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ABOUT THE STUDY
This study is meant to address the failure of governments and international institutions
(e.g. the EU, OECD and IMF) to account for the distributional consequences of tax policies.
The focus of this study is on the “incidence” of corporate taxes, i.e. the financial burden
corporate taxes cause for individual citizens in their capacity as workers, consumers,
entrepreneurs and investors.
This study shows that international institutions as well as individual governments
primarily aim to defend the level of tax revenues. Fairness considerations hardly play a
role in the day-to-day politics of corporate tax reform. In fact, a deeper look at corporate
tax law and existing reform proposals reveals that the often-stated objective to achieve
more fairness in taxation is nothing more than a sham. The fairness argument became a
powerful political tool to disguise policymakers’ unwillingness to design simpler, more
transparent and more objective tax regimes.
The OECD’s recent proposals for international corporate tax reform would add another
worrisome component to opaque corporate tax regimes: since workers bear the largest
part of the corporate tax incidence, a reallocation of tax revenues to countries where
consumers are based would imply that the greatest part of the reallocated tax revenue
would be borne by workers of exporting companies. In other words: Workers would be
forced to effectively pay taxes to foreign governments that do not represent them.
These concerns go beyond tax obfuscation. They are about democratic legitimacy and
representation, and governments’ respect for human rights and the freedom of speech.
Neither the OECD, nor the EU, nor national governments have so far analysed the economic,
social and human rights impacts of the corporate tax reforms discussed at the OECD. This
study is an attempt stimulate a more informed debate about current tax practices. It is
also an attempt to raise public support for simpler tax rules, more transparency and more
clarity regarding the real financial burden taxes cause for each and every citizen.

ABOUT THE AUTHOR
Matthias Bauer is Senior Economist at the European Centre for
International Political Economy (ECIPE), an independent, non-profit
think tank dedicated to trade policy and other economic policy issues
of importance to Europe. His areas of research include international
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ABSTRACT
Some governments are concerned about the
impact of digitalisation on revenues from taxes on
corporate income. At the same time, governments and international organisations remain ignorant to the distributional implications of corporate taxes – the so-called corporate tax incidence.
A vast body of economic research demonstrates
that workers bear more than 50 per cent (sometimes more than 300 per cent) of the corporate
tax burden, and empirical research suggests that
low-skilled, young and female employees bear a
larger share of the corporate tax burden. Due to
the tax incidence, the opaqueness and heterogeneity of corporate income tax law and multiple
double taxation effects, it is impossible to objectively measure the real tax burden that is carried
by individual citizens. In other words, it is unacceptable to maintain corporate taxes if the political objective is to achieve more transparency and
more (perceived) fairness in taxation.
Despite the vast empirical evidence about the
significant distributional consequences of taxes
on corporate income, neither the European Commission nor the Organisation for Economic Cooperation and Development (OECD) consider the
tax incidence in their policy documents. The failure to recognise the empirical evidence on the tax
incidence undermines the bureaucratic and political accountability in fiscal policymaking. Any
corporate tax reform, including digital services
taxes (DSTs), minimum corporate income taxes
and the reallocation of global taxing rights, must
be assessed by its distributional implications. The
abolition of tax competition, as suggested by some
European Union (EU) and OECD policymakers,
would cement corporate tax-induced wage depression and shield opaque corporate tax regimes that
are incomprehensible for most taxpayers and politicians (tax obfuscation).
A reallocation of tax revenues to countries
where consumers are based would imply that the
greatest part of the reallocated tax revenue would

be borne by workers of exporting companies
financing foreign governments that do not represent
them. Even if some governments enjoy a net increase
in government revenues from new corporate tax
base allocation rules, the additional tax revenues
would not be enjoyed by those workers that pay
taxes to foreign governments and, accordingly, suffer
from lower wages or lower wage growth.
Two of the world’s largest consumer markets,
China and India, are subject to high degrees of state
interventionism. Due to the tax incidence, workers
of companies in market economies would indirectly subsidise state-owned enterprises (SOEs) in
these countries (and other recipient countries). In
other words, corporate taxation according to where
users/customers are based would result in indirect
subsidies paid by market economies to interventionist countries’ state-owned enterprises with whom
they may even compete.
Estimates suggest that the implied gross tax
subsidy paid by European workers to foreign
governments would amount to more than 91 billion USD annually (not taking into consideration
the possible reallocation of foreign exporters’ profits to European tax bases). The implied gross tax
subsidy paid by European workers to the government of China, for example, amounts to more than
USD 3.5 billion per year, with German workers
alone accounting for about USD 1.2 billion annually. The OECD-proposed subsidy scheme brings
to the fore a number of critical concerns that have
for a very long time occupied international trade
diplomacy. These concerns go beyond the mere
role of government intervention in international
trade, e.g. through subsidies and tax credits. They
are about democratic legitimacy and representation, and governments’ respect for human rights
and the freedom of speech. Neither the OECD
nor the EU and national governments have so far
provided assessments of the tax incidence. Nor
have they analysed the social and human rights
impacts of their proposed corporate tax reforms.
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1. INTRODUCTION
On 25 May 2019, International Monetary Fund
(IMF) Managing Director Christine Lagarde
stated that ‘[t]he public perception that some
large multinational companies pay little tax has
led to political demands for urgent action. It is not
difficult to see why.’ (IMF, 2019a)
No doubt, there is a long-standing perception
among citizens and policymakers across the world
that multinational companies do not pay their fair
share of tax. And yet, despite Mrs Lagarde’s concerns
about ‘tax avoidance, tax revenues and some large
digital companies,’ her political remarks are misleading and politically inappropriate. The corporate
tax literature demonstrates that it is impossible to
make any informed judgements about fairness in
corporate taxation.1 Corporate tax law is problematic in many respects. Tax policymakers have been
repeatedly plugging alleged holes but in fact maintain a legal hydra that creates more problems than
it solves. Due to the tax incidence, the complexity
of corporate income tax law and multiple double
taxation effects that arise from corporate taxation,
it is not possible to objectively measure the real tax
burden that is carried by individual taxpayers. It is
therefore impossible to maintain corporate tax regimes if the political objective is to achieve more objectivity and more perceived fairness in taxation.
Tax obfuscation at EU and OECD level
Corporate income taxes are at the heart of numerous inefficiencies. They are at the root of double
taxation for multiple sources of individual incomes. As a result of the economic incidence, taxes
on corporate income depress the real income of
workers, consumers and entrepreneurs. Paradoxically, due to the positive impact on progressivity in
the overall tax system, more tax avoidance by corporations would have a positive impact on households’ disposable incomes. Nevertheless, as will be
shown below, policymakers still mainly care about
1
2

6

defending governments’ tax revenues rather than
the often-stated objective to achieve more fairness
in taxation on the basis of more transparent and
more objective tax regimes.
All this gives reason to doubt high-level political statements about fairness in corporate taxation. In fact, complex and non-transparent
corporate income tax laws systematically distort citizens’ perceptions of the amount of taxes
they personally pay and tax fairness respectively
– a phenomenon that is known as ‘tax obfuscation’. Inconsistent notions about ‘tax avoidance’,
‘tax evasion’ and ‘tax fairness’ demonstrate that
the existing system of corporate taxation, as it
is enforced in most countries across the globe, is
broken and in need of substantial reform.
Misguided notions of tax fairness are still at the
heart of contemporary debates on tax reform, e.g.
recent calls in the EU and elsewhere for special
taxes (sometimes called penalty taxes) on successful digital services companies. The same applies
for the OECD’s broader initiative to rewrite the
rules of the international corporate tax regime:
Under the auspices of the ‘inclusive framework’
representing 129 sovereign governments and territories, the OECD’s Task Force on the Digital Economy (TFDE) has been suggesting a fundamental change to long-established corporate income
tax rules. As of July 2019, it is difficult to predict
the precise impacts of what has been proposed by
the OECD’s tax planners. The least that can be
said is that the OECD tabled a number of rather
premature ideas that, if they were adopted, would
render corporate taxation more complex and less
objective (see discussion below). Many observers
indeed warn that a reform on the basis of these
ideas would render international corporate tax
codes more intricate and arbitrary, thus making
the system riskier and costlier for companies trading and investing across national borders.2

See, e.g., Hanappi (2018, p. 4) stating that ‘variations in the definition of the tax bases across countries and other provisions can have large
effects on the effective tax burden on investors. For instance, corporate tax systems differ across countries with regard to several important
features such as, for example, tax depreciation, investment tax credits or tax incentives for research and development (R&D).’
The vast majority of businesses that submitted opinions to the OECD’s ‘public consultation on the tax challenges of digitalisation’ highlight
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Corporate tax: a tax most harmful to economic
activity and government accountability
In the past, the OECD actually recognised that
taxes on corporate income are most harmful to the
creation of value added and commercial activities
as they ‘discourage the activities of firms that are
most important for [economic] growth: investment in capital and productivity improvements’.
(OECD, 2010, p. 22). With the current trend,
however, the OECD argues that a considerable
challenge for governments arising from the digitalisation of the economy relates to the question
of how taxing rights on corporate income generated from cross-border activities should be allocated among governments. EU policymakers follow
suit, highlighting the need to reallocate corporate

taxation’ are dominant in the public debate about
corporate taxation. At the same time, there is only
very little public awareness and/or interest in the
‘corporate tax incidence’. Numbers provided by
Google Trends indicate that there is currently no
public interest in the incidence effects of taxes on
corporate income. Indeed, both the knowledge
and concerns about the tax incidence are rare
even among tax activists, public officials and elected lawmakers (see section 3.1 for a discussion).
Despite vast economic evidence about the significant distributional consequences of taxes on
corporate income, which will be addressed below,
this asymmetry is reflected by major recent EU,
IMF and OECD publications on corporate tax
reform. As shown by Figure 2, EU, IMF and

Figure 1: Lack of public awareness of distribution of real burden (tax incidence effects) of
corporate taxation
200

180

160

140

120

100

tax revenues. While the mere size of tax revenues OECD officials are mainly concerned about
80
currently dominate at EU and OECD levels, eco- governments’ future ‘tax revenues’ and ‘tax avoinomic
consequences and, importantly, distribu- dance’. The term ‘tax incidence’ is only mentio60
tional implications on individual citizens hardly ned three times in a publication released by the
40 a role. The question about who is really beaplay
IMF in 2019 on the future of corporate taxation
ring the burden of taxes on corporate income, the in the global economy (total number of words:
20
so-called
corporate tax incidence, is supressed in 36,313). At the same time, neither the European
corporate tax reform debates.
Commission’s impact assessment on the digi0
As outlined
by Figure
‘aggressive
tal services
tax
(67,1512019-01-01
words)2019-04-01
nor the 2019-07-01
OECD’s
2017-01-01
2017-04-01
2017-07-011, terms
2017-10-01like2018-01-01
2018-04-01
2018-07-01
2018-10-01
aggressive
tax
planning
corporate
tax
avoidance
fair
taxation
corporate
tax
incidence
tax planning’, ‘corporate tax avoidance’ and ‘fair recent consultation document on international
Source: Google Trends. Query of 17 July 2019. Interest over time. Period covered: 1 January 2017 - 14 July 2019. Region:
worldwide. Numbers represent search interest relative to the highest point on the chart for the given region and time. A value of
100 is the peak popularity for the term. A value of 50 means that the term is half as popular. A score of 0 means that there was
not enough data for this term.

that the proposed measures would likely be more risky and costly for companies trading and investing across international borders. See
https://www.oecd.org/ctp/beps/public-consultation-tax-challenges-of-digitalisation-13-14-march-2019.htm for general information on the
consultation and https://www.oecd.org/tax/beps/public-comments-received-on-the-possible-solutions-to-the-tax-challenges-of-digitalisation.
htm for a collection of individual submissions.
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corporate tax reform (14,382 words) contain the
word ‘incidence’. Importantly, contrary to the
IMF and the OECD, the European Commission’s tax policy department (over-)emphasises the
issue of ‘tax fairness’, but does not mention ‘tax
incidence’ once. The rather systematic disguise
of tax incidence effects undermines the institu-

tional credibility of these institutions, particularly that of the European Commission, whose
understanding of fairness is dubious. The failure
to recognise the existence and empirical evidence
on tax incidence undermines the bureaucratic
and political accountability in fiscal and economic policymaking.

Figure 2: Ignorance of distribution of real burden (tax incidence effects) of corporate taxation in major
EU, OECD and IMF publications
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No analysis of the economic and social
implications from the reallocation
of tax rights by the OECD
In the EU, the governments of Denmark, Finland,
Ireland and Sweden opposed new taxes on digital
services (DSTs), forcing European finance ministers to focus instead on the OECD’s ongoing

8
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work on international tax reform. The OECD’s
latest policy ideas, which were vaguely outlined
in February 2019, go well beyond the scope of
companies with digital business models. What
started as a coordinated attempt to address certain ‘tax challenges of the digitalisation of the
economy’ (OECD, 2019, 2015a, 2015b) has now

turned into a multilateral effort to overturn the
sovereign right of individual jurisdictions to tax
income originating within their own borders. The
implementation of the OECD’s ideas could result
in a profound reallocation of international taxing
rights and tax revenues generated from internationally operating companies, irrespective of
whether these companies are traditional or digital.
Civil society groups as well as tax justice
advocates generally welcome the OECD challenging the current distribution of international
taxing rights (see, e.g., TJN, 2019). Most of them
were also in favour of the EU’s attempt to impose
taxes on digital services. However, technical input
to the discussions on tax reform is mainly provided by public academics, tax advisory companies
and finance ministries. Many point to an overall
positive impact on the future efficiency and future
fairness of the tax system. However, the political economy of interest groups, i.e. groups and
individuals’ own economic incentives to provide
political decision-makers with certain policy-relevant advice, suggests that technical guidance
from some of these groups should be treated with
caution. Tax practitioners and legal experts provided much feedback. Yet, criticism mainly addressed certain technical details rather than the wider
economic, social and political implications of the
measures proposed by the OECD.
Most corporate tax experts, including public
academics, representatives of finance ministries
and the EU’s and OECD’s tax officers, do not
question the expediency of taxes on corporate
income. The same applies for tax law practitioners
who are influential stakeholders in the tax reform
debate (see, e.g., CEO, 2018). However, governments should be concerned about the distributional consequences of taxes on corporate income. It
is, after all, individual citizens in their capacity as
workers, consumers, entrepreneurs and investors
who suffer from significant distributional consequences: Taxes on corporate income suppress citizens’ real incomes through lower wages, higher
consumer prices and lower capital income.3

3

This paper is an attempt to balance and advance
the debate on international corporate tax reform.
Recognising that there is some political appetite
to explore new forms of more transparent taxation
that are fit for the digital age, this paper is also an
attempt to remind policymakers that taxes on corporate income have a depressing effect on citizens’
real disposable incomes, future investment and
future innovation. The paper will highlight that
the overall financial burden of corporate taxes is
borne by all those who are already legally obliged to pay direct taxes on labour income (income
tax), personal consumption (sales taxes, VAT) and
capital income (capital income taxes). Acknowledging the fundamental link between taxation
and democratic representation, it will be argued
that tax competition is a necessary condition for
governments willing to enforce tax policies that
are considered fair by their local populations.
Section 2 outlines recent OECD and EU ideas
for the reform of international corporate tax rules.
Section 3 details the tax incidence literature. Due
to the extensive coverage in the academic literature, particular attention will be paid to the incidence of taxes on corporate income that is borne
by workers. Section 4 provides some back-of-theenvelope estimates for the corporate tax-induced burden that is borne by workers in OECD
countries. Acknowledging the essential link
between taxation and democratic representation,
on the one hand, and the OECD’s commitment
to private sector-driven (market) economies on
the other, estimates will be provided for the part
of the incidence that workers in market economies
would transfer to the governments of China and
India, two populous countries that are known for
high degrees of state interventionism and high
levels of state-owned enterprise engagement.
Section 5 concludes with a discussion on how tax
competition can advance government accountability in tax policymaking, contribute to due tax
transparency – in favour of tax regimes that are
considered fairer by larger parts of governments’
local constituencies.

