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TAX AND MONOPOLY FOCUS

REFRAMING TAX POLICY TO RESET
THE RULES OF THE MONOPOLY GAME

Monopolists and rentseekers have been running rings
round the democratic fiscal state for decades. It is obvious
to everyone that the game is rigged. But we still have a
few more rolls of the dice. Let’s use them wisely.

he earliest known version of

Monopoly, called The Landlord’s

Game,' was designed by an
American women’s rights and anti-
monopoly advocate, Elizabeth Magie,
in 1902. She invented the game to
illustrate the economic consequences
of rent-seeking and the value of
wealth taxation to discourage large
agglomerations of economic power.

| ‘The Landlord’s Game’,Wikipedia,

https://en.wikipedia.org/wiki/The_Landlord’s_

Game

The instructions included a graduated
tax table, with increasing marginal rates
depending on property/wealth, and

the funds went back to pay for basic
necessities of all the players. In this
first version of the Monopoly game,
everyone won when the poorest player
doubled their original stake. Compare
that to today’s rules of the Monopoly
game, where the goal of the game is
financial domination. Paying income
taxes is purely bad luck,and when you
are forced to contribute, the proceeds

just go back to the bank — helping no one.

editorial by Niko Lusiani
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Elizabeth Magie’s The Landlord’s Game (1902).
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“In this first version of the Monopoly game, everyone
won when the poorest player doubled their original

stake.”

Different eras, different rules of the game,
very different conceptions of the role and
the value of taxing entities with excessive
market power.VWe begin this issue of Tax
and Monopoly Focus with this bit of folk
wisdom to show not just how far back the
relationship between tax policy and anti-
monopoly goes in the public conscience,
but also to illustrate that the current

tax rules — which exacerbate corporate
consolidation — are not natural or necessary.
They are in fact long due for a rethink and
a re-write.

Before jumping into this rethinking, we might
well start with some of the ways in which
current tax rules incentivise and otherwise
actively subsidise the growth of corporate
oligopolies.

First, current international tax rules and the
presence of tax havens work to boost after-
tax profits for globally-integrated large firms.
Smaller domestic competitors who cannot
engage in the same sort of regulatory
arbitrage are at a structural disadvantage.
The mere size and complexity of large,
global corporate structures with many
subsidiaries worldwide allow these entities
to befuddle tax auditors and essentially
prevent equal enforcement of

tax laws. This is frustrating enough for
richer countries: just think how much
harder it is for revenue authorities in
lower-income countries. Simply put, the
more complicated the corporate structure,
the less enforceable the tax code is. The
bigger you get, the less likely you’ll have to
pay tax.

Second, and relatedly, the tax code and its
enforcement are particularly vulnerable

to lobbying by concentrated special
interests, such as incumbent corporate
oligopolies. Again, this is troubling enough

in wealthy nations; lower-income countries
are even more susceptible. Indeed, the
more profitable and more incumbent a
corporation becomes, the more is at stake
in the formation and enforcement of tax
policy. Lobbying for lower taxes may indeed
be inefficient economically, as Prof. Philippon
has argued,? but changing tax laws and how
they are enforced becomes a premium when
a corporation becomes a highly-profitable
incumbent.

2 Thomas Philippon, The Great Reversal: How America
Gave up on Free Markets, Harvard University Press,
Cambridge, 2019.

Third, the flat corporate income tax rate
— as it exists today in the US — is facially
neutral between small and large firms.

But given the exorbitant tax privileges
large, incumbent firms have in practice,a
statutorily flat rate in reality means a much
lower effective rate for larger, global firms
compared to smaller, domestic ones. Given
all the other tax advantages of bigness,
this de jure equal treatment creates de
facto advantages for large, incumbent firms.
Further, by taxing the first dollar of firm
profit the same as excessive profits gained
from rent-seeking, a flat rate effectively
incentivises super-normal rent-seeking by
dominant firms.

Fourth, unlimited corporate interest
deductions (until recently in the US, and
this is still being battled in the EU) allow for
highly-leveraged buyouts that wouldn’t be
done without such tax deductions.

Finally, the US Federal tax code for over a
century has subsidised many merger and
acquisition (M&A) deals via what’s called

a tax-free reorganisation, which allows
sellers to defer (sometimes indefinitely) the
gain from their sale to avoid tax liabilities.?
This implicit subsidy incentivises corporate
consolidation, with little if any redeeming
economic or societal value.

3 Yariv Brauner,°A Good Old Habit, or Just
an Old One!? Preferential Tax Treatment for
Reorganizations’, Northwestern Law and Econ Paper,
No. 04-02.

Just as today’s tax system contributes

to corporate consolidation, so then too

can our tax policies help restructure the
economy to disrupt concentrated economic
power and drive a more dynamic, multi-
player economy. This special edition collects
five timely contributions which help to
diagnose the role our tax code can have to
deconstruct and deter excessive market
power as a complement to a more assertive
anti-monopoly agenda. Susan Holmberg
and Stacy Mitchell brilliantly chronicle
Amazon’s tax break-financed rise to retail
dominance, a vivid illustration of how a
broken tax system has helped spawn a

2|st century monopoly. Reuven Avi-
Yonah'’s proposal of a steeply progressive
corporate income tax rate to tax away
excessive profits, as well as George Dibb’s
critical eye toward taxing rents, would both
help ameliorate the functionally unequal

tax treatment between large and small
firms while simultaneously helping curb
harmful consolidation. Allison Christians’
contribution digs into the conceptual,
philosophical and ultimately political waters
of how to distinguish normal from excess,

“The tax code and

its enforcement are
particularly vulnerable to
lobbying by concentrated
special interests.”



https://www.hup.harvard.edu/catalog.php?isbn=9780674237544
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=491904
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“Given all the other tax advantages of bigness, this
de jure equal treatment creates de facto advantages

for large, incumbent firms.”

windfall or otherwise abnormal profits. And
my piece with Emily DiVito explores how
an individual wealth tax on America’s top
Billionaire ‘blockholders’ could curb their
drive to use their companies to capture
excess market power.

The standard approach of competition
policy — a public interest-minded
interpretation and robust enforcement of
antitrust laws alongside the deployment

of public options to outcompete private
incumbents — remains extremely valuable.
But competition policy in isolation shouldn’t
have to do everything. This collection

aims to help re-envision tax policy as a
complementary anti-monopoly tool to curb
corporate consolidation and re-balance our
economies. Just like the rules of the original
Monopoly game once did.

As Director of Corporate Power at the Roosevelt
Institute, Niko Lusiani leads the think tank’s
program to dissect and dismantle the ways in
which extractive corporate behaviour jeopardises
workers, consumers, our natural environment,
and our shared economic system.

TAX AND MONOPOLY FOCUS

In Udo Kepler’s 1911 cartoon William Taft wonders why

his Attorney General George Wickersham can’t keep the
monopolists from springing back every time he hits them
with the Sherman Act.
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HOW LOCAL,STATE,AND FEDERALTAX POLICIES
INTHE US UNDERMINE SMALL BUSINESS AND FUEL
CORPORATE CONCENTRATION

For decades the United States’ tax system has favoured large corporates over locally

embedded and competitive firms. The resulting social and economic costs of monopoly are
artefacts of the political process and can be reversed by government action.

hen Jeff Bezos launched Amazon
in 1995, he made securing
government favours a core part

of his strategy.! Chief among these were
lucrative tax advantages largely unavailable
to his competitors, especially small
independent businesses. This disparate tax
treatment gave Amazon a pivotal early edge
over rivals in the online market. And it’s
continued to finance Amazon’s dominance
ever since, supplying billions of dollars in
free cash flow that the tech giant has used
to fund predatory pricing (systematically

| Stacy Mitchell and Olivia LaVecchia first noted this
in ‘Amazon’s Stranglehold: How the Company’s
Tightening Grip on the Economy is Stifling
Competition, Eroding Jobs, and Threatening

Communities’. 2017. Institute for Local Self-Reliance.

selling key goods and services below cost,
to monopolise markets) and acquisitions
designed to thwart competition.

The opening salvo for Bezos’s tax strategy
was locating Amazon’s first headquarters

in Washington, instead of California, to
avoid sales tax in a populous state. As
Bezos explained in 1996,‘It had to be in a
small state. In the mail-order business, you
must charge sales tax to customers who
live in any state where you have a business
presence...We thought about the Bay Area,
which is the single best source for technical

talent. But it didn’t pass the small-state test.”

2 William C. Taylor,'Who'’s Writing the Book on Web
Business?’ Fast Company, October 31, 1996.

Stacy Mitchell
and Susan Holmberg

-
A e

Always a new monster:Amazon replaces Standard Oil as top predator. Udo Kepler’s classic 1904 cartoon, as updated

in 2017 by Michael Wuerker. (CC BY-SA 4.0)
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“We thought about the Bay Area, which is the
single best source for technical talent. But it
didn’t pass the small-state test.” )eff Bezos

No matter how hard brick-and-mortar
retailers competed with Amazon they were
hamstrung by the sales taxes they had to
collect from their customers. This tax
disparity was due to a 1992 US Supreme
Court ruling that blocked states from
imposing sales tax collection on retailers
that lacked ‘nexus’, or a physical presence,
in the state.’ Independent booksellers,
later joined by the big chains, campaigned
vigorously for Congress to level the playing
field, but time and again, Amazon’s lobbyists
defeated their efforts.

How much did this tax rule bolster
Amazon? A 2014 study of credit card
transactions found that, when a state
extended sales tax to Amazon (because it
had opened an in-state office or warehouse),
households significantly reduced their
spending with the tech giant, particularly for
high-priced items.*

3 Quill Corp.v. North Dakota, 504 US 298 (1992).

4 Brian Baugh, Itzhak Ben-David, and Hoonsuk Park.
2018.‘Can Taxes Shape an Industry? Evidence from
the Implementation of the “Amazon Tax”. Journal of
Finance.Vol. 73, No. 4. pp. 1819-1855.

More telling evidence can be found in the
extraordinary lengths Amazon took to
preserve this tax advantage. Amazon had
employees carry fake business cards to
ensure their presence in a state would not
trigger nexus.’ In Texas, Amazon concealed
that it was operating a warehouse from
state tax officials.When the state sued

for $269 million in back taxes, Amazon
threatened to shut down the facility.

The state canceled the tax bill.* In South
Carolina, Amazon made a deal with the
governor to remain sales tax free despite
building warehouses in the state.When the
state legislature protested, Amazon halted
construction until lawmakers backed down.’

From sales tax-dodging to
development subsidies and
beyond

As Amazon’s logistics growth accelerated,
it began building more warehouses in more
places, which made it harder to sidestep
sales tax.

