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DISCUSSION

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.

éé

_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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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,
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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
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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.

éé

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.

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,
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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.

29



BIBLIOGRAPHY,
AUTHORS,
ABOUT FEPS & PARTNERS




BIBLIOGRAPHY

Barake, M., Neef, T., Chouc, PE. and Zucman, G.
(2021a) ‘Minimizing the minimum tax? The critical
effects of substance carve-outs’, Note No 1, EU Tax
Observatory.

Barake, M., Neef, T., Chouc, P. E. and Zucman, G.
(2021b) ‘Collecting the tax deficit of multinational
companies: Simulations for the European Union',
Report No 1, EU Tax Observatory.

Beer, S., de Mooij, R. and Liu, L. (2020) ‘International
corporate tax avoidance: A review of the channels,
magnitudes, and blind spots’, Journal of Economic
Surveys, 34(3): 660-688.

Blouin, J. and Robinson, L. A. (2020) ‘Double counting
accounting: How much profit of multinational
enterprises is really in tax havens? (SSRN 3491451).

Boland-Rudder, H. and Woodman, S. (2021)
‘136 countries agree to global minimum tax
for corporations in ‘historic’ OECD deal’, blog,
International Consortium of Investigative

Journalists, 8 October (www.icij.org/investigations/
paradise-papers/136-countries-agree-to-global-

minimum-tax-for-corporations-in-historic-oecd-

deal/?utm_campaign=Sprout&utm_content=&utm

medium=social&utm_source=twitter)

Clausing, K. A. and Lahav, Y. (2011) ‘Corporate
tax payments under formulary apportionment:
Evidence from the financial reports of 50 major
US multinational firms’, Journal of International
Accounting, Auditing and Taxation, 20(2): 97-105.

Cobham, A. and Loretz, S. (2014) ‘International
distribution of the corporate tax base: Implications
of different apportionment factors under
unitary taxation’, International Centre for Tax and
Development, Working paper 27.

Cobham, A., Jansky, P, Jones, C. and Temouri,
Y. (2021) ‘An evaluation of the effects of the

A European formula for global tax reform

European Commission’s proposals for the Common
Consolidated Corporate Tax Base', Transnational
Corporations, 28(1): 29-50.

Cooper, M. and Nguyen, Q. T. (2020) ‘Multinational
enterprises and corporate tax planning: A review
of literature and suggestions for a future research
agenda’, International Business Review, 29(3),
101692.

Crivelli, E., de Mooij, R. A., De Vrijer, J. E. J., Hebous,
S. and Klemm, A. (2021) ‘Taxing Multinationals in
Europe’, Washington DC: International Monetary
Fund Departmental Papers, No 21/12.

de Mooij, R. D,, Liu, L. and Prihardini, D. (2021) ‘An
assessment of global formula apportionment,
National Tax Journal, 74(2): 431-465.

Devereux, M. P. and Loretz, S. (2008) ‘The effects
of EU formula apportionment on corporate tax
revenues’, Fiscal Studies, 29(1): 1-33.

Devereux, M.P, Auerbach, A.J., Keen, M., Oosterhuis,
P, Schon, W. and Vella, J. (2021) Taxing profit in the
global economy: a report of the Oxford International
Tax Group, Oxford: Oxford University Press.

European Commission (2021) ‘Communication from
the Commission to the European Parliament and the
Council: Business Taxation for the 21st Century’,
COM (2021) 251 final, Brussels, 18 May.

