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1. Introduction 

 

The Tax Justice Network (TJN) published its State of Tax Justice (SOTJ) review in November 

20202. This note considers whether that report lives up to its claim that ‘it is the first piece of 

research to present comprehensive estimates of the huge sums of tax each country in the 

world loses every year to corporate and private tax abuse – and what this means in terms of 

countries’ health spending.’3 
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2. Data issues  

 

It is important to note that although the SOTJ report claims to refer to 2020 it does, in fact, 

use data for 2016 with regard to corporate tax abuse4, and for what appears to be 2018 in 

some cases, but for 2016 in the main with regard to private international tax abuse. No 

attempt appears to have been made to normalise the data when varying sources of differing 

dates have been used.  

 

Furthermore, in the individual country reports no indication is given as to the year for which 

government revenue and other support data used refers. Nor is the source of that data made 

clear in those individual reports. The basis on which exchange rates are managed is also not 

disclosed.  

 

The SOTJ data is problematic in that case. It is assumed that 2016 data should be used 

throughout in the analysis that follows. Some of the resulting issues arising are addressed in 

the appendix to this note. 

 

3. Testing the claims made 

 

The SOTJ claim is that: 

the world is losing over $427 billion (USD) in tax a year to international tax abuse. Of 

the $427 billion, nearly $245 billion is lost to multinational corporations shifting profit 

into tax havens in order to underreport how much profit they actually made in the 

countries where they do business and consequently pay less tax than they should. The 

remaining $182 billion is lost to wealthy individuals hiding undeclared assets and 

incomes offshore, beyond the reach of the law.  

This is claimed to be ‘the state of tax justice’. This note contextualises this claim. It does so 

by considering whether the claim made is a fair representation of the tax gaps of countries 

where at least some more broadly based data is available on such issues. The EU member 

states are used for this purpose because the EU has for several years published VAT tax gap 

data for all its members states, which can provide the basis for the broad macroeconomic 

appraisal that the SOTJ also seeks to offer. No other equivalent officially sourced data set is 

known to exist5.  

 

It is obviously understood that the EU is not representative of the world. No claim is made 

that it is. The EU is being used firstly because data is available and secondly because that 

 
4 https://stats.oecd.org/Index.aspx?DataSetCode=CBCR_TABLEI#  
5 Other sources exist e.g. https://ideas.repec.org/a/wej/wldecn/785.html but they are not from official sources.  
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data is likely to be more reliable than average because of the focus on tax data collection 

within the Union driven by its statistical agency, Eurostat, and its Tax Directorate. 

 

4. Methodology 

 

The EU published a report on its VAT gap by member states for 20166. Although later reports 

are available7 the data for 2016 will be used as the basis for comparison with the data used 

in the SOTJ. 

 

The relevant data which is at the core of the EU’s analysis that follows is in this table: 

 

Table 1 – VAT gaps in the EU 2015 and 2016, millions of euros 

 

 
Source: European Commission as noted in text 

 

The EU’s methodology is to estimate what it describes as the VTTL. This is the ‘VAT Total Tax 

Liability’. It is estimated on the basis of the GDP of the state for which the calculation is 

undertaken. The estimated VAT due on end consumption within that state is worked out 

 
6 https://ec.europa.eu/taxation_customs/news/vat-gap-report-2018_en  
7 https://ec.europa.eu/taxation_customs/business/tax-cooperation-control/vat-
gap_en#:~:text=In%20nominal%20terms%2C%20the%20overall,to%20revert%20the%20positive%20trend.  
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given the breakdown of consumption in that jurisdiction’s GDP calculation.  Intermediate VAT 

charges are, therefore, automatically eliminated from consideration throughout supply chains 

and net liabilities that should theoretically be owing are estimated in their place based on 

macroeconomic data. In tax gap terminology, this is a ‘top down’ estimate of a tax gap, based 

on the believed or estimated level of real activity within an economy8. The estimated VTTL is 

then compared with actual government VAT receipts to estimate the missing liability owing, 

which is the VAT gap.  

 

In tax gap terms this does require that what is in effect a five-tier tax gap be considered. 

These tiers have been described as follows9: 

 

1. The tax base gap, which refers to the cost of tax bases not taxed by choice; 

2. The tax rate gap, which refers to the costs, both positive and negative, of granting higher 

and lower rates of tax that vary from the normal standard rate as well as the cost of all 

allowances and reliefs granted to taxpayers, for whatever the reason; 

3. The cost of tax evasion10; 

 
8 There are two broadly based approaches to estimating tax gaps.  The first is a top-down basis method. This 

does, in effect, take information from the estimation of gross domestic product for a jurisdiction and then 

estimates the tax that might be due on that gross domestic product. This method has to take into consideration 
the current tax system of the jurisdiction, accounting for the reliefs, allowances and exemptions in force to then 

estimate the theoretical yield due from a tax, which is then compared with the actual sum paid to estimate a tax 

gap.  This approach is particularly relevant to the first and second tiers of the tax gap noted in the text. 