5 ‘Amazon Battles States Over Sales Tax’, Stu Woo,
Wall Street Journal,Aug. 3,201 1.

6 ‘Did Deal with Amazon Violate State Law?’, Laylan
Copelin, Austin American-Statesman, May 12,2012.

7 Cassie Cope,‘Controversial Amazon SC tax break
set to expire in 2016, The State, Dec. 28,2014.

In 2012,Amazon pivoted to a new strategy
for getting the public to finance the
company’s growth: development subsidies.
As of July 2022, Amazon has been awarded
at least $4.8 billion in local subsidies to help
it undercut its competitors and fund its
expansion.?

Amazon has also skirted corporate income
taxes in both the US and Europe by
establishing a labyrinth of shell companies,
which transfer profits to subsidiaries based
in Luxembourg, a lucrative tax haven. In
2021, Amazon’s European operations
generated 51 billion Euros in sales, but

paid no income taxes.” The European
Commission has challenged Luxembourg’s
tax arrangements with Amazon as a form of
“illegal state aid” that violates competition
policy by favouring one company over
others.

However, the Commission has yet to make
an effective case to the courts.'® Meanwhile,
in the US, Amazon paid just 6% in federal
corporate income tax on $35 billion in
reported profits, meaning it avoided paying
over $5 billion into federal coffers,

8 ‘Amazon Tracker: Discover How Much the Public
is Subsidizing One of the Largest Retailers’, Good
Jobs First, Data Updated August 30, 2022, obtained
September 28,2022.

9 Benoit Berthelot. April 20,2022.‘Amazon Europe
Unit Paid No Taxes on $55 Billion Sales in 2021".
Bloomberg.

10 Scott Neuman.‘Amazon Wins Case Against EU
Regulators Over Luxembourg Taxes’. NPR. May 12,
2021.

according to the Institute on Taxation and
Economic Policy."

Through their inaction policymakers have
gifted Amazon billions of dollars, giving it a
major advantage over smaller competitors that
must shoulder fuller tax obligations. They've
also provided a crucial source of funding for
Amazon’s predatory pricing schemes, enabling
it to sell below cost to capsize competitors
and lock-in online shoppers.'?

More recently,Amazon has used its
prodigious subsidy-enhanced cash flow to
acquire other companies, taking over pivotal
technologies to cement its dominance of
cloud computing, while buying its way into
new industries with a string of acquisitions
in groceries, health care, entertainment, and
more.

A Tax Code to Consolidate
Corporate Power

Amazon’s strategy offers a road map
of how to harness the tax system to
build a monopoly. But most of the giant
corporations that now dominate their

Il Matthew Gardner.‘Amazon Avoids More Than
$5 Billion in Corporate Income Taxes, Reports 6
percent Tax Rate on $35 Billion of US Income’. Just
Taxes Blog. Institute on Taxation and Economic
Policy. February 7,2022.

12 Op Cit."Amazon’s Stranglehold,” Lina Khan, 2017,
“Amazon’s Antitrust Paradox’. The Yale Law Journal
126, pp. 710-805; Shaoul Sussman. ‘Prime Predator:
Amazon and the Rationale of Below Average
Variable Cost Pricing Strategies Among Negative-
Cash Flow Firms’. Journal of Antitrust Enforcement.

February 15,2019.Volume 7, Issue 2.
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industries owe their market power in

part to government handouts and tax
favours. For decades, local and federal US
policymakers have systematically structured
the tax system to fuel the concentration of
corporate power, at the expense of small
businesses, workers, communities, and the
economy as a whole.

At every level the tax system works

to concentrate economic power and
disadvantage small businesses. Take tax
shelters, for example.We know US based
multinationals — not just Amazon — deploy
elaborate schemes to hide their federal

and state tax obligations in places like
Luxembourg and the Cayman Islands. But
they also do this on US soil. Companies
operating in multiple US states shield

much of their income from state taxes by
transferring in-state revenue as a payment
(for rent or use of trademark, for example)
to subsidiaries in states that don’t tax
corporate income, like Delaware or South
Dakota. This maneuvering is not an option
for most small, independent businesses, who
don’t have a fleet of tax attorneys on their
payroll to set up out-of-state subsidiaries.

Local development incentives are another
example. Corporations get almost all of
the $65 billion to $90 billion a year that
cities and states spend on tax breaks,
economic development incentives, and
other subsidies.”? In a 2015 study of 4,200

I3 ‘A New Panel Database on Business Incentives for
Economic Development Offered by State and Local
Governments in the United States’, Timothy |. Bartik,
prepared for the Pew Charitable Trusts, 2017.

“Through their inaction policymakers have gifted

Amazon billions of dollars, giving it a major

advantage over smaller competitors that must

shoulder fuller tax obligations.”

economic development incentive awards in
|4 states, Good Jobs First found that large
companies collected between 80 and 96% of
the dollar value of the funds they analysed."
Research indicates that these incentives
generally don’t pay off, often failing to
increase overall employment while saddling
communities with new infrastructure costs.
Many of these deals do not provide a boost
to the local economy, but rather undermine
the small, independent businesses that

are excluded from these tax breaks and
incentives and left to finance their own
expansion.

Many states have also allowed big
corporations to systematically contest their
property tax bills.Walmart and other large
retailers have paid lawyers to implement

a dubious ‘dark store’ theory of value,
challenging the valuations of thousands

of their stores in multiple states on the
basis that their properties would be nearly
worthless if they were empty. This strategy
— used against communities across the US
— involves upfront legal costs that large

14 Greg LeRoy, Carolyn Fryberger, Kasia Tarczynska,
Thomas Cafcas, Elizabeth Bird, and Philip Mattera,
‘Shortchanging Small Business: How Big Businesses
Dominate State Economic Development Initiatives’,
October 19,2015, Good Jobs First.

corporations, because of their scale, can
easily absorb and are far outweighed by
the payout. They have managed to sharply
cut their tax bills, which has led directly to
funding cuts for local schools, libraries, and
other services.'

Small is beautiful

Research shows that small,independent
businesses often outperform in key

ways. Small banks are better at making
productive community-based lending and
were much more effective at distributing
federal relief loans during the pandemic

to independent businesses, for example.'¢
Small companies produce |3 times more
patents per employee than large companies,
and those patents tend to generate better
industry impact and growth.'” The tax code

I5 ‘For Cities, Big-Box Stores Are Becoming Even More
of a Terrible Deal’, Olivia LeVecchia, Institute for
Local Self-Reliance, June 2015;Bill Would Prohibit a
Common Property Tax Appeal by Big-Box Retailers,

Edward Murphy, Portland Press Herald, February 2020.

16 Stacy Mitchell, 2020, ‘Banking Consolidation is
Impeding Aid to Small Businesses’, Institute for Local
Self-Reliance.

17 Anthony Breitzman and Diana Hicks,‘An Analysis
of Small Business Patents by Industry and Firm
Size’, US Small Business Administration Office of
Advocacy, November 2008.

and system of big-corporate handouts
are sapping innovation, quality, and local
resilience.

When we lose small businesses, we don’t
just lose the innovations. A spate of new
economic research shows that the high
corporate consolidation we're seeing
across different industries is a main driver
of declining real wages and job losses. A
Harvard Law Review study calculates that a
2018 median US annual wage of $30,500
would be about a third higher — $41,000 —
if it weren’t for monopsony concentration.'®
Corporate dominance over our supply
chains has also helped make them brittle,"
and opportunistic price gouging by
megacorporations is a primary driver of the
recent surge in inflation.?

Small businesses are integral to healthy
communities and our democracy. As
locally owned businesses disappear,
communities of all kinds lose their sense
of social connectedness and collective
agency. Industrial agriculture, for example,
has devastated rural communities in the
US and is linked to higher rates of crime
and declining social cohesion.When retail

I8 ‘More and More Companies Have Monopoly Power
Over Workers’ Wages’, Suresh Naidu, Eric Posner,
and Glen Weyl, Vox, April 6,2018.

19 David Dayen and Rakeen Mabud.‘How We Broke
the Supply Chain’. January 31,2022. American
Prospect.

20 Mike Konczal and Niko Lusiani, June 21,2022, Prices,
Profits, and Power:An Analysis of 2021 Firm-Level
Markups’, Rakeen Mabud and Ron Knox, ‘Inflation:
The True Monopoly Story’. August 25,2022, Building

Local Power [podcast].
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“At every level the

tax system works to
concentrate economic
power and disadvantage
small businesses.”

chains like VWalmart dominate the local
economy, they undermine civic participation
and social capital.”’ Monopolies of all kinds
disproportionately harm Black and Brown
communities. Fossil fuel conglomerates and
the big electric utilities have hindered our
ability to address climate change. Amazon
and Comcast exert so much power over
our political system that efforts to help our
society are continually crushed by powerful
lobbying efforts. On the other hand, small
businesses disaggregate economic power,
create a more equitable distribution of
income and wealth, and nurture democracy
by fostering community self-determination.

An Antimonopoly Tax Agenda:
Politics and Policy

If pro-monopoly tax policy is bad economics,
it’s even worse politics for progressives.
Although long forgotten today, the
Democratic Party once counted small
business as a key constituency alongside

2| Stacy Mitchell and Ron Knox, ‘Rolling Back
Corporate Concentration: How New Federal
Antimerger Guidelines Can Restore Competition
and Build Local Power’, June 2022, Institute for Local
Self-Reliance.

workers, and steadfastly fought for their
rights and welfare. This helped win New
Deal programs that secured, in the words
of FDR,*“economic freedom for the wage
earner and the farmer and the small-

business man.’?

But in the 1970s and 1980s, an ascendent
faction of Democrats abandoned their
party’s concern about concentrated
economic power, and many liberals began
distancing themselves from both labor and
small business. This created a vacuum for
the US Chamber of Commerce, which used
small businesses’ frustration and lack of a
political home to drive a right-wing agenda.

If US progressives advance an antimonopoly
tax agenda, they can recover a populist
politics, which would help them compete

in rural areas and swing states, drawing

in voters who are yearning for a fairer,
more equitable economy. Stronger tax

and spending policies, at every level of
government, is an essential spoke on the
wheel of strong antimonopoly reform.When
our tax system is built to foster fairness and
justice in addition to vitality and economic
growth, it can help to restructure economic
power and more broadly distribute and
boost prosperity.

Small business should be at the centre of
an antimonopoly tax agenda.Yet it’s rarely
brought under the tent of rebuilding our

tax system to be fairer, despite that it is

22 Stacy Mitchell and Susan Holmberg, November 18,
2020, ‘Why the Left Should Ally With Small Business’,
The Nation.

inherently good for small business — and
small business is so good for a robust,
resilient, vital economy. That means
designing policies that close monopoly tax
loopholes — in part, to eliminate global
and state tax shelters — and redistribute
tax obligations to level the playing field
for small business and curtail corporate
concentration. It also means helping small
business rebuild from the damage done
by providing targeted support for smaller
competitors.

