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Optimal policy responses to the EU MTD by third
countries not aligned with Pillar Two



Explicit rationale
• Address “remaining BEPS challenges” and “the continued risk of profit shifting 

to entities subject to no or very low taxation” – IF Policy Note, 23 January 2019 
• “Global action is needed to stop a harmful race to the bottom” (Programme of 

Work, 29 May 2020, para. 54)
• P2 “Could effectively shield developing countries from the pressure to offer 

inefficient incentives” (id.)
• “Ensure that the income of the MNE group is subject to tax at a minimum rate 

thereby reducing the incentive to allocate returns for tax reasons to low taxed 
entities” (ibid., para. 60)
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Implicit rationale
• The main purpose is to limit tax competition 
• Better understood as a regulatory tax (countries as addresses)
• Needed remarks:

o Adjectives such as “harmful” or “abusive” or the existence of double 
taxation are not relevant policy aspects below the 15% ETR

o If the aim of a country is to immediately increase tax collection, P2 is a 
bad policy choice

o Adoption by a few relevant countries impacts many
o Major design nuances: SBIE, treatment of incentives
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Pillar Two adoption
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Against Pillar Two
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Reasons not to be aligned with P2
• In favor of tax competition
• Against limiting the “jurisdiction not to tax” of other countries
• In favor of minimum taxation, but not through P2 (deficient policy 

instrument)
• Concerns around the conformity of P2 with international (tax) law
• Against adopting measures designed by an institution with a perceived lack of 

legitimacy (OECD)

Against Pillar Two
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- P2 is against the jurisdiction not to tax, linked with the previous one, it means countries should have the opportunity to determine their policy goals, especially those
- P2 has been widely criticized as a policy instrument. 



Price makers
• Power to influence the design and adoption of P2
• Political pressure, threat to adopt retaliatory measures

Price takers
• React to P2 as given
• Queries when choosing an alternative:

o How much should ETRs be raised? Surgical cut or detached increase?
o Should the modifications mimic P2?
o Level of complexity?

 Compliance 
 Assessment

o Alternative tax incentives / subsidies?

Non-aligned options
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Countries not willing to curtail tax competition
• Avoid adoption of measures that prevent “jurisdiction not to tax” 

o No IIR/UTPR adoption (e.g. Barbados)
o Alternative: IIR adoption to block UTPRs, accompanied by measures to 

return amounts to the MNE (subsidies?)

Non-aligned specific measures
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Countries not willing to curtail tax competition
• Need for measures to impede the collection of P2 liabilities in other countries

• QDMTT tailored to exactly match P2 liabilities and to safe harbours
• Other DMTT (SHDMTT proposal by Englisch)
• Minimum tax on accounting profits (AMT)
• Raise corporate tax rate or expand base to achieve ETR > 15%

Non-aligned specific measures
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• Every country should react to Pillar Two in line with its policy choices
• Non-aligned countries count with a wide array of options
• Special attention to:

• Collecting P2 liabilities and adapting incentives 
• Simplification

Takeaway
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Thank you

-

aitor.navarro@tax.mpg.de
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