 

The second basis of estimation is a bottom-up method. This data usually starts from within the tax jurisdiction. For 

example, the data for the unpaid tax gap (tier 5) should be published by a tax authority each year, as a matter of 

course. It would also be reasonable to expect that any tax authority should create and calculate a measure of the 

tax unpaid as a result of tax avoidance schemes that they wish to challenge. Not having this information, would 

effectively mean allocating resources inappropriately. Such figures should be published as an approximation to 

the tier 4 tax gap, i.e. that for tax avoidance.  

 
If actual tax collected is added to the totals for the unpaid tax gap and the tax avoided tax gap, and this number 

is then subtracted from the figure for the total tax base less the tier 1 (tax base) and tier 2 (tax spends) tax gaps, 

the result should be an estimate of the tier 3 tax gap for tax evasion. The figure will not be precise, but the scale 

of the issue being challenged can then be estimated, and a plan to tackle it can be prepared. The estimate will 

not be perfect, but is still required to identify the scale of tax evasion and for providing a basis for future actions 

to tackle tax evasion.  

 
9 Murphy, R. 2021. ‘Reappraising the Tax Gap. Chapter 4 in Unger, B. at al ‘Combating Financial Fraud and 

Empowering Regulators’. Oxford: Oxford University Press.  

 
10 The illegal non-payment or under-payment of taxes, usually by making a false declaration or no declaration to 
tax authorities; it entails criminal or civil legal penalties. 
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4. The cost of tax avoidance11; 

5. The cost of bad debt i.e. declared sums owing that are not actually paid. 

 

As will be noted below, both tax base and tax rate gaps exist within VAT, largely because of 

significant exemptions provided, e.g. with regard to education, healthcare and financial 

services, and because of reduced VAT rates on many other supplies e.g. food and heating. 

These costs have to be estimated based on nationally available data before losses to tax 

abuse (whether evasion or avoidance and deliberate non-payment) are calculated. 

 

VAT has the advantage when estimating tax losses of being subject to very little tax avoidance 

activity. Most losses are to tax evasion resulting from non-declaration of VAT chargeable 

income, the failure to register for VAT, and non-disclosure of trades in anonymous 

companies. The criminality of much of this loss does not alter the validity of the extrapolation 

of this data noted below. Receipts, even from criminal activity, are still taxable, at least in 

theory.  

 

As is apparent from Table 1, having allowed for these issues there remains considerable non-

declaration and underpayment of VAT in almost all EU countries.  

 

Anecdotally, Eurostat officials have expressed concern about some of the data in that table 

to the author of this paper. In particular, they cast doubt on the accuracy of data from Spain, 

Sweden and Malta. Cyprus was excluded from this analysis for a number of years because of 

similar doubts on data quality, with a belief that data on the VAT gap was understated.   

 
11 The term given to the practice of seeking to minimise a tax bill without deliberate deception (which would 

be tax evasion or fraud). The practice may be summarised as ‘seeking to get around the law’. 

Tax avoidance usually entails setting up artificial transactions or entities to re-characterise the nature, 

recipient or timing of payments. Where the entity is located or the transaction routed through another 

country, it is international avoidance. Special, complex schemes are often created purely for this purpose. 

Since avoidance often entails concealment of information and it is hard to prove intention or deliberate 

deception, the dividing line between avoidance and evasion is often unclear and depends on the standards 
of responsibility of the professionals and specialist tax advisers. 

An avoidance scheme which is found to be invalid entails repayment of the taxes due plus penalties for 

lateness. 

Some claim that this term refers to any activity that reduces the amount of a person’s income subject to tax, 

for example, claiming of allowances and reliefs clearly provided for in national tax law. This is not true. If 

the law provides that no tax is due on a transaction then no tax can have been avoided by undertaking it. 

This practice is now generally described as tax compliant. Instead the term tax avoidance should refer to 

the practice of seeking to not pay tax contrary to the spirit of the law.  

This term is one of the more contentious in the tax lexicon 
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On the same anecdotal basis staff at both Eurostat and the UK’s Office for National Statistics 

have told the author of this note that there are estimates for the shadow economy included 

in GDP in all EU countries but they have alsoi suggested that they are significantly smaller 

than those indicated to be appropriate by VAT gap analysis. Requests made for this 

information have not resulted in its disclosure. Because it is presumed, on the basis of 

indications given, that the estimates included are small they do not impact the analysis that 

follows.  

 

There are two remaining important points to note. The first is that the SOTJ and VAT tax gaps 

measure quite different tax losses. VAT is a tax on end consumption within a jurisdiction. As 

a result it is a domestic measure relating to matters arising within a jurisdiction, excepting 

that it is charged on imports. The SOTJ measures tax lost to other jurisdictions. In other 

words, it considers tax bases potentially moved entirely out of the jurisdiction, which are quite 

specifically not covered by almost any official tax gap definition now used, including that for 

the VAT gap. In addition, the evasion addressed by the SOTJ effectively relates to exports 

from the jurisdiction, which can almost never be subject to VAT under EU rules. As a result 

the two measures do not, in effect, overlap. As such they can be considered additive. This 

fact is reflected in the analysis that follows. 

