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Abstract
Since the 1990s harmful practices of tax havens have come to dominate the politics of the Organization for Economic Co-operation and Development (OECD). The salience of harmful and unfair aspects of tax havens has risen to greater and historically unprecedented heights ever since the economic crisis started in 2007/2008. The Netherlands has been repeatedly singled out and accused by multiple organizations as a tax haven, because it offers a regulatory infrastructure that made it possible for transnational corporations to avoid paying taxes since the 1970s. To date, the legislation allowing for these avoidance structures is still intact despite rising criticism. This thesis investigates to which extent the theories of neomercantilism and social constructivism can explain the persistence of the Dutch preferential tax regime. It finds that social constructivism offers the best explanations for why the Dutch tax regime seems to dodge international pressure. Norms on neoliberal economy and state sovereignty seem to have guided the international tax haven discourse to focus on information exchange and secrecy laws, rather than company substance or level of corporate taxation in general. 
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“Ideally, there would be a psychopathological designation I could refer to that would adequately illustrate that, as far as I am concerned, there is no country in the world in which the discrepancy between its self-image and its actions is this big.”
Ewald Engelen, 2013 
[bookmark: _Toc409160186]1. Introduction
In November 2013, the Dutch Minister of Finance Frans Weekers informed the Dutch parliament about the tax practices of the National Dutch Railways. In the parliamentary debate, Weekers reacted on earlier questions of Dutch representatives about possible tax avoidance by the company. The alleged tax avoidance seemed particularly ironic as the Dutch government is the company’s only shareholder. The Minister explained that the Dutch Railways uses a subsidiary in Ireland to avoid paying a share of its company taxes in the Netherlands (Dutch Government, 2013, p. 2). He argued, furthermore, that while these kind of tax constructions are not illegal, they are ‘socially undesirable’ and emphasized that he urged the company to end these practices (ibid.).
	The Dutch parliamentary debate can be seen in the light of a broader and international discussion about tax avoidance that started in the 1980s. As transnational corporations (TNC) were looking for ways to minimize their tax payments, a range of states started offering jurisdictions making tax avoidance structures possible. Governments hoped to attract corporate subsidiaries and (foreign direct) investments, as a way to create jobs and increase tax revenue. Tax reforms resulted in a rapid decrease of tax rates of various countries, which some scholars described as a competitive ‘race to the bottom’ (Devereux et al., 2002, p. 8). The race to the bottom has been accompanied by the emergence of so-called ‘tax havens’. Tax havens encompass a variety of tax legislations and rules aimed at capturing mobile capital, often even applying a zero rate of tax (Palan et al., 2010, pp. 21-22). Estimates suggest that these tax havens are responsible for 180 to 290 billion dollars of missed annual tax revenue worldwide (Tax Justice Network, 2012, p. 10). In 2012, the European Commission issued an even higher estimate: the amount of tax fraud and avoidance globally sum up to an amount of one trillion dollars per year (European Commission, 2014, p. 1)
	With the increased salience of tax competition among states, the Ministers of Finance of industrialized countries asked the Organization for Economic Co-operation and Development (OECD) in 1996 to ‘develop measures to counter the distorting effects of harmful tax competition on investment and financing and the consequences for national tax bases’ (OECD, 1998, p. 7). Two years later, the OECD responded with a report called ‘Harmful Tax Competition: An Emerging Global Issue’ which listed harmful tax regimes within and outside of the OECD (ibid.). The 1998 OECD report concluded that ‘tax havens may potentially cause harm to the tax system of other countries as they facilitate both corporate and individual income tax avoidance and evasion’ (ibid., p.22). The report initiated the start of the OECD’s harmful tax competition project and was approved by every member state, except for Luxembourg and Switzerland, states well known for having specialized in offering financial secrecy to both companies and wealthy individuals (OECD, 1998, p.6; Webb, 2011, p. 810).
	The Dutch support for the OECD initiative seemed to follow naturally out of subsequent Dutch government positions on tax havens. In 1995, the Dutch Secretary of Finance Willem Vermeend wrote a letter to the Dutch parliament in which he stated that the Netherlands should ‘prevent unfair competition harming companies based in the Netherlands’ (Dutch Government, 1995, p. 11). The same Secretary of Finance argued that tax treaties are purposed to avoid double taxation as well as paying no tax at all  (Dutch Government, 1998, p. 3). In 1997, the Economic and Financial Affairs Council came with a code of conduct on business taxation, which was designed to counter tax measures which ‘provide for a significantly lower effective level of taxation’ (European Commission, 2014, p. 3). In 2001, the Netherlands committed to new OECD tax ruling system guidelines and persuaded the Dutch Caribbean islands, Aruba, Curacao and Saint Marten, to abolish their preferential tax regimes (Sharman, 2006, p. 123). Accordingly, Minister of Finance Gerrit Zalm stated that the Netherlands ‘does not walk away from its responsibility when it comes to foreign countries exploiting tax legislation to avoid paying taxes’ (Dutch Government, 2007, p. 1163). 
	While the Dutch attitude seems cooperative and oriented towards regulatory change at first glance, evidence suggests that the Dutch government may have been talking with a ‘double tongue’ (de Kam, 1998, p. 1). De Kam argues that most OECD countries want to tax corporations at national level while at the same time creating low tax zones to attract foreign companies (ibid.). The example of the Dutch Railways is exemplary to illustrate the double tongue: while the Dutch government is discontent with the Dutch Railways avoiding tax payments within the Netherlands, it is helping a vast amount of TNCs avoiding taxes internationally, providing opportunities to start Dutch corporations specifically designed to do just that. While the Dutch government has denied that the Netherlands is a tax haven on numerous occasions (Dutch Government, 1981; 1995; 2011), independent research shows that the country is, and has been a tax haven for over thirty years (Actionaid 2011; Gordon, 1981; International Bureau of Documentation, 1977; SOMO, 2006; Tax Justice The Netherlands, 2011; Weyzig, 2013; Oxfam Novib, 2013). The Centre for Research on Multinational Corporations (SOMO) estimated in 2006 (p. 1) that the Netherlands knows about 20.000 so-called mailbox companies. These mailbox companies are companies with no or little commercial presence and most commonly no or only a few employees (SOMO, 2006, p. 3). Indeed, about 5540 of the 6200 mailbox companies of which relevant data is available do not have any working personal disposable (ibid.). These companies do not exist to sell or produce products in the Netherlands; their existence merely depends on legislation that makes is possible to wire money through these subsidiaries, all the while paying virtually no taxes anywhere. Most commonly, the mailbox company structure is used to wire money from countries with high tax regimes to countries with effectively no tax regime. Estimates suggest that about 43% of the Dutch mailbox companies of which information about the parent company was available, had a parent company located in other tax haven jurisdictions like the Netherlands Antilles, Switzerland, Cyprus, the British Virgin Islands or the Cayman Islands (Palan et al., 2010, p. 143). In 2010, Palan et al. (p.143) concluded that the purpose of these mailbox companies was clear: to exploit the favorable Dutch tax legislation. Through the 20.000 known mailbox companies, an astonishing amount of 3600 billion dollar was transferred in 2002, an amount which exceeds the Dutch GNP over eight times (SOMO, 2006, p. 3). 
This research fundamentally challenges the Dutch governmental policy concerning international tax avoidance and therefore poses that it carries great societal relevance. Societal discontent about tax avoidance can be witnessed in the social turmoil that emerged after the start of the financial crisis of 2007/2008. Different European countries were confronted with TROIKA imposed austerity programs, which often led to  massiveto massive protests. NGOs concerned with the developing world have furthermore voiced their concerns about the Dutch preferential tax regime, as developing countries miss out on considered amounts of corporate tax revenue as a consequence of it. 

The Dutch preferential tax regime seems to be accompanied by incoherence as the Netherlands supports OECD initiatives and actively seeks to reduce tax avoidance of international companies through other countries, while at the same time Dutch tax legislation is helping a vast amount of TNCs to decrease their overall tax payments. The Janus-faced nature of the Dutch tax regime has also been noted by fiscal specialists, who in 2007 wrote in an editorial comment of the Dutch Vakstudie Nieuws, about serious incoherencies within the Dutch tax policies regarding corporate taxes. While the Dutch government defines corporate taxes appropriate when they are at least 10% and insist that other countries should live up to these standards, the Dutch tax authorities, are often pleased with less . (Vakstudienieuws, 2007, p. 2) . The seeming incoherence between Dutch domestic and international tax policy is especially puzzling considering the enduring statements made by Dutch government officials denying that the Netherlands is a tax haven in any kind of way, mostly reacting on political pressure from NGOs, the media or other states.
While the salience of the negative consequences of the Dutch preferential tax regime has accumulated, the money transferred through Dutch mailbox companies has been rising since the start (De Nederlandsche Bank, 2002). This thesis will study the politics of the Dutch tax regime. Specifically, it aims to explain the long-lasting persistence of the preferential tax regime despite significant and growing political pressure. The research question central in this thesis is as follows:
How can, considering the increasing and vast domestic and international political pressure on the Netherlands and given the enduring denial of subsequent Dutch government officials being a tax haven, the persistence of the Dutch preferential tax regime be explained?
Focusing on the Dutch politics as if it were a domestic affair would not suffice as tax policies can have enormous consequences for other states, particularly since the mobility of capital across borders has significantly grown in de past decades (Edwards, 2001, p. 4). This thesis argues that there is great scientific relevance in conducting this enquiry as within the field of political science relatively little scholarly attention has been paid to the puzzling state of Dutch governmental tax policies. Scholars researching Dutch tax policies mostly focused on incoherencies between two different, coexisting, policies (SOMO, 2008; Weyzig, 2013). Moreover, scientific research so far has mostly focused on smaller traditional tax havens. Their lasting emergence has been researched extensively (Kudrle, 2008; Palan et al., 2010; Tax Justice Network, 2012; Sharman, 2006; Webb, 2011). The research that has been conducted to investigate OECD member states, which openly oppose tax avoidance regimes while at the same time practicing a preferential tax regime themselves, is limited in several aspects. So far, articles published concerning OECD member states often have a strong normative background, or lack a clear theoretical perspective, thereby being merely descriptive. This is problematic as theory shapes the way researchers find, interpret and process data.  This thesis therefore aims to answer the research question by juxtaposing two different theories, emphasizing different potential explanatory factors. The theories discussed in this thesis are neomercantilism, also known as economic realism or national economism, and social constructivism. 
In a nutshell, neomercantilists see the international world as an anarchical place in which states have to secure their (economic) survival through beggar-thy-neighbor policies. Building on the assumptions of (political) realism, neomercantilism argues that the unitary rational state is the only actor of importance in international politics. As the sole important actor, it is “pursuing the national interest, in an environment defined by anarchy” (Kirshner, 2009, p. 36). States, thus, act according to a logic of consequence; state policy is a result of rational choices, states rank their preferences hierarchically and merely do what serves their interest best. Neomercantilists believe that states do this by controlling economic factors, exerting their power to secure a disproportionate share of the benefits (Sharman, 2006, p. 5). Accordingly, neomercantilists expect international cooperation to be merely instrumental, serving the alleged interest of powerful states.
Following neomercantilism, one would expect the Dutch state to protect its own economic interest by practicing favorable tax legislation to attract foreign capital in order to gain an advantage over other states. As long as the gains exceed the losses, states are expected to continue their practices. Neomercantilism would furthermore expect that powerful states react to upcoming economic challenges like tax avoidance in a way that satisfies their interests of maintaining, or increasing their power. 
Social constructivists, in contrast, would explain the Dutch governmental behavior on the basis of prevailing norms and state identity. Contrary to the rational choice based approach of neomercantilism, constructivist would argue that states are constrained and motivated by a logic of appropriateness rather than a logic of consequence. Agents, thus, act as they feel they ought to act with reference to prevailing norms. Norms and identity thus play a vital role in explaining state behavior. Constructivists would argue that norm promoters will try to socialize norms to disobedient states. Accordingly, social constructivists would emphasize the role and strength that reputation plays in norm socialization. 
Looking at the persistence of Dutch preferential tax policy from a constructivist perspective, explanations would need to be sought in prevailing norms on tax avoidance and the Dutch international reputation. International norms about fair taxation are apparently not internalized in Dutch politics, or have been altered to be compatible with preexisting norms.
This thesis is structured as follows: the next chapter provides the theoretical framework for this study. Chapter three elaborates on questions of methodology and offers an operationalization of the main theoretical concept. Chapter four will outline the explanandum in greater detail, while chapter five will be used to gather and analyze empirical evidence systematically for each theory. This thesis will conclude with chapter six in which the research question will be answered with reference to the two used theories.


[bookmark: _Toc409160187]2. Theoretical framework
The dependent variable central in this thesis is the persistence of the Dutch preferential tax regime under political pressure, which can be seen as an operational variable of an absence of change in governmental policy. This chapter discusses two theories which propose different independent variables able to explain state policy and actions. Since the end of the 1980s, one of the defining issues in the field of International Relations concerned the possibility of cooperation between self-interested states in an international anarchical system. Debates on security fears versus utility gains led to a divide between rationalist, like neomercantilism, and constructivist approaches. The vast increase in constructivist literature in the 1990s led to what is often described as the fourth great debate in security studies between rationalist and constructivist approaches. Rationalism emphasizes the importance of rational choice, arguing that states look for ways to maximize their interests (Fierke, 2013, p. 190). Constructivists, on the other hand, stress the relevance of culture, ideas, norms and identity in explaining the behavior of actors in international politics (Barkin, 2003, p. 3). This chapter elaborates on these two different theoretical perspectives and how they offer explanations for the persistence of the Dutch tax regime under the increased domestic and international political pressure. It will specifically address the fundamental differences these theories embody concerning how state interests, norms and reputation effect state behavior. The structure of this chapter is as follows: both theories, neomercantilism and social constructivism, will be discussed separately with reference to their ontological assumptions and their applicability to this particular case. Throughout the theoretical discussion different hypotheses will be derived. The chapter will end with a discussion about the strengths and weaknesses of both perspectives. 
[bookmark: _Toc409160188]2.1 Realist political economy: neomercantilism 
Neomercantilism is a theoretical perspective evolved from classical mercantilism, which is an economic theory originating in the 16th century. Throughout history the term mercantilism has been used to describe the philosophy behind nation state policy, as well as the historic period in which states commonly practiced mercantilism. As a theoretical perspective, it provides a power-based approach, arguing that states create wealth to enhance independence and security (Balaam & Veseth, 1996, p. 22). Hettne (1993, p. 211) described this as ‘the pursuit of stateness’, arguing that mercantilism is about state building, with governments using economic activities for the construction and protection of the state. The state is thus expected to interfere in the process of economic growth, the organization of production and capital accumulation. It thereby fundamentally contradicts with the logic of the free market, where market forces are expected to ‘locate economic activities where they are most productive and profitable’ (Heilbroner, 1985, pp. 94-95). Neomercantilism, can thus be seen as ‘nation state logic vis-à-vis the free play of the market’ (Hettne, 1993, p. 211).  
	As with all neos, the neo in neomercantilism indicates both a continuation and a discontinuation of elements of mercantilism. Old features of mercantilism have continued to exist and still remain fundamental propositions in neomercantilist theory.  There are four propositions in mercantilism that form this continuation. Firstly, mercantilists argue that wealth is an ‘absolutely essential means to power’, whether for protection or aggression (Viner, 1958, p. 286). Secondly, power, the ability to make an agent act according to your wishes, is essential in the acquisition of wealth. Thirdly, both wealth and power are ultimate ends of national policy and fourthly, there is a long-term harmony to these ends (ibid.). States, thus, try to gain power. For early mercantilists, there was no difference between absolute and relative gains as they saw power and raw materials as a zero-sum game; gaining wealth for state X meant losing wealth for state Y. Neomercantilists, on the other hand, do acknowledge a sharp contrast between absolute gains and relative gains, to which they both attach great importance. The most prominent difference, however, is embedded in the fact that neomercantilism has adapted to fit to a new world order. Globalization has had a vital role in the evolution of mercantilism, as economic interdependence blurred the line between domestic and international economic problems (Balaam & Veseth, 1996, p. 28). While the nation state remains the most prominent actor in this perspective, neomercantilism also accounts for cooperation among states seeking to satisfy mutual interests. This kind of cooperation arises between states within a certain ‘region’, whereas region is multi-interpretable. It can describe a topographic region, a social system, organized cooperation, a regional civil society or an acting political subject (Hettne, 1993, p. 220).  Hettne therefore describes the shift from mercantilism to neomercantilism as a shift from the pursuit of stateness to the pursuit of regioness (ibid.).
[bookmark: _Toc409160189]2.1.1 Neomercantilist assumptions
As a theoretical perspective, neomercantilism is based on the assumptions of structural realism, and many regard them to be complementary philosophies (Balaam & Veseth, 1996, p. 30). Neomercantilism can be seen as the economic elaboration of structural realism, and the perspectives in many ways share the same ontology, methods and assumptions. Five assumptions are the corner stone of the theory: the state is a unitary actor, the state is rational, it operates in an anarchical system, anarchy leads to distrust and the main goal of states is survival (Mearsheimer, 1994, p. 10). 
	In the view of the neomercantilist, the autonomous, sovereign state is the only relevant actor in the international system. These states are unitary in the sense that realist scholars treat states as black boxes, arguing that internal affairs do not affect state behavior. Neomercantilists are not interested in what happens in the state, or similar to as Waltz noted in 1979 (p. 65) ‘one cannot understand the world simply by looking inside states’. Realist, thus, argue that state institutions or ideology are irrelevant in determining state policy. Disregarding any internal differences also shapes the line of argument realist use when it comes to defining state interests. Rather than the internal affairs of the state, the international system in which states act shapes their interests. These interests are, thus, formed from the outside rather than the inside of the state. Following this line of argument makes realist scholars conclude that interests are exogenous rather than endogenous, and that national preferences are therefore dictated by the system. As a consequence, the nature of this system is a crucial aspect in realist theory. This character, as assumed, is defined by anarchy; the nation state is the highest political authority. As there is no higher authority, every state is depended on itself in its quest for survival. The world is to be seen as a self-help system (Waltz, 1979, p. 913). 
	As the international arena is a self-help system, the main interest of the state is security. States live in constant fear of each other as anarchy leads to distrust. The lack of higher authority has an absence of constrains as a consequence: states are free to invade another territory without having to be afraid of consequences from ‘above’. Hence, survival is the prime state interest, and security a zero-sum game (Balaam & Dillman, 2014, p. 85). This leads realists to believe that security, power, and status have a priority over economics, for both individuals and states (Kirshner, 2009, p. 37). On this aspect, they differ from neoliberals, who assume that individuals are motivated by economic incentives, mainly by the maximization of wealth. Realists, on the other hand, argue that individuals and states are not at the bottom motivated by maximizing wealth, but ‘rather with security, prestige, primacy and even domination, as ends in themselves’ (ibid., p. 37). 
	The state tries to pursue these goals by acting rationally on the international stage. In this sense, the state is capable of agency, like a person is. It is rational in the sense that it knows what its interests are and that it acts in ways to satisfy them. Consequently, realists argue that states act, and are constrained by, a logic of consequence. States seek the option which gives them the best result. This means that ideas, norms and state identity cannot be used to explain state behavior, as a state will not choose the appropriate option if this does not lead to the best consequences.
	Within the anarchical system, states seeking for more power have encounters with one another. For these states cooperation is hard to achieve. From a neomercantilist perspective, globalization has made conflict more likely, as growing interdependence leads to more friction and encroachments between states (Kirshner, 2009, p. 39). This realist, skeptical view, contradicts fiercely with the liberal view, which anticipates more peace as interdependence between states grows. States are afraid that other states may, in relative terms, gain more than itself, as ‘relative gains for one state may be perceived as absolute losses by other states’ (Balaam & Dillman, 2014, p. 85). 
[bookmark: _Toc409160190]2.1.2 What can Neomercantilism tell us about our explanandum?
Contemporary neomercantilists argue that states are mainly conserved by security issues, but emphasize that ‘commerce-generated wealth enchanted the nation its power, which ultimately made them more secure’ (ibid., p. 25). In sum, neomercantilists argue that the economy is a vital instrument to accomplish domestic and international objectives (Balaam & Veseth, 1996, p. 86).  It is important to keep in mind that for neomercantilists the economy is not an end in itself, but rather that it provides the means for security. States are not in it for the money per se, and would easily trade money for power or security (Kushner, 2009, p. 9). In contrast to radical scholars, neomercantilists, thus, argue that capitalism is used to acquire power, and not the other way around (ibid.). 
	Due to the importance of wealth in acquiring power the state is expected to be constantly looking for ways to maximize the wealth it produces. State policy is therefore expected to be determined by economic gains. The state, thus, is expected to implement policies aimed at gathering capital. 
Based on the above the following hypothesis is deduced:
 (
Y: 
Persistence of state policy under political pressure 
) (
X1: Absolute 
gains
)H1: If state policy yields absolute gains that policy is more likely to persist under domestic and international political pressure

