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Nearly all profit shifting is done by the largest 
firms. The top 10% of multinational firms with 
affiliates in lower tax-rate jurisdictions are 
responsible for 98% of profit shifting 

The biggest multinationals shift 78% of their 
profits, on average, to offshore tax havens

The estimated tax loss to South Africa is 
valued at R7bn per year, or nearly 4% of total 
corporate tax receipts

The smallest 50% of multinational firms in 
South Africa do not engage in profit shifting 
at all 

The study uses a comparative analysis of foreign-
owned firms operating in South Africa to show that 
firms with a parent registered in a tax haven tend to 
report 80% less in profits than similar firms without a 
parent in a tax haven. This is highly suggestive, but 
not conclusive, evidence of profit shifting. 

When broken up by firm size, the data shows that the 
smallest half of multinationals with tax-haven affiliations 
do not engage in profit shifting. It is the top 10% of firms 
that account for 98% of the estimated volume of profit 
shifting. The total estimated loss represents 4% of annual 
corporate income tax receipts, equivalent to R7 billion or 
€400 million a year.

Tax havens, tax avoidance, profit shifting, and corporate 
tax planning have been a part of the modern lexicon ever 
since the leaking of the now infamous Panama Papers. 
These practices have only increased with the continuing 
globalization of the modern economy, raising important 
questions about fairness and economic development. 

For example, do tax havens make it easier for 
multinational corporations to pay less than their fair 
share in the nations where they operate? How does 
that impact nations who need tax revenue to 
develop their economies and improve the lives 
of their citizens? And, if we could identify the 
companies that shift profits would it be easier 
for governments to collect revenue from them? 

Averages can be deceiving 

South Africa has about two thousand foreign-
owned firms operating in its economy, but 
these firms represent nearly 30% of total 
sales. These companies are big players in the 
economy, having doubled their share of the 
economy over the last 25 years. This means 

FINDINGS

The impact of tax havens on 
South African revenue

WHAT IS PROFIT SHIFTING? 
When multinational firms move 
profits made in a higher tax-rate 
country to their affiliates in a lower 
tax-rate country in order to reduce 
their overall tax bill.

that even a small amount of profit-shifting activity by 
these firms can quickly represent a significant loss of 
revenue for South African authorities.

Since they are some of the largest enterprises in the 
economy, the total loss to the South African government 
is larger than the loss would be if all firms shifted profits 
at the average rate. By disaggregating firms by firm 

Figure 1: Predicted vs reported profits in haven-owned firms 
operating in South Africa (by registered location of parent-firm)
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Figure 7: Predicted vs. actual profits in haven-owned firms  

 

Note: This figure shows the discrepancy in reported taxable income and the predicted income across tax haven-
owned firms. Normal profitability is defined as having a taxable income of 85% of the wage bill paid (which is the 
average among non-haven-owned firms). 

Source: Authors’ calculations based on data from SARS (n.d.). 

7 What regressions hide 

We employ the standard identification strategy introduced by Hines and Rice (1994) and since 
exploited in more than 30 academic papers,31 which is an ordinary least squares (OLS) regression 
of the form: 

log(πit) =β1 log(Kit) +β2 log( Lit )+β3Parent in haveni+αnt+ϵi

Where the unit of observation is at the firm-year level, i denotes the firm, and t denotes the period. 
πit is the taxable income of the firm, Ki denotes the fixed assets, and αnt are industry-year fixed 
effects. Parent in haveni is a dummy variable taking the value one if the parent is located in a tax 
haven as defined by Hines (2010).32 Standard errors are clustered at the industry level. 

                                                 

31 See de Mooiji and Ederveen (2008), Dharmapala (2014), or Heckemeyer and Overesch (2013) for a review of this 
literature. 
32 Following Hines (2010): Andorra, Anguilla, Antigua and Barbuda, Aruba, Bahamas, Bahrain, (The Kingdom of), 
Barbados, Belize, Bermuda, Cayman Islands, Hong Kong, Cook Islands, Costa Rica, Cyprus, Dominica, Grenada, 
Guernsey, Ireland, Isle of Man, Jersey, Jordan, Lebanon, Liberia, Liechtenstein, Luxembourg, Maldives, Malta, 
Marshall Islands, Mauritius, Micronesia, Monaco, Montserrat, Nauru, Netherlands Antilles, Niue, Panama, Samoa, 
San Marino, Seychelles, Singapore, St. Kitts and Nevis, St. Lucia, St. Vincent and the Grenadines, Switzerland, Tonga, 
Turks and Caicos Islands, and Virgin Islands (British) 



This brief is based on WIDER Working Paper 2018/111 ‘Big and 
‘unprofitable’: How 10% of multinational firms do 98% of 

profit shifting’, by Ludvig Wier and Hayley Reynolds.

Efforts to curb profit shifting should start with a 
focus on the very largest firms

Curbing profit shifting might help to level the playing 
field. Tax havens erode the tax base, but also they 
distort competition by creating a de facto tax benefit 
for only the largest companies.

Special attention should be given to firms operating 
in the extractive and financial industry where 
estimates indicate the tax loss is largest 

Implementing OECD BEPS measures, revisiting 
treaties, and increased auditing of the very largest 
companies are some of the measures that could be 
taken
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size and applying an estimated rate proportional to their 
firm size’s propensity to shift profits, the study advances 
research on tax avoidance globally. 

Globally, the standard method for estimating profit shifting 
applies an average rate of profit shifting to all firms in 
order to estimate the aggregate loss caused by offshore 
tax havens. In this study, the methodology was updated 
to reflect the finding that different sized firms behave 
differently. The method used adjusts 
the rate applied according to the actual 
frequency of profit shifting indicated by 
tax data for firms of different sizes.

Doing this reveals that research using 
overall averages might underestimate 
the scale of the problem globally by 
as much as 80%. For states in the 
Organisation of Economic Co-operation 
and Development (OECD), previous 
studies may have underestimated the 
scale of profit shifting by about 40% on 
average. 

OECD estimates from the Base Erosion 
and Profit Shifting (BEPS) initiative, 
which aims to reduce revenue losses 
that result from international tax leaks, 
could be improved by accounting 
for how different sized firms behave 
differently.

Revenue loss

In South Africa, 19% of tax revenues come from corporate 
income taxes. Addressing the underreporting of corporate 
income by large multinationals with offshore affiliations could 
increase these tax receipts by 4% of their total, a benefit to 
the South African fiscus of approximately R7 billion a year. 

Figure 2: Estimated tax loss (% of current tax 
payments of haven-owned firms)

The research indicates that the firms most likely to 
shift large amounts of profits are the largest 10% (by 
wage bill, fixed assets, and/or turnover). Among these, 
the biggest profit shifters by industry are those in the 
resource extractives industry, which account for 28% of 
the problem. Firms in the financial industry are second, 
accounting for 19% of the gap. Fifty per cent of the 
estimated profit-shifting activity is by multinationals 
owned by a parent affiliate registered in Switzerland.

Implications for fair competition

As larger firms are more likely to shift profits offshore, 
the paper argues that they receive a ‘de facto tax benefit’ 
that other companies do not have access to. In addition 
to reducing public revenues, this might also have 
negative implications for fair competition, representing 
an advantage for firms with increased levels of market 
concentration.
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