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EXECUTIVE SUMMARY

Fostering welfare requires just and efficient taxation.
Unfortunately, these targets have been undermined
by tax avoidance and tax evasion related to interna-
tional investment. Both multinational enterprises
(MNEs) and wealthy individuals have been able
to avoid tax by utilising loopholes in tax systems.
These loopholes are often caused by a lack of coor-
dination between national laws but also harmful tax
practices that individual countries use to attract for-
eign taxpayers.

The good news is that the past decade has seen a
major turn in tackling tax base erosion and harm-
ful tax competition, mostly in the field of corporate
tax. While several international reforms have made
corporate tax avoidance and hiding assets offshore
more difficult, capital income tax avoidance has not
yet been addressed either in the EU or globally. This
leaves a major risk of leaking tax bases.

This study describes the current state of capital
income taxation and tax avoidance in the EU and pre-
sents policy proposals to solve current problems. The
analysis is based on earlier research and analysis of
the current capital income tax framework, as well as
distinctive case studies that examine capital income
tax regimes in 15 selected European countries.

Capital income taxation is an essential part of mod-
ern tax systems. Specifically, dividend and capital
gains taxes play a significant part in progressive tax
systems and are a backstop for earned income taxa-
tion, even in domestic situations. If the gap between
earned income tax rate and integrated capital income
tax rate is high, top income earners can avoid taxes
by reframing their earnings as capital income.

In addition to revenue collection, the role of capital
income taxation, and taxation of capital in general,
is important in terms of redistribution. All taxes
on capital fall mostly on the rich. This is because
wealth — and thus its returns — that is, capital
income, is globally concentrated. According to the
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World Inequality Report 2022, the global top 1%
owned 38% of total household wealth in 2021. The
wealth is concentrated even within the rich, as the
share of the top 0.1% is 19%.

Capital income tax is not the only form of taxing
capital. For instance, capital income tax is closely
associated with corporate income, since dividends
— subject to capital income tax — are normally dis-
tributed from corporate profits that form the tax
base of corporate income tax.

Most countries also levy additional taxes on capital,
such as wealth taxes, inheritance and estate taxes, as
well as transfer taxes. The main difference between
them and income taxes is that they are not levied on
realised income but on gross or net value of assets.
Therefore, these additional taxes do not take the
taxpayers' ability pay into account, as income taxes
normally do. As a result, revenues of these taxes are
generally substantially lower than revenues from
income tax, and they are used to complement rather
than substitute capital income tax.

Estimates presented in the study show that globally,
on average, the effective tax rates on capital income
have decreased by five percentage points since
1965; meanwhile, the effective tax rate on labour
has increased by over ten percentage points. The
trend also indicates a decrease in the progressivity of
taxation. In most countries, taxation is no longer pro-
gressive, as capital income is concentrated within the
highest-earning 1%, and taxed at proportionally low
rates. Currently, high-net-worth individuals effectively
pay less tax than middle-class workers in many Euro-
pean countries. This is one reason behind the rise of
wealth inequality everywhere since the 1980s.

In spite of that, the turn of the past decade in tack-
ling tax base erosion seems to indicate a halt in the
decline of capital tax revenues. In the EU, the aver-
age share of capital taxes of total revenues has
increased from 19.8% in 2012 to 22.1% in 2022.



Furthermore, the EU's average personal capi-
tal income tax share of total tax revenues has
increased slightly from 2.1% to 2.4%.

The common argument against taxing capital
income or capital in general is that it would harm
growth and investment. However, there is no unan-
imous evidence to support the claim. Instead,
recent empirical research points the other way, as
it has presented wide-ranging evidence that tax-
ation of capital — notably of dividends — may not
have much impact on investment and, therefore, on
growth.

There is also similar evidence regarding other capi-
tal taxes. For one, decreasing the general corporate
income tax rate does not necessarily have much
impact on growth. In addition, inheritance and gift
taxation may sometimes have a positive impact
on business, as it could encourage transfer of its
ownership to more dynamic entrepreneurs. Taxing
assets can be an effective way to reallocate them
to more productive uses.

]|

Countries have their own tax
systems, while capital is mobile
and operates globally.

I

The fundamental reason for capital income tax
base erosion is that countries have their own tax
systems, while capital is mobile and operates glob-
ally. Cross-border harmonisation of capital income
tax bases and rates is limited, even in the EU.
Because of this, there are significant differences
in capital income tax rates between countries but

also within countries between different types of
capital income. These differences offer de facto
loopholes that facilitate tax avoidance. Different
arrangements can be misused to apply low tax
rates by shifting income type or realising income in
low-tax jurisdictions.

I

Belgium, Malta,
the Netherlands and Switzerland
have zero or close to zero tax
rates on capital gains.

] |

The 15 case studies highlight various tax regimes
that are used for tax avoidance. For instance, Bel-
gium, Malta, the Netherlands and Switzerland have
zero or close to zero tax rates on capital gains,
which taxpayers in other EU countries can benefit
from by avoiding the higher rates that would be
applicable in their country of residence. Estonia
and Malta, but also Finland, have very low tax rates
for dividends that may cause similar problems.

The case studies also show that many countries
have adopted specific investment tax regimes that
foreign but sometimes also domestic taxpayers
can benefit from to avoid tax. For instance, in Malta,
foreign taxpayers can "purchase" a low flat 15% tax
rate on most capital income by investing in local real
estate worth €275,000.

The case studies also highlight good tax practices.
Most countries analysed protect their tax base
and tackle capital income tax avoidance with exit
tax rules. Many countries, such as Denmark, Nor-
way and larger EU economies like Germany and
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France, have refrained from harmful tax measures
and have in place relatively progressive taxation
for owners of capital.

The study presents five essential tax policy recom-
mendations that would tackle capital income tax base
erosion and tax avoidance addressed in the study:

1) The EU should adopt a directive establishing
a minimum capital income tax rate. The mini-
mum tax rate would effectively end low taxation
of capital income in the EU that causes most of
the problems addressed in the study. It would
put a floor on tax competition between countries,
enhance a fair division of the tax base between
countries and enhance efficiency of taxation in
the European single market.

2) The EU should adopt an anti-tax avoidance direc-
tive (ATAD) for capital income, including an exit
tax rule for individuals. This anti-tax avoidance
measure would tackle tax avoidance facilitated
by low-tax regimes in third countries. The direc-
tive should also lay down rules on how capital
income tax base is shared between EU member
states, similar to the current ATAD that covers
corporate income tax.

3) The EU should adopt a directive to tax unreal-
ised capital gains. Unrealised capital gains are
tax exempt in nearly all countries. This is a major
loophole that facilitates tax avoidance with hold-
ing companies and similar structures. They allow
for deferring the realisation of income indefi-
nitely, and thus, the income might never be taxed.
Due to this, paying capital income tax is partially
voluntary to high-net-worth individuals. The EU
should include unrealised capital gains in the
minimum tax base, as they should be taxed the
same as other income types.

4) The minimum capital income tax rate should
be complemented with net wealth taxes on the
ultra-rich. Net wealth taxes on high-net-worth
individuals would be efficient in tackling wealth
concentration and increase the transparency of
wealth.

TACKLING TAX AVOIDANCE
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5) The scope the EU Code of Conduct on Business

Taxation should be extended to include capital
income taxation. Currently, the Code of Con-
duct only assesses tax measures in the field of
corporate income tax. However, harmful capital
income tax practices in member states may also
significantly distort the single market. Therefore,
the scope of the Code of Conduct should be
extended to capital income taxation.
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1. INTRODUCTION

Taxation shapes our societies, as it is a key measure
in funding welfare services and green investment,
as well as in redistributing income and wealth. A
better future requires a just and efficient tax system
both nationally and globally. Unfortunately, a lack
of coordination between national tax regimes and
harmful tax competition between countries have
compromised these targets by facilitating tax avoid-
ance and tax evasion. This has put into question
countries' ability to tax mobile capital in an effective
manner. Additionally, national governments have
too often introduced tax reforms that favour the
wealthy and refrained from tackling tax avoidance
that benefits the few. This has resulted in the con-
centration of wealth globally and undermined the
ability of national governments to finance reforms
that enhance their citizens' welfare.

However, the past decade has seen a major turn in
tackling harmful tax competition,” as well as interna-
tional tax avoidance and tax evasion by corporations
and individuals. The recent reforms of the interna-
tional tax regime have beenthe most substantial since
the League of Nations initial tax conventions in the
1920s. The main focus of these reforms has been in
tackling profit shifting by MNEs, as well as base-erod-
ing harmful tax competition. In addition, countries
have adopted measures for cross-border adminis-
trative cooperation, such as automatic exchange of
financial account information to prevent tax evasion
related to individuals' offshore investment.

The EU has been at the forefront of this develop-
ment, having a significant role in the global tax
negotiations facilitated by the Organisation for Eco-
nomic Co-operation and Development (OECD) Base
Erosion and Profit Shifting Project (BEPS) and the
OECD Inclusive Framework.? The EU has also imple-
mented international agreements in a harmonised
way. The BEPS measures were introduced in the
EU by adopting the ATAD for corporations in 2016.
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A major breakthrough was accomplished in October
2021, when over 135 jurisdiction countries joined
the OECD two-pillar solution, whose second pillar
introduced 15% minimum corporate income tax
rate for large MNEs. The EU countries were among
the first to implement the global deal by adopting a
directive on the minimum corporate income tax rate
in December 2022. The directive has been applied
since the beginning of 2024.

The OECD has estimated that the minimum tax will
halve profit shifting globally and that the share of low-
tax profits will shrink by as much as 80% in the coming
years.® In addition, the EU Tax Observatory has esti-
mated that tax evasion related to household financial
wealth held offshore could have already fallen by two
thirds due to automatic exchange of bank account
information. Information exchange between tax
administrations has been conducted between more
than a hundred countries since 2017 based on the
OECD Common Reporting Standard (CRS).*

This shift in limiting tax competition gives national
governments more leeway to increase taxes on
corporate profits and capital, if they wish to do so.
The share of capital taxes of total tax revenues
has already increased in the past few years (see
Section 2.2). The decline of capital taxes that has
continued for decades — sometimes called the race
to the bottom — may finally have been called off.
This trend could also challenge the evolution of
wealth concentration that has continued globally
since the early 1980s.

Even if recent developments have been encourag-
ing, several loopholes remain in the international tax
regime. The advanced administrative cooperation in
tax matters has made tax evasion related to interna-
tional investment more difficult. Consequently, it is
substantially more difficult to evade personal taxes
from capital income.



However, measures adopted against tax evasion
do not yet concern personal income tax avoidance.
In addition, the recent focus of tax base harmo-
nisation in the EU has mainly been focused on
corporate taxation (see Section 3).° This increases
the profitability of capital income tax avoidance
in proportion to corporate tax arrangements. As a
consequence, harmful tax competition might shift
to individuals' capital income taxation, as taxation
of dividends and capital gains are complement-
ing forms of taxing corporate profits. Evidence of
such development has already been seen in several
European countries.®

This development follows the fundamental logic
of mobile capital: it seeks out and flows through
the most profitable loopholes. In this case,
assistance by tax advisors who earn by gaining
a share of their clients' tax savings is a crucial
issue. The opening of global capital markets and
digitalisation have also decreased the costs of
tax avoidance arrangements and increased the
profitability of tax advisory business. Today, it is
possible to establish holding companies offshore
in just a few clicks and with a couple of hundred
euros. Digitalisation also facilitates packaging and
scaling up of tax avoidance arrangements, which
makes it profitable for tax advisors to sell them to
smaller clients. Similar income-shifting arrange-
ments can be used in many different businesses,
which decreases the administrative transaction
costs per arrangement significantly.

Therefore, in the coming years, the focus of inter-
national tax cooperation and harmonisation should
be more on capital income taxation of individuals.
The recent proposals to tax the ultra-rich based on
the value of their net wealth would appropriately
complement these discussions. Such a proposal
of a global 2% minimum net wealth tax for billion-
aires was discussed at the G20 high-level meetings
hosted by Brazil in the summer and autumn of 2024.”

This study seeks to supplement these proposals by
identifying loopholes and asymmetries of national
capital income tax regimes in Europe, with an objec-
tive to discuss how capital income taxation should

be harmonised and developed in the EU. Section 2
of the study describes the role of capital income tax-
ation in the tax system, and Section 3 presents the
current problems of capital income taxation based
on earlier research and the current international
legal framework. Case studies on 15 different Euro-
pean tax regimes are presented in Section 4.

