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Abstract

Corporate tax avoidance by multinational corporations poses significant challenges to public
finance and fiscal equity worldwide. The tobacco industry represents a particularly important
case due to its concentrated market structure, reliance on intangible assets, and extensive global
corporate networks. This report examines the regulatory, institutional, and political factors that
enable tobacco multinationals to engage in tax avoidance, focusing on Switzerland, the

Netherlands, and the United Kingdom.

Using a qualitative comparative approach combining desk research and six semi-structured
expert interviews, the study analyses how companies use mechanisms such as transfer pricing,
treaty shopping, and intellectual property relocation to shift profits across jurisdictions. The
findings suggest that tax avoidance is facilitated not only by legal loopholes, but also by weak
transparency frameworks, political influence, and institutional incentives that support
multinational investment. These conditions create structural incentives for multinational

corporations to separate the location of economic activity from the location of taxable profit.

The report concludes that existing international reforms, including the OECD Base Erosion and
Profit Shifting (BEPS) initiative, remain insufficient to fully address profit shifting. Stronger
transparency measures, international coordination, and institutional enforcement are necessary

to reduce tax avoidance in the tobacco sector.
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1. Introduction

1.1 Current importance of tax avoidance

Approximately US$347.6 billion in tax revenues are lost annually due to multinational
companies (MNCs) shifting profits to low-tax jurisdictions or exploiting loopholes within the

international tax system (Tax Justice Network, 2024).

It is important to differentiate between tax evasion, which refers to illegal practices, and tax
avoidance, which involves the legal exploitation of loopholes. However, even legal tax
avoidance may undermine the broader purpose of taxation. Taxation primarily aims to generate
public revenue, redistribute income, and regulate economic behaviour. Such practices challenge
fiscal equity and may weaken states’ capacity to fund public services and economic

development. (4vi-Yonah, 2005).

The tobacco industry is dominated by a small number of large multinational corporations,
namely Philip Morris International (PMI), British American Tobacco (BAT), Japan Tobacco
International (JTI), Imperial Brands, and China National Tobacco Corporation (CNTC). Multi-
country market research indicates that approximately 85% of all cigarettes sold worldwide were
produced by the five largest tobacco multinationals in 2020, while a single company held a
median market share of 50% (Rajani et al., 2023). Despite the tobacco industry’s global
presence and substantial sales volumes across nearly all jurisdictions, tax contributions remain

highly uneven between countries (Haslehner & Lamensch, 2021).

1.2 Geographical scope

The effects of global profit shifting are unevenly distributed across jurisdictions. Although
corporate tax avoidance undermines public finances globally, its effects are unevenly
distributed across countries. Most nations experience revenue losses from profit shifting,
whereas a smaller group of jurisdictions benefit significantly by attracting foreign profits.
Estimates suggest that approximately 36% of multinational profits are booked outside the

countries in which corporate headquarters are located (Torslov et al., 2023).
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Research on traditional tax havens highlights substantial disparities between jurisdictions.

Switzerland, for example, gains the equivalent of 94% of its domestically collected tax revenue

through profit shifting, while the Netherlands benefits from approximately 69% (Torslov et al.,
2024). The United Kingdom, although not formally classified as a tax haven in the absence of
its overseas territories, nevertheless plays an important role within this system. It is particularly
relevant to the present study due to the significant presence of major tobacco companies

headquartered within its jurisdiction.

Accordingly, this study focuses on these three countries for several reasons. First, they are either
classified as tax havens or maintain preferential tax arrangements that attract multinational
corporations. Second, they host the headquarters of one or more major tobacco companies or
contain significant production facilities. Third, they provide sufficient data availability to

facilitate the analysis of financial flows and corporate tax practices.

1.3 Research gap

Existing literature provides substantial evidence that:

e The global tobacco market is highly concentrated.

e Tobacco multinationals make extensive use of complex international tax structures.

e Specific jurisdictions, especially Switzerland, the Netherlands, and the United
Kingdom, play a disproportionate role as hubs in these structures; and

e (lobal anti-avoidance initiatives such as the Base Erosion and Profit Shifting Initiative

have had mixed and uneven effects, with enabling environments persisting in key hubs.

However, there is still limited research that systematically links the regulatory, institutional,
and political characteristics of these jurisdictions to the concrete tax avoidance strategies of
tobacco multinationals. Much of the existing literature either focuses on global estimates of
revenue losses or examines specific corporate structures used by multinational companies, but

it does not fully integrate:

1) National tax regimes' features (e.g., IP regimes, treaty networks, withholding tax

policies, advance rulings);
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2) Institutional and enforcement capacity (e.g. tax administration, transparency and
reporting requirements); and
3) Regulatory influence (e.g., corporate-state relationships, corruption risks), particularly

in a sector that is already known for intense policy interference.

These dimensions are often studied separately rather than as interconnected drivers of tax

avoidance.

Understanding how these elements interact is therefore essential for explaining why certain
countries consistently function as tax-planning hubs. This research addresses this gap by
focusing on Switzerland, the Netherlands, and the United Kingdom as key nodes in the tax
avoidance strategies of tobacco multinationals and aims to uncover the following research

question:

What regulatory, institutional, and political factors in Switzerland, the Netherlands, and the
United Kingdom enable tobacco multinationals to engage in tax avoidance, and how can

these be addressed through targeted policy interventions?

1.4 Central Argument

This report argues that tax avoidance in the tobacco sector is enabled not only by differences in
corporate tax regimes, but also by the interaction between regulatory frameworks, institutional
transparency gaps, political-economic incentives, and multinational corporate strategies.
Through a comparative analysis of Switzerland, the Netherlands, and the United Kingdom, the
study demonstrates how these jurisdictions function as key nodes within global profit-shifting
structures while simultaneously maintaining conditions that limit effective reform and

enforcement.
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2. Methodology

This study adopts a qualitative comparative methodology combining desk research and semi-
structured interviews. Given the interdisciplinary nature of tax avoidance in the tobacco sector,

this approach enabled the integration of legal, political, and institutional perspectives.

Methodology

Literature Review Expt.:rt
Interview
Global Tax Experts
Secondary Data National Tax Exports

.~ .
. .
. "

Comparative Discourse
Analysis

Figure 1: Methodological Framework of the Study
Source: Authors’ own illustration based on the study methodology

2.2 Desk Research

As a first step, secondary material was gathered and reviewed. This process built the conceptual
framework of the analysis. Secondary research materials included an extensive review of
current academic literature on:

e Tax avoidance in general,

e Tax avoidance specifically in the tobacco industry,

e Methods of reducing tax avoidance, along with

e Political and economic factors, which influence the behavior of multinational

companies.
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The United Kingdom, Switzerland, and the Netherlands were chosen as representative case
studies to illustrate these points more practically and to produce relevant policy
recommendations. The table underneath provides an overview of the secondary research

tailored to the three jurisdictions.

Data to be Collected Sources

Corporate tax rates, Incentives (e.g., patent boxes), Withholding taxes, National Tax Codes, Ministry of Finance reports, OECD Tax Database,
Transfer pricing rules, CFC rules, GAAR/SAAR rules, DTAs IMF country reports

Main tobacco MNCs present, Market share, Local manufacturing/import
Tobacco Industry RS Employment, distribution networks, Sales volumes, Subsidiary
structures

Orbis Bureau van Dijk, WHO FCTC country profiles, Company annual
reports & investor filings, Trade registers (if available)

e e f dnits  Effective tax rates (from annual reports, IF available), CbCR data (if Tax Justice Network reports, Corporate annual reports (PMI, BAT, JTI,
Shifting available), Press/NGO reports on tax practices ITC), STOP reports

Institutional & Lobby influence & government-industry ties, Economic dependenceon ~ WHO FCTC Implementation reports, World Governance Indicators (V-
1) eI DT tobacco industry, Recent tax reforms Dem)

Policy & BEPS/Pillar Two implementation status, Tax Treaty Reforms, WHO OECD BEPS Monitoring Reports, FATF Mutual Evaluation Reports,
Transparency FCTC Article 6 alignment Government policy papers
Landscape
: : Real economic footprint (sales, employees, manufacturing) Orbis firm-level data (if available)
HECAE Declared profits (where possible) Corporate annual reports
Tax Outcomes Estimated gap between activity & taxation National statistics offices (if available)

Figure 2: Overview of Data Collection Categories and Secondary Research Sources
Source: Authors’ own illustration based on desk research and literature review

2.3 Semi-Structured Interviews

To gain a deeper understanding of tax avoidance in the tobacco industry across the three
selected countries, six semi-structured interviews were conducted between February and April
2026. The experts were selected in collaboration with the Swiss Association for Tobacco
Control based on their expertise in taxation, tobacco control, political systems, and international

governance.
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All interviews were conducted virtually, lasted approximately 90 minutes, and were recorded
with participants’ consent. Given the political sensitivity of the subject, most participants
requested anonymity. To ensure confidentiality, all responses have been anonymized,

paraphrased, and identified throughout the report using participant codes (Participants A—F).

A core set of standardized questions was used to enable cross-country comparison, while
additional open-ended questions allowed for deeper exploration of country-specific insights.
The interview guide focused on profit-shifting mechanisms, international anti-avoidance
initiatives, national regulatory environments, and potential policy interventions. The interviews
complemented the literature review by providing expert perspectives on the relationship
between multinational corporate structures, regulatory systems, and political-economic

dynamics (Brinkmann & Kvale, 2018).

