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Abstract 
Why have developing countries concluded so many double taxation treaties with developed 

countries? Much existing research assumes that this diffusion results from the active pursuit of 

such treaties by developing countries, which have been willing to give up considerable taxing 

rights through them, in order to attract inward investment. This paper uses archival documents 

to examine treaty negotiations between the UK and developing countries during the 1970s. It 

finds that in many cases negotiations were in fact driven by the UK as a means of increasing 

the competitiveness of British firms in developing country markets. It also reveals a divide 

between the tax specialist community, for whom tax treaties were a project to export 

‘acceptable fiscal standards’, and generalists in business and government, for whom they were 

a means of securing lower effective tax rates. When these two groups’ objectives came into 

conflict, it was generally the experts who determined the UK’s policy objectives. 
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1 Introduction 

Bilateral double taxation agreements (DTTs) divide up the right to tax income from cross-

border activity, principally that of multinational companies. Over three thousand have been 

signed in the last half decade, and most have at least one developing country as a signatory.1 

Where investment flows between signatories are asymmetrical, the nature of DTTs means 

that the capital importing country always gives up more taxing rights than it gains (Avi-

Yonah, 2009; Dagan, 2000; Thuronyi, 2010). Developing countries are supposed to accept 

such limitations in the hope of attracting foreign investment, but the evidence for such an 

effect is ambiguous at best (reviewed in Hearson, 2014; IMF, 2014; Sauvant and Sachs, 

2009). 

Why, then, are there so many treaties between developed and developing countries? A few 

academic papers have addressed this question from the perspective of developing countries, 

concluding in general that the spread of treaties cannot be explained purely by the pursuit of 

inward investment through double taxation relief (Christians, 2005; Irish, 1974). However, 

the only systematic empirical study to date is grounded in the conventional understanding in 

which tax treaty diffusion is the result of competition between developing countries seeking 

inward investment (Barthel and Neumayer, 2012). This contrasts to a voluminous literature 

considering alternative reasons for the diffusion of bilateral investment treaties (for example, 

Allee and Peinhardt, 2014; Jandhyala et al., 2011; Poulsen, 2014; Simmons et al., 2006). 

This paper considers tax treaty diffusion from the other side of the dyad. It tests the 

conventional interpretation of Barthel and Neumayer’s model, which follows Simmons et al’s 

(2006) assumption that “while the major capital exporters stand ready with model treaties in 

hand, the decision whether and when to sign is left to the host.”  The UK between 1970 and 

1981 is a most likely case for this interpretation, since it concluded a large number of treaties 

and the pattern of signatures fits well the predictions of Barthel and Neumayer’s model. 

The paper uses civil service documentation released under the United Kingdom’s 30 year rule 

to analyse treaty negotiations during the 1970s. Britain entered into negotiations with about 

40 developing countries during the period 1970-1981, successfully concluding agreements 

with just over half.  Most of these agreements are still in force today. Far from being driven 

by competition between developing countries for inward investment, tax treaty diffusion was 

                                                 
1 Data on tax treaties is taken from IBFD (2014) 
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in a reasonable number of cases the result of a developed country seeking competitive 

advantage for its outward investors in developing country markets. 

The paper argues that stakeholders in the tax treaty-making process in the UK were aligned 

not along the basis of their remits (revenue raising by government versus tax cost mitigating 

by businesses), as might be expected, but rather along the lines of tax specialists versus 

generalists. Competitive pressure in the UK was driven by policy generalists who did not 

have a complete understanding of the effects of tax treaties. Meanwhile, for the epistemic 

community of tax specialists, treaties served a different function, the dissemination of a set of 

international tax rules as an end in itself. Sometimes these groups’ preferences aligned, but at 

others they created conflict within government and within the business community. 

2 Tax treaties and developing countries 

The formal function of tax treaties, reflected in the more commonly used term ‘double 

taxation treaties’, and in the words on the title page of most treaties (‘agreement for the relief 

of double taxation and [in more recent editions] the prevention of fiscal evasion’) is to 

promote trade and investment, by reducing the potential that companies operating in the two 

countries will be taxed twice on the same income. For example, the introduction to the model 

tax treaty developed by the United Nations tax cooperation committee (“the UN model”), 

which is intended as a template for developing countries to use in negotiations with 

developed countries, states: 

Broadly, the general objectives of bilateral tax treaties therefore include the protection of 

taxpayers against double taxation with a view to improving the flow of international trade and 

investment and the transfer of technology (United Nations, 2011: vii).2 

Similarly, the introduction to the OECD Model Tax Convention on Income and Capital (“the 

OECD model”), intended as a template for negotiations between developed countries, 

describes tax treaties as “a means of settling on a uniform basis the most common problems 

that arise in the field of international juridical double taxation” (OECD, 2010: 7). 

To achieve this, treaties set boundaries on when and how each country is entitled to tax a 

resident of one state who earns income or holds capital in the other. Where no treaty exists, a 

country is free to tax any activity that it wishes. A tax treaty is therefore a device through 

                                                 
2 It also makes reference to the aims to “prevent certain types of discrimination as between foreign investors and 

local taxpayers, and to provide a reasonable element of legal and fiscal certainty.” 
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which states voluntarily accept constraints on their fiscal sovereignty. International tax 

practitioners frame this process in terms of the allocation of ‘taxing rights’ between the host 

and home country for a particular piece of income or capital. That states can only tax where 

they have been given the ‘right’ to do so immediately indicates the sacrifice of sovereignty 

entailed by the treaty. 

When a treaty is concluded between two countries between which the flows of people and 

investment are not equal, as between a developing country and a developed country, the 

settlement will have distributional consequences.  Negotiations turn on various qualitative 

and quantitative thresholds, but the parameters set by both the OECD and UN models 

generally mean that a better outcome for the developing country is one that reduces, rather 

than reverses, the shift in the balance of taxing rights away from it. This fiscal cost on the part 

of the capital importer can be justified if it is outweighed by the welfare gains from increased 

inward investment, and if that increase is large enough, the treaty may even result in a fiscal 

gain (Becker and Fuest, 2012; Rixen and Schwarz, 2009). Alternatively, these incentives may 

be altered by strategic interaction between countries, in which case tax treaties are effectively 

tools of tax competition (Baistrocchi, 2008; Barthel and Neumayer, 2012).  

