
Summary
There are lessons to be learned from the current Covid-19 pandemic. This except ional s i tuat ion requires 
rethinking the provis ion of sound infrastructures and a funct ioning health system. Nat ional healthcare and 
other publ ic services, which are current ly under increasing pressure, have been underfunded in many 
countr ies,  an issue that corporate tax avoidance has l ikely exacerbated. Some mult inat ionals that have 
been avoiding corporate taxes for years are about to be bai led out by nat ional governments,  thus arousing 
a publ ic sent iment of  unfairness. In this Pol icy Br ief ,  we argue that sett ing a minimum effect ive tax rate 
on the global prof i t  of  mult inat ional f i rms would tackle these concerns.
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The ongo ing  Cov id -19  pandemic  and  the  con f inement 
o f  b i l l i ons  o f  peop le  a re  hav ing  a  t remendous 
economic  impac t .  S ta tes  shou ld  p lay  a  cen t ra l  ro le  in 
the  response to  the  c r i s i s .  In  add i t ion  to  v i ta l  san i ta ry 
measures ,  governments  a re  tak ing  a  ser ies  o f  ac t ions 
to  ba t t le  the  economic  fa l lou t  due  to  the  Cov id -19 
ou tb reak ,  f rom the  “bazooka”  measures  dep loyed in 
Europe and the  U.S.  to  var ious  s t imu lus  packages  o f 
unprecedented  s ize .  The  immedia te  and  most  e f fec t i ve 
economic  measures  w i l l  ce r ta in ly  be  those  a imed a t 
p reserv ing  bus inesses  and jobs ,  wh i le  ma in ta in ing 
l iqu id i t y  on  the  f inanc ia l  marke ts  ( I l ze tzk i ,  2020) .
The cur ren t  s i tua t ion  in  France ,  I ta ly,  Spa in ,  the  U.S. , 
and  e lsewhere  sheds  l igh t  on  the  c r i t i ca l  impor tance 
o f  we l l -s ta f fed  and we l l - funded pub l i c  serv ices  to 
bu f fe r  the  impac t  o f  ex t reme events  l i ke  pandemics . 
The  economic  s i tua t ion  b r ings  to  mind  the  taxa t ion 
o f  mu l t ina t iona l  compan ies  fo r  a t  leas t  two  reasons . 
F i rs t ,  the  c r i s i s  revea ls  tha t  some essent ia l  pub l i c 
goods ,  such  as  the  p rov is ion  o f  sound in f ras t ruc tu res 
and  a  func t ion ing  hea l th  sys tem,  have  been 
under funded in  many  count r ies  (Armoc ida  et  a l . ,  2020 
fo r  ins tance) ,  an  i ssue  tha t  corpora te 
tax  avo idance has  l i ke ly  exacerba ted . 
Second,  some mul t ina t iona ls  tha t  have 
been avo id ing  corpora te  taxes  fo r  years 
a re  about  to  rece ive  mass ive  f inanc ia l 
he lp  f rom governments ,  wh ich  many  f ind 
unacceptab le  (Turner,  2020) .  In  th is 
pos t ,  we argue tha t  se t t ing  a  min imum 
e f fec t i ve  tax  ra te  on  the  g loba l  p ro f i t  o f  mu l t ina t iona l 
f i rms  wou ld  tack le  bo th  concerns .

   	 1	 Economic policy, firms, 
	 and profit shifting 

Th is  c r i s i s  shows tha t  ra re  events  l i ke  pandemics , 
na tu ra l  d isas te rs ,  o r  te r ro r i sm h i t  ind iv idua ls  and 
bus inesses  i r respec t i ve  o f  the i r  f inanc ia l  hea l th  o r  the i r 
con t r ibu t ions  to  the  tax  sys tem (De Vi to  and  Gomez, 
2020;  B loom et  a l . ,  2020) .  In  France ,  Emmanue l 
Macron  has  announced tha t  “No bus iness ,  whatever 
i t s  s ize ,  w i l l  be  le f t  a t  r i sk  o f  bankrup tcy. ”  (16   March 
2020) .  Other  count r ies  have  adopted  a  s im i la r 
approach :  many  w i l l  pay  a  la rge  share  o f  fu r loughed 
employees ’ wages ,  and  p rov ide  tax  de fe r ra ls  o r  s ta te -
g ran ted  c red i t  l i nes . 1

