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Introduction

■ Objective of the paper

To review the economic effects of the EU Savings Taxation Directive.

■ The EU Savings Taxation Directive

An example of tax co-ordination at the international level that enables taxation of foreign 
interest income of domestic households according to domestic tax rules in order to increase tax 
compliance and reduce tax evasion.

■ Main results and limitations

Based on relatively scarce and imperfect data (availability, coverage and definition problems, 
structural breaks), the authors conclude that the Directive hasn’t led to any major shift in 
international savings.

They emphasize the necessity to interpret results with caution.
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Council Directive 2003/48/EC of June 3rd 2003 on taxation of savings income in the form of interest 
payments, applicable since July 1st 2005

Main characteristics of the Directive

1 The EU-Savings Taxation Directive

� Why?

To ensure the proper operation of the internal market and tackle the problem of tax evasion .

� How?

Applying “effective taxation ”, in accordance with the laws of the Member State of residence, to savings income in 
the form of interest payments made in one EU Member State to beneficial owners who are individuals resident in 
another Member State.

� Who?

The Directive applies to all EU Member States . 

The same measures are applied in 10 dependent or associated territories of EU Member States: 
implementation of bilateral agreements signed by each of the 25 EU Member States with these jurisdictions. 
(Anguilla, Aruba, the British Virgin Islands, the Cayman Islands, Guernsey, the Isle of Man, Jersey, Montserrat, 
the Netherlands Antilles and the Turks & Caicos Islands)

Equivalent measures are applied in 5 European third countries : Switzerland, Andorra, Liechtenstein, Monaco 
and San Marino.
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Council Directive 2003/48/EC of June 3rd 2003 on taxation of savings income in the form of interest 
payments, applicable since July 1st 2005

Under the terms of the Directive

1 The EU-Savings Taxation Directive

� An automated system of information reporting betwee n States

All Member States are ultimately expected to automatically exchange information on interest payments by 
paying agents established in their territories to individuals whom reside in other Member States.

� Transitional period for Belgium, Luxembourg and Aus tria: application of a withholding tax

Belgium, Luxembourg and Austria levy a withholding tax (at a rate of 15% for the first three years, 20% for the 
following three years, and 35% thereafter) for a transitional period.

75% of its revenue is transferred to the investor's state of residence. 

� What types of payments are concerned: definition of  “interest”

Broader definition than the OECD international definition of interest payments.

It covers interest from debt-claims of every kind (cash deposits, corporate and government bonds and other 
similar negotiable debt securities), accrued and capitalised interest (zero-coupon bonds), interest income obtained 
as a result of indirect investment via collective investment undertakings.
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Jiménez (2006), Gläser (2007), and Gläser and Halla (2008) identified problems in the Directive

Loopholes and legal shortcomings

1 The EU-Savings Taxation Directive

� Paying agents and the geographical scope of the Dir ective

The scope of the Directive limited to EU, 5 third countries and 10 dependent and associated territories and to the 
definition of “paying agents”. Tax evasion is possible by:

(i) shifting funds to banks or other intermediaries located in tax havens or other financial centers (Hong Kong, 
Dubai, Panama, Singapore…);

(ii) beneficial owners can use intermediate structures that aren’t covered by the Directive.

� Beneficial owner

Definition, Art. 2(1) of the Directive: “any individual who receives an interest payment or any individual for whom 
an interest payment is secured” i.e. it only applies to individuals but not to companies or other legal persons or 
arrangements (discretionary trusts).

Tax evasion is possible by using an interposed legal person or arrangement.

� Definition of interest income

Even if the definition is broad, it doesn’t cover income from other forms of savings (innovative financial products 
with capital protection, life insurance products).

Tax evasion is possible by changing savings instruments.
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Review and amendments

1 The EU-Savings Taxation Directive

� Main idea

On the 13th of November 2008, the European Commission adopted an amending proposal to the Savings 

Taxation Directive with a view to closing existing loopholes and better preventing tax evasion .

� Amendments

(i)  Identify and cover interest payments which are channeled through intermediate tax-exempted structures;

(ii) Change in the definition of the “paying agent” (or financial intermediary) in order to cover interest payments

channeled through intermediate tax-exempted structures;

(iii) Extend the scope of the Directive to income obtained from investments in innovative financial products and life 

insurance products.
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Literature on the Savings Taxation Directive: 3 str ands

Empirical Contributions

2 Literature review

Currently: almost no literature.

