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Introduction  
 

We are now only a few weeks away from delivery of the outcomes under the OECD-G20 Base Erosion 

and Profit Shifting (BEPS) Project. The BEPS Action Plan, endorsed by G20 Finance Ministers in July 

2013, called for a realignment of taxation and substance,  

 

needed to restore the intended effects and benefits of international standards, which may not 

have kept pace with changing business models and technological developments.  

By doing so, as well as ensuring coherence between national tax systems and promoting enhanced 

transparency, the BEPS Project has offered an opportunity to restore trust in governments during an era 

when the fairness and integrity of our tax systems has been called into question.  

 

The comprehensive package of measures to counter BEPS will be delivered at your meeting in Lima. 

OECD and G20 members have worked together to develop a package of practical measures ready to be 

implemented by governments. Developing countries have been extensively consulted and more than a 

dozen directly participated in the work to revise the rules. In line with one of the key themes of the Turkish 

Presidency, countries are also conscious that supporting and ensuring effective implementation will be 

critical. In addition to requiring the engagement of tax administrations, implementation should be 

supported by a tailored monitoring framework which is inclusive and establishes a level playing field for 

all relevant jurisdictions.  

 

Countries are also focusing intently on the implementation phase of the global Common Reporting 

Standard for the automatic exchange of financial account information (AEOI), produced by the OECD 

in 2014. There are now 94 jurisdictions committed to undertaking the first automatic exchanges by 2017 

and 2018. The OECD is working with G20 countries and the Global Forum on Transparency and Exchange 

of Information for Tax Purposes to support jurisdictions with the tools and practical guidance necessary for 

globally consistent implementation. By doing so, they are working to minimise the compliance burdens for 

both governments and financial institutions.  

 

The imminent commencement of information exchange under the AEOI Standard has also resulted in an 

increase in voluntary compliance initiatives and other similar programmes, aimed at encouraging taxpayers 

to regularise income and wealth previously hidden from their tax authorities. In 2014 we reported that two 

dozen countries had already identified 37 billion euros in additional revenue from such initiatives put in 

place since 2009 and we expect to report further gains to Leaders in November.    

 

The Global Forum on Transparency and Exchange of Information for Tax Purposes continues to 

grow, with Papua New Guinea having joined in July bringing the total number of members to 127. With all 

members committed to the Exchange of Information on Request Standard, this experience reflects the 

importance of an inclusive monitoring framework to encourage a level-playing field on tax transparency ï 

critical for fighting tax evasion. 

 

The support of the G20 Finance Ministers has been essential to the progress that has been made on the 

international tax agenda over the past 6 years which continues to result in historic progress. As we move to 

delivery of the BEPS Project next month, I look forward to your continued support. 

 
Angel Gurría  

OECD Secretary-General 
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A ï BASE EROSION AND PROFIT SHIFTING (BEPS) 

 

On October 8 in Lima, just over two year since G20 Finance Ministers endorsed the 15-point BEPS Action 

Plan,
1
 we will deliver the full package of measures to tackle Base Erosion and Profit Shifting. Their 

delivery will mark a turning point in the history of international taxation, by providing the means to curtail 

the tax planning that has seen corporate profits separated from the underlying economic activity and value 

created, and shifted around the world to benefit from the existing gaps and mismatches between tax 

systems. While the existing data sets are limited, the evidence from recent studies suggests that global 

corporate income tax revenue losses due to BEPS could be significant as will be shown in the package to 

be delivered.  

Through the BEPS Project, the G20 and OECD are demonstrating how governments can work together 

while retaining their sovereignty on tax matters, to deliver a package that addresses both double non-

taxation and double-taxation, and promotes a stable and effective international tax environment. The final 

BEPS package will consist of 13 reports covering all 15 actions, accompanied by the 2015 BEPS 

Explanatory Statement to provide an overview of the package, how the measures developed address the 

G20ôs concerns which prompted the Project, and the next steps for ensuring consistent implementation.  

Progress on the BEPS package 

The Committee on Fiscal Affairs (CFA), including all OECD and G20 members and over a dozen 

developing countries, most recently met in May to provide high-level guidance on the remaining critical 

issues across the 15 BEPS Action areas. The final public consultations on discussion drafts were held in 

July and the working parties will continue to meet through early September, to complete the technical 

work. On 21-22 September, the CFA plenary will convene to reach a consensus on all of the BEPS 

measures, before the package is presented to the G20 Finance Ministers in early October. Delivery of the 

full package is on schedule, with only a few remaining issues to be resolved in the coming weeks. 

The BEPS measures are practically focused, providing policy detail as well as tools for implementation, 

including model provisions for tax treaties and domestic legislation, templates and guidance for regulatory 

requirements. The reports will cover the three unifying themes of the BEPS Project, to ensure the 

substance of international tax rules aligns taxation with the location of economic activity and value 

creation, establish coherence between domestic tax systems and across the international rules, and promote 

transparency including with a view to increasing certainty and predictability.  

The unprecedented cooperation between OECD and G20 countries, with many developing countries 

involved, will translate into a new set of minimum standards to be agreed. This shows a high level of 

commitment and of ambition. Some key measures will fall into this category as is in particular the case of a 

standardised Country-by-Country Reporting (CbCR) which will, for the first time, give tax administrations 

a global picture of the operations of Multinational Enterprises (MNEs). Since the template for CBCR was 

agreed last year and presented to you in Cairns, we have developed a detailed and effective mechanism for 

the information to be exchanged as soon as 2017-2018. On 5 November, we will hold a signing ceremony 

of the multilateral Competent Authority Agreement that will enable the automatic exchange of CbCR 

information by all interested countries.  

                                                      
1
 Available online: www.oecd.org/tax/action-plan-on-base-erosion-and-profit-shifting-9789264202719-en.htm 

http://www.oecd.org/tax/action-plan-on-base-erosion-and-profit-shifting-9789264202719-en.htm
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With the adoption of the BEPS package, new minimum standards will also emerge to prevent treaty 

shopping, stopping opaque rulings through the automatic exchange of such rulings as well as curbing 

harmful tax practices in particular in the area of intellectual property. Finally, we   aim to table a new 

minimum standard on mutual agreement procedures to make sure that we do not move from double non 

taxation to double taxation. Some countries are expected to go further, committing to mandatory binding 

arbitration when certain treaty disputes arise. 

The existing transfer pricing rules have been called into question by some as they are too often used and 

abused to locate profits, in particular from intangible assets, in low tax jurisdictions where no activity takes 

place. In spite of their high technical character, the changes that will be introduced to the existing Transfer 

Pricing Guidelines will be expected to have a sea change impact on the behaviour of taxpayers, in 

particular on so-called ñcash boxò entities which house significant profits in low or no tax jurisdictions, but 

have few personnel and minimal or no economic activity. Equally, the changes that will be introduced to 

the definition of permanent establishments will impact the numerous tax schemes that exploited the current 

rules and outdated definition which have had a significant impact on national treasuries. 

A series of new measures to help countries bridge the gaps between tax sovereignties and limit tax 

avoidance risks will also be approved, from strengthened building blocks for Controlled Foreign 

Corporations to a common approach to limit  base erosion through interest deductions. This will come in 

addition to the neutralisation of hybrid mismatches which was already presented to you and agreed last 

year. 

The BEPS Project has also reviewed the evidence of tax-motivated profit shifting. Noting the challenges of 

existing data and recognising also the non-fiscal economic distortions which arise from BEPS, the report 

on measuring and monitoring the impact of BEPS (Action 11) will outline a number of 

recommendations which would allow a more effective assessment of the effects of BEPS, as well as the 

impact of BEPS counter-measures. It will also provide an agreed range of estimates of the impact of BEPS 

on public revenues. 

Some of the work has already moved forward into the implementation phase. With the feasibility of a 

multi lateral instrument to update bilateral tax treaties (Action 15) confirmed in 2014, an ad-hoc group 

has now been established to negotiate the instrument capable of giving swift effect to the tax treaty-related 

measures arising from the BEPS Project. 87 countries have joined the negotiating group to-date, and in 

May, the United Kingdom was elected to chair the group, with the Peopleôs Republic of China (hereafter 

óChinaô), Morocco and the Philippines elected as Vice-Chairs. The first negotiation meeting will be held in 

November in Paris, marking the start of a process that countries aim to conclude by the end of 2016. Once 

brought into effect, the instrument will allow interested countries to rapidly update the existing global 

network of over 3 000 bilateral tax treaties. 

Overall, beyond the tax technicalities, this work has proved the value of international cooperation and 

political leadership for the G20 to have an impact. I hope to present in Lima an agreed comprehensive 

package which will result in significant and practical changes to address the political challenges you 

identified. Taxpayers need to trust the fairness of their tax system and this cannot be achieved where 

loopholes in international rules as well as lack of cooperation allow tax strategies that divorce the location 

of the profits (and taxation of those profits), from the location of the activities. The impact of the measures 

which are being developed is clear, and the business community has increasingly recognised that the status 

quo will not continue. In a few weeks, your officials will meet for the final time to conclude negotiations, 

and as they do so, your clear support for a consensus package of measures to counter BEPS is imperative. 

Looking ahead, to give effect to the BEPS measures, existing international instruments such as tax treaties 

will need to be updated, and in some cases, countries will also need to make changes to their domestic 



10 

laws, regulations and practices. Consistent and coherent implementation will be critical to the effectiveness 

of the work done to date. Greater focus on implementation and tax administration will be needed to ensure 

consistent implementation and reduce disputes between governments on the application of the rules. 

The Post-BEPS Environment 

The BEPS Project will deliver an agreed package of measures developed by the OECD and G20 countries 

working together on an equal footing. Responding to the calls for greater inclusiveness, we now have a 

total of 62 countries,
 2

 including more than a dozen developing countries participating in the technical 

working groups and decision-making meetings. This group of dedicated countries have all actively 

contributed to the development of the BEPS package. An even greater number of countries, over 100, have 

provided specific input through fora such as the 5 regional network groups which were established, and 

which are also providing input into the work on the specific BEPS-related priorities identified by 

developing countries which is advancing under the G20 Developing Working Groupôs mandate (see further 

box below).  

Regional tax organisations have also played an important role in this regard, and the African Tax 

Administration Forum (ATAF) and the Centro Interamericano de Administraciones Tributarias (CIAT) 

joined the CFA and the technical working groups with the same status as the IMF, World Bank and the 

UN, drawing together the perspectives of their constituent members. Together, these efforts to ensure that a 

wide range of positions have been taken into account in developing the BEPS package, represent the most 

inclusive forum for a discussion of international tax rules that exists today.  

However, as we move to implementation, we must recognise the need for greater inclusiveness. 

Developing countries must have their voice heard and their specificities recognised. To ensure global 

effectiveness, we need to go further and bring, under a renovated framework, more countries on an equal 

footing. This is also essential to level the playing field and ensure the success of this strengthened tax 

cooperation. The OECD, working with its members and G20 countries as well as interested countries, 

stands ready to design a new inclusive framework on monitoring, as was the case in 2009 with the creation 

of the Global Forum. Hard work must be done to achieve this objective as the BEPS deliverables are 

complex and cover a wide range of different issues. However, we would hope to move as fast as possible 

to leverage the adoption of the BEPS package in October and November (by the Leaders). 

As regards this ñpost-BEPS environmentò, it also seems clear that to monitoring of commitments will be 

an important component of the post-BEPS environment to ensure effective implementation. 

Drawing on the experience gained throughout the BEPS work to integrate a broad range of perspectives, 

the OECD stands ready to work with the G20 members to develop an inclusive, efficient and tailored post-

BEPS monitoring framework.  

 

 

 

                                                      
2
 Albania, Argentina, Australia, Austria, Azerbaijan, Bangladesh, Belgium, Brazil, Canada, Chile, Colombia, Costa Rica, Peopleôs Republic of 

China, Croatia, Czech Republic, Denmark, Estonia, Finland, France, Georgia, Germany, Greece, Hungary, Iceland, India, Indonesia, Ireland, Israel, 
Italy, Jamaica, Japan, Kenya, Korea, Latvia, Lithuania, Luxembourg, Malaysia, Mexico, Morocco, Netherlands, New Zealand, Nigeria, Norway, 

Peru, Philippines, Poland, Portugal, Russian Federation, Saudi Arabia, Senegal, Singapore, Slovak Republic, Slovenia, South Africa, Spain, 

Sweden, Switzerland, Tunisia, Turkey, United Kingdom, the United States and Vietnam.  
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ADDRESSING THE PRIORITY BEPS-RELATED ISSUES  

IDENTIFIED BY DEVELO PING COUNTRIES  

Strongly encouraged by G20 Leaders and Finance Ministers, measures to ensure greater developing 

country participation in the work on the international tax agenda, including that developing country-

specific concerns are addressed, have continued through 2015. The link between effective tax systems as 

an element of domestic resource mobilisation in order to finance the post-2015 Sustainable Development 

Goals has also been emphasised in recent months. We have also seen increased activity by the international 

organisations to ensure these challenges are fully met. In that light, it will be important that efforts continue 

to ensure any risks of duplication are managed efficiently through enhanced cooperation and collaboration. 

