To the self-employed or informally 

employed, the fines can be extremely steep, and might destroy their way of living completely. This results in 

there being an unfair impact of the sentence between the richer population and the informally or self-

employed. This is the same with businesses- large corporations would not be as affected as smaller 

corporations. Therefore, a solution would be to find a way to make the effect of the punishment given to both 

the richer population and the self-employed similar. Finland does this for speeding tickets so that rather than 

the fine for speeding is a set price, it is instead a percentage of the individuals income. In this way, no matter 

the individual’s income, they feel the weight of the fine the same. This of course brings up the question as to 

whether such a punishment is fair, as it can be argued that the richer portion has worked hard for their money- 

therefore why should they pay more? The reverse can also be argued depending on a country’s views and 

ideals. Another option would simply be to harshen the sentences of committing tax evasion so much, to 

incentivize people to not commit tax evasion.  

 

 
9 Roos, Dave. “How Tax Evasion Works.” HowStuffWorks, HowStuffWorks, 25 Mar. 2012, money.howstuffworks.com/personal-

finance/personal-income-taxes/tax-evasion2.htm. 

 

https://undocs.org/E/2016/45-E/C.18/2016/7
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Another point of debate could also be the grey area between tax avoidance and tax evasion. Tax avoidance 

and tax evasion are quite similar; but the key difference is that the former is legal while the other is illegal. 

Most large corporations such as Amazon use tax avoidance to cut down the cost of the tax they need to pay to 

the government. Methods can include transferring income to banks situated in less tax heavy countries.  

Having such a grey area between the two can make it difficult to differentiate when large corporations are 

committing tax evasion; therefore, putting more regulations in place to help differentiate the two would be 

beneficial in helping solve international tax evasion. This could be done by blacklisting nations that are 

considered tax havens similarly to the EU’s black lists, or even blacklisting corporations that have cases of 

tax evasion or extreme cases of tax avoidance.  

 

Another regulation that could be put in place could be to simply prevent individuals and/or corporations from 

opening up accounts in foreign offshore banks. This solution cuts the problem at one of its roots, making it 

effective; however it is a very extreme regulation and would be highly unpopular in the public as well as 

amongst most other member states. Having foreign individuals or corporations invest in a country’s bank or 

set up an office there helps bring money into the nation which in most cases, helps stimulate economic growth.  

 

A possible solution could also be increasing the number of checks on imported goods, as another source of 

tax evasion is from misreporting the type or quantity of good. This could be done by creating a task force 

specifically for this. If done well, it could lessen cases of tax evasion coming from misreporting of goods as 

well as create more job opportunities. However, enforcing such a regulation can be costly to the government 

and may not work very well if said government is corrupt. This could potentially be tackled by requiring the 

taskforce to be more transparent by producing reports on number of goods found to have been misreported on 

a regular basis. 
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