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This Paper

e How has recent research changed our understanding of tax
evasion by high-income/high-wealth individuals?

e How should we design tax enforcement policy targeting the
high-income/high-wealth population?

e Review policy interventions throughout tax enforcement process &
existing evidence

e Case studies: offshore wealth, conservation easements
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e For economists (including us):

e Evasion: paying less tax than the law requires

e Avoidance: reducing one’s tax burden without incurring real
economic costs

e For legal writers, and often for tax authorities:

e Evasion: intentionally paying less tax than the law requires

e Avoidance: reducing one’s tax burden by exploiting legal grey areas
and (unintended?) gaps in tax law

e See also non-compliance and tax planning

e When there is uncertainty about what the law allows:

e Legal definition of avoidance may include non-compliant positions
e We call this grey-area avoidance going forward
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Prior Economic Thinking on Tax Evasion

e Economists have studied tax evasion with formal models and
empirical data since Allingham and Sandmo (1973)

e Key empirical insight: importance of third-party information
reporting for the extent of evasion: e.g. Kleven et al 2011, IRS 2019

e Recent work on importance of sophisticated evasion at the top.

e Scandinavia: Alstadsaeter Johannesen Zucman 2019

e US: Guyton et al 2021
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Information, Compliance, and Income

A) Information and Compliance
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New Evidence: Offshore Wealth
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A) Scandinavia
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e Higher participation at the top for every list of disclosers

e Voluntary/Amnesty less steep than other lists
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Offshore wealth in tax havens is extremely concentrated
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Sophisticated evasion changes our macro understanding of

evasion
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Corporate Tax Avoidance

e Ownership of large corporations is highly concentrated —
who benefits from corporate tax avoidance?
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Corporate Tax Avoidance

e Ownership of large corporations is highly concentrated —
who benefits from corporate tax avoidance?

e Profit shifting is globally large: 36% of multinationals’ profits
shifted to tax havens

e This is usually called avoidance but enforcement matters.

e Related party transactions facilitate shifting
e Valuing assets in these transactions creates grey areas

e — disputes are common
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A Typology of Policy Interventions

Step Policy Interventions Primary Challenges
Define rules, e Reforming rules & e Precluding tax shelters
regulations, & regulations e Resolving ambiguities
penalties
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A Typology of Policy Interventions

Step

Policy Interventions

Primary Challenges

Define rules,

e Reforming rules &

e Precluding tax shelters

regulations, & regulations e Resolving ambiguities
penalties

_ e Third-party reporting e Accomodating complexity
Reporting rules e Finding reliable third parties

requirements

e Taxpayer reporting rules

Reducing compliance burdens

_ e Information processing. e Predicting compliance risk
Selecting o Audit-targeting strategy e Processing complex reports
returns  for , \whistleblower schemes o Optimizing revenue/deterrence
examination e Incentivizing whistleblowers

_ _ e Resources available e Staffing skilled examiners
Audits, exami- , a,dit procedures e Facilitating efficient detection
nations, inves- e Auditing complex structures
tigations e Avoiding undue burdens

Disputes and
litigation

e Resources available
e Selection of
cases/issues to litigate

e Staffing skilled litigators
e Litigating through complexity
e Optimizing revenue/deterrence
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Case Study: Cracking Down on Offshore Wealth

September 2017
First wave of exchanges

April 2009
under the CRS

G20 summit: IoR

March 2014
Joint Announcement
on the CRS

January 2015
First information
exchanges under FATCA

I

v

May 2014

OECD adopts the
ARG S0 Declaration on Automatic September 2018

S ARG Sl iaa Exchange of Information Second wave of exchanges
in Tax Matters under the CRS

July 2008 September 2013
UBS John Doe summons G20 endorses

AEOI standard
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Trade-offs for tax evaders owning offshore financial assets:

e Comply

—Reduced detection risk, higher effective tax rates, reduced
penalties
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Trade-offs for tax evaders owning offshore financial assets:

e Comply

—Reduced detection risk, higher effective tax rates, reduced
penalties

e Adapt evasion strategy: continue to conceal offshore assets

e Shift ownership: shell companies
e Shift location: non-participating havens
e Shift composition: real estate

— Mitigate detection risk, incur shifting costs, potential penalties

e Do nothing
— Increased detection risk, potential penalties

Broad empirical insight: ample evidence of sophistication and
calculated risk-taking
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Case Study: Cracking Down on Syndicated Conservation
Easements

e Main policy intervention: disputes and litigation
e Key insight: Deterrence effects require a credible threat

e Early court wins on technical issues (2017-18)
— 30% increase in SCE deductions

e More recent fraud convictions on substantive issues (2019-2021)
— better deterrence?

e US government loses = $3 billion per year in tax revenue while the
fight plays out

e A costly tool, probably the only one available without new legislation
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e Sophistication matters at the top of the income/wealth distribution

e Use of legal and financial intermediaries
e Exploiting grey areas

e Costly litigation of complex issues

15/15



Conclusion

e Sophistication matters at the top of the income/wealth distribution

e Use of legal and financial intermediaries
e Exploiting grey areas

e Costly litigation of complex issues

e Weaknesses at any step in the enforcement process can
substantially reduce tax revenues

e — multi-pronged policy approach; find and fix weak links

e ...but progress is possible (e.g. offshore case).

15/15



Conclusion

e Sophistication matters at the top of the income/wealth distribution

e Use of legal and financial intermediaries
e Exploiting grey areas

e Costly litigation of complex issues

e Weaknesses at any step in the enforcement process can
substantially reduce tax revenues

e — multi-pronged policy approach; find and fix weak links

e ...but progress is possible (e.g. offshore case).

e Collaboration between tax authorities and researchers is also a
policy tool!
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