Since the April 2015 report to G20 Finance Ministers
3
, the OECD has continued to work closely with the 

14 developing countries which participate in the decision-making and technical working parties of the 

BEPS Project, including the upcoming Committee of Fiscal Affairs meeting on 21-22 September, when the 

final reports under the BEPS Action Plan will be approved. In October, the second round of regional 

network meetings for 2015 will begin, with representatives from more than 80 countries gathering at 5 

meetings across the globe, to consider how best to meet the challenge of implementing the BEPS 

measures, as well as to provide input on the preliminary work undertaken under the G20 Development 

Working Groupôs (DWG) mandate for practical support on BEPS-related issues. 

The DWG mandate aims to translate the BEPS deliverables and BEPS-related issues identified by 

developing countries as their priorities
4
, into practical guidance relevant for the developing country 

context. In June 2015, the OECD and WBG, working with the IMF and the UN delivered a scoping paper 

on a practical toolkit to assist developing countries address difficulties in accessing comparable data for 

use in transfer pricing assessments with the final tools to be delivered in October 2016. The OECD will 

lead supplementary work on determining appropriate prices for mineral commodities. Under the same 

mandate, later this year, the IMF working with the OECD, WBG and UN will deliver a report on good 

practices in transparency and governance of tax incentives in low income countries, recognising the need 

to balance investment and public revenue priorities.  

In 2016 and 2017, further work will be carried out under the DWG mandate, including:  

¶ A report on the issues arising from the indirect transfer of assets, to identify policy options to 

tackle abusive cases, with particular reference to developing countries; 

¶ A toolkit on the assessment of BEPS risks, focusing on high-risk or significant industry sectors; 

¶ A toolkit to support the implementation by developing countries of effective transfer pricing 

documentation requirements; 

¶ A toolkit aimed at strengthening capacity for effective tax treaty negotiations;  

¶ A toolkit to support countries seeking to implement rules to address base eroding payments 

between MNE affiliates, in particular with respect to payments of interest, royalties, management 

and service fees; and 

  

                                                      
3 Available online: www.oecd.org/g20/topics/taxation/oecd-secretary-general-report-to-g20-finance-ministers-april-2015.pdf 

4 In 2014, the OECD led the development of a two-part report on the Impact of BEPS in Low Income Countries. The report can be found online: 

www.oecd.org/tax/beps-reports.htm 

http://www.oecd.org/g20/topics/taxation/oecd-secretary-general-report-to-g20-finance-ministers-april-2015.pdf
http://www.oecd.org/tax/beps-reports.htm
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¶ A toolkit on the development of rules to counter artificial profit shifting through supply chain 

restructuring 

Broader efforts to build capacity 

At the Third International Conference on Financing for Development held in Ethiopia in July, building on 

its successful pilot phase, the OECD announced its partnership with the UN Development Programme on 

the Tax Inspectors Without Borders initiative. Building on TIWBôs pilot phase, the new partnership will 

significantly extend the global reach of existing efforts to build audit capacity. The UNDPôs extensive 

country level presence and local knowledge, makes it well-placed to partner with the OECD technical 

know ï how and the best audit experts to scale-up this important work. With the support of both partners, 

the initiative will become fully operational by early 2016. 

The OECDôs Forum on Tax Administration (FTA), which brings together the heads of Tax 

Administrations of 46 countries, has also recently launched a project on tax administration capacity 

building relating to BEPS, as well as Automatic Exchange of Information (see further Section B of this 

report) as these G20-supported work areas move into the implementation phase with a particular focus also 

on the supply side. The next plenary meeting of the FTA Commissioners will be hosted by China in May 

2016, and at the meeting, Commissioners will consider the results of this work and the next steps based on 

the recommendations developed. 
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B ï TAX TRANSPARENCY THROUGH INFORMATION EXCHANGE  

 

Automatic Exchange of Financial Account Information  

At your request, in 2014 the OECD developed the global Common Reporting Standard (CRS) for the 

Automatic Exchange of Financial Account Information (AEOI), drawing on the work undertaken by the 

European Union and relating to the U.S. Foreign Accounts Tax Compliance Act (FATCA). Endorsed by 

G20 Leaders in November 2014, the CRS is a game-changer in terms of deterring, detecting and 

addressing tax evasion. It allows tax administrations to detect transfers and funds held offshores that were 

previously unknown, and unknowable. So far, 94 jurisdictions have committed to undertaking the first 

exchanges under the CRS by 2017 and 2018. As the benefits of access to financial account information 

from across the globe become increasingly apparent, additional countries are expected to make the 

commitment to implement the AEOI Standard. 

 

Taxpayers see the dramatic impact that this new transparent environment will have, and are moving 

quickly to bring their offshore tax affairs into compliance. Recognising that voluntary compliance 

programmes can support and help establish a more cooperative relationship with taxpayers in the future, 

the OECD, working with government experts and drawing on information from private client advisers, has 

published in August 2015 the second edition of its comparative analysis of countriesô voluntary disclosure 

programmes. This report provides guidance on the design and implementation of effective programmes 

from which other countries can benefit.  

 

With the first automatic exchanges of financial account information under the CRS to begin in 2017 and 

2018, a number of countries have launched voluntary disclosure programmes and other initiatives against 

offshore tax evasion. In 2014 we reported that two dozen countries had identified 37 billion euros in 

additional revenue from such initiatives put in place since 2009. That amount is expected to continue to 

grow and we are compiling the latest figures so as to be able to report them to Leaders in November.   

 

Update on AEOI implementation  

Implementation of the AEOI Standard requires both an international framework, as well as an appropriate 

domestic environment, which can include legal, regulatory or procedural changes as well as a certain level 

of IT capacity.  

 

At the international level, the Multilateral Convention on Mutual Administrative Assistance in Tax Matters 

is one of most widely adopted legal frameworks that provides for AEOI. Signed most recently by El 

Salvador and Mauritius (June 2015), the Multilateral Convention now covers 87 jurisdictions. In parallel, 

the Multilateral Competent Authority Agreement (MCAA) which provides the administrative basis to 

undertake AEOI in practice, has now been signed by 61 jurisdictions:  most recently Australia, Canada, 

Chile, Costa Rica, India, Indonesia and New Zealand in June 2015, and a further signing ceremony will be 

held at the Global Forum plenary meeting in October. 

 

Committed jurisdictions must also focus urgently on ensuring the necessary domestic framework is in 

place. As a starting point financial institutions need a legal framework to collect the relevant information to 

be exchanged from the start of 2016 or 2017. New operational processes and adaptations of IT systems 

also need to be considered, and in most cases will be developed in conjunction with the ongoing 
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engagement of domestic financial institutions to ensure all the necessary elements are in place for the 

confidential transfer of the information.  

 

The OECD, working with all G20 countries and the Global Forum on Transparency and Exchange of 

Information for Tax Purposes (the Global Forum) has developed a range of tools and training programmes 

to support jurisdictions in meeting those requirements and to ensure consistent global implementation: 

 

¶ Implementation Handbook: working with government officials as well as financial institutions, 

the OECD has developed the CRS Implementation Handbook
5
. Published in early August, it 

provides practical guidance to assist government officials in the implementation of the Standard, 

including identifying areas for alignment with requirements of related US-legislation (Foreign 

Account Tax Compliance Act ïFATCA) and addressing the operational and transitional challenges 

resulting from the staggered implementation of the Standard. It also contains answers to frequently 

asked questions (FAQs)
6
 received from business and governments and follows on from FAQs 

issued earlier in the year. A ñCRS portalò developed with input from financial institutions is about 

to be launched on the OECD website.  

¶ In depth regional trainings for government officials, which also include dedicated sessions with 

representatives from the financial services sector. So far 9 training events have been held, most 

recently in the British Virgin Islands, Colombia, Malaysia and the Seychelles.  

¶ Country-specific technical assistance, delivered in partnership with OECD members, to 

jurisdictions that lack capacity to share experiences and provide targeted support on all of the 

different aspects (e.g. legal, regulatory, procedural, IT) of the implementation requirements. So far 

three pilot projects have been launched, between Albania-Italy, Colombia-Spain Ghana-UK and 

The Philippines-Australia, with a further 3 pilots in the process of being established. Projects are 

also underway to support Seychelles and Saint Kitts and Nevis which have committed to 

commence exchanges by 2017 and 2018 respectively. These projects are providing valuable 

lessons which will facilitate implementation of the AEOI Standard in other, similar, financial 

centres. 

The Global Forum will undertake the review of implementation of the AEOI standard, and is developing 

the terms of reference for those reviews. Further information on the Global Forumôs work is found in Part 

II of this report. An update on Global Forum membersô plans for implementation of the AEOI Standard 

will be discussed at the Global Forum plenary meeting in October. 

 

  

                                                      
5 Available online : www.oecd.org/ctp/exchange-of-tax-information/implementation-handbook-standard-for-automatic-exchange-of-financial-

account-information-in-tax-matters.htm 

6 Available online : www.oecd.org/ctp/exchange-of-tax-information/CRS-related-FAQs.pdf 

http://www.oecd.org/ctp/exchange-of-tax-information/implementation-handbook-standard-for-automatic-exchange-of-financial-account-information-in-tax-matters.htm
http://www.oecd.org/ctp/exchange-of-tax-information/implementation-handbook-standard-for-automatic-exchange-of-financial-account-information-in-tax-matters.htm
http://www.oecd.org/ctp/exchange-of-tax-information/CRS-related-FAQs.pdf
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Tougher incentives for jurisdictions which fail to meet their commitments to the Exchange of 

Information on Request Standard 

With AEOI implementation now fully underway, most of the Global Forumôs 127 members continue to 

also make progress to ensure they have met their commitment to the Exchange of Information on Request 

(EOIR) Standard.  Nonetheless, the issue of the minority of jurisdictions which fail to meet their 

commitments to the EOIR Standard is becoming increasingly pressing.  

 

Recognising that it was imperative for global tax transparency that a level playing field is maintained, in 

September 2014, G20 Finance Ministers called on the OECD to work with G20 countries: 

to propose possible tougher incentives and implementation processes, to deal with those 

countries which fail to respect Global Forum standards on exchange of tax information on 

request. The OECD should report back to us on progress at the first meeting of Finance 

Ministers and Central Bank Governors in 2015. 

An interim report was included in the OECD Secretary-Generalôs February 2015 report to G20 Finance 

Ministers. The final report on proposed tougher incentives can be found in Annex 1. The final report 

highlights the following proposals, which are described in more detail in the report: 

 

i. Further publicising the Global Forum ratings to amplify their reputational impact 

ii. Reviewing existing measures to include the Global Forum ratings as at least a factor in their 

application and publicising where they are linked to the ratings 

iii.  Considering introducing new measures with the Global Forum ratings as at least a factor in their 

application 

iv. Calibrating the application of the measures to best incentivise jurisdictions to comply with the 

international standard of EOIR 

v. International organisations and national development agencies, where they do not already do so, 

reviewing their investment policies to consider incorporating restrictions in relation to the routing 

of investments through jurisdictions failing to respect the EOIR standard 

It is important that countries as well as international financial institutions and development agencies work 

to tackle the issue of jurisdictions which fail to meet their commitments. Drawing on the proposals outlined 

in the report, a more consistent global approach can be developed for those jurisdictions which to benefit 

from their failure to meet their commitment to the EOIR Standard, at the expense of those that do. Equally, 

countries must recognise the strong progress made by the majority of jurisdictions to meet the global tax 

transparency standards, based on the outcomes of the Global Forum peer review process. 

 

There are now 11 jurisdictions that cannot move beyond the Global Forumôs Phase 1 review due to the 

serious deficiencies in their legal and regulatory frameworks, and a further 3 jurisdictions which completed 

their Phase 2 reviews have been rated as non-compliant.   
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C ï TAX POLICY  

 

Taxation of Small and Medium Enterprises 

In February 2015, recognising the important role that SMEs play in economic growth, and as part of a 

broader programme of work focused on improving the financing situation of, and investment environment 

for Small and Medium Enterprises (SMEs), G20 Finance Ministers asked the OECD to update its 2009 

report on Taxation of SMEs, to analyse current policy and administrative aspects of the taxation of SMEs. 

The 2009 study has now been updated with policy recommendations based on the latest research and 

practices. The 2015 report on Taxation of SMEs, which appears in full in Annex 2, also covers a broader 

scope of countries: from the original 20 countries, to now cover 39 OECD and G20 countries, including 

Argentina, Brazil, China, India and South Africa.   

 

SMEs are important for their contribution to employment, economic growth and innovation, as well as for 

the diversity and competition that they can bring to markets. In most countries, SMEs represent more than 

95 % of all firms, and account for more than two-thirds of total employment. This report looks at the 

impact of tax policy and administration arrangements at a number of critical points in the SME cycle ï 

including the decision to enter self-employment, on the legal form of the business and whether to 

incorporate, the manner of distribution of SME income, the size and growth of the business, as well as 

decisions relating to investment, employment and finance. 

 

The report identifies that one of the most important issues for SMEs is the disproportionally high impact of 

regulatory requirements ï with many tax compliance requirements having significant fixed costs, which 

therefore represent a higher percentage of profits for SMEs than for larger firms with greater adverse 

impact. Limitations on access to finance, exacerbated by the crisis, are also affecting SME growth ï both 

due to more limited availability of finance and also the higher costs associated with accessing finance, 

compared to their larger competitors.  