Finally, Section 5 concludes by addressing how the
loopholes and asymmetries discussed in the study
could be tackled. These policy recommendations
include the means to harmonise capital income tax-
ation in the EU, as well as measures that could be
adopted nationally. The policy recommendations
also discuss alternative means of taxing capital in
the EU, such as wealth taxes and corporate income
taxation, as well as the possibility of complementing
the EU's own resources by capital taxes.
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2. WHAT IS CAPITAL
INCOME TAXATION?

2.1 The role of capital income taxation in
financing budgets and redistribution

Capital income tax is levied on individuals' net cap-
ital income, which means expenses incurred in
generating the income are deducted from the gross
income. The different types of capital income are
classified in international tax treaties that govern
taxation in cross-border situations and national
laws (see Section 3). They include recurring returns
from capital, such as dividends, interest payments,
rents, investment fund returns ("profit shares") and
royalties, as well as one-off capital gains from sales
of assets. The case studies in Section 4 discuss all
these income types, except royalties that are mostly
accrued by corporations instead of households,
which are the main subject of this study. Rents from
real estate are not discussed in this study either, as
its focus is on income based on corporate profits.®

Capital income taxation plays a role in all four main
purposes of tax: collecting revenue; redistribution;
steering behaviour; and representation of citizens
(see Box 1). This section discusses the first two
more thoroughly: capital income tax in terms of rev-
enue and redistribution. These purposes could be
considered most relevant, specifically in the context
of capital income taxation, although capital income
taxation could also be considered a Pigouvian tax,
as described later in the section.

10

BOX 1. The four Rs of tax.

Taxation has four main purposes or benefits; these
are often called the four Rs of tax.® The first and per-
haps the main purpose of tax is collecting revenue to
fund public services, investment and subsidies, as
well as social benefits. In other words, taxation is an
essential tool to transfer resources in a society.

This is linked to the second purpose of tax: redistri-
bution. Taxation is an integral part of income transfer
systems that are necessary to tackle inequality and
poverty. In most countries, personal income taxa-
tion is at least partially progressive, which means
those with higher income and wealth pay propor-
tionally higher tax. This is in accordance with the
ability-to-pay principle of taxation. However, it should
be stressed that tax systems as a whole are not usu-
ally progressive, as high capital incomes are taxed
at relatively low tax rates (see Section 2.2)."°

The third purpose of tax, repricing, denotes the
steering role of taxation. For example, higher
so-called Pigouvian taxes could be levied on harm-
ful activities to tackle negative externalities, and tax
subsidies could be used to endorse positive exter-
nalities. Carbon taxes are a common example of
such steering taxes.

The fourth function of taxation, representation, refers
to the role of taxation in the social contract. Taxation
makes politicians accountable to taxpayers, whose
resources the government utilises.

TACKLING TAX AVOIDANCE
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In 2022, on average, 2.4% of tax revenue in EU
countries derived from personal capital income
taxation (see Figure 1). The share has slightly
risen in the past decade, from 2.1% in 2012. The
share varies significantly between member states,

shifting from a decrease of 0.6% in the Nether-
lands and to an increase of 4.7% in Luxembourg."
In proportion to GDP, capital income taxes in the
EU were, on average, 1.0% in 2022 in comparison
to 0.8% a decade earlier.

FIGURE 1. Households' income taxes on capital in 2022 (% of total taxation, EU27 and Norway).

50
4,0
3,0
2,0
1,0

0,0

-1,0

Luxembourg
Finland
Romania
France
Sweden
Norway
Spain
Greece
Ireland
Italy
Lithuania
EA-19
EU-27
Denmark

228 &8s 8 8 80 g T 88 S G
T § 8B 2 o c 5 c 355 2% X2
o 8 3 0 o g 5 8 5 ©
c E O X £ 0 = D > O 75 @© S > ©
= 5 = 0 35 o — 2
3§ OO0 o NGO Z S o a S 3
T ¢ a m »n o (2=
[
=z

Data on Croatia has lower reliability. Source: European Commission (2024): Data on Taxation Trends.

It can be said that personal capital income taxation
generates significant tax revenue but is not its larg-
est source. However, the significance of personal
capital income taxation in revenue collection is far
greater than its direct revenues. Capital income tax-
ation, more specifically dividend and capital gains
taxes, play a significant role in progressive income
tax systems and constitute a backstop for earned
income taxation.
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A progressive earned income tax needs capital
income tax as a backstop because high-earning indi-
viduals can avoid taxes by shifting their earnings to
capital income in countries where the gap between
earned income tax rate and integrated capitalincome
tax rate is high. This is because, in most countries,
taxation of capital and earned income is at least
partially differentiated. Many high-earning individu-
als have the chance to withdraw their employment

11



income through their holding companies instead of
through a salary and will take advantage if capital
incomeistaxed lessthandirectly paid salaries.’? This
advantage not only affects self-employed or owner
managers, but also normal employees, for example,
medical companies have established holding com-
panies for their doctors to attract and incentivise
them with lower taxation on their labour.™

This kind of tax planning or tax avoidance, called
income shifting, is common in many countries

where effective integrated tax rates on dividends
are lower than income tax, on average, and high
wages (see Figure 2 and Box 2)." The integrated
dividend tax rate stands for the combined effec-
tive corporate income tax and dividend tax, as
generally both need to be paid if income is shifted
through a holding company instead of a direct
salary. It should be noted that other tax-planning
arrangements, or simply retaining profits in a
holding company, could also be used to avoid the
dividend tax (see Section 3.3).

FIGURE 2. Difference in tax rate for wage income and integrated dividend
income in OECD countries in 2021 (percentage points).
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Earned income tax revenues are
also at risk if capital income tax
is not at a sufficient level.

I

Therefore, earned income tax revenues are also at
risk if capital income tax is not at a sufficient level.
This is important, as earned income forms the most
important base for tax revenue in most countries,
with just over half of tax revenues, at 50.6%, on aver-
age,inthe EUin2022. Sufficiently high capitalincome
tax secures these revenues as the necessary back-
stop: more and more high-earning individuals avoid
taxes by shifting their earnings into capital income
when the gap between earned income tax rate and
integrated capital income tax rate increases.

Box 2. Business taxation systems differ
between countries.

Nearly all countries apply double-level taxation
on corporate profits of limited companies. This
means that the profits are taxed both when the
corporation makes them and when they are dis-
tributed to shareholders as dividends. However,
unincorporated businesses, such as sole propri-
etors and partnerships, are usually taxed only at
the level of the individual owner or entrepreneur.
In this single-level taxation system, the income is
deemed to pass directly to through to individual.
However, there are important exceptions to this
division between the two taxation systems. For
instance, many countries have anti-tax avoidance
laws that allow for the taxation of undistributed
corporate profits as the income of individual owner
in some circumstances.’

TACKLING TAX AVOIDANCE
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The different taxation of different corporate forms
might lead to different tax rates for similar types of
businesses. This could also facilitate tax avoidance.
In a single-level taxation system, the individual is
usually subject to normal personal income taxation,
which is often progressive. In two-level taxation, the
corporate income tax rates are usually flat, but the
taxation of dividend income, that is, capital income,
varies considerably between countries. Generally,
the difference in tax rates between different corpo-
rate forms is compensated for by either relatively low
capital income tax rates or crediting the corporate
tax from personal income tax. Due to this, two-level
taxation of profits usually does not necessarily lead
to higher effective taxation compared to single-level
taxation. Instead, two-level taxation is often more
attractive, and larger businesses nearly everywhere
are incorporated. Therefore, the focus of this study
is mostly on the taxation of capital income from
incorporated businesses.

Many countries have so-called classical dividend tax-
ation systems, where there is no specific relief from
personal income tax based on the income tax paid
by the corporation prior to distributing dividends.
However, some countries have full (e.g., Australia)
or partial (e.g., Canada) dividend imputation, which
means income tax paid by the corporation is cred-
ited from the capital income tax of the individual
receiving the dividend.'®

Dividends and other capital income are subject to flat
or progressive tax rates, usually depending on whether
the country has a dual income or comprehensive
income tax system. Most countries have a compre-
hensive tax system, where both earned and capital
income are taxed at the same rates. For instance,
the Nordic countries have dual income tax systems,
where earned income is taxed at a progressive rate
and capital income at a more or less flat rate. Due to
different tax treatment of different income types, dual
income tax systems are more vulnerable to tax avoid-
ance by income shifting (see Section 3.3.). However,
this behaviour is also relatively common in countries
with comprehensive tax systems; they usually have
exceptions where flat or lower tax rates are applied to
some types of capital income.
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The role of capital income taxation is perhaps even
more important in terms of redistribution. This is
because wealth — and thus its returns — are glob-
ally concentrated at the top of wealth distribution.
According to the World Inequality Report 2022, the
global top 1% owned 38% of total household wealth
in 2021."7 The wealth is concentrated even within
the rich, as the share of the top 0.1% is 19%.

Wealth inequality is generally high within all coun-
tries, but the concentration levels vary. In western
countries, the top 10% wealth share varies generally
between 45% and 70%, whereas in BRICS countries
the share is above 55%, with as much as 85% in
South Africa.’® Wealth is concentrated mostly to the
top 1%. The share was, on average, 22% in western

Europe, 36% in the USA and nearly 40% in BRICS
countries. The concentration of wealth also means
that for the highest-earning 1% capital income is the
most significant source of income, whereas all the
others live mostly on earned income.™

Wealth inequality within countries has generally risen
all over since 1980s, which reflects the increased
corporate profits share of GDP, as well as a reduc-
tion of taxes on capital in proportion to other taxes.
A well-known study has estimated that globally, on
average, the effective tax rates on corporate profits
and other capital income have decreased by five per-
centage points since 1965, while the effective tax
rate on labour has increased by over ten percentage
points (see Figure 3).2°

Figure 3. Effective tax rates (%) on capital and labour from 1965 to 2018 (global average).
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The development also indicates a decrease in the
progressivity of taxation: the effective tax rates
on both the capital and labour are currently close
to same level, even though capital income accu-
mulates on high earners. The trend has been
similar in high-income countries, including Europe.

The increasing share of regressive taxes, such as
consumption taxes in most European countries, has
accelerated the decline of progressive tax systems.
Currently, high-net-worth individuals effectively pay
less tax than middle-class workers in many Euro-
pean countries (see Figure 4).7"

Figure 4. Average tax rates by group in the USA, France and the Netherlands (% of pre-tax income).
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Source: Alstadseeter et al. 2023.

The concentration of wealth is expected to soar in
the future without a significant increase in the taxa-
tion of capital and shifts of market power between
labour and capital.?? This will eventually be — if it is
not already — harmful to societies and democracy,
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as concentration of wealth also means concentra-
tion of market power and political power. Therefore,
capital income taxation could be deemed a Pig-
ouvian tax in the sense that it tackles the harmful
consequences of wealth concentration.
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2.2 Capital income tax is just one form of
taxing capital

Capital income tax is not the only form of taxing
capital. Firstly, capital income tax is closely asso-
ciated with corporate income tax, which could be
economically understood as a prepayment of capi-
tal income tax, more specifically capital income tax
on dividends.? This is because dividends are paid
out from corporate profits that form the tax base of
corporate income tax.

Secondly, in addition to income taxes, many coun-
tries levy other taxes on capital, such as net wealth
taxes, inheritance and estate taxes, transfer taxes,
and real estate taxes. These taxes also fall mostly
on the rich and could be used to tackle wealth

concentration. The main difference between these
taxes and income taxes is that they are not levied
on realised income but on gross or net value of
assets. Therefore, these taxes do not take the tax-
payers' ability pay into account nor income taxes.
Because of this, for example, net wealth taxes are
not generally proportionally as high as income
taxes. Therefore, they are used to complement
rather than substitute capital income taxation.?*

In 2022, on average, 22.1% of tax revenue in EU
countries derived from all taxes on capital (see Fig-
ure 5). The share has risen in the past decade, from
19.8% in 2012. In proportion to GDP, taxes on cap-
ital were 8.9% in 2022, in comparison with 7.8% a
decade earlier.

Figure 5. Taxes on capital in 2022 (% of total taxation and as % of GDP, EU27 and Norway).
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normal years, the share was still relatively high, mostly well above 20%, and even over 30% in many previous years.

16

TACKLING TAX AVOIDANCE
REFORMING CAPITAL INCOME TAXATION IN THE EU



Figure 5 shows the capital tax share of total taxa-
tion in the EU in 2022, which varied between 8.2% in
Estonia and 32.2% in Ireland. Variation in taxes on
capital in proportion to GDP is similar.