2.4 Analysis of the Interviews

A hybrid coding approach was employed, combining deductive and inductive methods. Initial
codes were developed based on the literature review and desk research, while additional themes

emerged through repeated analysis of the interview data.

The qualitative analysis software Taguette was used to organize and structure the coding
process. Relevant excerpts from the interviews were systematically grouped according to
recurring themes and subtopics, allowing patterns and differences across the three jurisdictions

to be identified.

The coded interview material was then combined with findings from desk research and case

studies to support the overall analysis and the development of policy recommendations.

This approach enabled triangulation between interview evidence, academic literature, and case

study findings.

2.5 Limitations

This study is subject to several methodological and practical limitations that should be

acknowledged. First, the research relies primarily on qualitative methods, including desk

10
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research and semi-structured interviews. While this approach allows for in-depth exploration
of regulatory and institutional dynamics, it limits the ability to quantify the scale of tax

avoidance in the tobacco industry.

Second, the number of expert interviews conducted was relatively limited. Although
participants were selected based on their expertise in taxation, public health, tobacco control,
and international governance, the findings are not fully representative of all institutional
perspectives of all relevant institutional or industry perspectives. In addition, several
interviewees requested anonymity due to the sensitivity of the topic, which restricts the extent

to which certain insights can be independently verified or directly attributed.

Third, the selection of Switzerland, the Netherlands, and the United Kingdom as case studies
was guided by their relevance to global tax structures and the availability of data. However, this
focus limits the generalisability of the findings to other jurisdictions with different legal,

political, and economic contexts.

Finally, the regulatory environment surrounding international taxation is continuously
evolving, particularly in relation to OECD BEPS reforms and global minimum tax initiatives.
As multinational corporations frequently adjust their structures in response to regulatory

changes, some findings may reflect dynamics that are subject to future modification.

Despite these limitations, the combination of desk research, interviews, and case study analysis
enables methodological triangulation and provides robust insights into the institutional and

regulatory conditions that facilitate tax avoidance in the tobacco sector.

2.6 Literature Review

Existing literature shows that multinational corporations use mechanisms such as transfer
pricing, treaty shopping, and intellectual property relocation to reduce tax liabilities across
jurisdictions (Zucman, 2014, Torslov et al., 2023). Tax havens and conduit jurisdictions

facilitate these practices through favorable tax regimes and extensive treaty networks.

The tobacco industry is particularly relevant due to its concentrated market structure and

reliance on intangible assets such as branding and intellectual property. Studies have identified

11
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Switzerland, the Netherlands, and the United Kingdom as important hubs within global tobacco

tax structures (Vermeulen & Manon, 2020).

Research also highlights the role of political economy and regulatory capture in shaping tax
governance. Lobbying, weak transparency frameworks, and close relationships between
corporations and governments may reduce the effectiveness of regulation and enforcement (Da/
Bo, 2006). Although international initiatives such as the OECD BEPS framework aim to
address profit shifting, corporations continue to adapt their structures in response to regulatory

change.
This study builds on existing research by examining how regulatory frameworks, institutional
conditions, and political-economic incentives interact to enable tax avoidance in the tobacco

sector across Switzerland, the Netherlands, and the United Kingdom.

Taken together, the literature suggests that tax avoidance emerges through the interaction of

corporate strategy, regulatory design, institutional capacity, and political-economic incentives.

12
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3. Findings

3.1 Visual Mapping

Our research process made it clear that corporate tax avoidance cannot be understood in
isolation. Understanding tax avoidance requires examining the interaction between economic,
political, and regulatory dynamics. Opportunities for tax avoidance emerge from the
intersection of structural economic conditions, political dynamics, and an evolving regulatory
landscape. Each of these factors ultimately reinforce or constrain the other, with companies
adapting to a changing legal and regulatory environment, and regulators trying to mitigate
adjustment mechanisms by enforcing new legislation. Political and economic factors within a
country shape the extent and likelihood of new measures being implemented, as well as the

effectiveness of already existing legislation.

The following section combines our desk research with insights from expert interviews to
provide an overview of key findings. An analysis of corporate strategy & profit shifting,
common tax avoidance mechanisms, political economy, and lobbying, as well as its
interconnection with excise taxation, should explain how corporate tax avoidance mechanisms

are influenced and shaped.

The subsequent case studies of Switzerland, the Netherlands, and the United Kingdom show
how these dynamics interact in each national context and how they shape corporate tax
avoidance practices. The findings therefore suggest that tax avoidance persists through
mutually reinforcing institutional and political structures rather than through isolated legal

loopholes alone

13
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Multilateral
Mitigation
Strategies

Figure 3: Interactions Between Corporate Tax Avoidance Mechanisms and Political-Economic
Factors
Source: Authors’ own illustration adapted from OECD BEPS framework, political economy literature, and interview findings

14
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How The System Enable Tax Avoidance

€) LEGAL LOOPHOLES, @) TAX HAVEN ADVANTAGE €) POLITICAL & CORPORATE INFLUENCE
GLOBAL RULES Switzerland and the Netherlands offer Tobacco multinationals use lobbying and
Companies exploit gaps favorable regimes and secrecy that . . relationships to shape favorable policies

attract profits. . '. o~ and resist reforms.

in tax treaties, transfer Tax DT f

pricing rules, and >
IP regimes. ) Treaties
/

() WEAK TRANSPARENCY, © REAL-WORLD IMPACT () REFORMS ARE INSUFFICIENT
LIMITED ACCOUNTABILITY Profit shifting means less tax revenue Current international reforms (e.g., BEPS)
Complex ownership structures for countries where cigarettes are sold are a step forward but not enough.

and low transparency hide

and harm is caused.
where profits are really made. 3

Good start,
but loopholes

Figure 4: Simplified Visual Summary of Key Findings on Tobacco Tax Avoidance Mechanisms
Source: Authors’ own illustration based on literature review and interview findings
The following visual summary illustrates the main findings of this research in a simplified and
accessible format. It highlights how legal loopholes, favourable tax regimes, political
influence, and transparency gaps interact to enable tax avoidance in the tobacco sector across
Switzerland, the Netherlands, and the United Kingdom. The visual also demonstrates the
broader public consequences of profit shifting and the limitations of current international

reforms.

3.2 Corporate Strategy, Profit Shifting & Tax Avoidance Mechanisms

Even though no concrete number can fully estimate the amount of tax avoidance due to the secrecy
surrounding the issue, the Tax Justice Network estimates that around 16% of all taxable profits are
eroded globally (Tax Justice Network, 2024). Alstadsaeter et al. (2024) find similar results and report
that around 10% of worldwide corporate profits are lost due to tax avoidance. The Corporate Tax Haven
Index further shows that just twenty jurisdictions, characterized by legal frameworks enabling profit
shifting, preferential tax rulings, and aggressive treaty networks, account for one-third of global
corporate tax abuse risks. Strikingly, many OECD countries that publicly promote stricter international
tax cooperation simultaneously function among the world’s most significant enablers of tax avoidance

(Tax Justice Network, 2024).

15
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Within the tobacco industry, investigations by the University of Bath and The Investigative Desk suggest
that tobacco companies collectively deprive governments of around €80 billion in tax revenues annually.
Their analysis also indicates that a small group of European countries, namely Belgium, Ireland,
Luxembourg, the Netherlands, the United Kingdom, and Switzerland, regularly function as central
nodes in tax-planning arrangements. The Netherlands and the United Kingdom play a particularly
central role, hosting numerous subsidiaries and holding companies linked to multinational tobacco

corporations (Vermeulen & Manon, 2020).

Tax havens IMPpOse major Costs on other countries tax justice

network

Puerto Rico
Luxembourg

Cayman Islands*

Ireland

British Virgin Islands*
Hong Kong
Switzerland

Other Europe*

United Kingdom* B Gains for tax haven (USSbn)

}
Singapore M Cost to other countries (USSbn) _
0

20 15 10 -3

USD billion

Figure 5: Tax Havens and Their Fiscal Impact on Other Countries
Source: Source: Tax Justice Network (2020), Corporate Tax Haven Index

Both the literature and our expert interviews identified the four tax avoidance strategies illustrated in
Figure 4 as the most common mechanisms used within the tobacco industry. Several participants
emphasized, “many multinational companies across industries engage in similar behaviour because their
role is ultimately to generate profits”. The international economic system provides opportunities for
firms to minimize their tax liabilities through various mechanisms” (Participant B, interview, March

2026).

16
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The main four avoidance methods identified
by Vermeulen & Manon (2020):

Income shifting through
interest payments

Interest payments are a core mechanism
enabling tax avoidance, as the interest
itself is usually deductible from the tax
base. Debt financing and intra-group
loans frequently serve as mechanisms to
shift profits to jurisdictions with favorable
tax regimes. Vermeulen and Manon
(2020) illustrate this with BAT: through
inflated interest deductions, profits have
been shifted from high-tax jurisdictions to
low-tax jurisdictions. To combat such
practices, the European Commission
proposed the Debt-Equity Bias Reduction
Allowance Proposal (DEBRA), which, at
least, should shift companies' preferences
to alternative modes of finance and
should enhance equity financing.