Combatting monopoly power is not only

a matter of reinvigorating antitrust policy.
We must also address the many ways in
which neoliberal policymaking has favoured
corporate consolidation at the expense of
local economies. Using tax policy to foster
fair competition and decentralise economic
power should be high on this list.

Stacy Mitchell is co-director of the

Institute for Local Self-Reliance and directs its
Independent Business Initiative, which produces
research and analysis, and partners with a
broad range of allies to design and implement
policies to reverse corporate concentration and
strengthen local economies. She’s the author of

“The tax code and
system of big-corporate
handouts are sapping
innovation, quality, and
local resilience.”

Big-Box Swindle and has written extensively
about monopoly power and small business. She
is based in Portland, Maine. Find her on Twitter
@stacyfmitchell.

Susan Holmberg is a political economist

and the Senior Editor and Researcher of the
Independent Business Initiative at the Institute
for Local Self-Reliance. She writes on corporate
power and inequality. She has been published
in The New York Times, Financial Times, The
Atlantic, Time, The Nation, and Democracy
Journal. Find her on Twitter @SusanRHolmberg

George Keller’s ‘The Curse of California’ from 1882
depicts the railroad monopoly as a monster whose

international trade

tentacles are throttling domestic industry and




SPECIAL EDITION.— OCTOBER 2022

TAX AND MONOPOLY FOCUS

ANTIMONOPOLY TAX REFORM: POLICY EXAMPLES
Stacy Mitchell and Sue Holmberg

Implement a
Progressive Corporate
Tax Rate

One potent antimonopoly

tax reform measure would

be a progressive corporate

tax rate.As Reuven S.Avi-Yonah
argues in this issue of Tax and
Monopoly Focus, the primary
reason we need a corporate
tax is to limit the ‘power and
regulate the behavior of our
largest corporations, which is
the same reason the US first
adopted the corporate tax in
1909. Instead of a flat tax, he
proposes that the tax should

be 0 for normal returns that
reflect fair markets and increase
sharply to target the high
profits indicative of monopoly
rents.'

Raise Taxes on
Shareholder Payouts

We need to more fairly tax
where the bulk of profits

of megacorporations go —
shareholders.” Shareholder
payouts in the form of stock
dividends and share repurchases
are taxed at a lower rate than
workers’ income tax. The tax
preference for capital should be
eliminated and these different
forms of income treated as
equivalent by the tax code. It is
also important to unlock these
tax revenues on a more timely
basis, as the current system fails
to impose a tax until the stock
is realised. A mark-to-market
capital gains system could
release this revenue annually.
(As a side note: The Inflation
Reduction Act, enacted into law
in August 2022, imposes a |%
excise tax on some repurchases
of corporate stock by publicly
traded companies. While the
tax provides a clear legislative
signal that stock buybacks

are problematic, progressive
analysts generally agree it is

not enough. In fact, economists
William Lazonick and Lenore

I Reuven S.Avi-Yonah,‘A New
Corporate Tax’,Viewpoint, Tax
Notes Federal, July 27,2020.

2 Bin Jiang and Tim Koller, ‘Paying Back
Your Shareholders’, May 1,201 1,
McKinsey & Company.

Palladino argue stock buybacks
should be banned altogether.’)

Adopt Worldwide
Combined Reporting
to Close State and
Federal Tax Loopholes

A simple way for states to
address tax dodging is to
implement a ‘Worldwide
Combined Reporting’ system,
which requires companies to
report their total global profits
and pay a tax on the portion

of those profits produced in

a given state. For example,

if 5% of a company’s global
business occurs in Montana,
then Montana’s corporate tax
rate would apply to 5% of the
company'’s taxable profit. Only a
few states — ldaho, Montana, and
North Dakota — currently utilize
worldwide combined reporting,
which ensures transparency

on large companies, levels the
competitive playing field for

3 Lenore Palladino and William

Lazonick. ‘Regulating Stock Buybacks:

The $6.3 Trillion Question’. May 10,
2021, Roosevelt Institute.

independent businesses, and can
help generate public revenue.
Meanwhile, twenty-eight states
and Washington, D.C. have
adopted ‘water’s-edge’ combined
reporting only, which applies the
same principles but excludes
affiliates of the conglomerate
that are incorporated outside
of the United States or that
conduct most of their business
outside the US Implementing
worldwide combined reporting
— at the state and federal level

— would buttress the current
reporting system by building and
synthesising transparency on

the full extent of multinational
corporations’ tax liabilities.

Close the Dark Store
Tax Loophole

States should adopt legislation
clarifying how tax assessors
determine the property value of
big-box stores.The dark store
tactic has not only deprived
local governments of billions in
revenue, but it has also forced
local businesses and residents
to pay higher taxes to maintain
services. States can address

this with a simple clarification
that modern retail buildings
must be valued based on their
current operations and not on a
theoretical future in which they
are decrepit.

Stop Subsidising
Corporations and
Invest in Small Business

Instead of giving subsidy deals
to corporations that are
channeling their profits to Wall
Street, local municipalities and
states can use those funds to
circulate dollars locally and
drive long-term growth For
example, local governments
can invest in real estate for
commercial use and public
goods like high-speed fiber
networks, and provide carefully
targeted loans to Black and
Brown entrepreneurs to close
the racial entrepreneurship gap.*

4 For more ideas on how local
governments can invest in small
business development, see the
Institute for Local Self-Reliance’s
2022 report,‘Small Business’s Big

Moment’.
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CORPORATETAXATIONTO CURB
MONOPOLY POWER:A BRIEF

HISTORY AND A PROPOSAL

Corporate income tax in the United States was originally
introduced as an antitrust measure. A steeply progressive version
of the same tax would reduce the economic and political power
of monopolists and reintroduce competition in an economy
increasingly burdened by rent extraction.

hen the United States enacted
its first corporate income tax in
1909, the main purpose was to

regulate corporate power, especially that of
the major monopolies such as J.P. Morgan’s
US Steel and John D. Rockefeller’s Standard
Oil. The corporate tax was part of the same
antitrust campaign that culminated in 1911
with the Supreme Court ordering the break-
up of Standard Oil. Because the purpose

of the tax was to regulate rather than to
raise revenue or redistribute income, the
initial corporate tax rate was a flat 1%. The
point was to force corporations to disclose
their business activity and therefore make
them easier to regulate through antitrust

enforcement. In addition, corporate tax
returns were to be public, to expose their
immense profitability to the voters.

Corporate lobbying soon eliminated the
publicity of corporate tax returns, but the
corporate tax itself proved more resilient.
During World War |, income tax rates were
raised dramatically to finance the war effort,
and this included the corporate tax rate,
which was raised to 12%. In addition, from
1917 onward a series of excess profits

and war profits taxes were imposed on
corporations that profited from the war.
The war profits tax was levied on corporate
profits above a three-year pre-war average,

Reuven Avi-Yonah
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An 1883 cartoon by Friedrich Graetz depicting ‘The tournament of today: a set to between labor and monopoly’.

and its top rate could be as high as 80%.
Similar excess profit or windfall profit taxes
were enacted in other belligerent countries
like the United Kingdom, France, and
Germany. The same type of excess profits
tax was used by the US during World War
Il with rates as high as 95% (but the overall

“Corporate tax returns
were to be public, to
expose their immense
profitability to

the voters.”
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“The war profits tax was levied on
corporate profits above a three-year pre-
war average, and its top rate could be as
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John Pughe’s 1905 cartoon depicts a fantasy Cabinet for Theodore Roosevelt that includes notorious monopolists

Pierpoint Morgan, John Rockefeller and Andrew Carnegie.

combined regular corporate tax and excess
profits tax could not be higher than 80%),
and this tax was retained until the Korean
War in the 1950s.

During the 1930s, the Roosevelt
administration decided to use the corporate
tax to curb the power of corporations
permanently. In addition to other reforms
(e.g., breaking up ‘pyramid’ structures that
enabled the ultra-rich to control public
corporations like utilities) the administration
proposed a permanent ‘surtax’ on retained
earnings and a reduced tax on dividends (to
encourage distributions that would reduce
the power of corporate management).

This proposal was defeated, but Congress
eventually adopted a progressive corporate
tax up to 53%, and corporate tax rates
were progressive from 1936 until 2017.
The tax brackets and rates for 1942-1945,
for example, were 25% for the first $5,000,
27% for the next $15,000,29% for the next
$5,000, 53% for the next $25,000, and 40%
for income above $50,000. These relatively
high rates were only reduced gradually in
the following decades. Before 1986, the

top corporate rate was 46%. After the tax
reform of 1986, the highest corporate rate
was cut to 35%, and the brackets from 1993
to 2017 were 5% for the first $50,000, 25%

high as 80%.”

up to $75,000, 34% up to $100,000, and a
flat 35% for income above $100,000.

The corporate rate structure remained
progressive in the US until 2017. However,
the brackets were not adjusted for inflation,
so that by 1993 the top rate of 35% was
reached at $100,000- a large sum in the
1930s, but a pittance for corporations in
the 1990s, so effectively it was pretty much
all taxed at the top rate, and its progressive
nature was rather hidden. Moreover, the
major difference between the post 1986
rate structure and earlier rate structures
was that from 1987 on the corporate tax
was imposed almost entirely on large,
publicly traded corporations, so that almost
all taxable corporations were subject to
the flat 35% rate. In the 2017 tax reform,
progressive rates were formally abandoned,
and the corporate tax became a flat 21%,
where it remains today.

There is, however, a strong case to be made
for reviving progressive corporate taxation,
with more meaningful tax brackets. If the
main reason to have a corporate tax is to tax
rents and limit monopolies, then the effective

tax rate on normal corporate profits should
be zero. But on monopolistic returns, the tax
should be progressive, with a very high tax
rate (e.g.,80%) for profits above a very high
threshold (e.g., $10 billion).

Normal Returns

There is no reason to tax corporations

on normal returns. Normal returns are

the risk-free return from investing in assets
like US Treasuries. In recent years, these
returns have been quite low, but they have
historically been higher. However, from the
point of view of only applying the corporate
tax to monopoly rents, these returns
should be exempt. In addition, there is the
uncertainty about the incidence of the
corporate tax (i.e. who bears the economic
burden of the tax), which suggests that a
tax on normal returns is less likely to
contribute to the progressivity of the
system. Finally, any inefficiency from the
corporate tax arises from the tax on normal
returns since a tax on pure rents does not
generate ‘deadweight loss.” Deadweight loss
is a term economists use for the difference
between the revenue a tax raises and the
decline in the taxpayer’s welfare caused by a
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“The less competition a business firm faces, the more
profitable it is likely to be, because competition
generally drives down prices.”

change in taxpayer behavior due to the

tax.' A tax on rents does not change
taxpayer behavior since taxpayers not
subject to any competition would derive net
profit from rents even if 99% of them were
taxed away.