These budgetary measures are essent ia l  but  as a resul t , 
large bus inesses  tha t  have  imp lemented  aggress ive 
tax  p lann ing  s t ra teg ies  over  the  las t  years  w i l l  a lso 

(1)  The IMF policy tracker (https://www.imf.org/en/Topics/imf-and-covid19/
Policy-Responses-to-COVID-19) illustrates the exceptional policy responses to 
the crisis.

rece ive  f inanc ia l  he lp ,  and  migh t  even be  ba i led  ou t . 
Such  ambigu i ty  ra ises  leg i t imate  concerns  about  the 
soc ia l  acceptab i l i t y  o f  these  rescue p lans . 

1.1.	 Evidence from specific sectors

The  Cov id -19  ou tb reak  has  h i t  many  sec to rs ,  and 
gove rnmen ts  w i l l  have  to  s tep  i n  t h rough  l oans  and 
gua ran tees  t o  suppo r t  t he  economy.  The  a i r l i ne 
i ndus t r y  has  been  g rea t l y  a f f ec ted ,  w i t h  t he  shock 
i nev i t ab l y  sp read ing  ac ross  a l l  compan ies  ope ra t i ng 
a long  the  va lue  cha in . 2  The  In te rna t i ona l  A i r 
Transpo r t  Assoc ia t i on  es t ima tes  t ha t  t he  i ndus t r y 
w i l l  r equ i re  a  cash  i n fus ion  o f  up  t o  $200   b i l l i on ,  as 
we l l  as  l oan  gua ran tees  t o  wea the r  t h i s  economic 
bu f f e t i ng .  O the r  i ndus t r i es  such  as  t he  c ru i se  i ndus t r y 
have  a l so  been  s t rong l y  impac ted  by  t he  c r i s i s .  The 
au tomo t i ve  i ndus t r y  w i l l  a l so  be  h i t  ha rd  acco rd ing  t o 
t he  f i r s t  p ro jec t i ons . 3  
Us ing  da ta  f rom Compusta t ,  we  repor t  the  average 
effective tax rate (ETR) for these 3 industries in Figure 1. 

The information is for publicly listed 
companies either incorporated in the U.S. 
or in one of the E.U. countries. These firms 
are large corporations, most of them being 
multinational firms. The ETR has been shown 
to move closely with aggressive tax planning 
strategies, and  a  low average ETR is  an 
ind ica t ion  o f  tax  avo idance (Dyreng et 

a l . ,  2019) .  The  ETR is  computed  as  the  sum o f  cash 
tax  pa id  over  a  long  t ime per iod  o f  5  o r  10   years 
d iv ided  by  the  sum o f  p re - tax  income over  the  same 
per iod .  Long- run  ETRs reduce the  vo la t i l i t y  o f  annua l 
ETR measures  (Dyreng e t  a l . ,  2008) .
The f igure  c lear ly  shows tha t  a i r  t ranspor ta t ion , 
au tomot ive  manufac tu r ing ,  and  c ru ise  l ines  have  very 
low e f fec t i ve  tax  ra tes ,  bo th  in  the  U.S.  and  the  E .U. , 
wh ich  ind ica tes  a  modes t  con t r ibu t ion  to  the  fund ing  o f 
pub l i c  serv ices .  Desp i te  low e f fec t i ve  tax  ra tes ,  these 
f i rms w i l l  rece ive  f inanc ia l  he lp  f rom governments  a l l 
over  the  wor ld .   
The  da ta  show tha t  the  e f fec t i ve  tax  ra te  in  these 
indus t r ies  i s  fa r  be low what  the  s ta tu to ry  tax  ra te 

(2)  In the U.S., $50 billion of the $2 trillion stimulus package passed by the 
Senate will help the airline sector, with a $17 billion aid given to Boeing alone. 
Similar plans are on the table in Europe. The Italian government re-nationalized 
Alitalia with a €600 million cash injection, Denmark and Sweden have offered 
$302 million credit guarantees to SAS, and the French government assured 
that it would support Air France-KLM. Airports Council International Europe, 
a trade organization representing most European airports, sent a letter to the 
European Commission to urge it to introduce “comprehensive, inclusive and 
non-discriminatory support to the entire aviation ecosystem.”
(3) According to the European Automobile Manufacturers’ Association, at least 
1.1 million European workers are being affected by factory shutdowns as a 
result of the Covid-19 crisis. https://www.acea.be/press-releases/article/covid-
19-jobs-of-over-1.1-million-eu-automobile-workers-affected-so-far-dat.

