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Dear Chair Tang and Distinguished Members of the FISC Committee,
Thank you for the opportunity to provide testimony on capital gains taxation in the EU.

Across EU Member States, tax rates on capital gains average 18.6 percent, though they vary widely.
Denmark charges the highest top rate of 42 percent rate. Finland and France charge 34 percent, while
Bulgaria and Romania charge 10 percent. Meanwhile, flve Member States, including Belgium, Czechia,
Luxembourg, Slovakia, and Slovenia, have a zero percent rate under various conditions.

The theme of this hearing is the harm that non-harmonized capital gains rates can cause in the EU.
Presumably, some will argue that the harm is coming from those five Member States with zero per-
cent rates. Others may also argue that it is unfair to have lower tax rates on capital gains than on labor
income and offer dubious political motivations for why such variations exist in the first place. These
arguments do not tell the whole story.

Frankly, | agree that disparate capital gains rates can cause harm to the European economy, and there
is a question of fairness to discuss. However, it is countries with higher rates, not lower rates, that are
causing the most harm. Furthermore, capital gains should be considered alongside the corporate in-
come tax. Without the broader picture, it is misleading to focus only on the capital gains rates in those
flve Member States.

A Double Tax on Corporate Income
To start, it is essential to understand that the taxation of capital gains places a double tax on corpo-

rate income. Ideally, under a neutral tax system, each euro of income would only be taxed once. How-
ever, this is not the case, as capital gains face multiple layers of tax.
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Before shareholders pay taxes, the business pays the corporate income tax on its profits. Therefore,
when the shareholder pays their layer of tax at the personal level, they are doing so on capital gains

distributed from after-tax profits.!

For example, Figure 1 below shows the double tax burden on income in Germany, which faces a 29.9
percent statutory corporate income tax rate and a 26.4 percent capital gains rate.

Figure 1.

The Capital Gains Tax is a Double Tax
on Corporate Income
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This means that, even in Member States with a zero percent capital gains rate, this income is still be-
ing taxed by the corporate income tax. To compensate for this double layer of taxation, governments
generally charge a lower tax rate on capital gains than ordinary income.

The tax rate that incorporates the capital gains rate plus the corporate income rate is called the inte-

grated tax rate on corporate income. This rate is more indicative of the real-world economic impact of
capital gains taxation than the simple capital gains rate.

1 Erica York, “An Overview of Capital Gains Taxes,” Tax Foundation, Apr. 16, 2019, https://taxfoundation.org/research/all/federal/capital-gains-taxes/.
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Table 1. Top Marginal Tax Rates on Corporate Income
in EU Member States, 2024

Dividends Capital Gains

Statutory

Corporate Top Personal Integrated Tax on Top Personal Integrated Tax on

Income Tax Dividend Corporate Income Capital Gains Tax Corporate Income

Country Rate Tax Rate (Dividends) Rate (Capital Gains)

Austria 24.0% 27 .5% 44.9% 27 .5% 44 .9%
Belgium 25.0% 30.0% 47.5% . e.ex  25.0%
Bulgaria 10.0% 5.00% 14.5% © 10.08%  19.8%
Croatia 18.0% 12.00% 27 .8% 12.00% 27 .8%
Cyprus 12.5% 17.00% 27 .4% 20.00% 30.0%
Malta 35.0% 0.00% 35.0% 0.00% 35.0%
Romania 16.0% 8.00% 22.7% . 10.08%  24.4%
Czech Republic 19.0% 23.0% 37.6% 0.0% 19.0%
Denmark 22.0% 42 .0% 54.8% 42 .0% 54.8%
Estonia 20.0% 0.0% 20.0% 20.0% 36.0%
Finland 20.0% 28.9% 43.1% 34.0% 47 .2%
France 25.8% 34.0% 51.0% 34.0% 51.0%
Germany 29.9% 26.4% 48.4% 26 .4% 48.4%
Greece 22.0% 5.0% 25.9% 15.0% 33.7%
Hungary 9.0% 15.0% 22.7% o 15.8% 22.7%
Ireland 12.5% 51.0% 57.1% 33.0% 41.4%
Italy 24.0% 26.0% 43.8% 26.0% 43.8%
Latvia 20.0% 0.0% 20.0% 20.0% 36.0%
Lithuania 15.0% 15.0% 27 .8% 20.0% 32.0%
Luxembourg 24.9% 21.0% 40.7% 0.0% 24.9%
Netherlands 25.8% 26.9% 45.8% 33.0% 50.3%
Poland 19.0% 19.0% 34.4% 19.0% 34.4%
Portugal 31.5% 28.0% 50.7% 28.0% 50.7%
Slovak Republic 21.0% 7.0% 26.5% 0.0% 21.0%
Slovenia 19.0% 27 .5% 41.3% 0.0% 19.0%
Spain 25.0% 28.0% 46 .0% 28.0% 46 .0%
Sweden 20.6% 30.0% 44 . 4% 30.0% 44 . 4%
Average 21.0% 20.5% 37.1% 18.6% 35.7%