Since from a political perspective a zero-
tax rate on normal returns is unlikely to
pass, and since it is hard to determine what
normal returns are, | would suggest that
we allow for permanent expensing (i.e.,
immediate deduction) of corporate

capital expenditures (such as building a
new factory). Such expensing is equivalent
to an exemption for the normal return to
capital.’

| For example, if a tax is based on the number of
windows in the taxpayer’s house (an old proxy
for wealth that is easy for the tax collector to
count from the outside) at 10 dollars per window
and a given taxpayer reduces the number of
windows from | | to 10 to lower the tax burden,
the government would collect 100 dollars in
tax revenue (10 dollars x 10 windows) but the
taxpayer’s welfare would be reduced by 110 dollars
(the 100 paid in tax plus the 10 in welfare that the
extra window would generate if there were no tax).
The extra 10 is deadweight loss.

2 For an explanation why this is the case see,
e.g.,Avi-Yonah, Reuven S., A New Corporate Tax
(July 27,2020). Tax Notes Federal, July 27,2020,
U. of Michigan Law & Econ. Research Paper
No. 20-047, available at SSRN: https://ssrn.com/
abstract=3743202

Super-normal Returns (Rents)

Economists are almost unanimous in
supporting a tax on rents since (a) it does
not influence corporate behavior and is
therefore efficient, and (b) it falls on capital
and is therefore progressive.

Above the exemption resulting from
expensing, the corporate tax should

be sharply progressive. The reason to
have a progressive tax on rents is that in
addition to targeting rents, we also want to
discourage bigness, which is equivalent to
monopoly or quasi-monopoly status. The
less competition a business firm faces, the
more profitable it is likely to be, because
competition generally drives down prices.
That is why the most monopolistic firms
are also the most profitable, and why they
engage in behaviors like ‘killer acquisitions’
designed to eliminate competition.

At the top, the corporate tax rate should be
80% for income above $10 billion, like the
excess profit taxes of the two world wars. In
2019, this rate would have applied to the Big
Tech: Amazon ($10.1 billion), Apple ($59.5
billion), Facebook ($22.1 billion), Google
($30.7 billion), and Microsoft ($16.6 billion).
Other corporations that had profits over
$10 billion in 2019 include other major tech
companies (Intel, Micron), Big Banks (Chase,
Bank of America, Wells Fargo, Citi, Goldman

Sachs,Visa), Big Pharma (Pfizer), Big Oil
(Exxon, Chevron), Big Telecoms (AT&T,
Verizon, Broadcom), United Health, Boeing,
and some major consumer brands (Johnson
& Johnson, Home Depot, Disney, Pepsi). All
of those enjoy some degree of monopolistic
or quasi-monopolistic status.

Such a high tax rate may persuade the
corporations subject to it to split up.
Splitting up corporations to reduce their
profits and therefore escape the 80% tax
rate is a feature of the proposal and not a
bug: as FTC Commissioner Lina Khan and
others have proposed, we should ideally
want to induce Big Tech to divest their anti-
competitive acquisitions (e.g., Facebook’s
acquisitions of Instagram and WhatsApp).
And if the tax structure also motivates an
actual break-up of the core business (e.g.,
along geographic or business segment lines),
any loss in efficiency would be more than
compensated by the removal of the threat
to democracy posed by Big Tech.

Reuven Avi-Yonah is the Irwin I. Cohn
Professor of Law at the University of Michigan,
where he teaches individual, corporate, and
international taxation. He has published over
300 books and articles on various areas of tax
law including several recent publications on the
relationship between the US corporate tax and
antitrust.
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In this 1901 Frederick Opper cartoon the
Electric Trust uses an electrical device,
monopoly, to shock the common people.
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TAXING UNEARNED PROFITS

For too long policymakers have failed to distinguish between
productive profits and rents derived from market concentration
and the control of scarce resources. A revived anti-monopoly
movement must make full use of this difference to ensure that
taxes encourage investment while eliminating rent-extraction as

a business model.

pen and competitive markets
are good for the economy, for
business, and for consumers. To

compete, companies must invest, innovate,
be productive, and offer lower-cost, better-
quality products to customers. Fear that

a competitor will bring out a newer or
cheaper product keeps companies on
their toes.

The most successful companies enjoy
modest profits because the rest are
competed away. Or so says the orthodoxy.

The problem

This idealised world does not exist outside
economics textbooks, however. To the

extent that real markets resemble the ideal,
they do so as a result of state intervention.
Left to themselves, market forces will often

tend towards monopoly and the capture
of value through the extraction of what

economists call ‘rents’ — or unearned profits.

The task of policymakers is to protect
the level playing field while confronting
corporate power when it seeks to escape
from competitive forces. Economist Adam
Smith recognised this very problem,
observing that a truly free market would
require an active government to guard
against anti-competitive behaviour. Firms
can earn productive profits (e.g., due to past
investment, risk-taking or innovation,) and
they can also receive rents, the fruits of
uncompetitive behaviour. Distinguishing
these two is critical.

All markets suffer concentration or
monopolisation, to a lesser or greater
degree. In some areas, called natural

George Dibb
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Britain’s tradition of anti-monopoly agitation is weaker than the United States’. But as this 1795 cartoon depicting John
Bull being ridden by Prime Minister William Pitt shows, it does exist.

monopolies, competition is all but
impossible. Take, for example, a railway

areas: for example, the ‘network effects’

enjoyed by tech giants like Google; control
between two cities: it makes no sense for over scarce resources like oil; or where
a competitor to build a duplicate railway companies lobby to create high ‘barriers
next to it, before they can compete. But to entry’ to competitors. The negative

monopolisation happens in less obvious effects of such market power can include
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higher prices, sluggish innovation, and as
economists such as Jan Eeckhout have
shown, economy-wide lowering of wages.'

The critical distinction, when looking at
corporations, is therefore between profits
that are generated by firms in exchange for
the goods they sell and the services they
provide (‘productive profits’), and the profits
they generate simply because of their size or
their market power. Economists tend to call
the latter ‘rents’.

One of the best ways to understand market
concentration is to look at rates of profit.
In an open and competitive market, profits
should tend towards zero as firms undercut
each other. As sectors move away from
perfect competition, firms can use their
market power to charge higher prices, and
profits (or ‘mark-ups’) tend to rise. There
are some exceptions to this, for example
what may appear as unearned profits may
in fact be the return on past investment,
competition, risk-taking or innovation — so
called Schumpeterian rents.

Brett Christophers argues that rent-seeking
is particularly stark in 21 century Britain:
‘the leading corporations are largely rentiers,
and the biggest sectors of the economy are
largely characterised by rentier dynamics’.2
Today, for instance, six energy companies

I Eeckhout, . (2022) The Profit Paradox: How Thriving
Firms Threaten the Future of Work. Princeton
University Press, Princeton.

2 Christophers, B. Rentier capitalism:Who owns the
economy, and who pays for it? Verso, London.

hare 83% of the retail gas market, four
broadband companies supply over 85%

of broadband customers, and four banks
have 64% of retail bank accounts.’ The

UK Competition and Markets Authority
(CMA) also observe ‘a marked increase in
concentration [and profitability] in the years
after the 2008 financial crisis’.* This may help
explain the UK’s chronic underinvestment in
capital compared to other OECD countries.’
The pandemic has made matters worse: just
six US tech firms added over $4 trillion to

their market value since the pandemic began.

For UK-listed firms since the pandemic,
profits were up 34% at the end of 2021,
with 90% of this increase accounted for by
only 25 companies that largely operate in
concentrated sectors.®

“In an open and competitive
market, profits should

tend towards zero as firms
undercut each other”

3 Corfe,S.and Gicheva, N. (2017).‘Concentration not
competition: The state of UK consumer markets’,
Social Market Foundation. http://bit.ly/2zwQbot

4 CMA (2022). State of UK competition report
2022, Competition and Markets Authority. https://
www.gov.uk/government/publications/state-of-uk-
competition-report-2022

5 Dibb, G.,2022,‘Cutting corporation tax is not a
magic bullet for increasing investment’. IPPR blog.
https://www.ippr.org/blog/cutting-corporation-tax-
not-magic-bullet-for-increasing-investment

6 Hayes, C.and Jung, C. (2022) Prices and profits after
the pandemic, IPPR and Common Wealth. http://
www.ippr.org/publications/prices-and-profits-after-
the-pandemic

“All markets suffer concentration or

monopolisation”

Solutions

So, what can we do? And what is the specific
role of taxation?

There are no magic bullets: to confront
monopoly or market power needs policy-
makers and regulators to act in coordination
and use a range of tools, as the Biden
administration recognised last year with a
new cross-government antitrust agenda.

The most powerful tool to re-shape the
economy, potentially, is re-invigorated
competition policy (or, to use the US

term, antitrust). But the tax system can be
exceptionally powerful tool both as a shaper
of the economy — by applying different

tax rates to extractive versus productive
activities to re-balance economic activity —
and as a redistributor of unearned rents. It’s
on this that we focus in what follows.

Corporate tax

The past decade has seen a race to the
bottom on headline corporate tax rates,
across developed economies and beyond.

In the UK, the headline rate has fallen from
30% to 19% today. Politicians have claimed
that this boosts investment — a laudable aim,
but tax cuts have not achieved it. Slashing
rates by over a third has not remedied the
UK’s low investment problem.We argue

that other factors are driving the UK’s low
investment -- potentially including widespread
rentierism. Many economists argue that the
optimal rate of corporate tax is likely to be
much higher than the current average global
rate.” Corporation tax rate is not the only, or
even the principal, factor in firms’ decisions
about where to locate, even where they

are relatively mobile.® Rather, firms invest
when they can see future growth and profit
opportunities. This is better addressed
through broad industrial policy. IPPR has
previously called for UK corporation tax
rates to rise to 25-30%.