 

Finally, the VAT gap can only apply to tax issues that are reflected within GDP. This is inherent 

within the nature of that tax, and within the calculation of GDP itself. The consequence is that 

any broader tax gap estimate based upon the VAT gap will necessarily omit those tax losses 

arising on taxes not reflected in GDP e.g. those arising on capital gains, wealth, property 

transfers and other such largely capital related issues. 

 

5. Extrapolating the VAT gap 

 

These points being noted it is also important to highlight a particular assumption that is made 

in the analysis that follows. The VAT gap that is published by the European Union does only 

relate to that one tax. There is no equivalent estimate for other taxes across the EU. Whilst 

some EU member states (and now former EU member states, in the case of the UK) do publish 

more detailed tax gap analyses only the UK attempts to do this across almost all its tax bases, 

which it does annually12.  

 

What is also almost universally true of tax gap analysis about almost any tax base excepting 

VAT is that a ‘bottom-up’ approach is used for calculation purposes. Bottom-up tax gap 

measures differ significantly in approach from the top-down type analysis used for VAT tax 

 
12 https://www.gov.uk/government/statistics/measuring-tax-gaps  
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gap purposes. What they do is sample tax returns submitted within the tax system, with some 

additional random sampling taking place of those not submitting returns, with the intention 

that these audits should then provide sufficient information for the purposes of extrapolation 

to establish a tax gap for the base as a whole. The approach has obvious appeal to a tax 

authority: the data that they would, in any case, generate as a consequence of investigating 

taxpayers that they think non-compliant can be reused for statistical purposes, with an 

apparent saving in cost. There are, however, many concerns about this approach including 

that: 

 

• Those investigated are predisposed to have committed error; 

• Just because a taxpayer is investigated does not mean that all errors are found; 

• It is widely believed by tax practitioners that there is a bias in tax audit towards simpler 

cases; 

• Identification of those who have chosen to remain outside the disclosed tax base is very 

hard, and may be seriously underestimated: for example, less than 50% of UK companies 

are requested to make tax returns in each year because it is assumed that the rest do not 

trade, with very little evidence to support this claim ever being required and very few 

investigations being made; 

• Some issues that are considered tax avoidance are not recorded as such within bottom-

up tax investigations. Many aspects of profit shifting fall within this category; 

• Almost any random audit process tends to under-represent the weighting that should be 

due to those with wealth who it is thought are most likely to tax abuse13. 

 

To estimate a tax gap for EU member states on a basis consistent with the SOTJ does 

therefore require that a different assumption be made. This alternative assumption is based 

on the fact that if VAT payment is to be suppressed by evasion it does necessarily mean that 

turnover is not recorded in the accounts of the entities in which it should be declared. The 

two events have to happen or detection of the VAT fraud would be easy to detect. It then 

follows that since the turnover is suppressed so must other taxes not be paid because there 

is no mechanism available to inject the missing income not declared back into accounts to 

cover the other liabilities due. The missing other liabilities might be personal income tax e.g. 

on income taken directly from undeclared turnover and not declared by a self-employed 

person, or on an employee’s salary, or corporation tax. Social security would also be missing. 

No matter what the size of the entity some or all of these taxes must not be paid if VAT is not 

declared, and that lost must be in proportion to the VAT loss. It is an accounting fact that this 

must be the case, although this is not reflected in many current tax gap disclosures e.g. that 

by HM Revenue & Customs in the UK. That is because their bottom-up approach to tax gaps 

does not identify this loss.  

 
13 See for example Alstadsæter et al, 2019, https://www.aeaweb.org/articles?id=10.1257/aer.20172043 
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In the analysis that follows this accounting logic is used to extrapolate the VAT gap loss across 

the economy. Saying that, it is appropriate to note two exceptions where that extrapolation 

cannot be made. The first is that VAT cannot be due on that part of GDP which is imputed to 

reflect the loss of rental income as a result of home ownership in a jurisdiction. This is not 

income in any normal sense, and there is no cash transaction or tax liability associated with it 

and as such extrapolation must be constrained to not charge a tax loss on this part of GDP. 

It is also the case that VAT losses are unlikely within the government sector because little of 

its activity is within the scope of VAT charge. This does not mean that government accounting 

is assumed to be free of corruption, but that the corruption is instead assumed to take place 

at the interface of the public and private sectors and so should be reflected only in the private 

sector estimates. As such extrapolation of the VAT gap to the government managed part of 

the economy is also inappropriate.  This is reflected in the calculations noted below.  

