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Context

A recurrent global phenomenon 1s weaponization of
tax policy and administration, or “lawfare”

Not mobilizing resources from the people for the
people to provide public infrastructure and services
(““taxes are what we pay for civilized society™)
(Oliver Wendell Holmes Jr.)

Instead, taxation becomes exaction of tribute for
personal enrichment or assaults on perceived
enemies for political retribution

In other words, the legitimate extraordinary power
to tax becomes an 1llegal formidable abuse of power



When does tax enforcement 9

o .

become extortion? (1) .
Voluntary compliance foundation of successful tax systems

Common tools to facilitate voluntary compliance are:
— Good taxpayer service (€.g., low compliance costs)
— Utilization of tax handles (e.g., withholding at source)
— Third-party reporting (e.g., from employers, banks, brokers)

However, without an accompanying credible threat of
sanctions for non-compliance, tax gaps can be substantial,
especially for revenue that cannot be collected at source or
not subject to third-party verification (e.g., self-employed
and informal economy income)

Decreases potential revenue and tax system equity

So tax agencies need to have enforcement authority
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When does tax enforcement
become extortion? (2)

Two customary features of fair and effective enforcement
regimes are rules-based random and risk-based audits

In contrast, a frequent indication of malevolent enforcement
intentions 1s discretionary targeted inspections of potentially
“high-yield” taxpayers, those who might be susceptible to
making lucrative illegal payments to corrupt tax officials
Gives “public-private partnerships” (PPPs) a new and
nefarious meaning....

Direct taxpayer extortion 1s prevalent in countries with
corruption challenges throughout the civil service

In higher income countries, often “legalized extortion™ via

lobbying/campaign financing for special treatment (e.g.,
“No MAGA left behind™) .




When does tax enforcement 9
become retribution? (1) i

A good example of the politization of taxation 1s the current attack by
the Trump administration on Harvard University

Purportedly to combat antisemitism but actually ideological

Harvard 1s far from perfect, but rejects the federal government’s desire
to dictate whom to hire, whom to admit, and what to teach; also insists
on due process 1n adjudication of alleged 1llegal activities

Aside from freezing/terminating billions of dollars in research funds
(competitive grants, not gifts or direct budget support) and seeking to
prohibit foreign student enrollment (by revocation of Harvard’s
Student and Exchange Visitor Program Certification), there are two
specific tax-related threats:

— Potential IRS revocation of Harvard’s tax-exempt status

— Potential increase of endowment earnings tax from 1.4% to 21%



When does tax enforcement
become retribution? (2)

Tax-exempt status applies to federal and state income tax,
state and local sales tax, and local property tax (pays
voluntary PILOT to Boston and Cambridge) and allows
donors to receive tax deductions for charitable donations
Virtually all not-for-profit colleges and universities have
tax-exempt status for the same reason, namely their public
service mission, so revocation would be extraordinary
The tax increase on endowment earnings 1s estimated to cost
about $850 million, which would harm both financial aid
for students and the capacity to sustain current operations
The US has not seen such weaponization of the IRS since
President Nixon ordered the IRS to audit his political
enemies (successfully resisted by the IRS) ;
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