The realist ontology central in neomercantilism makes us expect that state interaction in the international arena is characterized by conflict. States will have to employ exploitive behavior, as other states are also expected to do so. Neomercantilists, thus, expect states to exert beggar-thy-neighbor policies to acquire wealth at the costs of other states. State policies are therefore not merely determined by the economic gains it produces, but also by the costs they inflict to other states which are similarly competing for survival.  States are therefore expected to not only protect and enhance their own economy, but also trying to weaken the power base of other states. Within neorealist literature this is often described as relative gains (Powell, 1991). Relative gains are important as surviving in an anarchical world does not merely depend on the state’s own capacity, but also on the capacity of its direct competitors. Economic policies resulting in gains for competitors that are higher than the state’s own gains are therefore a threat to the continuation of the state within the anarchical system. As Waltz (1959, p. 198) put it: ‘relative gains are more important than absolute gains’. 
Based on the above the following hypothesis is deduced:  
 (
Y: 
Persistence of state policy under political pressure 
) (
X2: 
Relative gains
)H2: If state policy yields relative gains that policy is more likely to persist under political pressure

In a self-help world, one could argue that cooperation among states is not likely to arise. As previously noted, neorealism asserts that states are afraid that cooperation might enhance competitors more than it does themselves, giving competing states a relative advantage. There are however two scenarios in which cooperation is feasible. States can be forced into cooperation, as powerful states will exercise power to influence foreign state policy. Most notably, Gilpin (2001) argues that hegemonic power is essential in achieving this kind of cooperation. A second manner in which competing states are able to reach cooperation is when they are pursuing a mutual interest of defending its position in the anarchical system against more powerful states. In neorealist literature this kind of alliance building behavior is very common as combined powers can help states achieve their prima goal: survival.
While mercantilism traditionally focuses on nation states controlling national economies, economic regionalism has made it possible for states to collectively pursue their national interests in a globalizing world (Gilpin, 2001, p. 11). According to Gilpin, this is possible when a range of states share the same interests or when a hegemon forces states to exhibit specific policies. Hegemonic pressure is necessary to make international cooperation feasible, as international regimes lack ‘the power to enforce compliance’ (ibid., p. 97). Hegemonic pressure plays an important role in pursuing regional goals. The Bretton Woods institutions, for instance, aimed to sustain capitalism and defend capitalist countries from communism (Balaam & Dillman, 2014, p. 92). The United States, as hegemon, stood central in these institutions. Neomercantilists, thus, argue that international cooperation is feasible with a hegemon which tries to pursue its own interests through these organizations. Without hegemonic pressure, neomercantilism seems perfectly able to explain an absence of change in governmental policies, even if other actors are pressuring to change policies. States are thought not to have interest in the opinion of competitors but the hegemonic one.
Based on the above the following hypothesis is deduced:
H3: If state policy is not condemned by a hegemon and the state therefore does not experience hegemonic pressure to change policy, it is more likely to persist under political pressure
 (
Y: 
Persistence of state policy under political pressure 
) (
X3: 
Lack of hegemonic pressure
)
The plausibility of cooperation between independent, competing, states is also supported by Hettne (1993), who argues that regionalism, has resulted in sovereign states cooperating to reach shared goals. This can be seen as a more in depth concept of what neorealists call bandwagoning or alliance building. States can support each other to balance against powerful competitor(s). This kind of behavior is, again, the result of the structural position in which a state finds itself. An absence of change in state policy despite domestic and international pressure can then be explained if other states support the policy in an attempt to balance against powerful competitor(s). 
Based on the above the following hypothesis is deduced
H4: If state policy is supported by other states in an attempt to balance competitors, it is more likely to persist under domestic and international political pressure
 (
X
4
: 
Support of alliance seeking states
) (
Y: 
Persistence of state policy under political pressure
)

Based on the above, this thesis presents table 2.1 in which the four main variables deduced from neomercantilist are depicted which should be able to explain the persistence of state policy under domestic and international pressure.
	X1: Absolute profits
X2: Relative profits
X3: Lack of hegemonic pressure
X4: Support of alliance seeking states
	


Y: persistence of state policy under political pressure



Table 2.1: Independent variables deduced from neomercantilist theory
[bookmark: _Toc409160191]
2.1.3 Contemporary criticism of neomercantilism
Realist political economy has been of significant influence throughout the 20th and 21st century. The realist theoretical approach is known as being parsimonious, a fact for which it is both praised and condemned. Realism tries to understand the world by looking at a minimal number of variables.  Realism does not recognize any more variable than strictly necessary, leaving structure as the main motivator for state behavior. Though there are a lot of arguments in favor of having a limited amount of variable, criticism certainly has risen against the consistent urge of realist to use as less variables as possible. The main problem is that parsimony comes with a narrow ontology. This paragraph will focus on the three most important criticisms of neomercantilism and will end with an elaboration on why the theory is still used in this research.
	Firstly, for Neomercantilists the nation-state still is the dominant actor in domestic and international economics and politics (Gilpin, 2001, p. 4). This state-centric view emerged as historically no other organization had any real power (Barkin, 2003, p. 4). For this reason, state-centrality was a matter of observation rather than deduction for early realists. Contemporary realists, however, present state-centrality as a defining rather than an observational element (ibid.). With the emergence of international organizations and corporations one can question the constant focus on states as the sole actor in international politics. Other theories on international politics do recognize other actors; liberals emphasize the role of international organizations and constructivists and critical theorists focus on a wide variety of actors that can distribute power. Neorealism falls short in explaining the power of other, non-state actors in the international realm.  
	Secondly, the narrow ontology central in neomercantilism leads neomercantilist scholars to believe that the international stage is an arena in which like units compete over power. These like units are the same in the sense that they all have the same main goal: survival. For neomercantilist scholars this means that interests ‘become inputs into the analysis rather than the subject of analysis’ (Powell, 1994, p. 5). This is problematic as it leaves no room for states acting against their alleged interests, which are given exogenously. Jervis (1988) argues that this is problematic as he mentioned that ‘by taking preferences as given, we beg what may be the most important question on how they were formed’ (ibid., p. 324). Based on economic theory, realism treats preferences as exogenous. While this significantly eases the facilitation of analysis, it also treats one of the variables which might be essential in explaining state behavior, that is the state its preferences, as given. 
	Thirdly, the notion that anarchy always leads to a self-help system is questioned ever since Alexander Wendt (1992) wrote an article in which he argued that ‘anarchy is what states make of it’. Social constructivist criticism will be discussed in the next paragraph, as there will be a discussion on social constructivism in general. The main argument is that interests are not exogenously given, as states have identities. Interactions between states can lead to other, different logics in which security is not the central concern. 
[bookmark: _Toc409160192]2.1.4 The value of neomercantilism
While neomercantilism has been criticized extensively it still has important insight to offer for this particular case. As neomercantilism explains state behavior through a logic of consequence, the tax practices of the Netherlands are to be seen as rational choices resulting from the Dutch government serving the alleged self-interest. This thesis can turn out to be a crucial case for neomercantilist, as the explanations for the Dutch economic policy seem to flow naturally out of neomercantilist theory. The case seems to fit as a glove; the preferential tax regime would be explainable as neomercantilist expect the Dutch state to exercise exploitive policies yielding wealth and putting the Netherlands in a comparative advantage, securing its survival on the international stage. As the analysis chapter will show however, the explanatory power offered by neomercantilism is rather limited, nonetheless.
[bookmark: _Toc409160193]2.2 Social constructivism
At the end of the 20th century, neo-utilitarian theories were facing more and more criticism by scholars arguing that the mainstream structural theories did not possess the explanatory power they veined to have. In particular (neo)realism had to endure critique, as scholars questioned the problematic assumptions and sometimes sloppy history advanced by realist scholars (Abdelal, 2009, p. 64). Some argued that structural theories had failed, as these perspectives failed to both predict and explain the end of the cold war (Hay, 2004) During this period, scholars began to have a rising interests in the role of ideas in international relations, a concept for which traditionally had been little space in political science (Marsh, 2009, p. 1). Within neo-utilitarian theories, ideational factors are rendered in instrumental terms, whereas constructivism contend that ideational causation is at the heart of state identity and state interest (Ruggie, 1998, p. 856).  
	Attention for constructivism particularly rose within security studies when Alexander Wendt wrote an article in which he challenged the realist assumption that anarchy necessarily leads to a self-help system within international politics (Wendt, 1992). Instead, he argued that ‘anarchy is what states make of it’, as different identities, preferences and norms of states lead to different patterns within international relations (ibid., p. 396). Constructivist scholars, emphasizing the role of endogenous preferences, social norms and identities, where able to answer questions which would be insolvable for realist theory (Abdelal, 2009, p. 64). This led to an astonishing growth of constructivist literature in the 1990s and 2000s.
[bookmark: _Toc409160194]2.2.1 Social constructivism: assumptions
Social constructivism is, in contrast to neomercantilism, a broader theoretical and philosophical perspective. Social constructivist theory asserts that the agents’ understanding of their own interests are seldom determined by their structural position, but rather by their social identity (Webb, 2004, p. 791). Most constructivists agree that the defining element of social constructivism is its focus on the social construction of international politics (Barkin, 2003, p. 2). Social constructivists emphasize that facts in international politics do not represent an objective, material reality, but an intersubjective, social reality (Onuf, 1998). Social constructivist theory explains state behavior with reference to the identities and interests of interacting states. These interests are, according to constructivists, not structurally determined but endogenous in the sense that they are not given by the system but rather formed due to repeated interactions with other states. These interactions form the identity of the state, as they shape expectations about other states their behavior. Constructivists argue that these expectations also cause the state to act in ways that reflect the expectation of what is appropriate behavior. State, thus, act according to what they ought to be appropriate considering their own identity. This sums up the constructivist argument that state behavior is constrained by a logic of appropriateness rather than a logic of consequence (March & Olsen, 1996). 
	The interpretation of what is appropriate is highly dependent on the social context in which agents act. This context consists of shared ideas. Social constructivists argue that besides objective facts, the world consists of social facts. Social facts are facts that merely exist because they are collectively shared ideas (Searle, 1995, p. 1). They are collective in the sense that they are defined by mutual construction. Social facts help agents interpret the material world ‘out there’. Consequently, social constructivists differ in an ontological way from traditional neo-utilitarian scholars. Rationalist theories see the world as a material place which is observable in just one way, social constructivists, thus, make the world interpretable (ibid.). This is an important ontological difference which opened the way for scholars to give a new meaning to state preferences. It also allowed constructivist scholars to move away from the realist state-centric approach.
[bookmark: _Toc409160195]2.2.2 What can social constructivism tell us about our explanandum?
The constructivist literature is defined by a considerable debate about the origin of norms, the influence they exercise on agents and the circumstances in which they do so. Social constructivist theory can explain an absence of change in state policy, as change is only expected if state preferences change and state action is no longer considered appropriate with reference to the state its identity and prevailing norms. Norms can play a vital role in a change in preference, and social and political pressure can be an indication of changing norms on the international stage.
In 1998, Finnemore and Sikkink started to compose a theory based on their experience caught up by researching the influence of social norms in international politics. They endorsed the idea that an ‘ideational turn’ took place within international relations theory (Finnemore & Sikkink, 1998, p. 88). Scholars started to focus on the influence of norms on agents, which opened the way to use rules and principles as explanatory variables to agents’ behavior. Finnemore and Sikkink addressed theoretical issues that emerged after this ideational turn, in order to help scholars interested in empirical research on social construction and the influence of changing norms.(ibid., p. 889). To counter possible problems they designed a theoretical framework in which norms from their origins to the moment they start to be influential in world politics are exposed.  
	Finnemore and Sikkink can prove to have important insights to understanding absence of change in times of political pressure. The most prominent suggestion made by Finnemore and Sikkink forms their central argument that international norms go through the so-called norm life cycle. After norms emerge, they have to pass the whole cycle before they come internalized in the whole international community. The norm life cycle knows three stages: the norm emergence, the norm cascade and the internalization stage. This thesis will present three hypothesis based on this theory, two sub-hypotheses for the first two stages and a third main hypothesis which will hypothesize the causal relationship between the norm life cycle and the dependent variable. 
Within the first stage, so-called norm entrepreneurs try to convince a critical mass of states to embrace their new norm. Norm entrepreneurs are agents which have strong notions about which behavior in their community should be seen as appropriate (ibid., p. 896). These norm entrepreneurs most commonly want to use organizational platforms, such as NGOs and IGOs, to address their issue. They are critical for norm emergence in the sense that norm entrepreneurs address and create issues by ‘using language that names, interprets and dramatizes them’ (ibid.). When norms are advertised internationally other states can conform to these norms. The states that are first to adhere to newly emerged norms are called norm leaders which are theorized to attempt socializing other states into following the new norm as well (ibid., p. 897). When enough states have become norm followers, a tipping point occurs after which states begin to adopt the new norm more rapidly. The tipping point most commonly starts after the new norm has become institutionalized in international organizations (ibid., p.900). 
From the above the following sub hypothesis is deduced:
SH1: If norm entrepreneurs and norm leaders succeed in institutionalizing a  norm into an international organization, a tipping point is more likely to occur
When a tipping point is reached the norm life cycle progresses to stage two: a stage in which norm cascades occur. Within this stage an active process of norm socialization occurs, with states praising and censuring one another, strengthening their pressure with material incentives. As constructivism is not, like economic realism, a state centric approach, other agents like international organizations also take part in the cascade. Social constructivists argue that norm socialization takes place as states act according to what they think is appropriate in reference to their identity. When a tipping point is reached, other states have changed the way this identity is perceived. For instance, when most liberal states have accepted that gender equality is the norm, other liberal states will most likely socialize this norm as well, as they perceive themselves to be a liberal state (ibid., p. 902.). The socialization process stands central in the diffusion of new norms, as socialization induces norm breakers to become norm followers. The process of socialization is generally accompanied by broad discussions, as socialization takes mainly place by the appraisal of norm conformance and by ridiculing norm breakers (ibid., p. 902). Based on the above the following sub hypothesis is deduced:
SH2: If norm leaders persuade other states to adhere to their new norms through a process of active socialization, it is more likely these states will become norm followers
After the norm gets internationally accepted, the norm progresses to the third stage. According to Finnemore and Sikkink, this is the stage where the norm gets internalized and gets a ‘taken for granted’ quality (ibid.). Before a norm gets internalized, however, it has to replace the current salient domestic norm. Finnemore and Sikkink noted that when international norms emerge on a domestic level, it arrives in a highly contested normative space (Finnemore & Sikkink, 1998, p. 897). In 2000, Andrew Cortell and James Daves Jr. wrote an article in which they argued that there had been too little attention on how international norms replace domestic ones. According to Cortell and Daves (2000), international norms become salient in domestic affairs in three stages. In the first stage the international norm makes an appearance in the domestic political discourse. The appearance most commonly is accompanied with a demand for policy change (ibid., p. 70). In the second and third stage, the international norm becomes apparent in state institutions and state policy, replacing the domestic norm. This theory teaches us that there should be indirect evidence of the replacement of the old domestic norm, to a new international norm.
	The impact of norms as described by Finnemore and Sikkink, supplemented with the theory of Cortell and Davis can prove to be an important piece of insight for explaining the Dutch governmental behavior. The persistence of state policy under domestic and international political pressure is theorized to exist when a state is not yet adhering to the new norm, as this norm is not yet internalized. Indeed, political pressure is expected to dissolve during the internalization process.
The theoretical hypothesis deduced from this theory is as follows:
 (
Y: 
Persistence of state policy under political pressure
) (
X5:
 Domestic salient norm as new norm is not internalized
)H5: If specific state policy is considered appropriate with reference to the domestic salient norm as a new norm is not internalized, it is more likely to persist under domestic and international political pressure
While Finnemore and Sikkink give a clear account of how and when norms can influence state policy, the authors neglect the possibility of norms changing during the time that the norm life cycle is in process. This is remarkable, as one could expect that constructivist emphasis on intersubjectivity would lead them to believe that the social reality of a norm is ever changing as a consequence of constant interaction between states. Other social constructivist did exercise important research as to how norms can change during their emergence and even when the norm is already internalized. 
	In 2004, Achary wrote an article in which he proposed a framework in which the agency role of norm takers stood central (p. 240). His main argument entailed that norm takers do not just take a norm produced by norm entrepreneurs, they actively change the norm during the process ‘through a dynamic congruence-building process called localization’ (ibid.). More specifically, the article focused on how transnational ideas and norms formed institutional change within Southeast Asian international organization. Achary suggests that norm diffusion is not always a static process and norm-takers can actively pursue norms to be changed in a way that creates congruence between preexisting norms and emerging global norms. Hence, between the emergence of new norms and the internalization a mutual constitutive process of localization can take place if new norms tend to conflict with old norms. These insights can be put into the context of the norm life cycle. Instead of following a pre-coordinated life cycle, a norm can change during the cycle as a result of norm competition with a preexisting norm.  
From the above the following theoretical hypotheses can be deduced
H6: If specific state policy is considered appropriate as international norms have been localized to be able to coexist with preexisting norms, it is more likely to persist under domestic and international political pressure
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Y: 
Persistence of state policy under political pressure
) (
X6:
 Localized norms 
)