See Table 2 in the Appendix for an overview of literature on the incidence of corporate income taxes on workers.
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2. OECD AND EU IDEAS FOR THE REFORM OF
INTERNATIONAL CORPORATE TAX RULES

The OECD’s ‘Addressing the Tax Challenges of
the Digitalisation of the Economy’ initiative
The OECD’s recent consultation document outlines several proposals grouped under two categories: revised profit allocation and nexus rules
(pillar 1) and a global anti-base erosion proposal
(pillar 2). Regarding the ‘broader tax challenges
proposals to revise nexus and profit allocation
rules’, the OECD laid out three policy ideas:
1.

Taxation according to user participation;

2. Taxation on the basis of so-called marketing intangibles;
3. Taxation of operations of ‘significant
economic presences’.
As a result of continued concerns about corporate tax base erosion, which were already addressed by the OECD’s recent base erosion and profit-shifting (BE PS) measures, the OECD is also
taking into consideration a ‘global minimum
corporate tax regime’. The full list of the major
features of the proposals, as stated in the consultation document, are summarised in Table 1 in
the Appendix.
For now, following the responses to the
OECD’s recent consultation, suffice it to say
that internationally operating companies are
alarmed.4 Most businesses are actually in favour
of greater levels of harmonisation of national tax codes. The current system, a complex
patchwork of highly diverse national tax laws
and international tax treaties, causes high compliance costs. It also comes with substantial
legal risks for businesses that trade and invest
across borders. Following the proposals, businesses are concerned that at least some govern-

4
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ments agree on rules that would further increase
their overall tax burden, resulting in new legal
uncertainties and significantly higher tax compliance costs.
Companies’ concerns are legitimate.
Governments’ appetite for higher tax revenues
has generally been strong in the past. Regarding
taxes on corporate income, statutory corporate
tax rates in OECD countries have indeed decreased since the 1970s, but governments’ revenues
from corporate income taxes actually increased.
Since the mid-1990s, revenues from taxes on
corporate income even grew at rates exceeding
the growth of tax revenues from other sources
(see, e.g., Bauer, 2018). Moreover, governments across the world are increasingly looking
for new ways to collect additional taxes from
foreign companies that operate in their territory without having a taxable presence in their
countries. This is reflected by numerous disputes over the allocation of international companies’ taxable income, e.g. tax avoidance allegations (see, e.g., Álvarez-Martínez et al., 2018;
Andersson, 2018), the EU’s Digital Services Tax
initiatives (see below) or the EU’s multiple state-aid cases (see, e.g., European Commission,
2019), and the European Commission’s ‘Task
Force on Tax Planning Practices’ to investigate
the discriminatory tax ruling practices of EU
Member States.
The OECD seems to be guided by the willingness to further increase tax code complexity.
While OECD policymakers initially indicated
not to ringfence certain industries with respect
to different tax treatment, a recent consultation
document suggests not only to ringfence highly
digital business models, but also ‘consumer-facing

See responses submitted to the OECD’s consultation. View https://www.oecd.org/ctp/beps/public-consultation-tax-challenges-of-digitalisation-13-14-march-2019.htm for general information on the consultation and https://www.oecd.org/tax/beps/public-comments-received-on-the-possible-solutions-to-the-tax-challenges-of-digitalisation.htm for a collection of individual submissions.
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industries’.5 It is hard to see where lawmaker can
draw a line on the basis of non-discriminatory
rules. And it is hard to see how businesses with
comply B2B and B2C value chain can comply with
such regulations without running into legal risks.
Some governments have pre-empted the OECD’s
reforms by promoting new forms of corporate taxation based on ideas regarding ‘user participation’
or ‘marketing intangibles’, i.e. certain non-physical
assets owned by a firm, which are likely to disproportionately benefit the governments of countries with
large populations, e.g. China and India.
However, achieving full consensus is difficult. It is unlikely that all 129 governments will
find a consensus on the OECD’s latest ideas.
For instance, while the OECD’s Pillar 2 proposals were initially supported by Germany and
France, the suggestions offered under Pillar 1, i.e.
the allocation of more corporate profits to the
countries or markets of online users, have generally been supported by the governments of India,
the UK and the USA.
Furthermore, the EU’s experience demonstrates that governments are sharply divided on
corporate tax matters. Even if some international agreement is reached, many uncertainties will
remain on how the recommended measures will
be legislated from one jurisdiction to another. And
while many uncertainties remain as to the precise
shape of the OECD’s ideas, it should be noted
that, as of June 2019, the OECD had not provided any publicly available impact assessment for
its proposed measures. Neither had they provided
estimates regarding the country-specific tax bases
shifted from one government to another (e.g. on
the basis of users’ locations or economies’ endowment with marketing intangibles). Nor had they
addressed the tax incidence, i.e. the distributional
consequences of the proposed taxes for individual
citizens in their capacity as workers, consumers,
entrepreneurs and investors.
5
6

The EU’s Digital Services Tax (DST) proposal
Some European policymakers have for a long
time been calling for a certain degree of minimum taxation in the EU, obliging internationally
operating companies to pay at least some tax in
EU countries. Following a EU-wide attempt to
introduce special taxes on the revenues of some
digital services companies, some EU governments
are now contemplating national digital services
taxes (DSTs). The French government has already
imposed a narrowly defined DST (the Senate of
the French Parliament passed the legislation on 11
July 2019). Its final version excludes French and
European companies.6
The DST initiative became the EU’s most significant attempt to reform parts of the Member
States’ corporate income tax legislation. Several
EU efforts, such as the Common Consolidated
Corporate Tax Base (CCTB) or the Consolidated
Corporate Tax Base (CCTB), aimed to largely eliminate discretionary corporate tax policies within
the Single Market, but didn’t attract support from
Member States.
In March 2018, the European Commission
presented a two-part proposal for a EU-wide
DST. Under this proposal, a digital platform company would be deemed to have a taxable ‘digital
presence’ or a virtual permanent establishment if
its revenues exceed a threshold of EUR 7 million
in annual revenues in a Member State, it has more
than 100,000 users in a Member State in a taxable year, or more than 3,000 business contracts
for digital services between the company and business users per annum. The Commission’s second,
interim or temporary plan, aimed at a harmonised
EU-wide DST in the absence of a global (OECD)
agreement. It suggested a 3 per cent tax on gross
revenues earned in the EU. The tax would apply
to revenues created from certain digital activities,
which the European Commission thinks escapes Member States’ current corporate tax rules.

See consultation document ‘Public consultation document, Secretariat Proposal for a Unified Approach under Pillar One, 9 October 2019 – 12
November 2019. View http://www.oecd.org/tax/beps/public-consultation-document-secretariat-proposal-unified-approach-pillar-one.pdf.
The final law was designed specifically to exclude one of France’s best-known digital companies, Criteo. Criteo is excluded from the French DST
due to this narrow definition. To date, France has not identified a single French or European company that will be directly affected by the DST.
France’s Secretary of State for Digital Affairs, Mr Mounir Mahjoubi, has explicitly stated that no European companies will be subject to this tax.
See, e.g., L’Express article ‘Taxation des GAFA: la France peut-elle faire cavalier seul?’ from 3 January 2019. Available at https://lexpansion.
lexpress.fr/actualite-economique/taxation-des-gafa-la-france-peut-elle-faire- cavalier-seul_2055669.amp.html.
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Taxing revenues is a rather unusual practice. With
the DST, the European Commission fundamentally deviates from the internationally recognised
principle to tax companies’ net income (i.e. in
simple terms, revenues minus costs).
The tax is intended to apply to revenues created from selling online advertising space, digital intermediary activities, which allow users to
interact with other users and which can facilitate
the sale of goods and services between them, and
revenues created from the sale of data generated
from user-provided data. Under the second part
of the proposal, companies with total annual
worldwide revenues of at least EUR 750 million
and EU revenues of EUR 50 million would be
required to pay the tax. Tax revenues would go to
the Member States according to where the users
are located.
In November 2018, the European Commission, largely supported by the European Parliament, was aiming for a consensus in the Council
on these proposals. However, some Member States
strongly opposed the Commission’s proposals. In
December 2018, the Austrian EU presidency suggested targeting revenues from the supply of digital services where users contribute to the process
of value creation. It did not find consensus in the
Council. Another recommendation by France and
Germany to target only advertising services was
also rejected. The Council did not reach an agreement at the March 2019 meeting of EU finance
ministers. Compromise proposals put forward by
the governments of Austria, France and Germany
were also rejected.
Various EU governments (formal opposition
to the EU-wide DST mainly came from Ireland,
Luxembourg, Denmark and Sweden) are still dismissive of the idea of taxes on certain digital services. Many also oppose EU efforts on corporate
tax base harmonisation across the EU. EU policymakers have been struggling for many years to
find a compromise regarding the introduction of a
Common Corporate Tax Base (CCTB), followed
by a Common Consolidated Corporate Tax Base
7
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(CCCTB). At the same time, many EU governments strongly advocate corporate tax reforms to
take place at the OECD level. Despite these developments, some EU Member States have announced or already put in place unilateral taxes on
certain digital services (see Table 3 in the Appendix). These governments argue that their national
DSTs would be temporary only until new OECD
recommendations are implemented. Yet, not all
governments have explicitly stated as such. In the
UK, for example, businesses have been urging
lawmakers to ensure that an expiry clause is inserted into their general ‘digital legislation’.
Tax avoidance vs. tax incidence
The European Commission and many national EU governments argue that ‘tax avoidance’
by multinational corporations is a problem for
society at large. In addition to that claim some EU
governments call for a tax system that (somehow)
captures the value of user/customer data. Continuing calls from the European Commission as
well as the European Parliament indicate that the
debate about corporate tax reform in general and
special taxes on a selective list of digitalised companies are not going to disappear any time soon.
Calls for minimum (effective) corporate taxes
rates7 on the one hand, and requests for an entirely
new type of taxes for a discriminatory list of large
digital companies on the other, distract public
attention – and political capital – away from the
need to fundamentally reform national corporate
tax laws to achieve a simpler, more transparent
and more efficient corporate tax system in the
near future.
For example, larger technology-driven companies, including those headquartered in the
EU, would suffer from a more fragmented, more
complex, more costly and more unpredictable tax
landscape. Many companies are already concerned about an uneven implementation of the wider
BEPS recommendations, which are key challenges
multinational companies face today. The proliferation of unilateral gross revenue-based DSTs

In the EU, the Socialists and Democrats (S&D) as well as the Greens in the European Parliament have been calling for minimum effective
corporate tax rates.
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would significantly distort competition, international trade and international investment. The US
government’s harsh criticism of the French DST
bears a realistic risk of retaliatory trade policy
measures, which would cause additional economic
distortions. Indeed, in July 2019 the United States
Trade Representative (USTR) launched a formal
Section 301 Investigation of France’s Digital Services Tax to address whether the French DST is
unreasonable or discriminatory and the extent to

which the French DST burdens or restricts US
commerce (USTR 2019). At the same time, ‘profit
shifting’ and ‘market dominance’ get intertwined in a way that distorts the public debate. It is
important for policymakers to separate the debate
over whether large digital companies pay their fair
share of tax from whether they are too large per se,
and therefore require attention from, for example,
the European Commission and national competition authorities.

Should unfairness be maintained in corporate taxation?