Source: OECD, “Tax Database: Table 11.4. Overall statutory tax rates on dividend income,”; PwC, “Quick Charts: Capital gains tax (CGT)
rates,” and authors’ calculations.

Table 1 shows that the average integrated tax rate is much higher than the average capital gains rate.
Ironically, it also shows that corporate income in Belgium (a country with a zero percent capital gains
rate), faces a higher integrated rate than multiple Member States with non-zero capital gains rates.

Another economic rationale for charging a lower rate is that most Member States do not adjust gains
for inflation. This means that investors can be taxed on capital gains that accrue due to price-level
increases rather than real gains.2

2 Kyle Pomerleau, “How One Can Face an Infinite Effective Tax Rate on Capital Gains,” Tax Foundation, Jan. 7, 2015, https://taxfoundation.org/blog/how-one-
can-face-infinite-effective-tax-rate-capital-gains/.
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Importance of Saving and EU Capital Markets Union

Generally, higher capital gains taxes create a bias against saving and investment, reduce capital for-
mation, and slow economic growth.® Capital gains taxes distort the decision to immediately consume
or save over time because there is an additional tax burden on saving.

These taxes can be especially harmful to entrepreneurship and small businesses that require capital.
The EU cannot afford this given its aging demographic and declining long-term growth projects.

Furthermore, if the integrated rate on corporate income is high and interest is deductible, then the
balance toward debt financing will be relatively strong.* Businesses will be more likely to finance their
investments through debt rather than equity, with fewer IPOs and private offerings.® This would be yet
another hindrance to achieving a vibrant EU Capital Markets Union.

Conclusion

Some may argue that capital gains rates in the EU should be harmonized to a rate up to 40 percent
higher than the status quo. This would harm the European economy.

Instead, policymakers should look for principled ways to increase saving, investment, and economic
growth. If a harmonized EU capital gains rate of zero percent makes politicians uncomfortable, then
the second-best policy option would be to at least encourage long-term investment and saving with a
zero percent long-term capital gains rate.

Thank you again for the opportunity to testify here today, and I look forward to your questions.
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The Tax Foundation is the nation’s leading tax policy research organization. Since 1937, our research,
analysis, and experts have informed smarter tax policy at the federal, state, and global levels. We are a
501(c)(3) nonprofit organization.

3 Daniel Bunn and Elke Asen, “Savings and Investment: The Tax Treatment of Stock and Retirement Accounts in the OECD,” Tax Foundation, May 26, 2021,
https://taxfoundation.org/savings-and-investment-oecd/.

4 Elke Asen, “Double Taxation of Corporate Income in the United States and the OECD,” Tax Foundation, Jan. 13, 2021, https://taxfoundation.org/data/all/fed-
eral/double-taxation-of-corporate-income/#Distortions.

5  Rudd A. de Mooij, “Tax Biases to Debt Finance: Assessing the Problem, Finding Solutions,” IMF, May 3, 2011, https://www.imf.org/external/pubs/ft/
sdn/2011/sdn1111.pdf.
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