A last important insight that social constructivism offers flows directly from their believe in an intersubjective, social reality and the way reputation is perceived as a result of that. If a new, international, norm is not (fully) internalized one would expect the current domestic salient norm to influence both international as domestic policies. However, sometimes agents act in an incoherent fashion, supporting norm advocates promoting norms that are inconsistent with their domestic norm. According to Claude (1966), international organizations are ‘custodians of the seals of international approval and disapproval’. In this role, these organizations coerce states into cooperation as they are able to inflict ‘loss of reputation, trust and credibility’ (Finnemore & Sikkink, 1998, p. 903). Within international politics, reputation plays an important role in explaining cooperation and conflict between states. Both constructivists and rationalists agree that reputation is important as it helps actors to predict other actors’ future moves when interacting (Sharman, 2007, p. 3). Constructivists, however, have a different perspective on what reputation actually entails. In 2007, Jason Sharman wrote an article in which he criticized rationalist definitions of reputation and argued for a new constructivist one. The conventional definition advocated by rationalist scholars is based on the reliability of an actor. Rationalist theories believe in objective facts and reliability is measurable by looking at a state’s past behavior record (Sharman, 2007, p. 1). Reputation, according to rationalists, thus is the degree to which actors hold up to their commitments (ibid.). Sharman, however, argues that this interpretation of reputation is problematic in three ways. Firstly, it assumes that reputation is a property concept. Secondly, it dismisses the notion that reputation is a social fact and thirdly, it leaves no room for associations, feelings as social cues (Sharman, 2007, p. 1).
	For Sharman, reputation is a relational concept rather than an asset, good or tool belonging to an actor. While some rationalists do argue that theoretically reputation ‘is embodied in the belief of others (Mercer, 1984, p. 150), evidence in rationalist literature suggests that rationalist scholars tend to see reputation as an asset in practice (Sharman, 2007, p. 7). This is problematic as it implies that actors are in full control of their reputation. Indeed, agents do try to influence the way others see them, but they cannot do this just by ‘a series of sequential choices akin to spending money or keeping it in the bank’ (Sharman, 2007, p. 7). Sharman proposes a new kind of reputation that is based on how one sees an actor instead of how the actor has acted. 
The second problematic feature of the rationalist definition of reputation lies in the different ontological perspectives rationalism and social constructivism entail. As the ontological differences have been outlined before this part will merely focus on what implications these differences have for the notion of reputation. For constructivists, reputation has an intersubjective quality that makes it a social fact, instead of the sum of individual believes (ibid., p. 8). The constructivist notion of reputation as proposed by Sharman has serious implications for the way state policy influences the way a state is perceived by others. This is particularly important as Sharman argues that states are perceived as tax havens by ‘reputation test’ rather than by objective criteria (Sharman J. C., 2007, p. 29). Sharman implies that states that do not practice tax haven legislation can nevertheless be seen as a tax haven and vice versa. It also implies that states will try, if their reputation is at stake, to exercise cosmetic changes to their policies, hoping to save their reputation without fundamentally changing the policy
The social constructivist emphasis on social construction and the implications for the notion of state reputation has also important implications for what kind of acts have consequences for state policy. Constructivist argue that by describing the world, one could also change the world. This idea of ‘words as deeds’ was first formulated by Austin, which labeled it speech acts. Blacklisting, for instance, can change an actor’s reputation, ultimately causing the actor to change its policies. Speech acts can also be used in the opposite way. States can and will try to change their reputation to their advantage by emphasizing the positive aspects of policy. 
From the above the following theoretical hypotheses can be deduced:
 (
Y: 
Persistence of state policy under domestic and international political pressure
) (
X5:
 International reputation
)H7: If specific state policy is considered appropriate as the reputation the specific state enjoys makes it considered appropriate, it is more likely to persist under political pressure 

	X5: Domestic salient norm not replaced as new norm is not internalized
X6: Localized international norm 
X7: Domestic norm covered by international reputation
	


Y: persistence of state policy under domestic and international political pressure



Based on the above, this thesis presents table 2.1 in which the three main variables deduced from neomercantilist which should be able to explain the persistence of state policy under political and societal pressure are depicted.

Table 2.2: Social constructivist variables

[bookmark: _Toc409160197]2.2.3 Contemporary criticism on social constructivism
Ever since the rise of social constructivism at the end of the 20th century, it has been criticized by both rationalists and critical theorists. This is not surprising as constructivism is said to be the ‘middle-ground’ between rationalist and interpretative approaches (Adler, 1997, p. 319). Five main points are especially put forward as criticism: firstly, constructivism is considered to lack structure and a clear definition. Secondly, the ‘middle-ground’ position social constructivism entails puts them in an ontological and epistemic difficult position. Thirdly, social constructivism fails to explain why some norms are successful while others are not. Fourthly, the material element in social constructivism is not clearly defined and lastly, critical theory challenges the problem solving nature of social constructivism.  
	Within scientific literature, constructivism has been extensively described, debated and compared with other theories. There is, however, surprisingly little clarity or consensus about its exact nature or substance (ibid.). The middle-ground which social constructivism is argued to cover, puts scholars in a fiercely debated position. Most importantly, there is little clarity about the exact stance of constructivism in the positivist-post-positivist debate: most positivist thinkers have described constructivist as idealistic, criticizing the social ontological features of constructivism (Zürn & Checkel, 2005, p. 1047). For post-positivists much of contemporary constructivist thinking is positivistic and therefore ‘not compatible with new trends in thinking about IR’ (Barkin, 2003, p. 331). Not surprisingly, most criticism on social constructivism came from what is often regarded the main theoretical opponent, neorealism (Jackson & Sorensen, 2006, p. 173). Neorealist do not believe in the importance constructivist attach to international norms. While neorealists do not deny the existence of such norms, they argue that these norms are generally neglected when conflicting with the interests of the powerful (ibid., p. 174). Ideas do not create social reality, rather they mirror the material world in which the powerful use ideas to justify their actions (Krasner, 1993). Social constructivists therefore tend to neglect the role of uncertainty and deception. Social interaction is not always sincere and states will ‘create impressions that serve their narrow ends’ (Copeland, 2000, p. 202).
	As social constructivists stress that normative decisions influence the way in which states attach priority to their interests, they agree that material incentives do play a role in state behavior. Indeed, constructivism entails that both normative and material considerations influence agent behavior. Critics of the theory however argue that social constructivists never fruitfully theorized to which extent material incentives matter. 
	A last piece of criticism comes from critical theory scholars argue that the main focus of constructivist scholars has been to determine the role ideas have in agency. Bieler and Norton (2008, p. 104) argue that this results in research which explains how ideas might influence agency rather than why ideas come to influence the structure within which agency operates. Critical theorists therefore argue that social constructivists aim to answer the wrong questions and consequently is ‘the latest reincarnation and manifestation of liberal theorizing, reaching similarly bland conclusions about social change as mainstream approaches’ (ibid., p. 110). 
[bookmark: _Toc409160198]2.2.4 The value of social constructivism
Since the rise of social constructivism starting a few decades ago it has been subject of extensive criticism and evaluation. Social constructivism explains states behavior as a result of the constraining effect of identity, ideas and norms. In doing so, it positions itself as the main theoretical opponent of neorealism, on which neomercantilism is based. 
	Over the past two decades social constructivism has evolved significantly. In contrast to neomercantilism, social constructivism is not a parsimonious theory. As a result, the theory is far less static, offering a wide variety of material and  normativeand normative explanations as to how agents act. The cConstructivist literature has gradually supplemented itself and scholars consequently tried to improve the theory as a whole. In this light this thesis has also supplemented the theory of Finnemore and Sikking with insights from other social constructivist scholars. Guided by different social constructivist contributions, the theory can prove to have important insights that will help to find an answer to the research question. 


[bookmark: _Toc409160199]3. Methods and Operationalization
This chapter elaborates on the research methods employed to answer the central question of this thesis. The chapter consists of two parts. The first part covers a broad discussion about which methods will be used to analyze the relevant data . data. The second part of the chapter elaborates on the operationalization of the most important theoretical concepts and will thus put these concepts into the context of this research to avoid terminological confusion.
[bookmark: _Toc409160200]3.1 Methods and sources
The main aim of this thesis is to answer the following research question: 
How can, considering the increasing and vast domestic and international political pressure on the Netherlands and given the enduring denial of subsequent Dutch government officials being a tax haven, the persistence of the Dutch preferential tax regime be explained?
This thesis will seek to answer this question through a qualitative analysis, testing two theoretical models, one guided by neomercantilist theory and the other based on  socialon social constructivism. These two models account for a total of seven independent variables whichvariables, which have been hypothesized in chapter two to influence the dependent variable. The dependent variable central in this thesis is the persistence of state policy, in this case the Dutch preferential tax regime, under political pressure. 
The main method employed in my analysis is the explanatory narrative approach, supplemented with insights from process tracing. Process tracing is a method that is used to ‘systematic examine diagnostic evidence selected and analyzed in the light of research questions and hypothesis’ (Collier, 2011). As Gering (2011, p. 172) notes, within social sciences an experimental design is hard to achieve. For this reason, research relies on ‘contextual evidence and deductive logic’ to prove causality between variables (ibid.). Process tracing, thus, is about collecting multiple pieces of evidence which, combined, are able to verify causality in a specific case. The process tracing method will be mostly guided by literature analysis, with governmental documents, material from the OECD and NGO reports as primary sources. Data gathered from these sources will be used to create an explanatory narrative in which the persistence of the Dutch preferential tax regime is explained on a step by stepstep-by-step basis. The narrative will specifically examine the time period starting with the start of the Dutch preferential tax regime in 1970 and ending with the European Commission announcing an investigation into the tax avoidance structures Starbucks allegedly uses in the Netherlands in June 2014 . 2014. This time frame is chosen as it covers the start of the Dutch preferential tax regime and gives an up to date account of the accumulation of pressure up until early 2014.  
The process tracing method will be in depth; both primary and secondary sources will be analyzed in light of the research question and triangulated in order to enhance the validity of the findings. Most prominently, official documents of the OECD, the Dutch government, and the American government will be analyzed. This thesis will furthermore analyze newspapers and reports on the subjects written by a wide variety of organizations, with both governments and NGOs as principals for the investigation. A last contribution comes from the fact that the author of this research has attended multiple conferences addressing the Dutch preferential tax regime.
Before continuing to the operationalization this thesis wants to acknowledge the complexity of the subject. Many of the reports analyzed in this thesis have been worked on for years by specialized economist. Moreover, the conclusions presented by these economists consist mostly about estimates rather than absolute numbers, as exact numbers are nearly impossible to obtain. As these reports will be analyzed from a political scientists’ perspective, the interpretation of the technicalities presented in these reports will be on the surface rather than in depth. Potential confusion as a result of this approach will be remedied by comprehensive literature citations. Should some of the technicalities be unclear, the reader may retrieve the more detailed literature supporting the claims made in this thesis. Nonetheless, this thesis  maintains its liability despite that it is often forced to work with estimates only, as it presents its conclusions in a prudent fashion, based on a wide variety of sources that reconfirm the findings.
[bookmark: _Toc409160201]3.2 Operationalization
Research can only produce sound outcomes if important theoretical key concepts within the research are properly defined and operationalized. A total of seven different independent variables deduced from two theories as having a possible causal relation with the dependent variable Y: the persistence of state policy under political pressure. In the next two paragraphs these variables will be operationalized with reference to the associated operationalized hypothesis (OH). 
[bookmark: _Toc409160202]3.2.1 Neomercantilist variables
In the theoretical chapter four different independent variables and hypotheses derived from neomercantilism have been presented. During this paragraph these  independentthese independent variables and hypotheses will be operationalized. The paragraph will furthermore elaborate on how  thehow the newly formed hypotheses will be tested. 
OH1: If the Dutch preferential tax regime yields absolute economic benefits in euro it is more likely to persist under domestic and international political pressure
OH1 is considered to be confirmed if the Netherlands is found to be considerably profiting from its preferential tax regime, enchanting its wealth in euro. 
Hypotheses one is based on the independent variable X1: absolute state profits. Absolute state profits are those profits which would not exists if it were not for that specific policy. They are not mere profits in the economic sense, as this research will aim to gather evidence in a broader fashion than the subtraction of state economic expensive from the state its additional revenue. Indeed, every aspect that inflicts cost or benefits to the Dutch economy as a whole - not just the government’s earnings - will be analyzed. Also, non-material factors that affect the cost-benefit calculation need to be taken in account. These non-material costs, such as reputational damage, will be operationalized in economic terms as well, in order to make a feasible comparison. This thesis, thus, aims at capturing data that tells us about how much absolute profits in euro the Dutch state has as a result of its  preferentialits preferential tax regime.
	There is a wide variety of literature available on the economic consequences of the Dutch preferential tax regime, with both the Dutch government as NGOs as principals for the investigation. From these reports it should be possible to deduce to which extent the Dutch government is fulfilling its alleged interest, which is acquiring wealth. While this thesis aims at capturing as many reliable data as possible, it will foremost focus on the reports of SEO Economic Research (2013), SOMO (2006) and the Dutch Central Bank. For information concerning alternate negative influences of the preferential tax regime, these sources will be supplemented with literature about incoherency in Dutch governmental policies as presented by SOMO (2008) and Weyzig (2013). 
OH2: If the Dutch preferential tax regime yields relative economic benefits in euro it is more likely to persist under domestic and international political pressure 
OH2 is considered to be confirmed if the Netherlands is found to be considerably profiting more, in euro, from its preferential tax regime than other allegedly competing states.
Linked to absolute profits but put in a relative context are relative profits. Relative profits are the amount of absolute state profits that exceed absolute profits of other competing states. The amount of absolute state profits for the Netherlands will be determined when testing OH1. These findings will be compared with other competing states, most notably the states represented in the G7, as these are all competitors in term of economic power. The consequences of the Dutch preferential tax regime will furthermore be compared to other tax havens, as tax havens are expected to influence each other as capital flows often are channeled from one tax haven to another. 
The consequences of the Dutch preferential tax regime on other states will be determined on the basis of a wide variety of literature concerning potential losses or gains from, among others, the United States’ government, the European Union, the G20 and the OECD.
OH3: If the Dutch preferential tax regime is not condemned by the United States of America, it is more likely to persist under domestic and international political pressure
OH3 will be considered confirmed if evidence suggest that there has not been considerable pressure on the Netherlands to conform their fiscal regime to American requirements. 
Based on neomercantilism one expects that hegemonic pressure can force states to cooperate to satisfy hegemonic preferences. Within this thesis, the United States of America will be considered a hegemon, as neomercantilist scholars often consider the United States the hegemon, at least regarding the economic system this thesis is analyzing (Gilpin, 2001).  Hegemonic pressure is defined as either hard or soft power exercised by a hegemon to force states to cooperate to satisfy the hegemon its interests. In the context of this investigation, the position of the United States government concerning the Dutch preferential tax regime will be scrutinized. Most prominently, this thesis will look at statements made by United States government officials either praising, condemning or talking in a neutral fashion about the Dutch preferential in both the media and official government statements. It will furthermore look into official OECD, documents, as the hegemonic stability theory proposed by Gilpin also accounts a hegemon to exercise power through international organizations.
OH4: If the Dutch preferential tax regime is supported by other states in an attempt to balance to the United States, it is more likely to persist under domestic and international political pressure.
OH4 will be considered confirmed if evidence suggest that other states have used their power to support the Dutch preferential tax regime in an attempt to balance the United States.
	 To find evidence supporting or opposing OH4, this thesis will analyze different media and official documents of the OECD and the individual member states of the Group of Eight. It will specifically look at these states as if the Dutch government would be balancing with other states, these states are expected to have a certain amount of power themselves, as they would otherwise not be able to meet United States pressure. The position of these states will analyzed in the same fashion as the United States its position.
3.2.2 Social constructivist variables
To investigate to which extent social constructivism is able to explain the continuation of the Dutch preferential tax regime, the norm life cycle will be followed to scrutinize the influence of norms on state behavior. The rise of constructivism, and thus the growing emphasize on the role of norms, had inevitably led to the question ‘how do we recognize a norm when we see one?’ Within constructivist literature a norm is defined as ‘a standard of appropriate behavior for actors with a given identity’ (Finnemore & Sikkink, 1989, p. 891).  Norms are based on oughtness and without a norm one should not have to mention, explain or justify doing anything that would possibly jeopardize this norm. This way, a norm leaves an ‘extensive trail of communication among actors that we can study’ (ibid., p. 892). Norm breaking behavior is recognizable as it provokes disapproval while norm conforming generally generates praise. In the case of a highly internalized norm, norm conformation generally provokes no reaction whatsoever (ibid., p. 892).
On the basis of social constructivist theory, this thesis presents five operationalized hypotheses, two of them being sub hypotheses. In the following paragraph, the choice for these hypotheses and how they will be tested will be explained. 
OSH1: If norm entrepreneurs and leaders succeed in institutionalizing a  norma norm into an international organization, a tipping point is more likely to occur 
To investigate to what extent the first stage, norm emergence, has taken place this data will be analyzed which should indicate the existence of so called norm entrepreneurs. Norm entrepreneurs are individuals or organizations which attempt to use organizational platforms to convince a critical mass of states to adhere to a new norm. Evidence which would suggest the existence of norm entrepreneurs should be apparent in both media and reports published by organizational platforms involved, as norm entrepreneurs are likely to voice their concerns as broadly as possible. Norm leaders will be recognized in the same way as norm leaders, too, will publicly promote their norms. 
OSH2: If norm leaders persuade other states to adhere to new norms through a process of active socialization, it is more likely these states will become norm followers
The second stage, the norm cascade, mainly consist of the socialization of states and international organizations. Norm leaders will start socializing other states in adapting the new norm as well. Socialization is the ‘mechanism through which new states are induced to change their behavior by adopting those norms preferred by an international society of states’ (Finnemore & Sikkink, 1998, p. 902).  Evidence suggesting that the second stage has taken place should be apparent in official documents from international organizations and states, as well as the media and Dutch governmental officials. Data from these sources will be analyzed to see to what extent states have tried to pursue the Netherlands to adopt a new norm. If socialization has taken place, we should find that the Dutch government is supporting this norm and thus having a positive position regarding the norm promoters.  
OH5: If the Dutch preferential tax regime is considered appropriate with reference to the Dutch domestic salient norm as new international taxing norms are not internalized into the Netherlands, it is more likely to persist under domestic and international political pressure
The third stage of the norm life cycle is known as the internalization stage. As noted in the theoretical chapter the internalization process will be create evidence in three stages. First of all, a new norm should become apparent in political debates. If stage one and two of the norm life cycle have occurred, we should be able to see the norm as found in the first stage back into political debates in the Dutch parliament. All debates held in the Dutch parliament are accessible and will therefore be examined to see to what extent internalization has taken place.
OH6: If the Dutch preferential tax regime is considered appropriate as international norms have been localized to be able to coexist with preexisting norms, it is more likely to persist under domestic and international pressure
	