13

3. THE TAX INCIDENCE: HOW IT IMPACTS WORKERS,
CONSUMERS, ENTREPRENEURS AND INVESTORS

Tax incidence neglected in the debate
about corporate tax reform(s)
In its 2017 report Tax Policies in the European Union,
the European Commission (2017) argues that a
tax system is only fair and efficient if it contributes
to ‘investment and job creation, corrects inequalities, supports social mobility and achieves high
levels of compliance’. As concerns the revenue side,
the Commission acknowledges that there can be a
trade-off between goals of efficiency and fairness.
The Commission’s reasoning is largely confirmed by the OECD, whose multilateral initiatives
under the auspices of the Inclusive Framework,
particularly the OECD’s BEPS initiative, aim to
address companies’ ‘tax planning strategies that
exploit gaps and mismatches in tax rules to artificially shift profits to low or no-tax locations where
there is little or no economic activity’.
Even though in the past both the EU and the
OECD recognised the efficiency losses that result
from taxes on corporate income, they (so far)
did not provide appropriate impact assessments
for their proposed policies. As a result, the current political debate is almost exclusively about
technical legal details, whose future impacts on
companies’ international tax planning strategies
are disputed. Efficiency and income distribution
considerations hardly play a role in the OECD’s
proceedings. The neglect of the incidence of corporate taxes has wide implications on economic
efficiency and citizens’ perceptions of tax fairness. As recently outlined by Baert et al. (2019)
in a study for the European Economic and Social
Committee (EESC), ‘[t]he risk is that whilst
public debate remains uninformed about the
importance of tax incidence, tax policy making
will remain suboptimal in terms of its impact on
8

14

employment and growth, if policymakers, either
through ignorance or convenience ignore the
importance of incidence.”
While impact assessments are not (yet) available for the OECD’s policy ideas, unambiguous
lessons can be drawn from the European Commission’s DST initiative: the tax department of
the European Commission published an official
document entitled Impact assessment. However,
that paper reads like a political manifesto against corporate tax avoidance and the commercial
use of data by large companies. Importantly, the
Commission failed to provide an assessment of
the policy implications for businesses, workers,
consumers and entrepreneurs. Accordingly, the
European Commission’s Tax Department (DG
TAXUD) was formally admonished by the EU’s
own Regulatory Scrutiny Board (RSB, 2018) for
not providing a proper impact assessment. DG
TAXUD’s document does not provide any information that is needed to assess the effects intended by policymakers. Generally, the document
also fails to assess the impacts on (perceived) fairness in corporate taxation and the distributional
consequences resulting from a reallocation of tax
base to the EU. With regard to the technicalities
of the DST, the Commission blanked out the
distributional implications on different actors of
the economy that would result from new taxes on
certain digital services. As a result, the European
Commission’s reasoning underlying a EU-wide
DST suffers from various logical inconsistencies.
As outlined by Copenhagen Economics (2018, p.
1), the European Commission’s own assessment
merely ‘relies on three arguments for the digital
tax [that] we find contrasting with empirical evidence and solid economic reasoning’.8

Three main arguments forwarded by the European Commission are: 1) Fairness and level playing field: Digital companies providing these
services pay significantly less in taxes than traditional firms. 2) Loss of tax revenues: The increasing importance of internet-based services leads
to reduced tax base, and 3) EU users play a key role in increasing the value of platforms: Users of platforms are playing a large part in creating
the value, and this value creation should be taxed in the users’ country of residence.
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Most notably, DG TAXUD’s impact assessment document does not address the critical issue
of tax incidence, i.e. the questions about who is
effectively bearing the financial burden of special
taxes on digital services. The European Commissions’ tax officials thereby ignore that incidence analysis is an indispensable task for those
aiming for a system of fair taxation, and a system
that is considered fair by governments’ national
constituencies respectively. As a result of that,
the European Commission’s tax policy agenda is
characterised by a bias that has long shaped political debates on corporate tax reform. This bias is
shared by organisations that have a strong impact
on media coverage and public opinion. As cautioned by Baert et al. (2019, ‘[s]ome organisations
similarly dismiss the idea of incidence, despite
the academic evidence […]’. For example, the
Tax Justice Network in its publication Ten Reasons
to Defend the Corporation Tax calls the incidence
argument ‘a hoax’ (Tax Justice Network, 2015).
In addition, Oxfam noted that taxing companies
is ‘one of the most progressive forms of taxation’
(Oxfam, 2014). Similarly, Eurodad (2017) ‘dismissed the idea of a link between corporate taxes and
the income of workers or consumer price levels’. It
should be noted that, according to the EU’s Transparency Register, Oxfam, Eurodad and the Tax
Justice Network receive financial funding from
the European Commission, which may have an
impact on these organisations’ political advocacy
activities.9
Incidence analysis is about the question of who
is bearing the financial burden of a tax. There is
broad agreement among policymakers that the
incidence of sales taxes falls on consumers. There
is also agreement that the incidence of property
taxes falls on the owners of real estate. The economic tax incidence in the area of corporate taxation
refers to the fact that the real financial burden of
a tax is not borne by the company (e.g. an incorporated entity, a partnership) on which the tax is
imposed under legal statute. Economic theory, as
well as empirical evidence, demonstrates: a tax

9

imposed on companies is directly and/or indirectly shifted onto others in the economy, e.g.
suppliers and (B2B) customers, and finally borne
by individual (final) consumers, workers, entrepreneurs and investors.
With regard to the incidence of taxes on corporate income, policymakers, civil society representatives and journalists usually assume that the
tax incidence falls exclusively on company owners
or, as frequently stated, shareholders. Indeed,
political party programmes, position papers and
media coverage suggest that policymakers involved in the discussions about tax reform disregard
the vast body of literature that concludes that the
largest share of the incidence of taxes on corporate
income falls on workers. As argued by Fuest et al.
(2018, p. 1) ‘[a]ccording to surveys, most people
think that capital owners bear the burden of corporate taxation’. At the same time, there seems
to be a wide range of views among public economists about the allocation of the incidence of taxes
on corporate income: Public economists surveyed by Fuchs et al. (1998) state on average that
40 per cent of the corporate tax incidence is on
capital (i.e. individual business owners, shareholders, investors), leaving a substantial part of the
burden for individual workers, landowners and
consumers. However, in this survey, one quarter
of the surveyed economists stated they believed
that the share borne by capital was below 20 per
cent, while another quarter believed the share to
be 65 per cent or higher.
The lack of political recognition of the distributional implications, e.g. overall tax progressivity effects, from tax incidence effects is somewhat
of a paradox. Generally, tax incidence effects are
not difficult to comprehend. Although incorporated entities (or individual ‘owners’ of partnerships) act as legal taxpayers, they do not actually bear the burden of taxes on corporate income.
The actual financial burden is shifted partly, entirely or in some cases more than 100 per cent (overshifting) to other payers than the legal taxpayers.
As outlined by Melinez (2017, p. 5) in a recent

The EU’s Transparency Register can be accessed at http://ec.europa.eu/transparencyregister/public/homePage.do?redir=false&locale=en
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OECD Working Paper, ‘[c]are should be taken
in interpreting [legal tax liability and legal remittance responsibility], which should be understood
against the backdrop of the issue of economic incidence’. Melinez also outlines that ‘[t]he statutory
incidence and remittance responsibility may have
little relationship to economic incidence’ and that
‘it is crucially important to distinguish between
the individual or entity that remits the tax and the
individual that bears its economic burden’ (p. 8).
The distributional implications arising
from the corporate income tax incidence
The amount of literature focusing on the incidence of taxes increased since the mid-1990s.
While the public debate is still driven by other
(political) considerations, predominantly tax
revenues, economists have built a vast reservoir
of knowledge about the incidence of specific corporate taxes. Recognising the importance of this
issue for policymakers, it is surprising that the tax
incidence is only rarely addressed in the public
debate and hardly covered by media representatives. One explanation is that, as concluded from
an analysis conducted by Fuchs et al. (1998), the
relation between value judgments and policy preferences for public economists is ‘much stronger’
than is the relation between the relevant economic parameters and policy choices (for a similar
analysis, see also Mayer, 2000).
The political debate about the EU’s DST is
a case in point. As concerns the incidence of the
DST, the European Commission and advocates
in the European Parliament entirely ignored tax
incidence effects. Similarly, a recent discussion
paper prepared by the IMF (2019) merely devotes
one short, vague paragraph on incidence effects
resulting from special taxes on certain digital services providers:
The efficiency effects of digital services taxes
are not clear cut. The digital service tax looks
like a simple turnover tax, likely to be passed
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on to some degree in the price of the taxed
service. If the service, such as advertising, is
itself used as business input then this becomes
a potential source of production inefficiency.
(IMF, 2019, p. 17)

It should be noted that the estimation of
the tax incidence is a difficult undertaking.
A large body of the tax incidence literature
demonstrates that the size and distribution
of the economic incidence will vary according
to many impact factors, such as the precise
type of tax, country-specific trade characteristics, labour market institutions and product
market structures, e.g. the degree of competition or market concentration rates. As outlined by Clausing (2013), for example, taxes on
corporate income can depress wages, but the
complexity of real-world economies makes it
difficult to observe the underlying relationships. In addition, Dyreng et al. (2019) state
that a company’s ability to pass the economic
burden of taxation to workers or consumers
depends on its market position and competitive environment.
It is generally difficult to quantify second and
third-round effects, e.g. the tax incidence imposed
on suppliers if a company passes on the tax cost
upstream, with implications on these suppliers’
customers, workers and owners. Generally, suppliers, which are often less mobile than their customers, can only escape lower prices if they find
customers that are willing to pay more for the products and services they offer. Customers, which
are usually relatively immobile, would have to go
for alternative goods and services to avoid paying
more. At the same time, workers are usually the
least mobile factor, making them the most vulnerable group with respect to the financial burden
of taxes on corporate income. Figure 3 outlines
potential transmission channels underlying the
incidence of taxes on corporate income.

Figure 3: Tax incidence effects and the impact of taxes on corporate income/revenues on workers, consumers,
entrepreneurs and investors
Tax applied on corporate profits (traditional CIT) or corporate revenues (EU DST proposal)
Company
Upstream pass on:
Company decides to
increase prices
• Higher cost for
purchasing companies
(B2B), resulting in
lower profitability lower
solvency, less investment
• Higher prices for final
consumers (B2C), less
purchasing power

Downstream pass on:
Company decides to pay
less to suppliers

• Higher cost for other
companies (B2B), other
suppliers, resulting in
lower profability, lower
solvency, less investment

Burden direclty and indirectly borne by individual
consumers, individual company owners/investors

Internal pass on:
Company decides to pay
less to workers

Internal/external pass on:
Company decides to pay less
to owners and investors

• Lower wages and salaries
• Job cuts
• Lower rises in wages and
salaries
• Less purchasing power

• Lower personal income
for company owners
• Lower capital income
for company owners
(shareholders)
• Lower dividend payments
(shareholders)
• Lower returns on
investment

Burden directly borne by
individual workers (labour)

Burden directly borne by
individual investors (capital)

2nd round, 3rd round ... effects due to value chain pass on effects
Own illustration. CIT: Corporate income tax. DST: Digital Services Tax.

Much of the focus of the empirical literature concerns the allocation of the corporate tax
burden between owners of capital, workers and
consumers. Various studies take account of the
openness and size of the economy, capital/labour
and product substitution elasticities inside a country or across countries, and specific factors related
to a certain sector or if there are alternative products available (see, e.g., Clausing, 2012; Vasquez-Ruiz, 2011).
Most of the literature on the economic incidence of corporate income taxes focuses on the
dimension of the burden that is borne by workers
(Fuest et al., 2015). Academic literature outlines to
a number of mechanisms through which a corporate tax effectively reduces wages. It is highlighted
that taxes on corporate income reduce the economic surplus (rent) that is split between firms and
workers. Simply put, as corporate taxes represent
just another cost for businesses, taxes on corporate income reduce firms’ disposable income. As a
result, there is less revenue left from which increases in employees’ wages could be funded. This
does not imply that all wages would immediately

rise after the elimination of taxes on corporate
income, but, importantly, companies would generally have more means available to allow pay raises
over time.
Another often-cited mechanism is the negative
impact of taxes on corporate income on investment. Corporate taxes can decrease investment,
which implies that the gains at firm level (and
economy-wide productivity) are lower. Accordingly, lower investment tends to reduce the marginal productivity gain needed for wage increases.
Again, it should be noted that the size and distribution of the incidence that is borne by workers
will vary according to many impact factors, most
of which are company-specific, but also the degree
of competition or market concentration rates.
Also, it is generally difficult to quantify second
and third-round effects, e.g. multiplier effects
resulting from higher levels of aggregate demand
in response to increases in wages.
Firm-level studies are generally scarce, but
studies that focus on aggregates, e.g. regional or
national aggregates of corporations and wages,
find that workers generally bear the largest share
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of the burden, which is estimated to amount to 50
to 70 per cent of the revenues raised from taxes
on corporate income. Some studies find substantially higher tax incidence effects (for overshooting
effects see literature provided in Table 2 in Baert
et al., 2019, p 22).
Fuest (2015) outlines that most empirical studies focus the economic burden on workers, whereby the results also suggest that workers’ wages
decline by roughly 50 per cent of the additional
corporate tax revenue raised. At the same time,
it is highlighted that the incidence on workers
can only be observed within a period of one to
four years after the tax change. Arulampalam et
al. (2010), for example, identify a direct shifting
effect resulting from taxes on corporate income.
They find that an exogenous rise of USD 1 in tax
would reduce the wage bill by 49 cents. Some studies come to the conclusion that the economic
burden on workers is even more pronounced.
Felix (2017), for instance, finds that the decline in
wages in response to higher taxes is equal to more
than four times the revenue raised by the corporate tax. A comprehensive overview of related tax
incidence literature is provided in Table 2 in the
Appendix.
A recent study conducted by Fuest et al. (2018)
merits special attention because of its sensitive
political implications. The authors address the
question of whether higher corporate income
taxes reduce wages in Germany. They study the
causal relationship between workers’ wages and
corporate tax changes for firms in 3,522 German
municipalities over a 20-year horizon, resulting
in 6,800 relevant tax changes. Fuest et al. find
that workers bear about half of the total economic burden resulting from a tax change, whereby
low-skilled, young and female employees bear
a larger share of the tax burden. In addition, the
authors conducted a number of additional analyses and robustness tests. Their major findings can
be summarised as follows:
•
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German workers bear approximately
51 per cent of the corporate tax burden:
Taxes on corporate income have a nega-
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•

•

•

•

tive impact on wages, whereby the authors
‘hardly observe any decline in nominal
wages’, but find ‘slower wage growth in
affected firms over time, leading to lower
[wage] levels in the future’. In other words,
taxes on corporate income contributed to
wage stagnation in Germany.
Industry characteristics and trade intensities matter: Larger and significant
effects are found for manufacturing and
construction sector firms. The authors
argue that ‘[o]ne explanation for the difference to trade and service sector firms
could be that the latter are able to shift
part of the burden to their customers as
their products and services are on average
less tradable than manufacturing goods’.
Labour union-determined wages matter:
The authors find larger negative wage
effects for firms under collective bargaining agreements.
Company size matters: The authors find
that most of the incidence on wages results
from incidence effects driven by small and
medium-sized enterprises (SMEs), which
in 2017 accounted for more than 95 per
cent of firms in Germany. The results
suggest that ‘workers in these companies are more affected by local corporate
tax changes than employees of very large
firms’. They argue that large firms, which
often have a presence in more than one
jurisdiction, can exploit more tax avoidance opportunities than smaller companies. They show, for example, ‘significant
wage effects only for single-plant firms,
while establishments in multi-plant firms
show no wage response’.
Workers’ skills and worker mobility
matter: The authors find similar wage
effects for medium and low-skilled workers, but no wage effects for high-skilled
individuals, implying that high-skilled
workers are better equipped to ‘escape’
the tax incidence from taxes on corporate
income. It is argued that, in Germany,

•

•

high-skilled workers are usually more
mobile than low-skilled individuals.
Blue-collar, young and female workers
suffer most from taxes on corporate income
in Germany: The authors find a significantly higher effect of the corporate tax
incidence on the wages of young workers,
female workers and blue-collar workers.
Taxes on corporate income reduce the
progressivity of the overall tax system:
The authors highlight that, overall, the
findings indicate that taxes on corporate
income reduce the progressivity of the
overall tax system. Accordingly, and different to the notions of most policymakers and tax justice activists, corporate tax
avoidance can increase the progressivity of
the overall tax system.

