<@ sustainability

Article

How Corporate Tax Supports Human Development:
Quantifying Philips” Contributions to the Sustainable
Development Goals and the Cost of Profit Misalignment

Rachel Etter-Phoya 1>*(0, Bernadette O’Hare 1(*), Barbara Harsanyi 13, Stephen Hall *(9, Eilish Hannah !

Alex Cobham 2

W) Check for updates

Academic Editors: Grigorios
L. Kyriakopoulos and Cristina Raluca
Gh. Popescu

Received: 30 January 2026

Revised: 15 April 2026

Accepted: 9 May 2026

Published: 30 June 2026

Copyright: © 2026 by the authors.
Licensee MDPI, Basel, Switzerland.
This article is an open access article
distributed under the terms and
conditions of the Creative Commons
Attribution (CC BY) license.

and

1 The School of Medicine, The University of St Andrews, St Andrews KY16 9TF, UK;
bamo@st-andrews.ac.uk (B.O.); barbara.harsanyi@student.manchester.ac.uk (B.H.);
eah35@st-andrews.ac.uk (E.H.)

Tax Justice Network, Bristol BS1 4QD, UK; alex@taxjustice.net

The School of Medical Sciences, The University of Manchester, Manchester M14 4PX, UK
The School of Business, University of Leicester, Leicester LE2 1RQ, UK; sh222@leicester.ac.uk
*  Correspondence: rmepl@st-andrews.ac.uk

=W N

Abstract

Taxing multinational corporations raises significant government revenue to support
progress towards the Sustainable Development Goals (SDGs).This study examines Philips,
a multinational corporation that publicly reports country-by-country data on revenue,
profits, taxes, employees and tangible assets, using the Government Revenue and Develop-
ment Estimations (GRADE) econometric model to estimate the development impact of its
corporate income tax contributions. Tax payments do not always reflect actual economic
activity in host countries due to profit shifting. This study also assesses the degree to
which reported profits align with economic activity. Results indicate Philips” tax payments
make a meaningful positive contribution to sustainable development: government rev-
enue equivalent to these payments enables over 1100 additional children to attend school
daily and advances SDG progress on basic water (8100 people), sanitation (13,400 people),
clean fuels (28,000 people) and electricity (1700 people). However, analysis reveals some
misalignment between reported profits and economic activity across countries, suggesting
unrealised potential in Philips” development contribution. Modelling a reallocation of
taxing rights to host countries where economic activity occurs using unitary tax with formu-
lary apportionment indicates that annual tax payments may average $78 million higher in
constant 2015 USD, potentially enabling 900 more children to attend school and expanding
access to basic water (6500 people), sanitation (9600 people), clean fuels (22,600 people)
and electricity (7400 people). These findings highlight the value of transparent country-by-
country reporting as a foundation for evidence-based tax policy reform and the significant
development gains from Philips’ tax payments and greater gains if profits were better
aligned with economic activity.

Keywords: multinational corporations; Sustainable Development Goals; human rights;
quality of governance; taxation; profit shifting; profit misalignment; unitary taxation;
domestic resource mobilisation

1. Introduction

The 17 Sustainable Development Goals (SDGs) were conceived and developed by all
United Nations (UN) member states and published in 2015 as part of the 2030 Agenda
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for Sustainable Development [1]. The SDGs are a broad, universal framework, or “plan of
action for people, planet and prosperity’, which covers a wide range of issues, including
health, education, inequality, hunger, and poverty; they can only be achieved with adequate
finance and ‘in collaborative partnership’ Preamble [2]. Here, we focus on the SDGs that
are critical for health and well-being, including access to water and sanitation, education,
clean fuels and electricity, and outcomes including child and maternal survival.

Governments are the primary providers of public services necessary for national
development and population health and well-being. To deliver these services, governments
require revenue, and the private sector, through its tax payments, is a major contributor [3].
Tax is identified as the primary means of implementing the SDGs in SDG 17.1. However,
developing countries face a large financing gap that impedes progress on the SDGs. The
gap stands at $2.5—4 trillion annually [3]. Critical sources of finance, alongside domestic
resource mobilisation, include sustainable debt restructuring, SDG-aligned private finance,
investment and trade, and international development cooperation [4].

Taxation contributes 70-85% of total government revenue, and the remainder is made
up of non-tax revenue, including fees, fines, profits from state-owned enterprises, resource
rents and royalties, grants and aid, interest and investment income, and the sale of assets [5].
Tax revenue is derived from direct and indirect taxes; direct taxes include taxation on the
income of both individuals and corporations, and indirect taxes include consumption taxes
such as value-added or sales tax [6]. Lower-income country governments typically struggle
to raise direct taxes (such as personal income tax) from citizens, many of whom work in
the informal sector [7]. Collecting corporate income tax is critical for government revenue,
and though it is important for all governments, corporate income tax contributes, relatively,
a much larger share in lower-income countries [8]. For example, corporate income tax
accounted for almost one-fifth of total tax revenue in African countries, twice the proportion
of OECD countries [9,10].

The current system of taxation of multinational corporations, based on the ‘arm’s
length principle’, was established over a century ago by the limited number of countries
that formed the League of Nations. This system has undergone only modest reforms,
largely led by another exclusive membership organisation, the Organisation for Economic
Co-operation and Development (OECD). According to the State of Tax Justice 2024, OECD
member countries and their dependencies are responsible for two-thirds of global corporate
tax abuse risks [11]. Lower-income countries, which are not members of the OECD, have
been disproportionately affected by corporate tax abuse, yet have remained on the margins
of OECD-led negotiations to reform international taxation.