 

In the face of such challenges, there are a number of tax policy tools and administrative simplification 

measures which are being used by governments to provide greater support to SMEs, together with some 

non-tax measures. In 15 jurisdictions, special small business corporate tax rates are applicable, while other 

special tax measures for SMEs include more generous tax deductions, credits or exemptions, designed to 

provide relief with respect to the start-up investment, or ongoing income of the business. While such 

measures can assist in addressing the challenges facing SMEs, it is imperative that their design is coherent 

and reduces distortions which can see businesses incentivised to remain small, or introduce additional 

complexity, sometimes inadvertently. 

 

As governments seek to ensure a business environment conducive to the creation and growth of SMEs, as 

part of a balanced and sustainable economic strategy, the 2015 report provides useful policy guidance and 

cross-country analysis. SME policy must be developed holistically - looking at tax policy and 

administration, as well as considering the policies of a number of other ministries and agencies, to be most 

effective. By comparing the different tools applied by the range of countries covered by this report, and 

taking into account their specific economic context and policy objectives, countries will be able to draw on 

the reportôs findings to ensure that their tax policies and administrative procedures are consistent with 

encouraging the growth and success of the SME sector. 
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C ï TAX AND DEVELOPMENT  
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Overview 

The core mandate of the Global Forum on Transparency and Exchange of Information for Tax Purposes 

(the Global Forum) has been to ensure the rapid implementation of the standard for exchange of 

information on request (EOI on Request) through a comprehensive peer review process. The Global Forum 

has, throughout its history, sustained a very high level of output to ensure that the standard for EOI on 

Request is rapidly implemented across the globe. Comprehensive reviews of more than 100 jurisdictions 

have been completed in just 5 years.  

 

By the end of 2015, reviews for all member jurisdictions and relevant non-members will have been 

launched, and will be completed in 2016. A second round of reviews will begin in 2016 to follow up on the 

first round of reviews. This second round of reviews will be based on enhanced requirements to ensure 

transparency, including the maintenance of beneficial ownership information in line with the G20ôs 

priorities.  

 

In addition to its work on EOI on Request, the Global Forum is now putting in place a system to monitor 

and review the implementation of automatic exchange of information. At their Brisbane meeting in 

November 2014, the G20 Leaders endorsed the global Common Reporting Standard for the automatic 

exchange of tax information (the AEOI Standard) on a reciprocal basis, and agreed to begin exchanging 

information automatically with each other and with other countries by 2017 or end-2018, subject to 

completing necessary legislative procedures. The leaders welcomed financial centresô commitments to do 

the same and called on all other jurisdictions to join G20 countries in implementing the necessary 

measures.  

 

The previous Global Forum report to the G20 Finance Ministers and Central Bank Governors in April 

2015 provided an update on the continuing work on the ongoing peer reviews for EOI on Request and the 

work being undertaken for monitoring and implementation of the new AEOI Standard, as well as the 

progress on assisting developing countries to participate fully in the benefits of tax transparency and 

international cooperation.   

 

This report provides a short update of the developments occurring in the Global Forum since April 2015. 

Work on preparing for the second round of reviews of the EOI on Request standard, including 

incorporating requirements on beneficial ownership information, is almost complete. A process has begun 

to monitor the implementation of the new AEOI Standard, and assessments are being undertaken on 

confidentiality and data safeguards for jurisdictions that have committed to the new AEOI standard. 

Developing countries are being encouraged and supported to be able to fully benefit from the new 

transparent international tax environment. 
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Exchange of Information on Request 

The Global Forumôs peer review process evaluates jurisdictionsô compliance with the standard for EOI on 

Request. Reviews take place in two phases: Phase 1 reviews examine the legal and regulatory framework; 

Phase 2 reviews look into the implementation of this framework in practice. Following a Phase 2 review, 

ratings are assigned which indicate a jurisdictionôs compliance with the EOIR standard, including an 

overall rating.    

 

The Global Forum is quickly coming to the completion of the first round of reviews for all of its member 

jurisdictions and those relevant non-members. Reviews for all jurisdictions will have been launched by the 

end of 2015, with the remaining reports to be completed by 2016.  

 

Since April, the Global Forum has completed a further 16 peer reviews. These are comprised of Phase 1 

reports for Albania, Burkina Faso, Cameroon, Dominican Republic, Kazakhstan, Lesotho, Morocco, 

Pakistan, and Uganda; Phase 2 reports for Czech Republic, Lithuania, Poland and Sint Maarten; and a 

Supplementary Phase 1 report for Marshall Islands. The Supplementary phase 2 reports for British Virgin 

Islands (which had been rated Non-compliant overall) and Austria (which had been rated Partially 

Compliant overall) conclude that both jurisdictions are now Largely Compliant overall. The progress made 

by these jurisdictions is emblematic of the trend toward global implementation of the standard for EOI on 

Request. 

 

As of August 2015, the Global Forum has finalised Phase 1 reviews of 116 jurisdictions and assigned 

ratings for a total of 81 jurisdictions after completion of their Phase 2 reviews. The overall ratings show 

that 21 jurisdictions are rated ñCompliantò, 47 jurisdictions ñLargely Compliantò, 10 jurisdictions 

ñPartially Compliantò and 3 jurisdictions ñNon-Compliantò. Table 1 below shows the allocation of overall 

ratings for jurisdictions for which Phase 2 reviews have been completed. Supplementary Phase 2 reviews 

for the 3 jurisdictions rated Non-Compliant (Cyprus, Luxembourg and the Seychelles) are on-going and 

will be finalised in October. 

 

Table 1: Overall ratings for jurisdictions for which Phase 2 has been completed 

TABLE OF JURISDICTION RATINGS  

Australia, Belgium, Canada, China, Denmark, Finland, France, Iceland, India, Ireland, Isle 

of Man, Japan, Korea, Lithuania, Mexico, New Zealand, Norway, Slovenia, South Africa, 

Spain, Sweden. 

Compliant 

Argentina, Aruba, Austria, The Bahamas, Bahrain, Belize, Bermuda, Brazil, British Virgin 

Islands, Cayman Islands, Chile, Czech Republic, Cook Islands, Estonia, Former Yugoslav 

Republic of Macedonia (FYROM), Germany, Ghana, Gibraltar, Greece, Grenada, 

Guernsey, Hong Kong (China), Hungary, Italy, Jamaica, Jersey, Macao (China), Malaysia, 

Malta, Mauritius, Monaco, Montserrat, Netherlands, Philippines, Poland, Portugal, Qatar, 

Russia, San Marino, Singapore, Slovak Republic, Saint Kitts and Nevis, Saint Vincent and 

the Grenadines, Turks and Caicos Islands, United Kingdom, United States, Uruguay. 

Largely compliant 

Andorra, Anguilla, Antigua and Barbuda, Barbados, Curaçao, Indonesia, Israel, Saint 

Lucia, Sint Maarten, Turkey. 

Partially compliant 

Cyprus*,
 
Luxembourg*, Seychelles*. Non-compliant 

Jurisdictions that cannot be rated because they cannot move to Phase 2 

Brunei Darussalam*, Dominica*, Federated States of Micronesia, Guatemala*, Kazakhstan, Lebanon, Liberia, 

Panama*, Nauru, Trinidad and Tobago, Vanuatu. 

* The jurisdiction is undergoing a Supplementary review. 
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It can be noted that some jurisdictions have not been assigned ratings because their Phase 2 reviews could 

not take place. As noted in our previous report, the Global Forum has commenced a process designed to 

swiftly encourage the remaining jurisdictions to respond to the recommendations so that a Phase 2 review 

can be carried out, failing which an overall rating of Non-Compliant will be assigned. 

At the time of the previous report, there were 11 such jurisdictions that remained blocked from moving to 

Phase 2 ï the 10 jurisdictions listed in Table 1 as well as the Marshall Islands.  In August, the 

Supplementary review of the Marshall Islands was completed and published, concluding that the Marshall 

Islands qualifies for a Phase 2 review, which will be launched in the second half of 2015.  

Supplementary Phase 1 reviews have now been launched for Brunei Darussalam, Dominica, Guatemala, 

and Panama. These reviews will be completed by October. Three other jurisdictions that are blocked from 

Phase 2 ï Liberia, Lebanon and Vanuatu ï requested deferrals of the application of this procedure due to 

political or social concerns. The situations in each of these jurisdictions will be re-evaluated in September. 

Trinidad & Tobago has not requested a Supplementary review. Finally, the deadlines for launching 

Supplementary reviews of Nauru and the Federated States of Micronesia have not yet elapsed. Since the 

previous report, the Phase 1 review of Kazakhstan completed this year concludes that it cannot proceed to 

Phase 2 until improvements are made in its legal and regulatory framework and it is therefore blocked from 

moving to Phase 2. 

Preparation of the second round of reviews 

In October 2014, the Global Forum agreed the parameters for a second round of reviews commencing in 

2016, including enhancing the requirements regarding the availability of beneficial ownership information 

of legal entities and arrangements. The key documents including the schedule for this second round of 

reviews are in a very advanced state and will be finalised at the Global Forumôs plenary meeting scheduled 

for 29-30 October in Barbados. The first reviews in the second round of reviews will be launched in mid-

2016.  

Automatic Exchange of Information 

Rapid progress has been made on getting widespread support for the implementation of the common global 

standard for automatic exchange of financial account information (AEOI). 91 Global Forum members
7
 

have committed themselves to implementing AEOI in either 2017 or 2018 while 5 jurisdictions have not 

yet committed (see Table 2 below) and the Global Forum is actively encouraging and working with these 

jurisdictions to facilitate them making the necessary commitment.  The remaining members are developing 

countries where the Global Forum is providing technical assistance to help them implement the AEOI 

Standard. 

  

                                                      
7 The United States has indicated that it will be undertaking automatic information exchanges pursuant to FATCA from 2015 and has entered into 

intergovernmental agreements (IGAs) with other jurisdictions to do so. The Model 1A IGAs entered into by the United States acknowledge the 
need for the United States to achieve equivalent levels of reciprocal automatic information exchange with partner jurisdictions. They also include a 

political commitment to pursue the adoption of regulations and to advocate and support relevant legislation to achieve such equivalent levels of 

reciprocal automatic exchange. 
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Table 2:  GF member jurisdictions committed to implementing the AEOI Standard 

JURISDICTIONS UNDERTAKING FIRST EXCHANGES BY 2017
8
 

Anguilla, Argentina, Barbados, Belgium, Bermuda, British Virgin Islands, Cayman Islands,  Colombia, Croatia, 

Curaçao, Cyprus, Czech Republic, Denmark, Dominica, Estonia, Finland, France, Germany, Gibraltar, Greece, 

Guernsey, Hungary, Iceland, India, Ireland, Isle of Man, Italy, Jersey, Korea, Latvia, Liechtenstein, Lithuania, 

Luxembourg, Malta, Mauritius, Mexico, Montserrat, Netherlands, Niue, Norway, Poland, Portugal, Romania, San 

Marino, Seychelles, Slovak Republic, Slovenia, South Africa, Spain, Sweden, Trinidad and Tobago, Turks and 

Caicos Islands, United Kingdom 

JURISDICTIONS UNDERTAKING FIRST EXCHANGES BY 2018  

Albania, Andorra, Antigua and Barbuda, Aruba, Australia, Austria, The Bahamas, Belize, Brazil, Brunei Darussalam, 

Canada, Chile, China, Costa Rica, Ghana, Grenada, Hong Kong (China), Indonesia, Israel, Japan, Marshall Islands, 

Macao (China), Malaysia, Monaco, New Zealand, Qatar, Russia,  Saint Kitts and Nevis, Saint Lucia, Saint Vincent 

and the Grenadines, Samoa, Saudi Arabia, Singapore, Sint Maarten, Switzerland, Turkey, United Arab Emirates, 

Uruguay 

JURISDICTIONS THAT THAT HAVE NOT YET COMMITTED  

Bahrain, Cook Islands, Nauru, Panama, Vanuatu  

The implementation of CRS around the world represents a fundamental change in the architecture of 

international tax cooperation. It will mean a massive increase in the international supply of information for 

tax purposes and decisively change the arithmetic of international tax evasion. If taxpayers know that their 

home authorities will have automatic access to information on their foreign financial accounts they will be 

less likely to hide money offshore using foreign financial institutions. The scale of work involved in 

implementing the CRS in member jurisdictions is enormous however, given the tight implementation 

targets. 

The immediate focus of the Global Forum is therefore to provide implementation guidance and assistance 

to members to ensure that the agreed timelines for implementation of AEOI Standard are met. To this end 

it has launched a process for monitoring of AEOI implementation to ascertain the level of readiness of 

members and identify the impediments they face in implementing AEOI under the CRS. The first results of 

this monitoring exercise will be presented at the Global Forum plenary meeting in October. Alongside this 

an intense series of training programmes has been organised in cooperation with the OECD. Training 

events have been delivered in Turkey, San Marino, the Philippines, British Virgin Islands, Seychelles, 

Colombia and Malaysia. More tailored advice on implementation issues such as drafting new legislation is 

also being provided to members when requested. In addition the Global Forumôs website has been 

upgraded to provide a help desk facility where members can ask questions about the AEOI Standard.  

