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Abstract

Tax sovereignty, traditionally understood as a state’s authority to impose taxes, has been increasingly
challenged by globalization, resulting in the adaptation of domestic tax regulations under international
influence. At present, the OECD and G20 play a significant role in shaping domestic tax policy
through soft law frameworks that guide reform. This article analyzes the baseline standards of the
BEPS initiative as tailored for developing countries and examines the associated enforcement
challenges. It further highlights how states have adjusted their domestic tax structures to align with
OECD/G20 guidelines, reinforced by continuous monitoring and peer review mechanisms. Since
2015, the BEPS initiative—particularly its four Minimum Standards—has been stringently enforced.
Despite differing national interests and the complexities involved, the OECD’s peer-review process
has steered national policy adjustments, fostering a shift toward a more unified global tax framework,
which has, in turn, diminished national tax sovereignty.
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Introduction

Genuine sovereignty extends beyond legislative jurisdiction, incorporating the state's capacity to mold
societal progress and cater to communal necessities. Historically centered within national governance,
tax regulation now evolves with global interconnectivity, shaping and reflecting a nation's fiscal
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identity amid international economic fusion [Peters, 2019]. Sovereignty thus transcends mere
autonomy, demanding a broader spectrum of influence to truly fulfill its role [Locke, 1960].

Indeed, globalization has diminished state sovereignty, as evidenced by phenomena such as
tax competition, the increase in tax planning, and the behavior of multinational enterprises, leading
states to establish a "new" type of tax sovereignty [McLure, 2005]. This chosen policy-making
behavior may violate principles of efficiency, equity, and simplicity. The establishment of the
international tax system has been influenced by various factors, including domestic and international
pressure groups. National dominance in international tax policy has been eroded [Lopes, Santos,
2016]. International organizations such as the UN (formerly the League of Nations), OECD, IMF, and
World Bank have significantly shaped international tax law [Rixen, 2011]. The creation of soft law
by these organizations, from the Model Tax Convention to the era of the Base Erosion and Profit
Shifting (BEPS) suggests that the locus of power remains a relevant topic of discussion [Ring, 2010].

A close examination of history shows that true equality among nations has remained elusive.
It sounds idealistic to consider states as equals in practice, as they differ significantly in power and
autonomy. Sovereignty, equality, and independence are often more conceptual ideals than realities,
failing to fully account for the complex forces that dictate international relations, especially in
contemporary times marked by deep economic ties and political dependencies. Today, expecting a
state to be completely autonomous is as impractical as expecting complete independence for an
individual in society [Hongler, 2021].

A treaty's core is the mutual intent to shape rights and obligations under international law
[Zuxue, 2017]. National sovereignty is evident throughout a treaty’s development, from negotiation
to ratification and beyond. The growing role of consensus in international law emphasizes how joint
commitments inform the evolving concept of sovereignty, integral to the essence of treaty-making
[Zuo, 2014].

Regarding changes in national tax policy and the behavior of its architects, it acknowledges a
surge in tax reform efforts that have rapidly spread worldwide through broad, superficial, and
standardized tax policy counsel anchored in widespread agreement. This uniform proliferation of tax
reforms can undermine authentic local political involvement in the development of tax policies and
laws in countries undergoing reform [Steward, 2003]. Internationally, state societies have developed
into a more intricate system of governance. This multifaceted governance structure subtly pressures
dominant interests to create and uphold order within the international community [Peters, 2019].

Before the OECD's BEPS initiatives, countries often reduced their tax autonomy for economic
competitiveness, diplomatic reasons, and external pressures [Li, 2004]:

1. Capital's mobility has led nations to lower investment and corporate taxes, leading to more
uniform tax rates among OECD members and a self-imposed limitation on tax authority.
2. The common use of bilateral tax treaties, many based on the OECD's model, points to a
collective move away from individual tax sovereignty towards international standards.
3. Nations adjust tax laws to prevent overburdening mobile economic activities, indicating a
balance between maintaining sovereignty and addressing tax avoidance.
4. Compliance with international recommendations, like those from the OECD to limit tax
competition, shows countries are willing to trade some tax control for global cooperation.
Amidst global economic integration and proposals from international bodies for non-binding legal
frameworks, developing nations encounter unique challenges due to their emerging status. These
challenges encompass managing tax incentives effectively, refining transfer pricing rules with
attention to detail, dealing prudently with permanent establishments earning from the digital economy,
and embracing transparency and strong tax governance, including information sharing practices. In
2016, the OECD, with G20 endorsement, advised developing countries to adopt the BEPS Package,
which establishes basic global tax standards [Barrogard et al., 2018]. Expected to be integrated into
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national laws and tax agreements, this package reflects the OECD's commitment to enhancing
international tax cooperation, despite being spurred by concerns from specific regions? impacted by
certain tax strategies [Christians et al., 2017].

