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Ladies and gentlemen, 

Thank you for the invitation to give an brief economic analysis of withholding taxes in the European 

Union. We see that income in the form of dividends, interests and royalties is passing various Member 

States before it crosses the external border towards other countries, tax havens among them. There are 

many examples of this, but let me only discuss two. Famous is the double Irish-Dutch sandwich. Because 

the Netherlands did not levy a withholding tax and royalties could be transferred tax free from Ireland to 

the Netherlands by the Interest and Royalty directive, multinationals could escape the Irish withholding 

tax. Another example are the Danish beneficial ownership cases which came to the European Court 

some years ago. These cases cover situations in which holdings were interposed in Cyprus and 

Luxemburg between Denmark and non-European tax havens in order to escape dividend taxation.1  

The common pattern is that dividend, interest and royalties can pass tax-free various EU countries, due 

to the Parent-Subsidiary and Interest and Royalty directives. To promote the internal market, member 

states have agreed on these directives in order to prevent double taxation of these income flows. Both 

directives have been successfully implemented to facilitate cross border income flows within the 

internal market. However, the conditions of these directives are also used to reduce the tax burden of 

withholding taxes on incomes flowing out of the EU. The directives made it possible that multinationals 

search for Member States with the lowest, or even zero, tax rates on outgoing dividends, interest and 

royalties. This was probably not the intention of these directives, but it is a pattern and occurs again and 

again. This is called treaty shopping, multinationals are searching for the lowest withholding taxes and 

establish structures/holdings to make use of the lowest tax rates, which can be zero. 

As a result, a number of EU countries are used as passthrough countries, such as Cyprus, Ireland, 

Luxembourg and the Netherlands as is also shown in my research. As a consequence, other countries 

are losing tax revenues.2 The tax rates of the Member States vary between zero and 35%. On average 

the tax rate on interest is 10% and on dividend it is about 5%-points higher.3 The average rate on 

interest is affected by the relatively large number of countries without a withholding tax on interest. 

These are Austria, Denmark, and Germany. Finland, France, Luxembourg, Netherlands, Norway, and 

Sweden do not levy withholding tax on interest and royalties and Cyprus, Hungary, Latvia and Malta, 
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also not on dividends.4 The average tax rate on interest is about 20% for countries levying it. Note that 

the rates to specific countries could be lower, because of the bilateral tax treaties between EU Member 

States with non-EU countries, but the variety in tax rates remains. 

Free trade areas experience similar problems; if countries agree to abolish import tariffs to each other, 

but not towards other countries. Then it could be attractive for a foreign producer to export goods to 

the free trade member with the lowest import tariffs, and circulate the goods without additional 

taxation in the whole trade area. Normally countries, the members of the free trade areas, do not like 

this. One solution is to deepen their cooperation by agreeing on common import tariffs. This is what the 

EU has done with the customs union and internal market. Another solution is to limit the circulation of 

goods within the free trade area with restrictions on the origin of the goods, but this is quite 

cumbersome. 

A similar solution as for tree trade areas is also possible to limit the free movement of income flows 

within the EU for the sake of treaty shopping. The solution is to agree on common taxes towards the 

non-EU countries at the external border. This could for example be at a rate about 15%, corresponding 

to the minimum tax on profits agreed upon the OECD and the inclusive framework members, but could 

also be higher. The tax rate could also be different for participation dividends, portfolio dividends, 

interest and royalties. Another solution is that countries agree on minimum rates (of at least 10%) and 

Member States choose individually for higher rates. The tax revenues could go the European budget, as 

the revenues of import tariffs, but could also be distributed to the Member States.  

Concluding: In the European Union, the member states levy national withholding taxes, and common 

directives are applied that abolish these taxes on income flows between the Member States. This 

creates opportunities for treaty shopping by multinationals within the EU. A common withholding tax 

could prevent treaty shopping, and this will reduce the role of European passthrough countries,. Such a 

solution will also lead to extra tax revenues and will reduce the differences between multinationals with 

aggressive tax planning strategies and those without these strategies. 
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