Critically the Global Forum has also moved quickly to address one of the most important requirements of 

AEOI, which is to ensure that information that is exchanged can be kept confidential and protected from 

improper disclosure. Without an assurance that treaty partners meet the required confidentiality criteria, 

jurisdictions are unlikely to agree to exchange sensitive data comprising, potentially, millions of pieces of 

information. Since it would be very difficult for every committed jurisdiction to bilaterally review the 

confidentiality measures in every other potential partner jurisdiction, a process which could involve 

thousands of reviews, the Global Forum has launched a multilateral process to undertake this task and 

complete it over the next 12 months.  

                                                      
8 Bulgaria, Faroe Islands and Greenland have also committed to implementing the AEOI Standard in 2017 and 2018, but they are not Global Forum 

members. 
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This Global Forum assessment process will significantly facilitate the work of committed jurisdictions. 

The advantages of this approach are process simplification, lower costs for members and quick 

results. The process is peer driven and a Panel of 12 experts from France, Germany, India, Italy, 

Liechtenstein, Luxembourg, Mexico, Netherlands, Singapore, South Africa, United Kingdom and United 

States, has been put in place to carry out these assessments. These experts, with the assistance of the 

Secretariat of the Global Forum, will prepare draft reports for each jurisdiction, with the first set of reports 

to be discussed at the Global Forum Plenary in Barbados in October. The complete programme of 95 

assessments will be completed by mid-2016 prior to the expected dates for commencement of information 

exchanges in 2017. 

All of these measures are being taken to support members in their implementation of the standard. While 

this is the immediate priority work is also underway on developing a comprehensive process to monitor 

and review the implementation of the AEOI Standard, on an ongoing basis.  

Developing countries  

The Global Forum engages in a range of initiatives to support its developing country member jurisdictions 

in effectively implementing the international standards, and ensuring that exchanges between membersô tax 

authorities are efficient and of high quality. Throughout 2015, significant emphasis has been placed upon 

assisting in implementation of the new AEOI Standard, in particular through the engagement of developing 

countries in pilot projects and the schedule of AEOI training events. To date more than 200 delegates from 

many developing countries have attended these training programmes. In addition, the Global Forum 

continues to progress the Africa Initiative which aims at increasing engagement with African countries 

generally.   

In its response to the 2014 Roadmap on AEOI for Developing Countries, the G20 leaders indicated their 

support for pilot projects to be undertaken between developing and G20/developed country partners, which 

would be facilitated by the Global Forum, working with the World Bank Group and other international and 

regional organisations. To date, seven developing countries (Albania, Colombia, Ghana, Morocco, 

Pakistan, the Philippines, and Uganda) have indicated interest in participating in pilot projects. Work has 

advanced significantly on the pilot projects with Albania, Colombia and the Philippines, collaborating with 

Italy, Spain and Australia respectively as pilot partners. Initial planning has also commenced with respect 

to the pilot projects for Morocco (partnering with France) and Ghana (partnering with the United 

Kingdom). Ghana signed the Multilateral Competent Authority Agreement (MCAA) in May indicating 

increased engagement and interest from developing countries to participate in AEOI. 

The Global Forum continues to progress the Africa Initiative, a three-year programme designed to unlock 

the potential for transparency and exchange of information in Africa. The programme is a joint effort of 

individual African members of the Global Forum, ATAF, CREDAF, France (Ministry of Foreign Affairs), 

the OECD, the UKôs Department for International Development (DfID) and the World Bank Group.  

In May 2015 Cameroon became the fourth country to join the ñFirst Moversò group within the initiative 

along with Burkina Faso, Ghana and Kenya. Each of these countries has committed to meeting certain 

concrete targets to ensure effective exchange of information by December 2015. In addition, each First 

Mover country will be provided with training to help its tax auditors to better exploit the potential of their 

information exchange network. To this end training seminars were held in Ghana and Kenya in May and in 

Cameroon in July. An NGO Roundtable was also held in Kenya in conjunction with the seminar. 

One of the main aims of the Africa Initiative to raise awareness of the benefits of EOI at a political level. 

In June, a two-day meeting took place in London, United Kingdom in partnership with the Commonwealth 

Parliamentary Association which brought together Parliamentarians from a variety of countries across 
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Africa to discuss EOI and BEPS actions. In July, a ministerial-level side-event was held as part of the 

Third International Conference on Financing for Development in Addis Ababa, Ethiopia. Moving forward, 

one of the aims of the Africa Initiative is to engage a high-profile leader as Patron to increase visibility and 

maintain momentum over the next two years of the programme.    

Looking Ahead 

The Global Forum will launch the remaining first round reviews of the implementation of the EOI on 

Request standard before the end of 2015. In addition, Supplementary reviews are on-going for 7 

jurisdictions that have been blocked from Phase 2 or rated Non-compliant overall.  

The key documents for the second round of reviews of the implementation of the EOI on Request standard 

are in a very advanced state and will be finalised at the Global Forumôs plenary meeting scheduled for 29-

30 October in Barbados. The first reviews in the second round of reviews will be launched in mid-2016. 

Major progress has already been made on AEOI over the last few months. The priority now is maintain this 

effort over the next 12 to 18 months to monitor progress made towards implementing AEOI, to ensure that 

the building blocks, in particular confidentiality and data safeguards, are in place around the world and to 

assist the effective implementation of the standard. Work will  also continue on developing an effective and 

comprehensive peer review mechanism for monitoring the implementation of the AEOI Standard.  

Enhanced engagement with developing countries will ensure that they can fully participate in and benefit 

from an enhanced transparent tax environment. An ambitious technical assistance plan is in place 

comprising one-on-one assistance, pilot projects, and training seminars across the world. The Africa 

Initiative will  give a major boost to African jurisdictions in their efforts to enhance transparency and 

information exchange in the region. 
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1. At their meeting in September 2014, the G20 Finance Ministers asked the OECD to work with all 

G20 members: 

ñé to propose possible tougher incentives and implementation processes, to deal with those countries 

which fail to respect Global Forum standards on exchange of tax information on request.ò 

 

2. An interim report was delivered to G20 Finance Ministers at their meeting in February 2015. This 

final report builds on those preliminary findings and sets out proposals to deal with those jurisdictions 

which fail to respect Global Forum standards of exchange of information on request. It provides an 

important step towards putting in place such tougher incentives, which also have the potential to be further 

built upon over time. 

I. Background and introduction 

3. The existence of a level playing field is critical to the effectiveness of international standards. 

Jurisdictions should not be able to benefit from their failure to implement international standards to the 

detriment of those that do. Global commitment to tax transparency, including by all financial centres, has 

therefore been central to previous G20 calls for all jurisdictions to adopt and implement the international 

standard of the exchange of information on request (EOIR). As early as 2009, the G20 has referred to 

countermeasures against those that do not adopt the EOIR standard. 

4. In order to address concerns regarding a level playing field, maximise the effectiveness of the 

international community in tackling offshore tax evasion and ensure an inclusive process, in 2009 the 

Global Forum was restructured as a consensus based organisation, where all members participate on an 

equal footing and monitor and review the effectiveness of each jurisdictionôs implementation of exchange 

of information in accordance with the international standard on EOIR through a comprehensive and robust 

peer review process. Phase 1 of the peer review assesses whether an appropriate legal and regulatory 

framework for transparency and exchange of information exists within the jurisdiction, while Phase 2 looks 

into the implementation of the standard in practice. An overall rating of ñcompliantò, ñlargely compliantò, 

ñpartially compliantò or ñnon-compliantò is then assigned to each jurisdiction after completion of both 

phases of the review. Members also have access to capacity building, support and advice to prepare for 

their reviews as well as to address any recommendations made. The Global Forum now has 127 members. 

This process has been central to driving progress towards the effective global implementation of the 

international EOIR standard, as well as creating a level playing field. 

5. The process has already delivered a step change in global tax transparency. A total of 198 

reviews have been conducted since the peer review process commenced in 2010 (consisting of Phase 1, 

Phase 2 or Combined Phase 1 and Phase 2 reviews). 80 jurisdictions have received an overall rating, and 

84% are rated either compliant or largely compliant. Most countries are making progress. The review 

framework provides for supplementary reviews once jurisdictions have addressed recommendations made 



26 

in the initial report, and so far, 96 jurisdictions have acted to implement around 520 of the 

recommendations made. 

6. There are currently, 11 jurisdictions that could not even be provided with ratings because the 

Phase 1 reviews found such serious deficiencies in their legal and regulatory frameworks that they were 

blocked from going to Phase 2. There are 3 jurisdictions rated as non-compliant and therefore far from 

meeting the EOIR standard. There are also 10 jurisdictions rated as partially complaint meaning they have 

serious deficiencies in their framework for the exchange of information. Furthermore, to keep the 

necessary momentum, and following the commencement of this work on possible tougher incentives, the 

Global Forum decided to invite jurisdictions that remain blocked for more than 2 years to request a 

supplementary review to assess changes made to address the recommendations in their Phase 1 review or 

receive an overall rating of non-compliant. This has prompted many of those jurisdictions to move to 

address the recommendations and request a supplementary review. This process is ongoing and as the first 

round of reviews is completed more jurisdictions may enter this category and be blocked from a Phase 2 

review. 

7. We have also seen a number of international financial institutions incorporate the Global Forum 

ratings into their policies determining the routing of investments (e.g. the Council of Europe Development 

Bank, the European Bank of Reconstruction and Development, the European Investment Bank and the 

International Finance Corporation, a member of the World Bank Group). 

8. All jurisdictions should of course strive for full compliance with the EOIR standard. However, 

notwithstanding the progress made, there will continue to be jurisdictions that fail to respect the EOIR 

standard, undermining the level playing field which is the foundation of the international EOIR standard. 

Action is therefore needed to ensure momentum is maintained by all. Otherwise there will continue to be 

opportunities for tax evasion and other illicit financial flows and the integrity and effectiveness of the 

EOIR standard will be undermined. This was recognised by the G20 Finance Ministers when making their 

request for possible tougher incentives and implementation processes to be proposed that deal with those 

countries which fail to respect Global Forum standards on exchange of tax information on request. 

9. Following the request in September 2014, the OECD has been working with G20 countries and 

others to identify ways to strengthen the incentives for jurisdictions to comply with the international 

standard of EOIR. Proposals have been developed in relation to the following five areas, with each area 

discussed in greater depth below: 

vi. Further publicising the Global Forum ratings to amplify their reputational impact 

vii.  Reviewing existing measures to include the Global Forum ratings as at least a factor in their 

application and publicising where they are linked to the ratings 

viii.  Considering introducing new measures with the Global Forum ratings as at least a factor in their 

application 

ix. Calibrating the application of the measures to best incentivise jurisdictions to comply with the 

international standard of EOIR 

x. International organisations and national development agencies, where they do not already do so, 

reviewing their investment policies to consider incorporating restrictions in relation to the routing 

of investments through jurisdictions failing to respect the EOIR standard 
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II. Ways to further strengthen the incentives for jurisdictions to comply with the international 

standard of EOIR 

1. Further publicising the Global Forum ratings to amplify their reputational impact 

10. The reputational impact of the Global Forum ratings should not be underestimated. The results of 

the Global Forum review process are already made publicly available, and for jurisdictions which do not 

demonstrate strong results, this publicity can have a negative reputational impact and vice versa for those 

with good ratings. The pressure to act that this reputational impact can have is at least in part demonstrated 

by the significant change that has occurred to date. EOIR is now the norm and most jurisdictions have been 

working hard to ensure their legal and operational frameworks facilitate its effectiveness as a tool to tackle 

offshore tax evasion. Furthermore, the impact of the move to invite the jurisdictions that were stuck at 

Phase 1 to request a supplementary report or receive a rating of non-compliant further demonstrates this, as 

most of these jurisdictions have acted and requested a supplementary review. A first logical step is 

therefore to ensure the reputational impact of the review outcomes is maximised. 

11. At the international level and with the support of the G20, expanding awareness of the 

jurisdictions that fail to respect the EOIR standard, including amongst the media, non-governmental 

organisations and the general public, would increase this reputational impact and provide greater incentive 

for jurisdictions to move quickly to address the shortfalls identified in their legal framework and 

administrative processes. This could be through referring to the particular jurisdictions in question, 

including those jurisdictions that are blocked at their Phase 1 review, in G20 communiques. 

12. At a national level, jurisdictions could also look to support this amplification of the Global Forum 

ratings through relevant agencies publishing links to the Global Forum web pages along with a narrative on 

the impact of the jurisdictions not respecting the EOIR standard have in the collective fight against tax 

evasion and other illicit financial flows. 

Proposal 1: The Global Forum ratings should be further publicised wherever possible to amplify their 

reputational impact. 

2. Reviewing existing measures to include the Global Forum ratings as at least a factor in their 

application and publicising where they are linked to the ratings 

13. Analysis covering 41 countries
1
 shows that the vast majority, or almost 90%, of countries already 

have measures in place that in whole or in part are intended to address the lack of effective exchange of 

information on request. However, only 30% of countries have measures that link to the Global Forum 

ratings (See Table 1). This means that a unified approach to jurisdictions not respecting the international 

standard of EOIR is not being presented.  

