


International investment flows are often concen-
trated in countries with relatively small econo-
mies. Why? Welcome to the world of tax avoid-
ance.

Mailbox companies. We have all heard of them and know
they are used by large corporations to avoid paying taxes.
This website tells the story of just how much money is
involved, which countries this money flows through, and
who pays the bill.

Which countries are involved?

The graph on the next page shows the amount of for-
eign direct investments (FDI) in 10 countries around the
world.! FDI is investment made by a company or entity
based in one country, into a company or entity based in
another country. One would imagine that these invest-
ments correspond to the size of a country’s economy, and
expect the United States or China to lead global invest-
ment tables.

However, global FDI statistics show that these invest-
ments are concentrated in particular countries with
relatively small economies, such as The Netherlands or
Luxembourg (indicated in red). Indeed, the Netherlands
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is by far the largest exporter of FDI in the world, ahead of
the United States and China.

This may seem strange, but the reason these countries
rank so high is that large parts of the investments attrib-
uted to the Netherlands and Luxembourg (and other small
economies with large foreign investment stocks) are in
fact made by corporations and investors residing in other
countries. They concern global investment flows that

are passed through what are known as SPEs?, also called
mailbox companies. This means, for instance, that when
a Dutch mailbox company invests abroad, this invest-
ment does not originate from a genuine Dutch business
with material operations in the Netherlands.

Why use mailbox companies?

Many research reports in recent years have shown how
the use of mailboxes in conduit economies enables large
corporations to shift profits and avoid paying taxes in
those countries where their actual economic activities
take place.® The size of the mailbox company sector in a
given country is an indication of whether that country is
being used as a tax conduit or a tax haven. Consequently,
when a country receives most of its foreign investments
from mailbox companies abroad, it is certain to lose out

TOP 10 LARGEST GLOBAL
EXPORTERS OF FDI (2011)

Netherlands _ $4.4 trillion
United States _ $4.1 trillion
Luxembourg _ $2.9 trillion
united kingdom [ s 7 tition
France - $1.2 trillion
Germany - $1.2 trillion
switserland || $17 trition
Japan [ $7.0 trition
Hong Kong (China) - $1.0 trillion

Canada - $0.7 trillion

Source: IMF

millions of tax revenues each year. There are other moti-
vations for using mailbox companies, such as obscuring
ownership relations, money laundering, or making use of
investor rights provided to corporations under a bilater-
al investment treaty network. These are not explored in
detail here.

HOW MUCH MONEY IS INVOLVED?

In some countries, the difference between money in-
vested in the real economy and in mailbox companies is
extremely high. A breakdown of these difference between
genuine and mailbox investments at bilateral level is
currently only possible for countries that register for-
eign direct investment statistics separately for mailbox
companies and genuine businesses. Only four countries*
currently do so: The Netherlands, Luxembourg, Austria
and Hungary.®

Estimates on the mailbox company sector, however, can

also be made for Ireland (47%), the United Kingdom (36%)
and Switzerland (34%). For the methods used to calculate
these numbers, please refer to this underlying methodol-

0gy.

Who are the largest investors?

These numbers provide you with an idea of the sheer
size of investment related to mailbox companies into
The Netherlands, Luxembourg, Austria, Hungary, Ireland,
Switzerland and the United Kingdom.
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http://read.somo.nl/wp-content/uploads/2015/12/Method-section-website-FINAL_.pdf
http://read.somo.nl/wp-content/uploads/2015/12/Method-section-website-FINAL_.pdf

The use of conduit countries can only be understood by
looking at the tax and investment benefits these coun-
tries offer to corporations, and the low barriers they set
to establishing mailbox companies. A recent overview on
tax benefits granted to corporations in European coun-
tries is provided in Eurodad’s Capital Flight Report 2015.

The bar charts illustrate that in many cases, conduit
countries like The Netherlands and Luxembourg are
among the top 10 investors in most European but also
non-European countries.

WHERE DOES THE MONEY GO?

Routing investments through a mailbox that is based in a
country offering tax advantages, such as the Netherlands,
allows multinational companies to avoid taxes in multi-
ple ways.

For instance, companies can set up a mailbox subsidiary
that owns the company'’s intellectual property rights in
the Netherlands. This mailbox company then collects
royalties from all subsidiaries in operating countries, e.g.
for their use of a logo or a technology.
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TOP 10 INVESTORS (2011)
IN GERMANY

Netherlands
United States
Luxembourg
France
Switserland
Italy

United Kingdom
Austria

Sweden

Spain

IN SPAIN

Netherlands
Luxembourg
United Kingdom
France

United States
[taly

Germany
Switserland
Portugal

Sweden

Source: IMF
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IN INDONESIA
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IN THE UNITED STATES
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Such royalties lower the profits of these subsidiaries,
leading to lower corporate income tax payments in the
countries in which they operate. The Dutch mailbox can
then transfer this income untaxed to tax havens such as
Bermuda or reinvest it back into the global business.