Critical tax scholars point out that capital exporting countries generally take unilateral steps 

to relieve double taxation faced by their resident multinational companies (PWC, 2013). In 

that case, the core rationale for tax treaties is, in Dagan’s (2000) memorable words, “a myth”. 

Tax treaties between developed and developing countries are instead tools through which the 

former shifts much of the burden of double taxation relief onto the latter (Avi-Yonah, 2009; 

Dagan, 2000; Thuronyi, 2010).. If the gains overwhelmingly accrue to the capital exporter, 

we might expect to see a pattern of diffusion driven by variables in that country, rather than 

the capital importer. 

This paper provides evidence for two such alternative hypotheses. First, it demonstrates that 

the quantitative evidence of tax treaty diffusion through competition can in fact be interpreted 

as showing developed countries competing for outward foreign direct investment (FDI) 

opportunities. A tax treaty lowers the tax cost faced by investors from one treaty partner in 

the other. If the capital exporter operates a unilateral credit system for its outward investors, 

as the UK did during the 1970s, lower tax costs in the host will generally lower the credit 

available in the home country, meaning that the benefits accrue to that country’s fisc, and 

there is no change to the competitive position of firms in the host country market. There are, 
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however, non-trivial exceptions to that rule, which are salient here. The first is where 

withholding taxes (WHTs) levied by the host country exceed the amount of credit available in 

the home country; in this circumstance, the lower WHT rates in the treaty do mean lower tax 

costs for the investor. The second example is where a treaty provides a matching credit 

against home country tax for tax incentives received in the host country (also known as ‘tax 

sparing’); this would mean that the benefit of any reduced taxation in the host country 

accrues directly to the investor, rather simply being mopped up by the home country’s tax 

system. Investors able to take advantage of incentives in this way may have significantly 

lower tax costs than those which are not. 

The second argument made in this paper is that, any investment promotion motivations 

notwithstanding, there are other strong motivating factors for the conclusion of tax treaties. 

While political and diplomatic considerations may be one such motivation, they are not the 

focus here. Rather, the paper will show that tax treaties are the policy project of an epistemic 

community, defined as “a network of professionals with recognised expertise and competence 

in a particular domain and an authoritative claim to policy-relevant knowledge” (Haas, 1992: 

3).  The boundaries of an epistemic community are defined and maintained by an internally-

derived set of normative, ontological and epistemological beliefs, against which claims to 

knowledge, including those of policy generalists, are evaluated. The international tax 

community has been described in this way by some writers in the legal literature (Christians, 

2010; Picciotto, 2015; Ring, 2006). Community members, it will be shown, have a different 

motivation for concluding tax treaties to generalists outside the community, and this can lead 

to conflict between the two groups.  

3 Methodology 

The UK is selected using a nested analysis approach (Lieberman, 2005). This begins from a 

quantitative model (in this case, Barthel and Neumayer, 2012) in which a statistically 

significant association has been found. Qualitative case studies selected for theory-testing 

should be those that appear to fit the model well. The time period 1970-1981 is used as it 

begins with the first predictions from the dataset, and ends at a point where most of the 

documentary evidence disclosed 30 years after the closure of files will be available.3 

                                                 
3 A few years gap is needed to allow for some lag between the signature of a treaty and the closure of a civil 

service file relating to the treaty.  
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In Barthel and Neumayer’s estimated Cox proportional hazard model, competition for inward 

investment is associated with tax treaty diffusion. The model is specified as follows: 

ℎ(𝑡|𝑋𝑖𝑗𝑡𝑌𝑖𝑗𝑡) = ℎ0(𝑡)exp(�́�𝑋𝑖𝑗𝑡 + �́�𝑌𝑖𝑗𝑡) 

where ℎ0(𝑡) is the baseline hazard function, 𝑋𝑖𝑗𝑡 represents the control variables, and 𝑌𝑖𝑗𝑡  

represents the spatial lag variables capturing the competition effects; i and j are the two dyad 

members, and t is the year. The predicted survival from this model is the probability that a 

failure event (signing a treaty, in this case) does not occur. It is estimated as: 

�̂�𝑖(𝑡) = [�̂�0(𝑡)]
exp(�̂�𝑋𝑖𝑗𝑡+�̂�𝑌𝑖𝑗𝑡)

 

where �̂�0(𝑡) is the Breslow baseline hazard estimator (Breslow, 1974). 

Case selection over a period of time allows for the application of the method of difference for 

within-(national) case comparisons of individual dyads (Gerring, 2004). Since the dependent 

variable is binary, it is not possible simply to plot the results and identify cases that are ‘on 

and off the line’, the first step in Lieberman’s case selection methodology. Instead, average 

predicted survivals for the country across the time period are calculated separately for the 

dyads within the population that concluded a treaty during the period under study (positive), 

and those that did not (negative).4 

Figure 1 demonstrates that the UK is well-predicted by the model (‘on the line’) because it 

has a lower predicted survival for positive dyads than for negative ones. In the figure, average 

predicted survivals for positive cases for each country are plotted against the equivalent value 

for negative cases for the same country. The sloping line is the 45 degree line, indicating the 

point at which the average predicted survival is equal for both positive and negative cases. 

The UK is well explained, since it appears moderately below the line. It was one of the most 

prolific concluders of tax treaties during the period under consideration and, correspondingly, 

its average predicted survival is among the lowest. The explanatory variable, competitive 

pressure, should be strongly present in these dyads.  