  

                                                      
1 Argentina, Australia, Austria, Belgium, Brazil, Canada, Colombia, Costa Rica, Croatia, Czech Republic, Denmark, Estonia, Finland, France, 

Germany, Greece, Hungary, Iceland, India, Indonesia, Ireland, Israel, Italy, Japan, Korea, Latvia, Lithuania, Luxembourg, Mexico, Netherlands, 

New Zealand, Norway, Poland, Portugal, Slovenia, Spain, Sweden, Switzerland, Turkey, the United Kingdom and the United States. 
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Table 1: The numbers of jurisdictions with measures linked to exchange of information on request 

Type of measure No. of jurisdictions 

 

Jurisdictions with measures linked to the lack of effective exchange of 

information on request 

35 

Jurisdictions with measures linked to the Global Forum ratings 12 

 

14. The analysis also shows that there are a wide range of measures that are being used in response to 

the lack of effective exchange of information on request. These include both legislative and administrative 

measures, ranging from special withholding tax rules to an increased audit risk for taxpayers who engage 

in transactions involving high risk jurisdictions. Table 2 below shows the range of measures already being 

applied, along with whether they are currently linked to the Global Forum ratings. Furthermore, the case 

studies below provide examples of countries with measures linked to the Global Forum ratings. 

Table 2: The types of measures currently being applied in relation to exchange of information on request 

Type of measure No. of jurisdictions 

(Total = 41) 

Link to 

effective 

EOI 

Link to GF 

ratings 

1. The current taxation of domestic shareholders on (certain) income of a 

controlled foreign company 

14 4 

2. The denial of benefits on income/capital gains associated with shares in 

certain companies 

13 3 

3. Disallowing deductions or credits with respect to certain transactions 

 

17 6 

4. Special withholding tax rules 

 

19 6 

5. Applying transfer pricing rules to transactions between unrelated parties/ 

increased transfer pricing documentation requirements 

8 2 

6. Increased information reporting requirements 

 

13 4 

7. Increased penalties for use of certain jurisdictions 

 

2 0 

8. Additional question(s) on tax returns as to the ownership of foreign assets 

 

5 1 

9. Increased audit risk for taxpayers who engage in transactions with certain 

ñhigh riskò jurisdictions 

18 7 

10. Refusal to issue rulings in respect of transactions involving certain 

jurisdictions 

4 1 

11. Increased substantiation requirements in respect of transactions 

involving certain jurisdictions 

9 4 

12. Giving extra weight to an effective exchange relationship when 

designing bilateral aid programs 

2 1 

13. Other measures 

 

4 2 

Total 128 41 
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15. This shows not only the range of possible measures available, depending on the specific 

circumstances, but also that the vast majority are not currently linked to the Global Forum ratings. While 

the precise factor(s) behind the application of a particular measure will of course be driven by the local 

context and policy framework more generally, including any domestic, bilateral and international 

experiences, factors and constraints, there is scope to increase the use of the Global Forum ratings as at 

least a factor in their application. 

Proposal 2: All jurisdictions should review their existing measures in relation to the lack of the effective 

exchange of information on request with a view to including the Global Forum ratings as at least a factor in 

their application. 

16. There may also be instances where the Global Forum ratings are used more informally when 

considering the application of particular measures, for example whether to require increased reporting 

requirements or assessing risks for audit purposes. Where formal or informal links exist, or where new 

links are created, jurisdictions should consider publicising them to reinforce the international communityôs 

position that the international EOIR standard must be complied with. 

Proposal 3: Where there is a link between the application of a measure and the Global Forum ratings, or 

where new links are created, jurisdictions should consider publicising them. 

3. Considering introducing new measures with the Global Forum ratings as at least a factor in their 

application 

17. The relevance of measures linked in whole or in part to addressing the lack of effective exchange 

of information on request is shown by the number of jurisdictions that already have them in place. 

Furthermore, the wide range of measures employed shows that the framework adopted can vary from 

jurisdiction to jurisdiction, tailored to specific contexts and circumstances. 

18. This could therefore be an opportunity for jurisdictions to explore whether there could be scope 

to introduce new measures, including for example those as set out in the table above. This would of course 

depend on the domestic context and the domestic, bilateral and international constraints.  

Proposal 4: All jurisdictions should explore the possibilities to introduce new measures to incentivise the 

effective exchange of information on request, with the Global Forum ratings as at least a factor in their 

application. 

4. Calibrating the application of the measures to best incentivise jurisdictions to comply with the 

international standard of EOIR 

19. Where new or existing measures are linked to the Global Forum ratings, thought should be given 

to how best to calibrate the measures and their application to incentive compliance with the EOIR standard. 

Areas to consider are: (i) the categories of jurisdictions to which measures should be applied; (ii) the 

timing of the application of measures; and (iii) the nature of the measure itself. 

i. The categories of jurisdictions to which measures should be applied: There will generally be a 

balance to be struck between bilateral experiences in relation to the effective exchange of 

information, and other factors, and the promotion of the international EOIR standard. 

Nevertheless, where a measure is linked to the Global Forum ratings, a jurisdiction could consider 

specifically linking the measure to particular overall ratings ï which are all made publicly 

available via the Global Forum web pages. This would send a clear message to all jurisdictions that 

compliance with the EOIR standard is expected. Specifically, it could be collectively agreed to 

review whether links could be made between the application of the measures to jurisdictions with a 
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Global Forum rating of non-compliant or a determination that a jurisdiction is blocked at its Phase 

1 review. 

 

ii. The timing of the application of measures: The most effective measures in this area are in fact 

those that are never applied because the jurisdictions instead move to effectively implement the 

EOIR standard, delivering the real objective which is greater transparency and a level playing 

field. When considering the application of measures a jurisdiction should therefore consider 

allowing for sufficient opportunity for recommendations made by the Global Forum to be 

addressed before the measures are activated. This should be calibrated in accordance with the 

timetable for the Global Forumôs supplementary review process where jurisdictions have the 

opportunity to demonstrate that recommendations have been acted on (for example 18 ï 24 

months). This would increase the incentive for recommendations to be addressed in a timely way. 

Given the Global Forum ratings are a dynamic process and capable of recognising progress 

quickly, jurisdictions should also reconsider in a timely manner the application of measures in light 

of the progress made. 

 

iii.  The nature of the measure itself: Once it is clear that jurisdictions are failing to address the 

recommendations made by the Global Forum then any applicable measure should be effective. The 

survey evidence showed that, of the measures currently being applied, respondents thought those 

with economic and financial impacts were most effective (such as withholding taxes or the denial 

of certain deductions). Furthermore, the economic and financial impacts are behind the approach 

taken by the international organisations. 

 

Proposal 5: Where the application of measures are linked to Global Forum ratings jurisdictions should 

consider calibrating the measures to best incentivise jurisdictions to comply with the international standard 

of EOIR, including the categories of jurisdictions subject to those measures, the timing of the measures 

application and the nature of the measures themselves. 

5. International organisations and national development agencies, where they do not already do so, 

reviewing their investment policies to consider incorporating restrictions in relation to the routing of 

investments through jurisdictions failing to respect the EOIR standard 

20. Several international financial institutions have incorporated the outcomes of the Global Forum 

review process as factors in their investment policies, for example the Council of Europe Development 

Bank
2
, the European Bank of Reconstruction and Development

3
, the European Investment Bank

4
 and the 

International Finance Corporation, a member of the World Bank Group
5
.  

21. All of these international organisations restrict the routing of investments through jurisdictions 

that are prevented from proceeding to a Phase 2 Global Forum review (due to failing to pass Phase 1), or 

that have been found to be ñnon-compliantò or ñpartially compliantò with the EOIR standard. 

22. Some national development agencies have also adopted similar approaches, such as Agence 

Française de Développement and Swedfund International AB (see the case studies below for further 

details). 

                                                      
2 www.coebank.org/Upload/legal/en/ceb_policy_non_compliant_uncooperative_jurisdictions.pdf 

3 www.ebrd.com/downloads/policies/sector/domiciliation-policy.pdf 

4 www.eib.org/attachments/documents/ncj_policy_addendum_en.pdf 

5 www.gcgf.org/wps/wcm/connect/67e4480044930e24a2f7aec66d9c728b/OffshoreFinancialCenterPolicy(June+26%2c+2014).pdf?mod=ajperes 

http://www.coebank.org/Upload/legal/en/ceb_policy_non_compliant_uncooperative_jurisdictions.pdf
http://www.ebrd.com/downloads/policies/sector/domiciliation-policy.pdf
http://www.eib.org/attachments/documents/ncj_policy_addendum_en.pdf
http://www.gcgf.org/wps/wcm/connect/67e4480044930e24a2f7aec66d9c728b/OffshoreFinancialCenterPolicy(June+26%2c+2014).pdf?MOD=AJPERES


 

31 

Proposal 6: All International organisations, including regional development banks, and national 

development agencies that do not already have such measures in place could be encouraged to review their 

investment policies and, where appropriate, consider incorporating restrictions similar to those currently in 

operation in relation to the routing of investments through jurisdictions failing to respect the EOIR 

standard. 

III. Case study examples of existing measures 

Case study 1: Belgium 

Belgium has both legislative and non-legislative measures that are explicitly linked to the Global Forum 

ratings. 

 

The legislative measures are: disallowing deductions with respect to certain transactions; and increased 

information reporting requirements. 

 

Taxpayers subject to Belgian corporate income tax, whether resident in Belgium or not, must report certain 

payments to persons established in jurisdictions which, during the entire taxable period in which the 

payment is made, are regarded by the Global Forum as jurisdictions that do not apply the standard for 

exchange of information ñeffectively or substantiallyò. This is determined after the conclusion of the peer 

review process (Phases 1 and 2). Failure to report relevant payments results in the non-deductibility of such 

payments. Furthermore, reported payments are only deductible if the taxpayer can prove that they are made 

in the context of ñgenuine and bona fideò transactions and outside the scope of artificial constructions. 

 

Furthermore, taxpayers subject to Belgian corporate income tax, whether resident in Belgium or not, must 

report all direct or indirect payments to persons established in a tax haven if the total amount of payments 

made during the taxable period amounts to at least EUR 100,000. Payments that are not reported are non-

deductible business expenses. Furthermore, reported payments are only deductible if the taxpayer can 

prove that they are made in the context of ñgenuine and bona fideò transactions and outside the context of 

artificial constructions. 

 

Belgium also publicises the fact that activities in connection with jurisdictions found by the Global Forum 

to not apply the standard are a factor which increases the risk of a personôs tax affairs being subjected to 

audit procedures and possible increased substantiation requirements. 
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Case study 2: Colombia 

Colombia has a series of legislative measures that are linked to the Global Forum ratings. 

The measures are: disallowing deductions or credits with respect to certain transactions; special 

withholding tax rules; the application of transfer pricing rules to transactions between unrelated parties; 

and increased transfer pricing documentation requirements. 

All payments subject to withholding tax made by Colombian taxpayers to persons, enterprises, entities or 

companies located in a ñtax havenò are subject to an increased rate of withholding tax. 

Furthermore, any transaction entered into by Colombian taxpayers with persons, enterprises, entities or 

companies located in a tax haven jurisdiction, whether the parties are related or not, are subject to the 

transfer pricing regime, along with increased documentation and information disclosure requirements. 

Colombian taxpayers carrying out transactions that result in payments to persons, enterprises, entities or 

companies located in a tax haven jurisdiction must document and demonstrate the details of the functions 

performed, assets used, risks assumed and all costs and expenses incurred by the parties located in the tax 

haven that were necessary to carry out the activities that generated the payments made by the Colombian 

taxpayers, otherwise the payments cannot be deducted for income tax purposes. 

Colombian citizens who are tax residents in a tax haven are considered as Colombian tax residents, unless 

50% or more of their income or assets are sourced in the tax haven jurisdiction.  

A jurisdiction is included on Colombiaôs list of tax havens where there is a lack of effective exchange of 

information or the existence of legal provisions or administrative practices limit such exchange of 

information. The Global Forum ratings are taken into account in this process.  
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Case study 3: France 

France has a series of both legislative and non-legislative measures that are explicitly linked to the Global 

Forum ratings. 

 

The legislative measures are: the current taxation of domestic shareholders on (certain) income of a 

controlled foreign company; the denial of benefits on income/capital gains associated with shares in certain 

companies; disallowing deductions or credits with respect to certain transactions; special withholding tax 

rules; and increased information reporting requirements. 

 

These measures are applied in relation to jurisdictions categorised by France as ñnon-cooperative 

jurisdictionsò (NCJs). When establishing the list both bilateral factors, such as the existence or absence of 

an exchange of information agreement and the effectiveness of the administrative cooperation, and 

multilateral factors such as the Global Forum rating are taken into account. 

 

The French tax administration also systematically audits financial flows to these NCJs, with the taxpayers 

involved being subject to a greater risk of being subjected to an audit. 

 

The Agence Française de Développement (the development agency of the French government, or AFD) 

also takes into account the Global Forum ratings when routing development funding. Whilst the AFD is 

authorised to finance ñon-shoreò projects in NCJs, when it comes to off-shore projects, the general rule is 

that funding is not routed through vehicles in NCJs and that engage in no real business activity there (e.g., 

investment funds or special purpose acquisition companies). Also the AFD does not finance artificially 

structured projects, particularly those involving counterparties whose shareholders are controlled by 

entities registered in NCJs, unless that registration in those jurisdictions is warranted by sound business 

reasons (enhanced due diligence process). To date, NCJs has meant all those jurisdictions identified as 

such when applying the legislative measures above as well as jurisdictions prevented from moving to a 

Phase 2 Global Forum review. 