The average corporate income tax rates in the OECD
countries have more than halved since the 1970s,
although the effective tax rates have not declined as
much.?® This development has often been called the
race to the bottom, which is led by so-called corpo-
rate tax havens.? It is noticeable that well-known EU
corporate tax havens, such as Cyprus, Ireland, Lux-
embourg, Malta and the Netherlands, all generate
high tax revenues from capital; this is mostly related
to the exceptional presence of MNEs and foreign
investors in these countries, and indicates that they
have benefited from tax competition, which has also
attracted tax bases of other member states. It also
indicates the impact of the OECD BEPS project in
tackling corporate tax avoidance: the effective cor-
porate income tax rate, for example, in Ireland has
already increased significantly after the adoption of
BEPS measures.?® The share of corporate income
tax revenue of total taxation in Ireland has more than
doubled, from 8.1% in 2012 to 21.5in 2022.

Personal capital income tax formed 11% of taxes on
capital in the EU countries, on average. The share
was 73% if the corporate income tax and capital
income tax of the self-employed are also accounted
for, but the share varies significantly between mem-
ber states. Unfortunately, there are no accurate
statistics that show how the capital income tax rev-
enues are divided between different types of capital
income, such as dividends and capital gains.

2.3 Taxing capital does not need to harm
economic growth

The common argument against taxing capital
income or capital in general is that it would harm
growth and investment. This narrative is often driven
by lobbying efforts and represented by those repre-
senting corporate interests or the interests of the
wealthiest. Yet the argument is not alien to academic
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discussion. In particular, older theoretical research
has stressed that taxes on profit increase the cost
of capital that could thus have a negative impact on
investment and growth.?

In spite of this, there is no unanimous evidence
that would support the claim. Instead, more recent
empirical research points to wide-ranging evidence
that taxation of capital may not have much impact
on investment. Several studies have shown that
dividend taxation does not necessarily have a signif-
icant effect on investment and, therefore, its impact
on growth would also be muted.® There is also sim-
ilar evidence regarding general corporate income
tax: decreasing statutory corporate income tax rate
does not necessarily have much impact on growth.?
However, at least under some circumstances, more
targeted tax incentives have had some impact on
investment.3? There are also studies on other types
of capital taxes that highlight taxing capital and the
rich could not have a harmful impact on growth after
all.* For example, inheritance and gift taxation might
sometimes have a positive impact on business, as
it could encourage the transfer of its ownership to
more dynamic entrepreneurs.*

To conclude, evidence of the harmful impact of cap-
ital taxation is weak. There could be several reasons
for this. The first is the most obvious. Taxation is an
income or wealth transfer, and the taxes collected
will typically be used for other purposes. If the other
use enhances growth, taxation might even have
- indirectly — a positive impact on growth. Transfer-
ring funds to lower-income groups through taxation
of capital could also increase demand and spur
growth, as lower-income groups generally consume
a larger share of their income. Another potential
positive impact of capital taxation is that it could
tackle the harmful concentration of wealth, and thus
market power, which could improve the functioning
of the economy.
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3. CAPITAL INCOME TAX BASE
EROSION IN THE EU

3.1 The current international capital income
tax framework has many flaws

The capital income tax base could erode, even in a
national context, for example, due to tax incentives
(see Sections 3.3.3 and 3.3.4). However, in an inter-
national context, the fundamental reason for capital
income tax base erosion is that countries have their
own tax systems, while capital is mobile and oper-
ates globally. Cross-border harmonisation of capital
income tax bases and rates is limited, even in the EU,
and individual countries enjoy generally wide sover-
eignty to define their tax laws (see Section 3.2).

I

In an international context, the
fundamental reason for capital income
tax base erosion is that countries have

their own tax systems, while capital

Is mobile and operates globally.
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Due to this, capital income tax rates vary between
countries. As a result, it is possible to avoid taxes
by shifting income to low-tax jurisdictions with dif-
ferent arrangements or moving tax residence there
(see Section 3.3). Tax avoidance also utilises loop-
holes caused by the asymmetry between national
tax bases. This asymmetry causes so-called double
non-taxation, which meansthatin some cases capital
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income is not taxable in any country. It is also pos-
sible to evade tax illegally by hiding capital abroad
from local tax authorities if they are not informed of
the existence of the assets and their returns through
cross-border administrative cooperation.

Countries have obviously been long aware that the
interplay between national tax laws and transnational
capital facilitates tax avoidance and evasion. How-
ever, the states have not been able to abolish these
gaps and mismatches sufficiently with cross-border
cooperation. This is mostly due to the fact that some
countries benefit from harmful tax competition by
attracting mobile capital with low or non-taxation.®
The countries that exercise an extreme form of such
tax competition are often called tax havens. The
OECD considers this sort of tax competition harmful
due its corrosive impact on welfare and the sover-
eignty of democracies.3® However, other types of tax
competition could also be considered harmful in the
sense they are detrimental for revenue collection and,
for instance, to the EU as a whole. Non-coordinated
tax competition might also lead to efficiency losses.

Therefore, countries, MNEs and high-net-worth
individuals benefiting from the status quo have an
incentive to hamper policies that aim to tackle tax
avoidance and harmful tax competition. There is
evidence that corporate lobbyists and tax advisors
facilitating tax avoidance have exercised significant
influence over countries and international organi-
sations to compromise policies that aim to tackle
tax avoidance.®” Despite this, important progress in
international tax cooperation has been achieved in
the past decade.

The contemporary international income tax regime

dates back to the League of Nations negotiations
in the 1920s.% The regime relies on thousands of
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bilateral and multinational tax conventions between
jurisdictions that address the division of income tax
bases and administrative cooperation in cross-bor-
der situations.®®

Even though most of the conventions are bilateral,
they are usually very similar, as they are based on
model tax conventions of international organisations.
Generally, either the source country of income or res-
ident country of its recipient has the taxing power of
income in cross-border situations or the taxing power
is shared. However, there are several exceptions,
depending on, for example, the income type, national
laws and special characteristics of a given tax treaty.

The first models were designed by the League of
Nations in the 1920s, and current tax conventions are
usually based on either the OECD or the UN models.*
The basic principles of the international tax frame-
work have remained more or less the same since the
1920s until the beginning of the 21st century. The
focus of the cooperation has been more on preventing
double taxation in cross-border situations and less on
tackling double non-taxation and tax evasion.*'

I

Harmful tax competition and tax
avoidance has already shifted
— or extended - to personal
capital income taxation.

] |

However, as described in Section 1, the past decade
has seen a major turn in international tax cooperation.
The focus of this development has been on tackling
profit shifting of MNEs by corporate income tax base
and rate harmonisation, as well as preventing tax eva-
sion related to foreign investment by administrative
cooperation. This positive development regarding
tax evasion does not yet concern personal capital
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income tax avoidance, as described in Section 3.3.
This increases the proportional profitability of capital
income tax avoidance. As a consequence, harmful tax
competition and tax avoidance has already shifted —
or extended — to personal capital income taxation, as
taxation of dividends and capital gains are comple-
menting forms of taxing corporate profits. Evidence
of such development has already been seen in sev-
eral European countries, such as Cyprus, Greece,
France, Ireland, Italy, Luxembourg, Malta, Portugal,
Spain, Switzerland and the UK.#?

3.2 How has capital income taxation been
harmonised in the EU?

Individual countries enjoy generally wide sovereignty
to define their tax laws, even in the EU. However, EU
fundamental freedoms of the single market, such
as the free movement of capital, impose some lim-
itations, especially in discriminating non-resident
taxpayers. Taxes are also collected mostly at the
national level and, currently, customs duties can be
understood as the only direct tax levy of the EU's own
resources. In addition, an important part of the EU's
own resources are calculated based on value-added
tax (VAT) bases in the member states. Capital taxes
are currently only collected at the national level.*

Tax bases have also been harmonised in the EU
based on directives, but this harmonisation is very
limited in the field of individuals' capital taxation.
The directive concerning interest and royalty pay-
ments is the most important exception to the rule,
but its significance is limited, as its principles are
similar to the tax treaty provisions most countries
had adopted before the directive.** The directive
limits the taxing power of interests and royalties
to the residence jurisdiction when the income is
sourced from an EU country.

There are also several directives that govern cor-
porate income tax. The Parent-Subsidiary Directive
exempts intra-group dividends from tax within the
EU when the dividends are paid out to a company
that owns at least 10% of the distributing company.*®
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ATAD sets a minimum standard for national cor-
porate anti-tax avoidance rules for EU member
states.*® The global minimum corporate income tax
rate of 15% for MNEs has also been implemented in
the EU with a directive from the beginning of 2024.%4
The minimum corporate income tax rate has been
agreed by 140 countries globally.

In addition, the EU has adopted several directives
that deal with administrative cooperation and trans-
parency that aim to tackle tax evasion and fraud.
These directives include the Directive on Adminis-
trative Cooperation (DAC), which also has an impact
on capital income taxation.*®

Furthermore, soft law instruments could have a
harmonising effect on capital income tax in the EU.
The EU Code of Conduct on Business Taxation, the
aim of which is to curb harmful tax practices within
the EU, is the most significant example of such a
guideline. However, it was previously assumed that
personal income tax practices in member states
would not distort the single market and, therefore,
only corporate income tax was included in the Code
of Conduct. Recently, the European Parliament has
proposed reforming the Code of Conduct by includ-
ing personal income taxes.*

3.3 What do we know about the loopholes
of the capital income tax base?

3.3.1 Harmful tax competition and tax base
asymmetries facilitate tax avoidance

In a market economy, mobile capital follows a sim-
ple logic — at least to a certain extent: it seeks out
and flows through the most profitable loopholes.
That is, tax will be avoided if it is possible to avoid it
with reasonable transaction cost.

In general, international tax avoidance is made pos-
sible by two mechanisms: unintended tax base
asymmetries between different countries and deliber-
ate harmful tax competition. The unintended tax base
asymmetries are caused by a lack of cross-border
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cooperation and insufficient information on foreign
tax bases. Sometimes there is also a lack of political
will to close down these loopholes, even when they
are discovered since, for example, some powerful cit-
izens and corporations benefit from them.

Sometimes low tax rates might be legitimate from
the perspective of a single country, but unintend-
edly turn out harmful in an international context. For
example, there might not be a need for a dividend tax
in a country if corporate profits were instead taxed
with sufficiently high corporate income tax. How-
ever, in an international context, such a regime could
be problematic, as foreign individual taxpayers and
corporations could also benefit from non-taxation
of dividends, even on corporate profits, which were
taxed at a low rate in another jurisdiction.

Harmful tax competition facilitates foreigners' tax
avoidance in jurisdictions where they are tax resi-
dent. In this sense, it harms the national sovereignty
of other jurisdictions to tax their own residents and
income sourced from there. Low-tax jurisdictions
usually benefit indirectly from tax-avoiding behav-
jour, as some businesses, such as banks and tax
advisors, locate their operations there to assist in
tax avoidance. They might also receive some tax
revenue, although much lower than the tax avoided
in the resident jurisdiction.

What is common with these two mechanisms is
that tax avoidance is facilitated by substantially
lower tax in another jurisdiction. Some countries
have, for example, given up on taxing estates,
inheritances, gifts, net wealth or capital gains and
substituted them with other, often regressive, taxes
or by keeping government spending at a lower
level.>" Section 4 of the study shows that several
European countries do not tax all types of capital
income and many offer low tax rates.

Tax havens generally have low taxes for off-
shore capital or immigrating foreigners. Previous
research has perceived two general types of harm-
ful tax regimes regarding capital income tax. The
case studies in Section 4 describe some of the
regimes in detail .2
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1) Preferential taxation of capital income sourced
abroad. This allows for avoiding tax from cap-
ital accumulated, for example, in the current
residence jurisdiction by shifting the tax resi-
dence. These types of regimes exist in Greece,
France, Ireland, Italy, Luxembourg, Malta, Por-
tugal, Spain, Switzerland and the UK. In some
cases, the preferential regimes are restricted
to targeted groups, such as retirees or nomad
workers, who can work remotely anywhere.

2) Tax residence by investment programs. Some
European countries offer citizenship or residence
by sufficient investment, such as real estate or
a stake in local businesses. In many cases, for
example, real estate investment allows de facto
"buying" a tax residence for the wealthy, and
these programs can also accompany certain tax
benefits, such as lower tax on capital income.
The programs often also allow visa-free travel in
the Schengen area and are sometimes limited to
non-EU citizens.* These types of regimes have
existed in Austria, Cyprus, Greece, Ireland, Italy,
Latvia, Luxembourg, Malta, Netherlands, Portu-
gal, Spain and the UK.