Profit-Shifting via
Transfer Pricing

Among the OECD's BEPS measures, the
Transfer Pricing Guidelines are relevant
for analyzing tax avoidance, as they
govern how multinational enterprises set
prices for intra-group transactions. The
arms-length principle should, in theory
govern that a company should set prices
according to market forces; hence, a price
that would be paid for a comparable
product. However, when it comes to
pricing of, e.g., intellectual property,
comparable prices are relatively difficult
to establish, which gives multinationals a
lot of leeway in defining prices in
accordance with favorable tax regimes.
Empirical research provides extensive
evidence of tax-motivated transfer pricing
(Beer et al., 2018).

j‘,Shifling brands and other IP to low-tax
jurisdictions is attractive for multinationals
|because these assets are highly mobile and
%no! tied to production sites. The location of’
|subsidiaries holding intangibles is closely
{linked to transfer pricing: once IP is
iregistered in a favorable jurisdiction,
|affiliates pay royalties or license fees to
iuse it. Because the “arm’s-length” value of’
|such payments is hard to determine, firms
lcan set high intra-group charges to shift
|profits and reduce tax liabilities
|(Dieschinger & Riedel, 2011). In the
ilobacco sector, British American Tobacco
|shifted about 12% of its pre-tax profits to
{holding companies through royalties and
|service fees, moving substantial profits to
ﬂ low-tax areas (Tax Justice Network, 2019).

Complex Subsidiary
Structures

Complex  subsidiary and ownership
structures are a central enabler of tax
avoidance in the tobacco industry, as they
obscure financial flows and complicate
regulatory oversight. BAT, for instance,
operates more than 100 subsidiaries across
19 tax havens, creating a level ol
organisational complexity that makes the
tracing  of transactions
exceedingly difficult (Tax Justice Network,
2019). The BAT Kenya investigation
found that complex subsidiary structures
have moved about 9.6 billion KES in
revenues. (Tax Justice Network Africa
(TJNA), n.d.)

intra-group

Figure 6: The Four Main Tax Avoidance Mechanisms Identified by Vermeulen & Manon (2020)
Source: Authors’ own illustration adapted from Vermeulen & Manon (2020)

What makes the tobacco industry particularly well suited to these strategies are the underlying

characteristics of the industry itself. A pack of 20 cigarettes costs relatively little to manufacture, while

much of its value derives from branding and intellectual property. This makes the industry especially

suited to profit-shifting techniques involving intellectual property, as these assets are highly mobile and

relatively easy to relocate across jurisdictions (Participant B, interview, March 2026).

However, these structures also involve substantial legal and financial costs. Establishing complex

multinational arrangements requires significant investment, and companies weigh these costs against

the expected profits before implementing them. One example raised during the interviews involved

Japan Tobacco International’s acquisition of Gallagher in the United Kingdom. Following the

acquisition, intellectual property ownership was gradually shifted from the UK to foreign subsidiaries

located in more favorable jurisdictions (Participant B, interview, March 2026).
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While the mechanisms of corporate tax avoidance are relatively well known, manufacturing structures,
excise taxation, and broader political and economic conditions continue to shape how these strategies

operate across jurisdictions.

3.3 Political Economy and lobbying

Regulatory capture can broadly be described as the “process through which special interests affect state
intervention in any of its forms, which can include areas as diverse as the setting of taxes, the choice of
foreign or monetary policy, or the legislation affecting R&D” (Dal-Bo, 2006, p. 203). In practice, this
occurs when firms possess greater information, resources, and influence than citizens or policymakers,

allowing regulatory institutions to be shaped by corporate interests. The tobacco industry has historically
employed several strategies to influence policymaking. As Hird (2022, p.7) notes, the industry “draws
on its immense material and ideational power to commission and publish misleading evidence, reports,

advertorials, and other outputs that serve its interests,” while also funding organisations and media

campaigns that promote industry narratives.

A report by the Global Center for Good Governance in Tobacco Control (GGTC) further highlights the
extent to which the tobacco industry interacts with governments and public institutions. Although there
is no direct linear relationship between political lobbying and corporate tax avoidance, both often
reinforce one another. In countries where the tobacco industry maintains strong political influence,
public health regulations become more difficult to implement, while loopholes and weak enforcement
structures are more likely to persist. Fnér (2021), for example, demonstrates how specific interest groups
in Finland were able to influence the wording of anti-tax avoidance legislation, illustrating how lobbying

can contribute to the preservation of tax loopholes.

Evidence of this influence is visible across different regulatory contexts. Within the European Union,
STOP (2025) identifies at least 49 organisations actively involved in shaping tobacco-related policy. In
Switzerland, the tobacco industry participates in both formal consultations and informal policy
processes, frequently succeeding in minimizing tobacco control measures (GGTC, 2025). Political
contributions also remain legally permitted in the Netherlands and the United Kingdom, while many

meetings between industry representatives and public officials remain undocumented (STOP, 2025).
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British American The tobacco lobby's vast resources
e Top 10 Lobbying Organisations by Budget Expenditure
€3.99M
l - [C] Upper Range of Declared Estimated
- .‘Z’:ﬂ'.:.'ﬁ.i".:. Lobbying Budget
€2.74M
Japan Tobacco
International
€2.24M
Imperial Brands
€999 999

Bundesverband der Tabakwi rtschaft
und neuartiger Erzeugnisse
€599 999

European Smoking
Tobacco Association
Nordic Nicotine
Pouches Alliance

Tobacco and Nicotine
€499 999 Products Chemical Group

|_‘_l €299 999

Heintzvan Landewyck

BEHIND CLOSED DOORS: HOW THE TOBACCO LOBBY INFLUENCES THE EUROPEAN UNION AND BEYOND

Figure 7: Lobbying Expenditure of Major Tobacco Organisations in Europe
Source: STOP (2025), Behind Closed Doors: How the Tobacco Lobby Influences the European Union and Beyond

The figure above demonstrates the scale of financial resources dedicated to tobacco lobbying within
Europe. Companies such as British American Tobacco, Philip Morris International, and Japan Tobacco

International remain among the largest lobbying actors in the sector.

Our interviews confirmed many of the findings identified in the literature. Several participants
emphasized the intersection between economic and public health debates, which creates conflicting
incentives for governments. While tobacco companies generate employment, investment, and tax
revenues, smoking simultaneously imposes substantial public health costs. Interviewees also highlighted
the industry’s ability to frame higher excise taxation as counterproductive in addressing illicit trade or
protecting consumer freedom (Participant B, interview, March 2026). In addition, structural limitations
within regulatory systems, such as weaknesses in the European track-and-trace system, were described
as too complex and fragmented to effectively address illicit trade and broader industry practices

(Participant D, interview, March 2026).
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3.4 Excise Taxation and Corporate Tax Avoidance

Smoking costs the economy a considerable amount of money. In the United Kingdom, smoking
imposes costs of around £16.5 billion on the economy, whereas only around £6.8 billion is
raised with tobacco excise taxes; in the Netherlands, it imposes costs of around €40 billion
annually, whereas in Switzerland, it is estimated to contribute around CHF 6.1 billion (4SH,
2024, AT Schweiz, 2017). Given the discrepancy between excise taxes raised and costs imposed
on the economy, it becomes even more important to fight tax avoidance mechanisms. However,

excise taxation and corporate tax avoidance often form a reinforcing loop as well.

I Annual Public Health & Social Costs [ Annual Tobacco Tax  Cost-to-Revenue

Revenue Ratio
. R L/
Bl — = £16.5 billion
ng om " b‘
The Al N
Netherlands €40 billion
N 4
Switzerland o
o CHF 6.1 billion CHF-2 billion 3X

Figure 8: Public Health Costs vs Tobacco tax revenue
Source: WHO (2020), Joossens & Raw (2021), national health accounts, OECD (2023).
Note: Costs include healthcare, productivity losses and other social costs attributable to tobacco use

Excise taxes, often referred to as ““sin taxes,” are special taxes that governments apply on certain
products, such as tobacco, alcohol, or fuel, with the aim of reducing consumption due to harmful
effects on health and the environment. In the case of tobacco products, excise taxes are intended
to make cigarettes more expensive, discourage smoking, and generate government revenue.
However, tobacco companies often find ways to avoid paying full taxes and protect their profits,
both through excise taxes on products and corporate taxes on profits (Participant A, interview,

March 2026).

From the expert interviews, we learned that large tobacco MNCs like Philip Morris, Japan

Tobacco, and British American Tobacco are highly skilled at avoiding excise taxes. These
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companies not only plan how to pay less corporate tax but also sometimes use excise taxes
strategically. For example, by controlling where brands and products are legally “based,” they
can reduce the amount of excise tax they pay in high-tax countries. Companies may make most
of their money in countries like Italy or Germany, but they report the profits in Switzerland,
where taxes are lower and more stable. The significant differences in tobacco excise tax levels
across European countries further create incentives for companies to structure operations

strategically across jurisdictions.

(Tax per 1,000 cigarettes)

e 1 1 I -

Big difference
in tax levels

Figure 9: Comparison of Tobacco Excise Tax Levels Across Selected European Countries
Source: WHO Report on the Global Tobacco Epidemic
Excise tax avoidance happens when companies structure their operations in a way that
minimizes the tax burden. For instance, a multinational may set up subsidiaries in countries
with low excise taxes or adjust pricing between countries to take advantage of tax differences.
In some cases, the tobacco industry also tries to influence national governments to avoid higher
excise taxes. They use lobbying or economic arguments, such as the risk of losing jobs or

investment if taxes increase significantly.