                                                 
4 For positives, the predicted survival in the year of signature is used, while for negatives, the minimum value 

during the decade is used. 
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Figure 1: Mean predicted survival by country, for positive and negative cases, 1970-

1981 

 

To test whether the competition among developing countries is a significant factor in 

conclusion of these treaties, archival data from the UK is used. The UK National Archives’ 

database of files was searched for the terms ‘double tax’ and ‘tax treaty’, yielding 2301 

results. The majority of these were country-specific files originated from the Inland Revenue 

or the Foreign and Commonwealth Office and its predecessors. They include internal civil 

service correspondence, correspondence between countries, and minutes of negotiation 

meetings. This means that they include both the internal thinking of the UK and the 

positioning of the negotiating partner, supplemented on occasions by intelligence about its 

motivations. There are also some files relating to the UK’s general negotiating position, and 

quarterly “state of play” reports on all the UK’s negotiations. 

4 Actors and actions in UK treaty-making 

This section outlines the roles and motivations of different groups of stakeholders in the 

decision-making processes surrounding the UK’s tax treaties. Specifically, it examines the 

preferences of tax treaty specialists in the Inland Revenue, who led negotiations, and in 

businesses; these are contrasted with the preferences of policy generalists, in the rest of 

government and in businesses. It also considers what happened when these different 

preferences created conflict between the two groups.  
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4.1 The tax specialists 

For specialists inside the Inland Revenue, the major causal effect of tax treaties was not, 

despite their formal title of “for the avoidance of double taxation and the prevention of fiscal 

evasion”, the elimination of double taxation (fiscal evasion rarely seems to get a mention, 

either). The reason for this was that the UK, in common with many other countries, had taken 

unilateral steps to prevent double taxation of its firms operating overseas, by giving them a 

credit against their UK tax bill for any taxes paid overseas. 

This view dates back at least to 1957, when an Inland Revenue civil servant wrote that with 

regard to one treaty, “the United Kingdom taxpayer gets very little benefit out of it: he will 

get credit for the tax paid in Colombia against the tax due on the same income in this country 

whether we have an agreement or not.”5 Two decades later, in 1976, a cross-department 

review of the UK’s approach to international double taxation, led by the Inland Revenue, 

made the case even more boldly: “in the absence of an agreement there is no question of 

United Kingdom investors being doubly taxed.” 6 

It is equally clear from the records that the UK was not pursuing through its tax treaty 

negotiations an agenda of shifting the burden of double taxation relief onto developing 

countries. Indeed, on more than one occasion the Revenue repulsed requests to estimate the 

fiscal costs and benefits of tax treaties it had negotiated, even when they originated from 

Ministers. 7 

What then was the purpose of a tax treaty for the Inland Revenue? According to the 1976 

review, the benefits “include protection against fiscal discrimination, the establishment of a 

framework within which the two tax administrations can operate, and the expectation that an 

overseas authority which has negotiated a treaty will at least try to apply it reasonably.” 

“Above all,” wrote the Deputy Chairman of the Board of Inland Revenue in response, treaties 

“impose acceptable standards for allocating profits to branches and subsidiaries and for 

dealing with transfer pricing in countries (some of them within the EEC) where such 

standards would otherwise be absent.”8 

                                                 
5 Letter from DG Daymond, Inland Revenue, 21 January 1957. File ref FCO 371/126504. 
6 “Double taxation relief.” Report to the Paymaster General, 25 February 1976. File ref FCO 59/1459. 
7 For example, Memo from Private Secretary to Financial Secretary, c. October 1974. File ref IR 40/18941; note 

of meeting on 3 May 1976. File ref IR 40/18941. 
8 Memo from Alan J Lord, Inland Revenue, 1 March 1967. File ref FCO 59/1459. 
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For these specialists, tax treaties were tools through which the UK, which had always taken a 

prominent role in the development of the international tax system, ensured the participation 

of other countries in it. This would be especially beneficial for British businesses in the case 

of developing countries, including those newly independent, where, as one official wrote, 

“protection against fiscal discrimination is generally worth more…because they are more 

likely to include deliberately discriminatory fiscal practices in their general law than are 

developed countries.”9 

Importantly, treaties were understood as means to ensure that British firms could be 

competitive when they decided to invest, rather than to make investment in the treaty partner 

more attractive in the first place. This would mean that treaties increased investment from the 

UK to the treaty partner, but not by influencing business decisions; rather, they gave British 

investors a helping hand. This was consistent with Treasury policy at the time, which was to 

limit the impact of outward FDI on the balance of payments.10 The 1976 review concluded 

that the treaty network at that point “neither encourages nor discourages overseas investment 

in fiscal terms compared with domestic investment, except where matching credit is 

provided.” At around this time the Inland Revenue was arguing against conceding Brazil’s 

demands for more comprehensive concessions in a tax treaty on the grounds that the 

concessions “would mean that we were according outward investment a higher priority than 

hitherto with all that that implied for the balance of payments and the domestic economy.”11 

The epistemic community of tax specialists who shared this analysis and these objectives was 

not limited to the Revenue: it extended into the private sector. In December 1971, Alan 

Davies of Rio Tinto Zinc (RTZ), chair of the CBI’s tax committee, wrote to Alan Lord, 

Deputy Chairman of the Board of the Inland Revenue. The letter outlined what Davies saw as 

the limitations of the Revenue’s current approach to consultation, which was to solicit 

comments from industry by letter once negotiations were initiated. Davies cited “a peeved 

feeling on our side that some more confidence would be justified,” and argued for more 

informal discussion about the progress of negotiations.12 

The result was a system of regular quarterly meetings between tax specialists from industry 

groups (the CBI, British Insurance Association and Chamber of British Shipping) at which 

                                                 
9 Memo from A Wilkinson, Inland Revenue, 8 April 1976. File ref IR 40/18941. 
10 Memo from D Hopkins, Inland Revenue, 9 November 1973, referring to remarks by “Mr Wass representing 

the Treasury” at a meeting of 23 July 1973. File ref IR 40/17190. 
11 Memo from C Hubbard, Inland Revenue, 22 December 1974. File ref IR 40/19025. 
12 Letter from AC Davies, Rio Tinto Zinc, 15 December 1971. File ref IR 40/18109. 
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detailed information on the “state of play” in negotiations was divulged, and comments 

sought on specific topics.13 The first such meeting, in March 1972, was attended by RTZ, 

Unilever, Shell, Commercial Union, ICI, British American Tobacco and the CBI secretariat. 