7 Blinder,A. (1989) ‘Thoughts on the Laffer curve’,in
The Supply Side Effects of Economic Policy, edited by
Laurence Meyer, Centre for the Study of American
Business, St Louis. https://link.springer.com/
book/10.1007/978-94-009-8 1 74-4; Christensen, J.
(2012) Arguments linking a lower corporation tax to
increased productivity and growth have no basis in
reality, LSE British Policy and Politics, 29 February 2012.
http://blogs.Ise.ac.uk/politicsandpolicy/corporation-
tax-productivity-growth-christensen/

8 Gravelle, . (2011) ‘Corporate tax incidence: Review
of general equilibrium estimates and analysis’,
National Tax Journal, March 2013, 66 (1), pp. 185-214.
https://www.cbo.gov/sites/default/files/| | Ith-
congress-2009-2010/workingpaper/05-2010-
working_paper-corp_tax_incidence-review_of_gen_
eq_estimates_0.pdf; Devereux, M. and Freeman,

H. (1995) The impact of tax on foreign direct
investment: Empirical evidence and the implications
for tax integration schemes, International Tax and
Public Finance, February 1995,Volume 2, Issue 1, pp.
85-106. https://link.springer.com/article/10.1007/
BF00873108
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“There are no magic bullets: to confront monopoly or

market power needs policymakers and regulators to

act in coordination and use a range of tools.”

Recent agreements at the G7 and OECD

on a global minimum corporation tax

rate at 5%, and tools to recoup tax
revenues internationally if tax havens cut
their headline rates below this level, will
potentially end this race to the bottom.” Far
better than a race to the bottom is ‘upwards
competition’ on broader policies that make
the UK an attractive investment destination:
to create sound infrastructure, a well-trained
and skilled workforce, thriving research and
development, and rising productivity.

Headline corporation tax is levied on all
profits, so does not distinguish between
‘productive profits’ and rents from market
power. It is possible, however, to alter the
effective rate that different firms pay, via a
system of allowances or tax exemptions that
benefit productive firms over rentiers.

The design of tax reliefs or exemptions
matters as deductions that are set too high,
or are too complex, will erode the tax base
without countervailing positive economic
effects. Badly designed tax reliefs can be

9 Dibb, G, Jung, C.,Nanda, S.and Parkes, H. (2021)
‘Ending the race to the bottom:Why the UK
should seize the opportunity to support a global
minimum corporation tax. IPPR. https://www.ippr.
org/research/publications/ending-the-race-to-the-
bottom

less effective — and less transparent — than
public spending of equivalent cost.Yet there
can be good economic arguments for well-
designed reliefs and exemptions as part of
an economy-shaping tax system to steer
corporate behaviour towards desirable
outcomes. Investment allowances, for
example, are widely supported to encourage
companies to invest their profits.'” The UK
recently created a temporary investment
deduction at a generous 130%.

Windfall taxes and beyond:
excess profits tax

Separate from the headline rates of
corporation tax levied on all profits,a
country can also directly tax windfall profits
(which we define as profits reaped from
sudden, extreme price changes in products
or commodities outside firms’ control).
For example, global gas prices have spiked
following the Russian invasion of Ukraine,
massively increasing the profits of fossil-fuel
firms. These firms have distributed these
enormous windfalls to their shareholders

10 Mirrlees, J.,Adam, S., Besley, T., Blundell,R., Bond, S.,
Chote, R., Gammie, M., Johnson, P, Myles, G. and
Poterba, J.M. (201 ) Chapter 17:Taxing corporate
income, Tax by Design, IFS, London. https://ifs.org.uk/
sites/default/files/output_url_files/taxbydesign.pdf

via record-breaking dividends and share buy-
backs.'' The UK, Italy and other countries
have responded by levying a windfall tax on
energy producers/fossil-fuel extractors, and
redistributing these to support struggling
consumers. This is legitimate redistribution,
and it also curbs these profits by firms with
market power that can monopolise windfall
returns. It is no coincidence that, more
broadly, windfall returns tend to be made

in highly concentrated sectors: oil and gas
extraction, tobacco, and mining and mineral
extraction.'?

Yet, as discussed above, returns to firms

with significant market power are not just in
monopolising windfalls.Without competition,
firms can reap excess profits on an ongoing
basis. These profits are clearly unearned,

at the expense of the wider economy

and consumers, so excess profits that

are not just windfall profits should be

taxed, to disincentivise rentier activity and
redistribute its unearned gains."

To make this happen, policymakers must
first establish a toolkit to determine which

I'l Mould, R. (2022). BP’s Plans Mean FTSE 100 Share
Buybacks are on Track to Set New All Time High
in 2022 AJ Bell. https://www.ajbell.co.uk/news/bps-
plans-mean-ftse-100-share-buybacks-are-track-set-
new-all-time-high-2022

12 Hayes, C.and Jung, C. (2022) Prices and profits after
the pandemic, IPPR and Common Wealth. http://
www.ippr.org/publications/prices-and-profits-after-
the-pandemic

13 Avi-Yonah, R. (2020).‘A New Corporate Tax’, Tax
Notes Federal, U of Michigan Law & Econ Research
Paper No. 20-047, Available at SSRN: https://ssrn.
com/abstract=3743202

“A country can also
directly tax windfall

profits.”

firms operate in environments of significant
market power, and to quantify the magnitude
of the returns on that power. An emerging
community of economists on both sides of
the Atlantic is now studying this problem
and developing novel solutions.'*

The final way of taxing economic rents is
to focus on the ways in which they return
to, and further enrich, (already wealthy)
shareholders, widening economic inequality.
Share buy-backs, for instance, are anathema
to a productive and competitive market:
they are symptomatic of firms that can
identify no further investment opportunities
beyond artificially boosting their own

stock market price. Companies like BP and
Shell, for example, have paid out record
sums to shareholders at the expense of
under-investing in clean, renewable energy
technologies. The Biden administration’s
landmark Inflation Reduction Act includes
provisions to tax share buy-backs at 1%,

an initiative that should be replicated
internationally, and — in time — at an
increased rate.

14 Konczal, M. and Lusiani, N. (2022). Prices, Profits,
and Power:An Analysis of 2021 Firm-Level Markups,
Roosevelt Institute. https://rooseveltinstitute.

PricesProfitsPower_202206.pdf

org/wp-content/uploads/2022/06/RI_
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Other economists have proposed

novel methods of taxing firms’ market
capitalisation as an easily-implemented
proxy for wealth taxation which should

be considered by policymakers.'* These
approaches are attempting to achieve the
same objectives as an excess profits tax
but levied on a different tax base, and so to
some extent are substitutes for each other.

Corporate Power and
Competition Policy

Taxes alone can never fully resolve market
concentration and monopoly. It is simply
not enough to bemoan low investment

and innovation across modern economies

— we must recognise that there are firms
and sectors that benefit and profit from
stagnation. Their power must be confronted
directly. There will always be a role for
pro-active competition or antitrust policy,
which will need to change over time as new
technologies open markets that may be
particularly prone to market concentration.'
This is particularly important during periods
of high inflation when monopolistic firms
may take advantage of broad price rises to
increase their markups.

We have proposed that the UK’s CMA
should launch pre-emptive investigations
into the potential for excess profits in the
most concentrated sectors of the economy.
In Germany, the government has already

I5 https://gabriel-zucman.eu/files/SaezZucman2022EP.
pdf

16 Srnicek, N. (2017) Platform capitalism.John Wiley &
Sons.

“It is simply not enough to bemoan low investment
and innovation across modern economies — we must
recognise that there are firms and sectors that benefit
and profit from stagnation”

suggested ways to tighten competition
enforcement in sectors perceived to be
unfairly profiting from the current situation.

In the US, the Biden administration is
embarking on an ambitious programme of
anti-trust policy that combines a broader
conception of competition with more
rigorous enforcement. Similarly, the UK’s
CMA should broaden its conception of
market power which is currently focussed
too narrowly on prices. IPPR has previously
called for the CMA to consider the interests
of consumers, suppliers, entrepreneurs,
taxpayers, workers and the broader value of
innovation in order to promote and protect
the public interest."” A review of the CMA’s
powers and decision-making principles could
determine whether market share thresholds
for regulatory action should be set, whether
regulatory tools to address vertical
integration and price discrimination should
be strengthened, and whether competition
policy should have an a priori objective

to limit market power by limiting market
concentration.

17 IPPR Commission on Economic Justice (2018)
‘Prosperity and justice: A plan for the new economy
—The final report of the IPPR Commission on
Economic Justice’, IPPR. https://www.ippr.org/
research/publications/prosperity-and-justice
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If we truly want to shape our economies

for the better, it is high time that we
concentrate on the division in our economy
between productive profits and rent
extraction that costs us all. This has been
neglected for too long, but the effects of the
pandemic and the current global inflationary
crisis highlight this. Taxation is both a way to
confront rent extraction and an important
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tool to redistribute rents.

Frederick Opper’s 1901 cartoon depicts the trusts as
they take aim at the common people.

George Dibb is head of the Centre for
Economic Justice at the Institute for Public Policy
Research (IPPR), the UK’s leading progressive
thinktank. George leads IPPR’s work on
economic policy and is based in Westminster.
With a background in science and innovation,
George’s interests include economy-shaping
industrial strategy, research and development,
sustainability, and climate change.
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MAKING SENSE OF ABNORMAL, EXCESS,

NON-ROUTINE, SUPER-NORMAL,
RESIDUAL,AND WINDFALL PROFITS

As some companies reap outsize profits while consumers struggle to keep pace with inflation
following the pandemic and Russia’s aggression against Ukraine, lawmakers around the world
have been considering whether and how to respond.

‘windfall’ tax on oil and gas producers,

US lawmakers proposed a tax on
‘super-normal’ profits under the rubric
of a ‘Taxing Big Oil Profiteers Act’, and
UN Secretary-General Guterres called
for governments around the world to tax
‘excessive’ oil and gas profits. Meanwhile,
global talks surrounding the tax affairs of
large multinationals look to redistribute
the ‘abnormal’, ‘non-routine’, and ‘residual’
profits among countries in furtherance of
fairness goals.

I n recent months, the UK approved a

In describing profits, are abnormal, excess,
non-routine, super-normal, residual, and
windfall just synonyms used to describe
the same phenomenon? If so, what is that
phenomenon!? These terms are often used
interchangeably, and they generally point
to someone (usually a company) receiving
an unexpected cash flow of some kind. In

truth, there is no scientific way to distinguish

precisely between normal or routine profits,
on the one hand, and everything else, on the
other. But the various terms for ‘everything

else’ have distinct enough technical and
social meanings that a terminology choice
can influence the feasibility of a policy

proposal. So it is worth understanding what

people mean when they choose one of
these terms to advance tax reform.

‘Normal’ and ‘Routine’

To understand what non-routine, excess,

windfall (and so on) profit might be, it helps

to start with the categories of income
that distinguish them, namely, ‘normal’ or
‘routine’ profit. Are these the same thing!