 

These points being made it is suggested that extrapolation of the VAT gap does, for the 

reasons noted, provide the best likely estimate of the domestic tax gaps arising in EU 

economies and that to these can be added the SOTJ estimates of tax loss arising outside the 

jurisdiction but actually due to it to then estimate the overall tax losses for the sake of 

determining whether the SOTJ claim that its represents the total tax losses to tax evasion can 

be sustained. 

 

6. The workings 

 

A series of detailed calculations have been undertaken to test the hypothesis that this paper 

explores. Table 2 is the SOTJ data translated into euros at the official rate for 2016 published 

by Eurostat14. 

 

Table 2 

 

 
14 https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Exchange_rates_and_interest_rates  
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Table 3 provides VAT gap data from sources already noted, EU member state GDP data from 

Eurostat for 2016, and a breakdown of tax revenue by type as a percentage for each country 

as published by the Director General for Tax in the EU for 201615: 

 

Table 3 

 

 
15 https://ec.europa.eu/taxation_customs/news/taxation-trends-report-2018_en  
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Table 4 translates this data into gross revenues based on the GDP of the country, and also 

shows the gross VTTL: 

 

Table 4 
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Table 5 begins to analyse this data.  

 

Table 5 
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Column AB records the VAT gap as published by the EU. However, this relates to gross 

revenue (i.e. VAT paid plus the VAT gap, or the VTTL) and so is not useful as a rate to be 

applied to the recorded net collections for other taxes. Column AC restates the gap as a 

percentage of net revenue so that the loss can be extrapolated across other taxes.  

 

Column AD is the percentage of GDP to which VAT might potentially apply, having 

eliminated the state sector and the part of GDP that represents notional rents, for reasons 

previously discussed. AE is the resulting value of that part of the economy that might be used 

as the basis for extrapolation from GDP. 

 

In column AF the overall tax due on the part of the economy that is subject to VAT is 

estimated.   

 

In column AG the VAT gap percentage rate is applied to the sum in column AF to estimate 

the total potential tax lost as a result of the suppression of the turnover of entities to evade 

VAT liabilities. This sum is the estimated domestic tax gap for the jurisdiction. 
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In column AH the SOTJ estimate for tax lost is noted and in column AI it is added to the 

domestic tax loss. As previously noted, the two measure quite different losses, one within the 

jurisdiction and the other outside and as such this addition can be made. The resulting figure 

in column AI is the total tax gap for the jurisdiction. 

 

Table 6 extrapolates these findings: 

 

Table 6 

 

 
 

Column AJ is the most significant here. It shows the proportion of a jurisdiction’s tax gap 

explained by the SOTJ. Table 7 re-sorts this into cascading numerical order: 

 

Table 7 
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A number of features become very apparent.  

 

The SOTJ is very good at explaining tax gaps in tax havens (Luxemburg, Cyprus, Malta, 

Ireland, the Netherlands and the UK) but is not so good in other jurisdictions. Sweden is an 

odd data exception because along with Spain it suggests it has a very low domestic tax gap.  
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In well over half the sample of countries the SOTJ explains less than twenty per cent of the 

tax gap.  

 

In eleven jurisdictions it can fairly be called immaterial: the tax gap issue of concern is almost 

entirely domestic and not international. 

 

Overall, the SOTJ explains an unweighted average of 25.82 per cent of tax gaps. Comparing 

the totals for columns AH and AJ in table 6 makes clear that the weighted average is 20.46 

per cent. Tax havens are smaller states, on average. This means that 79.54 per cent of tax 

gaps are not explained by the SOTJ. And this assumes that that SOTJ is itself fairly stated. 

 

7. Is the SOTJ fairly stated? 

 

There are, unfortunately, reasons to doubt that the SOTJ is fairly stated. As previously 

recorded section 3 of this note, the SOTJ suggests that: 

the world is losing over $427 billion (USD) in tax a year to international tax abuse. Of 

the $427 billion, nearly $245 billion is lost to multinational corporations shifting profit 

into tax havens in order to underreport how much profit they actually made in the 

countries where they do business and consequently pay less tax than they should. The 

remaining $182 billion is lost to wealthy individuals hiding undeclared assets and 

incomes offshore, beyond the reach of the law.  

It is important to note that these two activities are fundamentally different. Profit shifting is 

tax avoidance activity i.e. a tier 4 tax gap. Holding undeclared assets to facilitate tax 

evasion is a tier 3 tax gap. The discussion here focuses on the second of the two issues 

noted.  