Later in the year the Revenue asked companies for “shopping lists” of treaties with 

developing countries, which they duly supplied. At each meeting, the Inland Revenue 

participants were supplied with a status report on current and planned negotiations, which 

they shared verbally with the business representatives on condition that the information was 

not shared outside of the small, expert group. When negotiations reached a difficult point, 

matters of contention would often be discussed in this forum. For example, the first meeting 

included extensive discussion of Malaysia’s demands concerning shipping taxation and “the 

management fees issue” that had come up in negotiations with Jamaica and Uganda. 

4.2 Policy generalists 

Three categories of non-specialists who engaged with tax treaties are considered here: 

officials from other civil service departments, politicians, and businesses. For these 

stakeholders, tax treaties were also tools to increase the competitiveness of British firms 

abroad, but a lack of detailed taxation knowledge, frequently lamented both by them and by 

the specialists, left them to rely on an understanding that was not necessarily grounded in 

legal and economic analysis. 

Most civil service generalists who engaged with tax treaty matters during the 1970s wanted 

British firms that were eligible for investment-promoting tax relief in developing countries to 

receive a matching (‘tax sparing’) credit against UK tax, to ensure that they could retain the 

benefit of the tax relief when they repatriated their profits. As the 1976 review notes, in 

outlining the priorities of different departments, “the main cash benefit for the investor [from 

a tax treaty] is matching credit for pioneer reliefs.” The difficulty was that this was not the 

Inland Revenue’s priority from tax treaties, and at times (as in the case of Brazil, below) the 

two priorities even came into conflict. 

During late 1972 and 1973, an extraordinary correspondence opened up between the Foreign 

and Commonwealth Office (FCO) and the Board of Trade on one hand, and the Inland 

Revenue on the other. The former were frustrated by their inability to influence the latter’s 

negotiating priorities. At a cross-Whitehall meeting in April 1972, the Revenue had merely 

                                                 
13 File refs IR 40/18109-18111.  
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invited them to submit ‘shopping lists’ for treaties they would like it to negotiate.14 “We have 

already forfeited opportunities for investment in Brazil, notably to the Germans and Japan 

and, as a matter of commercial policy, it is important that we should not place our traders at a 

disadvantage when seeking out investment opportunities in the future,” one official from the 

Board of Trade argued later.15 The Revenue rebuffed this pressure, refusing even to share a 

list of current negotiating priorities or negotiations that were underway, because “a high 

degree of confidentiality attaches to our negotiations with particular countries.”16 The 

reference to confidentiality is telling, because this correspondence took place at the same time 

as the Revenue had begun quarterly meetings with tax specialists from businesses, at which 

exactly this information was disclosed. 

“I find the Inland Revenue’s attitude and behaviour quite extraordinary,” wrote an official in 

the FCO’s financial relations department, as part of correspondence that passed between 

these other departments. “I cannot imagine that any other department in Whitehall would 

behave in this way. Nor would we have allowed any other Department to get away with 

behaviour like this for quite so long. I am quite clear we must call a halt now.”17 

It was not only officials from other departments who had trouble influencing Inland Revenue 

officials: their own ministers faced the same problem. In general, politicians had little 

involvement in tax treaties at all. Negotiators worked within enabling powers set by 

parliament, and would only seek ministerial guidance when making a concession that had not 

previously been given in negotiations. There seems to have been no political involvement in 

the decision with whom to negotiate, and the minister in charge, the Financial Secretary to 

the Treasury, did not usually have sight of a treaty until bringing it before parliament for 

ratification. The technical complexity of tax treaties was inevitably a barrier to effective 

political scrutiny, but this must surely have been combined with the short tenure of Financial 

Secretaries:  eleven different people occupied the position during the 1960s and 1970s, with 

an average tenure of two years. 

The longest serving Finance Secretary, Robert Sheldon, was also the only one for whom the 

Treasury archives record any attempt to scrutinise the activities of his civil servants on their 

treaty making activities. In December 1975, Sheldon was being briefed ahead of a 

                                                 
14 Note of meeting on 20 February 1972. File ref IR 40/17190. 
15 Letter from J Gill, Board of Trade, 15 February 1973. File ref FCO 63/1126. 
16 Letter from A Smallwood, Inland Revenue, 15 March 1973. File ref FCO 59/973. 
17 Memo from D Kerr, FCO, 27 March 1973. File ref FCO 59/973. 
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parliamentary debate at which he was to propose the ratification of several tax treaties. He 

expressed concern that he was expected to propose an agreement in parliament that he had 

not seen beforehand. He suggested that parliamentary approval be dropped, and replaced with 

greater ministerial oversight.18 At a subsequent meeting in May 1976, Sheldon wanted “to 

reassure himself in the absence of quantifiable data that when he is asked to recommend a 

double taxation agreement to the House as a reasonably balanced deal he can happily do 

this.”19 

Meeting notes indicate the difficulty faced by a minister trying to exert some influence over a 

policy area with which he was unfamiliar. During the mid-1970s, the UK had been seeking to 

amend the articles of its treaties covering dividends, to reflect changes to its corporation tax 

system. The civil servant who first briefed Sheldon commented that:  

I got the impression that he does not realise – or did not until I pointed it out to him – that 

double taxation agreements also deal with other matters than dividends…. he seemed surprised 

when I told him we had sixty plus agreements in operation.20 

This lack of understanding is also apparent in the minute of the May 1976 meeting. Sheldon 

questioned “what the OECD Model was and what we would do if it turned out not to provide 

an advantageous pattern for the UK.”21  This question illustrates a lack of basic familiarity 

with the area, and is all the more surprising because Sheldon’s brief would also have included 

ministerial responsibility for the UK’s input into the OECD model. To make matters worse, 

the meeting was cut short before officials could give a full explanation. 