we propose a minimum 
effective tax rate on 

the global profit of 
multinational firms 
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shou ld  be  in  the  E .U.  (21 .7% on average in  2019)  o r  in 
the  U.S.  (35% unt i l  the  end  o f  2017,  21% therea f te r ) . 
These indus t r ies  have  a  low e f fec t i ve  tax  ra te  bu t  a re 
no  except ion :  the  average e f fec t i ve  tax  ra te  across 
indus t r ies  in  the  U.S.  and  the  E .U.  i s  be low 25%. 

1.2.	 Global evidence

Whi le  these  observa t ions  ho ld  fo r  the  sec to rs  tha t  a re 
immedia te ly  a t  r i sk ,  the  phenomenon o f  tax  avo idance 
is  w idespread among sec to rs .  Large  corpora t ions  –  and 
no t  on ly  d ig i ta l  f i rms  –  use  var ious  s t ra teg ies  to  avo id 
pay ing  taxes  in  count r ies  where  they  do  much o f  the i r 
bus iness .  Anecdota l  and  sys temat ic  ev idence shows 
tha t  mu l t ina t iona l  corpora t ions 
exp lo i t  the i r  g loba l  ne twork  o f 
a f f i l i a tes  to  re loca te  p ro f i t s  to 
fo re ign  en t i t ies  w i th in  the  g roup 
in  low- tax  ju r i sd ic t ions  (see  Beer 
e t  a l . ,  2019 fo r  a  rev iew) .  The 
growing  economic  l i te ra tu re  tha t 
es t imates  revenue losses  f rom 
pro f i t  sh i f t ing  po in ts  a t  s izeab le 
impac ts .  In  the  U.S. ,  C laus ing 
(2019)  f inds  tha t  p ro f i t  sh i f t ing  was  l i ke ly  cos t ing 
the  U.S.  government  be tween €79 and €125  b i l l i on  in 
corpora te  tax  revenue by  2017,  and  tha t  these  revenue 
losses  have  inc reased subs tan t ia l l y  in  recent  years . 
The  cor respond ing  losses  in  France  are  be tween €5 
and €10  b i l l i on  each  year  accord ing  to  th ree  recent 

s tud ies  (La f f i t te  et  a l . ,  2019;  Tørs løv  et  a l . ,  2019, 
Vicard ,  2019) .  To  pu t  these  f igures  in to  perspec t i ve , 
the  French  government  has  p roposed an  €8 .5   b i l l i on 
p lan  to  ex tend  French  unemployment  benef i t s  as  a 
response to  the  cur ren t  c r i s i s .
Many  o f  these  f i rms w i l l  undoubted ly  benef i t  f rom 
d i rec t  o r  ind i rec t  f inanc ia l  he lp  f rom governments . 
To  ensure  the  soc ia l  acceptab i l i t y  o f  the  emergency 
measures  fo r  these  f i rms and to  fos te r  tax  revenues  in 
normal  t imes ,  we be l ieve  the  Cov id -19  c r i s i s  p rov ides 
momentum to  imp lement  a  min imum e f fec t i ve  tax  ra te 
lev ied  on  the  g loba l  p ro f i t s  o f  mu l t ina t iona l  f i rms .