Therefore, in 2023, the African Group at the UN successfully proposed a resolution
to begin negotiations on a UN Framework Convention on International Tax Cooperation.
One year later, UN member states agreed on the terms of reference and a schedule for
concluding negotiations in 2027 [12]. Member states have an opportunity to support SDG
progress by deciding on a fairer allocation of taxing rights, which includes how the rights
to tax are determined between resident countries, where multinational corporations are
headquartered, and source countries, where economic activity occurs, value is created,
sales are made, and customers are based. For multinational corporations to align profits
and taxes with economic activity would mean they would book profits and be taxed in the
countries where real economic activity occurs, rather than shift profits to exploit loopholes
in international tax law and to tax havens and pay less tax. A primary means of ensuring
that profits and taxes are aligned with economic activity is through unitary taxation with
formulary apportionment. This allocates a multinational corporation’s taxable profits based
on the share of this corporation’s economic activity in each jurisdiction [13]. With universal

https://doi.org/10.3390/sul18136604


https://doi.org/10.3390/su18136604

Sustainability 2026, 18, 6604

30f18

adoption, profits are taxed in one jurisdiction only, eliminating both double non-taxation
and double taxation.

The purpose of this case study is to examine the potential impact of an increase in
government revenue equivalent to tax contributions and SDG progress if profits were
aligned with economic activity for one multinational, to envision the potential for SDG
progress of unitary taxation and formulary apportionment at a global level, given that
profit misalignment is a characteristic of the international tax system, and not unique to
one multinational corporation, as we explain below.

This paper is organised as follows: Section 2 reviews the literature on the relationship
between corporate income tax and SDG progress, Section 3 describes the data and methods,
Section 4 presents the results, Section 5 discusses the strengths and limitations of the study;,
and Sections 6 and 7 provide a discussion and the conclusion, respectively.

2. Corporate Tax and SDG Progress

Several studies examine the relationship between tax and SDG progress and find it to
be positive. Halim and Rahman use panel data regression models to study 10 emerging
countries (2000 to 2021). They model the impact of tax rates on each country’s annual SDG
index (a composite index of all 17 goals). They find that corporate, personal, effective and
sales tax rates are positively and significantly associated with the SDG index [14]. In a
study covering 23 African and 22 upper-middle- and high-income countries (2010-2020),
Ajeigbe et al. estimate a dynamic panel model using the generalised method of moments
(GMM) to understand the impact of different tax categories on sustainable development.
They use GDP per capita growth, poverty, and unemployment as proxies for sustainable
development and find that tax revenue, including corporate tax revenue as a percentage of
GDP, is positively associated with the selected proxies for sustainable development [15].
With a focus on the SDG indexes of 38 OECD countries (2000-2021), Rahman models the
impact of effective average tax, tax on personal income, tax on corporate profits, and tax
on goods and services, drawing on the theory of optimal taxation, where tax systems are
designed to maximise social welfare and minimise economic distortions. He finds that a
positive change in taxes leads to a positive change in the SDG index, while the impact of
tax varies according to the type of tax and the income level [16]. Multinational corporations
themselves also benefit from SDG progress in countries where they operate, as they use
public infrastructure and rely on a healthy workforce.

Other studies examine the negative relationship between the SDGs and corporate
tax base erosion and profit shifting enabled by international tax rules and tax havens [17],
tax incentives, holidays and deductions [18], and challenges with enforcement, audit and
collection from multinational corporations [19]. O’'Hare et al. studied the potential impact
on government revenue and for SDG progress if tax abuse were curtailed [20], and Etter-
Phoya et al. considered the case of one country, Malawi, if tax abuse were curbed [21].
These studies demonstrate the gap between the potential of corporate taxation and the
financing needed to achieve the SDGs.

Profit shifting to low-tax jurisdictions, or tax havens, is a common practice [22], with
up to 35% of multinational corporate profits shifted annually [23], which reduces total tax
payments. Lower-income countries with the greatest need for SDG progress lose the most
tax revenue relative to their total tax revenue [17]. These practices undermine governments’
ability to finance the SDGs and the target to ‘strengthen domestic resource mobilization,
including through international support to developing countries, to improve domestic
capacity for tax and other revenue collection’ (SDG 17.1). For this reason, tax-motivated
illicit financial flows, including tax evasion and aggressive tax avoidance, are among the
231 indicators and 169 targets agreed by UN member countries used to measure progress
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on the 17 SDG goals [24]. While the law forbids tax evasion, aggressive tax avoidance sits
in a grey area, breaching the ‘spirit” of the law but not always the letter.

Tax practice is not the only means by which multinational corporations support
or undermine development progress. The SDG framework recognises the importance
of strengthening partnerships among the private sector, governments, and society to
support progress on the SDGs (SDG 17). Multinational corporations may both support and
undermine SDG progress across all the SDGs. According to a study of 348 multinational
corporations’ sustainability reports, 102 of the 169 targets were referenced [25]. Thus,
multinational corporations ‘can be engines for knowledge and capital transfer, capital
deepening, employment and structural change’, but they may also undermine domestic
industry through monopolies [26].

The impact of multinational corporations—typically determined by size, sector, coun-
try of origin, and country-specific strategies—stretches across the supply chain, although
direct impacts tend to be the focus of most sustainability reporting [25]. A 2023 literature
review of research on corporate SDG reporting suggests that reports are ‘largely symbolic
and primarily used as an impression management tool’ [27], while meaningful inclusion
of corporate tax policies and practices is typically absent in most ratings and standards
on Environmental, Social and Governance (ESG) of multinational corporations. Worry-
ingly, “An analysis of the tax performance of many U.S. corporations lauded for being the
promoters and stewards of ESG goals reveals that they grossly underpay taxes, leading to
unprecedented levels of corporate tax avoidance’ [28].