A third category of generalist stakeholder was those within businesses, who directed their 

lobbying efforts towards British embassies and the ministries of trade and investment, with 

some success. An official in the FCO’s Southern Europe department, for example, wrote that 

“UK finance houses and business interests are adamant that we are losing a significant 

amount of business in Spain because there is no double taxation agreement.” 22 Indeed, the 

tension between the Foreign Office and Inland Revenue in the 1970s appears in part to have 

resulted from their engagement with these different business constituencies. Business 

lobbying of the Foreign Office typically came through local (not tax specialist) staff via 

embassies, which reported to the FCO’s geographical departments, which were ‘hammering 

                                                 
18 Memo from unnamed author, c. 3 December 1975. File ref IR 40/18941. 
19 Note of meeting on 3 May 1976. File ref IR 40/18941. 
20 Memo from unnamed author, c. 3 December 1975. File ref IR 40/18941. 
21 Note of meeting on 3 May 1976. File ref IR 40/18941. 
22 Memos from AT Baillie, FCO, 1 November 1972 and 4 April 1973. File ref FCO 59/973. 
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away’ at the Inland Revenue. The Inland Revenue, meanwhile, consulted businesses’ tax 

specialist staff in London.  

In some instances, these private sector tax specialists might have felt the need to sacrifice the 

intellectual purity and consensus of the epistemic project for the sectional interests of their 

own firm, 23 but in others, the business-Revenue consultations were more a strategic 

discussion of how to manage their respective non-specialist constituencies. A memo from the 

CBI to the Department of Trade and Industry, covering a wide range of policy and not written 

by tax specialists, states that tax treaty “negotiations should not be left exclusively to the 

Inland Revenue (whose main concern is naturally the minimisation of losses to the 

Exchequer).”24 However, an apologetic covering note from the chair of the CBI’s tax 

committee to the Inland Revenue accompanying a similar document indicates that the tax 

committee did not always appreciate their non-specialist colleagues’ positioning. “We were 

intending to discuss this question with you before we let the Department of Trade have any 

comments,” it said, but short notice had prevented it.25 The letter continued that  

Our overseas Department receives such requests from the Department of Trade from time to 

time and we are now trying to ensure that any answer is given by the tax experts who attend 

the join CBI/ICC Working Group meetings at Somerset House [the Inland Revenue office] 

rather than by those who are not too familiar with the technical implications. 

Businesses were evidently very keen to influence UK policy. This influence was much more 

effective when a direct approach was made to the Inland Revenue by technical specialists 

who were part of the epistemic community. At the generalist level, businesses were able to 

influence the positions of other parts of government, but this rarely translated into treaties. 

This was partly because those other parts of government, as already discussed, had limited 

influence on the Revenue, but it is also because one part of the private sector undermined the 

other, a fault line that sometimes ran within, rather than between, businesses. 

To summarise the argument of this section, tax treaty-making was seen by all stakeholders as 

a tool to assist British firms with their investments abroad. For the specialist treaty 

negotiators in the Inland Revenue, treaties were a means to disseminate ‘responsible’ tax 

standards, which in turn would protect UK businesses from what they saw as unfair taxation. 

                                                 
23 For example, As the UK and Brazil reopened negotiations in the early 1970s, a tax manager of Rio Tinto 

Zinc, who were preparing major investments in the country, lobbied officials at the Inland Revenue in London 

and at the British Embassy in Brazil. Letter from DP Harlow, 13 October 1971 and note of meeting on 7 

February 1972. File ref IR 40/17189. 
24 CBI memo, 16 September 1974. File ref OD 42/104 
25 Letter from PE Moran, 24 November 1975. File ref IR 40/19097. 
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For generalists elsewhere in government, they were a means to secure tax sparing credits to 

enhance the competitive position of British firms. Unfortunately for the generalists, they had 

trouble influencing an Inland Revenue that did not respect their claims to knowledge. 

Business stakeholders, meanwhile, were divided between specialists who shared the Inland 

Revenue’s outlook and had privileged access as a result, and generalists who lobbied 

elsewhere in Whitehall to reduce the Revenue’s influence. 

5 Case studies 

The previous section demonstrated two different motivations among different stakeholders 

for the UK pursuit of tax treaties. It also illustrated that a tax competition mechanism driven 

by generalists faced a potential ‘firewall’ (Solingen, 2012) if it met with opposition from 

specialists. This section extends the analysis using a within-case comparison. Two pairs of 

individual dyads, selected using the same quantitative methodology outlined earlier, are 

compared to test when and how these different factors were at work in shaping the observed 

outcome of treaty signature. Egypt and Thailand are positive cases, because the model 

predicts signature and indeed a treaty was signed, allowing me to study the causative 

mechanism underlying the apparent diffusion of tax treaties through competition. These are 

compared with Brazil and Nigeria, which are ‘false positives’ in that no treaty was signed 

despite the model’s predictions. It should be possible to identify the ‘firewalls’ that blocked 

the causal mechanism. 

Table 1 gives the predicted survival for the two pairs of cases: the value in 1981 for dyads 

where a treaty was not signed, and in the year of signature where it was. Although the 

predicted survival is higher for Brazil and Nigeria, the two positive cases, than for Thailand 

and Egypt, it is lower in all four cases than the average value in dyads where a treaty was 

signed. This means that even Brazil and Nigeria were more likely to sign a treaty, according 

to the model, than the average country that did sign a treaty. 
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Table 1: predicted survival for within-case comparison 

 Not signed 

(1981) 

Signed 

(Year of signature) 

UK average 0.780 0.695 

Thailand 
 

0.144 

Egypt 
 

0.258 

Brazil 0.617 
 

Nigeria 0.401 
 

Source: own analysis based on Barthel and Neumayer (2012) 

 

5.1 Positive cases: Thailand and Egypt 

The conventional interpretation of these results is that the diffusion of tax treaties is driven by 

competition between developing countries for inward investment, while the alternative 

interpretation tested here is that they were driven by competition among developed countries 

for outward investment opportunities. 