3.3.2 Loopholes in exit taxation

According to the international capital income tax
regime, a source country, namely, the country where
income is generated, usually has the right to levy tax
on it, in addition to the resident country of the individ-
ual.>* However, in the case of capital gains tax, only
the country where the person is tax resident has the
power to tax the gain, according to most tax treaties,
even if the gains are derived from, for example, the
sale of shares in a foreign company.*® In most cases,
this principle also applies to unrealised capital gains,
which are increases in asset values not yet taxed,
since capital gains are usually taxed when assets are
sold or otherwise transferred to other taxpayers.*

Because of this, most European countries have

some sort of exit tax system that allows them to
tax the unrealised capital gains when a person
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moves abroad before realising their capital gains.
For multinational corporations, the exit tax rules are
harmonised in the EU with ATAD (see Section 3.2).
Usually, the exit tax must be paid when the capital
gain is realised after moving, as EU legislation limits
levying exit tax at the moment of migration.

However, some countries do not have such exit tax
legislation and, in most countries that do, the exit
tax is only applied to some part of unrealised gains,
such as when they exceed a certain amount. This
could be considered a loophole in capital income tax
base, as it is possible to avoid tax by accumulating
profits to, for example, a holding company and mov-
ing to a low-tax jurisdiction before realising them.
However, a reasonable threshold to exempt small
capital gains from exit tax can be justified to reduce
disproportionate administrative burden.

3.3.3 Unrealised capital gains are often tax exempt
even in domestic situations

Even if most countries tax unrealised capital gains
when a person moves abroad, they are generally not
taxed at death or when assets are gifted to another
taxpayer. This means that even countries that have
inheritance and gift or estate taxation generally
exempt all unrealised capital gains at death.* This is
a significant loophole in capital income tax base, as
there is an incentive to accumulate unrealised gains
to, for example, holding companies before transfer-
ring them to offspring.5®

Countries that do not levy taxes on inheritances
and gifts generally allow the unrealised gain to be
carried forward to the new owner. This means that
the unrealised capital income is not tax exempt, but
taxed at a later moment of realisation. However, in
these cases, the unrealised gains could be carried
over indefinitely over generations and perhaps never
taxed. The taxpayers might also wait for a tax holi-
day or tax rate reduction before realising such gains.
The rich might also de facto live off these gains with-
out technically realising them by exploring the value
of assets as a leverage or collateral against loans.
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Due to non-taxation of unrealised capital gains, the
rich in many countries pay substantially lower effective
tax.%® A study conducted in Norway estimated that half
of the income of the richest 0.1% is not taxed as itis not
realised.®® A large proportion of companies are owned
by the rich, who often only need to withdraw minimal
portions of profits from their holding companies.

Non-taxation of unrealised capital gains can be utilised
in international tax avoidance especially when there is
no exit taxation or it has loopholes. In addition, it facili-
tates tax avoidance in purely domestic situations as it
is possible to defer or avoid taxation by keeping profits
in holding companies or other structures.

3.3.4 Income shifting is a common form
of tax avoidance

As described in previous sections, tax avoidance
is facilitated by low taxation of capital income in
a country. Usually, this low taxation applies only to
limited income types. However, the impact is often
cumulative due to income shifting, which allows
the income type to be converted. This could also
be done domestically if different income types are
taxed at different rates. For instance, dividends could
be shifted to capital gains to avoid dividend tax and
benefit from low taxation of capital gains. There is a
stream of evidence on this type of income shifting in
many countries.®’ The possibilities of income shift-
ing grow exponentially in the international context,
as it allows making the most of low tax rates for cer-
tain income types.

Example 1.

A person tax resident in Finland has made an invest-
ment in stock company shares. Over the years, these
investments have generated dividend income of €10
million. If the person had made a direct investment,
they would have paid capital income tax of at least
€2.55 million from the dividends (effective dividend
tax rate in Finland is at least 25.5%).
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Nevertheless, if the person had made the same
investment through an investment-based life insur-
ance vehicle they would pay no tax (0%) for the
accumulated dividends. Instead, the person would
pay 30% or 34% tax from capital gains when they
withdraw the gains from the vehicle. Thus, this
arrangement would shift the dividend income to
capital gains.

However, the person could avoid capital gains tax
wholly if they move tax residence to a country that
has exempted capital gains from tax, as Finland
does not have an exit tax on unrealised capital gains.
The dividend income accumulated in the invest-
ment-based life insurance vehicle would also be
wholly exempt from income tax if the person gifted
the assets to their children before realising the prof-
its. In this case, the rather simple arrangement could
save income tax of at least €2.55 million.

3.3.5 Holding companies and specific investment
tax regimes facilitate tax avoidance

As described in Section 3.3.3, unrealised gains are
tax exempt in most countries. Holding companies
and specific investment tax regimes also allow divi-
dends to be converted into unrealised gains. In many
countries, dividends between private companies are
taxed at a lower rate or even tax exempt.

In addition, the EU Parent-Subsidiary Directive
exempts intra-group dividends from tax within the
EU when the dividends are paid out to a company
that owns at least 10% of the distributing company.
Due to this regime, the wealthiest could avoid pay-
ing capital income tax indefinitely if they keep their
assets in their holding companies. Therefore, cor-
porate income tax is sometimes the only tax paid
by the ultra-rich, as, in most countries, it is levied on
profits when they are generated and its payments
cannot be deferred.5?
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4. CAPITAL INCOME TAXATION IN
SELECTED EUROPEAN COUNTRIES

4.1 Research methodology, materials
and limitations

This section includes case studies on capital income
taxationin 15 European countries. In the case studies,
we have looked at effective tax rates and tax bases of
different types of capital income to assess possible
asymmetries and harmful tax practices that facilitate
tax avoidance. The special focus is on income based
on corporate profits that are mostly realised through
dividends, capital gains, fund profit shares or interest.
Therefore, we have also looked at specific investment
tax regimes that govern these income types. Direct
rental income from real estate is out of the scope of
this study, as it is not derived from corporate profits.
We have also excluded direct royalty income, as roy-
alties are mostly accrued by corporations.

We have also looked into whether countries pro-
tect their tax base with an exit tax rule that governs
unrealised capital gains of individuals (see Section
3.3.2). The tables further include information on
whether the country levies inheritance tax, estate tax
or net wealth tax.

The main source of information has been the IBFD
Tax Research Platform, which contains up to date
information on tax legislation and tax conventions
in different countries.®® The data was retrieved in
March 2024. The data on top statutory personal
earned income tax rates was retrieved from the Euro-
pean Commission Data on Taxation Trends website
and the OECD statistics database. This information
is for the year 2023, unless otherwise noted.

We limited the scope of the case studies to 15 coun-
tries due to the EU focus and time constraints of the
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research project. We selected the case study coun-
tries based on three specific criteria.

1) countries with specific types of tax system that
highlight the current loopholes, asymmetries or
best practices in the European capital income tax
system (Belgium, Denmark, Estonia, Finland, Ire-
land, Malta, the Netherlands and Sweden);

2) economically significant countries (France, Ger-
many, Italy and Spain); and

3) significant European benchmark countries out-
side the EU (Norway, Switzerland and the UK).

Sections 4.2.1-4.2.15 present the country case stud-
ies in alphabetical order. Section 4.3 presents a
summary table of the findings.

4.2 Case studies on capital income
tax regimes in European countries

4.2.1 Belgium

The general capital income tax rate in Belgium is
relatively high at 30 %, but several exceptions allow
lower rates (Table 1 P.32). Thus, effective capital
income taxation in Belgium is relatively low. The
most important exception is that capital gains are
generally tax exempt. Furthermore, foreign taxpay-
ers can benefit from the exemption by migrating
to Belgium. Belgium has no general exit tax, which
has allowed tax avoidance for individuals by migrat-
ing abroad. However, rather low effective capital
income tax mitigates this.
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4.2.2 Denmark

Capital income taxation in Denmark is relatively
high and the tax base is wide (Table 2 P.33), which
means capital income tax avoidance is relatively
difficult. Denmark also has an exit tax for individu-
als. In this sense, Denmark could be considered to
have an effective capital income tax system.

There is some progressivity in capital income taxa-
tion, as lower tax rates are applied on, for example,
smaller dividends. However, the higher rate of
42% is applied to dividends and capital gains from
shares exceeding 61,000 Danish kroner (€8,200), so
the threshold for higher rate is relatively low. Den-
mark has a specific Stock Savings Account with a
lower effective tax rate of 17%, but it is only possi-
ble to deposit 135,900 Danish kroner (€18,300) in
the account. The account may be used for invest-
ment in publicly traded shares.

4.2.3 Estonia

The nominal capital income tax rate in Estonia is
relatively low at 20% (Table 3 P.34). The same flat
rate applies to mostincome types, including earned
income. The tax rate will increase to 22% in 2025.

The taxation of corporate profits is a particular
feature in the Estonian tax system. The corporate
income tax of 20% is usually paid by the company
when the dividends are distributed and not when
the profits are generated, as in other countries.
However, the dividends concerned are tax exempt
for the individual taxpayer. The exemption also
applies to foreign dividends, when the distributing
company has paid corporate income tax in its res-
ident country.

This dividend tax exemption could facilitate tax
avoidance, as most countries levy taxes on dividends.
Nevertheless, most source countries levy 15% with-
holding tax paid to Estonian individuals, which could
limit the benefit. An Estonian holding company could
be used to avoid the withholding tax, as it is not levied
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on all dividends between companies. As previously
stated, the EU Parent-Subsidiary Directive exempts
intra-group dividends from tax within the EU when
the dividends are paid out to a company that owns at
least 10% of the distributing company.

Estonia has a specific investment account regime
that allows tax payments from capital gains and
other investment income to be deferred until they
are withdrawn from the account. These accounts
could be used in tax avoidance, as withdrawals
are voluntary.

4.2.4 Finland

The nominal capital income tax rate in Finland is
relatively high at 30% or 34% (Table 4 P.35). There is
slight progressivity, as income exceeding €30,000
is taxed at the higher rate.

However, the effective tax rates are often sig-
nificantly lower, as there are several important
exemptions in the capital income tax base. These
exemptions also facilitate tax avoidance. Income
shifting in Finland is widespread, as private compa-
nies can be used in tax avoidance. This is because
the effective tax rate of dividends from non-public
companies is just 7.5-8.5% when the annual divi-
dends do not exceed €150,000 and 8% of net assets
of the distributing company.®* This facilitates
income shifting of earned income, as the inte-
grated dividend tax rate is well below 30%, even if
the corporate income tax rate of 20% is accounted.
This could be compared to earned income tax rates
rising above 50%.

Capital gains and other types of capital incomes
are generally taxed at the nominal capital income
tax rates. However, some of the highest capital
gains are partially tax exempt, as the taxpayer
is always entitled to use a maximum presumed
acquisition cost of 20% (40% for assets held for
ten years or longer) of the sale price, even if the
real acquisition cost was lower, and thus the
effective capital gain higher.
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Perhaps the most important loophole in the Finn-
ish capital income tax base is the possibility to
use specific investment vehicles where it is pos-
sible accumulate all types of capital income tax
free. These exemptions also cover vehicles that
allow the investor to choose the investment alloca-
tion. These vehicles include investment-based life
insurance schemes and a special share investment
account (osakesddstétili) with a qualifying financial
institution. The main difference in these vehicles is
that the latter has a maximum deposit of €100,000
in the account, while the former insurance schemes
have no such ceiling.

These vehicles allow avoidance of all Finnish taxes
on capital income in certain cases, as Finland has
no exit tax or tax on unrealised gains when assets
are gifted or inherited.®® Generally, no tax is levied
in Finland if a taxpayer moves abroad and realises
capital gains later when being tax resident there.

4.2.5 France

The capital income tax rate in France is generally
high and the tax base is relatively wide (Table 5 P.36).
Capital income tax rate is 30% in most cases, but
capital gains taxes are slightly progressive and could
increase to 36%.

Capital taxation in France is relatively high in gen-
eral, as France also levies inheritance and has had a
limited net wealth tax. However, a savings account
called the equity savings plan (PEA) could be used
to defer taxation of investment income if the pro-
ceeds are reinvested in the account to purchase
other equities.