Considered a global benchmark, the Global Reporting Initiative (GRI) standard on
tax (GRI 207: Tax 2019) [29], albeit voluntary, is a comprehensive tax reporting standard.
It is made up of four components: (1) a description of the corporation’s approach to tax,
including how it is linked to sustainable development strategies; (2) a description of the tax
governance and control framework, mechanisms to raise concerns about the corporation’s
integrity in relation to tax, and assurance process on disclosures; (3) a description of
stakeholder engagement and management of concerns related to tax; and (4) country-by-
county reporting. Only one quarter (26%) of the 1000 largest public corporations mention
the GRI 207 Tax Standard and only 11% align fully with the GRI 207-4 disclosure standard
on country-by-country reporting [30], despite the major influence of corporate tax on
SDG progress.

In view of concerns about ESG reporting, this research uniquely provides an objective
way to assess the private sector’s tax contributions to SDG progress through increased gov-
ernment revenue. Given the role of tax avoidance in undermining development progress,
we also provide the first analysis of the potential impact on SDGs of corporate income tax
if taxing rights of countries were aligned with their shares of economic activity, through
unitary tax with formulary apportionment. By using Philips” data, we are using the most
progressive and comprehensive form of corporate reporting on tax, public country-by-
country reports, as disclosed under the voluntary GRI Standard.

Philips and Its Approach to Taxation

Philips, officially Koninklijke Philips N.V., is a Dutch health-technology corporation.
The focus of its business model is the design, manufacture and service of health and medical
technology products to support patient diagnosis, treatment, and monitoring. Products
include diagnostic machines (magnetic resonance imaging and computed tomography),
software and data solutions (patient monitoring systems), and personal healthcare products
(oral care, mother and child health) [31]. Revenue streams include product and service con-
tract sales. In 2024, Philips generated sales of EUR 18 billion and employed 67,800 people.
Its customer base includes hospitals, clinics and consumers in 100 countries [31]. For Philips,
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like other multinational corporations, assets are both tangible and intangible. Intangible
assets include intellectual property, like patents and trademarks, and tangible assets core
to its business include, among others, machinery, manufacturing and assembly plants for
medical equipment, data centres, and research and development facilities.

Philips’ tax reports state that the corporation exists to ‘improve people’s health and
well-being through meaningful innovation’, and it recognises that profits and success are
heavily dependent on factors external to the corporation, including local infrastructure,
employees, and administration. The report states that it considers wider society and
government revenues when paying taxes [32]. From 2020 onwards, Philips committed to
publicly disclosing taxes paid on a country-by-country basis [33]. Philips, like Vodafone,
is among a growing number of corporations that voluntarily publish details on where
they generate revenue, make profits, pay taxes, employ staff, and own or lease assets
(property, plant and equipment). These reports are referred to as public country-by-country
reports. Both corporations have been highlighted by the Financial Accountability and
Corporate Transparency (FACT) Coalition [34] as leaders in their compliance with the
Global Reporting Initiative (GRI) tax standards [29]. Therefore, as early adopters, with five
years of reporting available, we have decided to focus on Philips in this paper. Philips has
been reporting since 2021, for the 2020 financial year onwards, when the GRI 2017: Tax
2019 standard was introduced.

3. Materials and Methods

Here, we apply a methodology previously used to quantify profit misalignment
at the country level to the level of one multinational corporation. We use five years
of public country-by-country reports from a single multinational corporation to assess
the alignment of profits with economic activity. Using the GRADE tool (version 3.20.1),
described below, we quantify the impact of changes in government revenue equivalent to
corporate tax on the SDGs in countries where the multinational corporation is present, and
the potential additional SDG progress if the multinational corporation declared profits and
paid corporate tax in alignment with its economic activity.

3.1. Country-by-Country Data

The first case study to assess the impact of government revenue equivalent to a
single large multinational corporation’s (Vodafone) total tax contributions on SDG progress
included a broad range of tax types, including corporate income tax, customs duties, payroll
taxes (from both employer and employee), and value-added tax deductions, some of which
were collected on behalf of the government rather than paid by the corporation [35]. In
this study, our focus is narrower as we analyse only corporate income tax. Yet our scope is
deeper, as we assess whether these payments align with the corporation’s real economic
activity and examine the impact of any misaligned profits—those out of proportion to
economic activity—on SDG progress. For this case study, we analyse the reports of another
early adopter of public country-by-country reporting, Philips.

Philips has published country-by-country reports for the financial year 2020 onwards.
The Country Activity and Tax Report, as they are named, include information on tax
contributions, tangible assets, employees, and profit and loss. We used all available reports
at the time of our analysis: data from each country, reported in millions of euros each
year between 2020 and 2024 (five years) [32,33,36-38]. The corporate income tax paid
is converted into USD using the average Euro-to-USD exchange rate for each year, then
converted to 2015 USD for modelling. An increase in government revenue equivalent to the
average corporate income tax is modelled using the GRADE tool over the same five years.
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3.2. SDG Progress if Taxes Were Aligned with Economic Activity

Given widespread concerns about profit shifting, we provide estimates of potential
corporate income tax contributions aligned with the corporation’s real economic activity in
each country. There are two accepted methods for quantifying economic activity.