Hence, excise taxes and corporate taxes interact. Even if excise taxes are high, companies can
reduce their overall tax burden through sophisticated corporate structures. For example, they
may report lower profits in high-excise countries and shift profits to low-tax jurisdictions. This
creates a situation where governments may collect excise tax on products but lose out on
corporate tax revenue that could otherwise support public services. OECD studies show that

large multinational corporations in the tobacco industry often pay lower effective tax rates than
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smaller companies in the same markets because they can move profits across borders (OECD,
2023). The industry therefore benefits from selling harmful products while simultaneously
minimizing contributions toward the public costs associated with smoking. As illustrated
below, tobacco multinationals pay significantly lower effective corporate tax rates compared to

other multinational companies on average.

Tobacco Multinationals Compared to Other Multinational Companies

25%

e 23.1%
20% ~40% lower

tax rate

15% | 13.6% S

% | .

5%

0% |

Tobacco MNCs Other
(average) multinational companies

(average)

Figure 10: Effective Corporate Tax Rates of Tobacco Multinationals Compared to Other Multinational Companies
Source: OECD (2023), Effective Tax Rates of Multinational Enterprises

One example is the way Philip Morris operates in Switzerland and across Europe. The Swiss
subsidiary may pay only a small fraction of corporate taxes relative to its real profits.
Meanwhile, excise taxes on cigarettes in countries like Italy, France, or Germany are collected,

but the real profits of the company are shifted elsewhere.

These practices highlight that excise taxes alone are not enough to ensure fair taxation of
tobacco companies. Policymakers therefore need to consider both product taxes and corporate
taxes together, while also strengthening international cooperation to close loopholes and ensure

companies pay their fair share.

3.5 Measures Against Tax Avoidance

While the previous section examined the implications of tax avoidance, this section evaluates
the effectiveness of existing policy responses and their limitations. Beyond technical tax
mechanisms, industry influence also shapes the broader fiscal and regulatory environment.

Over the past decades, global efforts to curb profit shifting have intensified significantly. At the
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European level, the Anti-Tax Avoidance Directive (ATAD I and II), together with the EU Code
of Conduct on Business Taxation, establishes a minimum harmonised standard encompassing
controlled foreign company (CFC) rules, interest limitation rules, exit taxation, hybrid
mismatch provisions, and general anti-avoidance rules (GAAR). At the international level, the
OECD's BEPS programme sets 15 action points designed to ensure that profits are taxed where
economic value is created and to foster greater transparency across jurisdictions (Hjorth
Beerentzen, 2022). Overall, these initiatives aim to i) ensure that profits are taxed where

economic value is created, and ii) enable a level playing field and eliminating differences

between states (enhance transparency) (Hjorth Beerentzen, 2022).

OECD LAUNCHES
BEPS INITIATIVE

Recognising the need to
address base erosion and
profit shifting by MNCs

2013

OECD FINALISES 15
BEPS ACTION PLANS

Comprehensive package
of measures to align
taxation with economic
substance and value

creation.

2015

EU ANTI-TAX
AVOIDANCE
DIRECTIVE (ATAD I)

Introduces minimum
standards on CFC rules,

interest limitation,

GAAR, hybrid mismatch

rules and exit taxation.

2016

BEPS ACTION 13
IMPLEMENTED
Enhances transparency
by requiring MNCs to
report key tax and
financial information

by jurisdiction

2017

ATAD II ENTERS
INTO FORCE
Strengthens rules on
hybrid mismatches,

foreign arrangements

and improves dispute

resolution mechanisms.

2019

OECD GLOBAL
MINIMUM TAX

Introduction of a 15%
global minimum tax
to ensure a minimum
level of taxation

worldwide.

2024

Figure 11: Timeline of Major International Anti-Tax Avoidance Reforms

Source: OECD (2015, 2017, 2019, 2024); European Commission (2016, 2019); Hjorth Beerentzen (2022).

However, empirical analysis of the impact of BEPS across different countries has yielded
varying results. While Alexander et al. (2020) have shown that profit shifting has responded
strongly to enhanced enforcement of rules with reductions of around 40-90% in several
European countries between 2003 and 2013, Scheider (2024) finds mixed results. Although
effective tax rates appear to have increased since 2017 (particularly following the
implementation of Action Rule 3 of the BEPS initiative, which aims to create CFC rules, and
Action Rule 13, which should enhance country-by-country reporting), the results vary

significantly among countries.

In countries like France and Germany, clear reductions in profit shifting have been recognized,

whereas in Switzerland and the United Kingdom, effective tax rates have not changed, and
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profit shifting still seems highly prevalent. This is in line with another finding from Abad-
Segura (2025), who also shows that robust policies in line with the ATAD show greater
performance in France and Germany in comparison to other European countries. Technological
improvements particularly influence the effective implementation of regulations (4bad-Segura

etal., 2025).

A further problem is regulatory adaptation by corporations. Rather than eliminating avoidance
altogether, tighter rules appear to have displaced it. Hohmann et al. (2025) highlight the
emergence of treaty shopping, exploiting differences across bilateral tax treaties, as a
mechanism that current frameworks do not adequately address. Similarly, Bustos et al. (2023)
find that OECD transfer pricing reforms have increased corporate spending on tax planning
rather than producing substantive behavioural change. This reflects Zucman's (2014) earlier
finding that stricter secrecy laws merely redirected profit flows to alternative jurisdictions. As
one expert interviewed for this study put it, the dynamic is not new: "the industry says the same
things today as 40 years ago: if taxes increase, smuggling increases, and if you want to fight

tax avoidance, mechanisms against it will also increase"” (Participant C, interview, March

. . . . o .
Timeline of Major International Anti-Tax Avoidance Reforms
1. NEW ANTI-TAX 2. ENHANCED 3. CORPORATE 4. NEW PROFT1 5. CONTINUED . = -
) : A N 6. PERSISTENCE OF
AVOIDANCE RULES TRANSPARENCY & ADAPTATION SHIFTINC REGULATORY n
T'AX AVOIDANCE
(BEPS / ATAD) ENFORCEMENT STRATEGIES STRUCTURI GAPS
s : Multinationals adjust : . s ey .
Governments introduce More reporting Profits are redirected Differences in tax Profit shifting remains
; their structures and use ; st :
stronger rules to curb requirements and : through alternative rules, political prevalent despite
I 5 new techniques to N e _ A
profit shifting and supervision aim to : s jurisdictions or resistance and uneven reforms, reducing
exploit remaining gaps.
enhance transparency. improve compliance arrangements. enforcement leave public revenues and
.., treaty sh ing, 5 "
and detect avoidance. (65 aredys l_op PnE, room for avoidance. fiscal fairness.
transfer pricing, IP
relocation)

--»

--------------------------- Cycle continues as corporations adapt faster than regulation ------=====--======-----I

Figure 12: Regulatory Adaptation and the Persistence of Profit Shifting
Source: Authors’ own illustration based on Hohman et al. (2025); Bustos et al. (2023); Zucman (2014)

Our interviews identified structural and political obstacles that reinforce these empirical
patterns. Participants consistently pointed to the absence of meaningful transparency as a

foundational problem, publicly available data does not necessarily reflect what companies are
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legally obligated to pay. Country-by-country reporting, a cornerstone of BEPS Action 13,
remains limited in scope and accessibility, with barriers rooted in national political resistance
rather than technical feasibility. Meanwhile, large multinationals, particularly in sectors such
as tobacco, have enough resources and power to prevent regulations from being enacted

(Participant A, interview, March 2026).

Corporations are not necessarily breaking the law but are operating within it, responding to tax
differentials just as individuals respond to incentives. Our interviews especially confirmed that
the OECD BEPS framework has not eliminated profit shifting but rather reshaped how it is
conducted, companies such as Philip Morris have adapted by aligning their tax structures more
closely with economic substance while still maintaining significant flexibility in how they

structure their operations (Participant F, interview, April 2026).

This creates a fundamental tension within international tax governance. As long as tax rate
differentials exist between jurisdictions, companies will have rational incentives to engage in
avoidance behaviour; a dynamic that no reform can fully eliminate (Participant B, interview,
March 2026). The OECD's multilateral ambitions are further constrained when the broader
multilateral system is under strain (Participant A, interview, March 2026). Spengel et al. (2026)
describe this paradox well: EU anti-avoidance legislation is simultaneously ambitious and
administratively burdensome, raising the question of whether continued rule layering is

sustainable or whether a comprehensive consolidation and simplification is needed.

Overall, while BEPS and ATAD represent meaningful steps forward, the evidence, both drawn
from existing empirical literature and our expert interviews, suggests that current frameworks
are insufficient to eliminate profit shifting and tax avoidance at scale. Regulatory arbitrage
adapts faster than legislation, enforcement capacity is uneven, and political fragmentation

undermines the international coordination that effective reform requires.