Due to relatively high capital taxation in France,
wealthy French taxpayers have an incentive to
exploit low tax rates in other countries, even if
the French exit tax limits these possibilities.
There is also evidence that rich French taxpay-
ers do not withdraw dividends from their holding
companies, and thus are able to avoid paying
capital income tax.®®
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France has an impatriate tax regime that is applied
for the first eight years on foreign taxpayers that have
migrated to France.®” The regime exempts 50% of for-
eign capital income in some situations. The exemption
applies to income from movable capital held abroad
and capital gains on disposal of foreign securities. The
regime could allow foreign taxpayers to avoid tax in
their home countries.

4.2.6 Germany

The capital income tax base in Germany is generally
wide, even if the tax rate (at 26.4%) is low compared to
France (Table 6 P.37). Notwithstanding, wealthy Ger-
man taxpayers have an incentive to exploit lower tax
rates in other countries and circumvent the exit taxa-
tion designed to limit these possibilities. There is no
specific investment tax regime in Germany.

4.2.7 Ireland

Ireland is known as a corporate tax haven, with a cor-
porate income tax rate of 12.5% (Table 7 P.38). The rate
is 15% for MNEs that are affected by the minimum tax
directive. However, it is not necessarily a tax haven for
Irish investors, as the capital income tax base in Ireland
is relatively wide and the rates are not that low. Still, the
absence of exit taxation could allow Irish residents to
avoid capital income tax by migrating to countries with
lower capital income tax rates.

4.2.8 ltaly

The capital income tax base in Italy is generally wide
(Table 8 P.39), whilst the tax rates are low compared to
Germany or France. Still, with effective tax rates closer
to zero in some jurisdictions, wealthy Italian taxpayers
have an incentive to exploit lower tax rates in other
countries and circumvent exit taxation designed to
limit these possibilities.ltaly has a specific neo-domi-
ciled tax regime aimed at foreign wealthy individuals.
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They are eligible to be applied as a flat substitutive tax
at a fixed amount of €100,000, which could encom-
pass capital income.

4.2.9 Malta

Capital income in Malta is generally taxed at the same
progressive rate as earned income (Table 9 P.40). The
top statutory rate of 35% is applied to taxable income
exceeding €60,000. However, there are several key
features of the Maltese tax system that facilitate tax
avoidance specifically for wealthy foreigners.

Malta has a full imputation corporate income tax sys-
tem, which means that the 35% corporate income
tax is credited from the dividend tax. This means
that there is no effective dividend tax and there could
even be a tax refund when dividends are paid out if
the total taxable income does not exceed €60,000.
Corporate income tax is usually mostly credited to
foreign taxpayers, which means that the effective cor-
porate income tax in Malta is 5% for subsidiaries of
foreign corporations. This could facilitate avoidance
of both dividend and corporate income tax.

Furthermore, Malta has several specific regimes
for wealthy foreigners residing there. These pro-
grammes could be considered harmful tax practices,
as they attract rich foreigners with very low tax rates.
The Residence Programme Rule and the Global Resi-
dence Programme generally allow a flat 15% tax rate
on all income for foreigners not employed in Malta.
There is an annual minimum tax of €15,000. The
programmes are restricted to high-net-worth indi-
viduals with certain qualifying criteria. For instance,
Global Residence Programme applicants must hold
immovable property in Malta for a purchase price of
at least €275,000. There is also specific tax incen-
tive program for foreign retirees.

4.2.10 The Netherlands

The Netherlands has had a very specific capital
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income tax system, as normal capital income tax
is not levied at all on most investment income.%
Instead, there is a 36% tax rate on fictional deemed
returns of capital that is effectively close to a net
wealth tax (Table 10 P.41). The deemed returns are
based on three asset categories: savings; debts; and
other assets independent of real returns. In 2023, the
deemed returns were 0.92-6.17% of the asset values.
Only returns for assets exceeding €57,000 (2024) are
taxable. The deemed returns are updated annually
due to interest rate fluctuations and so forth.

However, dividend or capital gains from private com-
panies with substantial interest, that is, closely held
companies, could be taxed at 24.5% or 31%.%° The
higher 31% rate applies to income above €67,000. This
rate generally applies to active business profits from
companies where the owner is also an entrepreneur.

The Dutch system, with no effective capital income
tax, could facilitate tax avoidance when high returns
and capital gains are realised. The Dutch version of
"net wealth tax" means very low effective tax for high
returns and high tax on low returns, which naturally
enhances growth of inequality.

However, the Dutch Supreme Court ruled in June
2024 that the current Dutch regime based on
deemed returns violated the right to property in
cases where the deemed returns were higher than
actual returns, and thus, the tax was higher. This
means that taxpayers could be entitled to tax
refunds in these cases, which might mean signifi-
cant costs for the Dutch government. Due to these
tensions with fundamental rights, the Netherlands
has planned to abandon its peculiar capital income
tax system by 2027 to move to a traditional system
where only actual income is taxed.”®

4.2.11 Norway

Norway has a relatively wide tax base for capital
income (Table 11 P42). The tax rate is gener-
ally either 22% or 37.8%. When the higher rate is
applied, the risk-free share of return is tax exempt.
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The risk-free return share is updated annually,
corresponding to three-month government loans
(4.2% on investment in 2023). This method
applies, for example, to dividends and certain fund
income.

Capital gains are generally taxed at the 22% rate.
However, interest and capital gains are subject to
special rules in some cases to prevent tax avoid-
ance by income shifting.

Even though the capital income tax rates in Norway
are not that high, capital taxation levies in general
are relatively significant. This is mostly due to the
high corporate income tax returns, especially from
the petroleum industry, at 78%. Norway also has a
net wealth tax.

As capital taxation relies much on corporate
income tax and the capital income tax base is rel-
atively wide with an effective exit tax rule, the risk
of capital tax avoidance in Norway is lower than in
many other countries.

4.2.12 Spain

The capital income tax base in Spain is generally
wide (Table 12 P.43), with tax rates close to other
larger EU member states. Still, wealthy Spanish tax-
payers have an incentive to exploit lower tax rates
in other countries and circumvent the exit taxation
in place to limit these possibilities. Spain has a spe-
cific expatriate tax regime aimed at wealthy foreign
individuals that exempts foreign capital income
from taxation in Spain.

4.2.13 Sweden

In general, the capital income tax base in Sweden
is wide (Table 13 P.44). In addition, the tax rates
of 25% or 30%, in most cases, are relatively high.
However, Sweden has a very generous and popular
investment savings account regime (investering-
sparkonto) that facilitates low tax on capital and
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tax avoidance. The accounts could facilitate a wide
range of different securities.

All capital income accrued in these accounts is
tax exempt. Instead, an annual 30% tax is levied on
deemed returns based on risk-free interest (2.94%
in 2023). The deemed returns are very low in pro-
portion to real market returns; this has made the
system very popular.”’ The Swedish version of
optional and low "net wealth tax" means a very
low effective tax for high returns and high tax on
low returns, which naturally enhances growth of
inequality. This impact is exacerbated because
Sweden no longer levies an inheritance nor ordi-
nary net wealth tax. Low taxation of capital is the
key reason why wealth inequality in Sweden has
increased significantly in the past decades and is
well above other Nordic countries.

4.2.14 Switzerland

Switzerland has traditionally been an offshore tax
haven for foreign investors, as they have been able
to hide their assets with the help of Swiss bank
secrecy. However, this trend has been changing
since Swiss bank secrecy for foreign investors
was broken with the development of cross-border
automatic exchange of bank account information
based on the United States' Foreign Account Tax
Compliance Act (FATCA) and OECD CRS.”?

According to some estimates, almost half of global
offshore wealth was managed in Switzerland prior
to the financial crisis of 2008-2009, but recent
reforms have decreased this share to 20%. Still, the
harmful Swiss tax practices have not vanished. For
instance, high-net-worth individuals migrating to
Switzerland but not employed there are entitled to a
special regime, whereby they only pay tax based on
assumed annual living expenses (Table 14 P.45). In
this case, there is no effective taxation on capital
income, which facilitates a very low effective taxa-
tion for the ultra-rich.”®

Another important loophole in the Swiss tax sys-
tem is the tax-wide exemption of capital gains.
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Capital gains tax is generally only levied on selling
non-movable assets, such as real estate, and on
professional securities dealers. This facilitates tax
avoidance, as, for instance, foreigners can immi-
grate to Switzerland and realise their accumulated
gains free of tax. Switzerland also has several cor-
porate tax incentives that attract profit shifting.
Otherwise, Switzerland is not a capital tax haven
for its own citizens, at least in the sense that the
capital income tax base is relatively wide and capi-
tal income is taxed at the same progressive rate as
earned income. Swiss cantons are also obliged to
levy net wealth taxes.

4.2.15 United Kingdom

The tax base of capital income tax in the UK is
relatively wide and much of it is taxed at the pro-
gressive income tax rate similar to earned income
(Table 15 P.46). However, lower rates from 0% to
20% are applied to capital gains, with the highest
20% rate to gains exceeding £37,700 (2024/2025).
The new Labour government increased the highest
rate to 24% in October 2024. For instance, dispos-
als of qualifying business assets have benefited
from a reduced tax rate of 10%, but this rate was
also increased to 18% by the new government.
The lifetime limit for qualifying gains is currently
£1 million for each individual and disposals that
exceed the threshold are taxed at the normal tax
rate.”* Therefore, it is has been possible to avoid
tax by shifting other types of capital income to cap-
ital gains, but benefits of these arrangements will
decrease notably.

In addition, there is a specific individual savings
account (ISA) regime that allows wholly tax-free
investment. Moreover, withdrawals from the account
are tax free to the extent that they are below an annual
limit on the amount that may be invested in an ISA
(£20,000). The UK has also offered preferential tax
treatment for foreign resident but non-domiciled indi-
viduals, who do not remit all of their foreign assets
to the country. However, the Labour government has
decided to abolish much of these tax benefits.
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4.3 Summary of the case studies

The case studies show that the tax treatment cap-
ital income varies significantly between countries,
and there are several asymmetries that facilitate
tax avoidance (Table 16 P.47). Dividends are effec-
tively tax exempt in Estonia and Malta. Some of
the dividends are taxed at very low rates in Finland
and the Netherlands. Switzerland and the UK apply
full-scale progressive income tax on dividends.

Capital gains are mostly tax exempt in Belgium
and Switzerland and partially also in Malta. The
Netherlands has a very low tax rate for some
capital gains. What is more important is that
most countries have different special regimes
for investment income that allow low taxes or the
deferral of capital income tax, even indefinitely
(see Section 3.3). In many countries, unrealised
gains generated in these regimes and holding
companies are exempted from tax if the assets
are inherited, gifted or the taxpayer migrates to
another country.

Over half of the countries have some sort of exit
tax system to protect their tax bases in these situ-
ations. Sweden has a special ten-year rule instead
of an ordinary exit tax.”®

Some countries, such as Italy, Malta, Spain and
Switzerland, also offer special incentives for for-
eign wealthy individuals that migrate there. The
new Labour government has considerably closed
down such regimes in the UK. In Malta, foreign
taxpayers can "purchase" a low flat 15% tax rate
by investing in local real estate worth €275,000.
In Italy, wealthy foreigners might get off with an
annual €100,000 lump sum tax irrespective of
actual income. Only Belgium, Germany, Ireland
and the Netherlands have no specific investment
tax regimes, although the customary tax regime in
the Netherlands is extraordinary on its own.

The Dutch capital income tax system has been
an exception in Europe, as much of the capital
income has been taxed based on deemed returns
instead of actual realised income. This system is
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economically closer to a net wealth tax than tradi-
tional capital income tax. The system has meant
very low effective taxation for high capital income,
but a high rate for low returns. However, the 2024
Supreme Court decision could end the peculiarity
in the future, as it limits taxing deemed returns
above actual income.

Denmark is another exception with relatively
high and progressive tax rates for both dividends
and capital gains. Denmark also tackles capital
income tax avoidance effectively. The Norwegian
tax system also has similar features. Larger EU
economies — France, Germany, Italy and Spain -
also have relatively high capital income tax rates
and wide tax bases.
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TABLE 1. Taxation of capital income in Belgium.

Capital income tax rate (nominal) 0-30
Dividend tax rate non-public companies (effective) 15/ 30*
Dividend tax rate public companies (effective) 15/ 30*
Interest income tax rate (effective) 15/ 30**
Capital gains tax rate (effective) 0***
Investment fund profit share tax rate (effective) 15/30
Specific investment tax regime (yes/no) No

Exit tax for individuals (yes/no) No**+**
Corporate income tax rate (nominal) 25 *Hx*
Top earned income tax rate 52.9
Inheritance/ estate tax Yes

Net wealth tax No#*x**k*

* The first €833 is tax exempt. The lower rate applies, for instance, on certain dividends from SMEs.