Torslov et al.’s research, which is also used by the EU Tax Observatory, now the Inter-
national Tax Observatory, in its Global Tax Evasion Report 2024, estimates profit shifting
by comparing the profit-to-wage ratios between multinational and domestic corporations.
Using national accounts data, foreign affiliate statistics, and bilateral balance of payments
data, they treat domestic firms as the baseline since they cannot shift profits across borders.
They attribute excess profitability of multinationals to profit shifting [39]. Garcia-Bernardo
and Jansky’s approach compares multinational corporations’ reported profits against the-
oretical profits—that is, the profits each entity would be expected to earn based on real
economic activity indicators such as employment, assets or sales. The gap between re-
ported and theoretical profits is attributed to profit shifting [17]. Both methods attribute the
residual to profit shifting, however, Garcia-Bernardo and Jansky work at the corporation or
country-by-country level, while Torslov et al. use aggregate national accounts. The method
employed here is based on Garcia-Bernardo and Jansky’s approach. This is used by the Tax
Justice Network in the State of Tax Justice annual report to assess the global and national
scale of profit misalignment by drawing on aggregate anonymised country-by-country
reporting data published by the OECD [17,40]. The profit misalignment methodology is
based on the ‘notion that profits should accrue where the economic activity takes place’ [41]
and attributes economic activity to an equal weighting of employees and wages, which is
used to calculate theoretical profits. Theoretical profits are the profits that would be booked
in a country if profits were aligned with economic activity.

To estimate the theoretical profits and, through this, the potential revenue gains and
losses for countries where profits are misaligned, we use the following steps:

1. Share of profits/losses, tangible assets and employees of global totals: For each
country, we convert the yearly profits/losses and tangible assets first to USD and then
to 2015 USD, and the average over five years is expressed as a percentage of the global
total. The average number of employees and average tangible assets over five years
are also expressed as a percentage of the global total.

2. Aligned (theoretical) profits: We estimate the aligned profits/losses that each country
would accrue if the profits and losses were aligned with real economic activity, using
the percentage of the total global number of employees and tangible assets, which are
weighted equally.

3.  Misaligned profits and tax losses/gains: We estimate the misaligned share by subtract-
ing the aligned (theoretical) share from the reported share of global profits/losses. We
then multiply the misaligned share by the global profits or losses (average for the five
years) in 2015 USD. To establish the misaligned corporate income tax, we, like others,
multiply the misaligned loss for each country by the statutory corporate tax rate in
that country, while the misaligned gains are multiplied by the effective tax rate [41].
We intentionally use the statutory tax rate, even if the actual rate a multinational
corporation pays is lower, because these are the rates that countries have decided,
often through a democratic process, that should apply to corporations operating in
their jurisdiction [41]. At this stage, we also assess different weightings in the formula
for employees and tangible assets and confirm the observation that the choice of
formula has little influence on estimates of profit misalignment, as discussed below.

4.  Translating into impacts on SDG progress: Using the GRADE tool (version 3.20.1), we
translate the misaligned corporate income tax into the number of additional people
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who would gain access to SDG indicators if the government had additional revenue
equivalent to the misaligned tax.

3.3. Modelling Philips” Contribution to Government Revenue and the SDGs

The model underpinning the GRADE tool uses the following data sources. General
government revenue data, excluding grants, is used as it is the best measure of a govern-
ment’s capacity to mobilise domestic resources. Data are available in the Government
Revenue Database (GRD) [5]. Social contributions are included, despite incomplete data in
some countries. We present the GRD data as a percentage of GDP and convert it into GDP
per capita using constant 2015 USD from the World Development Indicators (WDI). The
GRD is typically updated annually.

Given the effect of revenue on development is affected by public financial management
and governance, the model uses the six Worldwide Governance Indicators (WGIs) to model
governance. These indicators are: Control of Corruption, Government Effectiveness,
Voice and Accountability, Political Stability, Rule of Law, and Regulatory Quality [42].
Multiple surveys underpin these composite indicators. Countries are ranked relative to
a global average of zero, with scores ranging from —2.5 +2.5. The WGI data are also
updated annually.

To assess SDG progress, the model uses SDG indicators for access to basic and safe
water and sanitation, clean cooking fuels, electricity, under-five child survival rates, and
maternal survival rates during childbirth. These data are sourced from the World Bank’s
World Development Indicators (WDI) database [43]. This is updated biannually. The
indicators included in GRADE were selected because they are critical to health and well-
being, and there was sufficient data in the WDI database to support modelling. The GRADE
model continues to increase the number of SDG indicators included, dependent on data
availability. Besides the WDI database, the model employs estimates from a Bayesian
hierarchical cohort-based model developed by the UNESCO Institute for Statistics (UIS)
and the Global Education Monitoring Report (SDG indicator 4.1.4) [44—46] to model the
impact of government revenue and governance on school attendance and teacher numbers.

3.4. The GRADE Model

The GRADE model relies on a series of unbalanced panel data models, using data
from 217 countries, covering the years 1996 to 2022 [47]. The basic model for each indicator
follows a similar nonlinear structure in the following form:

(Y;) = 1/ (1 4 ¢~ ((a+xw) (log(GR) = (B+0w))) (1)

where Y; is the SDG indicator being modelled, GR is government revenue, w is a vector of
indicators of the quality of governance in each country in each time period and a x 8 6 are
parameters to be estimated.

This nonlinear function was chosen to reflect real-world SDG progress, or coverage of
SDG indicators. At low levels of development, increases in government revenue have a
limited effect on the dependent variable (or SDG indicator). As countries develop, there
is a phase of rapid improvement in indicator coverage, followed by diminishing returns
as development continues. A country eventually reaches a point at which additional
government revenue yields little or no additional progress. This pattern creates an ‘S’-
shaped curve characterised by the logistic function (see Figure 1). The four estimated
parameters, « x B J, determine the specific shape and position of each country’s curve. This
allows the governance quality variables to explain variations in outcomes across countries.
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Figure 1. The relationship between government revenue per capita and the coverage of SDGs.

A set of equations for governance indicators is included that shares a similar functional
form. This reflects the empirical observation that governance quality tends to improve as
countries generate more income. This creates a positive feedback loop. Here, increased gov-
ernment revenue directly improves SDG progress and strengthens governance. Improved
governance, in turn, increases the effectiveness of the additional revenue for SDG progress,
creating a virtuous cycle over the longer term [48].