This article presents an analysis of the baseline standards for the Base Erosion and Profit
Shifting (BEPS) initiative, as established by the OECD/G20, tailored for developing countries. It
further examines the enforcement challenges of the BEPS Action within these nations. Additionally,
the article explores the ways in which these countries have adapted their domestic tax structures to
align with the guidelines issued by this authoritative international coalition.

OECD’s BEPS Minimum Standard for the Developing Countries Group

OECD, representing the developed world, have tackled tax avoidance by narrowing the
disparities in tax jurisdictions and by setting international tax standards through consensus-building.
To operationalize this, the OECD extended an invitation to non-member and developing countries to
join the BEPS (Base Erosion and Profit Shifting) Projects. A specific project, known as the BEPS
Minimum Standards, was created for adoption by developing nations, evolving into the widely
recognized BEPS Inclusive Framework. Despite criticism that it does not fully address the unique
challenges of developing countries [Valderrama et al., 2018], the OECD has promoted an image of
equality within the BEPS Projects by involving various stakeholders, including the IMF, the World
Bank, the United Nations, and the developing nations themselves. The next phase involves consensus
on implementing the BEPS Minimum Standards, which will be monitored and peer-reviewed for
domestic tax law compliance. This minimum standard, orchestrated by the OECD, addresses issues
such as harmful tax practices, tax treaty abuse, Country-by-Country Reporting, and cross-border tax
dispute resolution, with the OECD asserting that this package significantly overhauls international tax
regulations [OECD, 2015]. Although the four BEPS minimum standards are considered soft law rather
than legally binding (hard law), countries still retain the discretion to adopt them — and many have
chosen to do so [Valderrama, 2024]. The following part of this section will briefly highlight each item
of the BEPS Minimum Standard.

1.1.Countering Harmful Tax Practices

The concept of a minimum standard was first formulated by the OECD at the end of 1998 with
the publication of the report "Harmful Tax Competition: An Emerging Global Issue." This initial
report addressed concerns regarding preferential tax regimes that were exploited to artificially shift
profits and the opacity in certain tax regulations. A preferential tax regime is characterized by offering
tax advantages that deviate from the general principles of taxation within the relevant country, which
could include reduced tax rates, a narrower tax base, or preferential payment conditions. The goal of
this action is to address detrimental tax practices that affect geographically mobile activities, such as
finance, services, and intangibles. As a first step in executing this action, the OECD identified and
established a set of key factors and criteria to determine potentially harmful practices.

%For example, the French Report observes that: “France is among states with a high tax burden, which may be one
reason why base erosion and profit shifting (BEPS) occurs. The French government has hence made the fight against
aggressive tax optimization a top priority and strongly emphasized its desire to implement the entire BEPS Project under
French Law”.
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The OECD, through the Forum on Harmful Tax Practices (FHTP), has made it a priority to
boost transparency and combat harmful tax practices. This effort mandates the automatic exchange of
information on decisions related to preferential tax regimes and ensures meaningful activity within
such regimes. This move is aimed at integrating non-OECD countries into a comprehensive global
tax framework and reflects a willingness to modify or extend existing standards following the FHTP
direction [OECD, 2005]. The initiative advances the principles set out in the 1998 Report, particularly
addressing the tax treatment of income from intellectual property (IP) that could erode the tax base.
Countries with problematic preferential tax regimes are prompted to either abolish these regimes or
alter the harmful aspects. BEPS Project 5 calls for a transparency framework that mandates the
obligatory sharing of data with the relevant authorities. This framework targets six categories of tax
rulings: (a) those related to preferential regimes, (b) cross-border unilateral advance pricing
agreements (APAS) or other unilateral transfer pricing decisions, (c) those permitting profit reduction,
(d) rulings on permanent establishments, (e) conduit rulings, and (f) any other types of rulings that the
FHTP may identify as potential BEPS risks in the future due to lack of information sharing [OECD,
2015]. The OECD has established a schedule to monitor and assess the progress of this project's
implementation.

