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The Reform of Corporate Taxation: 

What’s next? 
Petr Janský, CORPTAX, Charles University, petr.jansky@fsv.cuni.cz, work-in-progress notes 

A public hearing with the Subcommittee on Tax Matters on "The Reform of Corporate Taxation: 

What’s next?” taking place on Thursday, 27 October 2022, from 09:00 to 10:30 (Brussels time). 

The purpose of the hearing is to discuss upcoming reforms of corporate taxation at an EU level, 

looking notably at the implementation of Pillar 1 of the OECD/G20 Inclusive Framework 

agreement and at how to make the design of the future EU tax rulebook, the Business in Europe: 

Framework for Income Taxation’ (BEFIT) a success. This will be an opportunity to look at 

remaining challenges related to corporate taxation and discuss possible solutions at EU level. 

1 Introduction 

Thank you very much for your invitation to discuss the reform of corporate taxation. I am here 

to talk about what’s next – the specific reforms such as OECD Pillar 1, Pillar 2 and Business in 

Europe: Framework for Income Taxation (BEFIT). Before proceeding with discussing each of 

these three reforms, let me first look at the broader context using evidence. 

2 Why 

Today we discuss the reform of corporate taxation and I believe that the most important 

rationale for the reform is tax avoidance. Multinationals are avoiding taxes by shifting profits 

to tax havens. Let me show this using a graph (Figure 1) from our recent research paper (Garcia-

Bernardo & Janský, 2021), which highlights a number of tax havens, some of them EU member 

states, with extremely high profitability and very low effective tax rates. Let me now discuss 

the estimates for the EU (Janský, 2021): Two thirds (18 out of 27) of the EU member states 

lose out due to profit shifting of MNCs. At the same time, a few EU member states, most notably 

Netherlands, Ireland and Luxembourg, serve as tax havens and enable this tax avoidance. The 

EU as whole loses out due to profit shifting. When summed up across the EU member states, 

302 billion USD (287 billion EUR) are shifted out of the EU yearly, while 215 billion USD 

(204 billion EUR) are shifted in. The difference is even starker when expressed in the estimated 

tax revenues: the EU is losing 12 billion USD (11 billion EUR) while gaining 53 billion USD 

(50 billion EUR). The bigger difference in estimated tax revenue than in profit shifting is due 

to the fact that, almost by definition, the shifted profits are taxed at a lower rate in their 

destination than if they were at their origin. For example, Cayman Islands tax shifted profits at 
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zero rate, whereas profits would be taxed at higher rates in basically all countries from which 

they were shifted out. In corporate tax avoidance, losers lose more than winners win. 

Figure 1: Tax havens: low effective tax rates, high profits 

 

Source: Garcia-Bernardo & Janský (2021). 

Figure 2: Profits in havens by US firms (% of foreign profits of US firms) 

 

Source: Garcia-Bernardo et al. (2022). 
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In response to profit shifting, the EU has implementing countermeasures against profit shifting 

as were other countries, within the OECD-based Base Erosion and Profit Shifting project and 

beyond. One of them, the United States, introduced major tax reform in 2017, which included 

measures against profit shifting including a minimum tax. In a paper with colleagues (Garcia-

Bernardo et al., 2022), we ask what was the effect on profit shifting?  There seems to be some 

relatively small effect (Figure 2), mostly by a few large firms. What’s perhaps even more 

important, in recent years profit shifting seems to be as high as ever from the historical 

perspective. 

With why the reform is desired that out of the way, let me discuss the reform’s expected effects 

and perhaps their implementation prospects, too. 

3 Pillar 2 

Pillar 2 is promising. I would not think that minimum taxation at the EU or global level was 

thinkable five or ten years ago. It is not an ideal corporate tax reform, but it has its benefits, 

including in making it easier to do the BEFIT. And in terms of the expected effects, the current 

proposal is somewhat improved than the original version of Pillar 2 in terms of its cross-country 

distributional effects (Cobham et al., 2022). 