 

 

Case study 4: Sweden 

Sweden has two non-legislative measures linked to the Global Forum ratings. 

The Global Forum ratings play a significant role in the assessment of risk for audit purposes, used to help 

identify jurisdictions with banking secrecy and a lack of effective exchange of information.  

 

Swedfund International AB (the development finance institution of the Swedish government) does not 

route investments through intermediate jurisdictions that are prevented from moving to Phase 2 of the 

Global Forum review process or that have been found to be ñpartially compliantò or ñnon-compliantò with 

the EOI standard. The guidelines for the Swedish International Development Cooperation Agency (SIDA) 

provide that SIDA should take the same approach. 
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Foreword 

Fostering the development of small and medium-sized enterprises (SMEs) is rightly a cross-cutting priority 

of the Turkish G20 Presidency. SMEs are the economic backbone of many of our economies and they 

serve as key engines for job creation. This study, Taxation of SMEs in OECD and G20 Countries, 

examines the influence of tax systems on a range of challenges faced by SMEs, including decisions 

relating to their creation, form and growth. SMEs make up the vast majority of business entities and 

contribute strongly to employment and economic growth, spanning the full breadth of industries and 

sectors, and differing in their propensity to innovate and grow. At the same time, SMEs face particular 

challenges in relation to their access to finance. The tax system plays a dual role: at times, as a tool to assist 

in overcoming these challenges, and at others, as an obstacle.   

Understanding the role of the tax system in the decisions of SME owners and managers is therefore critical 

in providing policy solutions to support their success. This study provides insights into the influence of tax 

systems on SMEs in 39 OECD and G20 countries, including Argentina, Australia, Austria, Brazil, 

Belgium, Canada, Chile, China (Peopleôs Republic of), the Czech Republic, Denmark, Estonia, Finland, 

France, Germany, Greece, Hungary, Iceland, India, Ireland, Israel, Italy, Japan, Korea, Luxembourg, 

Mexico, the Netherlands, New Zealand, Norway, Poland, Portugal, the Slovak Republic, Slovenia, South 

Africa, Spain, Sweden, Switzerland, Turkey, the United Kingdom, and the United States. 

 

Taxation of SMEs in OECD and G20 Countries finds that rather than being neutral in their impact on 

SMEs and their decisions, tax systems often provide incentives for SMEs to incorporate, and to distribute 

income in the form of capital, particularly in the form of capital gains, which is often lower-taxed. In 

addition, some tax systems can disproportionately affect SMEs relative to large enterprises, to the extent 

that they treat profits and losses asymmetrically, have a bias towards debt over corporate equity, and 

impose relatively higher compliance costs.  

 

Governments take many measures to reduce these impacts, providing tax preferences and simplification 

measures targeted at SMEs. Tax preferences are also intended to assist with other challenges faced by 

SMEs, and to support their creation and growth. This study discusses these measures and encourages 

careful targeting of any special tax rules for SMEs to ensure they meet their policy objectives in a cost-

effective way. It cautions against introducing preferences or simplification measures that create further 

distortions or complexities. 

 

The taxation of SMEs, and the provision of SME-specific tax rules can, if carefully designed, play a useful 

role in addressing the challenges and the disproportionately high tax compliance burdens faced by SMEs. 

Taxation of SMEs in OECD and G20 Countries provides cross-country comparison and analysis that can 

assist policymakers in designing tax policy to support the creation, innovation and growth of SMEs in G20 

countries and beyond! 

 

 

Angel Gurría 
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Executive summary 

In most countries, small and medium-sized enterprises (SMEs) represent more than 95% of all firms. 

SMEs account for a large proportion of total employment and contribute significantly to national and 

global economic growth. They are also strongly heterogeneous: across and within industries and sectors; in 

their innovation behaviours; and in their profitability and growth potential. Importantly, SMEs also 

generate a significant share of all taxable business income in most economies. 

SMEs are important for their contribution to employment, economic growth, innovation and the 

diversity and competition that they can bring to markets. As a large and important part of all national 

economies, SMEs often face challenges to their viability and growth, some of which are created by market 

failures, capital market imperfections and compliance costs.  

This study examines the tax policy and tax administration arrangements affecting SMEs in OECD and 

G20 countries, drawing on the results of a questionnaire completed by 38 countries and on existing OECD 

databases. Based on the experiences of these countries, the study considers the influence that general tax 

rules and special tax measures can have on a number of economic margins, including the decision to enter 

self-employment, decisions over business form and whether to incorporate, the form of distribution of 

SME income, the size and growth of the business, decisions relating to investment, employment and 

finance, and compliance with tax rules. 

Ideally, a countryôs tax system should be neutral with regard to its impact on business decisions, 

including the creation, form and growth of SMEs. However, the study finds that many of the tax systems 

examined provide incentives to incorporate and to distribute income in the form of capital, particularly as 

capital gains. In addition, certain features of the tax system may inadvertently disadvantage SMEs relative 

to larger enterprises. These features included the asymmetric treatment of profits and losses, a bias towards 

debt over equity and higher fixed costs associated with tax and regulatory compliance regimes. 

The study notes that one of the most important issues affecting SMEs is the disproportionately high 

impact that regulatory requirements and the costs of tax compliance have on them. Even though many tax 

requirements may appear to be relatively óneutralô for businesses of all sizes, the significant fixed costs 

associated with compliance represent a higher cost for SMEs as a percentage of sales and income, and 

consequently have a greater adverse impact upon SMEs than larger businesses. 

Another key issue affecting SMEs, which has been exacerbated since the financial crisis, relates to 

their limited access to finance for growth and expansion. With limited access to equity financing, SMEs 

also face considerable constraints in relation to debt financing. Availability of debt finance and the terms 

upon which it is granted to SMEs means that they are more finance-constrained and generally face greater 

costs in accessing finance than their larger competitors.   

Against this backdrop, many governments provide support to SMEs through non-tax programs, such 

as credit programs, as well as through special tax rules, including both tax preferences and simplification 

measures for SMEs. This study presents details of the range and scope of special SME tax rules currently 

provided by governments. These measures include special small business corporate tax rates in fifteen 
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jurisdictions; more generous tax deductions, tax credits or tax exemptions; preferences that apply directly 

to the owner or investor of the SME, providing relief for initial investment, ongoing income, or on disposal 

of the SMEôs assets; and special simplification rules, including special presumptive tax regimes for small 

enterprises reported in seventeen countries and special SME replacement taxes (presumptive or cash flow) 

reported in six countries.  

While many of these special SME tax rules are designed to support the growth and profitability of 

SMEs, their design and introduction can have distortive impacts by giving businesses an incentive to 

remain small or to split up into different businesses to continue benefiting from the preferential tax 

treatment. These preferences need to be carefully targeted and designed to overcome the specific economic 

or tax difficulties identified or to provide support to companies providing positive spillovers to the 

economy.  

After assessing some of the benefits and disadvantages of various approaches, the study highlights 

and identifies some principles to guide governments when developing and implementing measures to 

encourage the creation, growth and innovation of SMEs.  

Some of the key findings include: 

¶ SMEs often face higher tax compliance costs, in relative terms, due to their smaller size. When 

designing and implementing tax policies, governments should consider whether certain measures 

have a disproportionate impact on SMEs. Many countries provide special provisions and 

simplification measures that are designed to reduce the tax compliance costs of SMEs. 

¶ The heterogeneity of the SME population means careful targeting is required to ensure that any 

government interventions, including tax preferences, achieve their stated policy objectives. With 

the exception of the disproportionately high compliance costs on SMEs, the size of a business 

alone may not be sufficient justification for government intervention in the form of special rules. 

Careful targeting of special tax rules can reduce their costs and potential distortions while 

ensuring that the intended goals are met.  

¶ There may be a particular case for targeting preferences and simplification measures toward 

younger SMEs, who are most affected by finance and cash flow difficulties, face barriers to entry 

and growth from incumbent firms, are more likely to grow than older SMEs, face the highest 

compliance cost burdens and are likely to have higher spillover effects from innovation. 

Nonetheless, even within this group, measures should be carefully targeted to address the specific 

problem (e.g., access to finance, compliance costs) or particular objective (e.g., innovation). 

Young, small firms are also the riskiest and most likely to go out of business. 

¶ Caution is needed to ensure that tax preferences or simplification measures do not introduce 

further distortions. These distortions can result in incentives to alter economic activity in 

unintended ways to benefit from special tax rules, horizontal inequities in the treatment of 

different firms or individuals depending on their characteristics, or the creation of additional 

barriers to SME growth owing to the creation of sized-based thresholds which provide incentives 

to remain under that threshold, whether artificially or by restraining growth.  

¶ When introducing special tax rules for SMEs, care should be taken to ensure that these measures 

do not increase complexity. The costs associated with tracking eligibility, keeping specific 

records and interacting with the tax system for multiple different preferences or simplification 

measures can increase the complexity of the system. In this regard a simpler general tax system 

may be more advantageous to SMEs than a series of simplification measures. 
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¶ Process simplifications, particularly through targeted use of technology, offer many advantages 

in lowering compliance costs by streamlining and reducing the steps required to comply. They 

can, therefore, be a powerful tool to enhance compliance and reduce its costs.  

The taxation of SMEs is an important issue given their importance to the economies of countries. 

Careful design of government programs for SMEs, including special tax rules, can address market failures 

and the disproportionately high compliance burdens faced by SMEs. Consideration of the heterogeneity of 

the SME sector and the different challenges faced by SMEs and their owners need to be considered in the 

design of the taxation rules as governments endeavour to promote the creation, innovation and growth of 

SMEs. 
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Chapter 1. The role of SMEs in domestic economies 

1.1  Introduction  

23. This chapter describes some overarching characteristics of small and medium-sized enterprises 

(SMEs) in OECD and G20 countries. In particular, it considers their role in the economy and their 

characteristics relevant for tax purposes, including their taxable business income and tax status as single or 

double-taxed entities. It draws on existing OECD databases as well as data on taxable income and business 

form that were reported by the 38 countries that replied to a questionnaire on the taxation of SMEs 

distributed in March 2015. This information is intended to provide context for the discussion of tax policy 

and administration issues in the remainder of the study. 

24. The chapter uses definitions of SMEs which are based on either the number of employees or the 

annual turnover, using categories that are consistent with the European Commissionôs definition of micro, 

small and medium-sized enterprises (see Box 1.1 for a fuller description of how SMEs can be defined). 

Recognising that countries use a number of definitions of SMEs, the later chapters of the study consider 

SMEs as defined in national jurisdictions for the purpose of the measure being addressed. 

Box 1.1  Defining SMEs 

There is no single agreed definition of a SME, nor is there a sole criterion that determines SME status. A variety 
of definitions are applied in OECD and G20 countries, though almost all make references to SMEs as non-subsidiary, 
independent economic entities that are not controlled by a large or medium-sized enterprise. Common categories used 
in the definition, however, include the number of employees, annual turnover and the size of the balance sheet (net 
assets). 

A commonly-used categorisation for SMEs is provided by the European Commission (Recommendation 
2003/361/EC of 6 May 2003). The commission classifies micro, small and medium-sized enterprises based on their 
number of employees and either turnover or balance sheet total, stating that SMEs are ñenterprises which employ 
fewer than 250 persons and which have an annual turnover not exceeding EUR 50 million, and/or an annual balance 
sheet total not exceeding EUR 43 millionò. Within this definition, a small enterprise is defined as having less than 50 
employees and turnover or balance sheet of less than EUR 10 million; and a microenterprise as a firm with less than 
10 employees and a balance sheet or turnover below EUR 2 million. 

Many non-EU OECD and G20 countries use alternative definitions. Canada defines SMEs as firms with fewer 
than 500 employees, while a number of countries cap the limit for a SME at a lower number of employees, such as 100 
in Israel and 19 in New Zealand. Chile uses an annual turnover cap of UF 100 000 (CLP 2.49 billion, EUR 3.59m) to 
define SMEs, the Russian Federation has a RUB 1 000 million (EUR 16.76 million) turnover limit, India places upper 
bounds of INR 100 million (EUR 1.38 million) and INR 50 million (EUR 0.69 million) on investment in plant and 
machinery, and equipment, respectively, and Indonesia requires net assets worth less than IDR 200 million 
(EUR 13 250) and ownership by an Indonesian national as two of five necessary criteria for SMEs. Further, within 
China, Japan, Korea and Mexico, the definition of a SME varies depending on the sector being examined. 

Definitions within countries may be set to reflect different country-specific considerations. These often relate to 
economic, financial, political and social settings or concerns, and thus greater harmonisation of definitions both within 
and across countries has proved challenging. Furthermore, within-country differences may exist for data collection 
purposes. For example, some banks and financial institutions do not use national statistical definitions for a SME but a 
different definition to collect data on SME financing 

The definition of a SME may also vary for tax purposes. For example, eligibility for the reduced SME tax rate in 
Luxembourg is based on the level of taxable income, whereas in Canada and Japan it is based on the capital of the 
business. France and Spain use a gross turnover test to determine eligibility for their concessionary SME rates. 
Businesses in Belgium, on the other hand, are only eligible for the reduced SME rates if they meet requirements 
relating not just to taxable income, but also to the activities of the company, the shareholding, the dividend yield and 
the remuneration of the managers of the business. 
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25. This chapter is structured as follows. Section 1.2 considers the role of SMEs in the economy 

through their contribution to employment, value-added, exports and innovation. It also considers their 

survival rates. Section 1.3 considers tax characteristics of SMEs, including the amount of taxable business 

income from entities of different sizes and tax statuses. Section 1.4 concludes. 