Thailand 

From the 1930s to the 1960s, the British Inland Revenue came under pressure to negotiate 

with Thailand from shipping firms, who faced double taxation because of the form of 

Thailand’s tax on foreign shipping firms.26 It resisted this pressure, because it knew that the 

only terms on which an agreement could be reached would contravene longstanding UK 

policy. By 1961, Thailand had begun to negotiate tax treaties with other countries, but there 

was no interest from British businesses (including shipping, whose concerns had been 

resolved) in a treaty. Speculatively, the UK sent a draft treaty, but there was no response, and 

no follow-up from the UK side. 27 

In the early 1970s, the UK government had started to receive a handful of requests from 

companies, mainly on the grounds that Thailand had by that point concluded tax treaties with 

many competitor countries. After a meeting in 1972 with “the only one who is able to talk 

about Double Taxation Agreements” in Thailand’s revenue department, a British official 

                                                 
26 Thailand taxed them on a gross basis, for which they were not eligible for credit in the UK. File ref IR 

40/17358. 
27 Handwritten note, “Relations with Thailand”. File ref FCO 15/972. 
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concluded that “in principle they would be interested but it was not likely that Thailand 

would take the initiative.”28 

In 1973, negotiations finally kicked off, following a request from the Thai government which 

appears to have been based on a desire for a tax treaty with Hong Kong, a British 

dependency. Thai officials quickly lost interest on hearing that this was not something the 

UK could negotiate, and the British Foreign office asked the Inland Revenue not to pursue 

the matter, as it feared negotiations might interfere with parallel discussions on an investment 

promotion agreement.29 But by this point, having consulted with their contacts in industry, 

the Inland Revenue had become convinced that there was pressure from businesses. The 

Chamber of British Mines attached “special importance” to an agreement with Thailand, 

while the CBI and British Insurance Association had expressed a “strong interest”.30 In 1976, 

following repeated requests by the British, negotiations finally opened and an agreement was 

reached fairly easily after two rounds. 

Notably, the longstanding difference of opinion over shipping proved easy to resolve once the 

UK was set on a treaty. Before finalising the treaty, the Inland Revenue consulted with its tax 

contacts in the shipping industry, who were concerned about the precedent the agreement 

would set. A briefing note for the second round of negotiations stated that, “we have decided, 

after consultation with the General Council of British Shipping, to have no Shipping Article 

in the Convention.31 

Egypt 

Egypt and the UK also exchanged correspondence about tax treaties sporadically during the 

1950s and 1960s, without ever concluding an agreement. In 1970, a letter from the British 

embassy stated that, “I have twice heard suggestions [from businesses] that a general double 

taxation agreement would be both welcome and useful” because some UK firms had faced 

“harsh tax assessments.”32  In February 1971, the UK formally requested negotiations on a 

comprehensive tax treaty, noting that “interest has been expressed by a number of British 

companies.”33 

                                                 
28 Letter from D Montgomery, British Embassy, Bangkok, 5 June 1972. File ref FCO 15/1645. 
29 Correspondence in file IR 40/18456 
30 Letter from IP Gunn, Inland Revenue, 25 September 1974. File ref IR 40/18456. 
31 “Double taxation convention talks with Thailand.” c. October 1976. File ref IR 40/18456. 
32 Letter from MJ Wilmshurst, British Embassy, Cairo, 16 October 1970. File ref IR 40/17378 
33 Letter from British Embassy, 12 February 1971. File ref IR 40/17378. 
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However, the request does not seem to have had the support of the Inland Revenue, whose 

officials observed in an internal memo: 

The importance of a comprehensive agreement with Egypt is not clear. We have not called for 

representations [from industry] as such and neither have any requests been made to us from 

outside concerns apart from BOAC [now British Airways] to take the initiative.34 

The request appears to have met with a similar fate in Egypt. According to a report from the 

embassy: 

a tax official, on discovering that such an agreement would benefit Britain rather than Egypt 

because EgyptAir succeeds in never declaring a profit in London for tax purposes, whereas 

BOAC usually faces a stiff tax bill in Cairo, had decided to sit on the notes and do nothing.35 

The log jam was finally broken four years later, when a joint UK-Egypt economic 

commission was underway, managed by the Department of Trade, covering a variety of areas 

of economic cooperation. The CBI’s position document on the economic commission 

recorded “a wide expression of interest in a double taxation treaty with Egypt and there 

would seem to be little doubt that if a satisfactory agreement can be reached there would be 

substantial interest among those members we have consulted, in investment in Egypt.”36 

The tax treaty was negotiated in one two-week meeting in May 1976. An Inland Revenue 

note indicates that the Egyptians “were willing to be led by us most of the time in the 

drafting” and “for the most part the Egyptians were content” with the British positions.37 

Egypt’s interest in the treaty, however, appears to have been quite weak. The ratification 

process in Egypt dragged on for several years after 1976, during which time it became 

apparent that the treaty’s real immediate impact was in increasing British firms’ competitive 

position. A meeting with a construction firm in 1976 records their frustration that competitor 

firms from treaty countries benefited from ‘tax sparing’ provisions. “They were worried that 

the absence of a treaty would mean them losing an order and not getting a foothold in Egypt.” 

A letter from British Airways in 1978 complains that “BA are now the only major airline in 

Cairo not exempted from Egyptian tax.” 

                                                 
34 Memo from J Johnson, Inland Revenue, 9 March 1972. File ref IR 40/17378. 
35 Letter from MJ Wilmshurst, British Embassy, Cairo, 2 November 1972. File ref FCO 39/1280. 
36 CBI Representations on an Egyptian Double Taxation Agreement. Attached to letter from Paul Moran, CBI, 

19 January 1976. File ref IR 40/19097. 
37 Note on UK/Egypt Double taxation talks, May 1976. File ref IR 40/19097. 
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Observations 

In both cases, discussions that had continued sporadically for some time only became earnest 

negotiations once tax experts in the UK were convinced that British businesses, and 

specifically their fellow tax experts in the private sector, were interested. This interest seems 

to have based primarily on the competitive position of British firms, and in both cases the 

successful negotiations were initiated by the UK. 