In an informal sense, they are. Both might be

used to describe the return a competitive
market would be expected to produce for

an investment of labour or capital (or both).

A risk-averse investor might, for example,

seek a relatively slow and steady gain of or

6% per year — a‘normal’ return.When
the market unexpectedly improves,

the higher return appears other than
normal (it may be short-lived or
averaged out over time). For a company,
a normal return might be described as
the amount required to justify keeping
the business going; in other words, to
pay for requisite assets and employees.

A ‘routine’ profit might refer to the
same phenomenon, but in a tax context
it can refer particularly to the return

on a specific activity performed in the
context of a multinational enterprise.
For example, an expert might explain
that a routine profit is what an
independent (‘arm’s length’) service
provider expects to earn by undertaking
functions for another business, without

Allison Christians?

XCESS

SUPER-
NORMAL

WINDFALL

Abnormal
Super-normal
Windfall

EXCESS STANDARD =

taking on the other business’s broader risk.

Policymakers reflect these intuitions about what
is normal or routine when they craft tax policy,
including in the OECD’s two-part initiative to
redistribute taxing rights in respect of highly
digitalised companies (‘Pillar 1’),and to reduce

T Thanks are owed to Connor Hasegawa and Muna Tojiboeva for excellent research assistance, and to Niko Lusiani for

helpful comments on an early draft.
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“There is no scientific way to distinguish precisely between
normal or routine profits, on the one hand, and everything

else, on the other.”

tax competition for large multinationals with
a global minimum tax regime (‘Pillar 2’). The
language chosen conveys a sense that there
is no political appetite for upsetting status
quo rules around how countries tax (or not)
normal profits. Only the proliferation of
profits ‘beyond normal’ appear to justify tax
reform.

The word ‘normal’ is also a core feature

of excess profits surtaxes proposed in the
wake of macroeconomically destabilizing
events (such as pandemics and wars). In this
context, normal profits can be determined
in different ways. For instance, the ‘average
earning’ approach considers the taxpayer’s
average profit over a few years before the
destabilizing events; the pre-existing tax rate
applies to current profits up to that average,
while the surtax applies to the excess. In
contrast, the ‘invested capital’ approach
designates a specified rate as ‘normal’ such
that everything earned above that rate

is treated as excess and subjected to the
surtax.

The latter idea is seen in the OECD’s Pillar
2 framework, which (currently) effectively
defines an 8% return on tangible assets and
a 10% return on payroll costs as normal
profits. Following this classification decision,
national tax incentives that reduce or

eliminate the tax on those profits are left
alone, while the global minimum tax would
apply only to returns in excess of the
specified percentage.

Whether applied in the context of tax
avoidance, tax competition, or a specific
calamitous event, the animating idea here
is that there is normal profit, and there is
something beyond normal profit — and the
tax system ought to respond differently to
each category.

Beyond Normal

Beyond normal is a vast category.Within it,
the terms excess, abnormal, windfall, super-
normal, etc are often chosen to convey
some underlying social or economic malaise.

But in a general sense, all the terms describe
the same thing (even if different types of
excess may have distinct economic origins):
the recipient is benefiting from some form
of market distortion. In the extreme, a
company that generates significant beyond-
normal profits might have done so by gaining
a monopolistic position; if so, regulators may
have to step in more forcefully. Policymakers
have to decide whether and how to react
to various market distortions all the time,
typically with insufficient information.

In describing beyond-normal profits, the
term ‘excess’ is the most ubiquitous, serving
as a catch-all for abnormal, windfall, non-
routine, etc. Context matters: one term
may be used to describe a common market
imperfection — for example, residual profits
often arise from intellectual property rights.
Otbhers are used to connote a bounty
reaped from chance events (super-normal
and windfall are typically deployed in this
manner).

A non-windfall excess profit might be called
‘pure’ economic profit or ‘rent’. In brief,
the owner (for example, a monopolist with
significant and durable market power) has
simply earned more than business viability
requires. In theory, a perfectly competitive
market will remove rent from the equation
until everyone only receives normal returns.
In reality, this never happens, and some
economic rent is always available. But a
windfall is distinct: all market participants
reap advantages or disadvantages from
sudden disruption, due to simple luck at the
relevant time.

The question for policymakers is how to
determine whether and when to respond to
excess profits with a surtax. If a policymaker
aims at excess profit and hits normal profit
instead, they will worry about harming

or chasing away productive economic
activity. But if they aim correctly, a tax on
pure windfalls can approach 100% without
affecting investors’ future behavior.

A key challenge for policymakers is figuring
out what the surtax will hit. Since an

imperfectly designed surtax might induce
investors to shift their profits around, and

a perfectly targeted surtax might be easier
for some countries to design than others, a
global excess profits tax would likely be the
most effective.

Summary

Abnormal, non-routine, super-normal,
windfall, excess, and residual profits might all
mean the same thing intuitively: profits that
exceed what would be expected in perfectly
competitive market conditions. There are
different reasons why these ‘beyond normal’
profits arise, and there may be more and less
politicised ways to measure what constitutes
‘normal’ and what constitutes ‘beyond’. The
distinctions might matter because economic
theory predicts different impacts on future
investments.While experts will always seek
precision, tax law is always as much about
social and political maneuvering as scientific
inquiry. As the world continues to navigate
through crises of one kind and another, the
niceties of precise rhetorical usage will likely
matter less than overall public demand for
reform.

Allison Christians is the H. Heward Stikeman
Chair in Tax Law at McGill University in
Montreal, where she writes and teaches
national and international tax law and

policy. Her latest book, with Laurens van
Apeldoorn, is Tax Cooperation in an Unjust
World (OUP 2021).You can find her on Twitter
(@profchristians), TikTok (@profchristians), and
via her website at www.allisonchristians.com
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BILLIONAIRE MARKET POWER: HOW
COULD AN INDIVIDUALWEALTHTAX CURB
CORPORATE CONSOLIDATION INTHE US?

Jeff Bezos, the head of Amazon, is one of the billionaire

‘blockholders’ whose fortune derives from control of a
company with massive market power.

oday large incumbent firms dominate

I industries across the United States —
from meat to medicines, from

finance to tech, from retail to telecoms.

This historic turn away from a dynamic

multi-player business sector to a stagnant

private sector stunted under the shadow

of a few mega-oligopolies has real

consequences for people.

Concentrated control of large corporations has created vast

fortunes over the last four decades and fueled the drive towards

market domination. Here Niko Lusiani and Emily DiVito

consider how the tax system could be used to shift incentives and

broaden ownership beyond a handful of latterday robber barons.

Corporate concentration extracts wealth
from consumers and communities and
directs it to entrenched corporate
shareholders and executives. Excess market
power raises prices for consumers,' lowers
wages and worsens jobs for workers, inhibits
business dynamism, compromises supply
chains, reduces the supply of goods, and
exacerbates racial wealth inequality both for
individual households and communities as

a whole. Perhaps sensing all of this, the US
public has more negative sentiment towards

I ‘Confronting America’s Concentration Crisis:
A Ledger of Harms and Framework for
Advancing Economic Liberty for All’, American
Economic Liberties Project, 2020. http://www.
economicliberties.us/wp-content/uploads/2020/08/
Ledger-of-Harms-R41|.pdf

big business than at any other point in the
last five decades.”

While policy thinkers and makers have
rightly focused on strengthening antitrust
law and competition mechanisms — as well
as on building out public options to
compete with dominant private firms — tax
policy remains overlooked both as a driver
of current levels of market concentration,
and as a possible tool to remedy this
problem — as this special issue of Tax and
Monopoly Focus illustrates. Complementing
the corporate focus of other contributions,
our contribution here explores what effect a

2 Emily DiVito and Aaron Sojourner,‘Americans are
more pro-union — and anti-big business — than at
any time in decades’, Guardian, |3 May, 2021.

Niko Lusiani
and Emily DiVito

wealth tax on individual US billionaires might
have on excessive market power.

A wealth tax is, as the name suggests, a tax
— thus far proposed as around 1-2% —on
the underlying value of the stock of the
assets that make up the vast majority of
multimillionaire and billionaires’ holdings,
including real estate, cash, stocks and
bonds, and certain business assets.’ Seen as
fundamentally fair and highly-targeted, the
idea of a wealth tax generates broad public
support across the political spectrum, and
its popularity has helped garner momentum
for progress on various ways to tax the
ultrawealthy — perhaps best evidenced by
how close a 2021 proposal by Chairman

of the US Senate Finance Committee for a
Billionaire’s Income Tax came to legislative

3 David Gamage,Ari Glogower and Kitty Richards,
‘How to Measure and Value Wealth for a Federal
Wealth Tax Reform’, Roosevelt Institute, | April,
2021. https://rooseveltinstitute.org/publications/
how-to-measure-value-wealth-federal-wealth-tax-
reform/

4 Howard Schneider and Chris Kahn,‘Majority of
Americans favour wealth tax on very rich: Reuters/
Ipsos poll’, Reuters, 10 January, 2020. https://www.
reuters.com/article/us-usa-election-inequality-poll/
majority-of-americans-favor-wealth-tax-on-very-

rich-reuters-ipsos-poll-idUSKBN 1Z9141
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“Corporate concentration extracts wealth from consumers
and communities and directs it to entrenched corporate

shareholders and executives.”

passage.’® Distinct from a |1-2% tax on the
stock of wealth, this ‘mark-to-market’ (M2M)
proposal taxes the income that accumulates
from wealth by levying an annual tax on

the change in the value of a high-net worth
individual’s stock, dividends, and other
tradable assets — assets that largely go
untaxed in the current US system until a
realisation event, like a sale, occurs.

Both a wealth tax and a M2M tax are
highly-progressive and the uber-wealthy,
who escape paying their fair share under the
status quo, would exclusively be the subjects
of these taxes. Both of these sorts of wealth
taxes are largely conceived with the main
aim of redistribution and raising revenue

to fund broad scale public investments and
programs. This revenue-forward rationale
has limited discussion about how a wealth
tax would shape markets — and in particular
the business decisions of those wealthy
individuals subject to the tax.

Only America’s top billionaires would be
paying these sorts of wealth tax. So, let’s
start with some stylised facts on who these
individuals are. Focusing for a moment just
on the top 10 wealthiest Americans, the

5 ‘Wyden Unveils Billionaires Income Tax’, United
States Senate Finance Committee, 27 October, 2021.
https://www.finance.senate.gov/chairmans-news/
wyden-unveils-billionaires-income-tax

list contains familiar names: the titans of the
information age — often simultaneously the
founders, CEOs and Board Chairs of some
of the globe’s most profitable firms topping
the stock markets. These include Amazon,
Microsoft, Facebook, Berkshire Hathaway,
Google,Tesla. These are (almost universally)
men who sit at the top of the corporate
food chain, and are compensated accordingly.
Together, these 10 individuals own over $1
trillion in wealth. Importantly here, their
wealth is primarily held in the stock of the
companies they control. According to our
estimates using the Bloomberg Billionaire
Index, over 60% of the wealth of the top 10
American billionaires is held in the equity
shares of the companies they control.®

If we zoom out to the top 50 American
billionaires, over 75% of their combined
$2.2 trillion in wealth is equity held in
corporations that these individuals sit at the
top of.