Rapid improvements in SDG progress, particularly in lower-income countries, are usu-
ally followed by diminishing marginal returns with additional government revenue. This
means multinational corporations that pay taxes predominantly in lower-income countries,
where modest revenue gains can have a transformative effect, following the S-shaped curve,
improve SDG progress for more people. Thus, profit shifting from lower-income countries
where SDG indicator coverage remains far from universal has a disproportionately nega-
tive effect on development outcomes. In contrast, in high-income countries, where SDG
coverage is already near-universal, additional tax contributions to government revenue
yield little or no gains for the indicators studied here [49].

Many analyses which quantify the impact of additional government revenue or expen-
diture on developmental outcomes assume that revenue will be fully allocated to a single
expenditure priority, such as a vaccination programme or teachers’ salaries. However, this
assumption is unrealistic because all governments manage multiple competing priorities
with limited resources and are unlikely to ringfence or allocate additional revenue into a
single sector or budget line. The GRADE model takes a more realistic approach. It assumes
that any increase in government revenue is distributed across all areas of government spend-
ing, in line with historical patterns. This method reflects the broader impact of increased
revenue, ensuring improvements across all SDGs, not just the specific indicators modelled.

4. Results

The results are presented in the following four sections, with all currency figures
reported in constant 2015 USD. First, we present results on corporate income tax, the
estimated misaligned corporate income tax, with the gains and losses by income level,
i.e., high-income countries, upper-middle-income countries, and lower-middle-income
countries. Second, we present the modelled impact of revenue equivalent to Phillips
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corporate income tax on SDG progress. Third, we present the modelled impact on SDG
progress if profits and corporate income tax were aligned with economic activity. Fourth,
we present the combined impact on SDG progress, including existing corporate income tax
contributions and those if profits are aligned with economic activity.

4.1. Summary of Corporate Income Tax and Misaligned Corporate Income Tax

Table 1 shows that between 2020 and 2024, Philips paid an average of $370 million (in
2015 USD) in corporate income tax across 75 countries (column A), which are grouped by
country-income level.

Table 1. Corporate income tax (CIT) and estimated misaligned CIT by income level.

If Profits Aligned  If Profits Aligned  Total Misaligned

(20205321(?2 4 in with Economic with Economic CIT (1;/([)123;_1;%2:;1 a(sjloj
2015 USD Activity: Activity: CIT (2020-2024) in £ CIT (2020-2 02';)
CIT Gains Losses 2015 USD °
(A) (B) (@) (D) (E)
High-income countries 254,241,426 198,172,435 o
(43) 320,430,286 (18) (25) 56,068,991 17.5%
Upper-middle-income 19,080,565 9,676,658 o
countries (18) 35,454,195 (10) (®) 9,403,907 26.53%
Lower-middle-income 13,007,792 502,539 o
countries (14) 13,801,120 8) ©6) 12,505,252 90.6%
Total (75) 369,685,600 286'?3269)’784 208’?3591)’633 77,978,151 21.1%

Note: This table compares the CIT paid by Philips with the estimated misaligned CIT, which is the tax revenue
that would have been gained or lost if profits were aligned with economic activity. Figures are aggregated by
income group and expressed in constant 2015 USD. Averages are used (2020-2024). The number of countries for
each income level is in parentheses. Any differences in totals are due to rounding.

Aligning profits with real economic activity would result in some countries gaining
additional revenue and other countries receiving less corporate income tax revenue. In
Table 1, we compare Philips’ reported average corporate income tax payments with the
estimated misaligned corporate income tax, focusing on the scale of potential revenue gains
and losses by income group.

If taxing rights were aligned with economic activity, 36 countries would have realised
an additional $286 million in revenue (2015 USD, column B). Notably, for lower-middle-
income countries, the amount of tax misaligned ($13.0 million in column B) is nearly equal
to the average corporate income tax reported ($13.8 million in column A).

In contrast, if taxing rights were aligned with economic activity, 39 countries would
experience a $208 million reduction in corporate income tax (2015 USD, column C). Profit
shifting is driven by the pursuit of lower effective tax rates, where profits are taxed at
minimal rates or not at all. Consequently, the revenue gains ($208 million) for jurisdictions
benefitting from profit misalignment, including low-tax jurisdictions, are smaller than
the revenue losses ($286 million) incurred by the countries where profits originate and
are shifted.

Overall, in aggregate, high-income, upper-middle-income, and lower-middle-income
countries would gain additional tax revenue if corporate income tax payments were aligned
with the actual distribution of economic activity within their borders (column D). While
the absolute gains from aligning profits are largest in high-income countries at $56 million
(2015 USD) (column D), the relative share of tax, expressed as a percentage of total corporate
income tax, is substantially higher in lower-middle-income countries at 90.6% compared to
17.5% in high-income countries (column E). Globally and in total, if profits were aligned
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with real economic activity, the result would be an average annual increase of $78 million
in corporate income tax (in 2015 USD) (column D), representing just over one-fifth (21.1%)
of total corporate income tax.

4.2. Taxes and SDG Progress

Government revenue equivalent to Philips” corporate income tax in 67 host jurisdic-
tions or territories is available and data on the impact of additional revenue on the SDG
indicators are available for 64 countries. The three jurisdictions or territories with insuffi-
cient SDG indicator data are Puerto Rico, Taiwan, and Venezuela. We include all relevant
variables available in the GRADE tool (version 3.20.1). Table 2 illustrates the modelled
impact on SDG progress when governments have additional revenue equivalent to Philips’
corporate income tax by income level.

Table 2. Additional people and children gaining access to SDG-related services and surviving when
governments have revenue equivalent to Philips” corporate income tax (CIT), by income level.