The methodology used in the SOTJ report is noted in a methodological annex published 

separately to it16. The issue relates to an assumption that because a jurisdiction has what the 

Tax Justice Network identifies as ‘excess bank deposits’ that it thinks are attributable to those 

from outside the jurisdiction where those deposits are located17 it is reasonable to assume 

 
16 https://taxjustice.net/wp-content/uploads/2020/11/SOTJ-2020-Methodology.pdf page 10 

17 The SOTJ report identifies the following territories as having excess bank deposits: Andorra, Bahamas, 

Barbados, Belize, Bermuda, British Virgin Islands, Cayman Islands, Curacao, Cyprus, Finland, Gibraltar, Guernsey, 

Hong Kong, Ireland, Isle of Man, Jersey, Liberia, Luxembourg, Malta, Marshall Islands, Mauritius, Netherlands, 

Panama, Samoa, Seychelles, Singapore, St. Vincent and the Grenadines, Switzerland, Turks and Caicos Islands, 

United Arab Emirates, and the United Kingdom.  
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that this activity is undertaken for the purposes of tax evasion, and that evasion does actually 

take place at cost to the jurisdiction where the beneficial owner of the ‘excess deposit’ is tax 

resident.  

 

There are numerous problems with using this methodology. First, it uses Bank of International 

Settlement data that does not differentiate personal and corporate deposits. The report, 

which suggests that all the losses result to wealth, does not make that clear. This is simply 

wrong: some of the losses are not due to those with wealth.  

 

Second, the estimation of tax losses does not recognise that there may be commercial 

reasons for some of these deposits despite this being referring to the fact in the methodology 

note. Some sectors that use the jurisdictions noted may have reasons to hold high cash 

deposits e.g. the reinsurance sector. There may be good reason to suggest that this might 

involve profit shifting, but to then include the cash deposits held in a second calculation risks 

double counting. 

 

Third, if some of the excess bank deposits relate to genuine (rather then shell company) the 

use of personal tax rates to estimate all the losses is wrong. Corporate tax rates should be 

used in some cases, and these are almost invariably lower than top marginal personal income 

tax rates as used in the SOTJ calculations.  

 

Fourth, it is wrong (and historically the Tax Justice Network recognised this18) to assume that 

all offshore holding is for the purposes of tax abuse. Such deposits can be held for other 

reasons e.g. for commercial confidentiality, or to hide money from creditors and spouses to 

prevent claims being settled, or to shield assets from taxes other than those on income, which 

is now thought to be particularly commonplace in offshore tax planning.  None of these give 

rise to any reason to not declare income for tax purposes. 

 

Fifth, the assumption that cash deposits pay 5% interest might be best described in a number 

of ways, including ‘heroic’, ‘optimistic’, ‘unaligned with real world experience’ or just ‘highly 

unlikely to be correct’ when real world rates on cash deposits have rarely been much above 

zero for a considerable period of time, whichever currency is used to hold accounts in19. This 

rate is likely to be substantially overstated as a result and, as a consequence, so too are the 

tax losses likely to also be seriously overstated.  

 

 
18 See for example page 34 here from evidence submitted by TJN to the UYK House of Commons in 2009 

http://www.taxresearch.org.uk/Documents/CreatingTurmoil.pdf  
19 The US Federal Funds Rate has not exceed 2.41% since 2010 and has spent most of that time at rates very 

close to zero: most of the time bank deposit rates are not likely to much exceed that and in pounds and euro 
they were close to zero throughout the period https://www.macrotrends.net/2015/fed-funds-rate-historical-chart  
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Sixth, implicit in the methodology is the assumption that the success that tax justice 

campaigning has had in requiring automatic information exchange from tax havens has had 

no impact on taxpayer behaviour. This is particularly surprising. The whole purpose of the tax 

justice movements campaigning to secure this advance was to create the smoking gun that 

would force a change in taxpayer behaviour20. This ‘smoking gun’ data has existed in most 

cases since 201721, meaning that it is highly likely that aware taxpayers are not now taking 

the risk of not disclosing bank deposit assets in offshore locations to their domestic tax 

authorities when those domestic authorities are likely to receive data upon them direct from 

the source banks with which they are held. Whilst it was once entirely reasonable to think that 

many who held offshore bank accounts would not declare them because the chance of being 

discovered was very low tax justice campaigning has now changed this situation. To presume 

that all excess offshore bank deposits remain undeclared despite that success is a very 

surprising assumption that either undermines the credibility of all previous tax justice 

campaigning, or is wrong.  

 

Considering these issues in combination, it is very likely that the tax loss claimed for personal 

tax evasion of the type appraised within the SOTJ is seriously overstated, and most likely the 

proportion of tax gaps explained by it noted in the previous section of this report are also 

overstated as a consequence.  Precise estimate of that degree of overestimation is hard to 

estimate, but given that a 1% rate of return on offshore bank deposits might have been hard 

to secure during much of the period being considered22, and given that it is likely that a 

significant part of the income held offshore is now being declared by those with the benefit 

of enjoying it in the place that they are resident, the TJN claim may well be between five and 

ten times the likely sum actually lost. In other words, the tax evasion that they claim to exist 

in the sum of $182 billion per annum may actually be no more than $18 billion per annum 

and is very unlikely to exceed £36 billion per annum.  