II.	 2	Reform of the international  
tax system

2.1.	 Current negotiations

Since  2018,  the  OECD has  been negot ia t ing  a  la rge-
sca le  re fo rm o f  the  in te rna t iona l  tax  sys tem wi th 
130   count r ies .  The  negot ia t ions  were  se t  to  end  in 
December  2020.  D i f fe ren t  scenar ios  have  been 
d iscussed,  inc lud ing  min imum taxa t ion .  However, 
th is  i s  no t  the  on ly  poss ib le  re fo rm tha t  i s  cur ren t l y 
under discussion. Whereas most other reforms propose 
to redistr ibute taxing r ights ( in the vein of  the so-cal led 
Pi l lar  1 under negot iat ion at the 
OECD), they remain si lent about 
the rate at  which mult inat ionals 
should be  taxed.  Spec i f i ca l l y, 
they  re ly  on  the  a rgument 
tha t  a l loca t ing  tax ing  r igh ts 
to  des t ina t ion  marke ts  w i l l ,  de 
fac to ,  reduce tax  avo idance.  Bes ides ,  the  complex i ty 
en ta i led  by  more  soph is t i ca ted  a l loca t ion  ru les , 
pa i red  w i th  the  need fo r  the  tax  au thor i t ies  to  co l lec t 

new in fo rmat ion ,  i s  l i ke ly  to  g ive  more  room 
fo r  mu l t ina t iona ls  to  c i rcumvent  corpora te 
taxa t ion ,  espec ia l l y  in  low- income count r ies .
By  con t ras t ,  the  p r inc ip le  o f  m in imum taxa t ion 
i s  a  s imp le  one .  The lega l  con tours  o f  i t s 
imp lementa t ion  a re  a l ready  known by  the  tax 
au thor i t ies  and  i t  has  the  mer i t  o f  tack l ing 
corpora te  tax  avo idance d i rec t l y.  Indeed,  i t 
can  be  v iewed as  an  ex tens ion  o f  the  ex is t ing 
Cont ro l led  Fore ign  Corpora t ion  (CFC)  ru les 

app l ied  to  a  b roader  tax  base .  Fur thermore ,  i t s 
p r inc ip le  re l ies  on  the  observa t ion  tha t  the  incen t ives 
fo r  p ro f i t  sh i f t ing  a r i se  most ly  f rom tax  d i f fe ren t ia ls 
ac ross  ju r i sd ic t ions .  M in imum taxa t ion  imp l ies  tha t  no 
fo re ign  a f f i l i a te  can  escape a  min imum ra te  o f  taxa t ion 
by  dec la r ing  i t s  opera t ions  in  a  tax  haven.  Shou ld  i t s 

Figure 1 –   Long-run cash effect ive tax rates (ETR) 
by 4-digi t  SIC sector

Notes: This figure shows the long-run cash effective tax rates for some 
4-digit SIC sectors, defined as the ratio of cash income taxes paid to 
pre-tax income. “Air transportation” refers to industry 4512, “automobile 
manufacturing” refers to industry 3711, and “cruise lines” refers to industry 
4400. The data used to calculate these ratios come from Compustat 
North America and Compustat Global. “US” and “EU” refer to the state of 
incorporation. “EU” excludes Ireland, Luxembourg, Malta, and Cyprus.
Source: Compustat North America and Compustat Global, calculations of 
the authors.

Air transportation - US

Automobile manufacturing - US

Average all sectors - US

Air transportation - EU

Automobile manufacturing - EU

0.00 7.50 15.00 22.50 30.00

g

Average all sectors - EU

Cruise lines - US and EU combined

Long-run cash ETR 2010-2019 (in %) Long-run cash ETR 2015-2019 (in %)

large corporations – and 
not only digital firms – 
use various strategies 

to avoid paying taxes in 
countries where they do 

much of their business

the principle of 
minimum taxation 

is a simple one



4     CEPII – Policy Brief No 30 – April 2020  

International Corporate Taxation after Covid-19: Minimum Taxation as the New Normal

ef fec t i ve  tax  ra te  fa l l  be low th is  m in imum,  the  count r ies 
where  the  rea l  economic  ac t i v i t y  takes  p lace  wou ld 
have  the  r igh t  to  tax  the  d i f fe rence .  M in imum 
taxa t ion  thereby  e l im ina tes  the  incen t ive  to 
conduc t  aggress ive  tax  p lann ing . 
Impor tan t l y  enough,  th is  m in imum tax  ra te  i s 
no t  a  min imum s ta tu to ry  corpora te  tax  ra te 
bu t  an  e f fec t i ve  one :  the  accumula t ion  o f 
tax  b reaks  inc lud ing  loopho les ,  deduc t ions , 
exempt ions ,  o r  c red i ts  i s  permi t ted  up 
to  a  tax  th resho ld  a t  wh ich  a  f i rm ’s  taxes 
con t r ibu te  to  the  pub l i c  good su f f i c ien t l y. 
I t  a l lows  count r ies  to  pu t  a  f loor  to  tax 
compet i t ion  fo r  rea l  economic  ac t i v i t ies ,  and 
g ives  low- tax  count r ies  a  s t rong  incen t ive  to 
ra ise  the i r  corpora te  tax  ra tes . 

