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Background

• Economic globalisation and integration have increased the mobility of  
taxpayers and ‘traditional’ tax bases

• This development has spurred international tax competition in the area of  
personal income and wealth-related taxation

• Two instruments to compete for mobile taxpayers / bases:

i. Tax rates

ii. Preferential tax arrangements for foreigners
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Aims and Scope

AIMS

• Description of  the evolution of  (top) tax rates and the use of  preferential 
tax arrangements in the EU

• Review existing empirical evidence on tax-induced mobility

MAIN FINDINGS

• Top tax rates declined substantially since the 1990s

• At the same time, preferential tax arrangements have become increasingly 
popular

• Tax-induced mobility is high, especially among income and wealth-rich 
individuals
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Tax Rates and Preferential Tax
Arrangements in the EU
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Evolution of  Top Personal Income Tax Rates
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Note: Northern EU: Denmark, Estonia, Finland, Latvia, Lithuania, Sweden, Ireland. Western EU:
Austria, Belgium, France, Germany, Luxemburg, Netherlands. Southern EU: Croatia, Cyprus, Greece,
Italy, Malta, Portugal, Slovenia, Spain. Eastern EU: Bulgaria, Czechia, Hungary, Poland, Romania,
Slovakia.
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Evolution of  Employee Social Security Contributions
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Note: Northern EU: Denmark, Estonia, Finland, Latvia, Lithuania, Sweden, Ireland. Western EU:
Austria, Belgium, France, Germany, Luxemburg, Netherlands. Southern EU: Croatia, Cyprus, Greece,
Italy, Malta, Portugal, Slovenia, Spain. Eastern EU: Bulgaria, Czechia, Hungary, Poland, Romania,
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Classification of  Preferential Tax Arrangements
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Source: Own illustration based on Flamant et al. (2021).
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Empirical Evidence on Tax-induced Mobility

• Empirical analyses on tax-induced mobility typically focus on individuals at 
the top of  the income and wealth distribution

• Most studies analyse tax-induced migration at a subnational level

• Key estimate: mobility elasticity, which is defined as the percentage change in 
the share of  taxpayers in response to a one percent increase in the net-of-tax 
rate

• A mobility elasticity of  0.5 would imply that the share of  taxpayers increases 
by five percent in case the net-of-tax rate increases by ten percent
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Personal Income Taxation: Subnational Evidence

• Estimates mobility responses to changes in personal income taxes are often
very large

• Martinez (2021): Mobility elasticity for top-income earners in response to a 
decrease in the PIT burden in the canton Obwalden was 1.5 to 2.0

• For Spanish autonomous communities, Agrawal and Foremny (2019) report 
a mobility elasticity for top-income earners of  0.85; however, elasticity is
notably larger for self-employed individuals and for individuals working in 
the IT and Finance sector

• For U.S. inventors, Akcigit et al. (2016) find a mobility elasticity of  0.34; 
however, according to Moretti and Wilson (2017), star inventors are notably
more mobile with an elasticity of  1.8
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Personal Income Taxation: International Evidence

• Kleven et al. (2014) analyse the migration effects of  the Danish preferential 
tax regime for foreigners

• Their estimates suggest that the introduction of  the regime has tripled the 
number of  foreign top income earners migrating to Denmark (mobility 
elasticity: 1.6)

• Muñoz (2019) estimates mobility responses for top 10 percent income 
earners across 28 European countries

• Estimated mobility elasticities range from 0.7 to 1.6 for foreigners and from 
0.01 to 0.04 for domestic citizens
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Wealth Taxation: Subnational Evidence

• Agrawal et al. (2021) find that the (re-)introduction of  a decentralised wealth 
tax system in Spain has led to a 10 percent increase in the number of  
wealthy individuals in Madrid, which was the only community choosing a tax 
rate of  zero

• On aggregate, tax-induced mobility caused a decrease in wealth tax revenues 
by roughly five percent

• Findings for Switzerland (Brülhart et al., 2021) suggest that a one percentage 
point drop in a canton’s wealth tax rate leads to an increase in reported 
wealth by 43 percent

• About one quarter of  this effect can be explained by an influx of  wealthy 
taxpayers, the rest is most likely due to an underreporting of  asset values, tax 
evasion, and a decrease in private savings.
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Wealth Taxation: International Evidence

• The only study that focuses on wealth-tax induced international mobility is 
the one by Jakobsen et al. (2021)

• The authors analyse mobility responses to three wealth tax reforms in 
Scandinavia: a wealth tax cut in Denmark in 1988 and the abolishment of  
wealth taxation in Denmark in 1996 and Sweden in 2007

• The estimated mobility elasticity amounts to 4.3, which implies that the 
number of  wealthy individuals increases by 4.3 percent in response to an 
increase in the net-of-tax rate by one percent.
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Inheritance Taxation

• Mobility responses to inheritance taxation appear to be low

• Evidence for the U.S. (Bakija and Slemrod, 2004; Conway and Rork; 2006) 
and Switzerland (Brülhart and Parchet, 2014) suggest that the corresponding 
mobility elasticity is close to zero

• These findings are in line with estimates the tax base elasticity of  inheritance 
taxation, which lie in the range of  0.05 and 0.1 (e.g., Glogowsky (2021) for 
Germany and Goupille Lebret and Infante (2018) for France)

17



Concluding Remarks
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Harmful Consequences of  Tax Competition (1)

• There is scope for tax competition in the area of  personal income and wealth
taxation as income and wealth-rich taxpayers are responsive to tax rate differences

• Due to that, a unilateral, uncoordinated introduction of  preferential tax arrangements 
can indeed be considered harmful as they cause negative externalities for other 
countries

• Existing estimates for the EU indicate that the fiscal costs are low, though:

− The EU Tax Observatoty assumes that 200,000 individuals in the EU are
subject to a preferential tax arrangement; the associated revenue loss is
estimated to be EUR 3.2 billion per year

− Muñoz (2019), in contrast, estimates the tax revenue loss in the EU to be only 
EUR 1.2 billion per year
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Harmful Consequences of  Tax Competition (2)

• Estimates of  the fiscal effects ignore potential adverse medium and long-run 
economic consequences, though

• Countries suffering from out-migration of  income and wealth-rich
individuals may be facing shortages of  skilled labour and capital

• At some point, we may end up in a world where preferential tax 
arrangements become widespread, but single country measures neutralize 
each other so that their adoption represents a zero-sum game
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