(i) Klautke and Weichenrieder (2008) analyze a specific loophole of the Directive due to grandfathering.

(ii) Johannesen (2009): the Directive has a negative significant effect on the depositing of EU residents in some 
external countries (Switzerland) but no evidence of increased depositing in countries outside the scope of the 
Directive.

(iii) Huizinga and Nicodème (2004) on the determinants of international deposits. Foreign deposits react to 
taxation and also to information sharing (i.e. the Directive should have led to changes in international depositing).

(iv) Litgthart and Voget (2008) on the determinants driving government’s decision to share information bilaterally. 
They show that information sharing is shown to be reciprocal in most cases.

Theoretical strand Legal strand

What determines the choice of countries for 
information exchange vs withholding tax scheme.

Countries’ incentives to share information voluntarily.

The role of revenue sharing to make information 
sharing attractive.

Functioning of the Directive and identifications of 
loopholes.
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Data characteristics

Sectoral accounts BIS data
Data from Member States and 

other jurisdictions

3 The data and its limitations

Data from Eurostat’s sectoral
accounts .

Analysis of:

(i) Interest payments vs other 
types of savings income;

(ii) HH recipients vs financial and 
non-financial corporate recipients.

Bilateral data from the Bank for 
International Settlements (BIS) on 
deposits from foreign bank and 
foreign non-bank depositors.

Data for BIS reporting countries 
referring to payments made 
cross-border to depositors in a 
EU Member State has been 
selected, and separated in 3 
groups:

(a) EU member States and third 
countries that apply a withholding 
tax;

(b) EU member States that 
exchange information;

(c) Other jurisdictions that do not 
apply the directive.

Data on the information shared
and on the tax revenue received 
from or paid to other countries, 
delivered by Member States and 
other jurisdictions.

Data available for the second half 
of 2005 and 2006:

(i) Amount of withholding tax (by 
country);

(ii) Amount of interest payments 
and sales proceeds;

(iii) Amount of interest payments 
and sales proceeds by type;

(iv) Number of beneficial owners, 
paying agents.
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Data caveats

These caveats highlight the limits of the descripti ve analysis.

Sectoral accounts BIS data
Data from Member States and 

other jurisdictions

3 The data and its limitations

Missing data before 2000 and for 
7 Member States.

The data includes interest 
payments that do not fall in the 
scope of the Directive (domestic 
interest payments).

Two statistical breaks in 
reporting with impact on totals.

Data expressed in USD: volatility 
of the USD exchange rate.

No information on the exact split
between individual depositors 
(subject to the Directive) and 
corporate depositors.

Incomplete coverage : not all EU 
members report to the BIS.

Data delivery and quality is 
imperfect (countries can choose 
to report different sorts of data).

Available data : amount of 
information exchanged or 
withholding tax collected.

Difficulty to estimate amounts of 
income shifted to tax havens or 
shifted back to the domestic 
country.

Mismatches between amounts 
(ex: for information exchange 
countries, amount of interest vs
amount of interest by type)
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The Directive doesn’t seem to have led to major cha nges in the composition of savings 
incomes in the European households.

0

10

20

30

40

50

60

70

2000 2001 2002 2003 2004 2005 2006

Share of interest income in total savings income

Share of dividend income in total savings income

4 Sectoral data results
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- The amount of gross savings (from HHs
and corporations) in % of GDP has been 
stable while the amount of income from 
savings (property income) in % of GDP 
has followed a U-curve (figure 1).

- Steady decrease of the share of interest 
income in total income savings and 
increase in the share of dividends (figure 
2). Can be explained by low interest 
rates.

- Share of HH recipients has been stable 
but drops in 2005 and 2006, due to an 
increase in payments received by 
financial corporations.

- Gradual shift from interest toward 
dividend revenue between 2000 and 
2004 but a significant share of savings 
income is still made of interest income.

Figure 1 Figure 2

Figure 4Figure 3
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5 BIS data results

Quarterly growth of non-bank deposits

No common pattern for the growth of non-bank deposits in the countries covered by the directive (categories a 
and b) compared to the third countries (category c).

Only difference: higher volatility rate for countries under the scope of the Directive (a and b) vs third countries 
(c) until 2004.
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5 BIS data results

Share of BIS reporting countries by category in non -bank deposits and in bank deposits

2 structural breaks (category c): Q1-2003 and Q2-2006.

(i) Non-bank deposits:

Constant shares since 2005.