Studies about the incidence on capital owners
(shareholders) are mixed. Some incidence is borne
by shareholders, depending on how much alternative choice individual (or groups of) shareholders
face regarding their investments (including investment within the company) and how mobile they
are. While it is difficult to quantify the burden
borne by shareholders and investors respectively,
a general rule applies: the more mobile the shareholders are, the lower the burden borne by them
will be, and the greater it will be on those that are
less mobile. Owners and shareholders, whose capital is fairly mobile internationally, are generally
well equipped to divest in high-tax jurisdictions to
escape the tax and move capital to low-tax jurisdictions, which offer better risk-return profiles. As a
result, the tax incidence is usually sensitive to the
degree of openness of the economy.
Another general rule: The smaller the share of
the corporate tax burden that is borne by workers
and consumers, the more it is borne by shareholders (capital owners), and vice versa. However, as
capital owners (shareholders and investors) are
relatively mobile between sectors and internationally open economies, the growth of regional
investment will show a relative decline after an
increase in taxes as investors search for higher

after-tax returns elsewhere, which implies that the
tax burden is borne more by immobile factors, i.e.
workers and consumers.
Capital ownership also matters. Some companies are owned by other companies, some are
owned by pension or health insurance funds, a
financial services firm or a public-sector institution, which are all characterised by different investment policies, differences in financial engagement
and different degrees of long-term commitment.
It is close to impossible to take into consideration
all of these factors, which impact on the tax incidence borne by shareholders. At the same time,
the empirical literature strongly suggests that the
greatest part of the tax burden is borne by workers
and not carried by the business owners and shareholders respectively.
The incidence of special taxes
on digital services (DSTs)
Economic theory, as well as empirical evidence on
consumption taxes, demonstrates that sales taxes
(including taxes on value-added) are passed on
to consumers. Policymakers generally accept this
notion for direct taxes on citizens’ consumption
expenditures. However, in the case of tax revenues
from digital services, this notion has so far been
ignored by those advocating for them for the EU
as a whole and in some EU Member States. As discussed above, neither the European Commission
nor Member States’ finance ministries provided
impact assessments about the distortionary economic implications of DSTs.
A vast amount of empirical evidence suggests
that companies pass on sales taxes to a significant
extent to consumers through higher prices for
goods and services (see, e.g., Cawley and Frisvold,
2016; Benedek et al., 2015; Smart and Bird, 2009;
Carare and Danninger, 2008; Carbonnier, 2007).
Numerous studies even report significant overshifting effects for entirely new taxes or tax increases, i.e. changes in taxes drive price increases that
are larger than the original tax change (see, e.g.,
Bergmann and Hansen, 2010; Besley and Rosen,
1999). The tax-induced price increase is often
found to be higher the smaller a market and the
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lower competition in this market (see, e.g., Etilé
et al., 2018; Andrade et al., 2015). As some companies targeted by European policymakers are
leading players in the markets for online advertising and online intermediation services – and
leaders in the innovation cycle – it is very likely
that the DST will to a substantial extent be passed
through to consumers, i.e. the users of digital
services, with second and third-round incidence
effects on the workers, consumers and owners of
businesses users.
The precise size and distribution of these effects
is debatable, but it is obvious that the burden of a
tax on revenues from digital services will, to varying
extents, be passed on to the consumers of these services. Indeed, on 1 August 2019 Amazon notified
sellers of the change in its pricing policies for the
French market, which takes effect 1 October: ‘Following the creation of a 3 per cent digital services
tax in France, we would like to inform you that we
will have to adjust our referral fee rates on Amazon.
fr to reflect this additional cost,’ the company told
sellers (Johnston 2019). Other companies affected
by the tax are likely to follow suit.
For business users, e.g. SMEs that rely on
online advertisement services to reach clients, the
economic magnitude of the pass-through effect
would be much higher for low or negative margin
operations. A company with a 2 per cent profit
margin will simply have no choice but to pass on
the tax burden to downstream consumers in order
to commercially survive. Not passing the tax on
would wipe out business profitability and result
in lower levels of market competition and upward
pressure on the prices charged by other companies
to downstream consumers.
Tax incidence effects are outlined in recent studies on the impact and incidence of those DSTs
that have been taken into consideration by the
European Commission and some EU Member
States. Despite the lack of a quantitative analysis,
the Congressional Research Services, for example,
argues that the DSTs
are likely to have the economic effect of an
excise tax on intermediate services. The economic incidence of a DST is likely to be borne by
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purchasers of taxable services (e.g., companies
paying digital economy firms for advertising,
marketplace listings, or user data) and possibly
consumers downstream from those transactions. (CRS 2019, p. 2).
The authors also state that ‘DSTs are expected to
be more regressive forms of raising revenue, as they
affect a broad range of consumer goods and services.’
For the French government’s DST proposal,
Deloitte (2019) expects affected companies to pass
on the increased tax burden, which will result in
higher prices for consumer goods in France, and a
reduced profit for French businesses using digital
platforms. They estimate that the total additional tax burden will be roughly EUR 570 million
in 2019, which amounts to 150 per cent of the tax
revenue raised (i.e. 50 per cent more than the tax
revenue raised). Their estimations suggest that
about 55 per cent of the total tax burden will be
borne by consumers and 40 per cent by businesses
that use digital platforms.
Similarly, with respect to the direct economic
impact of the EU’s proposed DST, Copenhagen
Economics (2018a) finds that the users of digital
services will be hit by the DST through cascading
effects on EU SMEs, consumers and jobs. Due to
these effects, the authors highlight that the DST
will generally harm EU consumer welfare. In a
separate assessment of the EU’s DST on German
businesses, Copenhagen Economics (2018b) highlights that the DST will, to a large extent, be passed
on to German users. The authors also highlight that
[w]hile the global MNEs are collecting the tax
and handing it over to EU tax authorities, they
will likely pass on the tax burden to businesses and customers using online intermediaries
or online platforms. At least in the long run
we would expect that the introduction of the
DST will be mirrored in an equivalent price
increase. This implies that not global MNEs
but German businesses, of which many are
SMEs depending on the DST-liable services,
and consumers using the services are bearing
the tax burden.’ (p. 4)

For the Spanish government’s DST proposal for
online platforms, PWC (2019) also outlines that
the majority of the DST cost will be borne by
SMEs using digital platforms. The authors high-

light that consumers will experience a reduction
in welfare due to a rise in the cost of the products
as a result of the tax and a reduction in obtaining
income from unused resources.
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4. QUANTIFYING THE CORPORATE INCOME TAX
BURDEN THAT IS BORNE BY WORKERS
As outlined in Section 3, a vast body of empirical
economic literature demonstrates that the effective financial burden of taxes on corporate income
is, to a large extent, borne by workers. Accordingly,
responsible policymaking requires that the incidence of corporate taxes is accounted for by the
OECD, the EU and tax-sovereign governments
with respect to reforms and the international reallocation tax revenues. Accountable policymaking
requires policymakers to recognise that workers’
real incomes are directly and/or indirectly depressed by corporate taxes.
To facilitate a more informed policy debate
internationally about the future shape of tax
systems, this section provides some back-of-theenvelope estimates for the corporate income tax
incidence that is borne by workers under the current
system, and the share of the corporate income tax
incidence borne by workers that would accrue to
foreign governments if parts of the corporate tax
base get reallocated to jurisdictions where users
and/or customers are based.
It should be noted that the aim of this assessment is not to calculate net changes in government revenues, which may would result from
changes in the international reallocation of corporate income tax base. Generally, one could use
a country’s trade balance as a proxy to determine
whether its government would have a net gain
in corporate income tax revenue from a move to
destination-based corporate taxation. However,
this would probably not reflect the reality after
an OECD reform. Given governments’ varying
preferences, a consensus may at best result in a
much more intransparent policy mix including,
for example, partial reallocation of corporate
income, the consideration of intangibles and some
tribute to the principle of taxation according to
where value-added takes place. In addition, some
companies, including ‘easy-to-steer’ state-owned
enterprises, may work towards zero profits, e.g.
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by using different legal mechanisms to allocate
surpluses from exports to their owners or subsidiaries owned by the same (private or public)
shareholders, while export revenues remain
unchanged. The precise impacts of the OECD’s
reforms towards destination-based taxation are
therefore difficult to project. This is true for both
revenue gains and shortfalls and even more so for
the future distribution of the tax incidence among
workers, consumers and entrepreneurs.
Acknowledging that workers bear by far most
of the corporate income tax burden, the aim of
this assessment is to demonstrate that individual
workers in some countries would effectively have
to pay taxes to governments that do not represent
them. Due to the complexity of corporate tax code
and tax incidence-induced double taxation effects,
it is impossible to determine the total tax burden
that is borne by individual workers, e.g. those of
exporting companies and, for example, workers
in other companies that associated exporting
companies. Therefore, even if some governments enjoy a net increase in government revenues
from new corporate tax base allocation rules, the
additional tax revenues would not be enjoyed by
those workers that indirectly pay taxes to foreign
governments and, accordingly, suffer from lower
wages or lower wage growth. These mechanisms,
which are critical for any objective assessment of
the distributional impact of taxes on of labour
income, need to be addressed by policymakers.
Thereby, policymakers should refrain from country- or government-level analysis and account for
real income effects on a worker-by worker basis.
Moreover, the funds effectively provided by individual workers of exporting companies add to the
general government budget in the export-destination countries. In some cases, e.g. when companies
export to China or India, these funds add to the
general government budget, from which state-owned enterprises (SOEs) are funded. As a result,

some workers in exporting countries may even
provide funds to SOEs with which they compete.
These mechanisms demonstrate that the distributional effects on labour income would be even
more difficult to determine, if a reform towards
destination-based corporate taxation would materialise. A corporate tax reform along the lines suggested by the OECD would not render corporate
taxation fairer.
The author acknowledges that the following
approximations do not fully reflect the tax incidence that is borne by workers in a specific country. The size of the tax incidence critically depends
on a number of determinants, which vary across
individual firms, sectors and countries. The degree
of competition as well as labour market institutions, for example, frequently impact on firm-level decisions to pass on the tax burden to workers
(and others along the value chain).
The author also acknowledges that there are different notions regarding the design of more transparent and at the same time less distortive forms of
direct taxation, which can be taken into consideration by governments for the funding of public services. The following estimations are nevertheless
an attempt to quantify the annual financial losses
for workers, in terms of lower annual (labour)
income, which accrue from non-transparent, distortive and discriminatory taxes on corporate income.
The estimations also allow policymakers to better
understand the ‘subsidisation effect’, which would
result from a reallocation of corporate income tax
revenues. A reallocation of corporate income tax
revenues would result in a subsidy that workers
would have to pay by law to foreign recipient governments. This subsidy would accrue if employers
(domestic companies) were legally required to pay
taxes to those jurisdictions in which their users and/
or customers are based, i.e. foreign governments that
do not democratically represent these workers. In
corporate tax lingo, this would be an infringement
of the ‘democratic arm’s-length principle’. The tax
amount charged by a foreign government would be
detached from any voting right on the side of foreign
companies and foreign companies’ workers who are
known to bear the largest part of the tax.

Focusing on OECD countries, the first part
of the analysis provides estimates for the overall
tax incidence that is borne by workers under the
current tax regimes. It outlines the tax incidence
that accrues to workers in OECD countries based
on the revenues collected from taxes on corporate
income (Figure 4). The second part of the analysis
provides estimates for the export-related corporate tax incidence that is borne annually by workers in OECD countries. The latter measure is
applied to derive workers’ export-related annual
income losses that result from the imposition of
corporate income taxes. Under a new legal regime
for tax revenue reallocation, as considered by the
OECD, this part of the corporate tax incidence
would be equivalent to an annual subsidy paid
by domestic workers to foreign governments. For
illustrative purposes, estimates for the annual
subsidisation effect are provided for China and
India, i.e. the annual subsidy workers in OECD
countries would have to pay to the governments of
China and India (Figures 5 and 6).
Methodological considerations
In a first step, annual revenues from taxes on corporate profits are taken from the OECD’s tax
database. Based on the insights from the empirical literature (e.g. Fuest et al., 2018; Fuest, 2015
and Arulampalam et al., 2010), it is assumed that
the overall tax burden that is borne by domestic
workers equals 50 per cent of the total nominal
corporate income tax burden, i.e. half the total
tax revenues collected from corporate income.
This assumption is in line with the US Tax Foundation’s Taxes and Growth General Equilibrium
Model, which assumes that the corporate income
tax is (only) borne by both capital and labour and
split evenly, i.e. 50/50 (Tax Foundation, 2018).
The 50 per cent split is at the same time a rather
conservative estimate. By comparison, Milanez
(2017) and Baert et al. (2019) present several
empirical studies on the corporate tax incidence
that find the financial burden on workers ranging
from 30 per cent to 400 per cent. The overshooting reflected by numbers larger than 100 per cent
demonstrates that the corporate income tax not
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only depresses the wages of workers; it also has
a dampening effect on the economy as a whole,
depressing economic activity due to reduced productivity, lower investment, less innovation and
less purchasing power.
In a second step, World Bank data on labour
force statistics are used to calculate the average
corporate income tax burden that accrues to workers. As regards the labour force, no distinction
is made for private and public sector workers. It
is also assumed that taxes on the profits that are
related to exports are fully reallocated to countries
where users and consumers are based.
In a third step, the overall corporate tax incidence that is borne by workers is allocated to the
countries’ overall exports, which results in the
total export-related tax incidence that accrues to
domestic workers. In other words, it is implicitly
assumed that the share of profits from exports
equals the share of exports in total output (GDP).
It should be noted that this is a rather rough approximation, as the share of revenues from exports
does not necessarily equal the share of profits
generated from exports. Due to the lack of more
appropriate data, this simplification is considered
an appropriate approximation to derive export-related corporate income tax revenues on a country-by-country basis. No distinction has been
made for large companies or allocation policies
that only target some residual profits (which, after
all, is a dubious concept).
In a final step, bilateral export shares are used to
calculate that part of the export-related tax incidence
on workers that would be shifted to China and India
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under a new regime of tax revenue reallocation. It is
assumed that the corporate tax base would be reallocated according to where the users or consumers of
goods and services exports are located, i.e. users and
consumers based in China and India.
Results
As shown by Figure 4, the average corporate
income tax incidence per worker is largest for
countries that collect a relatively high share of
taxes from corporate income. According to recent
tax data, for example, taxes on corporate profits collected by the government of Luxembourg
amounted to 13.6 per cent of total tax revenues in
2017. Based on the overall corporate income tax
revenue, the average corporate income tax incidence per worker in Luxembourg amounts to an
equivalent of USD 5,582 per year.
The average annual tax incidence borne by
workers is also comparatively high for Norway,
Belgium and Ireland, amounting to USD 3,304,
USD 2,020 and USD 1,974 per worker respectively. Countries whose governments are less
dependent on taxes on corporate income show
relatively low estimates for the tax incidence
per worker. The average tax incidence borne by
French workers amounts to USD 996 per year,
while the average annual tax incidence of German
workers amounts to USD 854. It should be noted
that in 2017 the French government collected only
5.1 per cent of its total taxes from taxes on corporate income. Similarly, Germany’s government
collected a mere 5.4 per cent in taxes on corporate
income relative to the total 2017 tax revenues.