2.2.	 Momentum 
for the minimum tax

The min imum e f fec t i ve  tax  ra te  ensures  tha t  the  few 
f i rms tha t  made pro f i t s  dur ing  the  c r i ses  do  no t  avo id 
pay ing  taxes  th is  year  and  in  fo r thcoming  years ,  a 
boon fo r  governments . 4  The  shor t - te rm benef i t  o f  the 
min imum tax  cou ld  be  pa i red  w i th  an 
except iona l  con t r ibu t ion  by  compan ies 
wh ich  genera te  excess  p ro f i t s  thanks 
to  the  c r i s i s ,  as  p roposed by  severa l 
exper ts  (Amazon,  3M,  G i lead ,  and  Zoom 
are  on ly  a  few o f  the  many  corpora t ions 
tha t  s tand  to  benef i t  f rom the  c r i s i s ;  see 
The New York  Times ,  2020) . 5  No t  on ly 
i s  the  min imum tax  use fu l  to  s t reng then 
the  soc ia l  acceptab i l i t y  o f  some pro-
bus iness  re fo rms and to  co l lec t 
corpora te  taxes  in  the  shor t  run ,  bu t 
th is  f i sca l  po l i cy  i s  a lso  per t inen t  in  the 
med ium to  long  run . 
As  the  economic  s i tua t ion  rever ts  to  normal , 
mu l t ina t iona l  f i rms  w i l l  con t r ibu te  to  the  f inanc ing 
o f  pub l i c l y  and  loca l l y  p rov ided  goods .  These 
goods  serve  as  inpu ts  to  p roduc t ion  and  c rea te  the 
bas ic  cond i t ions  requ i red  fo r  success fu l  corpora te 

(4) The minimum tax will not harm firms that underwent losses during the crisis 
as the tax is only levied on firms running positive profits.
(5) In a recent post, Reuven Avi-Yonah (2020) proposes to revive the wartime 
excess profits taxes that the U.S. instituted in World War I and World War II. 
Excess profits taxes are designed to tax the proportion of profits that derives 
from some external event not of the company’s making. During Word War I, 
for instance, both Britain and the U.S. imposed an 80% tax rate on excess 
corporate profits (above an 8% annual return on tangible assets). A similar tax 
was set at 95% during World War II. Various methods may be used to calculate 
the level of excess profits. One proposal by Avi-Yonah is of particular interest: 
“The resulting tax (on exceptional profits) can be reduced by credits for wages 
of additional employees hired in 2020 to encourage the winners to hire and pay 
well during the recession.”

ac t i v i t y.  They  a re  a lso  c ruc ia l  to  bu f fe r  the  economic 
consequences  o f  fu tu re  la rge-sca le  d isas te rs .

Under a minimum corporate 
tax, the profits realized 
offshore end up taxed at a 
minimum effective rate. If 
the profits are not taxed in 
offshore jurisdictions, the 
taxation is implemented 
by redistributing the taxing 
rights to the countries where 
the value was created 
(but not reported). With 
minimum taxation, there is 
no longer an incentive to 
set up an a f f i l i a te  fo r  tax 

reasons  on ly.  In  a  recent  po l i cy  no te ,  Fues t ,  Paren t i , 
and  Touba l  (2019)  show tha t  the  imp lementa t ion  o f  a 
min imum e f fec t i ve  tax  ra te  reduces  p ro f i t  sh i f t ing  and 
genera tes  subs tan t ia l  ga ins  in  tax  revenues . 
The change to  the min imum effect ive tax rate system 
should min imize the room for  both double taxat ion and 
non- taxat ion ( for  technica l  deta i ls ,  see Fuest ,  Parent i , 
& Toubal ,  2019 and Becker  and Engl isch,  2019) .  I f  a 
consensus is  not  reached at  the OECD, the reform could 