1.2.Prevention of Tax Treaty Abuse

This BEPS Project “Prevention of Tax Treaty Abuse” or BEPS Project 6 is designed to curtail
treaty shopping and other forms of treaty abuse by entities not rightfully entitled to treaty benefits.
Such practices arise from the exploitable gaps within the extensive network of tax treaties, of which
over 3,000 are in force globally. To prevent these abuses, anti-abuse provisions are to be applied to
residents of states who are not legitimately entitled to treaty benefits. BEPS Action 6 calls for these
measures to be incorporated by amending domestic tax laws and integrating the changes into treaties
via the signing of a multilateral instrument. This initiative implementation is coordinated by the OECD
and G20, representing a solution derived from comprehensive global discussions facilitated by these
entities [OECD, 2015c]. BEPS Project 6 suggests a variety of strategies to achieve these aims [OECD,
2015c]:

a. Treaties should include a declaration that the signatory states are committed to preventing non-
taxation, tax evasion, and avoidance, with the Principle Purpose Test (PPT) being
implemented to support this goal.

b. The implementation of the Limitation on Benefits (LOB) rule, a specific anti-abuse measure
aimed at curtailing treaty shopping, requires entities to meet certain criteria to qualify for treaty
benefits. These criteria are based on the entity’s legal status, ownership, primary activities, and
a demonstrable connection to its state of residence. While the LOB rule is present in several
tax treaties, its efficacy is yet to be fully proven.

c. The establishment of a general anti-avoidance rule (GAAR) for scenarios not specifically
addressed by particular anti-avoidance measures such as the LOB, focusing on the essential
purpose of the transactions or arrangements involved.

Following the 2014 deliverable of the BEPS Project, particular elements of the Limitation on Benefits
(LOB) rule were identified for detailed review. Subsequently, the 2015 Report aimed to tackle a range
of issues [Ernst & Young Global, 2015]:

a. The application of LOB provisions and the allocation of treaty benefits to entities, especially
concerning Collective Investment Vehicles (CIVs) and non-CIV entities.

b. The difficulties linked to the discretionary relief component within the LOB rule.

c. Potential LOB provisions suitable for European Union member states.

d. The requirement for each intermediary owner to be domiciled in a contracting state.
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Considerations related to the derivative benefits aspect of the LOB rule.

Regulatory frameworks for agreements involving dual-listed companies.

Determining the activation timeline for the various elements of the LOB rule.

The eligibility criteria for publicly traded companies under the LOB rule provisions.
Additional clarification on the requirements of the "active business” condition in the LOB rule.

- -DQ o

1.3.Country-by-Country Reporting

A key goal of the BEPS Project, as specified in Action 13, is to require significant
Multinational Enterprises (MNES) to prepare a country-by-country (CbC) report that aggregates data
on income distribution, profits, taxes paid, and economic activities within all tax jurisdictions where
they operate. This CbC report facilitates advanced transfer pricing assessments and BEPS risk
evaluations by making the data available to relevant tax authorities, offering insights that were
previously inaccessible. The influx of this data equips tax authorities with a clearer understanding of
the business structures of these entities, enhancing their ability to assess risks [OECD, 2022].
Historically, the lack of detailed corporate tax data has impeded the evaluation of the fiscal and
economic repercussions of tax evasion and avoidance. This shortfall has made it difficult for tax
authorities to carry out effective transfer pricing assessments and conduct comprehensive tax audits.

To support implementation, BEPS Action 13 lays out a protocol for Multinational Enterprises
(MNEs) to file an annual report containing specified information for every tax jurisdiction in which
they operate. The Country-by-Country (CbC) Reporting Implementation Package, included in Action
13, consists of a model legislation template that compels the ultimate parent entity of an MNE group
to file the CbC Report within its home jurisdiction, with provisions for secondary filings. It also
includes three types of model competent authority agreements to facilitate the exchange of CbC
Reports by the competent authority among jurisdictions, adaptable to various frameworks such as the
Multilateral Convention on Mutual Administrative Assistance in Tax Matters, bilateral tax treaties,
and Tax Information Exchange Agreements (TIEAS).

1.4.Mutual Agreement Procedure

The BEPS Project's Action 14, focusing on the Mutual Agreement Procedure (MAP) aims to
improve the process for resolving tax disputes between jurisdictions. Establishing a robust dispute
resolution mechanism is a significant issue in international taxation. The Mutual Agreement
Procedure, embedded in many tax treaties, provides a means to settle such disputes. Article 25 of the
OECD Model Tax Convention offers a framework that allows competent authorities from Contracting
States to resolve disagreements regarding the Convention's interpretation or application on a mutually
agreed basis. The objectives of Action 14, as delineated by the OECD, include: (1) ensuring that
jurisdictions faithfully execute treaty obligations concerning MAP and resolve MAP cases promptly,
(2) ensuring that jurisdictions' administrative processes facilitate the timely resolution of treaty
disputes, and (3) guaranteeing that taxpayers who fulfill the requirements specified in Paragraph 1,
Avrticle 25 of the OECD Model Tax Convention are provided the opportunity to utilize the Mutual
Agreement Procedure (MAP) [OECD, 2023a].

