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• Tax competition is the process by which governments 

attempt to attract capital and labour to their country by 

offering low tax rates or other tax incentives.

• Tax competition brings great benefi ts, to all society and 

not just to those who directly take advantage of it. But the 

greatest benefi ts go to those countries that work in harmony 

with global free markets, not to those protectionists who try 

to erect barriers against the tide.

• The reduction in barriers to international trade, investment 

and relocation in the 1980s not only improved the operation 

of the global free market but also allowed more people to 

take advantage of low tax rates in other countries. It therefore 

made tax competition more effective, and helped prompt 

much-needed tax reform.

• Tax competition acts as a check on governments’ ability to 

raise taxes; it ensures that governments have more limited 

funds and thus provides incentives for governments to spend 

more wisely. 

• By preventing taxes becoming too high, tax competition 

boosts economic welfare, productive investment and 

employment. Low-tax jurisdictions also make global capital 

markets more effi cient.

• These benefi ts, of more effi cient government spending and 
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more productive capital investment by business, fl ow to 

everyone, not just to those who benefi t directly from low-tax 

jurisdictions.

• Opposition to tax competition is misguided, being based 

either on a misunderstanding of tax havens (which do not 

capture investment but merely direct it to where it can be best 

used) or idealistic assumptions about government. In the real 

world, tax competition is benefi cial.

• The current attempts by European governments (through the 

EU and the OECD) to restrict tax competition will therefore 

damage the world economy and harm their citizens. The UK 

and US governments should follow their belief in the benefi ts 

of the global free market and resist these moves.

• If there is damaging tax competition, it is found in the tax 

breaks to specifi c businesses offered by EU governments. 

The UK should continue the reforms of the 1980s, offering a 

simple tax system with low rates for all businesses.

• It is hypocritical for EU governments to defend their own, 

harmful, tax exemptions while attacking open low-tax 

jurisdictions. The UK, with its historic links to many low-

tax jurisdictions, should support their ‘level playing fi eld’ 

campaign for fair treatment from the EU and OECD.