** The lower rate applies to, for example, interest on savings account. The first €1,020 interest on these

accounts is tax exempt.

*** Belgium has planned to introduce an exit tax on some holdings to complement an anti-tax avoidance

measure called Cayman tax.

**+% Capital gains are generally tax exempt for residents, but there are some exceptions regarding, for
instance, investment funds and speculative transactions. Also, capital gains on real estate could be

taxed, depending on its use duration of ownership.

**xx+ A reduced rate of 20% for qualified SMEs with profits up to €100,000.

*ekxxk A solidarity tax of 0.15% is applicable on securities accounts that exceed €1 million.

32

TACKLING TAX AVOIDANCE
REFORMING CAPITAL INCOME TAXATION IN THE EU



TABLE 2. Taxation of capital income in Denmark.

Capital income tax rate (nominal) 27-42
Dividend tax rate non-public companies (effective) 27-42*
Dividend tax rate public companies (effective) 27-42*
Interest income tax rate (effective) 37-40**
Capital gains tax rate (effective) 27-42%**
Investment fund profit share tax rate (effective) 27-42
Specific investment tax regime (yes/no) Yeg**x*
Exit tax for individuals (yes/no) Yes
Corporate income tax rate (nominal) 22%* kK%
Top earned income tax rate 55.9
Inheritance/ estate tax Yes

Net wealth tax No

* Share income up to 61,000 Danish kroner in 2024 (€8,200, double for a married couple) was taxed at 27%.
Share income in excess of this amount is taxed at 42%.

** Generally, only capital income exceeding 2,000 Danish kroner (€270) is taxable. Both central government
and local tax is applied to capital income other than shares and capital gains. The tax rate is calculated
based on an average local tax of 25%. The higher rate applies to some pension contributions.

*** Capital gains from shares are generally taxed as dividends. Capital gains (also unrealised) on the Stock
Savings Account are taxed at a reduced rate of 17%. Capital gains from owner-occupied dwellings are
generally tax exempt.

***% A special Stock Savings Account (aktiesparekonto) allows investment in publicly traded shares with a
lower 17% effective tax rate that is also applied on unrealised gains. The maximum deposit in the account
was 135,900 Danish kroner in 2024 (€18,300).

***4%* Financial companies are subject to higher 26% corporate income tax as of 2024. Oil and gas companies
are subject to 25% corporate income tax, and effective corporate income tax of 64% is applied to certain
profits from the exploration and extraction of oil and gas in Denmark.
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TABLE 3. Taxation of capital income in Estonia.

Capital income tax rate (nominal) 20*
Dividend tax rate non-public companies (effective) Q**
Dividend tax rate public companies (effective) 0**
Interest income tax rate (effective) 20
Capital gains tax rate (effective) 20
Investment fund profit share tax rate (effective) 20
Specific investment tax regime (yes/no) Yes***
Exit tax for individuals (yes/no) No
Corporate income tax rate (nominal) 20%***
Top earned income tax rate 20.0
Inheritance/ estate tax No
Net wealth tax No

* Tax rate increased from 20% to 22% from 1 January 2025.

** Dividends are generally tax exempt if the distributing company has paid corporate income tax. Estonian
companies pay corporate income tax only when the dividends are distributed.

*** Capital gains from the disposal of financial assets are not taxable if these assets have been acquired
using funds deposited in an investment account and the sale proceeds are transferred back to the

investment account.

*x4x 22% from 1 January 2025. Previously, some companies could apply 14% corporate income tax rate, but
then a 7% withholding tax was added to dividends. This regime was abolished in 2025.
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TABLE 4. Taxation of capital income in Finland.

Capital income tax rate (nominal) 30/34*
Dividend tax rate non-public companies (effective) 7.5-28.9%*
Dividend tax rate public companies (effective) 25.5-289
Interest income tax rate (effective) 30-34
Capital gains tax rate (effective) 30-34***
Investment fund profit share tax rate (effective) 30-34
Specific investment tax regime (yes/no) Yeg**x*
Exit tax for individuals (yes/no) Yes
Corporate income tax rate (nominal) 20

Top earned income tax rate 514
Inheritance/ estate tax Yes

Net wealth tax No

* Capital income exceeding €30,000 is taxed at the higher 34% rate.

** |In specific cases, dividends from non-public companies could be taxed as earned income with a
progressive tax rate.

*** Some of the highest capital gains are partially tax exempt, as a taxpayer is always entitled to use a
maximum presumed acquisition cost of 20% (40% for assets held for 10 years or longer) of the sale price.

***+% |t is possible to use specific investment-based life insurance vehicles to accumulate all types of capital
income tax free. These vehicles allow all Finnish taxes on capital income to be avoided in certain cases,
as Finland has no exit tax or tax on unrealised gains when assets are gifted or inherited.
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TABLE 5. Taxation of capital income in France.

Capital income tax rate (nominal) 30%
Dividend tax rate non-public companies (effective) 30*
Dividend tax rate public companies (effective) 30%
Interest income tax rate (effective) 30**
Capital gains tax rate (effective) 30-36%**
Investment fund profit share tax rate (effective) 30*
Specific investment tax regime (yes/no) Yeg**x*
Exit tax for individuals (yes/no) Yes
Corporate income tax rate (nominal) 25 *Hx*
Top earned income tax rate 554
Inheritance/ estate tax Yes

Net wealth tax Yes

* 12.8% as income tax and 17.2% as a social contribution. Taxpayers may opt for progressive taxation.
** Small amounts of interest on some savings accounts are tax exempt.

*** Net taxable capital gains exceeding €50,000 on the sale of property other than building land are subject
to an additional tax, ranging from 2% to 6%. A higher tax rate, starting at 36.2%, applies to capital gains
on immovable property (e.g., real estate).

**x% A type of savings account known as the PEA allows taxpayers to capitalise the income (dividends, tax
credits, capital gains) derived from qualifying portfolio investments, without triggering any tax liability.
The taxpayer may freely dispose of the equities in the account, but the proceeds of the sale must be
reinvested in the account for the purchase of other equities. France also has an impatriate tax regime
that exempts 50% of certain foreign capital income from tax for first eight years of a foreign taxpayer
moving to France.

*x*x% Corporate income tax standard rate is 25%. The 15% reduced rate applies to small and medium-sized
companies on the first €42,500 of taxable profits. There is also a social surcharge of 3.3% on corporate
tax liability exceeding €763,000 for larger companies with a turnover of at least €7,630,000.
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TABLE 6. Taxation of capital income in Germany.

Capital income tax rate (nominal) 26.4*
Dividend tax rate non-public companies (effective) 26.4*
Dividend tax rate public companies (effective) 26.4*
Interest income tax rate (effective) 26.4*
Capital gains tax rate (effective) 26.4**
Investment fund profit share tax rate (effective) 26.4*
Specific investment tax regime (yes/no) No
Exit tax for individuals (yes/no) Yes
Corporate income tax rate (nominal) 29.9%**
Top earned income tax rate 47.5
Inheritance/ estate tax Yes
Net wealth tax No

* Flat 25% tax rate plus 5.5% solidarity surcharge. Taxpayers have €1,000 investor's allowance, meaning
the first €1,000 is tax exempt. There is a lower tax rate for capital income from business assets (40%
exemption). Taxpayers may also opt for progressive taxation.

** Capital gains are generally taxed at normal progressive tax rates, 0-45%. Several exceptions apply. Lower

rates and exemptions apply in different situations.

*** The corporate income tax rate of 29.9% includes average local corporate income tax (federal corporate

income tax of 15.83%, including 5.5% surcharge). Local trade tax is 8.75-20.3%.
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TABLE 7. Taxation of capital income in Ireland.

Capital income tax rate (nominal) 20-40
Dividend tax rate non-public companies (effective) 25
Dividend tax rate public companies (effective) 25
Interest income tax rate (effective) 20/33
Capital gains tax rate (effective) 33*
Investment fund profit share tax rate (effective) 25
Specific investment tax regime (yes/no) No**
Exit tax for individuals (yes/no) No
Corporate income tax rate (nominal) 12.3%**
Top earned income tax rate 48.0
Inheritance/ estate tax Yes
Net wealth tax No

* Annual gains up to €1,270 are tax exempt. There is a higher rate of 40% on certain funds and life

insurance policies.

** Non-domiciled taxpayers can be taxed remittance based, which means capital income is taxed only when

remitted to Ireland.

*** Higher corporate income tax rate for certain passive income (25%) and capital gains (33%).
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TABLE 8. Taxation of capital income in Italy.

Capital income tax rate (nominal) 0-46*
Dividend tax rate non-public companies (effective) 26 / 0-26**
Dividend tax rate public companies (effective) 26 / 0-26**
Interest income tax rate (effective) 26

Capital gains tax rate (effective) 26 / 0-26%**
Investment fund profit share tax rate (effective) 0-26
Specific investment tax regime (yes/no) Yeg**x*
Exit tax for individuals (yes/no) Yes
Corporate income tax rate (nominal) 24***x*
Top earned income tax rate 47.2
Inheritance/ estate tax Yes

Net wealth tax Yes

* Average regional and municipal tax is included in the tax rate.

**

*kk

*kA*k

*kAAA

Dividends from major shareholdings are subject to progressive income taxation, but 50.28%/41.86%
of the dividend is tax exempt, which means the effective tax rate does not exceed 26%. Dividends for
minority owners are subject to 26% flat tax.

Capital gains from major shareholdings are subject to progressive income taxation, but 50.28%/41.86%
of the dividend is tax exempt, which means the effective tax rate does not exceed 26%. Capital gains for
minority owners are subject to 26% flat tax. Different rates apply to capital gains from real estate.

Italy has a so-called neo-domiciled tax regime, which allows foreigners migrating to Italy to elect for a flat
substitutive tax at a fixed amount of €100,000.

Different corporate income tax rates and bases for certain entities, including financial institutions.
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TABLE 9. Taxation of capital income in Malta.

Capital income tax rate (nominal) 0-35*
Dividend tax rate non-public companies (effective) Q**
Dividend tax rate public companies (effective) 0**
Interest income tax rate (effective) 15%**
Capital gains tax rate (effective) 0-35****
Investment fund profit share tax rate (effective) 0-35*
Specific investment tax regime (yes/no) Yeg**rk*
Exit tax for individuals (yes/no) No
Corporate income tax rate (nominal) 5/35%***%%
Top earned income tax rate 35
Inheritance/ estate tax No

Net wealth tax No

* Much of capital income is taxed at a progressive rate (top 35% statutory rate applied when taxable income
exceeds €60,000). Flat 15% tax rate is available for foreigners.

** Malta has a full imputation system, which means the 35% corporate income tax is credited from the
dividend tax, which is 35% at most. This means there is no effective dividend tax and even a tax refund
when dividends are paid out.

*** Taxpayer may opt for a nominal progressive tax rate. Some interest is taxed at the nominal progressive
tax rate.

**** Some capital gains are taxed at the nominal income tax rate; some are tax exempt wholly or partially.
***%* Malta has several special tax schemes, especially for foreigners resident in Malta.
***x**The corporate tax rate is 35%, but it is wholly credited to Maltese taxpayers when dividends are paid out.

Foreign taxpayers usually receive credit of 6/7 (30%), which means the effective corporate income tax
rate is 5%.
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TABLE 10. Taxation of capital income in the Netherlands.

Capital income tax rate (nominal) 0*
Dividend tax rate non-public companies (effective) 0**
Dividend tax rate public companies (effective) 0*
Interest income tax rate (effective) 0*
Capital gains tax rate (effective) 0**
Investment fund profit share tax rate (effective) 0~
Specific investment tax regime (yes/no) No

Exit tax for individuals (yes/no) Yes
Corporate income tax rate (nominal) 19/25.8%**
Top earned income tax rate 49.5
Inheritance/ estate tax Yes

Net wealth tax Yesg****

* No ordinary capital income tax, but 36% tax on deemed returns on assets above €57,000 (2024) based

on asset categories ("wealth tax").

** Dividend or capital gains from private companies with substantial interest could be taxed at 24.5% (31%
for income above €67,000). Otherwise, tax is based on deemed returns.