Jurisdictions within the Inclusive Framework have committed to having their adherence to the
minimum standards rigorously evaluated and continuously monitored through a thorough peer review
process. This procedure is intended to improve efficiency and accelerate the resolution of double
taxation disputes. The essential elements to be implemented by the jurisdictions encompass: (a)
preventing disputes, (b) ensuring the availability and accessibility of the Mutual Agreement Procedure



(MAP), (c) resolving cases effectively within the MAP framework, and (d) implementing the
agreements forged through MAP [OECD, 2015a].

Critical Notes on BEPS Minimum Standard Adoption and Its Impact on Tax
Sovereignty for Developing Nations

The OECD has made efforts to demonstrate that it is addressing the concerns of developing
countries about their representation and legitimacy, despite criticism over their participation. By
joining the Inclusive Framework, a country agrees to specific commitments; they must pay a nominal
annual fee, adopt and apply future tax policies decided by the Inclusive Framework, and adhere to a
set of minimum standards [Barrogard et al., 2018]. This inclusion suggests that developing nations
have been actively involved in shaping the BEPS framework through invitations to OECD forums and
participation in working groups. However, according to the OECD Report on the BEPS Project and
Engagement with Developing Countries, the issues important to developing nations do not always
align with those of OECD members. Developing countries face unique cross-border tax issues that
may differ from those of OECD members, such as managing tax incentives and challenges with
transfer pricing assessments caused by a lack of comparable data [Buss, 2015].

Interest in this global cooperation primarily stems from countries that are the home bases of
major multinational enterprises (MNESs) [Christians et al., 2017]. The 2018 GIZ Report indicated that
developing countries are interested in taxing capital gains by source countries on the indirect transfer
of assets located within the developing countries, taxation on technical services and intangibles by
source countries, and the application of statutory general anti-avoidance rules in domestic legislation
[Barrogard et al., 2018]. This observation could indicate the divergent priorities of developing nations
in contrast to the objectives of the BEPS Initiative.

The OECD has implemented peer review to evaluate countries' adherence to its tax policy
objectives. Peer review involves countries assessing each other's performance or practices within a
specific domain. This self-regulatory process, agreed upon by the countries themselves rather than
imposed by a higher authority, serves multiple purposes. First, it broadcasts when accepted standards
are not met, which may be more influential in ensuring compliance than traditional legal or semi-legal
enforcement mechanisms. Second, the peer review process can exert persuasive influence,
contributing to the reform of a country's internal legal systems.

Regarding BEPS Action 5, it is mandatory for a country to align its domestic legislation with
the international standards established by the Inclusive Framework to ensure compliance. Tax
incentives, under the purview of BEPS Action 5, have imposed an additional burden on developing
countries since they are required to implement effective tax incentives as a key tool to attract investors
[\Valderrama, 2020]. For example, Honduras has to adjust its special economic zones policy following
the BEPS Action 5 direction [Obando, 2022].

This approach has remained a prevalent policy to date [Valderrama et al., 2018]. At the outset
of BEPS Action 5, released in 2015, the OECD included a number of countries, along with non-OECD
developing nations, on a list to be monitored annually®. This monitoring aims to evaluate the

3 0ECD Report in 2015 mentioned the findings categorized as harmful or not harmful. (1) People Republic of China -
Reduced rate for high & new tech enterprises (not harmful). (2) Argentina - Promotional regime for software industry
(not harmful). (3) Brazil - PADIS — semi conductor, (4) India - Tax deductions are applicable to certain earnings of
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adherence to the standard operations recommended by the Forum on Harmful Tax Practices (FHTP),
which countries committed to implementing BEPS Action 5 must comply with. The evaluations
started in 2018, detailing the peer review process and its findings [OECD, 2023b].

a. The evaluation of the 2015 BEPS Action Plan's tax regimes highlighted the varying compliance
among OECD and non-OECD countries. For IP regimes in 13 developed nations, 10 complied
without issues needing minor legislative tweaks, and three had harmful regimes that were
terminated. In contrast, among five developing countries’ IP regimes assessed, three were
harmful, one was non-applicable, and one was potentially harmful but inactive.

b. Following the establishment of the Inclusive Framework on BEPS in 2015, the OECD has
conducted peer reviews of various tax regimes, consist of Intellectual Property (IP) Regime?,
Headquarters Regime®, Financing and Leasing Regime®, Banking and Insurance Regimes’,
Distribution and Service Center Regime®, Shipping Regime®, Holding Company Regime®®,
Fund Management Regime!!, Miscellaneous Regimes®?