OH6 will be considered confirmed if evidence suggest that the Netherlands has accepted a new international norm after it had been changed to match the already existing domestic salient norm. 
	Evidence that could confirm or reject operational hypothesis 7 will be found by going back to the origin of international tax norms concerning tax havens. Following the norm life cycle, this thesis will look into possible discrepancies between the norm when it was first introduced, and the norm when it became internalized. OECD reports through the years will be at the heart of testing this hypothesis. These reports will be supplemented by findings made by Sharman (2006) and Webb (2004) who both have investigated the impact of norms on the OECD tax practices campaign. 	
OH7: If specific state policy is appropriate as the reputation the specific state enjoys makes it considered appropriate, it is more likely to persist under domestic and international political pressure
OH7 will be considered confirmed if evidence suggest that the Netherlands has been actively working on its reputation and that its reputation prevented the Netherlands from being labeled a tax haven.
Another important notion within social constructivism is state reputation. According to Sharman, reputation is “the generally shared opinion of a referent’s character or nature, based on a wide range of information, associations and social cues” (Sharman, 2007, p. 21). For rationalist reputation is ‘the degree to which an actor reliably upholds its commitments, based on a record of that actor’s past behavior’. Evidence which shows which of these definitions is correct is expected to be found in two different manners. First of all, this thesis will present data that shows which changes have been made to the Dutch preferential tax regime over the years. Most notably, the promises made to the OECD will be scrutinized and will be compared to the implementation of these promises. Secondly, the politics of defining a tax haven will be investigated to see to which extent different agents come to different conclusion about whether or not the Netherlands is a tax haven. If state actors come to different conclusions than NGOs, it can be seen as strong evidence supporting the hypothesis.

[bookmark: _Toc409160203]4. Persistence of the Dutch preferential tax regime in an anti-tax haven era 
This chapter outlines the dependent variable central in this thesis in greater detail. It will specifically address the context in which the dependent variable, the persistence of the Dutch preferential tax regime under domestic and international political pressure, finds itself. In the introduction of this thesis the statement was made that while the pressure on tax havens has increased greatly the past decades, the Dutch government has been able to maintain a preferential tax regime. Multiple organizations and researchers have independently from each other labeled the Dutch preferential tax regime a tax haven (Actionaid 2011; International Bureau of Documentation, 1977; SOMO, 2006; Tax Justice The Netherlands, 2011; Weyzig, 2013; Oxfam Novib, 2013). The tax regime is furthermore accompanied by incoherence, some might even call it hypocrisy, in governmental policies and persistent denial of subsequent Dutch government officials of ‘meeting the required definition conditions to be labeled a tax haven’ (Dutch Government, 1996, p. 6). This chapter will elaborate on these problematic elements of Dutch politics and will embed this in the context of increased salience of the negative effects of harmful tax competition.  
	The origins of the current preferential tax regime of the Netherlands lie in the 1970s, with internationalization resulting in the transnationalization of production and finance (Bieler, 2011, p. 576). Transnationalization is mainly expressed by the increasing importance of the growing number of TNCs, operating beyond the realm of the traditional nation state. Transnationalization had two important implications. Firstly, internationally operating corporations encountered problems with different tax system in different countries, often leading to double taxation. Secondly, corporate tax rates became an important issue for TNCs in choosing the location to stall their mobile capital. States started to compete each other for these money flows mainly by lowering legislative tax rates. As the ‘race to the bottom’ started, the Netherlands were able to develop a niche for themselves, attracting TNCs by offering a conduit circuit which would help them significantly lowering tax rates (SOMO, 2006, p. 15) 
The Dutch economy has historically been outward-oriented and the Netherlands was among the first countries to have TNCs within its borders (SOMO, 2006, p. 15). To avoid double taxation of Dutch multinationals, the Dutch government started in 1970 to conclude so-called double taxation treaties with states in which Dutch TNCs operated. As of 2012, the Netherlands knows about 85 of these treaties, signed with countries all around the globe (Tax Justice NL, 2012, p. 7).
	Another second important aspect of the Dutch tax regime is the participation exemption, which has been in place since 1983. The exemption implies that a Dutch holding company does not have to pay corporate taxes on dividends and profits from sales of domestic or international subsidiaries (Kerste et al., 2013). In many ways the participation exemption is complementary to the double taxation treaties and they were installed to serve the same purpose, making sure that profits of Dutch subsidiaries that are made abroad are not taxed twice. While it was originally intended for domestic companies, soon foreign holding companies could also use the participation exemption. At the end of the 1970s and beginning of the 1980 the Netherlands gained the reputation as a ‘conduit country’ for TNCs wishing to avoid taxation (SOMO, 2006, p. 15). 
The reputation as conduit country seemed to reflect the reality of transforming Dutch tax politics. In 1983 far-reaching liberalization of exchange controls opened the way for international multinationals to set up holding companies, as credit restrictions were lifted for ‘foreign multinationals whose transactions would not influence the Dutch money supply’ (De Nederlandsche Bank, 2000, p. 19).  The Dutch government argued that passing money through these companies would have no monetary effect on the Netherlands and therefore saw no problem in allowing foreign companies to set up companies designed for doing just that. These liberalizations in combination with the Dutch participation exemption and extensive network of double taxation treaties made the Netherlands especially attractive for companies who wanted to wire the money through the Netherlands to other fiscally attractive states. The Dutch fiscal climate was furthermore particularly favorable for entities in the possession of intellectual property rights, as the Netherlands wields an official withholding tax rate of nearly 0% on royalties payments (Deloitte, 2011, p. 10). For other tax issues, the Dutch government adhered to so-called tax rulings. Tax rulings are agreements between the Dutch tax authorities and corporations on how much will be taxed, and which method will be used to calculate taxable profits (SOMO, 2006, p. 35). 
The attractive fiscal climate attracted multiple TNCs and the amount of specified holding companies grew rapidly. These holding companies, formally known as Special Financial Institutions (SFI) or informally known as  ‘mailbox companies’, grew from nearly 700 in the beginning of 1977 (De Nederlandsche Bank, 2000, p. 20) to about 11.500 in 2009 (De Nederlandsche Bank, 2010, p. 25). The rapid growth of these SFIs is depicted in graph 5.1. With the explosive growth of these SFIs, the money wired through these SFI also grew extensively, the Dutch national bank (2010, p. 25) noted that the amount entering and leaving the Netherlands through SFIs added up to about 6200 billion Euro in 2009, which was about eight times the Dutch GNP (DNB, 2009). In that year, the largest net outward income flow went to Luxembourg, while the net inward income flow came from ‘Offshore Financial Centers’ (ibid., p. 28).    
Graph 5.1 & 5.2
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Source: Dutch Central Bank 2000

The Netherlands has long defended itself against tax haven allegations arguing that it has a diversified economy with a normal tax system. While this is the case, the Netherlands exercises certain exceptions for certain activities or companies (SOMO, 2006, p. 13-14). These characteristics make the Netherlands a state which is characterized by a ’harmful preferential tax regime’ (ibid. p.14). The harmful preferential tax regime seems to ‘deliberately offer companies the means to reduce their tax charges on interest, royalties, dividend and capital gains income from foreign subsidiaries’ (SOMO, 2006, p.1). Moreover, estimates suggest that the money channeled through Dutch specialized fiscal institutions has been growing even after the Dutch started to support anti-tax haven initiatives. 
With the growing usage of Dutch double taxation treaties, the salience of these tax avoidance structures increased. Most notably the Netherlands Antilles, part of the Kingdom of the Netherlands, could be used as a tax shelter by American companies because the Netherlands had tax treaties with both the United States and the Netherlands Antilles. The United States responded by conducting an investigation into the negative consequences of tax havens in 1981 (Gordon, 1981). This investigation, the Gordon report, was the first real inquiry into tax havens and marked the start of increased salience of the negative effects of tax havens. In this report, commissioned by the United States government, the Netherlands was described as a tax haven (Gordon, 1981, p. 148). After the report was released, the pressure on tax havens grew steadily, as both states and NGOs became increasingly concerned about the consequences of tax avoidance. In 1996, the OECD started an investigation into tax avoidance structures, marking the start of their Harmful Tax Practices project that aimed to ‘develop measures to counter the distorting effects of harmful tax competition on investment and financing decisions and the consequences for national tax bases’ (OECD, 1998, p. 3). In 2000 the Dutch government was found to have nine potentially harmful preferential tax regime characteristics in six different categories, more than any other OECD member state at that moment (OECD, 2000).
	As the harmful tax practices project progressed, the issue gained momentum during the financial crisis that started out in 2007/2008. As the financial crises evolved into a sovereign debt crisis for many states, the G20 started complementing the project from the OECD.  During the 2009 summit in Lyon, the G20 made a commitment to focus on tax policy, prioritizing ‘to maintain the momentum in dealing with tax havens and (…) uncooperative jurisdictions (Christians, 2010, p. 22) A month later, US president Obama endorsed this message meanwhile stating that ‘nearly one-third of all foreign profits reported by US corporations in 2003 came from just three small, low-tax countries: Bermuda, the Netherlands, and Ireland’ (The Tax Justice Network, 2009).
The political pressure to change the Dutch preferential tax regime does not exclusively come from governmental organizations. A variety of NGOs have criticized the negative effects of the Dutch preferential tax regime of the Netherlands had on tax revenues of developing states, urging the Dutch government to change its policies. In 2000, Oxfam released a report called ‘Tax Havens: Releasing the Hidden Billions for Poverty Eradication’. More specifically aimed at the Netherlands, SOMO (2008) and Weyzig (2013) concluded that the Netherlands exercise incoherent policies as it can be seen as a tax haven and a development partner at the same time, while tax havens greatly undermine the possibility for developing countries to tax (SOMO, 2008, p. 2). In 2008, SOMO issued a report in which it focused solely on the losses of developing countries. In the report, SOMO argued that developing countries were losing important tax revenues as a consequence of the Dutch fiscal regime (SOMO, 2008, p. 1). At the same time, the Dutch government presents itself as developing partner (ibid.). In 2012, the Dutch government spent €4.3 billion in Official Development Assistance. Estimates suggest that at least 640 million a year is lost due to the tax haven features of the Netherlands alone (ibid., p. 2).  
In 1996, Secretary of Finance Willem Vermeend wrote a letter to the Dutch parliament in which he elaborated on measures he wanted to take to counter the ‘erosion of the corporate income taxes’ and strengthen the ‘fiscal infrastructure’ (Dutch Government, 1996). In the letter he warned for excessive ‘beggar thy neighbor measures’ of other (industrialized) countries (ibid.). He welcomed the fact that industrialized countries collectively asked the OECD to investigate how to counter these measures. In 1998, when the OECD published the ‘harmful tax competition’ report, the same secretary published a code of conduct which aimed to ‘counter tax measures that have harmful effects for other countries’ (Dutch Government, 1998, p. 11). He emphasized that this code of conduct applied for both new and old tax laws and regulations. He argued that the Dutch Government follows this code of conduct and consequently does not sign unconditional treaties to prevent double taxation with tax havens (ibid.). Minister of Finance Gerrit Zalm wrote in 2006 that the Netherlands does not walk away from its responsibility when it comes to foreign countries exploiting tax legislation to avoid paying taxes (Dutch Government, 2006, p.2). In 2014 the Ministry of Finance even published a ‘decision diagram’ in which it ‘schematically displayed’ how the Dutch governments handles fiscal relations with ‘low taxing nations’, based on the OECD definition of a tax haven. Up until now, the Ministry of Finance has always denied that the Netherlands could be seen as a tax haven.  
The actions of subsequent Dutch governments seemed to be in favor of more appropriate way of taxing on an international level. As a founding member of the OECD it has supported ala the initiatives of the OECD concerning their campaign against harmful tax competition. While the Netherlands has endured criticism by both the OECD and the European Union (EU), it has revised the tax arrangements which were considered to be unacceptable by both these international organizations (SOMO, 2006, p. 61). The Dutch government, for instance, stripped harmful characteristics of its tax ruling system. In 2002 the Dutch government persuaded Aruba and the Dutch Antilles, which belong to the Kingdom of the Netherlands, to stop their ring-fencing practices (Sharman, 2010, p. 123). 
The words and deeds of the Dutch government, thus, seemed to resemble a state that was seeking to reduce tax avoidance in general. In the meantime, however, the Dutch government is helping vast amounts of TNCs to reduce their tax payments virtually to zero.  In 2006, SOMO concluded that the Netherlands is a tax haven as ‘it deliberately allows and facilitates multinationals to channel Foreign Direct Investment (FDI) and income flows, via entities in the Netherlands, between a company in one country and subsidiaries or affiliates in other countries, as such considerably reducing their overall tax burden’ (SOMO, 2006, p.7). Fiscal specialists of Vakstudienieuws agreed with the conclusion of SOMO in 2007. They emphasize that since 1969 there has been a law in which the Dutch government defines a reasonable amount of corporate taxation, a percentage of ‘at least 10%’ (Vakstudienieuws, 2008, p.3; Dutch Government, 1969, p. 13). TNCs are often paying far less (PIRG, 2014). In 2014, a new report of Citizens for Tax Justice (CTJ) and Public Interest Research Group (PIRG) described the Netherlands as a ‘tax haven American companies often use to funnel profits to other tax havens like Bermuda’ (Citizens for Tax Justice & Public Interest Research Group, 2014, p. 2). According to this report, almost 50% of American Fortune 500 companies had a subsidiary in the Netherlands (ibid. p.9). These Dutch subsidiaries recorded a net profit of 127 billion American dollars (ibid. p. 14). There is no other country in which American subsidiaries recorded a collective net profit this high (ibid.).
In sum, the Dutch government maintains that it is a development partner, while at the same time it is responsible for tax legislation that makes developing countries lose hundreds of millions of dollars a year. Consecutive Dutch governments have denied being a tax haven, agreed to a code of conduct against harmful tax competition and persuaded other countries in its kingdom to stop harmful tax practices, while at the same time helping a great amount of TNCs to avoid paying company taxes. Currently, both the G20 and the OECD are running a project against tax evasion. The European Commission has furthermore announced an investigation into tax avoidance structures of Starbucks that are allegedly possible due to tax rulings offered by the Dutch government. While international pressure on tax havens has risen, and tax havens are more debated than ever, the Netherlands seems to maintain its tax haven characteristics.   