Access to Access to Access to

CIT Accessto  Basic San- Safe Safe Sani- i(rflhsllirm\l Access to Access to Children
(2020~ Basic itation Water tation Evce 00 Clean Electric- Surviv-
2024) in Water Every Every Every Dary Fuels ity ing
2015USD  (SDG 6) Day Day Day SD Gy y» (SDG?  (SDG7)  (SDGI)
(SDG 6) (SDG 6) (SDG 6)
High-income 26 15 104 1877 11 28 3 0
countries (38) 320430286 (37 (38) (33) (36) 37) 37) (89) (38)
Upper-middle-income 35454 195 1970 4098 860 710 250 7449 1040 4
countries (15) e (16) (16) (11) (14) (16) (16) (16) (16)
Lower-middle-income 13.801.120 6109 9299 363 1080 842 20,505 673 4
countries (11) e (11) (11) (8) (10) (11) (11) (11) (11)
Total (64) 369,685,600 8105 13,411 1328 3666 1103 27,982 1711 8

Note: This table presents the modelled impact on SDG progress, including child survival (SDG 3), access to
basic and safe water and sanitation (SDG 6), clean energy (SDG 7), and education (SDG 4), based on additional
government revenue equivalent to Philips’ corporate income tax. Figures are aggregated by income group and
expressed as daily or annual impacts on people’s lives. The number of countries with data available for each
indicator is in parentheses. Any differences in total are due to rounding.

Our modelling suggests that the additional government revenue equivalent to the
corporate income tax paid by Philips, leads to 8 more children surviving beyond their fifth
birthday each year. This supports the SDG target 3.2, which aims to end preventable deaths
of children under the age of five. In total, 8100 people would gain access to basic water,
13,400 to basic sanitation, 1300 to safe water, and 3700 to safe sanitation daily. Furthermore,
28,000 would use clean fuels, 1700 would gain access to electricity, and 1100 additional
children would attend school daily. Corporate income tax paid to governments positively
affects progress on the SDGs across all income groups. Lower-middle-income countries
receive the least absolute tax revenue; however, given their current SDG coverage, the
impacts on people’s lives are greater across all SDGs assessed.

4.3. Additional SDG Progress if Taxes Were Aligned with Economic Activity

Table 3 shows the estimated impact of tax revenue losses and gains on SDG progress
if profits and corporate income tax were aligned with economic activity, aggregated by
income level.

Overall, all income groups would gain revenue and advance SDG progress under an
alignment scenario. High-income countries lose the most in terms of absolute revenue due
to misalignment, over $56 million in 2015 USD. The high-income countries that benefit
the most from profit misalignment are the Netherlands and Germany, but the impact of
aligning profits with economic activity on the SDG indicators studied here is minimal
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because coverage of the modelled indicators in these two countries is already nearly
universal. In contrast, the impact of profit misalignment on SDG progress is greatest in
lower-middle-income countries. Collectively, upper- and lower-middle-income countries
lose $22 million in 2015 USD each year. If governments had this additional revenue, each
day an estimated 9600 more people would have access to basic sanitation, and more than
900 children would attend school. The greater proportional increase in access to electricity
is explained by Indonesia and India, where even a small percentage change in coverage in
these populous countries results in a greater number of additional people gaining access.

Table 3. People and children gaining access to SDG-related services and surviving when governments
have changes in revenue equivalent to the tax revenue losses and gains if profits were aligned with
economic activity, by income level.

Misaligned

Reven Access to Access to Access to Access to Children Access to Access to Children
evenue Basic Basic San- Safe Safe Sani- . N Clean Electric- Surviv-
er o es . in School . .
Constant Water itation Water tation (SDG 4) Fuels ity ing
(SDG 6) (SDG 6) (SDG 6) (SDG 6) (SDG 7) (SDG 7) (SDG 3)
2015 USD
High-income countries 56.068.991 22 30 49 —765 12 85 20 0
(40) Y (39) (40) (34) (38) (39) (39) (40) (40)
Upper-middle-income 9.403.907 871 1244 507 214 121 3264 1647 1
countries (18) e (18) (18) (13) (16) (18) (18) (18) (18)
Lower-middle-income 12,505,252 5602 8338 —142 1018 801 19,245 5750 3
countries (13) e (13) (13) (10) (12) (12) (12) (13) (13)
Total (71) 77,978,151 6496 9613 415 467 935 22,594 7417 4

Note: This table presents changes in SDG progress, including child survival (SDG 3), access to basic and safe water
and sanitation (SDG 6), clean energy (SDG 7), and education (SDG 4), based on gains or losses in government
revenue if profits and taxes were aligned with economic activity. The figures are daily or annual impacts and are
aggregated by income group. The number of countries with data available for each indicator is in parentheses.
Any differences in the totals are due to rounding.

4.4. Total Estimated SDG Progress

Figure 2 presents the estimated development gains for adults and children, includ-
ing survival and access to services, aggregated by income groups, when governments
have revenue equivalent to the average reported Philips’ corporate income tax payments
and the additional gains if profits were aligned with economic activity and were taxed
by respective governments.

-5000 0 5000 10,000 15,000 20,000 25,000 30,000 35,000 40,000 45,000

High-income countries (38): CIT -

High-income countries (38): CIT if profits aligned with economic activity l

Upper-middle-income countries (15): CIT _

Upper-middle-income countries (15): CIT if profits aligned with economic activity _

Lower-middle-income countries (11): CIT if profits aligned with economic activity _

B Access to basic water

W Access to basic sanitation every day B Access to safe water every day MW Access to safe sanitation every day

B Children in school every day M Access to clean fuels B Access to electricity M Children surviving

Figure 2. Additional people and children gaining access to SDG-related services and surviving when
governments have revenue equivalent to Philips’ corporate income tax (CIT), and if profits were
aligned with economic activity.
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In absolute terms, SDG progress improves, especially for lower-middle-income coun-
tries, if profits are aligned with economic activity. This is to be expected given the non-linear
relationship between increases in government revenue and SDG coverage, where a small
increase in government revenue greatly improves development outcomes in lower-income
countries, as discussed earlier. In contrast, in high-income countries, where SDG coverage
is already near-universal, additional, or less, revenue results in minimal development gains,
or losses.