But even that average belies the degree to
which most of these people functionally
control their businesses, and the wealth
that these businesses create.Warren
Buffet — Board Chair, CEO and the largest
shareholder in Berkshire Hathaway — holds
99% of his wealth in his company’s stock.

6 ‘Bloomberg Billionaires Index’, Bloomberg. https://
www.bloomberg.com/billionaires/ [accessed 22
October, 2022]

Mark Zuckerberg — who reigns over Meta
— holds 95% of his wealth in company
stock. And Jeff Bezos — no longer CEO but
still Board Chair at Amazon — holds 83%
of his wealth in Amazon equity, and a very
powerful 10% controlling interest in the
company as a whole. (An individual owning
over 5% of shares in a firm is generally
considered a ‘blockholder; with unique
effective power over corporate decision-
making.) Even Bill Gates — whose wealth is
relatively more diversified and holds much
less effective control over Microsoft —
became one of the top wealthiest people in
the US through his shares in the company
while he was at its apex.

This is all to say that the central source
of wealth for America’s top billionaires is
the growth in the value of their corporate
equity — which, not coincidentally, is in
monopolistic firms facing intense antitrust
scrutiny. In the US today, so it seems,
control and beneficial ownership of the
most dominant firms have once again fused
in the form of manager-blockholders who
are simultaneously CEO, Board Chair and
largest shareholder.

It’s also perhaps not a coincidence that
the managerial power of these corporate
leaders (and the economic power and

“I Like a Litile Competition™—J. P. Mordan

Asked in a Congressional committee whether he disliked
competition Pierpoint Morgan replied ‘| like a little
competition’ In this 1913 cartoon by Art Young Morgan
is mixing a little competition with the strong liquor of
monopoly.

wealth that such managerial positions have
produced) is correlated with the growth in
the market power of the firms they control.
While a number of factors contribute to
stock appreciation, the most fundamental
driver is real and expected earnings: that is,
profitability projections. Companies with
more market power have more opportunity
to increase profitability into the future, and

“Both a wealth tax and a M2M tax are highly-progressive
and the uber-wealthy, who escape paying their fair share
under the status quo, would exclusively be the subjects of

these taxes. ”
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thus are valued higher by financial analysts
and stock pickers. It should be little surprise
then that the wealthiest billionaires derive
their fortunes from their control over
precisely the companies able to charge
monopoly rents and whose business models
rely on building ‘moats’ against competition
by killing or swallowing potential challengers.

All else being equal, the larger the ownership
stake of an individual Billionaire in their own
company, the greater incentive they would
have to increase firm value by capturing
market share. Personal financial motives
then align with the means of controlling

the firm to present the opportunity to
consolidate market power. That is, the
personal financial motivations of America’s
top billionaires come together with their
means as central corporate decision-makers
(as both ‘agent’ and ‘principal’ in many cases
with little effective Board accountability)

to use their leverage to extract economic
rents through capturing market share

and dominating competitors. It may just

be precisely the ability of billionaires’
companies to capture rents (and thus hike

“Only America’s top
billionaires would be
paying these sorts of
wealth tax.”

profitability, thus share prices, and thus their
personal wealth) which drive the decision-
making of these corporate leaders.

In 1881 America is menaced by the serpent of monopoly. Puck magazine asks Uncle Sam what he’s going to do about it.

In this context, then what effect, if any, would
the introduction of a new tax on the wealth
of these individuals have on the broader
problem of concentrated market power

in the US today! The effective taxation of
the firms themselves would not change
whatsoever, and all else being equal, the
after-tax profits would not either —

posing no direct effect on the rents

derived from market concentration. It is
only the tax liabilities of those individuals in
control of the dominant firms that would
change. But they would change — and
substantially.

First, given how concentrated these
billionaires’ wealth is in their companies,
both a 2% wealth tax and a mark-to-market

annual accrual tax would have a sizable
effect on their tax liability, primarily through
decreasing the amount of capital gains they
would actually see from the appreciation
of the stock they own. The higher the
effective tax rate, then, the less incentive
these individuals would have to make
decisions that would ensure the companies
they control — and have very concentrated
financial stakes in — extract supernormal
profits by exerting more and more market
power.

This logic connects to recent research on
top end income tax, which confirms that
high top tax rates in the US previously
were, in fact, useful in placing a brake on
rent extraction among top earners, as the

“Today’s top billionaires’
wealth does not amass from
wage income but from the
appreciation of their stock.”

net benefit for highly-paid executives to
continue to seek larger pay was blunted

if not eradicated.” It wasn’t until top rates
dropped that these executives started
bargaining more aggressively to hike their
pay. Today’s top billionaires’ wealth does
not amass from wage income but from

the appreciation of their stock, hence

their bargaining power over compensation
plays out in their ability to manipulate or
otherwise affect the stock price by, most
especially, capturing excessive market share.
A wealth or billionaire income tax then
could be seen to decrease the net benefit
of this form of rent-seeking, while the
absence of said tax leaves the wealthiest with
a very strong incentive to seek more returns
through their control over their dominant firms.

In fact, those individuals who play
simultaneous roles of CEO/Board Chair/
controlling shareholder — in particular in
firms with high rents — have many more
opportunities to set their own pay than
traditional corporate management. This is
because they have arguably more control
over the levers of stock appreciation —
levers which don’t pose a cost to the firm,

7 Thomas Piketty, Emmanuel Saez and Stefanie
Stantcheva, ‘Optimal Taxation of Top Labor Incomes:
ATale of Three Elasticities’, American Economic

Journal: Economic Policy,Vol. 6, No. 1,2014.



https://www.aeaweb.org/articles?id=10.1257/pol.6.1.230

SPECIAL EDITION.— OCTOBER 2022

TAX AND MONOPOLY FOCUS

“More assertive antitrust enforcement is needed to break down the
hoarding of market power by today’s dominant firms.”

other shareholders nor workers in the same
way labor income does.

Second, a wealth tax may pose liquidity
challenges for some of these US billionaires
as their wealth is so concentrated in the
stock of their own companies. They might
be forced to sell some of their stock to
come up with the cash to cover their

tax liability. That could be thought of

as a feature not a bug. Doing so would
necessarily decrease their ownership stake
and thus their relative control of these
companies — thereby diversifying the equity
ownership of those firms and making the
stakes less concentrated in one individual.
More diffuse ownership in dominant

firms would not automatically reduce the
incentives to capture market power, which
is latent in large US businesses no matter
the number of shareholders.Wrap-around
antitrust rules and competing public options
are still very much needed to reduce
entrenched market power. That being said,
more diffuse ownership would weaken the
concentrated decision-making power of
these manager-shareholders in key areas
such as mergers and acquisitions strategy
and executive compensation.

In sum, a wealth tax — given the specific
characteristics of the ultra-wealthy in the
US — would arguably work to disincentivise

the hoarding of market power by decreasing
the intensely concentrated personal

returns of the individuals controlling the
business strategies of some of the country’s
most dominant firms. Importantly, in the

US context in particular, more assertive
antitrust enforcement is needed to break
down the hoarding of market power

by today’s dominant firms, diminish the
economic power of today’s billionaires,

and prevent further concentrated wealth
accumulation into the future.While the
market power effect of taxing the ultra-
wealthy in the US is necessarily tied up in
the specific design choices brought to bear,
the time has come to dig deeper into how a
wealth tax could dent the personal financial
incentives top Billionaires have to capture
the rents that emerge from corporate
consolidation.

This essay is derived from a forthcoming
Roosevelt Institute Issue Brief. Many thanks to
Ivan Cazarin for research assistance. Comments
encouraged.

As Director of Corporate Power at the Roosevelt
Institute, Niko Lusiani leads the think tank’s
program to dissect and dismantle the ways in
which extractive corporate behavior jeopardises
workers, consumers, our natural environment,
and our shared economic system.

Emily DiVito is Senior Program Manager for
the Corporate Power program at the Roosevelt
Institute. She supports the think tank’s work
identifying, explaining, and advancing solutions
for the problem of unchecked corporate power
in today’s economy.
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A 1911 cartoon by William Thordnike depicts John D.
Rockefeller’s Standard Oil, already wounded by the
Supreme Court, now threatened by federal legislation.




SPECIAL EDITION.— OCTOBER 2022

TAX AND MONOPOLY FOCUS

The Profit
Paradox:

How Thriving
Firms Threaten
the Future of
Work

Jan Eeckhout
Princeton University Press 2021
ISBN 9780691214474

It’s the economic power, stupid

Potentially seismic changes are underway in
the area of competition policy. The reigning
consensus, at least among policy wonks in
the EU and US, was shaped by a neoliberal
narrative that the principal, arguably sole,
matter for consideration by antitrust
enforcers is not to guarantee market
competition but rather consumer welfare.

As the post-war Keynesian consensus frayed
in the 1970s, prominent Chicago school
lawyers like Robert Bork argued that firms
become large because they are efficient,
largely due to economies of scale. Sure, they
conceded, this might allow some firms to
make excess profits, but those profits will
feed through to more jobs and higher wages.
Unfortunately, as Eeckhout argues in this
readable and cogent book, the opposite is
true. When technology change allows a firm
to establish a dominant market position, its
power to extract excess profits is not good

for its consumers, its suppliers, its workers,
nor, alarmingly, for democracy. This is what
Eeckhout calls the Profit Paradox.

Take pharmaceutical giant Pfizer, for
example. In 1980, when Ronald Reagan
moved to the White House, Pfizer’s profits-
to-payroll ratio was 41%. By 2019, that

ratio had shifted to 210%. Pfizer’s market
dominance is not good for consumers, but
neither have sky-high profits been good for
its workers; the benefits flow almost entirely
to shareholders and executives, with no

sign of the wealth trickle-down promised

by supply-side economists. Similarly high
profits-to-payroll ratios can be seen in other
global giants: Apple and Facebook have

ratios exceeding 300%. As Eeckhout notes:
"The dominance of a few firms in terms of
profitability reflects precisely what the profit
paradox is about: the success of thriving
firms is not beneficial for workers.