[bookmark: _Toc409160204]5. Analysis	
Within this chapter empirical evidence will be presented on basis of which the hypotheses presented in chapter three will be tested. Hypotheses derived from neomercantilism and social constructivism will be discussed in separate sections. 
[bookmark: _Toc409160205]5.1 Neomercantilist explanations
In this paragraph the four operational hypotheses derived from neomercantilist theory will be tested. The four hypotheses will be tested separately, culminating into an overall judgment on the explanatory power of neomercantilism in general. 
[bookmark: _Toc409160206]5.1.1 Does the Netherlands profit in absolute terms from its preferential tax regime?
The Dutch preferential tax regime has been one of many debates, and the exact amount of profit made by the Dutch government by allowing TNCs to avoid taxation by setting up SFIs in the Netherlands remain unclear. There are, however, multiple reports about what kind of economic effect the preferential regime has on the Dutch economy. While the monetary impact of the capital flows through the Netherlands are said to be ‘neutral’, there are a few valid arguments indicating that the Dutch government seems to profit from the preferential tax regime.
	According to the Dutch national bank, SFIs contribute directly to the Dutch economy, as they facilitate thousands of high-grade jobs for ‘financial experts, accountants and fiscal and legal advisors’ (De Nederlandsche Bank, 2000, p. 19). They furthermore deliver payments for banking services and contribution for the Chamber of Commerce. SFIs also influence the Dutch economy indirect as they help to boost ‘group activities as production, sales, distribution, research and development’ (ibid.). The Dutch Central Bank, however, does not deliver specific data about the number of jobs that are dependent on the Dutch tax haven legislation. In 2010, it did however note that the income received by SFIs exceeded their payments by 3 billion, which was considerably more than the 0, 9 - 1,7 billion the SFIs noted the years before (ibid.). 
The findings of the Dutch National Bank are supported by several reports published by different organizations. In 2006, SOMO concluded that the Netherlands knows over 20.000 mailbox companies[footnoteRef:1], which are directly responsible for some 2500 extra high-skilled jobs and 1,2 billion in taxes. Indirectly, the Dutch preferential tax regime adds another 0,5 billion to the Dutch economy (SOMO, 2006, p. 30). In sum, the Dutch economy was estimated to gain about 1,7 billion euro due to its tax haven characteristics. Unfortunately, Minister of Finance Gerrit Zalm did not comment on the numbers mentioned in the report, as he stated that ‘you cannot possibly claim that the Netherlands is a tax haven’ (Dutch Government, 2006, p. 4) . [1:  SOMO uses a different definition of mail box companies, making its estimate significantly higher than the DNB estimate ] 

Another important enquiry into the economic implications of the Dutch preferential tax regime comes from SEO Economic Research (SEO). SEO (p. 7) concluded in 2013 that the Netherlands knows an amount of 12000 SFIs through which 8.000 billion euro was transferred that year. The Dutch state was considered to gain 3 to 3,4 billion euro a year and employment was estimated to be about 8.800 to 13.000 higher as a result of the Dutch fiscal regime. The SEO report was, however, heavily debated when three prominent Dutch economists published in a Dutch newspaper that SEO came to wrong conclusions based on the data they presented (NRC Handelsblad, 2013). Using the appropriate calculation they argued that the Dutch preferential tax regime is good for about 3000 extra jobs, which would significantly lower the estimated amount of economic gains (ibid.). Another important point of criticism was that the costs of the regulatory authority to monitor cases of tax fraud and avoidance was heavily underestimated (QOUTENET, 2013). 
In contrast with the SOMO report of 2006, the Dutch government decided to react on the findings of SEO. In a comprehensive letter to parliament, Minister of Foreign Trade and Development Cooperation Lilianne Ploumen and Secretary of Finance Frans Weekers, welcomed the report (Dutch Government, 2013). They argued that the report shows the importance of the competitiveness of the Dutch economy, and that therefore new rules should be made on an international rather than a domestic level (ibid., p. 3). They furthermore stated that the Dutch government ‘saw no reason to doubt the order of magnitude of the estimates of SEO’ (ibid.). In the meantime, the Dutch government did confess that SEO estimated the part of dividends within the 0% taxed group wrongly, as it was higher than SEO foresaw in its estimates, therefore making state revenue likely lower than concluded (ibid., p. 11).  
Based on the above, the conclusion that the Dutch state does in some way benefit economically from its preferential tax regime is in place. The income generated should, however, be put into perspective. In 2013, the Dutch economy as a whole had a gross domestic product of about 600 billion euro, and the Dutch government an income of about 247 billion euro (Dutch government, 2014). Even when assuming the highest estimate is correct, the contribution to the Dutch economy still is strikingly small. The numbers also raise doubts about the effectiveness of the Dutch tax regime. If making money is the prime motive for setting up the preferential tax regime, the regime is not very effective, seeing the amount of money going through Dutch BFIs exceeds the amount of profit for the Dutch economy more than 2500 times. In 2001, the Dutch National Bank came to a more or less similar conclusion. The DNB noted that the state gained about 1,7 billion in extra tax revenue that year. The bank concluded however, that this amount was ‘totally disproportionate to the total in- and outflows channeled through these institutions’ (De Nederlandsche Bank, 2003, p. 21). Other states well known for being tax havens have known to ‘flourish’ due to their role as a tax haven, as fiscal competitiveness is their prime economic pillar (Hines Jr., 2005).
While different organizations agree that economically the preferential tax regime has a (slightly) positive impact on the Dutch economy, the different researchers also note a few disadvantages. As the negative effects of tax havens are getting more salient across the globe, the potential loss of reputation for the Netherlands is getting higher. The dangers of having a bad reputation seem to be known by Dutch government officials. In 1995, Minister of Finance Willem Vermeend stated that the Netherlands should not ‘(want to) advertise itself as a (partial) tax haven, especially given the negative influence that will have on treaty negotiations’ (Dutch Government, 1995, p. 11). Doing this he referred to the Dutch position considering the renewed OECD interest in tax rulings. The formulation of the minister is striking, as it implies that the Netherlands should be wary to advertise itself as a tax haven, and not about having a preferential tax regime all together. The dangers of having a bad reputation are acknowledged by SEO in its 2013 report. Weekers and Ploumen agreed with this particular conclusion of the report stating that: 
It is evident that accusations about the Netherlands being a tax haven have become present more frequently the past few years in national political discussions and national media. The government regrets this as discussion about our fiscal regime and the associated inherent uncertainty about possible changes coming to this regime can cause unnecessary turmoil. That kind of turmoil makes the Netherlands less attractive for investments (Dutch Government, 2013, p. 10).  
The international reputation of the Netherlands is not only at stake due to possible criticism from other states. SEO (2013, p. 16) agreed that the Netherlands should be wary of being characterized as a ‘tax haven’ but added that attracting BFIs come with certain ‘integrity risks’ which could lead to reputational damage as the Dutch preferential regime is also being used for tax evasion, money laundry and fraud. SOMO (2008, p. 8) agrees with SEO, stating that the Dutch tax regime also attracts dirty companies involved in shady business. There are a few examples of companies, which are only Dutch on paper, getting sued in the Netherlands for engaging in illegal practices. Most notably, in 2008, Trafigura was sued after dumping toxic waste in 2006. In 2012, Quote called this company the biggest tax avoider in the Netherlands, as the originally Swiss company moved to the Netherlands for its attractive fiscal climate. In a response to the Quote article Trafigura CEO Pierre Lorinet stated that ‘the affiliate in Amsterdam is much more than just a mailbox company’, arguing that the Trafigura Beheer BV was a real Dutch company of substance (ibid.). When in 2012 Trafigura was called to court, however, it claimed that Trafigura could not be prosecuted in the Netherlands as ‘the Netherlands is no more than the formal location of Trafigura with Trafigura Beheer BV being no more than a trust office’ (de Rechtspraak, 2011). The judge followed the reasoning of Trafigura and decided that the prosecution could not take place within the Netherlands. Besides economic implications for other states the Dutch tax regime can, thus, also have juridical implications. The case of Trafigura was heavily criticized by environmental organizations across the globe, focusing attention on Dutch fiscal structures (Greenpeace, 2011).
SOMO (2006; 2010), SEO (2013) and Oxfam (2014) agree that the policies put in place to attract mobile capital do not only yield profits for the Dutch state, they also affect the possibilities for states to attract tax revenue negatively. While the Netherlands pays around 0,8% of the Dutch GDP in Official Development Aid, the states benefiting from the development aid are at the same time failing to collect great sums of withholding tax due to tax construction based on holding companies in the Netherlands. According to SOMO (2010, p.5), the revenue lost by these states sums up to about €640 million a year. SEO (2013, p. 123), however, comes to a more conservative amount of €145 million annually. It should be noted that these estimates exclude the amount of money lost due fiscal constructions concerning royalties as SOMO nor SEO had relevant data available to calculate these losses. Losses for developing countries are therefore expected to be higher than their estimates indicate.
In 2013, the harmful characteristics of the Dutch tax regime seemed to have resulted in the first two countries terminating their double taxation treaties. Within a year Mongolia (2013) and Malawi (2014) cancelled the treaties. Head of the Mongolian parliament stated that ‘the Mongolian state was losing tax income due to the double taxation treaty’ (NRC Handelsblad, 2013). 2013 was also the year that the Dutch preferential tax regime came into the spotlights of the European Commission, as Starbucks decided to move its headquarters away from the Netherlands due to the fact that it had suffered reputational damage by avoiding paying British withholding tax by wiring their payments on royalties through Dutch subsidiaries. Three investigative journalists argued that this is precisely why the Netherlands might even be losing money due to its preferential regime (Smits et al., 2014). They furthermore argued that foreign companies are using a fiscal trick called ‘inversion’. Instead of setting up a new company in the Netherlands, foreign companies are now buying Dutch companies, moving the personal back to their country of origin, and only keeping the company for fiscal reasons (ibid.). 
Given the facts presented above, this thesis concludes that the Dutch preferential tax regime does not result in substantial absolute profits. While the state has actively participated in creating the preferential tax regime the exact advantages of this economic policy remain unclear, to say the least. While it is true that the Netherlands have managed to attract more and more companies to set up affiliates in the Netherlands, these affiliates do barely add value to the Dutch economy. Of the €8.000 billion transferred through these companies, only about 1 to 3 billion stays within the Dutch economy. If wealth enchantment is the prime motive for the Dutch government to maintain the preferential tax regime, the profits are relatively low. This amount is even lower if considered that developing countries which are partly funded by Dutch aid, are losing great sums of withholding tax due to the Dutch tax regime. The reputational damage is harder to quantify into economic terms, but considering the unsubstantial character of the profits, the conclusion that the Dutch state is not profiting in absolute terms from its preferential tax regime is in place, even without taking the reputational damage into account. 
Derived from neomercantilist theory OH1 was presented in this thesis
OH1: If the Dutch preferential tax regime yields absolute state profits in euro it is more likely to persist under domestic and international political pressure
Based on paragraph 5.1.1, this thesis finds OH1 to be rejected.
[bookmark: _Toc409160207]5.1.2 Does the Netherlands profit in relative terms from its preferential tax regime?
The impact on the Dutch economy seems to be neutral in terms of absolute gains deriving from the preferential tax regime of the Netherlands. Other countries, however, seem to be negatively affected by the Dutch tax regime. In 2014, Citizens for Tax Justice (CTJ) and Public Interest Research Group (PIRG) calculated that the United States alone loses about 72 billion euro annually due to the practices of tax havens. About 13,5% of the foreign profits recorded by American companies came from the Netherlands, making it the country with the highest recording of foreign income of American corporations in the world. In 2006, Weichenrieder (p. 11) came to similar conclusions for Germany when he argued that the Netherlands was the biggest conduit country for German corporations, claiming one third of the German FDI (p. 14). 
	The findings of CTJ, PIRG and Weichenrieder are consistent with other reports claiming that various countries are affected negatively by the Dutch tax legislation. Most notably, Tax Justice concluded that the Netherlands has the largest amount of foreign direct investments abroad globally (TJN, 2012), mainly because of TNCs using the Netherlands to avoid taxation. Weyzig (2014) supports these conclusions stating that the tax avoidance structures offered by the Netherlands are affecting tax revenues negatively, most prominently for the United States and European member states (p. 28). Weyzig concluded, on the basis of statistical analysis, that the tax treaties the Netherlands has are the key determined for TNCs to channel their FDI through the Netherlands (ibid.). 
	It is important to see the massive amount of FDI channeled from and to the Netherlands in the right context. Statistics presented by the International Monetary Fund (2012) show that both FDI and outward direct investments (ODI) from the Netherlands were roughly equal to the ODI of the United Kingdom, France and Germany combined. The Dutch Central Bank noted in 2011 that these great sums of money are mostly ‘neutral’ to the Dutch economy, as SFIs account for about 75% of the total direct investments (DNB, 2011). As established earlier in this thesis, SFIs are most commonly used for tax avoidance purposes (Palan et al., 2010, p. 55).
	Unfortunately, only a few estimates concerning the costs of tax havens exist on a country by country basis. The United States is estimated to lose 72 billion euro a year due to the work of tax havens, with the Netherlands being the US’ most important tax haven. The European Commission estimated that the costs of tax avoidance and evasion costs states a trillion euro globally, and affects virtually all states (European Commission, 2012). According to Weyzig, about 70% of the Dutch FDI comes from EU member states and other high income states, excluding the BRICSM[footnoteRef:2] (Weyzig, 2014, p .100). While there are no exact numbers on which direct investments are channeled from or to SFIs, it is safe to assume that virtually all these states see considerable flows of money routed through the Netherlands for tax purposes only.  [2:  BRICMS is an acronym for Brazil, Russia, India, China, South Africa and Mexico] 