In other words: the actual research and production of the
intellectual property was done in another country, but a
mailbox company in a country with favourable tax treat-
ment for royalty payments can distribute that royalty
income tax free.

WHO PAYS THE BILL?

The European Commission estimates the annual loss

of tax revenue through tax fraud, tax evasion and tax
avoidance to be € 1,000 billion per year. This is more than
the combined annual spending on health care in Europe.
€ 150 billion of this so-called ‘tax gap’ is generated by

tax avoidance. The impact of tax avoidance on the wider
economy is far reaching and has been growing in the last
two decades. There are at least two immediate conse-
quences.
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http://www.eurodad.org/fiftyshadesoftaxdodging

INVESTMENTS FROM

THE NETHERLANDS TO THE WORLD

. $4383,2 BILLION

% 78%
THROUGH MAILBOX COMPANIES
(2011)

Source: OECD & IMF

First, while large corporations are able to avoid paying
taxes, small and medium-sized companies and salaried
workers are left to pay the tax bill. This feeds inequality.
Shareholders benefit whilst workers and smaller compa-
nies pay the bill. It also leads to unfair competition: with
a lower tax bill, large corporations have lower costs than
smaller and medium-sized companies.

Second, increased tax avoidance by multinational corpo-
rations has stimulated a race to the bottom in terms of
taxation. More and more countries try to establish a do-
mestic tax avoidance industry and offer a favourable tax
regime. This increasingly includes tax incentives, such
as patent boxes. The competition between states has also
empowered multinational corporations: they can play off
countries against each other by threatening to relocate.
Moreover, multinationals can opt out of national invest-
ment and tax laws, by engaging in regime shopping.

WHAT SHOULD BE DONE? »

1) INCREASE FISCAL TRANSPARENCY

More transparency is needed for citizens, journalists, NGOs

and others to assess the impact of governments’ tax policies.
Transparency also contributes to the accountability of govern-
ments. Investors and consumers will benefit from public access
to information as well.

We ask for

+ Mandatory and public country-by-country reporting for all
multinational corporations. Corporations should report finan-
cial data for each country in which they operate, including
profit/loss, turnover, number of employees, and corporate
income taxes.

« All tax rulings (agreements between tax authorities and individ-

ual companies) should be made public.

2) STOP THE HARMFUL RACE TO THE BOTTOM

Governments should instead prioritise joint efforts to tackle tax
avoidance and evasion. Creating more tax incentives and loop-
holes in the context of ‘tax competition’ only maintains a system
that benefits the private sector, but causes major public losses.

We ask for

+ The implementation of a common tax base in the EU (under
the Common Consolidated Corporate Tax Base);

+ The creation of a minimum corporate income tax rate;

« Effective taxation within the EU, by adapting existing rules in
the European Union regarding taxation, such as the Interest
and Royalty Directive.




NOTES

WEBSTORY

Check here our online webstory with interactive

1) Not all countries in the world were included in this research for reasons data

of scope and data availability. Only four countries register foreign direct
investment flows separately for mailbox companies and genuine businesses,
namely, the Netherlands, Luxembourg, Austria and Hungary. Counterpart econ-
omies for this FDI were restricted to European countries, tax havens, Turkey
and Indonesia. The latter two were chosen to provide a comparison with

WHAT CAN YOU DO?

non-EU counterparts. With regard to the definition of FDI, if the cross-border Sign here for a fair tax system
investment is below 10 per cent of the equity, the investment is considered a

portfolio investment and refers to transactions on the stock market.

2) SPE or Special Purpose Entity is a general term to describe “entities with no " \/I\/ E LCO M E Tb T H E

or few employees, little or no physical presence in the host economy, whose

assets and liabilities represent investments in or from other countries, and

whose core business consists of group financing or holding activities” (OECD - G EO QR A P H Y O F
s

2013). Large corporations use them to attain a domicile in a particular country; 4
this, in order to exploit specific legal loopholes and/or regulations. This prac-
tice gives a distorted view of the underlying capital flows. COLO PHON | S %\/ O IBA C E -

\ '~ ‘ i' , e,
3) For more examples of tax avoidance, please explore the SOMO website: - —— J ] =
S TITEL Tax-free profits R N ke ! -
http://www.somo.nl/themes-nl/tax-justicel. L :

DATE December 2015

4) An analysis of investments between Greece and EU tax havens on the basis AUTEUR SOMO

of this data is published in chapter 5 of the SOMO report Fool's Gold, available LAY-OUT DESIGN GETLOS design & fotografie

at http://www.somo.nl/publications-en/Publication_4177?set_language=en. PICTURE ‘The Heavens' ® Paolo Woods / Gabriele Galimberti
ISBN/EAN 978-94-6207-084-4

5) Then again, the information quality for Hungary is poor and does not give a
good representation of the SPE sector in this country.

e This publication has been produced with the financial assistance of L -
L.
m OXFAM Oxfam Novib. The content of this publication is the sole responsibility a0 ,'_"I
Novib  of SOMO. * L
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