Eurostat (2021) ‘Euro area unemployment at
7.6%’, Euro indicators 98/2021 (https://ec.europa.
eu/eurostat/documents/2995521/11563247/3-
01092021-AP-EN.pdf/e045fa11-8a9e-6e60-6967-
19088d96af8a?t=1630482630262)

Faccio, T. (2021) ‘Taxing multinationals in the
European Union: the 2021 global tax deal and
beyond’, Policy brief , FEPS, Brussels, July (www.

feps-europe.eu/attachments/publications/feps%20

31


http://www.icij.org/investigations/paradise-papers/136-countries-agree-to-global-minimum-tax-for-corporations-in-historic-oecd-deal/?utm_campaign=Sprout&utm_content=&utm_medium=social&utm_source=twitter
http://www.icij.org/investigations/paradise-papers/136-countries-agree-to-global-minimum-tax-for-corporations-in-historic-oecd-deal/?utm_campaign=Sprout&utm_content=&utm_medium=social&utm_source=twitter
http://www.icij.org/investigations/paradise-papers/136-countries-agree-to-global-minimum-tax-for-corporations-in-historic-oecd-deal/?utm_campaign=Sprout&utm_content=&utm_medium=social&utm_source=twitter
http://www.icij.org/investigations/paradise-papers/136-countries-agree-to-global-minimum-tax-for-corporations-in-historic-oecd-deal/?utm_campaign=Sprout&utm_content=&utm_medium=social&utm_source=twitter
http://www.icij.org/investigations/paradise-papers/136-countries-agree-to-global-minimum-tax-for-corporations-in-historic-oecd-deal/?utm_campaign=Sprout&utm_content=&utm_medium=social&utm_source=twitter
https://ec.europa.eu/eurostat/documents/2995521/11563247/3-01092021-AP-EN.pdf/e045fa11-8a9e-6e60-6967-19088d96af8a?t=1630482630262
https://ec.europa.eu/eurostat/documents/2995521/11563247/3-01092021-AP-EN.pdf/e045fa11-8a9e-6e60-6967-19088d96af8a?t=1630482630262
https://ec.europa.eu/eurostat/documents/2995521/11563247/3-01092021-AP-EN.pdf/e045fa11-8a9e-6e60-6967-19088d96af8a?t=1630482630262
https://ec.europa.eu/eurostat/documents/2995521/11563247/3-01092021-AP-EN.pdf/e045fa11-8a9e-6e60-6967-19088d96af8a?t=1630482630262
http://www.feps-europe.eu/attachments/publications/feps%20fes%20tasc%20policy%20brief%20faccio.pdf
http://www.feps-europe.eu/attachments/publications/feps%20fes%20tasc%20policy%20brief%20faccio.pdf

fes%20tasc%20policy%20brief%20faccio.pdf)

Faccio, T. and Fitzgerald, E. V. (2018) ‘Sharing the
corporate tax base: equitable taxing of multinationals
and the choice of formulary apportionment’,
Transnational Corporations, 25(2).

Fuest, C., Hemmelgarn, T. and Ramb, F. (2006) ‘How
would formula apportionment in the EU affect the
distribution and the size of the corporate tax base?
An analysis based on German multinationals’,
Discussion Paper Series 1: Economic Studies No
20/2006, Deutsch Bundesbank.

Garcia-Bernardo, J., and Jansky, P. (2021) Profit
Shifting of Multinational Corporations Worldwide,
Institute of Development Studies.

GATJ (2021) ‘The ‘deal of the rich’ will not benefit
developing countries’, Position statement, Global
Alliance for Tax Justice (www.globaltaxjustice.org/
en/statement-%E2%80%9Cdeal-rich%E2%80%9D-
will-not-benefit-developing-countries)

Hentze, T. (2019) ‘The challenge of moving to a
Common Consolidated Corporate Tax Base in the
EU’, IW-Report (No. 2/2019).

ICRICT (2019) ‘International corporate tax reform:
towards a fair and comprehensive solution’, Position
paper, Independent Commission for the Reform of
International Corporate Taxation.

Johansson, A., Skeie, @. B. and Sorbe, S. (2017) ‘Anti-
avoidance rules against international tax planning:
A classification’, OECD Economics Department
Working Papers No 1356.

Ryding, T.(2021) ‘Eurodad: OECD tax dealis unfairand
fails to solve the problem’, Press release, 8 October,
European Network on Debt and Development (www.
eurodad.org/eurodad_oecd_tax_deal_is_unfair
and_fails_to_solve_the_problem)

32

Shackelford, D. and Slemrod, J. (1998) ‘The revenue
consequences of using formula apportionment to
calculate US and foreign-source income: a firm-level
analysis’, International Tax and Public Finance, 5(1):
41-59.