As Hjorth Barentzen (2022, p. 3) warns, “one of the next challenges of the OECD and the
European Union is to make this new international tax system sustainable by countering the
adverse consequences rising from the uncertainty surrounding it. If unaddressed, this has the

potential to undermine the achievement of the objectives intended by the measures."”
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Figure 13: Cycle of Regulatory Adaptation
Source: Authors’ own illustration adapted from interview insights and OECD (2021)

3.6 Tobacco Industry Interference and Illicit Trade Narratives

Recent findings from the Global Tobacco Industry Interference Index (GTI) further
demonstrate how tobacco companies use illicit trade narratives to gain political access and
influence fiscal policy decisions. According to the Global Center for Good Governance in
Tobacco Control (GGTC), at least 19 governments collaborated with the tobacco industry
through memoranda of understanding (MOUs), enforcement cooperation, or training

programmes related to illicit tobacco trade (Sy & Assunta, 2025).

The report argues that such collaborations may create a “triple fiscal loss” for governments.
First, governments already bear the substantial healthcare and economic costs associated with
smoking. Second, governments finance enforcement operations influenced by tobacco industry
narratives. Third, governments may ultimately lose additional revenue when they reduce or

delay tobacco excise taxes under industry pressure (Sy & Assunta, 2025).

The GTI further highlights that tobacco companies frequently position themselves as legitimate

enforcement partners while simultaneously lobbying against stricter taxation and regulation.
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Several documented cases show how industry influence contributed to delayed excise tax
increases, tax exemptions, or reduced taxation across multiple jurisdictions (Sy & Assunta,

2025).

These findings reinforce the broader argument of this report: tax avoidance in the tobacco sector
cannot be understood solely through technical tax mechanisms. Instead, corporate tax strategies
are closely connected to lobbying, regulatory influence, institutional transparency gaps, and

broader political-economic structures.

| 3
LOSS | — Health & Social Costs LOSS 2 — Enforcement Cost LOSS 3 — Tax Revenue Foregone

Tobacco imposes an estimated US$ 1.4 Governments fund publicly financed When governments yield to industry

trillion annually in healthcare enforcement operations against illicit pressure by freezing or reducing excise
expenditure and productivity losses, trade, including operations designed schedules, they permanently forgo revenue,
absorbed by governments and around industry-generated narratives while Loss | health & social costs continue to
households — not by the industry.4& and industry-influenced data — yielding compound and Loss 2 enforcement continues
no reduction in Loss |.49:505! to be funded.525354

Figure 14: Global Tobacco Industry Interference Index Series Brief (2025); Global Center for Good Governance in Tobacco
Control.
Source: Sy & Assunta (2025), Global Tobacco Industry Interference Index Series Brief

3.7 Transparency gaps

Building on the interaction of mitigation strategies outlined in the previous section (4.4), limited
transparency constrains governments’ ability to effectively monitor and regulate corporate tax
behaviour. This is crucial for ensuring corporate accountability and fair tax contributions.
However, in the tobacco industry, transparency remains highly restricted, creating significant

gaps in understanding the true extent of companies’ tax payments.

« Annual reports Aggregate
tax payments

« Public financial statements

« Press Release

What is Visible 1

(Limited

Information)

« Subsidiary financial accounts
« Transfer pricing agreements
« Royalty and licensing flows

« Advance tax rulings

« Country-by-country data

« Internal cost allocations

« Effective tox rates by country

What is Hidden
(Vitan Information)

Figure 15: Transparency Gap in Corporate Tax Practices. What is visible vs. what remains hidden
Source: Authors’ own illustration adapted from Tax Justice Network (2024)
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Company-Level Transparency Gaps

Interview findings indicate that tobacco companies such as Philip Morris, Japan Tobacco, and
British American Tobacco are experts at creating complex corporate structures. These
structures involve multiple subsidiaries in different countries, often in low-tax jurisdictions,
which makes it very hard to see the full picture of profits and taxes. For example, a company
may sell cigarettes in Italy but report most of its profits in Switzerland. This means that the
actual tax contribution in Italy may be much lower than it should be, while the real profits are

hidden in Switzerland (Participant A, interview, March 2026).

A further obstacle to enforcement lies in interpreting tax codes. Transfer pricing requires a
determination of “fair value” for intra-group transactions, yet no universal standard governs
this assessment, and tax authorities vary considerably in how aggressively they challenge
corporate valuations (Participant B, interview, March 2026). Broader questions also arise about
where profits should be taxed in the first place, whether at the point of production,
manufacturing, the point of sale, or where intellectual property is held. Germany, for example,
still hosts tobacco manufacturing at scale, while the United Kingdom does not. As different
national tax codes create legitimate room for companies to choose the most favourable
interpretation, the only structural solution would be a globally harmonized tax standard; but this
remains politically unlikely as governments want fiscal sovereignty (Participant B, interview,

March 2026).
Regulatory Transparency Gaps

As already outlined before, structural differences and the fact that national laws are different
from country to country, another major gap is in country-by-country reporting (CbCR). CbCR
is often not publicly available. Governments may receive this information, but companies argue
it is confidential. Even if CbCR exists, the OECD’s BEPS initiative has limited impact because
companies are very quick to find new ways to move profits before rules are fully enforced.
What makes the issue especially challenging to assess is financial opacity. The tax declarations
filed by large tobacco companies remain, in theory, without errors. Yet, they are structured in
ways that make proper examination almost impossible. Companies can inflate deductible
expenses through R&D claims, brand valuations, and intercompany service charges that
external auditors cannot independently verify (Participant A, interview, March 2026). Annual

reports provide a “true and fair” view, but auditors cannot go beyond national rules (Participant
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B, interview, March 2026). The result is a corporate tax environment that serves the interests of

the industry.

These gaps allow tobacco companies to legally reduce their tax burden while still being
profitable, and described them as “champions of tax avoidance” (Participant A, interview,
March 2026). Closing these gaps requires both stronger laws and better international

cooperation, because companies exploit differences between countries to avoid paying taxes.

In conclusion, transparency gaps in corporate and excise taxation are a major reason why
tobacco companies avoid paying taxes. Legal loopholes, complex structures, secrecy laws, and
weak enforcement all combine to create an environment where companies can maximize profits
while minimizing tax obligations. Addressing these gaps is crucial for fair taxation and for

governments to collect the revenue needed for public services.
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4. Country Analysis

4.1 Switzerland

Corporate Tax Regime

Switzerland's corporate tax regime is decentralized: cantons have the autonomy to set their own
tax rates “fo the extent that their sovereignty is limited by the Federal Constitution”
(Eidgendssische Steuerverwaltung ESTV, 2025, p. 11) . This structure has historically also led
to tax competition between cantons (similar to the global “race to the bottom"), with cantons
competing to attract multinational corporations through progressively lower tax burdens
(Participant A, interview, March 2026). Cantons select the "top-up" and apply a specific
multiplier, while a flat rate of 8.5% applies at the federal level. Corporate tax rates range from
around 11.85% in the canton Zug to 20.54% in Bern or 19.61% in Zurich. Most low-tax cantons
are situated in Central Switzerland and introduced lower tax rates to stifle investment and

innovation (Weber, 2025).

Tobacco Industry

Switzerland occupies a significant position within the global tobacco industry. Philip Morris
International maintains its global headquarters in Lausanne alongside a research center and
production facilities in Neuchatel and Spreitenbach. Japan Tobacco International is
headquartered in Geneva, with a production facility in Dagmersellen. While British American
Tobacco does not have its headquarters in Switzerland, it operates a subsidiary in Lausanne and

a factory in Boncourt (Burnand, 20138).

The companies constitute a big portion of economic activity in Switzerland. A study by KPMG
(2016) (funded by JTI) found that approximately 34.6 million cigarettes were produced within
national borders, of which 75% were exported. PMI alone employs around 3,000 people, JTI
approximately 1,300 and BAT around 450. Given the fiscal “dependence” on revenues, this

also reinforces political issues. The government subsidizes domestic tobacco manufacturers
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extensively, and tobacco manufacturers receive beneficial tax arrangements (GGTC, 2025).
Given Switzerland's decentralized fiscal structure, tobacco companies are important revenue
contributors at the cantonal level, particularly for cantons such as Neuchatel, where their

physical presence is most concentrated (Participant A, interview, March 2026).

Indicators of Profit Shifting

Switzerland complies with the obligation of implementing the minimum standards of the OECD
BEPS initiative. Hence, action plan 5 (countering harmful tax practices), action plan 6
(preventing treaty abuse), action plan 13 (country-by-country reporting), as well as action plan
14 (dispute resolution mechanisms), have been integrated. Even though empirical research
demonstrating the effectiveness of those measures for Switzerland is not clear, some literature,
as well as our expert interviews, suggests that Switzerland remains competitive precisely
because multinational firms are able to adapt to a changing legal landscape. As soon as new
laws are enacted, or it is known that the policy landscape changes, significant investments
within multinationals law departments will find adjustment mechanisms that minimize the

impacts (Participant A, interview, March 2026).

Moreover, Switzerland remains an attractive place due to its combination of moderate tax
treaties, political stability, and the ability to host high-value functions such as strategic
management, intellectual property ownership, and regional headquarters. The difference to the
pre-BEPS era is that these arrangements are now defensible: multinational firms ensure that
sufficient “substance” (e.g, decision-making capacity, skilled personnel, and R&D activities) is
located in Switzerland to justify profit allocation under transfer pricing rules (Participant F,

interview, April 2026).