1.2  SMEsô contribution to domestic economies  

26. Based on the definition of SMEs used by the European Commission (less than 250 employees 

and less than EUR 50 million of turnover), responses to the questionnaire indicate that SMEs account for 

almost all firms, representing over 99% of all firms in each country. In all countries, micro-firms (defined 

as firms with less than 10 persons employed) are the most common form of enterprise: they account for 

between 78% of firms in Japan and 96% of all firms in Denmark, India, the Netherlands, Spain and 

Sweden).
1
  

27. SMEs are a diverse group of entities, differing largely in terms of size, from micro-enterprises to 

medium-sized companies. They operate in a wide range of sectors, as shown in Figure 1.1 within the 

service provision sector. 

Figure 1.1 Composition of SMEs in the service sector, 2012 

 

Source: OECD Structural and Demographic Business Statistics, http://dx.doi.org/10.1787/sdbs-data-en. 

28. SMEs also vary markedly in terms of their competition, propensity to innovate and growth 

potential. Some SMEs are new firms that tend to grow quickly while many remain small firms. Across all 

firms, OECD (2014) estimates that high-growth firms (defined as firms with average employee growth of 

more than 20% per year over three years and with more than ten employees at the outset) account for 

                                                      
1  Full information for each country is provided in Annex B, showing the number of firms (as a proportion of total firms) at different levels of 

turnover in each country, by single- and double-taxed status. 

http://dx.doi.org/10.1787/sdbs-data-en


 

44 

between two and six per cent of the firm population, with 1% of the population of firms being ñgazelleò 

firms ï high-growth firms in their first five years of employing staff. 

29. This section considers the importance of SMEs in economies with respect to a number of 

characteristics, including their contribution to employment, value-added, exports and innovation. It 

concludes by looking at their survival rates. Information in this section has been drawn from the Structural 

and Demographic Business Statistics database, Entrepreneurship at a Glance (OECD, 2015) and 

questionnaire responses. 

Employment 

30. SMEs contribute significantly to total employment. In all countries for which data was provided, 

with the exception of India, SMEs account for over half of total employees
2
, whether defined by the 

number of employees or by the amount of turnover.  

Figure 1.2 Relative contribution of SMEs to total number of persons employed, 2014 

 

Source: Questionnaire responses. See Annex B for country details and caveats. The mean is the unweighted average of the 
countries shown in each graph. 

 

                                                      
2  Data provided in the questionnaire was on the number of persons employed, not the full-time equivalent employment. 
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31. Figure 1.2 shows the number of persons employed by firms with less than 250 employees (left-

hand panel) and with a turnover smaller than EUR 50 million (right-hand panel), as a percentage of total 

employment. The remaining percentage of total employment is provided by large firms (i.e., those 

classified above these thresholds). The figure shows that although countries vary in the proportion of 

employment provided by SMEs, as a whole, SMEs employ at least 60% of persons employed in all but 

four countries for which data was reported (Australia, France, India and Luxembourg). They account for 

over 75% of persons employed in Chile, Estonia, Japan and New Zealand, with firms with less than 250 

employees employing 66% of the labour force on average, and 77% for businesses with an annual turnover 

of less than EUR 50 million. The low proportion of those hired by SMEs in India may reflect the presence 

of unregistered firms that account for a significant proportion of employment.  

32. Micro-enterprises (i.e., less than 10 persons employed, or less than EUR 2 million in turnover) in 

particular account for a significant share of employment. Together with small enterprises (less than 50 

employees or turnover smaller than EUR 2 million) they provide the greatest share of employment, 

accounting for at least 30% of total employment across all countries, except India, and over 50% in 

Estonia, Japan and New Zealand. However, in some countries, such as the United States, businesses 

without employees may be ñindependent contractorsò and are similar to workers.
3
 

33. The contribution of SMEs to employment differs by sector. In the service sector, a greater 

proportion of employment is found in SMEs than in the manufacturing sector, partly reflecting the capital 

intensive nature of manufacturing, although SMEs account for over 50% of employment in both sectors in 

all countries except Germany, Russia and the United States. SMEs operating in the service sector employ a 

greater percentage of employees than those in the manufacturing sector in all countries except the 

Netherlands, Portugal and the United Kingdom. Figure 1.3 shows the proportion of total employment in 

each sector in SMEs across countries.  

Figure 1.3 Employment, SME share, manufacturing and services (2012 or latest available year) 

Source: Calculations based on Entrepreneurship at a Glance 2015 (OECD, 2015c). Figures for Ireland and Israel are for 2011. 
Figures for Mexico are for 2009. Data for Japan are provided by the Small and Medium Enterprise Agency in Japan, using the 2012 
Economic Census for Business Activity (MIC, METI) in Japan, and show the share of enterprises with less than 300 employees. 

                                                      
3  The distinction between an independent contractor and an employee depends on the specific facts. In the United States, the general rule is that 
an individual is an independent contractor if the payer has the right to control only the result of the work and not what will be done and how it will 

be done. The earnings of a person who is working as an independent contractor are subject to Self-Employment Tax (United States Internal 

Revenue Service, 2015). 
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34. SMEs employ around 60% of employees in the manufacturing sector despite making up over 

99% of the firm population. Micro-enterprises also play a more significant role in the services sector than 

in the manufacturing sector, accounting on average for around 34% of total employment in the service 

sector and 14% in manufacturing (OECD, 2015c). 

SME contribution to value-added and exports 

35. In most economies, SMEs account for a considerable proportion of value-added (defined as the 

difference between production and intermediate consumption), although the proportion is lower than for 

the number of persons employed due to the typically lower labour productivity of SMEs compared to 

larger firms. SMEsô share of value-added, however, varies by sector and also by country, with SMEs in 

certain sectors (such as transportation, storage, gas, steam and air conditioning) contributing more to value-

added in some countries than larger firms, although the relevant sectors differ between countries. The 

proportion of value-added derived from SMEs at an economy-wide level is shown in Figure 1.4 for 31 

countries. 

36. Figure 1.4 shows that the proportion of value-added from SMEs ranges from just over 30% in 

Mexico to 84% in Luxembourg, with SMEs in most countries accounting for between 55 to 75% of value-

added. A significant proportion of this comes from the smallest SMEs, due to their greater numbers. Large 

enterprises account for comparably more value-added on a firm by firm basis; on average, they account for 

42% of value-added despite accounting for less than 1% of firms (OECD, 2015c).  

Figure 1.4 Value added, by enterprise size (2012 or latest available year) 

 
Source: Entrepreneurship at a Glance 2015 (OECD, 2015c). * Data for Japan for the 50 to 249 size class is not shown as the data 
collected for Japan does not separately identify these enterprises. 

37. The share of direct exports from SMEs varies significantly across countries, ranging from just 

over 6% in Mexico to over 54% in Ireland. SMEs account for less than half of total exports in all but two 

countries, as shown in Figure 1.5. Notably, within the SME sector, it is medium-sized enterprises 

(enterprises with between 50 and 250 employees), rather than micro or small enterprises, which contribute 

most to exports in each country, with the exception of Ireland.  
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38. Figure 1.5 notes only the direct contribution to exports made by SMEs. SMEs may also make 

indirect contributions to exports as suppliers of larger exporting businesses. Preliminary estimates of the 

scale of this impact suggest that it can significantly exceed the direct effect (OECD, 2015c).  

39. SMEs are also increasingly involved in global value chains as partners, suppliers and distributors 

of large and multinational companies. This presents a range of opportunities, including benefits from 

involvement in new, global and niche markets for the provision of specialised products and services, the 

ability to outsource non-core activities, and cooperation with partners both upstream and downstream 

(OECD, 2008). Firms that are able to respond quickly and to innovate are better-positioned to play a part in 

these global value chains (OECD, 2014). Tax settings that are conducive to growth and that support SME 

finance and innovation are part of the broad backdrop necessary to promote SME involvement in global 

value chains. 

Figure 1.5. Export by enterprise size class (2012 or latest available year) 

 

Source: Entrepreneurship at a Glance 2015 (OECD, 2015c). 

40. In all countries for which data were reported, higher shares of large firms are involved in 

innovation activity than SMEs. On average, in these countries, 27% of SMEs engaged in some form of 

innovation against 55% of larger enterprises. This may reflect the greater impact of barriers to innovation 

(such as lack of funding, or the high costs of innovation) on smaller than larger enterprises (OECD, 2014). 

Survival  

41. Younger businesses tend to have a high failure rate than older firms, with over half of enterprises 

failing by the fifth year of their operation. Data for a selection of countries in Table 1.1 indicates the 

successive survival rates of new enterprises (regardless of their size) in the first five years of their 

operation. While this will be affected by prevailing macroeconomic conditions which can differ between 

years, it indicates the high rate of volatility among younger firms. 

  

0

20

40

60

50-249 10-49 0-9
Firm size by number of employees

Percentage of exports (%)



 

48 

Table 1.1 Survival rates of new businesses in first five years of operation, 2012 

Country Year 1 Year 2 Year 3 Year 4 Year 5 

Austria 87% 77% 66% 60% 55% 

Czech Republic 84% 63% 54% 48% 43% 

Hungary 70% 53% 41% 32% 27% 

Italy 83% 69% 53% 45% 38% 

Luxembourg 91% 75% 66% 58% 50% 

Portugal 85% 68% 56% 46% 39% 

Slovenia 84% 70% 52% 48% 43% 

Spain 74% 60% 45% 36% 29% 

Source: OECD calculations based on OECD Structural and Demographic Business Statistics, http://dx.doi.org/10.1787/sdbs-data-en. 

1.3  Taxable income and tax status of SMEs 

42. This section discusses characteristics of SMEs from a tax perspective, drawing on data reported 

by G20 and OECD countries in questionnaire responses. It considers first the total taxable business income 

of SMEs (at the entity level), looking at the share of total taxable income of different sized SMEs and the 

average taxable income for firms of different sizes. It then considers the proportion of entities at different 

size levels that are double-taxed (i.e., where SME income is taxed at both the entity and the personal level) 

and the respective contributions to taxable business income from single-taxed and double-taxed entities. 

Taxable income 

43. Taxable business income at the entity level includes taxable income from single-taxed entities 

(reported as personal income) as well as business-level income from double-taxed entities. It does not 

include personal income from double-taxed entities in the form of dividends or capital gains, to include this 

would be double-counting. However, taxable income at the entity level will not necessarily include all 

SME income, particularly for owner-operated business as it will not include SME income paid as labour 

income to the owner. The labour income of the owner of a SME, whether single or double-taxed, will 

typically be deductible against business income and treated as taxable personal income of the owner.
 4
  

44. The share of SMEs in total business income differs markedly across the countries which provided 

data in response to the questionnaire. These results are summarised in Figure 1.6, which indicates the 

relative contribution to total taxable business income at the entity level reported within countries by 

different sized firms. The left hand side of the figure shows the break-down by the number of people the 

SME employs, while the right hand side is broken-down by the annual turnover of firms. The remaining 

contribution is derived from large firms, defined as firms with more than 250 employees and turnover 

greater than EUR 50 million, respectively.  

45. Figure 1.6 shows that the amount of taxable business income of firms with less than 250 

employees ranges between 31% of total business income in Argentina to 85% in Estonia, averaging 63% 

for the countries for which data is available. A similar pattern is observed for firms with turnover of less 

than EUR 50 million, whose share of total taxable business income ranges from 38% of total business 

income in the United States to 90% in Estonia, averaging 63% among the countries that provided data. 

                                                      
4  Labour income of owners is not deductible in the United States if the SME is organised as a sole proprietorship or partnership.  

http://dx.doi.org/10.1787/sdbs-data-en
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46. The smallest category of firms by employment (i.e., those with nine employees or fewer) 

accounts for a larger share of taxable income than firms with 10-250 employees, averaging 35%, seven 

percentage points more than the three other SME categories combined. A similar picture can also be seen 

for firms with the lowest level of annual turnover (less than EUR 2 million), averaging 34%; in all but two 

countries these firms contribute over 20% of taxable income, while in the majority of countries this rises to 

over 30% of taxable income. 

Figure 1.6 SMEs relative contribution to total taxable business profits at entity level, 2014 

 

Source: Questionnaire responses. See Annex B for country details and caveats. The mean is the unweighted average of the 
countries shown in each graph. 

47. The greater contribution of the smallest SMEs to total taxable business income is largely due to 

their high share in the firm population in each country. Although the share of total business income is 

larger for the smallest SMEs than for larger entities, average taxable income per firm increases relatively 

steadily with firm size, both on an unweighted average basis across the countries that provided this data 

and also within each of the individual countries.  

48. Figure 1.7 illustrates the average total taxable business income at entity level reported by single 

and double-taxed firms across the countries that provided data. For the figure on the left-hand panel, firm 

size is categorised by the number of employees, and on the right-hand side, by annual turnover. The 

underlying data for each country is presented in Annex B.  