TaxWatch (2021) ‘Will the OECD’s global tax
deal raise more from tech companies?’, Briefing,
TaxWatch (www.taxwatchuk.org/wp-content/

uploads/2021/09/DST _rate_Vs_Pillar1_FINAL.pdf)

Torslgv, T. R., Wier, L. S. and Zucman, G. (2018) ‘The
missing profits of nations’, Working paper 24701,
National Bureau of Economic Research, USA.

A European formula for global tax reform


http://www.feps-europe.eu/attachments/publications/feps%20fes%20tasc%20policy%20brief%20faccio.pdf
http://www.globaltaxjustice.org/en/statement-%E2%80%9Cdeal-rich%E2%80%9D-will-not-benefit-developing-countries
http://www.globaltaxjustice.org/en/statement-%E2%80%9Cdeal-rich%E2%80%9D-will-not-benefit-developing-countries
http://www.globaltaxjustice.org/en/statement-%E2%80%9Cdeal-rich%E2%80%9D-will-not-benefit-developing-countries
http://www.eurodad.org/eurodad_oecd_tax_deal_is_unfair_and_fails_to_solve_the_problem
http://www.eurodad.org/eurodad_oecd_tax_deal_is_unfair_and_fails_to_solve_the_problem
http://www.eurodad.org/eurodad_oecd_tax_deal_is_unfair_and_fails_to_solve_the_problem
http://www.taxwatchuk.org/wp-content/uploads/2021/09/DST_rate_Vs_Pillar1_FINAL.pdf
http://www.taxwatchuk.org/wp-content/uploads/2021/09/DST_rate_Vs_Pillar1_FINAL.pdf

ABOUT THE AUTHOR

ROBERT SWEENEY

Robert Sweeney is the senior economic policy analyst. His work
centres on topics related to inequality. He has completed projects
on a variety of topics including income distribution, housing, care,
corporate tax, and more. Robert has a PhD in economics from
University of Leeds in which he examined the growth of the financial
sector in Europe.

A European formula for global tax reform 33



34

ABOUT THE FOUNDATION FOR EUROPEAN PROGRESSIVE STUDIES
(FEPS)

FEPS is the European progressive political foundation and the think tank of the progressive
political family at EU level. Our mission is to develop innovative research, policy advice, training
and debates to inspire and inform progressive politics and policies across Europe.

FEPS
FOUNDATION FOR EUROPEAN

PROGRESSIVE STUDIES www.feps-europe.eu

@FEPS_Europe

Avenue des Arts 46, B-1000 Brussels, Belgium +32 2 234 69 00
@% info@feps-europe.eu

ABOUT FRIEDRICH-EBERT-STIFTUNG (FES)

The EU Office of the Friedrich-Ebert-Stiftung (FES) participates in the European integration
process, backs and accompanies the interests of the Federal Republic of Germany in Europe.
As an agency of dialogue, education and consultancy, the Friedrich-Ebert-Stiftung fulfils its
special role as a ‘political network organisation’ for and with the various European institutions.

Friedrich-Ebert-Stiftung EU-Office
FRIEmH Rue du Taciturne 38, 1000 Brussels
EERT@ https://www.fes.de/
STIFTUNG @FESoniine
ABOUT TASC

TASC is an independent think-tank whose mission is to address inequality and sustain
democracy by translating analysis into action. TASC’s Constitution presents its main objectives
as: Promoting education for the public benefit; Encouraging a more participative and inclusive
society; Promoting and publishing research for public benefit.

a 28 Merrion Square North, Dublin 2, Ireland. D02 AW80
m Think-tank for action https://www.tasc.ie/
on social change @TASCblog

A European formula for global tax reform


http://www.feps-europe.eu
https://www.fes.de/
https://www.tasc.ie/

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.
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