Moreover, as our evidence suggests on an overall basis, new legislation incentivizes companies
to find new ways of shifting profits. Switzerland is often used as a conduit country, most
attractive for sublicensing IP rights. That Switzerland does not levy withholding taxes on

royalty flows makes it one of the most attractive tax havens (Lejour & van 't Riet, 2025).
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Political and Government Factors

The political environment reinforces structural conditions. Switzerland's parliament is
characterized by a strong pro-business orientation, and the overlap between corporate and
political roles reflects the depth of industry influence. Representatives of the tobacco, alcohol,
and food industries (for example, soft drinks, as well as the sugar and salt lobbies) have formed
a “coalition for a moderate prevention policy." This platform brings together industries
responsible for major public health problems and mobilized to block any effective health policy,
particularly legislation that could reduce their profits. Their main argument is that the Swiss
population is in good health and that emphasis should be placed on individual responsibility,
without “infantilizing” people through restrictive legislation (Participant F, interview, April

2026).

Switzerland's tobacco lobbying environment is one of the least regulated in the world, with a
constant score ranging from 96 to 99 in the last years (lower scores indicating less lobbying
influence in the parliament) (Swiss Association for Tobacco Control, 2025). Switzerland does
not create any hurdles for the tobacco industry to influence public health policies, indicating
that people in the parliament can represent the industry without limits. Philip Morris, for
example, has financed a significant part of the election campaigns, with the aim of fighting
tobacco control measures, which can be seen as a direct consequence of non-ratification of the
WHO Framework Convention on Tobacco Control (Participant F, interview, April 2026).
Moreover, it is not strange if a parliamentarian is also on the board of a company in Switzerland
(Participant A, interview, March 2026). Given the high interaction between high-level officials
meeting with industry representatives, as well as no requirements to disclose such meetings,

government-industry relationships are high (GGTC, 2025).

Policy and Transparency Landscape

Switzerland introduced the OECD/G20 qualified domestic minimum top-up tax (QDMTT) as
of January 2024, ensuring a minimum effective tax rate of 15% for large multinationals. This
has also led to some adjustments of cantonal taxes, as, if the QDMTT has to be applied, the
excess tax revenues flow to the federal government instead of the cantons. Hence, cantons such

as Geneva or Vaud increased their tax rates from 14% to 14.7%. Other cantons, especially those
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with the currently lowest corporate tax rates, are still debating how to adjust to the new measures

(Weber, 2025).

While Switzerland adopted most of the international standards, experts remain cautious about
its transformative potential. Our interviews concluded that within Switzerland's current political
environment, excise taxation for tobacco remains the only practically feasible instrument;
pursuing corporate tax reform would pit advocates not only against the tobacco industry but
also against the entire multinational corporate lobby (Participant A, interview, March 2026).
Moreover, the lack of public transparency, and particularly the absence of publicly accessible
country-by-country reporting, limits democratic accountability. As long as this information
remains limited to be available to only tax authorities, the political pressure for more ambitious
reforms remains weak. More fundamentally, the main obstacle is not technical but political.
Switzerland, the Netherlands, and the United Kingdom have a structural interest in maintaining
competitive tax regimes to attract multinational headquarters and associated financial flows.
This creates a tension between international cooperation and tax competition (Participant F,

interview, April 2026)

4.2 The United Kingdom

The national tax regime features of the United Kingdom—its treaty networks, intellectual
property reliefs, withholding tax policies, and advance ruling arrangements - provide the
structural foundation upon which profit-shifting strategies are built. The literature identifies
these features as significant but has not traced precisely how they interact with the concrete

behavior of tobacco companies (Palan et al., 2010; Weyzig, 2013).

This restructuring is not incidental - it is deliberate and systematic, made possible by the
flexibility the UK's treaty network and IP framework extend to companies in determining where
intangible assets are held and valued (OECD Transfer Pricing Guidelines, 2022). Participant B
further observed that the tobacco industry is particularly well suited to this kind of strategy
precisely because of the economics of its products. Manufacturing costs are low, and almost
the entirety of a product's commercial value is concentrated in its brand. The brand, in effect,
is where the profit lives, and its legal location - determined by corporate structure rather than
physical reality - is what decides where that profit is taxed (Participant B, interview, March

2026, Garcia-Bernardo et al., 2017).
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Indicators of Profit Shifting

The United Kingdom has implemented the minimum standards of the OECD BEPS initiative,
including country-by-country reporting, transfer pricing reforms, and hybrid mismatch rules

(OECD, Base Erosion and Profit Shifting-BEPS Project, 2013—present).
Political and Government Factors

The political and regulatory environment represents the dimension most clearly identified in
the literature as requiring further research, and it is here that the interview evidence is most
illuminating. The literature acknowledges that the tobacco sector is already known for intense
policy interference, that corporate—state relationships shape regulatory outcomes, and that the
industry's financial resources give it sustained influence over the processes through which tax

rules are made and revised (Palan et al., 2010; Tax Justice Network, 2020).

Participant B observed that the tobacco industry operates at the intersection of economic and
public health imperatives in a way that it has learned to exploit strategically, consistently
framing regulatory proposals as threats to employment, investment, and economic stability in

order to slow or dilute the political will needed to act (Participant B, interview, March 2026).

In addition to direct lobbying, the industry invests in corporate social responsibility initiatives-
charitable donations, environmental pledges, and community programs-that are designed to be
highly visible but are relatively minor compared to the profits being protected, generating
political goodwill and complicating the public debate around regulation (Participant A,

interview, March 2026, House of Lords Library, 2025).
Policy and Transparency Landscape

On the question of institutional enforcement capacity, the challenge in the United Kingdom is
less one of capacity than of disclosure. The UK tax authority collects country-by-country
reporting data from large multinationals - comprehensive information about profits generated,
taxes paid, and employees located in each jurisdiction of operation. However, unlike a number

of comparable countries, the UK does not make this data publicly available.

It remains restricted to government use, inaccessible to researchers, civil society organizations,

and journalists who might otherwise use it to scrutinize whether reported profits bear any
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meaningful relationship to where economic activity actually takes place (House of Lords

Library, 2025).

Participant A highlighted this problem early, noting that inconsistencies between countries in
how reporting obligations are implemented-with some making data publicly accessible and
others withholding it entirely-make it fundamentally difficult to construct the kind of cross-
jurisdictional transparency required to effectively monitor and challenge profit shifting

(Participant A, interview, March 2026).

Participant B reinforced this view, arguing that companies should be required to publish
detailed accounts for each of their subsidiaries and that the present arrangement-in which
information exists within government systems but cannot be interrogated externally-serves
corporate interests far more effectively than it serves the public (Participant B, interview,

March 2026).

This transparency gap reflects a deliberate policy choice with significant consequences for
accountability (Cobham & Jansky, 2020). More fundamentally, the main obstacle is not
technical but political. The United Kingdom has a structural interest in maintaining a
competitive tax regime to attract multinational headquarters and associated financial flows,
creating a tension between international cooperation and tax competition that reform efforts

have consistently struggled to resolve (Garcia-Bernardo et al., 2017; OECD, 2017).

4.3 The Netherlands

Corporate Tax Regime

The Netherlands functions as a central node in global corporate tax architecture due to its ability
to facilitate cross-border financial flows with limited withholding tax constraints and an
extensive network of double taxation treaties. These features make it an attractive jurisdiction
for multinational enterprise structuring, particularly for the allocation of intellectual property
and intra-group financial instruments. As shown in international tax policy literature,
differences in withholding tax rates and treaty access significantly influence multinational

financing and profit repatriation decisions (OECD, 2024)

Within the tobacco industry, one of the most significant mechanisms involves the centralisation

of brand ownership or licensing rights in Dutch subsidiaries. These subsidiaries then charge
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royalties to operating entities in other jurisdictions, generating deductible expenses abroad
while accumulating taxable income in the Netherlands. However, effective taxation of these
profits is often reduced through participation exemptions, treaty benefits, and conditional

withholding tax exemptions embedded in Dutch tax law (PwC, 2025; OECD, 2024).

IP Ownership Shifting Profit
Brands/IP placed in Dutch Profits shifted from high-tax countries to the
subsidiary Netherlands

Royalties/Fees Dutch Low tax outcome
Entity charges royalties Profits accumulate in the Netherlands with
lower effective tax

Figure 16: The Dutch Conduit Model
Source: Authors’ own illustration based on OECD (2024), Garcia-Bernardo et al. (2017), and interview findings

From an analytical perspective, this structure illustrates how profit shifting is not necessarily
dependent on illegal activity, but rather on the strategic allocation of ownership rights within

legal tax frameworks (Garcia-Bernardo et al., 2017).
Indicators of Profit Shifting

Interview evidence reinforces the above-mentioned interpretation, noting that multinational tax
planning “operates primarily through legal optimisation of existing structures rather than
through direct rule violations.” (Participant A, interview, March 2026). In addition, it also
emphasises that Dutch corporate tax planning ecosystems are “institutionally embedded in
holding company structures, particularly within Amsterdam’s financial services sector.” These
insights suggest that the Netherlands does not merely host avoidance structures but actively

enables them through institutional design. (Participant D, interview, March 2026)

Empirical investigations indicate that tobacco companies use several interrelated mechanisms

to shift profits through Dutch entities. One of the most prominent mechanisms is transfer pricing
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through intra-group trade, whereby goods or intellectual property are exchanged between
subsidiaries at internally determined prices that may diverge from arm’s-length market

principles (OECD, 2022).