c. As of December 22, 2022, twelve countries remained to be reviewed, which were categorized
as non-harmful. The OECD published its fourth annual peer review report on BEPS in March
2022

After thorough monitoring and review, the OECD released the 8th detailed report in December

2024 on Harmful Tax Practice — 2023 Review Report on the Exchange of Information on Tax Rulings.
The key finding are the following [OECD, 2024b]:

a. The eighth annual peer review of the transparency framework covered 136 Inclusive

Framework member jurisdictions and Jurisdictions of Relevance. All members who joined

before June 30, 2023, and identified Jurisdictions of Relevance by that date are included. Out

offshore banking divisions and global financial service centers. There are distinct tax rules for newly established entities
within special economic zones. Moreover, a unique taxation system is in place for maritime companies that falls under
the tonnage tax regime. Additionally, the profits and gains from the life insurance sector are taxed in a manner that is
considered non-detrimental (not harmful), (5) Indonesia - Public/listed company, investment allowance, special
economic zone, tax holiday regime (under review), (6) South Africa - Headquarter company (potentially harmful but not
actually harmful), exemption income in respect of shis used in international shipping (not harmful)

4Among 15 OECD members reviewed, 11 were deemed not harmful, three had abolished their regimes, one was in the
process of elimination, and one had a regime for disadvantaged areas. Developing countries: Of 35 reviewed, 11 were
found to be non-harmful, with eight of these having made amendments to comply with standards. Eighteen countries
have abolished their regimes, two were potentially harmful, one was outside the scope, three were amending their
regimes, and one was not operational.

SEleven countries were reviewed, including both OECD and non-OECD members. One OECD country was considered
not harmful, one was out of scope, one non-OECD country was non-harmful and amended its regime, seven developing
countries abolished their regimes, and one was out of scope.

6Twenty—four countries were peer-reviewed. One OECD member was non-harmful, seven non-OECD members were non-
harmful and amended their regimes, thirteen abolished their regimes, and one was in the process of elimination.

"Sixteen countries were reviewed. One OECD member abolished its regime, two amended theirs, ten developing
countries abolished their regimes, and seven were non-harmful but required amendments. See,JOECD [2015], .

83ixteen countries were reviewed. One OECD member abolished its regime, two amended theirs, ten developing countries
abolished their regimes, and seven were non-harmful but required amendments. See, OECD [2015].

%Eleven countries, including one OECD member, were reviewed and all were considered non-harmful, although three
made amendments to comply with commitments.

Orour developing countries were reviewed, three abolished harmful regimes, and one was non-harmful due to
amendments.

1Two countries were reviewed and both were considered non-harmful.

125eventeen countries were reviewed. Two OECD members (one abolished the regime, and one was in the process of
elimination), four developing countries were potentially harmful, six were non-harmful, eight abolished their regimes, and
four were out of scope.
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of these, 29 cannot legally or practically issue rulings covered by the framework, so no separate
review is provided for them. Additionally, seven members—Anguilla, the Bahamas, Bahrain,
Bermuda, the British Virgin Islands, the Cayman Islands, and the Turks and Caicos Islands—
have not been assessed because they do not impose corporate income tax and cannot issue or
exchange rulings within the framework. As a result, they are outside the scope of the review.
b. Key highlights from the eighth annual peer review include (i) As of December 31, 2023, over
26,000 tax rulings within the scope of the transparency framework had been issued by the
reviewed jurisdictions. This cumulative total includes rulings from as far back as 2010. In 2023
alone, more than 1,900 rulings in scope were issued by the 136 jurisdictions, (ii) By the same
date, over 58,000 exchanges of information had occurred, with approximately 4,000
exchanges in 2023, 6,000 in 2022, 6,000 in 2021, 5,000 in 2020, 7,000 in 2019, 9,000 in 2018,
14,000 in 2017, and 7,000 in 2016. (iii) A total of 104 jurisdictions received no
recommendations, having fully met all the terms of reference, while nine jurisdictions received
only one recommendation each, (iv) In total, 56 improvement recommendations were made
for the review period, (v) Eighty-three peer input questionnaires provided feedback on how
exchanges were conducted by Inclusive Framework members. While peer input is voluntary,
where provided, it has helped some jurisdictions improve their processes and enhance the
clarity and quality of exchanged information, (vi) The review process has also supported
jurisdictions in identifying areas needing improvement. Many jurisdictions took steps during
2024 to implement changes, even while the review was ongoing. These adjustments, made in
2024, are generally not reflected in the 2023 recommendations but will be considered in future
peer reviews.
Top of Form