5. Strengths and Limitations

The novelty of the study is the application of a method previously used to quan-
tify misalignment at the country level to the level of one multinational corporation to
examine the potential tax contributions and SDG progress if profits were aligned with
economic activity. Corporation-level data helps more accurately understand the extent
of profit shifting and potential revenue and development impacts of the fairer allocation
of taxing rights, where profits and taxes are aligned with economic activity [17]. The
corporate behaviour of misalignment is generalisable based on global studies of profit
misalignment [11,17,23,50]; however, further analysis of more multinational corporations
that publish country-by-country reports will strengthen corporate-level observations.

The primary limitation of this analysis is that not all misalignment results from profit
shifting. With only five years of data, given that public country-by-country data is relatively
new, it is not possible to detect trends and misalignment that may result from other
causes. For the five years studied, the results may also be influenced by the timing of
account reporting and by tax arrangements that allow losses to be carried forward or back.
Additional factors include timing differences, as expenses may be deductible in different
years under tax law compared to accounting rules, and income may be related to free trade
or special economic zones and be tax exempt [32]. While multinational corporations are
estimated to shift up to 35% of profits to tax havens, resulting in losses of almost 10% of all
corporate tax revenues globally [51], we consider observed profit misalignment for Philips
to be characteristic of multinational corporate practice and aligned with expert opinion.
US multinational corporations are typically more aggressive in achieving misalignment
and have become more so over time, as the State of Tax Justice of 2025 shows using
aggregate anonymised country-by-country reporting data [52]. Consequently, we would
expect stronger impacts on average than we find for Philips, from ending misalignment.
Nevertheless, we do not argue that all misaligned profits are shifted profits; rather, they
represent the potential revenue gains (and losses) if profits were aligned with economic
activity, as under a model of unitary taxation with formulary apportionment, which is a
fairer way to tax multinational corporations.

To estimate the foregone revenues due to misalignment, we used the statutory tax rate,
which does not account for corporation- or country-specific tax incentives or tax breaks.
We were also only able to use a formula with employees and tangible assets, as there is no
sales data by final destination or information on wages, which would be useful for testing
different formulae to allocate profits based on economic activity, which the European Union
considered during discussions of a common consolidated corporate tax base [53].

Since the reporting period includes global economic shocks associated with the COVID-
19 pandemic and the Russian invasion of Ukraine, the findings should be understood in
this particular context. We see no reason to expect the volatility of this period to result in
higher or lower realised misalignment of profits, however, and analysis of aggregate data
suggests that policy measures such as the US Tax Cuts and Jobs Act are more likely to have
shaped overall trends during the period [52].
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Finally, this study did not capture other important issues across the value chain
and a corporation’s net development impact. For example, the benefits to families and
communities from additional employment are not included, nor are the human rights and
environmental impacts associated with resource use across Philips’ value chain.

6. Discussion

Our model indicates that government revenue, equivalent to Philips’ corporate income
tax, enabled 8 children to survive each year and 1100 additional children to attend school
daily. Thousands more people have access to crucial services through SDG progress, with
many people gaining access to basic water (8100 people), basic sanitation (13,400 people),
clean fuels (28,000 people), and electricity (1700 people) (see Table 2).

Philips paid, on average, $13.8 million in constant 2015 USD in corporate income tax
to lower-middle-income countries. Our misalignment analysis suggests that if taxes were
aligned with real economic activity and taxed at the statutory tax rate, governments would
receive an additional $13.0 million in constant 2015 USD. This would make a significant dif-
ference. Under such an alignment scenario, 4 additional children would survive, 930 more
children would attend school daily, and many thousands would benefit from SDG progress,
including access to basic water (6500 people), basic sanitation (9600 people), clean fuels
(22,600 people) and electricity (7400 people); see Table 3. Lower-middle-income countries,
the countries with the most urgent development needs, would benefit the most, while the
cost, in terms of SDG progress, to high-income countries would be minimal. This under-
scores the profound impact of tax disparities on global inequalities between countries.

In their robustness checks for economic activity, the Tax Justice Network, employing
Garcia-Bernardo and Jansky’s method, compared other indicators for economic activity,
including sales, tangible assets, employees, and wages. They find that ‘the choice of
indicators or formula used has a relatively small influence on the estimation of profit
shifting at the country level for domestic operations of MNCs [multinational corporations],
foreign MNCs shifting profits in, and foreign MNCs shifting profits out” (pg. 10) [40].

Previous analyses have indicated that using wages as a factor may be less redistributive
towards lower-income jurisdictions than using employee count [54], so this could result in
smaller SDG impacts than the results presented. On the other hand, the eventual availability
of data on sales by final destination is expected to eliminate much of the distortion arising
from firms booking sales through low-tax jurisdictions that are not the location of ultimate
consumers. This would favour jurisdictions where additional revenues translate most
directly into SDG gains.

Given the data available in Philips” public country-by-country reports, we use the
number of employees and tangible assets as proxies for economic activity to calculate
theoretical profits. At the aggregate level, these findings are relatively insensitive to the
choice of economic activity measure. For example, the Netherlands is the headquarters
country, and here the bulk of Philips” global profits are reported. It accounts for 13.6% of
Philips” global employment, but 21.1% of the corporation’s tangible assets. If we use a
formula that only considers employment, the Netherlands is found to have a misaligned
profit of $993 million. Under a formula that only considers tangible assets, the misalignment
would be $929 million. In our preferred formula, the misalignment is $961 million. This
means the Netherlands currently books $961 million profits above its economic activity.