A widely cited example involves the routing of cigarette sales through Dutch subsidiaries in
transactions that exist primarily on paper. In such cases, products manufactured in one
jurisdiction are sold to a Dutch entity at a relatively low transfer price and subsequently re-sold
within the corporate group at higher internal prices. This allows profit margins to be
concentrated in the Netherlands while reducing taxable income in production or consumption

markets (Ross et al., 2017, Tax Justice Network, 2020)

Investigative reporting has documented similar arrangements involving BAT, where cigarettes
produced in South Korea were routed through Dutch entities, enabling profit reallocation

without altering physical supply chains (The Investigative Desk, 2020).

Presence in the
Netherlands

Purpose /

Outcome

IP income accumulated in the
Netherlands, then paid to low-tax
jurisdictions

« PMI Europe B.V. (The Hague
« PMI IP Holding B.V.

¢ Multiple Dutch subsidiaries
* Financing and service companies

o
S AT

[1L

« Intercompany loans and royalty flows

o JTI Netherlands B.V.

Interest and royalties shifted through
the Netherlands to reduce taxable
profits elsewhere

Profits from IP and brand rights routed
through Netherlands to low-tax

« IP ownership and licensing

+ Distribution of rights o group entities Jurisdictions

Japan Tobacco International

Figure 17: Tobacco companies using the Netherlands
Source: Authors’ own illustration based on OECD (2024), Tax Justice Network (2020), Vermeulen & Manon (2020), and

company annual reports

These mechanisms are not just isolated cases but form part of a broader corporate logic.
According to one of the interview experts “internal pricing systems are adjusted continuously
in response to regulatory changes, meaning structures evolve rather than disappear”
(Participant D, interview, March 2026). This indicates that profit shifting strategies are

dynamic and responsive to regulatory environments rather than static schemes.
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Political and Government Factors

While the Netherlands has historically been perceived as a permissive jurisdiction for corporate
tax structuring, recent years have demonstrated increasing regulatory scrutiny and enforcement

activity.

A major case involved British American Tobacco, where the Dutch Tax and Customs
Administration (Belastingdienst refers to the tax authority of the Netherlands) challenged the
company’s intra-group pricing structures and profit allocation methods. Authorities argued that
BAT had artificially reduced taxable income in the Netherlands through structured financial
flows amounting to approximately €4 billion over a multi-year period. The tax authority
subsequently demanded approximately €1.2 billion in additional corporate tax payments (FD,
2020).

In a separate judicial ruling in 2023, a Dutch court imposed a €107 million penalty on British
American Tobacco (BAT) for underreporting taxable profits and mispricing internal
transactions. The court found that certain intra-group arrangements did not meet arm’s length

standards under transfer pricing rules, requiring adjustments to taxable income (Reuters, 2023).

These developments suggest a shift in enforcement behaviour from passive acceptance to active
legal contestation of corporate tax structures. However, as interview insights indicate,
enforcement remains reactive rather than preventive, meaning companies continue to redesign

structures in response to regulatory pressure rather than abandoning them entirely.
Policy and Transparency Landscape

The Netherlands is formally aligned with OECD Base Erosion and Profit Shifting (BEPS)
Action Plans, particularly those relating to transfer pricing documentation, treaty abuse
prevention, and country-by-country reporting. However, the effectiveness of these measures

remains contested in both academic literature and expert interviews.

While BEPS regulations aim to increase transparency and limit profit shifting opportunities,
multinational corporations have adapted by increasing the complexity of their ownership chains
and enhancing documentation compliance without fundamentally altering underlying

structures.
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One of the experts also mentioned, “compliance has improved on paper, but the economic
substance of structures often remains unchanged” (Participant D, interview, March 2026). This
reflects a broader pattern identified in tax governance literature, where formal compliance does

not necessarily equate to substantive behavioural change.

Political Economy and Institutional Environment

The Dutch political economy plays a significant role in shaping the persistence of corporate tax
structures. The Netherlands has historically pursued an export-oriented and investment-
attracting economic strategy, supported by a strong financial services sector and extensive
treaty network (Weyzig, 2013, OECD, 2024). Although direct tobacco industry lobbying is less
visible compared to some jurisdictions, influence is often exercised through policy consultation
mechanisms, tax policy advisory processes, and broader corporate engagement in economic

policymaking (European Commission, 2019).

Interview evidence supports this interpretation, suggesting that industry influence is often
indirect, as “corporate preferences are frequently reflected in policy design through structured
consultation rather than explicit lobbying pressure” (Participant A, interview, March 2026).
This highlights a key feature of the Dutch system: policy alignment with corporate interests is

often institutional rather than confrontational (Garcia-Bernardo et al., 2017).
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4.4 Comparative Synthesis of the Case Study

Presence of major
tobacco HQ/entities

Lobbying influence
Public CbCR

Switzerland +

High (12.3%-15.1%)
Strong (100+ treaties)
Strong (IP boxes & rulings)
PMLI, JTI (headquarters)
Low
Very high

No

The Netherlands -

High (15%)

Very strong (100- treaties)

Strong (IP box regime)

Key routing hub for MNCs

Medium

Moderate

Limited (large MNCs only)

Figure 18: Comparative Country Matrix

The United d h

Kingdoms q F

Medium-High (19%)

Strong (130+ treaties)

Strong (IP regime)

BAT, Imperial Brands
(headquarters)

Medium

High

Source: Authors’ own illustration based on OECD (2023), Tax Justice Network (2024), national tax authorities, and

interviews.

The comparative analysis of Switzerland, the Netherlands, and the United Kingdom

demonstrates that corporate tax avoidance in the tobacco sector is enabled by the interaction

between favourable tax regimes, institutional structures, and political-economic incentives.

Although each country differs in its regulatory and political context, all three jurisdictions

function as important hubs within global profit-shifting networks.

A common feature across all case studies is the strategic use of transfer pricing, intellectual

property relocation, and complex subsidiary structures by multinational tobacco companies. All

three countries comply formally with international initiatives such as the OECD BEPS

framework; however, significant transparency gaps and limitations in enforcement continue to

facilitate tax avoidance.
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Switzerland remains attractive due to its decentralized tax system, political stability, and close
relationships between corporate and political actors. The Netherlands functions primarily as a
conduit jurisdiction through its extensive treaty network and favourable holding company
structures. The United Kingdom, while not traditionally classified as a tax haven, continues to
play a significant role through its intellectual property regimes and extensive international tax

networks.

Across all three jurisdictions, interview findings emphasized that transparency remains limited,
particularly regarding publicly accessible country-by-country reporting. Political and economic
incentives to attract multinational investment further constrain effective reform and

international coordination.
Overall, the findings suggest that tax avoidance in the tobacco sector is sustained not only

through legal tax mechanisms, but also through broader institutional and political conditions

that continue to support multinational profit-shifting strategies.
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5. Policy Recommendations

While international initiatives have introduced important reforms, gaps in transparency and
weaknesses in rule design and enforcement capacity across countries constrain their
effectiveness. To address corporate tax avoidance, we need to strengthen both legal frameworks

and institutional capacity more comprehensively.

1) Enhancing Transparency and Strengthening Substantive Tax Rule Design

Country-by-Country Reporting Data should be made publicly available. The literature
highlights transparency and reporting requirements as crucial institutional variables that have
not been adequately examined across jurisdictions. Even when information exists, it is not
presented in a form accessible to those outside government. Making such information publicly
available would enable independent analysis by researchers, journalists, and civil society and

would hence strengthen external accountability.

Governments should require full subsidiary-level financial disclosure. Most existing
research focuses on global revenue loss estimates instead of examining the specific corporate
structures that move profits, partly due to the unavailability of necessary data. Without access
to detailed subsidiary-level accounts, tracking profits through groups comprising hundreds of

entities across numerous jurisdictions is nearly impossible.

Countries should strengthen anti-abuse provisions within bilateral tax treaties. Especially
with the introduction of the BEPS framework, loopholes via bilateral tax treaties are a standard
measure for multinational companies. Countries should review tax treaties to avoid loopholes
that allow companies to route profits through low-tax countries. Include anti-abuse clauses in
treaties, preventing firms from taking advantage of tax benefits without real economic activity.
For instance, the Netherlands could limit certain “holding company” benefits only to firms with

actual employees and operations in the country.
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2) Strengthening Institutional Capacity

Given the imbalances of power and resources between parties that represent the public interest
versus parties representing corporate interests, it becomes clear that international corporations
will always have significant power over affecting political systems and directives affecting their
behaviour. However, this is why it becomes even more important to strengthen the counterforce,
representing the public interest. This role becomes especially important when dealing with an

industry that bears high costs on society, as well as the economy.

Governments should invest more money in independent research organizations, especially
with the objective of preserving the public interest as well as tackling harmful tax practices. An
example of an institution working on such questions is the University of Bath, which focuses
on taxation, especially within the tobacco industry. Knowledge sharing between tax authorities
and other public entities would promote cooperation between judicial administrations and
enhance the work undertaken by independent research organizations. The effects of the tobacco
industry also vary from country to country, which is why research on both jurisdictional and

international levels is necessary to have adequate knowledge in fighting the tobacco industry.