Economic power generally goes
unrecognised as a factor in shaping markets,
which seldom, if ever, resemble the perfect
competition model studied in economics
101. In her work, economist Susan Strange
explored the ways in which monopolies

use their structural power to maintain
market dominance and lobby national and
international policy-making processes.
Another economist, Joan Robinson,
suggested that the real power that big firms
enjoy lies not so much in economies of scale
as in their access to financial markets,

which enables them to manipulate their
markets, while also manipulating national
and international policy. This power,
Robinson noted, 'destroys the basis of the
doctrine that the pursuit of profit allocates
resources between alternative uses to the
benefit of society as a whole! So much for
economics 101.

The past century can be roughly divided
between two competing schools of
thinking on competition policy. Excessively
concentrated wealth and corporate

power in the early twentieth century led

to Theodore Roosevelt’s 'Square Deal’,
which promoted active antitrust policies to
curtail the robber barons. Large firms were
considered harmful even when they were
operating ‘efficiently’ because their market
power was detrimental to innovation,
workers and suppliers. This ’Curse of
Bigness’ was also harmful to democracy
since wealthy corporations have oodles

of cash to spend on political lobbying.
Associated with the Harvard law school, the
activist era of strong anti-trust enforcement
led to reduced market concentration and
corporate power.

The ascendance of the Chicago school in the
1970s arose from the profound rift between
economists over what action, if any, the

state should take against monopolies and
oligopolies. Milton Friedman and George
Stigler regarded antitrust enforcement as
more harmful to consumer’s interests than
no regulation at all. Bork and his allies won
the day, though that is now changing. Joe
Biden’s appointment of legal scholar Lina

Kahn to chair the Federal Trade Commission
suggests that the White House wants

to resume an activist policy to protect
market competition, workers, suppliers and
customer interests. The European Union
should follow suit.

As Eeckhout argues, policy makers don’t
need to add new laws to the existing
panoply. What’s needed is a firm political
commitment to (i) taking the interests of

all stakeholders into account, (i) curtailing
the influence that corporations exert

over democratic processes through their
funding of think-tanks, universities, media,
and direct payments to political parties and
politicians, (iii) radically reducing mergers
and acquisitions by requiring the parties to
demonstrate that a proposed M&A is in the
interests of all stakeholders and the wider
economy, and (iv) ensuring that regulators
of natural monopolies with scale economies
are fully independent to take all stakeholder
interests and environmental concerns into
account. Taxing excess profits has a part to
play in redistributing economic rents, though
this reviewer would prefer that priority be
given to stripping away the mechanisms used
by monopoly rent-seekers, including and
especially the intellectual property rights so
widely used by tax dodgers and monopolists.
Eeckhout’s book provides a coherent
overview to this complex and fascinating
subject, and is required reading for all of us
involved in economic justice campaigns.

John Christensen
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INVESTMENT ZONES INTHE UK

Liam O’Farrell

K Chancellor Kwasi Kwarteng’s

disastrous ‘mini’ budget has now

been essentially scrapped, and
both the Prime Minister and Chancellor
responsible for the failed experiment in
extreme trickle-down economics have been
ejected from Downing Street. However, one
aspect of the Truss administration’s agenda
of ‘supply-side’ reform lives on, in the form
of a series of proposed Investment Zones
(1Zs) across England which have designed
to complement the Johnson government’s
Freeports agenda.'

The UK government states that 1Zs will
drive economic growth and housebuilding
and ‘will particularly support regeneration
of undeveloped and under-developed

areas.? It is likely that the model for the
concept is the London Docklands that

has been significantly developed since the
1980s.> Much like the Freeports programme,

I ‘Investment Zones: Friend or Foe to Freeports?
Shoosmiths, https://www.shoosmiths.co.uk/insights/
legal-updates/investment-zones-friend-or-foe-to-
freeports [accessed 23 October, 2022]

2 ‘Investment Zones: expression of interest frequently
asked questions’, gov.uk, | | October, 2022, https://
www.gov.uk/government/publications/investment-
zones-in-england-expression-of-interest/investment-
zones-expression-of-interest-frequently-asked-
questions [accessed 23 October, 2022]

3 Zak Simons,‘The problem with “investment zones’”,
planoraks, 28 September, 2022, https://www.
planoraks.com/posts- | /investment-zones [accessed
23 October, 2022]

no evidence base has been provided for
official claims made about IZs. Concerns
have been raised that the sites pose the
same risks: displacing business activity

and investment that would have already
happened, undermining tax revenues, and
posing threats to environmental and labour
standards.*

Mayoral combined authorities and several
local authorities were invited to make
applications, alongside freeport facilities
which were given a simplified application
process. In total, 35 authorities appear to
have made applications, with more than 70
sites identified for development within 1Zs.
However, given that campaigners claim FOI
requests to some authorities were rejected,’

4 Will Brett-Harding, whatworksgrowth.org, 26
September, 2022, https://whatworksgrowth.org/blog/
investment-zones-and-the-problem-of-displacement
[accessed 23 October, 2022]; Helena Horton,

‘UK’s ancient woodlands at risk from investment
zones, say charities’, Guardian, 19 October, 2022.
https://www.theguardian.com/environment/2022/
oct/19/uk-ancient-woodlands-investment-zones-
environmental-planning-rules [accessed 23 October,
2022]; Daniel Holland, ‘Mayor issues warning over
low-tax “investment zones” that could be coming to
the North East’, ChronicleLive, 23 September, 2022,
https://www.chroniclelive.co.uk/news/north-east-
news/north-east-mayor-investment-zones-25094940
[accessed 23 October, 2022]

5 Guy Shrubsole, Twitter Post, 20 October,
2022, https://twitter.com/guyshrubsole/
status/1583123862878711809 [accessed 23
October, 2022]

it is not possible to establish details on many
of the sites submitted. The window for

IZ applications was brief and scrutiny was
minimal; the official portal for expressions of
interest opened on 2™ October and closed
just twelve days later.

A range of potential features of IZs are listed
in guidance released by the UK government.®
These include business rates relief, capital
allowance and structures and buildings
allowances, stamp duty land tax relief and
zero-rate employer NI contributions on
salaries up to £50,270. Guidance released thus
far claims that there will be relaxed planning
regulations and a streamlined application for
planning permission, but details have not been
provided and several contradictory claims are
made. For instance, the guidance states the
planning system in IZs will ‘not stand in the
way of investment and development, but at
the same time it commits to maintain planning
policies such as the Green Belt, as well as
controversial new red tape which aims to
‘banish ugly developments’ and ‘[put] beauty
at the heart’ of places.’

6 ‘Investment Zones in England’, gov.uk, 24 September,
2022, https://www.gov.uk/government/publications/
investment-zones-in-england/investment-zones-in-
england [accessed 23 October, 2022]

7 ‘Vision for building beautiful places set out at
landmark design event’, gov.uk, 20 July, 2021. https://
www.gov.uk/government/news/vision-for-building-
beautiful-places-set-out-at-landmark-design-event

The latest coverage in the Financial Times
suggests that the envisioned tax benefits

of the zones are set to be substantially
scaled back amid concerns that the |Z
programme could cost up to £12 billion per
year to subsidise activity that would have
happened anyway.? One senior Whitehall
official quoted in the FT describes the IZs
as dead on arrival, expecting that they ‘will
be kept on life support, then quietly killed.
Whether or not |Zs last, alongside freeports
they demonstrate the ongoing commitment
of the Conservative Party to deregulate
vast areas of the country in the name of
economic growth, despite a lack of evidence
demonstrating their effectiveness towards
this end.

Liam O’Farrell is a researcher at the
University of Sheffield whose current work
focuses on freeports in Europe.

8 Jim Pickard and Peter Foster, Financial Times,
18 October, 2022 https://www.ft.com/
content/03fea057-8354-48b7-b930-d5a34585c625
[accessed 23 October, 2022]
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How Monopoly threatens
Democracy and Security

Video of a conference in Brussels on

the threats posed by monopoly power,
co-organised by the Balanced Economy
Project, Open Markets Institute, SOMO

and LobbyControl. The wide-ranging event
contained contributions in the fields of labour,
media, music, privacy, national security, civil
society,and of course competition law. The
message were aimed squarely at the European
Commission: stop being beholden to crazy
economic theories, engage with the real world
of monopoly power; and get serious about

enforcement, especially when it comes to
Big Tech.

https://www.balancedeconomy.net/
uncategorized/video-how-monopoly-
threatens-democracy-and-security/

‘Prices, Profits, and Power: An
Analysis of 2021 Firm-Level Markups’

The Roosevelt Institute’s Mike Konczal

and Niko Lusiani conduct original research
showing how markups — essentially, the
difference between prices and costs — soared to
their highest level since the 1950s, contributing
to inflation — and that companies with market
power were price-gouging the most.

https://rooseveltinstitute.org/
wp-content/uploads/2022/06/RI_
PricesProfitsPower_202206.pdf

UN Secretary General signals
support for a UN tax convention

International tax rule-making has been
dominated for the past century by rich
countries. Amid clear signs that the
internationally-agreed OECD rules are
unable to cope with the challenges of
technological change and globalisation, new
approaches are being sought.

https://taxjustice.net/press/un-secretary-
general-signals-support-for-un-tax-
convention/

Returning to fairness

US Federal Trade Commission Alvaro
Bedoya takes a deep dive into the history
of antitrust laws, and explains how an
ideological cult from the 1980s shifted

the goals of antitrust away from their
original focus on fairness, towards one
obsessed with ‘efficiency’ (as measured by
economists). This has obscured monopoly
power and had highly destructive effects, all
across the economy and society.

https://lwww.ftc.gov/system/files/ftc_gov/pdf/
returning_to_fairness_prepared_remarks_
commissioner_alvaro_bedoya.pdf

The European Commission mustn’t
let Amazon fool it again

Civil society actors urge the European
Commission to reject loophole-riddled
‘commitments’ by Amazon to play nice,

and to resolve the massive and profitable
conflicts of interest at the heart of its
business model with the only permanent
solution: breaking up the firm. Just as
importantly, this was the latest milestone

in a transformation summarised by the
Balanced Economy Project: 2022 is the year

when we can say that a broad anti-monopoly
movement properly began to emerge
outside the United States’

https://www.balancedeconomy.net/big-tech/
the-european-commission-mustnt-let-
amazon-fool-it-again/

Islands in the Stream:
Tax Justice in Hollywood

After decades of being told by broadcasters
that tax and tax justice will never interest
mass audiences Tax Justice Focus editor
John Christensen decided to co-produce
a documentary to test the proposition.
The Spider’s Web has now been viewed five
million times on YouTube and is currently
streaming on Netflix. The lesson for
campaigners for economic and social
justice? No one knows anything, especially
commissioners in the major media.
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