*** The lower rate of 19% applies to the first income bracket of €200,000.

**** The Netherlands has no specific tax on net wealth, but the income tax in some cases is de facto a wealth

tax, as it is based on a fixed return on wealth.
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TABLE 11. Taxation of capital income in Norway.

Capital income tax rate (nominal) 22
Dividend tax rate non-public companies (effective) 0/37.8*
Dividend tax rate public companies (effective) 0/37.8*
Interest income tax rate (effective) 22%*
Capital gains tax rate (effective) 22%**
Investment fund profit share tax rate (effective) 22/37.8****
Specific investment tax regime (yes/no) Yeg*rrk*
Exit tax for individuals (yes/no) Yes
Corporate income tax rate (nominal) 22FFx KKK
Top earned income tax rate 39.5
Inheritance/ estate tax No

Net wealth tax Yes

* Risk-free return on invested capital is tax exempt. The rate of this risk-free return corresponds to three-

month government loans (4.2% in 2023).

** Interest on loans from an individual shareholder to a company is subject to special rules that aim to
prevent an individual shareholder receiving income in the form of interest, which is more beneficial than

receiving dividends.

*** There are some exceptions.

***x* The returns on funds are either taxed at 22% or 37.8%, depending on the type of fund. When the higher

rate applies, the risk-free share of return is tax exempt.

**x4* Resident individuals may defer the taxation of capital gains and dividends on shares through a special
share savings account. Capital gains and dividends related to shares owned through the share savings
account are not taxed until the funds are withdrawn from the account.

*kxx* Higher corporate income tax for some businesses, e.g., financial activities at 25%. Companies in the
energy sector have additional taxes (e.g., total 78% tax for the petroleum industry).
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TABLE 12. Taxation of capital income in Spain.

Capital income tax rate (nominal) 19-28*
Dividend tax rate non-public companies (effective) 19-28
Dividend tax rate public companies (effective) 19-28
Interest income tax rate (effective) 19-28
Capital gains tax rate (effective) 19-28%**
Investment fund profit share tax rate (effective) 19-28
Specific investment tax regime (yes/no) Yes***
Exit tax for individuals (yes/no) Yes
Corporate income tax rate (nominal) 25%**%
Top earned income tax rate 45.0
Inheritance/ estate tax Yes
Net wealth tax Yes

* Risk-free return on invested capital is tax exempt. The rate of this risk-free return corresponds to thr*
Most types of capital income ("savings income") is taxed at a progressive rate, with the 19% tax rate
applied to the first €6,000 and the highest 28% on income exceeding €300,000.

** Capital gains from selling a person’s home is usually tax exempt.

*** Spain has a specific expatriate tax regime, where qualified foreigners moving from Spain are only taxed

on their employment income and Spanish-sourced capital income.

**x*%x Newly created and start-up companies could be subject to a lower 15% corporate income tax.
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TABLE 13. Taxation of capital income in Sweden.

Capital income tax rate (nominal) 30
Dividend tax rate non-public companies (effective) 25%
Dividend tax rate public companies (effective) 30
Interest income tax rate (effective) 30
Capital gains tax rate (effective) 30%**
Investment fund profit share tax rate (effective) B0EE
Specific investment tax regime (yes/no) Yeg**r*
Exit tax for individuals (yes/no) No****
Corporate income tax rate (nominal) 20.6
Top earned income tax rate 52.2
Inheritance/ estate tax No

Net wealth tax No

* Dividends from closely held companies could be taxed at 20% in some cases. In some cases, they could

be also taxed progressively as earned income.

** There are some exceptions, for example, 20% or 25% tax rate for capital gains from non-listed companies.
In some cases, they could be also taxed progressively as earned income.

*** Additional annual 0.12% "wealth tax" (0.4 “30%) on the value of the fund.

***+ Several specific regimes are available, for example, all capital income in investment savings accounts are
tax exempt, but there is an annual 30% tax on deemed returns based on risk-free interest (2.94% in 2023).

**x4% No specific exit tax, but capital gains could generally be taxed in Sweden ten years after migration.

Yy
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TABLE 14. Taxation of capital income in Switzerland.

Capital income tax rate (nominal) 0-41.5*
Dividend tax rate non-public companies (effective) 0-41.5
Dividend tax rate public companies (effective) 0-41.5
Interest income tax rate (effective) 0-41.5
Capital gains tax rate (effective) 0
Investment fund profit share tax rate (effective) 0-41.5
Specific investment tax regime (yes/no) Yes**
Exit tax for individuals (yes/no) No
Corporate income tax rate (nominal) 19.7%*%
Top earned income tax rate 41.5
Inheritance/ estate tax Yes

Net wealth tax Yesgk***

* No specific tax rate for capital income, but some capital income is tax exempt. Taxes are levied at three

levels (federal, cantonal and municipal).

** Special regime for foreigners moving to Switzerland, but not working there, with only tax based on assumed

annual living expenses.

*** The corporate income tax rate of 19.7% includes average local corporate income tax. Central government
corporate income tax is 8.5%. Cantonal and communal taxes are between 11.9% and 21.0%,

***x Cantons are obliged to levy a net wealth tax.
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TABLE 15. Taxation of capital income in the UK.

Capital income tax rate (nominal) 0-39.4*
Dividend tax rate non-public companies (effective) 0-39.4**
Dividend tax rate public companies (effective) 0-39.4**
Interest income tax rate (effective) 0-39.4
Capital gains tax rate (effective) 0/10/20%**
Investment fund profit share tax rate (effective) 0-41.5
Specific investment tax regime (yes/no) Yeg**r*
Exit tax for individuals (yes/no) No
Corporate income tax rate (nominal) 25x*F%%
Top earned income tax rate 45
Inheritance/ estate tax Yes

Net wealth tax No

* No specific tax rate for capital income, but some exceptions.

** Dividends up to £500 per year tax are exempt due to the dividend allowance.

*** Capital gains that do not exceed £3,000 are tax exempt (2024/25 tax year), after which gains up to
£37,700 are taxable at a rate of 10% (18% from October 2024). Most gains above the higher rate threshold
are taxed at a rate of 20% (24% from October 2024). There is a higher rate for residential property capital
gains (18/24%). Several additional exceptions are applied.

***% Basically, all investment income generated in an ISA is tax free. Withdrawals from the account are also
tax free, but there is an annual limit on the amount that may be invested in an ISA (£20,000).

*+4%% There is a lower tax rate of 19% for small profits that do not exceed £50,000 and marginal relief for profits
between £50,001 and £250,000. Higher corporate income tax rates are applied to, for example, oil and

gas extraction and finance companies.
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TABLE 16. Taxation of capital income in the case study countries.
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BELGIUM 0-30 15/30 15/30 15/30 0 15/30 No No 25 529 Yes No
DENMARK 27-42 | 27-42 27-42 37-40 27-42 27-42 Yes Yes 22 55.9 Yes No
ESTONIA 20 0 0 20 20 20 Yes No 20 20.0 No No
FINLAND 30/34 | 7.5-28.9 |25.5-289| 30-34 30-34 30-34 Yes Yes 20 514 Yes No
FRANCE 30 30 30 30 30/36.2 30 Yes Yes 25 55.4 Yes Yes
GERMANY 26.4 26.4 26.4 26.4 26.4 26.4 No Yes 299 475 Yes No
IRELAND 20-40 25 25 20/33 33 25 No No 12.5 48.0 Yes No
ITALY 0-46 | 26/0-26 | 26/0-26 26 26/0-26 0-26 Yes Yes 24 472 Yes Yes
MALTA 0-35 0 0 15 0-35 0-35 Yes No 5/35 35.0 No No
NETHERLANDS 0 0 0 0 0 0 No Yes |19/25.8| 49.5 Yes Yes
NORWAY 22 0/37.8 0/37.8 22 22 378 Yes Yes 22 39.5 No Yes
SPAIN 19-28 | 19-28 19-28 19-28 19-28 19-28 Yes Yes 25 45.0 Yes Yes
SWEDEN 30 25 30 30 30 30 Yes No 20.6 52.2 No No
SWITZERLAND | 0-41.5| 0-415 0-415 0-415 0 0-415 Yes No 19.7 415 Yes Yes
DLyl 0-39.4| 0-394 0-39.4 0-39.4 | 0/10/20 | 0-41.5 Yes No 25 45.0 Yes No
KINGDOM : ’ : : . ’

See Tables 1-15 for exceptions.
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5. CONCLUSIONS AND
RECOMMENDATIONS

5.1 Concluding remarks

Capital income taxation is an integral part of mod-
ern tax systems. This study describes the current
state of capital income taxation and tax avoidance
in the EU, as well as presenting policy proposals to
solve current problems. The analysis is based on
earlier research and analysis of the current capital
income tax framework, as well as distinctive case
studies that examine capital income tax regimes in
15 selected European countries.

Estimates presented in the study show that globally,
on average, the effective tax rates on capital income
have decreased by five percentage points since
1965; meanwhile, the effective tax rate on labour
has increased by over ten percentage points. The
trend also indicates a decrease in the progressivity
of taxation. In most countries, taxation is no longer
progressive, as capital income is concentrated
within the highest-earning 1% and taxed at propor-
tionally low rates. This is one reason behind the rise
of wealth inequality everywhere since the 1980s.

Section 3 describes how the capital income tax base
is eroded in EU countries due to harmful tax com-
petition, asymmetries in tax bases and differences
in tax rates between and within countries. The case
studies in Section 4 provide further evidence of
these asymmetries. Some countries have exempted
dividends or capital gains from tax, which gives rise
to loopholes that taxpayers in other countries can
utilise in their tax avoidance. Even more countries
have offered special incentives for capital invest-
ment, which can effectively mean very low or zero
capital income tax rate for wealthy individuals.

The case studies also demonstrated positive exam-
ples that could be followed as best practices.
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For instance, Denmark is a strong economy that has
efficiently tackled tax avoidance and maintained
progressive taxation of dividends and capital gains.
Larger economies, such as Germany, France, Italy
and Spain, also have a relatively high level of capital
income taxation but are likely vulnerable to base ero-
sion due to tax competition.

Sometimes the low rates might be legitimate from
the perspective of a single country. For instance,
taxes on dividends may be deemed excessive if
corporate profits were taxed instead with a suffi-
ciently high corporate income tax. High dividend
taxes could also supplement low capital gains tax,
as higher dividend tax effectively decreases asset
values and thus capital gains. In this sense, the divi-
dend tax effectively falls on capital gains.

However, in a globalised economy where capital
is highly mobile these leaks in tax bases facilitate
tax avoidance, as many of the wealthiest taxpay-
ers have the chance to realise their income where
the tax rates are lowest. This effect is even more
important in a single market, such as the EU. Sec-
tion 3.3 describes the mechanisms for how this is
done, through income shifting, holding companies,
migration and so forth. In other words, income
shifting can be utilised in both domestic and
cross-border situations.

Section 3.3.3 also shows a common flaw in capital
income tax systems of nearly all European coun-
tries: much of the capital income of especially the
highest earners is tax exempt, as unrealised capital
gains are not taxed. This also facilitates cross-bor-
der tax avoidance, as a great share of capital income
could be accumulated in holding companies and
other investment vehicles tax exempt and realised
later after migrating to a low-tax jurisdiction.
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The evidence shows the need for the harmonisation
of a capital income tax base in the EU to tackle tax
avoidance and base erosion. Individual nation states
can do their part in protecting their tax bases, but
they cannot tackle harmful tax competition unilat-
erally in an effective manner, as there could always
be free-riders who want to benefit from harmful
tax practices at the cost of other countries. This
behaviour might also be justified by the fact that
some countries find no other means to develop their
economy in the current economic situation. There is
also an industry of intermediaries, who profit from
tax avoidance and have the incentive to create new
ways to exploit differences in national tax systems.

It should also be stressed that European countries and
the EU are not dealing with tax avoidance and base
erosion alone. For the past decades, the OECD and its
inclusive framework have been the major forum for
international tax cooperation. The past decade has
seen remarkable success in these negotiations, with
the new 15% global minimum corporate income tax
for MNEs as the most eminent achievement. How-
ever, the focus of international tax cooperation could
be shifting to the UN. The votes of the Global South
played a key role in November 2023 when the UN
elected to prepare a new global tax convention. The
blueprint of the convention is currently being prepared
through the UN negotiations at the time of writing this
study early in 2025. It remains to be seen how these
negotiations will progress, but nevertheless, the EU
should be as active as it was previously in the OECD.
Closing down loopholes is a common interest.