Investments in tax technology and training in public administrations, as well as public
institutions. This would contribute to improving cross-border fraud detection and enhance

regulator’s ability to deal with complex, unstructured information.

Limit the ability of large companies to influence tax policy through lobbying. Mandatory
transparency rules for political mandates, meetings, and donations should provide transparency
and make it harder to have vested interests within the government. Advance rulings granted to
large multinationals in the tobacco sector should be disclosed publicly within a defined period.
In the Netherlands, for example, governments are not allowed to have any contacts with the

tobacco sector, unless it is a technical necessity.
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A 4- Pillar Framework
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Figure 19: Policy Recommendation: A 4 Pillar Framework
Source: Authors’ own illustration based on Interviews
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6. Conclusion

This report examined the regulatory, institutional, and political factors that enable multinational
tobacco companies to engage in corporate tax avoidance in Switzerland, the Netherlands, and
the United Kingdom. Through a comparative qualitative analysis combining desk research and
expert interviews, the study demonstrated how multinational corporations use mechanisms such
as transfer pricing, intellectual property relocation, treaty shopping, and complex subsidiary

structures to shift profits across jurisdictions.

The findings show that tax avoidance is not enabled solely by legal loopholes or differences in
corporate tax rates, but also by broader institutional and political-economic conditions. Weak
transparency frameworks, uneven enforcement capacity, extensive treaty networks, and close
relationships between corporate and political actors continue to facilitate profit shifting within

the tobacco sector.

Although international initiatives such as the OECD BEPS framework and the EU Anti-Tax
Avoidance Directive have introduced important reforms, the research indicates that these
measures remain insufficient to fully address corporate tax avoidance. Multinational
corporations continue to adapt their tax structures in response to regulatory changes, while

political and economic incentives often limit stronger reforms at the national level.

The comparative analysis further highlights the tension between international tax cooperation
and national competitiveness. Switzerland, the Netherlands, and the United Kingdom all benefit
economically from hosting multinational corporations and financial flows, which creates

structural incentives to maintain favourable tax environments.

Ultimately, the persistence of tax avoidance in the tobacco sector reflects a broader
contradiction within global economic governance: while multinational corporations operate
across borders, taxation and enforcement remain largely national. As long as this imbalance
persists, opportunities for profit shifting are likely to remain embedded within the international

tax system.
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8. Appendices

8.1 List of Acronyms

ATAD: Anti-Tax Avoidance Directive

BAT: British American Tobacco

BEPS: Base Erosion and Profit Shifting

CbCR: Country-by-Country Reporting

CFC: Controlled Foreign Company

GAAR: General Anti-Avoidance Rules

JTI: Japan Tobacco International

MNC: Multinational Corporation

OECD: Organisation for Economic Co-operation and Development

PMI: Philip Morris International

8.2 Definitions

Conduit jurisdiction: refers to a country used to channel corporate profits with minimal tax
friction.

Corporate tax avoidance: refers to legally minimizing tax liabilities through gaps in domestic
and international tax rules.

Intangible assets (IP): refer to trademarks, brands, and technology used for tax planning due
to high mobility.

Profit shifting: refers to the strategic relocation of profit by MNCs from high tax jurisdiction
to low tax jurisdiction. It is the primary mechanism towards corporate tax avoidance.

Tax evasion: is known as illegal non payment of taxes involved in fraud and misreporting.

Transfer pricing: is the pricing of goods and services between subsidiaries of the same
multinational.

51



GENEVA INSTITUT DE HAUTES

ETUDES INTERNATIONALES

GRADUATE ET DU DEVELOPPEMENT
INSTITUTE GRADUATE INSTITUTE

OF INTERNATIONAL AND
DEVELOPMENT STUDIES

8.3 Interview Questions

Introduction

o To start us off, based on your professional experience, how do you typically see large

tobacco multinationals engaging in profit shifting in today’s global economy?

e Given that 'Big Four' concentration we see (PMI, BAT, JTI, Imperial), how does that

market dominance help them facilitate these cross-border shifts?

o In your experience, where is the widest gap between where the actual economic value

is created (like sales or production) and where those profits are finally reported?
Global Landscape & Initiatives

o How effective do you feel the OECD BEPS initiative has been for the tobacco sector?
Specifically, have you seen much impact from rules on interest deductions (Action 4),

transfer pricing (Actions 8-10), or Country-by-Country reporting (Action 13)?

o It’s interesting that while countries like France or Germany have seen effective tax rates
rise post-BEPS, Switzerland and the UK seem more resistant. In your view, is that a
matter of technical enforcement capacity, or do political incentives play a larger role in

maintaining these environments?

e Are you seeing a shift away from traditional methods toward newer tactics, like 'treaty

shopping', as global regulations tighten?
National Enablers & Political Economy

o Looking at specific jurisdictions, what do you see as the 'biggest' enabler? For example,

is it the patent boxes in the Netherlands or the UK's network of overseas territories?

e How would you describe the technical capacity, and perhaps more importantly, the
political will, of national tax authorities to actually audit these complex royalty or

interest payments?

o To what extent does industry lobbying or institutional ties influence tax transparency?
While the WHO FCTC is primarily health-focused, do you think a country's stance on
it (like Switzerland’s non-ratification) signals a broader political climate that affects tax

governance as well?
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Interview Partners

Interview Partners Information
Participant A Researcher within Tobacco Advocacy
Participant B Senior Lecturer in Business Economics
Participant C Senior Policy Advisor
Participant D Senior Researcher Economics of Excisable Products
Participant E Researcher Tobacco Industry
Participant F Member of the Swiss Parliament
Future Policy

e What are the primary barriers to obtaining standardized, publicly available “Country-

by-Country Reporting” (CbCR) data for these multinationals?

o What targeted policy interventions (e.g., strengthening withholding tax or reforming IP

regimes) would be most effective for Switzerland, the Netherlands, or the UK to adopt?

o Is there an aspect of the “regulatory-political-economic” nexus in this sector that our

research might be overlooking?

8.4 Background on Avoidance Measures

Global efforts to curb profit shifting have intensified recently, especially because of the growing

concern about corporate tax avoidance. The Base Eorsion and Profit Shifting (BEPS) program,

initiated by the OECD, specifically sets a standard of 15 actions, which include:

53



GENEVA
GRADUATE

INSTITUTE

INSTITUT DE HAUTES
ETUDES INTERNATIONALES
ET DU DEVELOPPEMENT

GRADUATE INSTITUTE
OF INTERNATIONAL AND
DEVELOPMENT STUDIES

Initiatives against Corporate Tax Avoidance

Action 3 — . o Action 5
1 Countering harmful tax

Controlled Foreign P & e ;
Company (CFC) rules ﬁ}/ﬁ practices (including

preferential regimes)

° Action 13

Country-by-Country
Reporting

Action 4 —
Limiting base erosion via

interest deductions

g S Action 15

Aligning transfer pricing Multilateral Instrument (MLI) to
outcomes with value creation modify existing treaties

Figure: Initiatives against Corporate Tax Avoidance

However, empirical analysis of the impact of BEPS across different countries has yielded
varying results. While Alexander et al. (2020) have shown that profit shifting has responded
strongly to enhanced enforcement of rules with reductions of around 40-90% in several
European countries between 2003 and 2013, Scheider (2014) finds mixed results. Although
effective tax rates appear to have increased since 2017 (particularly following the
implementation of Action Rule 3 of the BEPS initiative, which aims to create CFC rules, and
Action Rule 13, which should enhance country-by-country reporting), the results vary
significantly among countries. In France and Germany, for example, clear reductions in profit
shifting have been recognized, whereas in Switzerland and the United Kingdom, effective tax

rates have not changed, and profit shifting still seems highly prevalent.

Moreover, laws passed to stop tax evasion may have prompted corporations to switch to
different types of mechanisms. Hochmann et al. (2025), for example, point out new tax
avoidance mechanisms, such as treaty shopping, where corporations take advantage of
differences in double-tax treaties and argue that the current system remains insufficient to curb
profit shifting. Moreover, such an argument is supported by Bustos et al. (2023), who show that
the OECD transfer pricing reforms, for example, incentivize companies to increase their
spending on tax planning rather than achieve substantial change. Even though it is not related
to the BEPS initiative, Zucman (2014) also shows that, despite more stringent secrecy laws
enforced among countries, profits have just been shifted to other jurisdictions and the policies

had limited effects.
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Hence, the literature suggests that, although global initiatives are starting to change the rules,
they haven’t necessarily had the impact that one would expect and have rather ended up shifting
corporate tax avoidance mechanisms to alternative forms. Countries like Switzerland, the UK,
and the Netherlands still play a substantial role in facilitating tax avoidance mechanisms. This
problem becomes especially evident in tax-sensitive industries such as the tobacco industry,
where we can see that companies like PMI, BAT or JTI maintain their headquarters, intellectual
property entities, or subsidiaries in these hubs. Moreover, new regulations tend to reshape
avoidance mechanisms, as Zucman (2014) pointed out, because companies and their tax-
planning affiliates often locate new loopholes in the system, a trend that is currently evident in
treaty shopping [SK(4] i. Only recently have we gained a partial understanding of these new

techniques, which continue to evolve in response to regulatory changes.
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