In terms of an implementation, there is a directive proposed and what is lacking is a unanimous 

agreement among the EU member states on the directive. The French presidency has 

unfortunately not been successful and now it is the turn of my country, Czech Republic, to have 

this approved. I am quite excited about the possibility of this happening under the Czech 

presidency, but I am equally glad that there are discussions and plans in place in case the 

agreement does not happen before the end of this year. 

4 Pillar 1 

Its revenue impact is expected to be relatively limited, but its design might prove to be 

pioneering, representing the rare case of a cross-country relocation of tax base. Pillar 1 seems 

right in focusing on very big companies only, at least in its first wave of implementation.  

I would like to discuss the scope of the reforms – how many companies are covered. On the 

one hand, a recent research paper by Wier & Erasmus (2022) finds that profit shifting is 

concentrated among a few very large firms. For example, they find that very few firms drive 

the macro estimate—10 large firms drive 50 per cent of the aggregate profitability gap. They 

suggest that to limit the cost-of-compliance, the reforms focus anti-profit shifting measures to 

only include the very largest firms and still address the bulk of the issue. But to be meaningful 
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in terms of revenue and other respects, the Pillar 1 might be too narrow. Overall, the coverage 

of companies in Pillar 2 might be more fit for purpose in Pillar 1, too. In any case, Pillar 1 is 

nowhere near functioning, with neither the EU, the United States nor other major economies 

implementing it and final versions for a possible implementation still under discussion. The EU 

is correct to be working on the BEFIT proposals. 

5 BEFIT 

The future Business in Europe: Framework for Income Taxation (BEFIT) proposal by the EC 

– I am looking forward to studying the details next year. 

BEFIT will need an agreement among the EU member states. So, how to make the design of 

the future EU tax rulebook, BEFIT, a success? You should ask in Dublin and other capitals of 

generally not supporting member states. And I am glad to hear that this committee is asking in 

these capitals. 

Substantively, BEFIT would be a good complement to Pillar II, as I understand it. BEFIT is 

likely to draw on the strengths of the CCCTB proposals (i.e. CCCTB 3.0), which they are many 

and well known. I also hope that BEFIT will avoid the economic as well as political weaknesses 

of its predecessors. Let me highlight a few of them using conclusions from a recent paper on 

the CCCTB we did with colleagues (Cobham et al., 2021).  

First, we find that if the CCCTB was introduced including a loss consolidation, then it is likely 

to lead to a reduction of about one fifth of the corporate tax base.  

I understand that a loss consolidation is one of the upsides for companies from any such reform, 

but we should be aware ahead of the implementation of who the winners from this loss 

consolidation will be. This could be further reflected in the design of the reset of the system. 

Second, we show that an application of the CCCTB proposals at only the EU level would 

overlook the extent of profit shifting out of the EU and could lock in further unnecessary 

revenue losses. Of course, I would be less worried about this in case Pillars 1 and 2 were 

implemented.  

Third, major EU profit-shifting countries such as Luxembourg, Ireland and the Netherlands 

may experience significant revenue losses. Again, with Pillars 1 and 2, this would not be such 

a worry as these countries would likely have experienced revenue losses and there would be 

less to lose due to BEFIT. Still, an open question for me remains whether there might not be a 

case for a scheme to at least financially compensate these tax havens, these losers from 

corporate tax reform. The EU is losing much more for the lack of agreement on sensible 

corporate tax reform. 
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6 Going forward 

Going forward, I will be curious watching answers to the following questions: 

1. Will we see more taxes paid by multinationals in EU member states and less of their 

profits reported in tax havens? I am not holding my breath and, if anything, my 

expectation is no major change for the next few years (but I do want to be surprised!), 

but I am more optimistic in the medium and the long term. 

2. Pillar One, Pillar Two, BEFIT, will the EU lead by example? Now is the time for the 

leadership. 
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