5.2 False positives: Brazil and Nigeria 

These are cases in which the competitive pressure model predicts the conclusion of a treaty, 

but no treaty is signed. These examples, in comparison with the positive cases discussed 

above, illustrate that opposition from the tax specialist community can act as a ‘firewall’, 

blocking diffusion through competition when it is mediated through policy generalists. 

Brazil 

The UK devoted far more time and effort to negotiations with Brazil during the 70s than 

almost any other developing country. Talks in 1967 had failed, but they were taken up again 

from 1972, now in the context of Brazil’s ‘economic miracle’, which British businesses 

wanted to be a part of.38 Brazil adopted a ‘take it or leave it’ approach to certain 

unconventional demands. A particularly difficult issue for the UK was Brazil’s insistence that 

the UK grant extensive tax sparing concessions. This would mean crediting the value of a 

Brazilian tax exemption against the UK company’s tax bill as if it had paid full Brazilian tax. 

It would also mean doing the same for the reductions in taxes on cross-border payments that 

were built into the treaty. In the words of a Brazilian negotiator, “whilst Brazil does not want 

the United Kingdom to lose tax, she cannot allow the United Kingdom to collect more tax as 

a result of the convention.”39 

Such a concession required new legislation in the UK, to which the UK conceded in 1976. 

There was also concern, however, at Brazil’s proposed treatment of royalty payments to the 

UK, which would have seen them taxed as foreign payments, but without (as was normal) 

allowing companies to deduct the value of the royalty payments from the profits against 

which they paid tax. This was, effectively, double taxation. 

                                                 
38 Negotiating history summarised in “Brazil Brief 16: Double Taxation Relief Agreement”, 25 August 1974. 

File ref IR 40/19025. The recommencement of negotiations is recorded in file ref IR 40/17189. The civil service 

files include a clipping from the Financial Times discussing Brazil’s “economic miracle”. 
39 F Dornelles, recorded in a note of talks in Brazilia, October 1974. File ref IR 40/19025 
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Several European countries, including France and Germany, had reached agreement with 

Brazil, which both increased the pressure on the Inland Revenue and reduced their leverage 

in negotiations. British companies “are undoubtedly at a competitive disadvantage as 

compared with companies from other countries,” noted a background brief in August 1974.40 

In October 1974, a memo from the Department of Industry to the Inland Revenue pressed the 

case for a treaty, citing “specific evidence of orders being lost by British companies 

apparently because of their relatively lower post-tax returns forcing them to quote higher 

prices in compensation.” With no movement by December, the Department of Trade weighed 

in, beginning a correspondence between its Secretary of State and the Chancellor of the 

Exchequer.41 

The pressure from businesses, then, did not come directly on the Inland Revenue, but via 

other ministries. In fact, tax specialists within British businesses reassured the Revenue that 

they were broadly in agreement with its view that the Brazilian terms were unacceptable.42 At 

one point, an internal Inland Revenue note contrasted the position of “the non-fiscal voices” 

within the CBI with that of “the CBI’s Tax Committee, as a Committee of tax experts.”43 

As the pressure ratcheted up, the Inland Revenue called a special meeting with its regular 

interlocutors, tax specialists within British multinationals. The latter group agreed with the 

Revenue that Brazil’s terms on royalties would be detrimental in the long term, in view of the 

precedent that would be set.  

the CBI Secretariat (but not the Overseas Tax Panel) are well aware of  the powerful trade and 

political pressures in favour of having an agreement (apparently any agreement) with Brazil 

which he [Morant of the CBI] thought could lead to an explosion in the autumn.  His personal 

view was that the Revenue and Treasury Ministers could be under pressures from other 

Ministers which might lead to an agreement, in spite of the unsatisfactory features that had 

been discussed. Much of the pressure is based on ignorance […].44 

Minutes of the meeting and a follow-up letter from the CBI record the industry tax experts’ 

frustration at being unable to correct their colleagues’ “ignorance” because of the confidential 

nature of their meetings with the Inland Revenue.45 

                                                 
40 “Brazil Brief 16: Double Taxation Relief Agreement”, 25 August 1974. File ref IR 40/19025. 
41Letter from P Shore, 12 December 1974. File ref IR 40/19025. (In 1974 the Department of Trade and Industry 

was split into two separate departments) 
42 See for example letter from FN Harvey, CBI, 12 January 1976. File ref IR 40/19025. 
43 Memo from Private Secretary to the Minister of State, 5 May 1976. File ref IR 40/19025. 
44 Memo from AH Smallwood, Inland Revenue, 7 August 1974. 
45 Letter from Paul Moran, CBI, 26 September 1975. File ref IR 40/19025. 
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In 1976, British negotiators were able to travel to Brasilia with their new legislative mandate 

on tax sparing, but with instructions “to refrain from agreeing to the unacceptable features of 

Brazilian law which they wish to enshrine in the treaty, but to avoid a breakdown in the 

talks.”46 The Brazil files stop at the turn of the 1980s, but the same debate continues. In 1992, 

in a separate file, an Inland Revenue official wrote that “Brazil continues to be the big prize: 

but it is not ripe for an immediate approach and what indications there are suggest that it will 

be a difficult nut to crack.”47 

Nigeria 

The story of the UK-Nigeria tax treaty runs for 25 years, from Nigeria’s original request to 

renegotiate a colonial-era agreement in 1963, through to the final signature of a treaty in 

1987. In 1969, the Inland Revenue decided not to pick up a stalled renegotiation, despite the 

High Commission and Foreign Office support.48 Negotiations only began in earnest when 

Nigeria announced the abrogation of all its colonial era tax treaties in 1978, and the 

concurrent imposition of new taxes on air and shipping companies.49 A telegram from the 

Inland Revenue to the British embassy in Lagos noted that the government “is very 

concerned at serious implications of termination of Double Taxation Agreement for British 

airline and shipping companies”, and asked the embassy to request immediate renegotiations 

