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This report has considered options for the EU in the 
ongoing debate around global tax reform, and what 
the implications would be if the EU was to implement 
formula apportionment. At the time of writing, 
negotiations are still in progress, but agreement is 
converging towards a global minimum effective 
rate of taxation of 15%, applicable to companies 
with revenue in excess of €750 million. Furthermore, 

reallocation of taxing rights based on revenue is now 
very likely. The latter reform is, of course, a type of 
formula apportionment.

Reallocating taxing rights based on revenue is likely 
to benefit high-income countries in general and the 
EU in particular.

DISCUSSION

Within the EU, higher-income countries such as 
Austria, Belgium, France, Spain and Sweden would 
all see significant gains, although Greece, Estonia 
and Croatia would do so as well. Importantly, all 
classes of developing countries would lose, with low-
income countries losing half of their tax revenue. In 
other words, apportioning on the basis of revenue is 
highly regressive.

As global negotiations evolve and ultimately come 
to a conclusion, the EU is sure to ratify whatever 
reforms come out of them. It is also likely to chart 
its own course, and formula apportionment based 
on the CCCTB has been a longstanding ambition. 
The main obstacle to that ambition has been British 
and Irish recalcitrance. With the UK no longer part of 
the EU, and with the momentum behind international 
reform, the political space for change has once 
again opened.

Our baseline results indicate that a global CCCTB, 

either with or without payroll, would increase tax 
revenues within the EU by around a fifth. When only 
positive profit companies are considered, this would 
increase to around a quarter or more. However, 
around half of the EU member states would lose, as 
would upper-middle income developing countries, 
the category with the most developing countries. 
The marginal revenue effects of combining the 
CCCTB with a 15% minimum effective tax rate 
would be modest. This is in contrast to the CCCTB 
combined with a 25% minimum rate, when the 
majority of member states would then see increases 
in their corporate tax revenue. Developing countries 
would still be unlikely to see much benefit if payroll 
was included as an apportioning factor.
 
These results are consistent with previous studies 
on the topic. Large, high-tax countries tend to win, 
and low-tax countries tend to lose. High-income 
countries are winners and developing countries 
either lose or see fewer benefits than high-income 

If the world was to introduce formula apportionment of taxing 
rights based on revenue, our baseline simulation indicates that the 

corporate tax intake in the EU would increase by around a fifth.

“
”
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We therefore recommend that EU-level reforms 
consider formula apportionment and that this 
be combined with a minimum rate of 25%. For 
developing countries, the CCCTB without payroll 
offers a more progressive way to allocate global 
taxing rights. The current drive to apportion some 
taxing rights based on revenue is therefore not 
progressive and should be resisted. It should be kept 
in mind that the taxing rights of 25% of the profits 
of large MNCs when the profit margin exceeds 10% 
are set to be reallocated on the basis of revenue. 
We therefore recommend replacing revenue-based 
allocation under the recent OECD agreement with 
CCCTB without payroll.
 
Although not the topic of this study, we concur with 
Barake et al (2021a) that the proposed exemptions 
under current proposals constitute an unacceptable 
reduction in tax revenues. As discussed, companies 
may be able to reduce the amount of profits subject 
to a minimum tax by 10% of payroll and 8% of 
assets. We recommend that this exemption be 
abolished. We also recommend that the threshold 
for companies to be subject to reforms be lowered 
from revenues of €750 million to €500 million. 

Using CbC data has its advantages for this analysis, 

but the obvious weakness is that CbC data are 
not available in microdata form. As banks are now 
required to report on a country-by-country basis, 
there is little plausible rationale for non-financial 
entities not having to do so as well. We recommend 
that financial reporting on a country-by-country 
basis be extended to all corporations with revenues 
in excess of €500 million. 
 
Significant changes to the system of international 
corporate taxation are now an inevitability. What 
those changes look like for the world and for the 
EU is yet to be finalised. Any new system should 
minimise profit shifting, ensure that companies 
pay their fair share, and that countries receive their 
fair share. It is therefore important to consider the 
effects of policy change within and outside the 
EU. The recently agreed regime, which reallocates 
taxing rights based on revenue, is unlikely to 
benefit developing countries. On its own, formula 
apportionment based on the CCCTB may not be a 
major change but, accompanied by other reforms, 
it offers a realistic way forward for the EU.  

countries, particularly when revenue and payroll 
are included. Some anomalies nevertheless 
remain in our results, such as the massive gains 
by Luxembourg when allocating according to 
tangible assets while losses for the Netherlands are 
relatively marginal. Croatia, Estonia and Greece all 

do exceptionally well. An increase in revenue is also 
observed when companies with negative profits are 
eliminated from the data set. This study focused 
on the change in revenue, not the change in the tax 
base as other studies do. 
 

Formula apportionment along the lines of the CCCTB makes 
sense for the EU. However, this needs to be complemented 

by a high minimum effective rate of taxation for it to be 
advantageous for the majority of member states. 

“
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Global tax reform is a politically fraught process, not only in the EU but also globally. The current 
corporate tax system, which assumes that each entity within a multinational group is a separate 
firm, creates big imbalances among EU countries as well as with respect to developing countries. 
Political momentum has built up to replace this current regime with a system known as formula 
apportionment, which treats the profits of multinationals in a unified way and then allocates 
those profits to jurisdictions on the basis of a formula. On top of this, the introduction of a global 
minimum tax rate to curb the so-called race to the bottom is also under discussion.  

This policy study examines the opportunity for the reform of international corporate taxation 
by implementing a formula apportionment approach to taxing rights. Using country-by-country 
reporting data (CbC data) from the OECD, the focus of this study is on the EU, but the effects of any 
policy change on other countries, especially developing countries, are also considered. Particular 
attention is paid to implementing the European Commission’s Common Consolidated Corporate 
Tax Base (CCCTB) proposal globally. The CCCTB is a specific type of formula apportionment, and 
a version of it is likely to be a central part of the EU’s tax reform agenda which is expected next 
year. 

The goal is to explore the path the EU might pursue in light of recently agreed reforms, but we also 
consider how such reforms would affect developing countries.

Baseline results indicate that if formula apportionment was implemented globally, high-income 
countries and the EU would experience significant revenue increases. The CCCTB is also more 
beneficial for developing countries than other forms of allocation, especially if payroll expenses 
are excluded. 

Implementing the CCCTB and a minimum effective tax rate of 15% would generate little marginal 
revenue compared to the CCCTB alone. The CCCTB with a minimum tax rate of 25% would 
generate significant gains compared to 15%, and most EU countries would then gain revenue.