Figure 4: Average corporate income tax incidence exclusively borne by domestic workers, by
OECD country, in USD per worker per annum
Corporate tax incidence exclusively borne by workers (50% of total corporate tax
revenue), in USD per worker
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Own calculations based on the assumption that 50 per cent of the corporate income tax burden is effectively borne by domestic
workers. Note: OECD tax revenue data have not been available for all OECD countries. Available revenue data are only provided in
national currencies. The USD equivalent has been calculated on the basis of the average exchange rate over the past 12 months
(30 June 2018 - 14 May 2019). For Hungary, Israel, Korea and Turkey, the USD equivalent has been calculated on the basis of the
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10

Exchange rate data have been retrieved from https://www.ofx.com/en-au/forex-news/historical-exchange-rates/yearly-average-rates/
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Patterns in the relative corporate tax incidence
per worker change if export intensities as well
as country-specific export shares are taken into
consideration. The higher the profits generated
from export activities, the higher the export-related tax incidence that is borne by workers and
vice versa. An overview of the total and average
(per worker) export-related corporate income tax
burden borne by workers is given in Tables 6 and
7 in the Appendix.
Figures 5 and 6 below provide numbers for the
aggregate tax incidence as well as the average tax
incidence borne by domestic workers that would
accrue to the governments of China and India.
As outlined above, these estimates are equivalent
to an indirect subsidy paid by domestic workers
in OECD countries, if domestic export businesses would have to pay taxes on their export-related profits (i.e. profits generated from exports to
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China and India) to the governments of China
and India respectively. Generally, the estimates
suggest that the overall implied tax subsidy paid by
European workers to foreign governments would
amount to more than 91 billion USD annually.
Take China as an example. As depicted by
Figure 5, the tax incidence of taxes on profits
from exports to China is generally highest for
countries that show relatively high volumes
of exports to China, e.g. Japan, South Korea,
the USA and Germany. For these countries,
the total annual corporate tax incidence borne
by workers, which would be shifted to China
under a new profit reallocation rule, amounts
to up to USD 2.7bn, USD 3bn, USD 1.8bn and
USD 1.2bn respectively. It is assumed that taxes
on the profits from export activities are fully
reallocated to those countries where users and
consumers are based, i.e. China in this case.

Figure 5: Total export-related tax incidence accruing to domestic workers, with regard to
exports to China and India, in million USD per annum
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Figure 6: Tax export-related incidence borne by domestic workers, with regard to exports to China and India, in
USD per worker per annum
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$ 160

Expressed in numbers per worker per year
(Figure 6), the average export-related corporate tax
incidence per domestic worker that is attributable
to exports to China is highest for workers in Switzerland (USD 141 per year), New Zealand (USD 85
per year) and South Korea (USD 108 per year).
For EU countries, the average annual export-related corporate tax incidence per domestic worker is
highest for Belgium (USD 37 per year), Germany
(USD 28 per year), Finland (USD 27 per year) and
Denmark (USD 26 per year).
It should be noted that there are many factors
than can either inflate or deflate the tax incidence
that is borne by a country’s entire labour force and
individual workers respectively. Calculating the
tax incidence for private-sector workers only, for
example, would significantly increase the average
corporate income tax burden per worker. Taking
into consideration those private sector jobs that
are directly depending on exports would result
in even higher numbers on a per capita basis.
Medium- to long-term effects would also impact
on public sector wages. Labour mobility between
sectors would eliminate wage differentials, i.e. the
corporate income tax effect would affect public
sector workers as well.
Policymakers, academics and tax activists
involved in the corporate tax reform process
should call for or conduct impact assessments

that account for tax incidence effects, including
double-taxation effects and the distributional
consequences (e.g. lower levels of progressivity
in the overall tax system as a result of corporate
income taxes) that arise from the tax incidence.
With regard to the OECD’s policy ideas, these
effects need to be analysed for every exporting
countries’ tax base.
Since many governments pursue economic
policies (models) that involve high degrees of state
interventionism and high levels of state-owned
enterprise engagement, e.g. China and India, a
reallocation of tax base to countries where users
or customers are based would imply that workers
in exporting market economies may eventually
subsidise SOEs in the recipient countries. This
raises a number of additional concerns similar to
those currently occupying the debate about international trade and investment policymaking. The
new subsidy scheme, as envisaged by the OECD,
brings to the fore a number of critical concerns
that have for a very long time occupied international economic diplomacy. These concerns go
beyond the mere role of government intervention
in the economy and international trade, e.g. subsidies and tax credits. They are about democratic
legitimacy and representation, as well as foreign
governments’ respect for human rights, labour
rights and freedom of speech.
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5. CONCLUSIONS FOR GOVERNMENT
ACCOUNTABILITY IN TAX POLICYMAKING
The recent tax reform proposals from the EU and
the OECD emerged at a time when policymakers
across the globe were praising the opportunities
resulting from the digitalisation of the global
economy. Policymakers generally recognise that
tax-sovereign governments, including the 28
EU Member States, apply different and complex
corporate tax laws, which cause high compliance
costs for domestic and international businesses,
particularly SMEs. Large corporations, as well as
SMEs, therefore call for simpler and more harmonised corporate tax rules in the EU. Benchmarked
against the status quo, more harmonisation would
render corporate taxation in the EU more conducive to investment, innovation and structural economic renewal.
However, the vast empirical literature on the
corporate tax incidence, as well as the estimates provided in this paper, demonstrate that the
reform of corporate tax regimes and the reallocation of taxing rights is not a trivial undertaking.
The current policy debate is still almost exclusively about complex and often unreasonable technical issues, such as nexus rules and vague rules
for the identification of residual profits. Policymakers, technical and legal advisors but also tax activists have so far ignored the significant distributional impacts of corporate income taxes. Since
tax incidence considerations did not attract strong
media publicity either, the adverse impacts of corporate income taxes on households’ disposable
incomes (less purchasing power, wage depression,
wage stagnation) and tax progressivity are hardly
known by citizens and many politicians.
Biases in media coverage and policymakers’
(deliberate or convenient) ignorance of incidence
effects distort public opinion and thereby reinforce problems of fiscal illusion and tax obfuscation for the general public.11 As a result of the tax
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incidence, the opaqueness and heterogeneity of
corporate income tax law and multiple double taxation effects, it is impossible to objectively measure the real tax burden that is carried by individual citizens. In other words, it is impossible to
maintain corporate taxes if the overarching political objective is to achieve more transparency and
more (perceived) fairness in taxation.
Tax incidence and the OECD’s
corporate tax subsidy scheme
While special taxes on digital services would
be borne by those using these services, particularly small and micro businesses (with knock-on
incidence effects on workers, consumers, entrepreneurs and investors), the OECD-proposed
reallocation of corporate tax bases raises more
fundamental questions.
The global reallocation of tax bases, as envisaged by the OECD, brings to the fore a number
of critical concerns that have for a very long
time occupied international economic diplomacy. These concerns go beyond the mere role
of government intervention in the economy and
international trade, e.g. subsidies and tax credits.
They are about democratic legitimacy and representation (no taxation without representation),
as well as foreign governments’ respect for democracy, limited government, human rights and the
freedom of speech.
First, a reallocation of tax revenues to countries
where consumers are based would imply that workers of companies in market economies would
fund foreign governments that do not represent
them. Obviously, China and India stand out for
two reasons: the sheer size of their populations,
and the substantial and, by Western (OECD)
standards, disproportionate degree of government-interventionism in the economy. The OECD

See, e.g., Sanandaji and Wallace, 2011 for a discussion of fiscal illusion and fiscal obfuscation.
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has so far not assessed the economic, social and
human rights impacts of the proposed changes.
Second, China and India are subject to high
degrees of state interventionism. As a result, workers of companies in market economies would indirectly subsidise SOEs in these countries (and other
recipient countries). In other words, corporate taxation according to where users/customers are based
would result in indirect subsidies paid by market
economies to interventionist countries’ state-owned enterprises with whom they may even compete. As outlined above, the implied tax subsidy for
the EU paid by European workers to the government of China amounts to more than USD 3.5
billion per year, with workers in Germany alone
accounting for about USD 1.2 billion annually.
Despite numerous consultations, workshops
and roundtables, OECD and EU policymakers
have so far kept silent about the distributional
consequences of their proposed corporate tax
reforms. This is true for the OECD’s endeavours
regarding the global reallocation of taxing rights,
as well as the EU’s initiative to popularise special
taxes on digital services. The OECD and national governments have, to date, failed to assess the
amount of tax revenue that would be diverted
from market economies to destinations that are
known for human rights violations, substantial
involvement of state-owned enterprises in the
economy and other government-induced distortions of international competition.
Tax obfuscation and bureaucratic
opposition to tax competition
Given the path dependency of national tax systems and the political economy barriers to reform,
tax competition is the most promising way to
achieve simpler and more transparent tax systems
at the national level. Limitations on tax competition would impede the evolution of modern,
i.e. simpler and more transparent, tax systems
that stand a chance of being considered fair by
more informed local populations. Collective tax
planning, as currently envisaged by the EU, the
OECD and parts of the international tax policy
community, would not resolve any of the com-

plexity problems inherent in corporate income tax
law. Nor would it, on current trends, contribute
to more economic efficiency and transparency and
greater levels of perceived tax fairness among the
general public.
Despite the well-recorded benefits of tax competition, bureaucratic opposition is likely to remain
resilient among those who are currently involved
in the OECD’s corporate tax reform initiatives.
After all, tax obfuscation is still a common feature
of fiscal policymaking by governments across the
world, disguising the serious distributional impacts
of taxes in general and corporate taxes in particular.
As already outlined by Buchanan in 1960,
[a] final form of fiscal illusion involved on the
levy of taxes comes about in the uncertainty
concerning the actual incidence of the tax.
Government will try not to levy taxes for which
the incidence is known. The aim will rather be
to induce as much uncertainty as possible thus
keeping the individual in the dark concerning
the actual amount of tax which he does pay in
real terms. (Buchanan, 1960, p. 62)
Tackling fiscal obfuscation or, in other words,
paving the way for a fundamental reform to
achieve simplicity, transparency, accountability
and fairness in taxation, requires strong, perhaps
unprecedented, political leadership. Following the
extensive analysis of tax competition by Teather
(2005), some political opposition to tax competition will remain strong. It mainly arrives from
groups that are generally opposed to ‘global free
markets’ and ‘certain economists and academics
who believe that tax competition leads to sub-optimal levels of government spending’. Yet, any corporate income tax reform should be considered an
accountability initiative towards good governance
regarding national and international tax collection and tax law enforcement. Those in favour of
accountable governments, transparency and efficiency in taxation should thus embrace tax competition – and reject any collective initiative that
contradicts simplicity, transparency, fairness and
government accountability in taxation.
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If the EU and OECD’s recent ideas would
materialise, the distributive challenges resulting
from the tax incidence would remain unresolved.
The incidence of corporate income taxes, particularly the burden that is borne by a country’s entire
labour force and individual workers, adds another
critical dimension to the current reform debate
that has been left unaddressed. As a result of the
incidence of taxes on corporate income, citizens
suffer from double taxation in many ways. They
are required to pay direct taxes on labour income,
consumption expenditures and capital income.
With additional layers of corporate income taxes
in place, the distributional effects of all taxes
imposed on these groups are close to impossible
to assess, and, as outlined by Baert et al. (2019, p.
23), ‘tax policy making will remain suboptimal in
terms of its impact on employment and growth’.
The current reform ideas, including EU reform
initiatives, would result in even more complex and
less transparent corporate tax policies. The proposed measures would not only result in higher compliance costs; the measures would depress labour
incomes and negatively impact on the economic opportunities of individual workers, consumers, entrepreneurs and investors. The EU and
OECD’s proposals to maintain corporate income
taxes and reallocate some tax revenues would further undermine the effectiveness of taxation.
Policy recommendations
Any corporate tax reform, including digital services taxes (DSTs), minimum corporate income
taxes and the reallocation of global taxing rights,
must be assessed by its distributional implications. Continued failure to recognise the empirical evidence on the tax incidence undermines the
bureaucratic and political accountability in fiscal
policymaking. With corporate income taxes in
place, it is impossible to achieve any politically
desired levels of tax progressivity (tax fairness)
with respect to different economic activities, e.g.
labour, consumption and investment.
Empirical research points to the fact that less
skilled workers, blue-collar, young and female
workers suffer most from taxes on corporate
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income. Accordingly, political resistance to corporate taxation should have been a priority for
most political parties. However, for some political
parties, particularly those of the political left, the
mere existence and preservation of taxes on corporate income seems to constitute a critical part
of their socio-political identity. Notwithstanding
these ideological path dependencies, lawmakers
should, at least as a first step, understand that tax
fairness begins at home.
Given the political reluctance to modernise
tax systems in general, there are no simple prescriptions for the reform of corporate income
tax. Contrary to recent EU and OECD proposals, tax-sovereign governments should ideally
aim for simpler and more transparent – and thus
more democratic – forms of direct taxation in
their home countries. The most reasonable policy
option in support of simplicity, transparency and
government accountability in taxation would be
to abolish all taxes on corporate income.
Current international rules may prevent such
a change at unilateral level. The governments of
smaller EU countries may even be pushed by the
governments of larger countries (and even the
European Commission) to maintain opaque corporate tax regimes in exchange for ‘good economic relations’, e.g. market access commitments for
foreign-controlled foreign corporations. However,
more direct forms of taxation would, over time,
lead to more informed public perceptions of tax
fairness. A gradual phase-out of taxes of corporate
income, e.g. over a five-year period, would adequately cater for political concerns regarding overall
tax revenues and moderate the economic impact
on corporate tax advisory companies, which suffer
from losses in revenues and incomes respectively.
The political reluctance to account for the tax
incidence effects on workers, consumers, entrepreneurs and investors also reflects deep-seated concerns about adverse impacts from tax changes on
the size of overall tax revenues. These concerns are
misplaced. Over the past three decades, international tax competition caused statutory tax rates to
decline across the OECD, while at the same time
both total and corporate tax revenues continued