	There is sufficient evidence that other, powerful, states are experiencing negative financial consequences of the Dutch preferential tax regime. This thesis acknowledges the fact that without the harmful tax characteristics of the Dutch tax regime a great deal of the losses of other states would still exist, as TNCs will be looking for other ways to minimize tax payments. The Netherlands, however, have put themselves in a sweet spot. As established in paragraph 5.1.1, the Dutch economy is not significantly profiting from their preferential tax regime, but they are making other states suffer, giving the Dutch state a relative advantage. There are also some states which seem to profit from the Dutch preferential tax regime, but these are, in general, other (smaller) tax havens which profit from the fact they have a signed tax treaty with the Netherlands.  
	Given the facts presented above, this thesis concludes that the Netherlands gains wealth and therefore power in relative terms due to the characteristics of its tax regime. While the absolute gains are arguably nonexistent, the Dutch state is one of the few states which is not losing considerate amounts of money due to its tax haven characteristics, giving the Netherlands a comparative advantage to other states. 
Derived from neomercantilist theory OH2 was presented in this theses
OH2: If the Dutch preferential tax regime yields relative state profits it is more likely to persist under domestic and international political pressure 
Based on the evidence presented in paragraph 5.1.2 this thesis finds OH2 confirmed.
[bookmark: _Toc409160208]5.1.3 Hegemonic pressure on the Netherlands 
The harmful tax characteristics of the Dutch tax regime have not gone unnoticed. In contemporary times, two political institutions have particularly put pressure on the Dutch government the past two decades to change the Dutch preferential tax regime: most prominently the OECD and to a lesser extent the European Commission (EC). There have been, however, more attempts to address the problems concerning the Dutch involvement in tax avoidance in the past. Most prominently, the United States has been looking to counter tax avoidance since the end of the 1970s. During this period, Dutch – American fiscal relations were characterized by debate about the Netherlands Antilles route. 
The Netherlands Antilles route had become salient in US policies as the Netherlands Antilles was accused to be used for treaty shopping and tax evasion on a wide scale by US companies. While the United States did not have a tax treaty with the Netherlands Antilles, it did have an income tax treaty with the Netherlands, which included the possibility of extending the tax treaty from both the Netherlands and the US to their lands overseas upon request (Schoeller, 1988, p. 496). The treaty was extended in 1959 upon request of the Antillean Government (ibid.). Ironically, it was the Kennedy administration which encouraged the extension, as the US government hoped to lower the rates of loans for US corporations (Palan et al., 2010, p. 144). The Netherlands Antilles seemed particularly interesting for US companies trying to lower their tax payments as it was extremely cheap for American companies to ‘lend’ their money through one of their Antillean subsidiaries. This was called the ‘Dutch Sandwich’, with American companies lending money from offshore finance subsidiaries set up on the Netherlands Antilles. These companies were able to issue tax-free Eurobonds and send the money to the United States, were they did not have to pay taxes due to the Netherlands – United States tax treaty. At the end of the 70s, the United States Government noted that the total amount of money borrowed by US corporations from Antillean subsidiaries had risen from about $1 billion to $16 billion (Gordon 1981, p. 27). In 1980, the Carter administration appointed Richard Gordon to create a report on tax avoidance and fraud by US multinationals. The so-called Gordon rapport was published in 1981 and can be seen as the first serious inquiry about tax avoidance and tax havens (Palan et al, 2006, p. 43). David Rosenbloom, an international tax counsel of the US Treasury department between 1978 and 1981 argued that “I can’t remember any overarching ‘let’s go after the havens’ thing prior to the Gordon report” (Shaxson, 2011, p. 85). 
The Gordon report was particularly critical on the American government for being too decisive in making tax treaties with tax havens:
There does not seem to have been much, if any, consideration of either potential abuse in the negotiation of the existing tax haven treaties, or of whether to permit extension of treaties to the territories of our treaty partners  (Gordon, 1981, p. 7).
In line with this manner of reasoning, Gordon recommended that the US government unilaterally would end adverse treaties, like the one with the Netherlands Antilles. The Netherlands itself was also heavily criticized in the report:
Most well-known tax havens do not have an extensive network of tax treaties. There are, however, some exceptions. Knowledgeable persons consider the Netherlands to be a tax haven, notwithstanding its sophisticated and well administered tax system and high tax rates (ibid., p. 18). 
Gordon repeated the statement that the Netherlands is often considered to be a tax haven multiple times to conclude with ‘[…] the Netherlands will be considered to be a tax haven’ (ibid., p. 148). Gordon concluded that the United States should not have standard treaties with tax havens, and should ‘consider terminating its existing tax haven treaties, particularly those with the Netherlands Antilles and the former United Kingdom territories’. Interestingly, while Gordon classifies the Netherlands as a tax haven throughout the report, recommendations made do not concern the Netherlands despite the Netherlands costing the United States more money according to its own statistics (Gordon, 1981, p. 150).  
	The publication of the Gordon report coincided with the succession of the Carter Administration by the Reagan Administration, which had little interest in following most of the recommendations made (Shaxon, 2011, p. 117). The battle against the Netherlands Antilles route, however, did not end and the United States requested to renegotiate the deal (ibid.). When American tax officials could not reach a renewed deal with the Netherlands Antilles, the United States finally decided to cancel the deal unilaterally in 1988.
	While the Americans unilaterally canceled the tax treaty with the Netherlands Antilles, it was not until 1996 that the Antilles route was permanently shut down. The route was not canceled by the Antilles themselves, as the Dutch government was the one to close the route. ‘It is not that the Antilles earn that much due to the route’ was the Dutch Secretary of Finance Willem Vermeend’s commentary on his decision to end the route (Dutch Government, 1996, p. 3). It is important to keep in mind that due to the fact that the Netherlands were financially responsible for the Netherlands Antilles, the Netherlands had the power to do this. The passive attitude of the US government towards the Dutch authorities is therefore remarkable. The Gordon report was clear about the tax haven characteristics of the Netherlands, the Netherlands Antilles were only able to set up the route seeing the Netherlands – United States tax treaty and the Dutch government had the power to end the route. Yet, there has not been a significant amount of United States pressure put on the Netherlands.
	With the end of the Netherlands Antilles route the real battle against tax havens was just about to start. The Gordon report clearly stated that the United States could not deal with tax havens alone, as unilateral actions would place United States business at comparative disadvantage (Gordon, 1981, p. 9). Instead, the United States was advised to adhere to a multilateral approach (ibid, p. 10). The United States started addressing the problem to other, mainly European, states and found a sympathetic ear from most notably Germany and France (Webb, 2004, p. 799). By the end of the twentieth century, more and more western states were facing economic consequences of far going internationalization. The fear that harmful tax practices of other states would erode the mobile portion of domestic tax bases began to rise as the mobility of capital had become an important feature of the world economy (Nicodème, 2009, p. 756). As tax havens tunneled tax rates of OECD countries, these states were blamed for facilitating capital flows going offshore. The United States, in cooperation with the rest of the G7, felt the time was right to do something about tax evasion and ordered the OECD to start an investigation into the problems surrounding the subject. Hampton and Christensen noted in 2002 (p. 1657) that the end of the 1990s ‘an unprecedented sequence of international initiatives have been taken’ which in potential could significantly alter the offshore finance industry. 
Up to this point, the United States is doing what it is expected to do according to neomercantilist theory as it is using its power to battle tax evasion resulting in losses of tax revenue. The OECD seemed the right organization to exercise its power. The OECD is an international organization founded by 20 industrialized countries in 1961, which now entails 30 member states. Due to its member states all being part of the western, wealthy world it is often described as a ‘country club’. These developed countries ordered their Ministers of Finance in 1996 to ask the OECD to ‘develop measures to counter the distorting effects of harmful tax competition on investment and financing and the consequences for national tax bases’ (OECD, 1996).  The Group of Seven (G7), not coincidentally all members of the OECD, endorsed this on their 1996 summit in Lyon. The G7 wrote the following in its official Communiqué:
Finally, globalization is creating new challenges in the field of tax policy. Tax schemes aimed at attracting financial and other geographically mobile activities can create harmful tax competition between States, carrying risks of distorting trade and investment and could lead to the erosion of national tax bases. We strongly urge the OECD to vigorously pursue its work in this field, aimed at establishing a multilateral approach under which countries could operate individually and collectively to limit the extent of these practices. We will follow closely the progress on work by the OECD, which is due to produce a report by 1998 (OECD, 1998, p. 7).
	The support, or pressure, of the G7 seemed crucial in shaping the OECD’s tax competition project. Most notably, the United States had a leadership role in setting up the tax competition imitative (Jackson, 2010). In 1998, the OECD responded to the Ministers call and published a report called ‘Harmful Tax Competition: An Emerging Global Issue’. The report concluded that ‘tax havens may potentially cause harm to the tax systems of other countries as they facilitate both corporate and individual income tax avoidance and evasion’ (OECD, 1998, p. 22). The report was accepted by every member state, except for Switzerland and Luxembourg, states that are known to exercise a preferential tax regime as well. The start of the OECD Harmful Tax Competition was welcomed particularly by the United States that responded:
The identification of tax havens and potentially harmful tax regimes is a crucial step in preventing distortions that could undermine the benefits of enhanced capital mobility in today’s global economy. We encourage all countries to follow the example set by OECD member countries (…) that have committed to eliminate harmful tax practices (ibid.). 
The statement clearly showed the importance the United States attached to the subject. It also was a first step in pressuring countries to comply with the new OECD standards. A second step would be the so-called naming and shaming process in which the OECD would put jurisdictions meeting the tax havens definition of the 1998 report on a so called blacklist, pressuring them to comply with OECD guidelines. The blacklist would be presented on a progress report which was due in 2000. 
The official position of the Dutch government did not differ radically from the United States, as Vermeend had already emphasized in 1996 that the Netherlands should keep a sharp eye on beggar-thy-neighbor measures of other countries, and explained that the OECD could play a vital role in this (Dutch Government, 1996, p.6). In 1998, Vermeend welcomed the report and emphasized that the Netherlands already implemented most of the recommendations the OECD made (Dutch Government, 1998). Yet in 2000 the OECD published a progress report in which it stated that the Netherlands still had nine provision which were considered harmful, making it the worst OECD member state offender on harmful tax practices (OECD, 2000). 
The 2000 progress report, entitled towards global tax cooperation, can be seen as the first real pressure on the Netherlands concerning their preferential tax regime. There were two main reasons why the report was particularly painful for the Netherlands. Firstly, as an OECD member state the Netherlands was concluded to have nine potentially harmful preferential tax regime characteristics in six different categories, more than any other member state (OECD, 2000). Secondly, both Aruba and the Netherlands Antilles, both part of the Kingdom of the Netherlands, were considered to ‘meet the tax haven criteria of the 1998 report’ (ibid.). As emphasized before, The Netherlands had the legal power to persuade these countries to change their tax laws. They exercised this right and successfully pressured the other parts of the kingdom to confirm to OECD recommendations (Sharman, 2006, p. 123).
	With respect to its own infringements of OECD norms, the Dutch government stayed surprisingly quiet. Governmental officials merely informed the parliament about the next steps the OECD was going to take in the harmful tax competition project (Dutch Government, 2000, p. 9). Despite the calm reaction of Dutch governmental officials, the 2000 progress report can be seen as the first real pressure on the Netherlands from the OECD.  Coincidentally, it would turn out to be the last real pressure in eight years. In 2001, the structure of the OECD harmful tax competition was drastically altered, as the OECD decided to focus on transparency and information exchange, dropping the substance criterion (Kudrle, 2008, pp. 7-8).  Ironically, it was the United States, which had a leadership role in starting the project who was clearly the force behind the 2001 changes (Kudrle, 2008; Sharman, 2008; Wood, 2010). Paul O’Neill, Treasury Secretary of the United States in 2001 welcomed the changes in the OECD and stated that ‘the United States argued for each of these modifications’ (United States Government, 2001). 
The drastic change in OECD policy forced upon by the United States clearly proves that the driving force behind the OECD, and thus behind the pressure put on the Netherlands, was the United States. The radical change in United States policy marked the start of a relatively calm period in which the OECD scaled back the harmful tax practices project drastically. In this period the Netherlands was hardly held accountable for its tax haven characteristics. The Netherlands was already quite transparent, with almost no secrecy laws and after some changes in Dutch legislation the Netherlands was officially no longer exercising any kind of preferential tax regime (OECD, 2004). This period of relative calm ended, however, with the start of the economic crisis. 
 	In May 2009, the White House released a note in which it stated that US corporations were avoiding paying taxes using tax havens. In the official statement the White House reported that ‘nearly one-third of all foreign profits reported by U.S. corporations in 2003 came from just three small, low-tax countries: Bermuda, the Netherlands, and Ireland’ (The Tax Justice Network, 2009). The same day both the Dutch Minister of Finance and the Dutch ambassador rushed out to object against the statement. The United States responded and removed the Netherlands and Ireland from the list stating that it all was based on a ‘misunderstanding’. The statement was, however, picked up by media globally.  
	The comment of US president Obama can be seen as a first declaration of support of the outcome of the G20 summit, which was held a month before. During this summit, the G20 made a commitment to focus on tax policy, prioritizing ‘to maintain the momentum in dealing with tax havens (…) uncooperative jurisdictions’ (Christians, 2010, p. 22). The G20 furthermore stated that it would start taking countermeasures from their next summit in March 2010 onwards (ibid., p. 23). The statements of the G20 can be seen as support for the OECD initiative, which they started to explicitly support in 2008. The White House released a statement of the summit in November which stated that:
Tax authorities, drawing upon the work of relevant bodies such as the Organization for Economic Cooperation and Development (OECD), should continue efforts to promote tax information exchange.  Lack of transparency and a failure to exchange tax information should be vigorously addressed (The White House, 2008).
The G20, thus, again focused on transparency and information exchange. The countermeasures which had been announced focused on making states to sign so-called Tax Information Exchange Agreements. To date, the Netherlands has not faced significant pressure from the United States. 
Given the facts presented above, this thesis concludes that that the Netherlands have received relatively little US pressure concerning its preferential tax regime. Ever since the Gordon report, the United States government has sought to counter the disadvantages posed by tax havens. The United States, however, have changed policies concerning this objective multiple times. Proved is the fact that the United States have been significant in setting up and determining policies followed by the OECD. Up until 2009, the United States have only once pressured the Netherlands to change their tax regime. Seeing the Netherlands is the biggest tax haven for United States companies, the lack of US pressure seems the opposite of what is expected  based on neomercantilism The pressure in the Netherlands has risen again after 2008, when president Obama accused the Netherlands of being a tax haven. Obama, however, came back on these words. The G20, thereafter, focused on transparency and information exchange. Due to this focus on transparency and information exchange, the Netherlands remained remarkably unaffected by governmental organization of which the US is a member state.
Derived from Neomercantilist theory, OH3 was presented in this thesis:
OH3: If the Dutch preferential tax regime is not condemned by the United States,  it is more likely to persist under domestic and international political pressure
Based on the evidence presented in paragraph 5.1.3 this thesis finds OH3 confirmed.
[bookmark: _Toc409160209]5.1.4 Do other states support the Dutch preferential tax regime?
When the Ministers of Finance of the OECD member states decided to ask the OECD to start an investigation into the harmful aspects of tax competition two member states, Luxembourg and Switzerland were eager to work together against OECD involvement in their fiscal structures. These two countries decided to forge an alliance against the OECD its plans, as they were the greatest competitors for financial services among western states (Sharman, 2008, p. 15). Four years later, states targeted by the OECD started to do the same thing. Alliance building against the OECD, thus, was not an uncommon thing to do, and Sharman (2008) argues that small tax havens still exist because of it. The Netherlands, however, seems to have had the support of the United States for most of the time while other countries have been criticized more often.
	The Netherlands was one of the 28 member states to support the OECD from the beginning. Evidence clearly suggest that European states were not happy with the changes made in 2000, as the United States was blamed for abolishing attempts that counter the problems caused by tax competition (Beattie, 2010). The Dutch actually supported the United States in changing the OECD approach (Dutch Government, 2001, p. 2). Due to the new focus on information exchange and transparency, the Dutch government thought their tax regime would no longer be seen as problematic. Due to the revisions of the OECDs its project the Netherlands did not need an alliance to protect its interests, as their interest were in fact supported by the United States.
	While the OECD has not been preoccupied with the Dutch preferential tax regime since 2001, the European Commission has criticized tax avoidance allowing structures more often since the end of the 1990s. Tax competition between member states had been a growing concern for decades but the European Commission had difficulties reaching agreement among member states (Sharman, 2006, p. 21). As the international salience of the negative consequences of tax havens grew, the European Commission started fighting tax avoidance within the European Union parallel to the OECD’s project. In 2001, the European Commission released a report in which it was remarkably critical towards the Dutch tax regime (Vermeulen, 2002). In 2014, the European Commission started a new investigation into the Dutch ruling system as the United Kingdom had complained that TNCs as Starbucks were able to avoid paying British withholding taxes (BBC, 2014). At the moment the Commission is looking into possibilities of regarding these kind of tax rulings to be illegal state aid (Reuters, 2014). 
Based on the evidence presented above, this thesis concludes that there is no evidence that other states have supported the Dutch preferential tax regime. To the contrary, the Netherlands have been criticized by economical competitors. Whereas the United States and the OECD have been concluded to be mostly neutral towards the Dutch preferential tax regime in paragraph 5.1.4, the European Commission, backed by European member states has voiced its concerns on multiple occasions in the past decade. 
Derived from Neomercantilist theory, OH3 was presented in this thesis:
OH4: If the Dutch preferential tax regime is supported by other states in an attempt to balance to the United States of America, it is more likely to persist under domestic and international political pressure 
Based on the evidence presented in paragraph 5.1.4 this thesis finds OH4 rejected.
[bookmark: _Toc409160210]5.1.5 Conclusions on neomercantilism
Based on the past four paragraphs a few conclusions are in order. First of all, the Netherlands does not significantly profit from its tax regime in absolute terms, something that was expected based on neomercantilist theory. The Dutch preferential tax regime does not seem to be designed to gain economically in absolute terms. Due to the fact that virtually all other powerful states are affected negatively by tax havens, the Dutch state finds itself in a relative profitable position. In comparison to other states, the Dutch does gain economically from its preferential tax regime. This supports the neorealist idea that states try to secure survival by execution policies aimed at gaining power in comparison to competing states. The preferential tax regime, however, does also draw attention as it costs other states astonishing amounts in missed tax revenue. 
	With respect to these other states reacting to the Dutch preferential tax regime, this thesis argues that there is no evidence that suggest the Netherlands is supported by powerful other states. To the contrary, the Netherlands is often criticized.  The United States, however, has been remarkably quiet when it comes to explicitly opposing the Dutch preferential tax regime by putting pressure on the Dutch government. While this theoretically proves the from neomercantilism derived hypothesis that there was no significant hegemonic pressure on the Netherlands to change the tax regime, it also poses an important new question. If the Netherlands is the biggest tax haven for American companies, why has there been no considerable amount of US pressure on the Netherlands to change its preferential tax regime? Evidence suggest that the US government was among the first to be concerned about tax havens but for some reason the Netherlands has been spared. This thesis finds that this is not because of alliance building with other powerful states, and therefore has to conclude that the lack of US pressure is an anomaly which greatly undermines the explanatory power of neomercantilism. 
	Four neomercantilist hypotheses have been tested. The results are displayed in table 5.1.	
Table 5.1:Neomercantilist hypotheses tested
	OH1: If the Dutch preferential tax regime yields absolute state profits it is more likely to persist under domestic and international political pressure

OH2: If the Dutch preferential tax regime yields relative state profits it is more likely to persist under domestic and international political pressure

OH3: If the Dutch preferential tax regime is not condemned by the United States of America, it is more likely to persist under domestic and international political pressure

OH4: If the Dutch preferential tax regime is supported by other states in an attempt to balance to the United States, it is more likely to persist under domestic and international pressure