 

8. Conclusions about the SOTJ 

 

As noted at the outset, the purpose of this note was to test the claim made by the SOTJ that 

‘it is the first piece of research to present comprehensive estimates of the huge sums of tax 

each country in the world loses every year to corporate and private tax abuse – and what this 

means in terms of countries’ health spending.’23 

 

 
20 See for example my 2009 paper on this issue http://www.taxresearch.org.uk/Documents/InfoEx0609.pdf  
21 See https://www.oecd.org/tax/automatic-exchange/  
22 As evidence see https://ciiom.barclays.com/content/dam/overseas-barclays-com/documents/important-

information/payments-rates-and-tariffs/Previous_interest_rates_IBIM6242_OS.pdf which makes it clear just how 

low rates are, and have been. 
23 https://www.taxjustice.net/reports/the-state-of-tax-justice-2020/ page 4 



 18 

The evidence noted above suggests that this claim is not true. The SOTJ might (but only 

might) provide this indication for some tax haven states. It definitely does not do so for other 

states, and in many cases provides almost no meaningful explanation at all of the tax gap 

that a country suffers, or its causes. The SOTJ’s claims for itself are wrong, in themselves as 

a result. The data it provides is also likely to be wrong. The indicative data it provides as to 

the consequences of tax abuse is also very likely to be wrong, and in many cases (as in the 

UK) simply misleading. The SOTJ report does not provide a useful indication as to the state 

of tax justice. It is actually potentially quite misleading as to what that state might be.  

 

9. Why the SOTJ has failed 

 

This conclusion on the SOTJ gives rise to the question as to why it is that a major civil society 

organisation might issue a report that is so misleading in an area where it has supposed 

expertise, established on the basis of a track record of successful campaigning and 

apparently authoritative report generation. In turn this leads to the question as to what does 

need to be done to appraise the true state of tax justice.  

 

a. Background data to inform this section  

 

To contextualise these questions some data is required. First, it should be noted that the 

World Bank estimated World GDP to be US$76.4 trillion in 2016, the year to which the SOTJ 

appears to relate24. 

 

In 2016 the OECD estimates25 that the GDP of OECD member states was $56.1 trillion, or 

73.4% of world GDP. 

 

In 2016 the average overall tax rate in OECD countries26 was 34.4%.  

 

In 2016 Chile and Mexico had the lowest overall tax collection rates in the OECD at 18.8% 

and 16.1% respectively27. They were likely to be above average for non-OECD countries.  

 

Assuming average tax paid of 15% outside the OECD total then total tax paid in the OECD 

was approximately $19.3 trillion and outside the OECD was $3 trillion, or $22.3 trillion in total 

in the world in 2016.  

 

 
24 https://data.worldbank.org/indicator/NY.GDP.MKTP.CD  
25 https://data.oecd.org/gdp/gross-domestic-product-gdp.htm  
26 https://www.oecd-ilibrary.org/sites/4de4270b-en/index.html?itemId=/content/component/4de4270b-en  
27 https://www.oecd-ilibrary.org/sites/4de4270b-en/index.html?itemId=/content/component/4de4270b-en  
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Table 5 suggests that the EU VAT gap based on net revenues received (which the above 

noted figure for tax paid is) might be 14.8% (column AC). Other possible estimates within 

that data are close to that figure. It is likely that tax gaps will be bigger outside the EU.  Others 

also suggest that the figure for the EU is, anyway, an underestimate28. Presuming it to be a 

reasonable, low side estimate, the total worldwide tax gap would be £3.3 trillion. 

 

The SOTJ report addresses tax losses of, at most £427 billion. If the figure for tax evasion 

that it uses is at least five times overstated, as analysis in this note suggests possible, the 

likely, the tax gap it addresses is no more than £281 billion. That is a sum that is just 8.5% of 

the total, reasonably estimated, worldwide tax gap.  

 

Assuming that TJN have, after correction for errors noted, correctly estimated the offshore 

tax gap 91.5% of tax gaps are domestic in that case, and not international.  

 

It is stressed that there are numerous assumptions implicit in this estimate, but the basis for 

calculation is cautious and is only being used as an indication of scale. Whether the tax gap 

that the TJN estimates is 8.5% of the total tax gap, or was even double that figure, it is still 

apparent that the total domestic tax gap massively outweighs the international tax gap on 

which the SOTJ focuses, and which it suggests is the sole indicator of the state of tax justice.  

 

b. Questions arising for TJN, the wider tax justice movement and its funders 

 

In no particular order questions that might be asked of TJN and thereafter the wider tax 

justice movement are: 

 

a. Why has the Tax Justice Network made an incorrect claim with regard to the SOTJ by 

suggesting that its limited perspective on the tax gap provides definitive answers to any 

questions relating to that issue? 

b. Is it aware that the claims it has made, based as they are solely on international tax abuse, 

are incorrect?  

c. Why does the Tax Justice Network appear unaware that the domestic tax gap is 

significantly more important than the international tax gap despite research continually 

showing this to be the case29? 

