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Tax Policies and Foreign Debt

· Information Note  
-
This Information Note is provided by the Independent Expert on the effects of foreign debt and other related international financial obligations of States on the full enjoyment of all human rights, particularly economic, social and cultural rights (“the Independent Expert”) to the Special Rapporteur on extreme poverty and human rights, in response to the latter’s request for information on the impact of tax policies on the realization of human rights.

The Independent Expert has addressed aspects of States’ tax policies as they relate to issues within the remit of his mandate in some of his thematic and country mission reports. The following information is extracted from some of these reports.
The impact of tax reforms linked to the provision of sovereign loans and debt relief

In his thematic report to the General Assembly on the impact of debt and related conditionalities on women’s human rights (A/67/304), the Independent Expert underscored that policy-based loans and debt relief from the international financial institutions typically require the borrower countries to implement a range of economic and fiscal reforms including the introduction of a value-added taxes and other regressive taxes, as well as tax holidays for foreign corporations. Although the ostensible aim of these policies is to promote economic growth and restore the debt servicing capacity of borrower countries, research indicates that they, in fact, have a negative impact on the realization of human rights over the longer term and that they have contributed to increasing poverty and marginalization among the poor in debtor countries (paras. 29-30).
The report further highlighted that:

“Policy conditionalities often force Governments to raise revenues by imposing regressive taxes, for example, value-added taxes, on goods and services. However, as these taxes apply uniformly to all segments of society, tax increases disproportionately affect the poor, who must pay a large proportion of their income in taxes. Since women tend to have lower incomes than men, and since they make up the majority of the poor, regressive taxes take a large proportion of their earnings. In addition, poor and rural women, as well as women breadwinners, see their real income and purchasing power reduced as they must spend more money to pay for essential food and services. Faced with insufficient resources, women may be forced to reduce their food intake or their access to essential services to provide for their families” (para. 40).

In the Independent Expert’s estimation, in order to avoid regressive taxes deepening inequality, States should exempt goods such as basic foodstuffs and medicines from value-added taxes. Conversely, States should raise revenue through limiting tax breaks for private corporations, taxing financial speculation and addressing tax evasion (paras. 41 and 88[i]).

Impact of regressive taxation systems
In the context of his mission to Latvia (A/HRC/23/37/Add.1), the Independent Expert noted that under its Stabilization Programme (2008-2011) agreed with the International Monetary Fund, European Commission and several European countries, the Government of Latvia implemented several reforms to address its fiscal deficit. These reforms included the increase of regressive taxes, such as value-added tax. In the Independent Expert’s view, this regressive tax regime disproportionately affected lower income households which were constrained to devote a larger portion of their income to accessing essential goods and services (para. 22). As the economy recovered, the Government introduced some cuts to personal income and VAT rates (para. 24).
Tax evasion and human rights
In his interim report on the “negative impact of the non-repatriation of funds of illicit origin on the enjoyment of human rights,” the Independent Expert noted that illicit funds generated, inter alia, through tax evasion, represented a major drain on the resources of developing countries, reducing tax revenues and investment inflows, hindering development, exacerbating poverty and undermining the enjoyment of human rights. He further observed that most illicit financial flows are facilitated by, inter alia, tax havens. 
Commonly used methods to evade taxation include trade mis-invoicing and transfer mispricing. Trade mis-invoicing occurs when businesses or individuals shift funds abroad by falsifying trade documents such as customs invoices (para. 6). Transfer mispricing refers to a similar process within multinational companies to evade taxes. A subsidiary of a company avoids paying taxes in a high taxation country by selling its products at a loss to a subsidiary in a low tax country, which then sells the product to final customers at market price and then yields the profit (para. 7).
The Independent Expert observed that such tax evasion schemes are a matter of concern to countries struggling with tight budgets and cuts in essential services (para. 8).
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