Bottom of Form

In March 2024, the OECD released its sixth annual peer review report on BEPS Action 6.
The report assesses the adoption of the minimum standard across the 142 member jurisdictions of the
Inclusive Framework. The report mentions that around 1,360 agreements concluded by members of
the Inclusive Framework complied with the minimum standard. This represents an increase of around
30% as compared to 2022. Over 1,120 out of the 1,270 compliant agreements concluded between
members of the Inclusive Framework have been brought into compliance through the BEPS MLI
(with around 630 additional agreements between members of the Inclusive Framework that will
become compliant under the BEPS MLI, once all Signatories to the BEPS MLI will have ratified it).
Jurisdictions that have not signed or ratified the BEPS MLI have made significantly slower progress,
in general, compared with those that have as at 31 May 2023, over 2,400 agreements concluded
between members of the Inclusive Framework are either compliant, subject to a complying instrument,
subject to steps taken by at least one treaty partner to implement the minimum standard, or the object
of a general statement by one treaty partner that it intends to use the detailed limitation-on-benefits
rule (LOB), together with a mechanism to address conduit arrangements, to implement the minimum
standard in all its bilateral agreements [OECD, 2024c].

According to the sixth annual peer review report on BEPS Project 13, over 115 jurisdictions
have enacted legislation requiring MNE groups with consolidated revenues of at least EUR 750
million to file reports. The remaining Inclusive Framework members are finalising their domestic
legal frameworks with OECD support. Where legislation is in place, CbC Reporting implementation
is largely consistent with the Action 13 minimum standard. Currently, more than 3,300 bilateral
arrangements for the exchange of CbC reports are in effect [OECD, 2024a].

The latest peer review, published in September 2024, found that over 115 jurisdictions have
established a domestic legal framework for CbC reporting, with several others having enacted final
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legislation pending official publication. Nineteen jurisdictions received a general recommendation to
establish or finalise their domestic legal or administrative framework, while 37 received
recommendations to improve specific elements. In terms of exchange of information, 93 jurisdictions
have implemented multilateral or bilateral competent authority agreements. Regarding confidentiality,
99 jurisdictions have been evaluated by the Global Forum on Transparency and Exchange of
Information for Tax Purposes in the context of implementing the AEOI standard, with none receiving
an action plan. Furthermore, 84 jurisdictions have provided detailed information that offers the
Inclusive Framework sufficient assurance of measures in place to ensure the appropriate use of CbC
reports [OECD, 2024a].

OECD’s BEPS Action 14 mandated the evaluation of how jurisdictions incorporate the Mutual
Agreement Procedure (MAP) into their domestic laws, focusing on adherence to treaty obligations for
timely dispute resolution, efficient administrative processes, and accessibility for eligible taxpayers
[OECD, 2015b]. A committee oversaw the review, particularly for non-OECD/G20 countries, to
ensure compliance with MAP standards. The two-stage review, completed in 2022, first checked legal
frameworks against BEPS outputs, and the second addressed any identified gaps [Ernst & Young
Global, 2023]. The peer review was crucial for offering feedback and enhancing legal tax frameworks
based on the findings [Markham, 2022].

The OECD characterizes its review process for meeting minimum standards as an instance of
"soft law," a framework for international cooperation undergirded by guidelines and principles that
are persuasive but not enforceable as traditional law [Markham, 2022]. Soft law serves as a bridge,
allowing countries with varied interests and capabilities to find common ground without the rigidity
of formal legal obligations [Abbott, Snidal, 2000]. While soft law relies on voluntary compliance
rather than legal compulsion, it often shapes behaviors and policies significantly, demonstrating its
ability to influence beyond what is codified in binding treaties, operating in a space where political
consensus holds sway [Dimitropoulos, 2012].

In the realm of international policy, OECD members utilize soft law as a normative approach
for crafting standards. Soft law is often preferred for its flexibility and the benchmarks it sets, which
foster compliance without the rigidity of hard law's penalties. It is particularly appealing for managing
coordination issues and adapting to evolving global demands. States may resort to soft law when
potential penalties of non-compliance outweigh the benefits of adherence, or when they face
uncertainties about the rules' long-term relevance. The adaptive nature of soft law allows states to
modify or abandon existing agreements more efficiently than is possible with traditional renegotiation,
signifying its evolving role in international governance [Guzman, Meyer, 2010]. Soft law's flexibility
makes it a preferred approach for addressing global issues, offering voluntary standards equivalent to
formal regulations. It has been shaped by a collaborative process among various actors at multiple
levels, which fosters its widespread recognition as an international norm [Dimitropoulos, 2012].

