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TOPIC OF THE WEEK

Will OECD proposals usher in new taxes for shipping? 

A few days ago, one headline caught our immediate attention:

“OECD details sweeping changes to how shipping ought to pay its taxes”.

What have we done as an industry to attract so much attention?

For a couple of years, shipping has been in the crosshairs regarding its growing share of

anthropogenic GHG emissions. We have written extensively about this, and indeed we have to

admit that shipping has – and is - not doing enough to significantly decrease its emissions.

That being said, it is unfair to blame shipping for its emissions as if the industry is on its own

making circles in the oceans going from nowhere to nowhere - shipping is only a derivative of

world trade, which is in turn a derivative of the world economy!

So, yes, shipping should (and will) do better going forward, even if there is a limit to the benefits

of this exercise, which is the growth in demand for shipping.

Anyway, if being targeted for its emissions was not enough, suddenly noises are being made

about shipping not paying its fair share of tax.

So, let us see if this claim has any merit, or if it is just plain spurious.

Back in September, a high-level officer of the OECD in charge of ports and shipping called Olaf

Merk published the following on his twitter account:

“How much does the shipping industry pay in taxes? The worldwide average statutory corporate

income tax rate (all industries) is 24%. The effective income tax rate of the 41 shipping firms listed

at the NYSE over 2010-19 was 2%.”

Pretty damning for the layman, who will say after reading the above that, indeed, it is about time

shipping pays the same tax as other industries.
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Topic of the Week continued

Not so fast, as in fact the above message compares a statutory corporate income tax rate, which is set at 24%, with an effective income

tax rate set at 2%.

The statutory rate is the rate set by the law. For example, in the UK corporate income tax is 18%, while it is 31% in France, 12.5% in

Ireland, 25% in the Netherlands, 21% in the US, and 19% in Japan.

And indeed Mr Merk is correct when he writes that the average statutory corporate income tax rate is 24% worldwide. In fact, it is

24.18% but we will not argue with him for that. What we will argue, however, is this rate is meaningless as hardly any company pays

such a percentage of its profit as tax.

No profits, no tax

Instead, dividing what amount of tax is paid by the corresponding profit gives the effective tax rate, the one mentioned for shipping in

the aforementioned tweet.

Recent research in the US put this effective rate at 11.3% versus a statutory rate of 21%. And of course there are good reasons for the

effective tax rate being lower than the statutory one, for example, depreciation and…losses!

A company recording a loss does not pay corporate tax. Given the fact that dry bulk and tanker companies listed in the US have lost so

much money consistently over the last 10 years, it is perhaps even surprising that their effective rate is as high as 2%.

As we have previously mentioned, dry bulk companies listed in the US have lost an average of $1 billion each over the period 2010-

2019, while the listed tanker companies have lost an average of $0.5 billion each over the same period. Maybe the surprisingly high

effective rate can be explained by a couple of Jones Act companies?

Essentially, then, the OECD is comparing a statutory tax rate that nobody pays to an effective rate paid by many loss-making companies,

in order to conclude that shipping does not pay its fair share of corporate tax!

Now, the global tax problem is not related to shipping and the OECD knows that. In fact, the OECD has embarked on a project called

BESP. BESP stands for Base Erosion and Profit Shifting, and is explained by the OECD as being comprised of: “Tax planning strategies

used by multinational enterprises that exploit gaps and mismatches in tax rules to avoid paying tax.”

2020 ISSUE #41
22/10/2020 TO 28/10/2020

ALPHABULK

© Copyright Alphabulk 2020
Unauthorised redistribution prohibited

Page 2

WEEKLY NEWSLETTER



Topic of the Week continued

This project involves 135 countries and an estimated $240 billion worth of taxes lost through BEPS. One would think that with a number

like that there would be a certain sense of urgency?

Well, the first progress report on the project was published in 2012, while a report with practical recommendations to be implemented

has only just been published in October 2020.

This report is titled “Base Erosion and Profit shifting Project/Tax Challenges Arising from Digitalization”. The report is made up of two

parts. The first excludes shipping from its scope, as explained on page 59:

“It has long been recognised that the characteristics of international air and shipping businesses give rise to special income tax

considerations. Unlike other types of enterprises of one jurisdiction doing business in another jurisdiction, the earnings of international air

and shipping enterprises are based upon the use of vessels in operations between multiple tax jurisdictions, much of the time conducted

outside any tax jurisdiction – that is, on or over the high seas – raising the prospect of either multiple taxation or considerable income

allocation challenges.”

Special circumstances

So shipping is special and rightly enjoys special tax treatments around the world.

The second part of the report introduces Global Anti-Base Erosion (GloBE) rules. These proposed rules will only be applicable if agreed

and voted through by the member states. However, if implemented, they would represent sweeping changes for Multi National

Enterprises (MNEs).

However, in contrast to the headline quoted at the start of this article, it seems highly unlikely anything will change for shipping as the

OECD provides the industry with a “get out of jail” card, as found on page 39:

“However, the unique features of the international shipping industry will require further work on whether, and to what extent, the GloBE

rules should apply to this industry.”

So, it seems that the headline is a clear case of “jumping the gun”. That being said, this stay of execution might be a good time for

shipping to clean itself of a few classic ‘mickey mouse’ schemes that are present in the industry – we could mention, for example, the

‘mickey mouse’ transfer pricing practices like back-to-back charter parties locating the profit in the “right” place, or the ‘mickey mouse’

“as agent only” arrangements!
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More losses, less taxes: US-listed dry bulk company earnings in Q2 2020 ($ million)
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