Decrease of share of deposits for countries of category a 
(from 35% to 29.3%) from mid-2003 to mid-2005 to the 
benefit of third countries, but stability after 2005.

(ii) Bank deposits:

Stable shares. About 70% of bank deposits are in countries 
that apply information sharing (category b).

(iii) Comparison of non-banks and banks deposits:

a and b = 35% of total external deposits and c=20%.

Share of total deposits made by external banks has not 
changed while the share of non-bank deposits in countries 
exchanging information has decreased => preference for 
countries with bank secrecy?

Conclusion: shift of non-bank deposits to third 
countries, but before the Directive.

Possible explanation: anticipation of the Directive.
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6 Data from Member States and other jurisdictions’ re sults

(1) Countries operating information exchange system

Two reporting possibilities:

(i) Total amount of interest or income + total amount of 
sales proceeds

(ii) Same amounts but by type of interests

=> mismatches of values

Observing the total amounts of interest and sales 
proceeds:

The largest economies and financial centers report the 
highest values of interest payments and sales proceeds: 
UK, France, Germany, Luxembourg.

Ex: UK in 2005 reported 9.1bn Euro
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6 Data from Member States and other jurisdictions’ re sults

(2) Countries levying a withholding tax

Most of the revenue from the withholding tax went 
to Switzerland (46%) and Luxembourg (23%), 
i.e. almost 70% of the total revenue.

Nb: these figures are obtained according to 
available data (some countries didn’t report).

Largest countries in the EU received the 
largest shares : Germany (192.7m Euro).

Exception: Belgium (71.6m Euro), 74% of the 
revenue comes from Luxembourg.

Conclusion:

Reported interest payments increased between 2005 and 
2006 but not especially in 2007.

Increased reported volumes in Luxembourg and Ireland, 
decreased volumes in Germany, Spain, Italy and Switzerland.

Switzerland and Luxembourg are the main sources of 
withholding tax revenue while Germany, Italy and UK are the 
most important receivers.
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7 Regression analysis

■ Objective

Estimate the possible effects of the introduction of the Directive on variables such as the level of interest received 
by HHs and the share of interest in the total property income of H Hs.

■ Caveats

(i) The data doesn’t only cover interests covered by the Directive;

(ii) Changes in explanatory variables will influence different types of interest payments in different ways;

(iii) Data available for 1995-2006 i.e. effects can only be seen for the last year or two;

(iv) Binary variable for the Directive’s effects: may act as a fixed effect for a group of countries during the last year of 
observation by picking up unobserved effects common to EU Member States during these years.

■ Main Results

The econometric analysis doesn’t detect any major effect of the Directive on the dependent variables:

(i) Level of interest received by HHs: has decreased but this is due to increase in financial corporations’ receipts. 
Regression results are negative but not statistically robust;

(ii) Share of interest in total property income received by HHs has declined in favor of dividends but it already started 
in 2000.

The estimated effects of the introduction of Direct ive is heavily dependent on the specification of th e model.
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7 Regression analysis

Regression results

Regressions (1) to (3) on log interest.

Regressions (4) to (6) on share interest.

(i) Size of the country should have a positive 
effect on the amount of interest received by its 
HHs. 

(ii) Inflation should have an ambiguous effect

(iii) GDP growth is expected to have a negative 
effect

(iv) Interest rate on deposits is expected to have 
a positive effect on the level of interest and an 
ambiguous effect the share of interest.

Year dummies (unobserved year-specific 
effects) for all regressions.

Country dummies for some regressions 
(unobserved country-specific effects).

No statistically significant and robust effect of t he Savings Taxation Directive.
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Conclusion

■ No effects of the Taxation Directive?

Despite poor data availability and its caveats, the analysis suggests that the Directive has no 
significant effects on the development of the investment vehicles that fall under its scope.

Insignificant effects can be explained by:

(i)   Data caveats and limitations due to the regression model used: future analysis will benefit from 
improved data availability and therefore stronger results and more knowledge on the model 
specification effects;

(ii)  The existing loopholes in the Directive (partly amended in 2008): analysis after 2008 might 
show stronger results once the Directive is improved; there will however be a discontinuity 
before and after 2008;

Interpretation of these results must therefore be conducted with caution.

Further analysis remains to be done, especially regarding quantification of tax evasion, but this 
will require stronger reporting capacities in one hand, and reduction of the loopholes in the other 
hand.