The OECD's use of peer review for enforcing BEPS standards operates under the soft law
framework. This approach, which does not hinge on a central authority, aligns with practices endorsed
by international bodies like UNEP and UNCTAD. Soft law generally incurs lower sovereignty costs,
like reduced autonomy, than hard law, hence is more palatable to states. It is designed to preserve a
state's key relationships while encouraging compliance through political engagement.

Research shows the OECD's method of encouraging compliance relies heavily on peer
pressure, technical help, and full openness [Chayes, 1995]. Tools like dialogue and peer pressure,
coupled with the risks to reputation and the threat of being excluded from social circles, are proven to
be more effective and desirable than the application of stringent laws [Li, 2020]. The peer review
process is key in the global tax domain, where a state's reputation is crucial for ensuring commitment.
The possibility of reputational harm compels states to honor their pledges. Peer reviews, as a form of
soft law, are considered to be more efficacious in ensuring adherence than traditional legal or semi-
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legal measures. Highlighting instances of non-compliance encourages states to conform to established
agreements, though the effects may vary. Moreover, peer reviews serve as a compelling force to
encourage the reform of national tax laws, often incentivized by the provision of technical aid and
extensive political endorsement.

The OECD's recent measures indicate a shift in its peer-review process for non-member
developing countries, extending beyond the usual scope of soft law adoption. The perceived impact
on sovereignty is actually rooted in the commitments these non-members consented to by signing the
Multilateral Instrument (MLI). When these countries alter their domestic tax laws to meet OECD
standards, it merges the lines between soft law and hard law. This convergence leads to scrutiny over
the legitimacy of the OECD's involvement and whether the implications for national sovereignty, due
to adherence to these changes, are excessively burdensome.

When embracing soft law, jurisdictions must weigh their own policy goals and the specific
circumstances surrounding the soft law. The dedication shown by EU states to the EU's formal
framework, or by OECD members to OECD initiatives, should not set the benchmark for evaluating
non-OECD members' adherence to the BEPS Minimum Standard.

The Regional Government's Role in Adapting National Tax Policy to BEPS Initiatives

To fulfill its legitimacy, the OECD, alongside G20 as a working partner, has engaged with at
least five regional networks to discuss the Initiative, highlighting the strategic role of international and
regional organizations in the effective implementation of the BEPS Project. This includes
collaborations with Asia-Pacific, Latin America through the Inter-American Center of Tax
Administrations (CIAT), French-speaking countries with the Reflection and Exchange Circle of Tax
Administrations (CREDAF), Africa in partnership with the African Tax Administration Forum
(ATAF), and Eurasia along with the Study Group on Asian Tax Administration and Research
(SGATAR) [Buss, 2015].

Regional tax organizations, including ATAF and CIAT, were engaged in the BEPS Project to
facilitate the spread of information within their regions. CIAT has reported conducting at least seven
events between 2014 and 2017 to promote the BEPS Action Plan, with backing from international
initiatives (such as the International Tax Compact and EURO Social) and civil society groups (like
Latindadd and the Tax Justice Network) [Esteban, 2017]. These dissemination efforts have helped
shape regional perspectives on prioritizing the implementation of BEPS Action Plan items and
additional regional concerns. Furthermore, SGATAR, a forum for tax administrators, endorsed a
transfer pricing roadmap at its 46th Annual Meeting in 2016 [OECD, 2018].

The engagement of international organizations such as the World Bank and IMF has been
pivotal in providing support to address the challenges and needs of developing countries. The OECD
has facilitated various capacity-building initiatives to aid the effective implementation of the BEPS
Projects, with these efforts being fully endorsed by the United Nations. From the UN's perspective,
such measures are seen as sufficiently legitimizing the inclusive approach to global tax reform,
particularly under the banner of the Inclusive Framework [Barrogard et al., 2018].

In 2016, the Platform for Collaboration on Tax (PTC) was formed by international
organizations to streamline technical assistance for developing countries to implement the BEPS
Projects comprehensively. The PTC set out specific, actionable objectives:

1. Assist developing countries in aligning with global tax standards through the BEPS Package,
encouraging their proactive engagement.

2. Develop capacities through joint materials and programs cost-effectively and evaluate their
impact on the tax reform progress in these countries.
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3. Raise awareness and establish robust mechanisms for Exchange of Information (EOI) and
adherence to international standards.

4. Generate policy papers and guidelines for executing proposed policies, such as the effective use
of tax incentives, overcoming challenges in finding comparable data for transfer pricing, taxation
of offshore indirect transfers, transfer pricing documentation, tax treaty negotiations, base eroding
payments, supply chain restructuring, and assessment of BEPS risks.