to increase significantly. As found by Baert et al.
(2019, p. 43), for example, ‘a [further] reduction in
the effective tax rate in OECD’ countries may ‘lead
to an increase in overall public revenue, as increased
company investment increased other tax receipts
such as [personal and capital] income tax’.
The continuing decline in statutory corporate
tax rates indicates that empirical evidence had a
positive impact on corporate tax policymaking,
which, similar to international trade policymaking,
followed a path of ‘competitive liberalisation’, a process driven by individual governments rather than
international coordination. In the area of international trade policy, competitive liberalisation
mainly took place outside the World Trade Organisation (WTO), demonstrating that the OECD,
which is also a consensus- and member-driven multilateral organisation, is not a good place to design
rational policies in the area of taxation.
Any politician concerned about fairness and
accountability should be particularly wary of the
path dependency in corporate taxation, i.e. the
historical pattern that tax complexity breeds further tax complexity, effectively taking corporate
tax rules out of the control of elected lawmakers.
Tax-sovereign (EU) governments should reject
the OECD’s ideas. EU Member States should
reject EU proposals for special taxes on digital
services and proposals for harmonised corporate
income tax laws. They should also refuse propo-

sals for minimum (effective) corporate tax rates.
To safeguard the benefits of tax competition,
EU governments should oppose any calls for the
introduction of qualified majority voting on matters of taxation at EU level.
The lessons from the EU’s deceptive digital
services tax campaign demonstrate that collective
action in taxation can substantially aggravate tax
obfuscation, leading to a misinformed general
public. The systematic misrepresentation of the
tax incidence by OECD and EU policymakers
further reveals that collective tax planning would
not help overcoming economic distortions. Even
worse, the systematic misrepresentation of the
tax incidence by OECD and EU policymakers
would contribute to a preservation of the lack of
knowledge on the size of the burden and the distributive impacts of taxes on corporate income.
By contrast, inter-governmental tax competition
had been helpful in countering excessive tax rates
during past decades. Against this background, tax
competition remains the only auspicious way for
citizens to benefit from simpler, more transparent
and more efficient tax laws in the future. While
collective tax planning would contribute to the
conservation of tax complexity and fiscal illusion,
tax competition encourages and upholds accountability on the side of governments, bureaucrats
and tax policymakers.
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Álvarez-Martínez, M.T., Barrios, S., d’Andria, D., Gesualdo, M., Nicodeme, G. and Pycroft, J. (2018). Tax Base Erosion and
Profit Shifting? A General Equilibrium Approach. Cesifo Working Papers 6970/2018, January 2018. Available at https://
www.ssrn.com/abstract=3144296https://www.ifo.de/DocDL/cesifo1_wp6870.pdfhttps://www.ifo.de/DocDL/cesifo1_
wp6870.pdf
Asimakopulos, A. (1979). The Incidence of Taxation. Challenge Vol. 22, No. 1 (March/April 1979), pp. 47-51.
Arulampalam, W., Devereux, M.P. and Maffini, G. (2012). The Direct Incidence of Corporate Income Tax on Wages. European
Economic Review 56(6), pp. 1038-54.
Auerbach, A.J. (2018). Measuring the Effects of Corporate Tax Cuts. Journal of Economic Perspectives,
Vol. 32, No. 4, Fall 2018 (pp. 97-120). Available at https://www.aeaweb.org/articles?id=10.1257/jep.32.4.97
Auerbach, A.J. (2005). Who Bears the Corporate Tax? A Review of What We Know. Available at: https://www.nber.org/papers/
w11686.pdf
Baert, P., Lange, F. and Watson, J. (2019). The Role of Taxes on Investment to Increase Jobs in the EU – An Assessment of
Recent Policy Developments in the Field of Corporate Taxes. Study commissioned by the European Economic and Social
Committee (EESC). May 2019.
Bauer, M. (2018). Digital Companies and Their Fair Share of Taxes: Myths and Misconceptions. ECIPE Occasional Paper
03/2018.
Bauer, T.K., Kasten, T. and Siemers, L. (2012). Business taxation and wages: evidence from individual panel data. Institute for
the Study of Labor (IZA), Discussion Paper no. 6717.
Benedek, D., de Mooij, R., Keen, M. and Wingender, P. (2015). Estimating VAT Pass Through, IMF Working Paper 15/214.
Bergmann, U.M. and Hansen, N.L. (2017). Are Excise Taxes on Beverages Fully Passed Through to Prices? The Danish
Evidence. Department of Economics, University of Copenhagen.
Besley, T.J. and Rosen, H.S. (1999). Sales Taxes and Prices: An Empirical Analysis. National Tax Journal, Vol. 52, No. 2, pp. 157178.
BI (2019). OECD Announces Countries’ Plans to Revolutionise International Tax System. Bakertilly International. Available
at https://www.bakertilly.global/en/insights/2019/january/oecd-announces-countries-plans-to-revolutionise-internationaltax-system/#, accessed on 30 January 2019.
Buchanan, J.M. (1960). Fiscal Theory and Political Economy. Chapel Hill: University of NorthCarolina Press.
Carare, A. and Danninger, S. (2008). Inflation Smoothing and the Modest Effect of VAT in Germany, IMF Working Paper No.
08/175.
Carbonnier, C. (2007). Who pays sales taxes? Evidence from French VAT reforms, 1987-1999. Journal of Public Economics,
Volume 91, Issues 5-6, June 2007, pp. 1219-1229.
Cawley, J. and Frisvold, D.E. (2016). The Pass-Through of Taxes on Sugar-Sweetened Beverages to Retail Prices: The Case of
Berkeley, California. Journal of Policy Analysis and Management, Volume 36, Issue 2, Spring 2017, pp. 303-326.
CEO (2018). Accounting for influence: how the Big Four are embedded in EU policy-making on tax avoidance. Publication
prepared by Tansey, R., Corporate Europe Observatory. Available at: https://corporateeurope.org/sites/default/files/taxavoidance-industry-lobby-low-res.pdf
Clausing, K.A. (2013). In Search of Corporate Tax Incidence. Tax Law Review. 65:3, pp. 433-472. Available at https://papers.
ssrn.com/sol3/papers.cfm?abstract_id=1974217
Copenhagen Economics (2018a). The Proposed EU Digital Services Tax: Effects on Welfare, Growth and Revenues. Study
commissioned by the Computer & Communications Industry Association (CCIA). September 2018. Available at: https://
www.copenhageneconomics.com/dyn/resources/Publication/publicationPDF/7/457/1537162175/copenhagen-economicsstudy-on-the-eu-dst-proposal-13-september.pdf
Copenhagen Economics (2018b). The Impact of an EU Digital Services Tax on German Businesses. Report on behalf of the
Bundesverband E-Commerce und Versandhandel Deutschland e.V., 19 October 2019. Available at https://www.bevh.org/
fileadmin/content/04_politik/181019-dst-report.pdf
CRS (2019). Digital Services Taxes (DSTs): Policy and Economic Analysis. Congressional Research Services, 25 February 2019.

34

TIMBRO

Deloitte (2019). The French Digital Service Tax – An Economic Impact Assessment. Paper prepared by Deloitte and Taj. 21
March 2019. Available at https://www.linformaticien.com/Portals/0/2019/03_mars/taj_190320.pdf
Dyreng, S.D., Jacob, M., Jiang, X. and Müller, M.A. (2019). Tax Incidence and Tax Avoidance. (21 March 2019). Available at:
https://ssrn.com/abstract=3070239
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APPENDIX
Table 1: OECD ideas to address alleged tax challenges of the digitalisation of the economy, as of February 2019
Pillar 1: Revised profit allocation and nexus rules
•

Proposed measures would affect certain highly digitalised businesses that develop an
active and engaged user base and solicit data and content contributions from users;
Proposal target companies: social media platforms, search engines and online
marketplaces;
Measures would change current profit allocation rules: require that an amount
of profit be allocated to jurisdictions in which affected businesses’ active and
participatory user bases are located, irrespective of whether those businesses have
a local physical presence;
Nexus rules would be changed so that the market jurisdiction would be given the
right to tax the profits allocated to the user participation, regardless of whether the
business otherwise has a taxable presence in that jurisdiction.

•
1. Taxation according to
‘user participation’

•

•

•
•
•
•
2. Taxation of so-called
‘marketing intangibles’

•
•

•
•
•

•
•
•
3. Taxation of operations
of ‘significant economic •
presences’

•
•

Similar to the user participation proposal, this measure would change both profit
allocation and nexus rules;
Policymakers seek to address situations where multinational businesses are able
to develop a customer base and other marketing intangibles remotely;
The measure would have a much wider scope than option 1: the rules would apply
to businesses in all industries (not just highly digitalised businesses);
Marketing intangibles relate to marketing activities, aid in the commercial
exploitation of a product or activities that have important promotional value;
Marketing intangibles would include trademarks, customer lists and customer data;
A residual profit split methodology would require allocation of some of the
marketing intangibles and risks associated with such intangibles to the market
jurisdiction regardless of the location in which the relevant marketing intangibles
are legally owned or controlled;
Some businesses’ profits would be allocated to the market jurisdiction;
Allocation could be based on ‘formulaic approximations’;
As under the user participation proposal, market jurisdictions would be given a right
to tax businesses even in the absence of a traditional taxable presence.
This concept focuses more broadly on the ability of businesses to be involved in
the ‘economic fabric’ of a jurisdiction without having a significant physical presence
there;
A taxable presence would depend on factors that ‘evidence a purposeful and
sustained interaction’ with the jurisdiction via digital technology and other
automated means;
The new rules would provide a taxing right to a jurisdiction in which a non-resident
business has sales revenue above a certain threshold if other conditions are also
satisfied;
OECD does not state the ‘other conditions’ definitively, but lists possible factors,
such as a local user base, volume of digital content derived from the jurisdiction,
local billing and payment, a website in the local language, local delivery of goods
and after-sales services, and sustained marketing and sales promotion activities,
either online or otherwise;
Allocation method for this measure is described as a ‘fractional apportionment
method’ that might use a formula based on appropriately weighted factors, such as
sales, assets, employees and (where relevant) users in the jurisdiction;
A low-rate, non-final withholding tax on gross payments has been proposed as a
collection mechanism.
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Pillar 2: Global anti-base erosion proposal
Basic principle: all countries would get the right to tax back profits where other, low-tax,
countries have not exercised their primary taxing rights ‘sufficiently’;
Aims to address the ‘continued risk of profit shifting to entities subject to no or very low
taxation’;
OECD highlights that the continued risk is exacerbated by digitalisation, i.e. that
multinational businesses shift profits to jurisdictions with no (or low) taxation;
Measures would affect all types of businesses, not just highly digitalised businesses;
Measures would operate through the combination of two interrelated rules: an income
inclusion rule and a tax on base eroding payments;
The income inclusion rule would tax the income of a foreign branch or a controlled
entity if that income was subject to a low effective tax rate in the jurisdiction of
establishment or residence, e.g. rules that impose home-country tax at the shareholder
level on income of low-taxed foreign subsidiaries and branches;
The tax on base eroding payments that would deny a deduction or treaty relief for
certain payments unless that payment was subject to an effective tax rate at or above a
minimum rate, i.e. rules that deny deductions or treaty relief for payments to low-taxed
foreign affiliates
The income inclusion regime would operate as a form of minimum tax that would
require a shareholder in a corporation to recognize a ratable share of the income of that
corporation if it was not subject to tax at a minimum rate.

‘Global Minimum
Corporate Tax’ regime

Source: OECD 2019.

Table 2: Overview of literature on the incidence of taxes on corporate income
Source/author

Definition
•

Francois Quesnay
(1759)

•

•
Harberger (1962)

Auerbach (2006)

•
•
•

•
•
•

•
Randolph (2006)
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•

Quesnay often referred to by first person to discuss tax incidence in detail in his
tableau economique;
Found that taxes, no matter where levied, would eventually come out of the
agricultural net product as this was the only surplus produced by the economy at
that time. Tax incidence was therefore where the burden fell (see, e.g., Asimakopulos,
1979).
Argues that a corporation income tax comes with many ramifications into many
sectors of the economy;
Developed a model that only analyses two factors of production, capital and labour;
Concluded that capital bears close to the full burden of the corporate income tax;
States that the incidence relates to the path of the economy over time, not just in a
single year.
Tax incidence is a question of upon whom the tax burden falls;
Argues that the assignment of the corporate tax burden can have a significant impact
on the assessed progressivity of the tax system as a whole;
Argues that shareholders may bear a certain portion of the corporate tax burden and
that, in the short run, they may be unable to shift taxes on corporate capital.
Considers a model of two large open economies where capital is internationally
mobile while labour is immobile;
Considers the introduction of a corporate income tax in the domestic economy and
finds that domestic labour income declines by roughly 74 per cent of corporate tax
revenue while domestic capital income declines by 33 per cent.

