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' 3. Since then, the 137 members of the Inclusive Framework have worked on a global solution based on a two pillar approach
i (OECD, 2015[1]). Under the second pillar, the Inclusive Framework agreed to explore an approach that is focused on the

' remaining BEPS challenges and proposes a systematic solution designed to ensure that all internationally operating
. businesses pay a minimum level of tax. In so doing, it helps to address the remaining BEPS challenges linked to the
. digitalising economy, where the relative importance of intangible assets as profit drivers makes highly digitalised

. business often ideally placed to avail themselves of profit shifting planning structures. Pillar Two leaves jurisdictions

| free to determine their own tax system, including whether they have a corporate income tax and where they set their tax

' rates, but also considers the right of other jurisdictions to apply the rules contained in this report where income is taxed at an

+ effective rate below a minimum rate.

_______________________________________________________________________________________________________________________________________________________
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53. While the measures set out in the BEPS package have further aligned taxation with value creation and closed
gaps in the international tax architecture that allowed for double non-taxation, certain members of the Inclusive
Framework consider that these measures do not yet provide a comprehensive solution to the risk that continues to
arise from structures that shift profit to entities subject to no or very low taxation. These members are of the view that
profit shifting is particularly acute in connection with profits relating to intangibles, prevalent in the digital economy, but also in
a broader context; for instance group entities that are financed with equity capital and generate profits, from intra-group
financing or similar activities, that are subject to no or low taxes in the jurisdictions where those entities are established.

' 54, The global anti-base erosion proposal is made against this background. It is based on the premise that in the absence
. of multilateral action, there is a risk of uncoordinated, unilateral action, both to attract more tax base and to protect
. existing tax base, with adverse consequences for all countries, large and small, developed and developing as well as
. taxpayers. It posits that global action is needed to stop a harmful race to the bottom, which otherwise risks shifting
, taxes to fund public goods onto less mobile bases including labour and consumption, effectively undermining the tax
i sovereignty of nations and their elected legislators. It maintains that developing countries, in particular those with smaller
| markets, may also lose in such a race. Over recent decades, tax incentives have become more widespread in developing

i countries as they seek to compete to attract and retain foreign direct investment. Some studies have found that, in developing
i countries, tax incentives may be redundant in attracting investment. Revenue forgone from tax incentives can also reduce

opportunities for much-needed public spending on infrastructure, public services or social support, and may hamper
developing country efforts to mobilise domestic resources. There is evidence that tax incentives are frequently provided in
developing countries in circumstances where governments are confronted with pressures from businesses to grant them.
Depending on its ultimate design, the GIOBE proposal could effectively shield developing countries from the pressure
to offer inefficient incentives and in doing so help them in better mobilising domestic resources by ensuring that
they will be able to effectively tax returns on investment made in their countries. The proposal therefore seeks to
advance a multilateral framework to achieve a balanced outcome which limits the distortive impact of direct taxes on
investment and business location decisions. The proposal is also intended as a backstop to Pillar One for situations where the
relevant profit is booked in a tax rate environment below the minimum rate.

55. Recognising, as stated in the Action 1 Report, that it would be difficult, if not impossible, to ring-fence the digital economy
from the rest of the economy for tax purposes, the scope of the anti-base erosion proposal is not limited to highly digitalised
businesses. By focusing on the remaining BEPS challenges, it proposes a systematic solution designed to ensure that all
internationally operating businesses pay a minimum level of tax. In so doing, it helps to address the remaining BEPS
challenges linked to the digitalizing economy, where the relative importance of intangible assets as profit drivers makes highly
digitalised business often ideally placed to avail themselves of profit shifting planning structures.
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