When we look at individual countries in the global supply chain, however, the differ-
ences between proxies can be much greater. A particularly large discrepancy is observed
regarding India, which accounts for 11.7% of Philips’ global employment and 3.6% of tangi-
ble assets. For many countries, however, the discrepancies are small. Egypt, for example,
would stand to gain from aligning profits with economic activity—around $1.4 million
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from either formula—and the UK would gain around $19 million regardless of formula.
For only seven countries does the discrepancy between the two extreme formulae exceed
$5 million. We include the full findings for a range of formulae using different weights for
employment and tangible assets in the spreadsheet accompanying this paper.

An additional question relates to the actual effective tax rates paid in each jurisdiction—in
particular, whether there is any evidence that the potential to achieve a lower tax rate may be
encouraging the pattern of misalignment identified, or if the distribution of misalighment is
essentially arbitrary and therefore unlikely to be tax-motivated. The Tax Justice Network’s ap-
proach is to focus on profit shifting only where the effective tax rate is below 15%. For Philips,
the unweighted average effective tax rate for the period across all jurisdictions where positive
average profits are declared is 35%. One jurisdiction alone—the Netherlands—accounts for a
profit misalignment which is larger than Philips’ entire group net profit (The Philips group
reports very large losses in the US because of fines imposed for corporate malfeasance [55].
It also reports significant average losses in some other jurisdictions, such as the UK. These
reduce the net profit of the group to the point that the Netherlands alone accounts for more
profit than the group declares in net total.). The Netherlands has an effective tax rate of 13%,
which is consistent with a tax motivation for the identified misalignment, but it is perhaps
also evidence that Philips is less aggressive than some multinationals in its pursuit of low
taxation. For example, many US multinationals in the tech sector have achieved effective tax
rates below 10% in recent years [52].

This research underscores the need to continue exploring different forms of taxation
of multinational groups, especially unitary taxation with formulary apportionment. Under
this system, corporations report profits and losses at the group level, and profits are then
allocated to countries based on economic activity, allowing national governments to levy
tax on realistic corporate income that has not been eroded by profit shifting [13,56,57].
This system requires determining how to allocate profit fairly and taxing rights between
countries on the basis of the location of corporations’ real economic activity, which is under
negotiation at the UN in the draft convention text as Article 4 [58]. This is not a new way of
taxing; many states in the United States use a form of unitary tax to prevent state-to-state
profit shifting and primarily allocate profits based on sales, while the EU considered, but
withdrew, the common consolidated corporate tax base (CCCTB) including a proposal
that calculated a member state’s share of profits based on an equally weighted formular of
final sales destination, fixed tangible assets, and labour (comprising payroll and number of
employees) [59].

More recently, the OECD, in its reforms to tax the digital economy, has adopted unitary
taxation, allocating profits based on sales volume, albeit only for 100 of the largest and
most profitable multinational corporations under Amount A Pillar One, and only a share of
their profits. However, under US pressure, the OECD secretariat redrafted the multilateral
convention needed to implement Pillar One such that no country could implement it if the
US did not ratify the convention (to which the US administration and Congress are explicitly
opposed); while the proposal had in any case been so curtailed in ambition that unilateral
digital services taxes were likely to generate more for lower-income nations [60,61]. In
part, as explained earlier, this motivated African countries to shift international tax reform
negotiations to the UN, where the structure, forum, and rules allow member countries to
negotiate democratically, transparently, and with greater inclusivity than at the OECD [62].
With the US withdrawal from negotiations, the door is open for countries to consider
unitary taxation, but this remains politically complicated by the aggressive opposition of
the US administration to any taxation of US multinationals on their overseas activities [52].

Our analysis aligns with previous research demonstrating that corporate income
tax contributes to SDG progress [14,16] and underscores the importance of public
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country-by-country reporting, as set out in GRI 207: 2019 Tax. The results add support to
calls for global unitary taxation and formulary apportionment. In the meantime, corpo-
rations could calculate and publish a unitary-style view of where they should pay tax to
highlight their transparency. Still, such disclosures would be voluntary and would not
replace the legally enforceable amounts they must pay under each national tax regime in
which they operate. Absent this, the Fair Tax Mark is a voluntary standard of responsible
tax conduct, in which corporations commit to following both the spirit and the letter of
the law, to shunning tax avoidance, including the artificial use of tax havens and to being
transparent about profits and taxes. Presently, over 270 businesses from 100 parent entities
have been accredited by the Fair Tax Foundation [63].

7. Conclusions

Multinational corporations, such as Philips, which disclose revenue, profits before
tax, employee numbers, tangible assets, and taxes paid on a country-by-country basis,
provide many of the essential inputs for implementing unitary taxation. Public country-by-
country reports enable the transparent assessment of corporate contributions to government
revenue and sustainable development. However, transparency alone is not enough. An
international tax system that aligns taxes with real economic activity, through unitary
taxation with formulary apportionment, would significantly strengthen domestic resource
mobilisation and accelerate progress toward the SDGs. This approach would curb profit
shifting, enhance fairness in global tax allocation, and deliver transformative benefits for
countries with the greatest development needs, as our paper shows.

Industry-wide comparative analysis of profit misalignment will be possible in future
once there is a critical mass of public country-by-country data available in the European
Union and Australia. Although this will be more limited than reports published under
the Global Reporting Initiative, such as by Philips, it presents an opportunity for future
research to better understand the extent of profit misalignment and the corporations and
countries most responsible for undermining government revenue collection and, therefore,
development worldwide.
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