 
28 See https://www.vero.fi/globalassets/harmaa-talous-ja-talousrikollisuus/laajuus/jmlc-09-2015-0027fskrbm.pdf  
29 See, for example: 

Murphy, R. 2006. ‘Mind the Tax Gap’. Ely: The Tax Gap Limited. 

http://www.taxjustice.net/cms/upload/pdf/Mind_the_Tax_Gap_-_final_-_15_Jan_2006.pdf.  

Murphy, R. 2008. ‘The Missing Billions’. London: Trades Union Congress. 

Murphy, R. 2011. ‘The Cost of Tax Abuse: A Briefing Paper on the Cost of Tax Evasion Worldwide’. London: Tax 
Justice Network. 
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d. Was the SOTJ adequately internally or externally peer reviewed given the sum invested 

in it, and the very public claims made for it? 

e. Does the Tax Justice Network really understand the uses of offshore when it continues to 

focus almost entirely on corporate and personal income tax losses arising from tax haven 

use when much of secrecy jurisdiction use now appears to relate to capital taxation 

planning or other uses, which may be abusive but which do not necessarily involve any 

loss of tax at all? 

f. Does the Tax Justice Network have the skills to appreciate the errors in the claims it is 

making, which at once time it certainly did?  

g. Is the Tax Justice Network using its available resources to best effect by focussing so 

heavily on tax havens and international tax gaps (by producing the SOTJ, Corporate Tax 

Havens Index and Financial secrecy index, all of which deliver a broadly similar message) 

when the domestic tax gap is usually much more important to a jurisdiction, the people 

living in it, the delivery of public services in that place and the sound macroeconomic 

management that doing so requires, and so to the increase of the wellbeing of people 

worldwide? 

h. Should not the Tax Justice Network now be refocussing its attention now that it is clear 

that so many of its demands in the international tax arena have been met? 

i. Would funders be better advised to redirect resources to the investigation of domestic 

tax gaps, their causes, implications and the means to both assess them and tackle their 

consequences? 

j. Should much more effort now be given by tax justice campaigners to investigating other 

methods of tackling tax abuse e.g. by promoting the use of qualitative tax spillovers 

assessments that seek to explain them which civil society groups could prepare30? 

k. Should there be a new focus to tax justice campaigning, paying attention to issues such 

as: 

• Increased resource mobilisation for domestic tax authorities; 

• Enhanced in-jurisdiction automatic information exchange to beat domestic tax 

evasion; 

 
Murphy, R. 2012. ‘Closing the European Tax Gap’. Brussels: Group of the Progressive Alliance of Socialists & 

Democrats in the European Parliament.  

Murphy, R. 2014a. ‘Tax Evasion in 2014’. London: Public & Commercial Services Union. 

http://www.taxresearch.org.uk/Documents/PCSTaxGap2014Full.pdf.  

Murphy, R. 2014b. ‘In the Shade: Research on the UK’s Missing Economy’. Tax Research UK. 

http://www.taxresearch.org.uk/Documents/Intheshade.pdf  

Murphy, R. 2019. ‘The European Tax Gap: A Report for the Socialists and Democrats Group in the European 

Parliament.’ Brussels: Socialists and Democrats Group in the European Parliament. 

https://www.socialistsanddemocrats.eu/sites/default/files/ 2019–01/the_european_tax_gap_en_190123.pdf.  

30 See Baker, A. and Murphy, R., 2019, The Political Economy of ‘Tax Spillover’: A New Multilateral Framework’ 

https://onlinelibrary.wiley.com/doi/full/10.1111/1758-5899.12655  
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• The promotion of purposive tax legalisation; 

• The use of general anti-avoidance principles; 

• The development of professional codes of conduct for those engaged in tax practice; 

• Better regulation of companies and trusts within jurisdictions and enhanced disclosure 

requirements; 

• The development of new taxes to meet the demands that society is now creating, 

including on climate change, pandemic management and growing inequality, which 

many of the taxes in the existing array do not address?  

• Reform to limited liability regulation and most especially the access to that privilege 

and the publicity given to its use, including in the supply of full accounts on public 

record; 

• Enhanced accounting for taxation by all corporations, whether multinational in their 

operations or not, so that the contribution that business is making on a wider basis to 

society can be better appraised, which is usually impossible at present. 

 

It is suggested that not just TJN, but the whole tax justice movement now needs to address 

these issues.  

 

10. Final comments 

 

It is stressed that the findings of neither the SOTJ nor this paper about tax gaps are definitive. 

Tax gap analysis is always a matter of measuring shadows with the best tools currently 

available. It is inevitable that there can and will be dispute about methods to use and 

comparisons to be made. However, such are the disparities noted above between domestic 

and international tax gaps that it now seems inappropriate that domestic tax abuse receives 

the very limited degree of attention that tax justice campaigners now give it when it, and its 

consequences, are very likely much the largest single issue needing to be addressed by them. 