•
•
Felix (2009)

•
•

•
Arulampalam et al.
(2010)

•
•

Bauer et al. (2012)

Argue that it is difficult to determine the extent to which the tax burden is shifted;
Using administrative panel data, they find that workers with low bargaining power,
e.g. the low-skilled, are affected most from business tax shifting, indicating that
business-tax incidence involves distributional effects.

•

Highlights that existing studies neglect seven factors that are potentially important
for the estimation of the incidence of corporate income taxes: (1) whether the tax has
residence-based elements, (2) whether the tax subsidises debt-financed investments,
(3) the relevance of dynamic considerations, (4) the extent to which the corporate tax
is actually a tax on economic profits, (5) the extent to which country corporate tax
changes occur in isolation, (6) whether there is an overall effect of corporate taxation
on the world capital stock, and (7) the effect of corporate taxation on wage bargaining;
Argues that there remains uncertainty regarding what fraction of the corporate tax
burden falls on labour;
Argues that it may be that corporate taxation does depress wages, but the complexity
of real-world economies makes it difficult to observe the underlying relationships.

•
•

•
•
•
•

•
Fuest et al. (2018)

•
•
•

•
Sokolovska (2017)

Authors examine the extent to which taxes on corporate income are directly shifted
onto the workers, based on data of 55,082 companies located in nine European
countries over the period 1996-2003;
Identify a direct shifting effect: the long run elasticity of the wage bill with respect
to taxation is -0.093, which, evaluated at the mean, implies that an exogenous rise of
USD 1 in tax would reduce the wage bill by 49 cents;
Find only weak evidence of a difference for multinational companies.

•
•

Clausing (2013)

Fuest (2015)

Studies the question of who will bear the burden of corporate income taxes for the USA;
Argues that (state) corporate income taxes are complex, which is why an answer to
this question is far from obvious;
Shows that corporate taxes reduce wages and that the magnitude of the negative
relationship between the taxes and wages has increased over the past 30 years
(before 2009);
Finds that state corporate taxes have a larger negative effect on more highly
educated workers.

•

Provides a brief overview of tax incidence literature;
Highlights that taxes can cause changes to wages, interest rates, rents and product
prices, which are the subjects of numerous studies;
Argues that the legal obligation to pay the tax to fiscal authorities (statutory incidence)
may offer little guidance about who bears the economic burden of the tax, which is
most obvious in the case of corporate income tax;
Argues that corporations pay corporate income tax, but they cannot bear the
economic burden and that this burden can only be borne by people, i.e. by owners,
creditors, employees, suppliers or customers of corporations.
Authors estimate the incidence of corporate taxes on wages using a 20-year panel of
German municipalities exploiting 6,800 tax changes for identification;
Find that workers bear about half of the total tax burden;
Highlight the importance of labour market institutions and profit-shifting opportunities
for the incidence of corporate taxes on wages;
Show that low-skilled, young and female employees bear a larger share of the tax
burden. This has important distributive implications.
Investigates the relationship between corporate taxation and labour market
indicators;
Finds that in developed countries the corporate tax burden is shifted onto workers to
a lesser extent compared with developing and emerging economies.
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•
McKenzie and
Ferede (2017)

•
•

•
Milanez (2017)

•
•

•
•
Auerbach (2018)

•

•
Shevlin et al. (2018)

Copenhagen
Economics (2018a)

•

•
•
•
•

Copenhagen
Economics (2018b)

•
•

•
Dyreng et al. (2019)
•

Deloitte (2019)
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•
•

Study the incidence of the corporate income tax on wages using Canadian data using
a panel of provincial data from 1981 to 2014;
Focus on the indirect transmission mechanism of corporate taxes on wages;
Estimate that the elasticity of the real hourly wage rate with respect to the statutory
corporate income tax rate at the provincial level is -0.107, i.e. a 1 per cent increase in
the provincial corporate income tax rate is associated with a 0.107 per cent reduction
in the real hourly wage rate.
Highlights that the vast majority of academic literature on economic incidence has
focused on CIT;
Outlines that high rates of CIT discourage business activity by reducing returns to
investment and, as a result, high tax rates generally depress demand for capital and
labour, thereby reducing the returns earned by workers and capital owners;
Points out that the distribution of the incidence of corporate tax between labour and
capital is a function of supply and demand in relevant markets.
Discusses the impact of the US Tax Cuts and Jobs Act on labour income;
Highlights that different factors need to be taken into consideration to determine the
impact of the reform on wages;
Outlines that there is a vast body of literature that finds evidence on the positive
impact of corporate tax cuts on wages, but argues that workers/wage earners are not
a monolithic group, i.e. some workers might benefit more than others.
Analyse the tax incidence of corporate income taxes on the basis of tax changes and
accounting data;
Find that large tax decreases lead to higher wages, suggesting that labour captures
some of the benefits of a tax decrease.
Argue that the users of digital services will be hit by the DST through cascading effects
on EU SMEs, consumers and jobs;
Due to these effects, the authors highlight that the DST will harm EU consumer welfare.
Highlight that a DST in Germany will to a large extent be passed on to German users;
State that while the affected companies are collecting the tax and handing it over
to EU tax authorities, they will likely pass on the tax burden to businesses and
customers using online intermediaries or online platforms;
Argue that, at least in the long run, a DST will be mirrored in an equivalent price
increase.
State that it is not global MNEs but German businesses (of which many are SMEs
depending on the DST-liable services) and consumers using the services who are
bearing the tax burden.
Argue that if a firm has high market power, it is able to pass the economic burden of
taxation to workers or consumers with relatively little distortion in labour supply or
consumer demand, and hence the incidence of the corporate tax falls relatively less
on shareholders and more on workers or consumers;
Using empirical analyses, find that firms whose shareholders bear less of the economic
burden of corporate income taxes engage in less tax avoidance than other firms.
Argue that the incidence of a corporate tax will be very much market specific;
Outline that the capacity of producers to shift a tax to their consumers will depend on (i)
the price sensitivity of consumers, (ii) the existence of barriers to entry on the producer
side and the ease to expand output and (iii) the nature of competition on the market.

•
PwC (2019)

•

•
IMF (2019)

•
•

•

CRS (2019)

•
•

•

Outline that the majority of the DST cost will be borne by SMEs using digital
platforms;
Highlight that consumers will experience a reduction in their welfare due to the
following: rise in the cost of the products as a result of the tax and a reduction in
obtaining income from unused resources.
Highlight that digital services taxes on turnover are likely to be passed on to some
degree in the price of the taxed service;
Argue that the primary impact may be not on current pricing, but on future investment
of companies directly and indirectly affected by the tax;
State that in contexts ‘two-sided markets’ corporate tax incidence effects are complex,
which is why the ‘efficiency effects’ remain unclear.
Acknowledge that the economic incidence of a tax can differ from the statutory
incidence (i.e. who is obligated by law to pay the tax) depending on conditions in the
affected market;
Argue that there are impacts resulting in distortions for consumers and producers;
Highlight that the economic incidence of taxes on digital services is likely to be borne
by purchasers of taxable services (e.g. companies paying digital economy firms for
advertising, marketplace listings or user data) and possibly consumers downstream
from those transactions;
State that taxes on digital services are a more regressive form of raising revenue as
they affect a broad range of consumer goods and services.

Table 3: National approaches to taxes in digital services (DST)
Country

State of digital services tax debate / state of implementation
•

United Kingdom

•
•
•

•
•
Spain

•
•
•
•
•

Italy

•
•
•

As announced in the budget (30 October 2018), from April 2020, the UK government
aims to introduce a 2 per cent DST on the revenues of certain digital businesses which
derive value from their UK users.
Tax will apply to revenues generated by search engines, social media platforms and
online marketplaces that are linked to the participation of British users.
Companies are subject to a GBP 25 million per year allowance.
Tax may be legislated for in the 2019/20 Finance Bill after a public consultation
exercise.
The Spanish government included plans for a DST in its budget for 2019.
A 3 per cent DST would be imposed on certain digital services provided by companies with
global sales exceeding EUR 750 million and sales of more than EUR 3 million EUR within
Spain.
DST would affect revenue from the selling of online advertising, digital intermediary
and brokerage services.
The handling of personal data may be included in the law.
The parliamentary rejection of the Budget Bill in February 2019 triggered the calling of
fresh elections.
Uncertainty whether the Spanish DST is going to materialise or not.
DST for certain digital services was included in Italy’s Finance Law 2019, which was
approved by parliament in December 2018.
DST of 3 per cent would apply to companies with at least EUR 750 million in total
revenue and at least EUR 5.5 million in revenue from selling certain digital services in
Italy.
DST would be imposed on services related to online advertising and personal data.
The tax needs to be implemented by a government decree.
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•
•
•
•

France

•
•

•
•

Austria

•
•

•

New Zealand

•
•

•

•
•
Australia

•

•

•
•
India

•
•

•
•
Thailand

42

TIMBRO

•
•

The National Assembly approved French DST on 9 April 2019.
A new draft was agreed on 26 June 2019 by a joint committee of the Senate and
National Assembly, and will next be up for vote by both houses.
DST would target companies with EUR 750 million in worldwide revenue.
A 3 per cent DST would apply to revenue from digital activities like targeted online
advertising and from intermediary platforms that connect buyers and sellers online.
The tax would apply on revenues realised in France since 1 January 2019.
Tax will remain in place until a multilateral agreement on new global digital tax rules
has been reached.
Austria’s government announced plans to update its advertising tax to include digital
advertisement services in 2019.
The proposal aims to expand the tax to include digital advertising provided by large
foreign companies.
The 5 per cent advertising tax currently does not apply to online media.
Austria’s government aims to examine the taxation of companies operating in the
sharing economy, and deliveries to private consumers from third countries by online
mail order.
On 18 February 2019, the New Zealand government announced that it is considering a
DST to ‘ensure that multinationals pay their fair share of tax in the country’.
Finance Minister Grant Robertson argued that
[h]ighly digitalised companies, such as those offering social media networks, trading
platforms, and online advertising, currently earn a significant income from New
Zealand consumers without being liable for income tax. That is not fair, and we are
determined to do something about it.
New Zealand has since launched a consultation seeking public feedback on their
digital tax plans with the strong possibility that they will delay enacting legislation
until the OECD’s BEPS Committee has reported.
Australia’s government decided not to proceed with a DST.
The government’s decision follows a 2018 consultation exercise on the tax challenges
presented by the digitalization of the economy.
Finance Minister Frydenberg said that many submissions ‘raised significant concerns
about the potential impact of an Australian interim measure across a wider range
of Australian businesses and consumers, including discouraging innovation and
competition, adversely affecting start-ups and low-margin businesses, and the
potential for double taxation’.
The government indicated that it would continue to focus its efforts on engaging in the
multilateral process.
India has been at the forefront of global discussion regarding DSTs.
In 2016, she applied a 6 per cent equalisation levy on payments made by Indian
business to non-resident companies providing digital advertising sales.
In April 2018, India introduced legislation acknowledging the concept of significant
economic presence (SEP) to assert taxation rights.
Consequently, all foreign, non-business-to-business digital platforms have been
brought within the remit of an 18 per cent goods and services tax.
The Thai government has been looking to change their existing VAT legislation.
They are hoping to levy 5 per cent VAT on all e-commerce goods and services
transactions from resident and non-resident providers.
Additionally, they are looking to eliminate the existing threshold of THB 1,500.
Foreign companies with a local site and which receive payments in baht will be viewed
as in possession of a permanent establishment and will be subject to corporate
income tax.

•
•
Malaysia
•

•
Vietnam

•
•

•
•
Indonesia

•

•
•
South Korea
•

•
Japan

•

•
Singapore

The Malaysian government is planning on implementing a DST of 6 per cent on foreign
digital service providers from 1 January 2020.
Finance Minister Lim Guan Eng stated that ‘for importation of digital products and
services by consumers (B2C), a new provision will be introduced in the Service Tax
Act 2018 requiring the foreign suppliers who provide such services to consumers in
Malaysia to register and charge service tax’.
‘For importation of B2B a new provision will be introduced to enable the recipients of
the imported services to account, declare and pay service tax.’
Vietnam has expanded permanent establishment (PE) concepts to bring digital
companies within their domestic tax remit.
Involvement in negotiations of or performance of contracts by staff of foreign
companies now constitutes a PE.
While severely infringing on freedom-of-expression rights, it will also force online
B2C and consumer-to-consumer (C2C) businesses to declare and pay tax on income
arising in Vietnam.
Indonesia has considered imposing a DST.
In February 2017, the government revealed a draft regulation designed to tax nonresident digital services.
At the G20 summit in March 2018, Finance Minister Sri Mulyani Indrawati urged
international cooperation on taxing US technology giants, stating all countries “face
similar technical issues on how to collect […] fair taxes in the digital economy”.
South Korea has partaken in the discussion and indeed taken action.
In December 2018, the government passed a bill imposing a 10 per cent VAT on nonresident providers of digital services. This is logical in the context of helping Korean
firms provide competition.
There has been further consideration about extending this consumption tax to create a
destination-based corporate income tax.
The Japanese tax, known as ‘consumption tax’, was introduced and made pertinent to
digital business owners on 1 October 2015.
Shinzo Abe has recently announced an increase in the consumption tax rate from
8 per cent to 10 per cent, which goes into force in October 2019. It is applicable to
all B2C e-commerce transactions conducted by foreign businesses with Japanese
consumers.
Currently, Singapore doesn’t collect any VAT for digital transactions, but the
Singaporean government has already confirmed that it is considering levying a 7 per
cent VAT on goods and electronic services provided to consumers by non-resident
companies.
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Table 4: Tax revenues in per cent of total tax revenues, by country, 2017
Taxes on income, profits and capital
gains of individuals
Australia

General taxes on goods and services

On profits of corporates

17%

n.a.

n.a.

Austria

21.7%

18.3%

5.9%

Belgium

27.2%

15.4%

9.3%

Canada

35.9%

14.4%

10.6%

9.7%

41.6%

n.a.