	Rejected






Confirmed






Confirmed





Rejected


[bookmark: _Toc409160211]5.2 Social constructivist explanations
In this paragraph the five operational hypotheses derived from social constructivist theory will be tested. The operational hypotheses will be tested separately, culminating into a judgment on the explanatory power of social constructivism in general.
[bookmark: _Toc409160212]5.2.1 The norm life cycle
While there have been multiple debates about tax avoidance throughout the second half of the twentieth century, the 1990s arguably have been the most important decade for the development of norms against tax avoidance. In general two different groups have tried to voice their concerns about tax havens, in doing so trying to support the emergence of new international taxation norms. The first group consists of states fearing tax competition to be harmful with the United States, France and Germany as most notable proponents (Palan et al., 2010, p. 203). The role of the United States started with the first serious enquiry about tax avoidance made possible by tax havens, which is known as the Gordon report of 1981. The United States role continued when the Clinton administration took a leading role in the start of the harmful taxation project of the OECD. Secondly, tax avoidance also raised concerns of non-governmental tax activist, which were agitated against the opportunities that economic globalization gave to TNCs and wealthy individuals to avoid taxation (Webb, 2004, p. 808).
	Realists have often described the start of a harmful taxation campaign as a response to declining tax revenue due to globalization. Webb and Stewart, however, conclude that this was not necessarily the case, as corporate and personal tax revenues were actually rising (2003, p. 11). The fear that the increased mobility of capital would be harmful was based on liberal economic theory that anticipated that taxes on capital would cause capital to ‘flee’ to lower taxed jurisdictions (Webb, 2003, p. 795). The OECD supported this view and warned its members in a 1991 report called ‘Taxing Profits in a Global Economy’ that raising taxes would discourage investment (ibid.).
	The OECD had an important role in confirming earlier suspicions of wealthy member states that tax revenues might drop due to tax havens. Up until the 1990s, tax havens were mostly criticized for their role in money laundering of drugs money. For this particular reason, the United States had set up the FATF to counter money laundering through tax havens by opting for more transparency. The idea that tax havens could hurt tax revenues significantly was received with suspicion by powerful states, but not unknown by the United States. When in 1993 the Clinton administration came to power, the United States started to switch tactics in countering tax avoidance. The newly installed democratic party government, representing the lower and middle class, felt that the time was right for a multilateral against tax havens and decided to act upon a recommendation of the Gordon report which stated that the United States could not deal with tax havens unitarily (Gordon, 1981, p. 9).  
The United States already led unilaterally actions against tax avoidance and found sympathetic ears of left-of-center governments in Germany and France to move to a multilateral approach (Palan et al., 2010, p. 204). These countries were afraid that intra-European Union competition could erode corporate and personal tax bases (Kudrle, 2008, p. 1). From this moment onwards, these states started seeking for the ideal organizational platform to promote new taxation norms. While it is generally agreed that the United States had a leadership role in setting up a campaign against tax havens, it is difficult to find evidence suggesting that this was the case prior to the 1996 G6 meeting in Lyon, France. Evidence suggest, however, that the United States, along with Germany and France convinced the rest of the G7 that it was time to do something about tax havens. The G7 was in favor of new norms on tax competition have looked purposely for the best organizational platform to voice their concerns and solutions. The OECD seemed practical because of its rich technical experience in taxation as well as banking and finance (Sharman, 2006, p. 143). A former special adviser of the United States Treasury Secretary furthermore explained that the G7 deliberately did not want the World Trade Organization, another candidate to entrust the harmful tax competition project with, to take on the project as these states were afraid this would severely weaken the effectiveness and increase the time needed to find consensus, due to the higher amount of member states (Sharman, 2007, p. 49). The G7, thus, trusted the OECD with the project, which was requested to research harmful tax competition in 1996 (OECD, 1998). 
The 1990s seemed to offer a collective response to the problems caused by harmful tax competition. This thesis poses that the Clinton administration can be seen as a norm entrepreneur for new tax norms regarding fair taxation. It was this administration, who argued that it was time for a new, more comprehensive approach to the problems the United States was already fighting unilaterally (Sharman, 2006, p. 17). The United States found allies within the G7, as new left-of-center governments were also facing the same problems. These states can therefore be seen as norm leaders, as they, together with the United States, started to seek support for new tax norms countering tax evasion. 
A tipping point occurred when the G7 got 28 of the 30 Ministers of Finance of OECD member states to order the OECD to start an investigation into the characteristics of harmful tax competition. An order, to which the OECD responded in 1998, when it published the 1998 report on harmful tax competition. 
Derived from social constructivism the following sub hypothesis was presented:
OSH1: If norm entrepreneurs and leaders succeed in institutionalizing a norm into an international organization, a tipping point is more likely to occur 
Based on the evidence presented in paragraph 5.2.1, this thesis finds OSH1 confirmed.
In the 1998 report the OECD concluded that five characteristics of tax competition could be seen as potentially harmful. According to the OECD (1998, p. 16), tax competition 
1. distorts financial and, indirectly, real investment flows;
2. undermines the integrity and fairness of tax structures;
3. discourages compliance by all taxpayers;
4. competition diminishes global welfare;
5. competition erodes the fairness of the tax system and undermines taxpayer confidence in the integrity of the tax system.
For the reasons mentioned above, the OECD started a campaign to socialize both nonmember and member states in complying with new OECD standards. The OECD had a long standing history of promoting liberal values, but chose a new mechanism through which it would socialize disobedient states into complying with OECD rules: naming and shaming. In the 1998 report the OECD (1998, p. 23) published a definition to which it would test both member and nonmember jurisdictions and defined tax havens as tax jurisdictions which
· have no or only nominal taxes
· lack effective exchange of information
· lack transparency
· accommodate corporations with no substantial activities located in the jurisdiction 
Jurisdictions meeting the definition would be put on a so-called blacklist. Also, jurisdictions that did not meet all four of the requirements, or treated national companies other than multinational companies would be mentioned on a separate list of ‘potentially harmful preferential tax regimes’ (OECD, 1998,). In doing so, the OECD used a rather confrontational approach, socializing states by punishment of a bad reputation rather than reward. The two lists would be presented on a so-called progress report in 2000. 
	Evidence that suggest active socialization can also be found in official statements of the United States government which was earlier identified as norm entrepreneur. Treasury Secretary Summers issued the following statement in 1996: 
The identification of tax havens as potentially harmful tax regimes is a crucial step in preventing distortions that could undermine the benefits of enhanced capital mobility in today’s global economy. (…) We encourage all countries to follow the example set by the OECD member countries (...) that have committed to eliminating harmful tax practices. (United States government, 1996).
The definition presented by the OECD clearly indicated to which kind of new norms the OECD wanted states to comply to. As a promoter of liberal values the OECD was in favor of competition as the OECD traditionally saw globalization as a positive rather than a negative aspect (Webb, 2004, p. 792). The four elements that were used to identify a tax haven were precisely the four elements that could make tax competition harmful tax competition. Those four points were exactly what was ‘wrong’ and ‘erode the fairness of the tax system’ (OECD, 1998, p. 16)
	As mentioned earlier, the Netherlands welcomed the report 1998 and stated that it already fulfilled most of the recommendations and would work on the rest (Dutch Government, 1998). In 2000, however, when the OECD published its first progress report, the Netherlands turned out to be the worst member state offender of new set OECD norms, exercising no less than 9 different potentially harmful tax regimes. The Netherlands Antilles, part of the Kingdom of the Netherlands, was furthermore classified as tax haven, a classification the Netherlands was not happy about (Dutch Government, 2000).
	The progress report of 2000 can be seen as evidence that the OECD was socializing states, by praising and condemning, to adhere to the new set tax norms. The report had a few important implications for the Netherlands. First of all, the Netherlands had to deal with its own classifications of having multiple preferential tax regimes within its borders. Another problem was the fact that the Netherlands Antilles was classified a tax haven. The Netherlands responded by promising to change their own tax laws and pressuring the Netherlands Antilles to do the same (Sharman, 2006, p. 123). 
	The naming and shaming approach of the OECD seemed to be fruitful and the aggressive way of socializing seemed to change norm breakers into norm followers (Sharman, 2008, p. 48). The Netherlands seemed to be socialized as well and the OECD progress report of 2004 concluded that the Netherlands did not have any harmful characteristics anymore and the Netherlands Antilles were no longer officially a tax haven. The Netherlands, the OECD argued,  had abolished or amended all the infringements noted earlier (OECD, 2004). There are a few reasons why the Dutch government could do this so rapidly, most of them will be examined in the next paragraph. Most importantly, the OECD started to focus on secrecy laws and information exchange, which will be discussed in paragraph 5.2.3. From 2000 onwards, the Netherlands did also amend its tax regime, supporting the OECD in its renewed cause.  
Based on the evidence presented in the above this thesis argues that by 2004, the Netherlands was socialized into following OECD tax norms. The Netherlands even pressured the Netherlands Antilles into becoming norm followers. In chapter two this thesis presented the following hypothesis
OSH2: If norm leaders persuade other states to adhere to their new norms through a process of active socialization, it is more likely these states will become norm followers
Based on the evidence presented in paragraph 5.2.1 this thesis finds OSH2 confirmed. 
[bookmark: _Toc409160213]5.2.2 The norm life cycle ends?
As mentioned in paragraph 5.2.3 the OECD progress report of 2004 concluded that the Netherlands did not have any harmful characteristics anymore and the Netherlands Antilles were no longer officially a tax haven. The Netherlands, the OECD argued,  had abolished or amended all the infringements noted earlier (OECD, 2004). More importantly, it seems that the Dutch government has internalized the norms as promoted by the OECD since the 2004 OECD report. Especially the exchange of information and transparency norms are apparent in Dutch fiscal institutions. The fact that the OECD concludes (2004) that the Dutch tax legislation does fully comply to the OECD norms would suggest that OECD tax norms  are in fact internalized into the Dutch state. There are however a few critical remarks in place. The norms the Netherlands complies are in no sense the same norms the OECD started promoting in 1996. There has been a remarkable change in OECD norm diffusion since 2001. The next paragraph will elaborate upon this change. This paragraph has to conclude that norms on fair taxation as proposed by the OECD since 2001 are internalized into Dutch laws, but that these norms are only part of the new norms the OECD initially started promoting. While the norm life cycle on norms on transparency and information exchange may continue, the life cycle of norms on substantiality and tax rate heights is not. The thesis therefore has to conclude that new norms that aimed at battling corporate tax avoidance were abolished and are therefore not internalized into Dutch politics.
Derived from social constructivist theory, OH6 was presented in this thesis:
OH6: If the Dutch preferential tax regime is considered appropriate with reference to the Dutch domestic salient norm as a new norm is not internalized into the Dutch tax legislation, it is more likely to persist under domestic and international political pressure
Based on the evidence presented in paragraph 5.2.2 this thesis finds OH6 confirmed.
[bookmark: _Toc409160214]5.2.3 Did OECD tax norms change to fit with prior existing norms?
In paragraph 5.2.1 this thesis argued that the OECD found a renewed focus in battling tax avoidance, by emphasizing the harmfulness of secrecy laws and a lack of information exchange in 2001. Indeed, the OECD progress report of 2001 had great implications for the distribution of norms on harmful tax completion in general. After the OECD published its 1998 report, states that were threatened to be put on a black list, started a campaign against the OECD, arguing that the organization treated them unfair as Switzerland and Luxembourg, which abstained from the project, did not get the same treatment (Sharman, 2006). The alleged tax havens also stated that the OECD acted against their own norms of state sovereignty and liberal capitalism (Webb, 2004, p. 803). These states gained support from an unexpected side as the project was about to be altered significantly. The United States, which this thesis earlier identified as norm entrepreneur, radically changed its position on harmful tax competition in 2001. An alteration which was perhaps foreseen by other agents concerned with tax completion.  
	As the negative consequences of tax avoidance became more widely known, other, non-state, agents became worried about the consequences of tax havens as well. Organizations as Oxfam, ATTAC, and Tax Justice were among the first NGOs to voice their concerns (See: ATTAC France, 2000; Oxfam, 2000; Tax Justice Network 2003). The World Social Forum, the counterpart of the World Economic Forum, of 2001 called for ‘the closure of tax havens’.  These organizations, however, were not eager to work with the OECD, as these organizations often see the OECD as an organization promoting the ultimate cause of tax havens: neoliberalism (Webb, 2004, p. 808). Neoliberal norms mostly concern free market capitalism and thus anticipate sovereign states to not interfere with the logic of the free market. Oxfam, one of the few organizations to recognize the OECD’s Harmful Tax Competition project, was critical of the project and stated that it was afraid it would end as ‘yet another example of rich countries defining the terms of debate [..] and standards’ and argued that ‘work on offshore should have poverty reduction and human development goals at the center’ (Oxfam, 2000). These goals, however, were ‘entirely absent’ from the OECD campaign (Webb, 2004, p. 809). While the OECD stated in its 2000 progress report that it had been ‘in dialogue […] with civil society since the 1998 report’, it seems that civil society did not influence the OECD project in a significant way (Webb, 2004, p. 794). 
While the OECD project started remarkably aggressive with its naming and shaming approach, the project gained more and more criticism over the years. In 2000, just after the publication of the 2000 progress report, Dick Amey, House Majority Leader for the republicans, wrote a letter to Lawrence Summers arguing that:
Sovereign nations should be free to determine their own tax policies. American citizens would not respond well if other countries tried to dictate our tax laws, and it hardly seems right for us to participate in a campaign to force other nations to change their tax laws (Tax News, 2000, p. 1).
American senators, thus, started to feel that the OECD used inappropriate means that conflicted with the long standing norm of state sovereignty (Sharman, 2006, p. 83). The OECD had always respected state sovereignty, making decisions on an inclusive, consensual basis. The top-down naming and shaming approach seemed to be the opposite of that. While Lawrence Summers did not agree with Amey’s line of arguing, his successor, Paul O’Neil of the Bush administration, took a remarkable step by effectively abolishing most of the OECD project:
The United States does not support efforts to dictate to any country what its own tax rates or tax system should be, and will not participate in any initiative to harmonize world tax systems (…) concerns about the potentially unfair treatment of some non-OECD countries (American Treasury, 2001).
Again, the United States argued that sovereign states should be able to decide on their own tax rates. Tax havens, in collaboration with the United States, also started to argue that the OECD was acting inappropriate in accordance with neoliberal, capitalist, norms (Webb, p. 813). The organization, which was often described as a promoter of neoliberal norms, was now actually discouraging competition. This, too, awakened irritation within the United States: 
The United States simply has no interest in stifling the competition that forces governments - like businesses - to create efficiencies. In fact, the Administration is actively working to lower tax rates for all Americans (ibid.)
Through all known reports on the matter, the conclusion that the United States was the leading force behind the changes that would occur in the OECD harmful tax competition project in 2001 is invariably present (Nicodeme, 2004; Payne, 2005; Webb, 2004; Wood, 2012). We have already established, however, that the United Sates was the leading force behind the initial tax competition initiative, and the naming and shaming as a way to socialize states. This clearly proves the role as norm entrepreneur of the Clinton administrator, as with the succession by the bush administration the OECD project went in a whole different direction. 
The confrontation by the Bush administration led to drastic modifications to the harmful tax competition project. These changes were clearly apparent in the 2001 progress report. The OECD no longer aimed to stop harmful tax ‘competition’ but rather wanted to end harmful tax ‘practices’ (OECD, 2001). One OECD official stated ‘as an economist, how can you say anything bad about competition?’(Sharman, 2007, p. 50). The OECD furthermore relieved uncooperative tax havens from sanctions and extended deadlines for compliance. The biggest change however, was in the OECD its definition of tax havens (ibid.). Two of the four characteristics on which the OECD had based its definition in the 1998 report were effectively removed. The OECD (2001, p. 7) stressed that no or nominal taxation could never been sufficient in characterizing a state as tax haven, thereby explicitly supporting the sovereignty norm : 
The OECD recognizes that every jurisdiction has a right to determine whether to impose direct taxes and, if so, to determine the appropriate tax rate’ (OECD, p. 7). 
This thesis argues that this proves the strength of the sovereignty norm, and clearly proves that the OECD adjusted tax norms to be able to coexist with preexisting norms, in this case the state sovereignty norm. This change was in  line with the newly articulated goal which was ‘promoting tax competition’, while combating anti-competitive practices that undercut the benefits that tax competition generates (ibid., p. 4). This perfectly matches the capitalist, neoliberal norms the OECD has been promoting since its foundation (Webb, 2004). 
The second criterion that was altered was the substantial criterion, in which case the OECD concluded that it was difficult to determine whether activities were substantial or not, and therefore dropped the criterion as a method to determine whether a tax haven was uncooperative or not (ibid, p. 9). The that point onwards, the OECD demanded countries to offer domestic companies the same opportunities as international companies, consistent with the neoliberal norm of opting for level playing fields. Without a norm on substance however, governments can hardly do anything about harm to corporate tax revenues caused by tax havens (Webb, 2004, p. 816). 
The change of position of the United States government was criticized by multiple European countries, stating that the United States walked away from the planet’s problem (Beattie, 2001, p. 1). The Minister of Finance of the Netherlands, however, was far less judgmental to the altered position of the United States. Minister of Finance Gerrit Zalm explained in the Dutch parliament that the Dutch government did not see the necessity of reorienting the tax haven project, but could accept the ‘minor’ revisions as expected in the new compromise (Dutch Government, 2001, p. 2). In an earlier stage, just after the publication of the 2000 progress report, the Dutch Government already noted that they were very much in favor of a less conflicting approach: 
The Netherlands have always actively supported the shift from a confronting approach to a more constructive approach in which there is more room to develop a framework in which competition is allowed (Dutch Government, 2000).
As the OECD project on harmful tax practices was altered, the new role of the OECD had become the promotion of norms on transparency, which are generally considered to be key characteristics of liberal ideology (Webb, 2004, p. 811). This had a few important implications for the Netherlands. First of all, as the criterion on substance was dropped, the many SFIs within the Netherlands were not considered harmful, as long as domestic companies had the same benefits. Better yet, from the 2004 progress report on the Netherlands did not have any preferential tax regime anymore according to the OECD (OECD, 2004). 
The conclusion of the OECD that the Netherlands did not match the criteria to be considered a tax haven fiercely contradicted the conclusion of several other NGOs. The different outcomes are perfectly explainable when keeping the last paragraph in mind. The OECD started the harmful taxation project in 1998, de facto promoting four different types of norms. At the beginning of the 2000s, small states in consultation with the United States, had successfully argued that two of these norms conflicted with norms of sovereignty and other widely spread capitalist, free market norms. The OECD therefore cannot be seen as a norm promoter anymore on norms on substance of corporations and levels of corporate taxation, which happen to be precisely the norms the Dutch government was violating. 
In 2006, SOMO (p. 65) concluded that the Netherlands can be considered a tax haven as it ‘deliberately offers companies who would not otherwise seek to be resident within its
territory the means to reduce their taxation charges on royalties, interest, dividends and capital gains received from subsidiary companies’. One could argue that the difference between the OECD’s and SOMO’s perception of what is a tax haven can be brought down to definition differences. Yet it seems to be a difference in normative standpoints. From an OECD point of view, attracting companies ‘that otherwise would not resident within its territory’ by offering them the means to reduce taxation could be perfectly explained as a healthy competition. SOMO, and with SOMO other organizations as Oxfam, The Tax Justice Network and many other NGOs see this as ‘harmful’. Since the 2001 report, the OECD did not see this as harmful anymore, effectively removing the corporate dimension of its project on harmful taxation (Kudrle, 2008, p. 7; Blum, 2005, p. 598).
While the OECD has abandoned norms on company substance and national taxation, different NGOs have continued to emphasize the importance of these norms. Within the Netherlands, SOMO seems to be the most significant in Dutch politics. Different reports of SOMO have become apparent in Dutch political discussions, being subject of debates in the Dutch parliament on at least 12 different occasions since 2006. Six of these occasions have taken place in the last two years. While the discussions on the Netherlands as a tax haven seem to emerge more frequently, there has not yet been any change in Dutch tax legislation that could be seen as a result of a normative change in Dutch tax politics.
	When analyzing discussions in the Dutch parliament, arguments in favor of modifications to the Dutch tax regime are often countered by arguments that the Netherlands should be protective of its investment climate (Dutch government 1996; 2011). As concluded in chapter four however, the benefits of the Dutch preferential regime are uncertain. These type of arguments therefore seem to reflect a normative rather than an objective reality. First indications make this investigation to believe that the same neoliberal norms that made the OECD change its project are also making the Netherlands choose its tax regime over a tax regime less vulnerable to tax avoidance. Further research should investigate to which extent this is the case.
	To conclude, in 1998, the OECD decided to promote new tax norms to counter tax ‘harmful ‘competition, trying to aggressively socialize both member and nonmember states to adhere to these new norms. Two of these norms, which considered the substance of corporations and the level of corporate taxation in general, conflicted with long standing neoliberal norms and norms on state sovereignty, which in turn were previously promoted by the OECD itself. The OECD adjusted these norms to fit with these preexisting norms. As a result, it started focusing on two other norms concerning transparency and information exchange. These norms seem to have more chance of being internalized by a great community of states, especially for the Netherlands, which has always spoken positively about information exchange and abolishing secrecy laws of other jurisdictions. The Netherlands, thus, seem to have been able to maintain a preferential tax regime as the discourse about tax havens on an international stage has been influenced by liberal ideology, stressing norms on transparency and information exchange. 
Derived from social constructivist theory, OH6 was presented in this thesis:
OH6: If the Dutch preferential tax regime is considered appropriate as international norms have been localized to be able to coexist with preexisting norms, it is more likely to persist under domestic and international political pressure
Based on the evidence presented in paragraph 5.2.3 this thesis finds OH7 confirmed.
[bookmark: _Toc409160215]5.2.4 The Dutch reputation
It has become rather a Pavlov type of reaction that whenever NGOs, IOs or the media characterize the Netherlands as a tax haven, a Dutch government official will deny anything of the sort. This, however has not always been the case. On the 17th of May 1979, the Dutch Minister of Netherlands-Antillean matters, stated that 
For many companies (…) the Netherland also is a type of tax haven, due to working of the participation exemption (Dutch Government, 1979, p. 52).
The comments of the Dutch minister would be topic of discussion later that year, with the Secretary of Finance stating that there are many different points of view on what a tax haven is, and his point of view was that the Netherlands was not one (ibid.). The statement, however, would turn out to be the only time Dutch government officials confirming the Netherlands to be a tax haven. 
	The statements made by the Dutch minister should be seen in the light of less salience of the negative consequences of tax avoidance. In the time before the publication of the Gordon report, the tax policies of the Netherlands had not yet been topic of international debate. The Dutch government, however, would get very careful in their statements about tax havens later on. In 1995, the Dutch minister of Finance wrote to the Dutch parliament that:
The Netherlands should not (want to) advertise itself as (partial) tax haven, most notably because of the negative way this would affect treaty negotiations (Dutch Government, 1995, p. 11).
The statement by the Minister indicated that the Netherlands strategically tried to distance itself from tax haven characteristics. The statement furthermore implies that this should be done by words rather than policy. This view is supported by the words of the Secretary of Finance Frans Weekers and Minister of Foreign Trade and Development Lilianne Ploumen, who stated that:
It is evident that accusations about the Netherlands being a tax haven have become present more frequently the past few years in national political discussions and the media. The government regrets this as discussion about our fiscal regime and the associated inherent uncertainty about possible changes coming to this regime can cause unnecessary turmoil. That kind of turmoil makes the Netherlands less attractive or investments (Dutch Government, 2013, p. 10).  
The statements made by the Dutch representatives are directly in favor of the social constructivist interpretation of state reputation as they imply that the objective facts of the Dutch regime are not responsible for possible turmoil, but rather the social context in which these facts are put. These findings are supported by the Gordon report as published in 1981:
The term ‘tax haven’ may also be defined by a “smell” or reputation test: a country is a tax haven if it looks like one and if it is considered to be one by those who care. Many publications identify jurisdictions as tax havens, and the same jurisdictions generally appear on all of the lists (Gordon, 1981, p. 13).
Brute facts are therefore no absolute criterion for being called a tax haven. Indeed, the Gordon report of 1981 did conclude the Netherlands to be a tax haven, but the United States government did not characterize the Netherlands to be a tax haven until 2009. Furthermore, the United States came back on their word the same day. 
Other important evidence that support the social constructivist interpretation of reputation can be found in the notable differences between tax haven lists made by governmental organizations and nongovernmental organizations. While the Netherlands is named a tax haven by various organizations (Actionaid 2011; Gordon, 1981; International Bureau of Documentation, 1977; SOMO, 2006; Tax Justice The Netherlands, 2011; Weyzig, 2013; Oxfam Novib, 2013), it has never been called a tax haven by a state. This clearly indicates a discrepancy between how states and nongovernmental actors perceive tax havens. When Obama changed his statement about the Netherlands, Ireland, and Bermuda being tax havens, the White House released a new note without the Netherlands and Ireland, but with Bermuda still on it. This thesis argues that  this can be explained on the basis of reputational differences between the Netherlands and Ireland on the one hand, and Bermuda on the other.
Over the years the Netherlands has adapted changes to its tax regime a number of times. Most notably, the Dutch government was forced to revise its tax ruling system in 2001 after the OECD had declared it potentially harmful. The European Commission has furthermore heavily criticized Dutch infringements of the European code of conduct concerning tax avoidance. As a result, the Dutch tax regime has been revised multiple times the past decade. In 2006, SOMO (p. 61) argued that these revisions were mostly to ensure they would dodge further pressure, not to end the tax avoidance structures TNCs had set up in the Netherlands. Indeed, SOMO (2006, p. 58) concluded that the Dutch government ‘remains committed to the use of the Netherlands as a tax haven by companies whose parent organization is resident elsewhere’.
Based on statements made by government officials, this thesis concludes that the Netherlands does think of its reputation when designing state policy and acts in ways to make sure it is perceived in a positive manner. The fact that tax havens seem to be identified by a ‘smelling’ test and no state has ever defined the Netherlands to be a tax haven shows that these tactics have worked in the sense that governmental organizations perceive the Dutch tax regime in a more positive manner than nongovernmental organizations. The Dutch have been able to change its tax regime in a more or less cosmetic manner, satisfying both the OECD as the European Commission, without abolishing its preferential tax regime.
Derived from social constructivist theory, OH6 was presented in this thesis:
OH8: If specific state policy is appropriate as the reputation the specific state enjoys makes it considered appropriate, it is more likely to persist under domestic and international  political pressure. 
Based on the evidence presented in paragraph 5.2.4 this thesis finds OH8 confirmed.
5.2.5 Conclusions on social constructivist theory
Based on the past four paragraphs a few conclusions are in order. First of all, the norm life cycle did seem to have occurred with the United States promoting new norms on taxation. The United States found a sympathetic ear in powerful European member states which made the norm life cycle progress to the second stage. During the second stage, however, the norms which the OECD was promoting changed. While Finnemore and Sikkink did not anticipate changing norms, Achary argued that norms can be actively modified to avoid conflicts with preexisting norms. Evidence suggest that this is exactly what happened, as norms on OECD norms on tax avoidance have been changed to fit with neoliberal norms. The OECD project has been altered significantly within five5 years and norms conflicting with free market competition and state sovereignty repealed.  Indeed, the OECD campaign seems to be hollowed out, as without these norms the corporate dimension of the project aimed at countering corporate tax avoidance has been removed completely.
	Another conclusion of this thesis is that reputation is not an asset, as it used in the rationalist sense, but rather a relational object. The Netherlands has tried to influence its reputation and evidence suggest that states have used a ‘smelling test’ rather than an objective test to identify tax havens. This can be witnessed in for example the great discrepancies between lists of tax havens made by governmental and nongovernmental organizations. It can furthermore be witnessed when looking at the OECD and European Commission, as they have approved adjustments to the Dutch tax regime which have be found to be merely cosmetic. 
	Five social constructivist hypotheses have been tested. As all hypotheses derived from social constructivism have been found confirmed, this thesis argues that is has great explanatory power. The results of the hypotheses testing are displayed in table 5.2.