 

Tax justice campaigners have done an excellent job in bringing international tax abuse to the 

world’s attention. That issue is now being addressed. If, however, tax campaigners are really 

concerned about the full range of the impacts arising from tax abuse then they should now 

be focussing their attention on domestic tax abuse and means to address it. This seems to 

be particularly true in lower income countries if the EU sample is to be presumed indicative 

of the rest of the world. The relief of poverty would seem to demand this refocussing of 

attention, and since poverty related issues have always been the main focus of tax justice 

campaigning it is hard to avoid the need for a reorientation of tax justice campaigning now.  

 

It is to be hoped that this paper can provoke debate on this issue.  
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Appendix 1 

 

The SOTJ and the UK – a data review 

 

 

1. Purpose of this analysis  

 

The SOTJ report includes data appendices for many countries. The UK is one of them and is 

used for the purpose of this comparison because it is the jurisdiction with which the author 

of this note is most familiar. The comparison is made to test whether the SOTJ country data 

is reliable.  

 

2. SOTJ data 

 

The SOTJ country report for the UK says31: 

 

 
31 https://iff.taxjustice.net/#/profile/GBR 
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This appendix checks the likelihood that these claims are correct. 

 

3. Data from the UK 

 

The exchange rate used in this note is that published by HM Revenue & Customs32 for the 

US dollar for 2016 of £1 = $1.2399.  

 

UK GDP for the year is that reported by the Office for Budget Responsibility33 of £2,016.7 bn. 

If data from Eurostat had been used instead – as noted in the analysis in the rest of this note 

using Eurostat’s exchange rate for 2016 - the resulting GDP would have been £1,994.7 bn. 

The difference is immaterial at 1.1 per cent. 

 

UK government receipts for the year are as shown by this table of the outcome for 2016/17 

published by the Office for Budget Responsibility to support the 2018 UK budget34: 

 

 
32 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/572945/exr

ates-monthly-1216.csv/preview  
33 https://obr.uk/download/public-finances-databank-april-2021/  
34 https://obr.uk/download/economic-and-fiscal-outlook-march-2018/  
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Total spending is poorly reported within the UK as an out-turn, but is well reported as a 

forecast, and for 2016-17 it was budgeted as follows35: 

 
The UK does measure tax gaps. That for 2016/17 was as follows36: 

 

 
35 https://www.gov.uk/government/publications/budget-2016-documents  
36 

https://webarchive.nationalarchives.gov.uk/20190509073425/https://www.gov.uk/government/statistics/measuri
ng-tax-gaps  
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4. Data comparison  

The data noted above has been compared. 

a. Tax gaps 

The SOTJ tax loss for corporation tax alone is, when translated into sterling, £31.92 billion. 

HMRC says the UK tax gap is £33/40 billion, although only £3.5 billion relates to corporation 

tax. The two figures clearly do not relate to each other. SOTJ offers no explanation for the 

difference. 

b. Tax revenue 

The SOTJ says that UK tax revenue is $740 bn, which is £597bn when translated into sterling. 

The UK says it is £672.1bn, a difference of 12.6 per cent. SOTJ does not explain the 

difference. 

c. Health spend  
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The SOTJ report implies its tax gap is 18.72% of health spending, implying that spending 

amounts to $211.4 bn a year, or £170.52 bn when translated into sterling. Actual spending 

was £145bn a year. The overstatement is 15 per cent. 

d. Education  

The SOTJ report implies its tax gap is 25.23% of education spending, implying that spending 

amounts to $156.9 bn a year, or £126.5 bn when translated into sterling. Actual spending 

was £102bn a year. The overstatement is 19.4 per cent. 

e. Nursing pay 

 

Extrapolating nursing pay from the data in the SOTJ report suggests each nurse was paid 

£37,992pa. In 2021 average UK nurse pay is £33,384 pa37. The overstatement is 13.8%. 

 

f. Nurse numbers 

The SOTJ report suggests the UK lost the equivalent of 840,209 nurses pa as a result of the 

tax gap it estimates. In 2021 there were 299,184 nurses in the UK38. What the lost nurses 

might do in the UK is not explained within the SOTJ. 

5. Conclusions  

 

It would appear that all the data used by the SOTJ for the UK is materially inaccurate, 

meaning that it makes misleading suggestions as to losses arising to the UK even if its 

estimate of the UK tax gap was right. 

 

The number of nurses comparison for the UK is also materially misleading: it implies the UK 

requires many more nurses than is actually the case. The comparison is not, in that case, of 

any practical use.  

 

 

 

 

 
37 https://www.nurses.co.uk/careers-hub/nursing-pay-guide/#average-wage-for-a-UK-Nurse-in-2021  
38 https://www.gov.uk/government/news/record-numbers-of-doctors-and-nurses-working-in-the-
nhs#:~:text=The%20number%20of%20nurses%20in,the%20end%20of%20September%20show.  