Remarks on Tax Policy Adaptation to the Latest International Tax Landscape

The BEPS Project has initiated a new era in the international tax regime, marking a shift toward
multilateralism with coordinated efforts to reform international tax rules. This move away from
traditional bilateral or unilateral approaches has resulted in a soft-law framework for global tax
governance, driven not just by sovereign states but also by the broad participation of diverse actors
under OECD leadership [Li, 2020]. The development of the latest tax regime is both a technical and
political process, effectively enforced by the OECD as a key standard-setter, self-described as “a
market leader in developing standards and guidelines” that follow its logic of appropriateness
[Christians, 2010].

The OECD's promotion of global tax rules through its soft law mechanisms, specifically the
BEPS Minimum Standard, has effectively transitioned into hard law within the domestic regulations
of states. The changes states have made to their tax laws—through modifications, repeals, adoptions,
and adjustments to align with OECD standards—signify a shift in traditional tax sovereignty, which
was once exclusively the purview of the government and its people. In the BEPS era, it seems that tax
sovereignty is increasingly defined by how national tax systems are influenced by and benefit from
the evolving international tax norms, particularly in the context of the OECD-led initiatives.

Within the BEPS framework, developing countries engage at different levels, each prioritizing
its domestic agenda. The UN acknowledges their distinct challenges not fully addressed by BEPS
initiatives [Barrogard et al., 2018]. The International Fiscal Association's 2017 Report noted that
BEPS aims for a level playing field but also brings jurisdictions under central oversight, which can
create path dependency and limit dissent from less powerful nations [Christians et al., 2017]. Later
involvement of developing and non-OECD countries in the BEPS inclusive framework has had a
varied impact on global tax governance [Christensen et al., 2020]. EU and OECD member states'
adherence to BEPS often reflects national interests; the UK, for instance, has diverged from BEPS
Action 4, and Japan has not significantly revised its laws in accordance with it.

While the IMF is not directly bound to enforce BEPS Package implementation, it offers
support on a country-by-country basis for issues requiring its assistance. The IMF provides help with
BEPS implementation upon a country's request. However, its role has gained significance through the
Platform for Collaboration on Tax (PTC), which aims to expedite BEPS Inclusive Framework
adoption, and which the IMF has joined. The IMF's contributions include assessing tax treaty
effectiveness, agreeing to implement the Multilateral Instrument (ML), establishing policy options
for the offshore indirect transfer of assets, and addressing tax incentives that are both popular and
problematic in developing countries.

Like the IMF, the World Bank Group generally offers country-specific assistance. Before
joining the Platform for Collaboration on Tax (PTC), the World Bank was already engaged in
implementing BEPS Projects, addressing both international tax matters and the technical nuances of
domestic tax legislation. As a donor, the World Bank has also published policy papers on specialized
topics. Its primary focus includes transfer pricing issues and related technicalities such as
documentation, safe harbors, and comparables, as well as transfer pricing in the extractive industries,
dispute resolution, interest deduction limitations, tax treaty reviews, and source-residence conflicts.
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Specifically within the BEPS framework, the World Bank has provided targeted support for Country-
by-Country Reporting and risk assessment [Barrogard et al., 2018]. The European Union has adopted
a similar approach in its collaborative arrangements with developing countries [Valderrama, 2019].

Conclusion

Genuine sovereignty encompasses more than the legislative power to tax; it includes the ability
to influence societal change and address public needs. Merely having independence does not equate
to complete sovereignty without this expansive capability. Globalization has diminished state
sovereignty, leading to new types of tax sovereignty driven by multinational enterprises and
international competition. This shift in policymaking may contravene the principles of efficiency,
equity, and simplicity. Supranational entities, especially the OECD/G20, have redefined international
tax policy through soft law mechanisms, gaining influence via continuous monitoring and enforced
peer-review programs. The Base Erosion and Profit Shifting (BEPS) Projects, particularly the
Minimum Standards, actively promoted by the OECD with G20 support, showcase this evolution.
Despite challenges, the OECD's peer-review process has effectively transformed national tax policies
into a unified global tax framework.

Sovereignty, equality, and independence often remain more conceptual than practical, with
national interests significantly influencing the integration of BEPS measures within domestic
legislation. Examples include the UK’s divergence from BEPS Action 4 and Japan’s lack of
significant changes to its domestic laws. However, the different interests of developing countries in
comparison to the objectives of the BEPS Initiative may indicate a disparity in economic priorities
and capacities. The BEPS Initiative, with its focus on harmonizing international tax practices, may
not fully align with the unique fiscal needs and strategic economic goals of developing nations. Thus,
the concept of tax sovereignty today must consider the impact and benefits of recent developments in
international tax norms, especially in the context of OECD-led initiatives.
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