Czech Republic

11.6%

22.0%

10.6%

Denmark

53.4%

20.7%

6.6%

Estonia

17.3%

27.6%

0.5%

Finland

29.1%

21.0%

6.3%

France

18.5%

15.6%

5.1%

Germany

27.2%

18.4%

5.4%

6.3%

n.a.

n.a.

Hungary

13.3%

30.1%

n.a.

Iceland

38.5%

23.3%

7.4%

Ireland

31.4%

19.8%

12.2%

Israel

20.7%

26.8%

9.7%

Italy

25.7%

14.9%

5.0%

Japan

13.0%

n.a.

n.a.

Korea

17.9%

16.0%

14.2%

Latvia

21.8%

26.9%

5.2%

Lithuania

13.0%

26.7%

5.1%

Luxembourg

23.6%

16.0%

13.6%

Mexico

22.6%

n.a.

n.a.

Netherlands

21.6%

17.5%

8.5%

New Zealand

37.7%

30.2%

14.7%

Norway

26.3%

22.4%

12.0%

Poland

14.7%

22.5%

n.a.

Portugal

18.8%

25.0%

n.a.

Slovak Republic

10.3%

21.3%

n.a.

Slovenia

14.2%

22.3%

4.9%

Spain

21.9%

19.1%

n.a.

Sweden

29.9%

21.2%

6.0%

Switzerland

30.7%

13.0%

11.5%

Turkey

14.5%

20.1%

6.8%

United Kingdom

27.4%

20.4%

8.3%

United States

38.6%

7.3%

6.0%

Chile

Greece

Source: OECD.

44

TIMBRO

Table 5: Derivation of estimates for the average corporate income tax incidence borne by individual workers,
by OECD country

Country

TOTAL
tax
revenues
in 2017,
in billion
USD

2017
exchange
rate,
national
currency
units/USD

2017 revenues
from taxes on
income, profits
and capital
gains of
corporates, in
billion USD

80

1.30

61.5

17.0%

2017 revenues from
taxes on income, profits
and capital gains of
corporates, in billions,
national currency
Australian Dollar,
Billions

2017
revenues
from taxes
on income,
profits and
capital gains
of corporates
2018
in percent of
labour
TOTAL 2017
force, in
tax revenues thousands

Average
TOTAL
tax
revenue,
in USD
per
worker

Average
corporate
tax
revenue
in USD
per
worker

Total
corporate
tax incidence
exclusively
borne by
workers
(50% of total
corporate tax
revenue), in
billion USD

Corporate
tax incidence
exclusively
borne by
workers
(50% of total
corporate
tax revenue),
in USD per
worker

13,102

$27,629

$4,691

$30.7

$2,346

Australia

362

Austria

174 Euro, Billions

9

0.89

10.3

5.9%

4,561

$38,169

$2,253

$5.1

$1,127

Belgium

220 Euro, Billions

18

0.89

20.4

9.3%

5,051

$43,516

$4,041

$10.2

$2,020

Canada

533

73

0.89

82.6

15.5%

20,266

$26,290

$4,076

$41.3

$2,038

Canadian Dollar,
Billions
Chilean Peso,
Billions

Chile

56

7,658

648.83

11.8

21.1%

9,077

$6,155

$1,300

$5.9

$650

Czech
Republic

Czech Koruna,
75
Billions

187

23.38

8.0

10.6%

5,393

$13,959

$1,483

$4.0

$741

Danish Krone,
Billions

65

6.60

9.9

6.6%

2,994

$50,001

$3,305

$4.9

$1,653

Denmark

150

Estonia

9 Euro, Billions

0

0.89

0.4

4.7%

694

$12,637

$593

$0.2

$297

Finland

109 Euro, Billions

6

0.89

6.9

6.3%

2,701

$40,491

$2,556

$3.5

$1,278

France

1,194 Euro, Billions

54

0.89

60.6

5.1%

30,403

$39,283

$1,992

$30.3

$996

Germany

1,387 Euro, Billions

66

0.89

74.3

5.4%

43,507

$31,881

$1,708

$37.2

$854

Greece

79 Euro, Billions

4

0.89

5.0

6.3%

4,864

$16,224

$1,019

$2.5

$510

Hungary

52 Forint, Billions

711

274.43

2.6

4.9%

4,693

$11,178

$552

$1.3

$276

Iceland

Iceland Krona,
9
Billions

71

106.84

0.7

7.4%

211

$42,782

$3,172

$0.3

$1,586

Israel

New Israeli
115
Sheqel, Billions

42

3.60

11.6

10.1%

4,094

$28,053

$2,844

$5.8

$1,422

Italy

820 Euro, Billions

36

0.89

40.6

4.9%

25,595

$32,050

$1,586

$20.3

$793

22,111

112.17

197.1

13.0%

66,910

$22,660

$2,946

$98.6

$1,473

Japan

1,516 Yen, Billions

Korea

412 Won, Billions

66,299

1,130.42

58.6

14.2%

28,176

$14,611

$2,082

$29.3

$1,041

Latvia

9 Euro, Billions

0

0.89

0.5

5.2%

996

$9,244

$484

$0.2

$242

14 Euro, Billions

1

0.89

0.7

5.1%

1,461

$9,637

$487

$0.4

$243

Mexico

Mexican Peso,
180
Billions

769

18.93

40.6

22.6%

58,930

$3,046

$690

$20.3

$345

Netherlands

322 Euro, Billions

24

0.89

27.3

8.5%

9,121

$35,300

$2,989

$13.6

$1,494

14

1.41

9.7

14.7%

2,717

$24,198

$3,568

$4.8

$1,784

152

8.27

18.4

12.0%

2,785

$54,845

$6,607

$9.2

$3,304

Lithuania

New
Zealand

New Zealand
66
Dollar, Billions
Norwegian Krone,
Billions

Norway

153

Poland

178 Zloty, Billions

39

3.78

10.2

5.7%

18,345

$9,692

$556

$5.1

$278

Portugal

76 Euro, Billions

6

0.89

7.1

9.4%

5,214

$14,489

$1,356

$3.5

$678

Slovak
Republic

32 Euro, Billions

3

0.89

3.1

9.7%

2,747

$11,473

$1,118

$1.5

$559

Slovenia

18 Euro, Billions

1

0.89

0.9

4.9%

1,017

$17,286

$847

$0.4

$423

Spain

442 Euro, Billions

27

0.89

30.3

6.9%

22,818

$19,349

$1,329

$15.2

$665

Sweden

Swedish Krona,
237
Billions

121

8.55

14.2

6.0%

5,362

$44,116

$2,640

$7.1

$1,320

Switzerland

193

Swiss Franc,
Billions

22

0.98

22.1

11.5%

4,946

$39,055

$4,472

$11.1

$2,236

Turkey

Turkish Lira,
212
Billions

53

3.65

14.5

6.8%

32,454

$6,527

$447

$7.3

$223
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Country
United
Kingdom
United
States

TOTAL
tax
revenues
in 2017,
in billion
USD
874

2017
exchange
rate,
national
currency
units/USD

2017 revenues
from taxes on
income, profits
and capital
gains of
corporates, in
billion USD

58

0.78

74.3

8.5%

372

1.00

372.0

7.1%

2017 revenues from
taxes on income, profits
and capital gains of
corporates, in billions,
national currency
Pound Sterling,
Billions

5,263 US Dollar, Billions

2017
revenues
from taxes
on income,
profits and
capital gains
of corporates
2018
in percent of
labour
TOTAL 2017
force, in
tax revenues thousands

Average
TOTAL
tax
revenue,
in USD
per
worker

Average
corporate
tax
revenue
in USD
per
worker

Total
corporate
tax incidence
exclusively
borne by
workers
(50% of total
corporate tax
revenue), in
billion USD

Corporate
tax incidence
exclusively
borne by
workers
(50% of total
corporate
tax revenue),
in USD per
worker

34,000

$25,705

$2,184

$37.1

$1,092

164,868

$31,924

$2,257

$186.0

$1,128

Source: Own calculations based on the assumption that (only) 50 per cent of the corporate income tax burden is effectively borne
by domestic workers. OECD data for annual corporate income tax revenues in 2017. Tax revenue data for Australia, Japan and
Mexico are from 2016 (latest data available). World Bank data on labour force statistics represent 2018 estimates. Exchange rates
have been taken from OECD National Accounts Statistics.
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Table 6: Estimates for the total export-related corporate tax incidence and that export-related tax incidence
attributable to the countries’ labour force

Country

Export to GPD
ratio, latest

Total corporate tax incidence
exclusively borne by workers
attributable to exports,
in billion USD

Total corporate tax incidence
exclusively borne by workers
attributable to exports,
in USD per worker

Australia

21%

$6.5

$499.6

Austria

54%

$2.8

$605.0

Belgium

86%

$8.8

$1,733.4

Canada

31%

$12.8

$631.7

Chile

29%

$1.7

$186.6

Czech Republic

80%

$3.2

$590.9

Denmark

55%

$2.7

$900.7

Estonia

77%

$0.2

$226.9

Finland

39%

$1.3

$492.1

France

31%

$9.4

$307.8

Germany

47%

$17.5

$401.4

Greece

33%

$0.8

$168.2

Hungary

88%

$1.1

$243.6

Iceland

46%

$0.2

$731.1

Ireland

120%

$5.5

$2,366.5

Israel

29%

$1.7

$415.2

Italy

31%

$6.3

$247.5

Japan

18%

$17.4

$260.7

Korea

43%

$12.6

$448.6

Latvia

61%

$0.1

$147.8

Lithuania

81%

$0.3

$196.9

Luxembourg

223%

$3.6

$12,452.9

Mexico

38%

$7.7

$130.7

Netherlands

83%

$11.3

$1,240.3

New Zealand

27%

$1.3

$480.0

Norway

36%

$3.3

$1,195.9

Poland

54%

$2.8

$150.8

Portugal

43%

$1.5

$289.4

Slovak Republic

97%

$1.5

$541.8

Slovenia

82%

$0.4

$348.0

Spain

34%

$5.2

$228.0

Sweden

45%

$3.2

$598.0

Switzerland

65%

$7.2

$1,451.2

Turkey

25%

$1.8

$55.4

United Kingdom

30%

$11.2

$328.7

United States

12%

$22.5

$136.5

Source: Own calculations based on the assumption that (only) 50 per cent of the corporate income tax burden is effectively borne
by domestic workers.
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Table 7: Estimates for the total export-related corporate tax incidence and tax incidence per worker,
trading partners: China and India
Total corporate
Total corporate
tax incidence
tax incidence
exclusively borne exclusively borne
by workers
by workers
attributable to
attributable to
exports to China, exports to China, in
in USD
USD per worker

Export
share
India,
latest

Total corporate
tax incidence
exclusively borne
by workers
attributable to
exports to India,
in USD

Total corporate
tax incidence
exclusively borne
by workers
attributable to
exports to India, in
USD per worker

Country

Export
share
China,
latest

Australia

27%

$1,766,371,870

$134.8

5%

$308,347,356.5

$23.5

Austria

3%

$70,234,048

$15.4

1%

$14,366,342.7

$3.1

Belgium

2%

$186,101,418

$36.8

2%

$183,517,684.4

$36.3

Canada

4%

$576,085,554

$28.4

1%

$94,204,528.9

$4.6

Chile

30%

$503,995,844

$55.5

2%

$26,375,321.9

$2.9

Czech Republic

1%

$40,692,755

$7.5

0%

$11,654,882.8

$2.2

Denmark

3%

$79,155,163

$26.4

0%

$11,513,235.2

$3.8

Estonia

1%

$1,959,231

$2.8

1%

$907,828.6

$1.3

Finland

5%

$72,418,792

$26.8

1%

$10,782,987.1

$4.0

France

4%

$380,668,436

$12.5

1%

$107,946,419.9

$3.6

Germany

7%

$1,234,945,634

$28.4

1%

$166,301,628.0

$3.8

Greece

2%

$12,986,473

$2.7

0%

$2,142,982.0

$0.4

Hungary

2%

$26,858,656

$5.7

0%

$2,308,467.1

$0.5

Iceland

3%

$4,000,619

$19.0

0%

$234,050.5

$1.1

Ireland

3%

$183,836,456

$78.6

0%

$12,865,107.7

$5.5

Israel

5%

$80,991,652

$19.8

2%

$36,257,950.0

$8.9

Italy

3%

$191,470,806

$7.5

1%

$49,972,947.2

$2.0

Japan

15%

$2,660,811,934

$39.8

1%

$177,356,944.9

$2.7

Korea

24%

$3,032,924,620

$107.6

16%

$1,961,768,448.9

$69.6

Latvia

1%

$1,780,528

$1.8

0%

$368,327.5

$0.4

Lithuania

1%

$1,920,578

$1.3

0%

$524,404.5

$0.4

Luxembourg

2%

$58,526,145

$199.8

0%

$8,719,884.5

$29.8

Mexico

2%

$116,713,574

$2.0

0%

$22,396,878.0

$0.4

Netherlands

2%

$240,348,298

$26.4

0%

$49,913,670.7

$5.5

New Zealand

18%

$229,706,906

$84.6

1%

$11,718,680.7

$4.3

Norway

2%

$67,145,804

$24.1

0%

$9,332,331.1

$3.4

Poland

1%

$22,579,368

$1.2

0%

$8,228,791.2

$0.4

Portugal

1%

$17,157,317

$3.3

0%

$2,980,733.8

$0.6

Slovak Republic

2%

$25,435,372

$9.3

0%

$1,356,155.6

$0.5

Slovenia

1%

$3,089,133

$3.0

0%

$1,115,514.8

$1.1

Spain

2%

$114,846,839

$5.0

0%

$23,422,979.4

$1.0

Sweden

5%

$148,584,762

$27.7

1%

$25,828,000.9

$4.8

Switzerland

10%

$699,505,993

$141.4

6%

$412,340,070.9

$83.4
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Turkey

2%

$33,633,019

$1.0

0%

$8,688,828.1

$0.3

United Kingdom

6%

$635,618,183

$18.7

1%

$151,728,498.2

$4.5

United States

8%

$1,805,684,716

$11.0

2%

$455,062,799.7

$2.8

Source: Own calculations based on the assumption that (only) 50 per cent of the corporate income tax burden is effectively borne
by domestic workers.
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