“in view of the strength of representation already being made here at senior official level and 

the probability of escalation to Ministerial level in the near future.”50 

In the Inland Revenue’s view, the Nigerian draft was “an opening bid from a country which 

has had little recent experience in negotiating double tax conventions” and “would require us 

to make concessions which are far in advance of the terms which other developing countries 

have accepted in treaties with us.”51 Progress was made in the first round of talks, but at the 

second round soon after February 1979 it became apparent to British negotiators that “an 

agreement on the terms offered would have been unattractive in itself and would have served 

as an unfortunate precedent for future agreements.”52 

                                                 
46 Telegram, 24 May 1976. File ref IR 40/19025. 
47 Memo from JB Shepherd, Inland Revenue, 14 July 1992. File ref IR 40/17808. 
48 “Historical background to talks”, 13 September 1978. File ref IR 40/17629, and correspondence in file ref 

FCO 65/1231 
49 The note terminating the Nigeria-UK treaty is dated 29 June 1978. File ref IR 40/17629. 
50 Draft telegram, Inland Revenue, 27 July 1978. File ref IR 40/17629. 
51 “Taxation brief for Mr Barratt’s visit to Nigeria and meeting with the Director of Inland Revenue: December 

1978.” File ref IR 40/17629. 
52 Letter from AP Beauchamp, Inland Revenue, 18 May 1979. File ref IR 40/17630. 
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The main concern was the rate of tax that could be imposed on fees for technical consultancy 

and management services, on which Nigeria had declared what one negotiator explained was 

a “total war”.53 The British economic arguments against taxation of management fees carried 

little weight because Nigeria’s position was to use tax to discourage their payment at all. The 

Revenue discussed the situation in confidence with tax experts within the CBI, who “share 

our reluctance to reach an agreement until the Nigerians make concessions.” The UK position 

did not change after this, but Nigeria did moderate its position, and a new treaty was 

eventually signed in 1987. 

Observations 

The starting point for both Nigeria and Brazil, as with the positive cases, is competitive 

pressure felt by the UK to sign a treaty with the partner country, because of the need for tax 

sparing credits. In each case, British businesses were pushing for a treaty. In all four cases, on 

the UK side at least, this diffusion was driven by generalists, and blocked until an essential 

scope condition – the agreement of the specialists – was present. The difference between the 

positive and false positive cases is that a compromise could be reached that the specialists 

were willing to accept. In both false positive cases, the Revenue consulted with fellow 

specialists in businesses before deciding to reject the other side’s demands. Specialists in the 

civil service and the private sector worked together to counter the pressure on the Revenue 

for a treaty with Brazil, because this particular treaty would undermine their collective policy 

enterprise of the dissemination of ‘acceptable’ fiscal policy. 

6 Conclusion and recommendations 

The UK in the 1970s is a quintessential example of a country whose tax treaty network 

appears from the quantitative data to have been driven by tax competition. This is usually 

assumed in policy and practice to have been competition among developing countries to 

attract British investment. By examining civil service documents, this paper has demonstrated 

that this interpretation is incomplete. In the positive case studies as well as the false positives, 

the data actually seem to have captured competition by the UK for outward investment 

opportunities. This finding may have implications for literature beyond tax treaties, in 

particular on bilateral investment treaties. 

                                                 
53 Letter from DO Olorunlake, Nigerian Federal Inland Revenue Services Department, 17 April 1979. File ref IR 

40/17630. 
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A further disaggregation into different stakeholders allows us to see the scope conditions 

under which this competition effect worked. The difference between the positive and false 

positive cases is whether or not the terms on which agreement could be reached were seen by 

tax experts as constituting “acceptable fiscal standards”, the export of which was for them the 

purpose of tax treaties. Competition and business pressure were only effective in so far as the 

specialists could be persuaded. 

Importantly, the “in group” for decision making within the UK was not defined by 

occupation, but by specialism. Private sector officials who had a tax specialism were brought 

inside the tent, and their views were influential in decisions made by the Inland Revenue in 

the Brazil, Nigeria and Thailand cases. Information readily supplied to the business tax 

experts was at the same time withheld from government officials from other departments on 

the grounds of confidentiality, and their views dismissed as ‘ignorant’. Even the government 

minister supervising tax officials was unable to exert influence because he lacked the 

technical understanding. 

From the standpoint of further research, understanding why developing countries were 

willing to sign tax treaties with countries such as the UK is an important next step. From a 

policy perspective, the analysis outlined here casts some doubt on the effectiveness of tax 

treaties as investment promotion tools for developing countries. The UK view during this 

period seems mixed on the extent to which a treaty might increase the level of investment in a 

developing country. Where there is an anticipated effect, it seems to be based more on British 

firms outcompeting others headquartered elsewhere, which is rather different to creating 

additional total investment in the treaty partner. The British view, as expressed in private at 

least, might give developing countries reason to pause before signing up to a tax treaty at all. 

On the other hand, the talk of exporting ‘acceptable fiscal standards’, does indicate a 

perception problem faced by developing countries. It implies that their approach to taxing 

multinational investors was seen as arbitrary, unfair or unreasonable. A tax treaty might in 

those circumstances have acted as a credible commitment device to indicate that they 

understood and were willing to apply international standards. While any tangible treaty 

benefits accrue only to firms based in the treaty partner, the intangible benefits indicate a 

commitment to abide by these standards, and may send a signal to firms beyond those based 

in the treaty partner.  



British tax treaties with developing countries OUCBT doctoral meeting 

- 22 - 

The UK’s treaties with Egypt and Thailand, and the eventual treaty with Nigeria, are still in 

force today, some 30 to 40 years after they were signed, and under different legal and 

economic conditions. In particular, the UK’s tax system has undergone radical changes, in 

particular a move towards a territorial approach that renders tax sparing credits unnecessary. 

This, combined with the insights from the archives about the UK’s motivations for their 

conclusion, should lead developing countries to revisit their assumptions about the purpose 

and impact of their tax treaty networks. 
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