5.2 Tax policy recommendations

5.2.1 EU should adopt a harmonised minimum
capital income tax

This study has addressed the increasing role of
cross-border capital income tax avoidance. It is
caused by non-harmonisation of capital income tax
bases and rates and more specifically two problems.
Firstly, some countries offer low or zero tax rates
for some types of capital income. Secondly, foreign
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— and sometimes domestic — taxpayers can exploit
these low tax rates with different arrangements,
such as income shifting and holding company struc-
tures. Tax avoidance is also facilitated by ineffective
exit taxation, as well as non-taxation of unrealised
capital gains, which allows for the accumulation of
capital income for tax exempt realisation.

For many reasons, it would be difficult to abol-
ish income shifting by harmonising income tax
bases, and it is not even necessary. For instance,
many countries have adopted dualistic income tax
regimes where earned and capital income are taxed
at different rates. These kinds of tax systems are
always vulnerable to income shifting. Rather, base
erosion, derived from income shifting and other
arrangements, could be tackled in a simpler way
- decreasing the differences in tax rates between
different income types and countries.

At the moment, the reason for these gaps is mostly
the proportionally low taxation of high capital
incomes, as described in this study. Therefore, the
problem could be tackled comprehensively by imple-
menting a harmonised minimum capital income tax.
The minimum tax could be adopted as a directive
in the EU, but there could also be other options for
implementation, such as a multilateral convention.
In the longer run, it should also be a global policy
target. The minimum tax would effectively end very
low taxation of capital income in the EU, reduce the
appetite for and profitability of tax avoidance, and
enhance the fair division of tax bases between coun-
tries. It could also close the gap between effective
tax rates of high-net-worth individuals and mid-
dle-class workers, who effectively pay more tax in
most European countries compare to the ultra-rich.”®

In addition to increasing equality and fairness, har-
monising the minimum level of capital taxation
could be argued from the perspective of a better
functioning integrated EU market. Capital is mobile,
and significant differences in tax rates are likely to
cause distortions within the European single mar-
ket. Therefore, harmonisation is likely to enhance
efficiency, and thus welfare. From these considera-
tions, the need for capital income tax harmonisation
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in the EU could be deemed greater than, for example,
VAT or corporate income tax, where harmonisation
has already progressed further.””

The directive should aim to cover all capital income
types. This would need no new definitions, as their
tax bases could be defined according to the articles
of current tax conventions and existing directives.
As a proxy, the taxing power could be divided
between the residence and source countries, as in
the current tax conventions, but this could be rene-
gotiated if necessary.

The directive should determine minimum tax rates
for different capital income types, similarly to the
minimum tax rates in the EU, which are currently
determined for VAT with a directive.” For instance,
an EU-level top-up minimum tax could be applied as
a last resort if no country taxes income. However,
this rule would only be needed in rare circumstances,
as countries would have to implement the national
minimum tax rates according to the directive, as is
currently the case in VAT legislation.

The minimum tax rates for different capital income
types could be separate. For instance, corpo-
rate income tax paid by the company distributing
dividends could be taken into account when deter-
mining the minimum dividend income tax rate but
not when determining the minimum tax rate for
direct real estate income when no preceding corpo-
rate income tax was levied. There could also be an
income threshold for the minimum capital income
tax to allow lower tax rates for low incomes. In addi-
tion, there could also be progressivity that could be
adopted by applying higher marginal minimum tax
rates for incomes exceeding certain thresholds.

5.2.2 EU should adopt ATAD for capital income
(exit tax rule)

The minimum capital income tax would be effective
at tackling capital income tax avoidance within the
EU. However, it would need to be complemented
with additional defence measures, specifically to
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address third-country situations. Therefore, the EU
should implement an ATAD for capital income. The
directive should also lay down rules on how the cap-
ital income tax base is shared between EU member
states, similar to the current ATAD, which covers
corporate income tax. The goal should be that the
division of the tax base is fair between the resident
and source countries. This means that both taxation
below the minimum capital income rate and exces-
sive taxation are avoided in all cases.

The directive should include effective exit tax rules
for individuals, as the current ATAD does for corpo-
rations. The harmonised exit tax rule would prevent
the EU minimum capital income rate being avoided
by migrating to a third country. It would also define
how the tax base of capital gains is divided between
EU countries in a fair and uniform way. The exit tax
rule could follow the basic principle of current tax
conventions and the OECD model by giving the tax-
ing rights of gains to a country where the individual
has lived when the gains have been accrued.

The directive should also include a switch-over
rule and/or controlled foreign company rule that
would be applied when EU taxpayers use third-coun-
try arrangements to avoid taxation in the EU. This
would mean that low-taxed profits accumulated in
a tax haven holding company could be taxed in the
owner's residence country in the EU.

It is important to stress that individual countries can
and should tackle cross-border capital income tax
avoidance on a unilateral basis, as EU-level harmo-
nisation only lays down a minimum level of anti-tax
avoidance laws. Most countries have their own exit
tax rules to protect their tax base and limit capital
flight. Governments should introduce such rules and
close down their loopholes unilaterally before an
EU-level directive is adopted.

5.2.3 EU should adopt a directive to tax unrealised
capital gains

Many problems addressed in this study are caused
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by the non-taxation of unrealised capital gains in
nearly all countries (see Section 3.3.3). Gains accu-
mulated in holding companies and other investment
structures are sometimes never taxed and, there-
fore, it is possible to avoid basically all taxes on
capital income. Due to this, the effective tax rates
for the ultra-rich are effectively lower than for other
income groups.

It is difficult to argue why unrealised capital gains
should be tax exempt when all other types of income
is taxable. Therefore, the EU should adopt a com-
mon approach to include them in tax bases, and the
minimum tax rate should apply to unrealised gains
as it would apply to all other capital income.

The most straightforward way to tax these gains
would be to tax them when the assets are transferred
to another taxpayer without realisation, for example,
at death or when they are gifted. In this case, capital
gains tax would be levied on untaxed gains before
levying possible inheritance or gift taxes. The gain
could be calculated using the same value as in the
estate inventory deed or gift tax return, which usually
corresponds to fair market value. The calculation
would, therefore, not require additional valuation of
assets. The tax levied when the assets are trans-
ferred, and thus based on actual realised gains,
would likely also be aligned with fundamental rights,
such as the right to property (see Section 4.2.10).

As anoption, the unrealised gains could also be taxed
annually. This would require calculating the gains
each year, which would increase the administrative
burden if this method were applied to everyone.
However, it would be possible to reduce the burden
by limiting the use of the methodology to individuals
with assets exceeding a certain threshold (e.g., €2
million). In the USA, such a rule was proposed by the
Biden administration in 2021, but it was not adopted
due to frictions within the Democratic party.”

Net wealth taxes could also be deemed a tool to tax
unrealised gains. Net wealth taxes also require the
calculation of asset values annually, which means
they are usually applied to persons whose assets
exceed certain thresholds (see Section 5.2.4).
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However, net wealth taxes are not calculated based
on real gains, which means that they could be effec-
tively low for high incomes and high for low incomes.
Net wealth taxes could also be used as a tax prepay-
ment for later capital gains tax and credited at the
time of their realisation.

5.2.4 Net wealth taxes could complement a
minimum capital income tax

A minimum capital income tax could be deemed
as a complementary measure to net wealth taxes,
as these two taxation forms have their differences.
In June 2024, at the G20 meeting in Brazil, EU Tax
Observatory director Gabriel Zucman presented
a blueprint of a global 2% minimum tax based on
net wealth.®® Zucman's proposal would only apply
to ultra-high-net-worth individuals with a net wealth
exceeding, for instance, $1 billion or $100 million.
Because of this, the proposal has been called the bil-
lionaire tax. The proposed minimum tax could also
be collected partially or wholly with income tax, as
only the minimum threshold of taxes would be cal-
culated based on net wealth.

Net wealth taxes present considerable merits. As
the study shows (see Section 3.3), it is currently
rather easy to manipulate income, but manipulating
wealth is more difficult, as unrealised gains are also
considered when assessing asset values. There-
fore, taxes based on wealth could be more effective
in some situations. They are also more effective at
redistributing the wealth of the ultra-rich, as they
are levied on the net wealth of the rich. Therefore,
net wealth taxes are necessary if the intention is to
tackle wealth concentration.

In spite of these advantages, it is important to
stress that, while net wealth taxes would effectively
increase tax rates for high-capital-income earners,
they would not address all the problems a minimum
capital income tax does. For one, if the net wealth
taxes were restricted to the ultra-rich, they would
tackle the problem only partially, as the normal-rich
are also currently undertaxed in most countries
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when compared to middle-class workers. Obviously,
it would be possible to lower the threshold for a net
wealth tax either nationally or globally. However,
generally, net wealth taxes are applied to rather high
fortunes, as valuing some wealth types is burden-
some and inaccurate.

In addition, net wealth taxes are calculated based on
asset values and not their returns, which means they
could be effectively low for high incomes and high
for low incomes. Sometimes, this will also result in
tax rates above 100% in proportion to income, as net
wealth tax could be levied even when assets do not
generate any income, for instance, due to decreasing
asset values. Such tax practice has been deemed to
violate the constitutional right of property protec-
tion in some countries.?” Due to these restrictions, it
might be difficult to raise net wealth tax rates effec-
tively as high as income tax rates. Therefore, income
taxes are needed to complement net wealth tax to
achieve progressive taxation.

Allin all, net wealth taxes could be a useful comple-
ment for minimum capital income tax. They would
bolster progressivity of tax in all income groups
and promote equality in the sense that the same -
or closer to the same — tax would be paid on same
amount of income. Net wealth taxation could also
improve the transparency of wealth since, cur-
rently, much of the wealth is not taxed, and thus not
reported to authorities.

5.2.5 The EU Code of Conduct on Business Taxation
should be extended to capital income tax

The Code of Conduct is a soft law instrument that
aims to curb harmful tax competition with guidelines
on harmful tax practices that should be avoided by
EU member states. However, the scope of the Code
of Conduct is restricted to harmful tax practices in
corporate income tax. As the study demonstrates,
harmful practices regarding capital income tax in
member states also distort the single market. There-
fore, the scope of the Code of Conduct should be
extended to include capital income taxation.®?
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5.2.6 Complementary tax policy recommendations

Several other reforms could also complement the
minimum capital income tax proposed in this study.
For instance, extending the scope of qualified major-
ity voting to tax policies that tackle harmful tax
practices which erode the tax base of other member
states, and thus effectively violate their sovereignty,
would help in adopting the reforms presented in pre-
vious sections. Part of the minimum capital income
tax levies could also be used to strengthen the EU's
own resources and fund the EU budget. An EU-level
wealth tax could be an alternative or complementary
option for new own resources. The EU should also
promote the reforms presented in previous sections
for implementation on a global level at the UN or
OECD. The EU should be an active partner in negoti-
ations towards the new UN tax convention.

It is also necessary to stress that the EU should
continue tackling profit shifting of MNEs and
cross-border tax evasion, even with the significant
progress made so far. To close the remaining loop-
holes, the ultimate goal should be the harmonisation
of a broad corporate income tax base with mini-
mal exceptions (e.g., for green investment). These
principles should be followed when advancing the
Commission's latest proposal establishing common
rules for computing the taxable results of group
members that operate in the internal market.®® The
minimum corporate income tax rate should also be
increased to enhance the effective progressivity of
income taxation.

Tackling cross-border tax evasion also requires
increasing transparency of capital and benefi-
cial ownership. The goal should be that the tax
authorities automatically receive information on
all capital and its returns for their residents. This
requires increasing access to information on legal
entities' beneficial ownership, as well as broadening
the scope of assets covered.
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Fostering welfare requires just and efficient taxation. Unfortunately, the target has been under-
mined by tax avoidance and tax evasion related to international investment. The good news is that
the past decade has seen a major turn in tackling tax base erosion and harmful tax competition.
While major international reforms have made corporate tax avoidance more difficult, they have
not yet addressed the problems of capital income taxation.

This study describes the current state of capital income tax avoidance in the EU and presents
policy proposals to solve the current problems. The analysis is based on earlier research and dis-
tinctive case studies that examine tax regimes in 15 selected European countries.

Several countries have very low tax rates on capital income, which taxpayers in other countries
can benefit from by avoiding the higher rates that would be applicable in their country of resi-
dence. The case studies also highlight good tax practices, such as exit tax rules, to protect tax
bases. The study presents five essential recommendations that would tackle tax base erosion ad-
dressed in the study. The EU should essentially adopt a directive establishing a minimum capital
income tax rate and extend the scope of its anti-tax avoidance directive to capital income.
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