Table 5.2: Social constructivist hypotheses tested 
	SH1: If norm entrepreneurs and norm leaders succeed in institutionalizing a  norm into an international organization, a tipping point is more likely to occur

SH2: If norm leaders persuade other states to adhere to their new norms through a process of active socialization, it is more likely these states will become norm followers

OH5: If the Dutch preferential tax regime is considered appropriate with reference to the Dutch domestic salient norm as a new norm is not internalized into the Dutch tax legislation, it is more likely to persist under domestic and international political pressure

OH6: if the Dutch preferential tax regime is considered appropriate as international norms have been localized to be able to coexist with preexisting norms, it is more likely to persist under domestic and international political pressure

OH7: If specific state policy is appropriate as the reputation the specific state enjoys makes it considered appropriate, it is more likely to persist under domestic and international political pressure
	Confirmed






Confirmed





Confirmed









Confirmed








Confirmed





[bookmark: _Toc409160216]6. Conclusion 
In 2012, about 3000 billion euro in foreign investment entered the Netherlands, making it the largest source for FDI in the world. While the Dutch government might argue that this is a direct result of their efforts in creating a ‘fiscally attractive environment for investment’, evidence indicates that the lion share of these investments went to about 12.000 small companies with no or only little substance within the Netherlands itself. The purpose of these investments are clear; large transnational corporations transfer money through these companies to avoid paying a share of their corporate taxes in other jurisdictions. As these companies are merely used as a hub for investment, the money does not stay in the Dutch economy. Most commonly, the these investments are wired to other low tax jurisdictions with whom the Netherlands has double taxation treaties. Indeed, with an astonishing amount of 3500 billion euro in 2012, the Netherlands was also responsible for the highest FDI assets in the world.
	Over the past decades, the negative consequences of tax avoidance due to these kind of structures have become more salient in the international community. Tax avoidance hurts tax revenue of virtually all states, great or small. Developing countries, however, seem to be hurt the most as tax avoidance seems to decrease tax revenue as well as the willingness of developed states to provide aid to developing states. The discontent about tax avoidance was voiced trough different NGOs and a range of states decided to bundle their forces and order the OECD to start a project aimed at reducing harmful tax competition. This particular project would turn out to be the greatest anti-tax haven project initiated to date. 
	As the negative consequences of tax havens were voiced more frequently since the beginning of the OECD project, political pressure on the Netherlands has risen significantly on both the domestic and the international level. Different organizations have voiced their concerns and the OECD has pressured the Netherlands to comply to new OECD norms multiple times. The Dutch preferential tax regime, however, is still intact. This thesis aimed to investigate how this could be the case by juxtaposing two different theories. Based on the gathered evidence, and the testing of nine different hypotheses, this thesis argues that social constructivism has the most explanatory power.
[bookmark: _GoBack]	Neomercantilism, a theory that defines state behavior to be rational with states competing each other for wealth and power, fails to account for numerous of inconsistencies between the theory and the gathered empirical evidence. While neomercantilism asserts that states design policies determined by economic gains, the Netherlands is failing in setting up an effective tax regime aimed at gathering capital. Absolute gains have found to be limited especially considering the amount of 7500 billion euro going through Dutch mailbox companies. The insignificant amount of extra revenue comes with certain costs, as the Dutch preferential tax regime damages both the Dutch reputation as the tax revenue of states that the Netherlands is supporting. The only way the Netherlands is profiting from its preferential tax regime  resultsregime results from the fact that other states are losing great amounts of corporate tax revenue, putting the Netherlands in a comparative advantage. Indeed, relative gains seem to be quite high as tax havens are estimated to inflict more than a billion euro of damage in lost tax revenue globally. 
While the Dutch preferential has increasingly been topic of debate, the United States does not seem to have put a significant amount of pressure on the Dutch government. This is an important piece of evidence, as neomercantilists expect international cooperation to work solely if a hegemon pursues states to do so. While this thesis has found prove that the United States had a leading role in OECD attempts to counter tax avoidance, pressure very rarely was aimed at the Netherlands. While this could be seen as a confirmation of neomercantilst expectations, since without the US pressure the Netherlands was free to maintain its tax regime, it actually does the opposite. As this thesis concluded that the Netherlands did not get any support for its preferential tax regime from other states, the lack of US pressure seems odd considering the Netherlands is responsible for more lost US tax revenue than any other tax haven. Further research should focus on the role the United States played in shaping the OECD anti-tax haven project and why it merely focused on smaller tax havens, exempting the Netherlands from any pressure.
Social constructivism is found to offer a more sophisticated answer to the research question. Analysis guided by social constructivist theory initially focused on the norm life cycle as proposed by Finnemore and Sikkink. While the first two stages seemed to have gone as expected, the norms relevant for the Dutch preferential tax regime were altered before the Netherlands internalized these norms. The persistence of the Dutch preferential tax regime can therefore be explained as prevailing neoliberal norms on free market economy and state sovereignty shaped the international tax haven discussion in a matter that made the international discussion focus on transparency and information exchange, rather than the level of tax rates and substance of companies. The Netherlands, which is often considered a tax haven because of its many unsubstantial mailbox companies and its low tax rates on royalties and interest income, therefore was not considered to be exercising harmful tax practices by the OECD. New norms on tax avoidance are found to be localized to be able to coexist with preexisting neoliberal norms, norms which the OECD formerly was promoting. 
Another important notion derived from social constructivist literature is state reputation as a relational concept.  Evidence presented in this thesis supports the conclusion that reputation is embodied in the belief of others. Indeed, the ‘smell’ test seems an important factor in identifying tax havens. For this reason, the Netherlands has been committed to prevent the idea of the Netherlands as a tax haven by both supporting OECD initiatives and denying to be a tax haven in any kind of way. Over the years, the Dutch government was pressured to amend its preferential tax regime, but changes have mostly been cosmetic. To date, no governmental organizations has ever labeled the Netherlands a tax haven, despite the important and major role the Netherlands plays in international tax avoidance by TNCs.
In conclusion, this thesis argues that social constructivism has the most explanatory power in explaining the persistence of the Dutch preferential tax regime. Prevailing norms have altered the outcome of the largest international project against harmful tax practices to date and state reputations seems to play a vital role in identifying which states are to be considered tax havens, and which ones are not. Neomercantilism, on the other hand, falls short as the Dutch tax regime does not yield considerable profits and international reaction seems remarkably absent. 
The findings presented in this thesis have important implications for when a change in Dutch policy concerning its preferential tax regime can be expected. As economic considerations have been concluded to be unable to explain the prevalence of the preferential tax regime, the amount of profits made are expected to be largely irrelevant in government decisions about the persistence of tax avoidance infrastructures. Agents hoping for a change in Dutch tax policies should therefore be looking for ways into socializing the Netherlands into normative changes. Neoliberal norms seem to be in the way of a sophisticated solution to tax avoidance, as tax competition is seen as a positive consequence of internationalization. 
As with any other thesis, this thesis comes with some limitations that ought to be mentioned. The first limitation which this thesis acknowledges is the immense complexity of the subject. The nature of capital flows is a complicated subject even for specialized economists. Within this thesis, economic terms have therefore not been described on a highly detailed level. The complex nature of international tax planning has another important implication. Economic predictions on, for instance, the costs and benefits of certain tax regimes are never fully accurate, and different scholars often come to different conclusions. While the sources used are therefore not perfect, the evidence is nevertheless arguably strong enough to confirm six of the formed hypothesis, leaving three hypothesis unconfirmed. 
A second limitation has to do with the amount of sources available on the subject. While it is possible to look into most political discussions within a country, there are no such sources describing the negotiations between OECD member states to greater detail. Conclusions based on OECD decisions are therefore mostly based on secondary sources and the exact constriction of different arguments remain unknown.
The last limitation this thesis recognizes concerns the theories used in this thesis. While especially social constructivism seems to offer valuable explanations, other theoretical alternatives remain unexplored. Both theories used in this thesis furthermore to a great extent ignore the role of the group that benefits the most from the existence of tax havens. TNCs are known to profit to an extent that exceeds the profits of tax havens multiple times. This thesis therefore opts for another, broader investigation focusing on the origins of the neoliberal norms that have shaped the outcome of the OECD’s Harmful Tax Competition project. Further research should furthermore aim to investigate the internalization of these norm within the Dutch governmental institutions responsible for the Dutch preferential tax regime. 
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