be implemented uni la tera l ly.  Th is  has 
been the case of  the U.S.  s ince 2018. 
The U.S.  impose a min imum tax on the 
income that  U.S.-based mul t inat ionals 
earn in  low- tax fore ign countr ies,  wi th 
a credi t  for  80 percent  o f  the fore ign 
income taxes they have paid.  Because 
the Tax Cut  and Jobs Act  uses a g lobal 
min imum tax,  tax obl igat ions in  h igher-
tax countr ies can offset  the min imum 
tax due for  the act iv i ty  in  low-  or  no- tax 
countr ies.  Therefore,  f i rms can b lend 
the i r  fore ign income f rom low-tax and 
h igh- tax jur isd ic t ions,  reducing the i r 

payments of  the U.S.  min imum tax,  and achiev ing a 
lower  tax rate than the U.S.  ra te.  Thus,  whi le  the case 
of  the U.S.  shows that  a  un i la tera l  implementat ion is 
poss ib le ,  i ts  des ign remains largely  unsat is factory  and 
a country-by-country  min imum tax system should be 
most ly  preferred.   
A c ruc ia l  aspec t  o f  such  a  re fo rm is  the  leve l  o f 
the  e f fec t i ve  tax  ra te .  For  ins tance ,  the  U.S.  g loba l 
m in imum e f fec t i ve  average tax  ra te  i s  be tween 10 .5 
and  13 .125  percen t  on  an  annua l  bas is .  Whi le  there 
i s  no  economic  consensus  on  the  op t ima l  leve l ,  i t  i s 
our  persona l  op in ion  tha t  a  20% min imum e f fec t i ve 
tax  ra te  shou ld  be  imp lemented .  Indeed,  a  ra te 
be low 20% migh t  leg i t im ize  aggress ive  tax  p lann ing , 
po ten t ia l l y  lead ing  even more  compan ies  to  engage 

not only is the minimum 
tax useful to strengthen 
the social acceptability 

of some pro-business 
reforms and to collect 
corporate taxes in the 

short run, but this fiscal 
policy is also pertinent in 

the medium to long run

minimum taxation implies that 
no foreign affiliate can escape 
a minimum rate of taxation by 

declaring its operations in a tax 
haven. Should its effective tax 

rate fall below this minimum, the 
countries where the real economic 

activity takes place would have 
the right to tax the difference
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i n  tax  avo idance.  S t i l l ,  a  20% e f fec t i ve  average tax 
ra te  (EATR)  fo r  mu l t ina t iona ls ’ fo re ign  p ro f i t s  i s  very 
ambi t ious  a l ready.  As  a  benchmark ,  i t  i s  wor th  no t ing 
tha t  25  OECD count r ies  have  an  EATR be low 
20%,  wh i le  ha l f  o f  a l l  count r ies  wor ldw ide 
have  an  EATR be low 11%. 6  Moreover,  even 
w i th in  count r ies  w i th  a  h igh  EATR,  many 
mu l t ina t iona ls  repor t  an  EATR be low the  20% 
th resho ld :  a  recent  s tudy  fo r  F rance  by  the  IPP 
(Bach et  a l . ,  2019)  repor ts  an  average EATR 
o f  17 .8% fo r  la rge  compan ies ,  and  we f ind  an 
average long- run  cash  ETR o f  18 .7% fo r  the 
French  f i rms l i s ted  in  Compusta t .

(6) These EATRs are computed for the year 2015 in Tørsløv et al. (2019).

A minimum tax of 20% on mult inat ionals’ foreign prof i ts 
would dampen f iscal  competi t ion across countr ies by 
reducing the incent ive of low- or no-tax jur isdict ions 

whose effect ive tax rate 
is below this rate.  A 20% 
minimum tax should also 
reduce the incent ive of f i rms 
to locate in these countr ies 
as long as prof i t  shi f t ing 
impl ies posi t ive costs.
Al l  in al l ,  corporate taxes 
wi l l  not only ref lect  f i rms’ 

contr ibut ions to tax revenues where real  economic 
act iv i ty takes place but also help legi t imate future 
rescue plans.

while there is no economic 
consensus on the optimal 

level, it is our opinion that a 
20% minimum effective tax 

rate should be implemented
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