49. The average total taxable business income for both single and double-taxed firms increases quasi-

exponentially as the size of the business increases. The average total taxable business income at entity level 
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of double-taxed micro-enterprises is EUR 47 000 compared to EUR 12.1 million for the largest firms (by 

employees) and EUR 22 000 compared to EUR 22.1 million (by turnover). At all business sizes ï defined 

by number of employees ï double-taxed firms have higher average taxable income than single-taxed firms. 

The difference between the two is relatively small when the size of the business is small, but the gap 

between the two firm structures widens as the size of the firm increases. 

Figure 1.7 Unweighted country averages of total taxable business profits at entity level for single-taxed and 
double-taxed firms, 2014 

 

Source: Questionnaire responses. Countries included are AUS, AUT, DNK, EST, FRA, DEU, HUN, IND, IRL, ITA, NZL, SVN (left-
hand panel) and AUS, AUT, CAN, EST, FRA, DEU, HUN, ISL, IRL, ITA, KOR, NZL, POR, SVN, USA (right-hand panel). Individual 
country calculations and caveats are provided in Annex B. 

50. Both the increasing levels of taxable income with entity size and the higher levels of taxable 

income in double-taxed entities are representative of the patterns observed at individual country level, 

which are shown individually in Annex B.  

Tax status of enterprises as single- or double-taxed 

51. The income of SMEs may be taxed at the personal level only, or at both the entity level and again 

at the personal level when the income is distributed to the owners or investors. In many but not all cases, 

the tax status of a SME follows its legal form, with unincorporated entities generally being single-taxed 

and incorporated entities generally being double-taxed ï although this assumption is not true for all 

countries, as described in Chapter 2. Incorporation may offer a number of advantages to business, 

including in many cases limited liability of the shareholders, improved access to capital markets and 

increased ease of business continuity.
 5

 However, the formation of an incorporated business is generally 

more costly in terms of legal fees in establishing and registering articles of incorporation, compared with 

setting up an unincorporated business, and typically has higher ongoing costs.  

                                                      
5  The United States is an exception in that limited liability of shareholders is not limited to corporate entities and may explain why most SMEs 

in the United States are organised in single-taxed entities discussed below. 
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52. Double-level taxation of businesses is increasingly common as business size increases, whether 

measured by employment or by turnover. Across all countries for which data was provided in response to 

the questionnaire, larger entities are more likely to be doubled-taxed than smaller entities. This likelihood 

increases as firm size increases, whether measured in terms of number of employees or turnover, where all 

countries except the United States (which allows flow-through taxation of many incorporated entities so 

that they are taxed only at the personal level) report that over 60% of large firms are taxed at both the 

entity and the personal level. The most marked difference in tax status is observed between micro and 

small enterprises: that is, in firms on either side of the boundary marked by ten employees or turnover of 

more than EUR 2 million. As double-tax status often, but not necessarily, follows incorporation, this 

implies that firms are more likely to incorporate as they grow in size. An unweighted average of the 

respondents to the questionnaire illustrates that 38% of firms with nine or fewer employees have double-

tax status. The number of firms with double-tax status rises to 79% and 86% for businesses with 10-49 

employees and 50-249 employees, while the rate for enterprises with 250 employees or more is 94 percent. 

The equivalent rates for firms classified by turnover size follow a similar pattern; 40 percent, 83 percent, 

85% and 87% for businesses with turnover smaller than EUR 2 million, between EUR 2 and 10 million, 

between EUR 10 and 50 million and over EUR 50 million, respectively. 
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Figure 1.8 Proportion of double-taxed entities by firm size, 2014  

 

Source: Questionnaire responses. See Annex B for country details and caveats. The mean is the unweighted average of the 
countries shown in each graph. 

53. Figure 1.8 illustrates the proportion of entities of each size that are taxed at both the entity and 

the personal level. It shows entities by the number of employees working in firms (left-hand side) and by 

the amount of firm turnover (right-hand side). Countries are ranked by the share of microenterprises. 

Business income by tax status 

54. The amount of total taxable business income reported by single and double-taxed entities also 

varies considerably between countries. Figure 1.9 shows the relative share of total taxable business income 

of single and double-taxed firms of all sizes in each country which provided this information. 

55. In all countries other than Austria, Germany and the United States, double-taxed enterprises 

report a greater share of taxable business income than single-level taxed entities. This is partially linked to 

the fact that double-taxed entities typically report higher levels of taxable income than single-taxed entities. 
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On average, double-taxed firms reported 74% of total taxable income. A significant factor in the difference 

between the contributions to taxable firms across countries is the overall level of double-level taxation of 

entities within those countries. For example, in Austria and the United States around 13% of businesses are 

subject to double-level taxation, compared to 33% and 58% in Slovenia and Estonia, respectively. 

Figure 1.9 Contribution to total taxable business profits at entity level by firm structure, 2014 

 

Source: Questionnaire responses. See Annex B for country details and caveats. The mean is the unweighted average of the 
countries shown in the graph. 

1.4 Conclusions 

56. SMEs are a strongly diverse group, spanning all sectors of the economy. They differ in terms of 

employment, from micro-enterprises with less than ten employees and less than EUR 2 million in turnover 

to medium-sized enterprises with up to 250 employees and EUR 50 million in turnover. They also differ in 

whether they export or innovate; and growth rates differ strongly among SMEs, from high-growth young 

enterprises to businesses that fail in the early years of their operation. 

57. In all of the countries measured, SMEs make up over 99% of all firms. The large numbers of 

SMEs mean that they contribute significantly to total employment, particularly in the service sector. The 

number of micro-enterprises means that they account for a substantial share of employment in most of the 

jurisdictions considered. Micro-enterprises also account for a significant share of value-added, although the 

higher labour productivity of larger firms means that the share of value-added from SMEs is lower, relative 

to their share in employment. Medium-sized enterprises and larger firms contribute more to exports, 

although SMEs indirect contribution to exports as suppliers and partners of larger firms should not be 

underestimated.  

58. From a tax perspective, SMEs report the largest proportion of total taxable business income, with 

much of this being reported by micro-enterprises due to their share in firm population. Taxable income 

rises steadily with firm size, as does the proportion of firms subject to double-level taxation. On average, 

double-level taxed firms are more profitable than single-level taxed firms of the same size, and 

consequently they report a greater share of total taxable income. 

59. The following chapters examine the different dimensions of tax policy and administration that 

affect SMEs of different sizes, forms and activities. Those tax dimensions can affect a number of important 

economic margins at which SME owners, investors and managers make decisions. 
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Chapter 2. Income taxation of SMEs 

60. This chapter describes the different tax regimes that apply to income from SMEs under personal 

and corporate income tax regimes. It describes the general rules rather than preferences that apply in some 

cases, which are described in Chapter 3 of this study. The study considers tax rules as they apply to SMEs 

operating in a domestic context and does not consider cross-border or international tax issues that may 

arise for SMEs engaged in transnational activity.
6
 

61. Section 2.1 of this chapter provides an overview of the framework and assumptions used in this 

chapter. Section 2.2 discusses the taxation of SMEs when they are taxed only at the personal level. Section 

2.3 discusses the taxation of SMEs that are subject to taxation at both the business and personal levels. 

Section 2.4 concludes by discussing the impact of income taxes at different economic margins. 

2.1  Framework & assumptions 

62. The way in which SME income is taxed, and the different forms of taxation depending on the 

form of the business or distribution of income, can influence a number of decisions made by the owner. 

These decisions include whether to move into self-employment from employment (or unemployment), 

whether to operate a SME formally or informally, whether to incorporate the business or not, and decisions 

about whether income should be distributed as dividends, capital gains, or as compensation for labour (i.e., 

wages). The decisions do not occur linearly and may be revisited throughout the life and growth of the 

SME. They are summarised in Figure 2.1.  

63. Many of these decisions will be affected by a myriad of factors not examined in this study, such 

as the ability of SMEs to attract finance or the availability of limited liability. However, examining 

marginal statutory tax rates that apply to different forms of income and to unincorporated and incorporated 

SMEs can provide some indication of the influence of the tax system on each of these economic margins.  

64. This chapter reviews the income taxation of SMEs considering personal and corporate income 

taxes. In most countries, the taxation of a SME under personal and corporate taxes will depend on its 

business form: typically, unincorporated SMEs are taxed only at the personal level whereas incorporated 

SMEs are taxed first at the corporate level and then again when profits are distributed at the personal level, 

subject to any integration measures between these levels of taxation. When corporate taxes apply, 

differential rates may be applied for business under a certain size threshold. In some countries, the nature 

of the tax treatment may differ from the legal status of the firms, where in some circumstances 

unincorporated businesses are taxed at both the corporate and personal levels, or incorporated businesses 

may be taxed only at the personal level. Table 2.1 summarises the extent to which taxation follows the 

legal form of the entity in 37 countries. 

                                                      
6  Many countries are reforming or considering reforming their tax rules, including changes under consideration as part of the OECD/G20 

project on base erosion and profit shifting (OECD, 2013b). 
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Figure 2.1 Influence of taxation on SME economic margins 

 

* This assumes that the tax consequences of incorporation are to add a layer of taxation at the entity level. This may not be the case 
for all entities as in some countries, some incorporated entities are taxed only at the personal level, or some unincorporated entities 
may be subject to taxation at both the entity and personal level. Table 2.1 provides a brief description of these exceptions.  

Table 2.1 Single and double level taxation and relationship with incorporation 

 Tax follows 
legal form 

Unincorporated entities taxed under corporate 
income taxes 

Incorporated entities taxed only under personal 
income taxes  
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Y Co-operative corporations can distribute 
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Chile  Y Sociedad de hecho; a Fondo de inversion 
privado if it does not comply with the 
requisites for being taxed as such; co-
ownerships; and an Empresario individual 
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under the Business Profits Tax. 

Y Sociedades professionales and (as of 1 Jan 
2017) any Sociedad with only individuals as 
owners or participants, may opt to pay the 
personal tax. 

China Y     

Czech Republic Y     

Denmark    Y Partnership companies and limited 
partnerships 

Estonia    Y Firms only subject to PIT 
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although losses are quarantined at the entity 
level 
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France  Y A fiscally-transparent tax regime applies to 
unincorporated entities (sociétés créées de 
fait), who can opt to be taxed under 
corporate tax. 

Y Fiscally-transparent companies (including 
sociétés civiles, sociétés en nom collectif, 
entreprises unipersonnelles en participation) 
can opt to be taxed under corporate tax. 

 

Companies with limited liability status taxed 
under CIT (sociétés anonymes, sociétés par 
actions simplifiées, sociétés à responsabilité 
limitée) can opt, under conditions, to be taxed 
only at the personal level for five years of 
creation of an unlisted company the capital of 
which is owned at least for 50% by individuals 
and at least for 34% by the company's 
president and or CEO and their family 
members. 

Germany Y     

Greece Y     

Hungary  Y Trust funds   

Iceland    Y Limited partnership companies, associate 
limited companies or general partnership 
companies that do not apply for independent 
tax status 

India  Y Partnership firms or limited liability 
partnerships 

  

Ireland Y     

Italy Y     

Japan Y Y Trusts (other than group investment trusts 
etc. and only where certain requirements 
are met) 

  

Korea Y     

Luxembourg Y     

Mexico  Y Trusts & non-profit entities   

Netherlands  Y Some partnerships   

New Zealand  Y Unit trusts and Maori authorities Y Look-through companies 

Poland    Y Limited partnerships 

Portugal    Y  

Slovak Republic    Y Limited partnerships 

Slovenia Y     

South Africa Y     

Spain Y     

Sweden Y     

Switzerland  Y Associations and trusts; investment funds   

Turkey  Y Partnerships, if double-tax status is 
requested 

Y Unlimited companies 

United Kingdom Y     

United States  Y Check the box partnerships can elect 
taxation as corporations. Certain publicly 
traded partnerships taxed as corporations 

Y S corporations (no more than 100 
shareholders, under certain conditions). 
Certain kinds of funds (RICs & REITs) 
generally face single level of tax. 

Source: Questionnaire responses. 

65. In addition to personal and corporate income taxes, social security contributions (SSCs) may also 

apply to SME income. Thirty-two OECD countries levy SSCs, with Australia and New Zealand being the 

only exceptions. Contributions are levied on both employees and employers and separately on the self-

employed. Germany and Japan do not have compulsory self-employed SSCs and Poland has compulsory 

self-employed SSCs paid as a lump sum. Employee and employer SSCs are typically levied on labour 

income alone, whereas self-employed SSC are generally levied on total taxable business income, including 

both labour and capital income. The design of these systems varies, as described more fully in Annex C. 

66. In some countries, SMEs may be taxed under special taxation regimes that differ from standard 

personal or corporate income tax rules. Examples of these regimes include presumptive taxes that base the 
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calculation of tax on a proxy for income (e.g., turnover or number of employees) or the specific SME tax 

regimes existing in Hungary and Mexico. Eligibility for these schemes may be based on an entityôs size, 

capitalisation, income, or age. These systems are described in Chapter 4. 

67. Tax preferences may also affect the overall tax liability for a SME. Many countries apply 

preferential taxation of capital gains made on SME investments, or provide enhanced credits or deductions 

in respect of SME tax calculations. These are described in Chapter 3 but are not taken into account in this 

analysis of the general tax rules.  

68. The tax rates reported in this chapter are statutory rates rather than effective rates as they do not 

include tax base considerations that determine the extent to which taxable business income differs from 

economic income, or the impact of tax credits in reducing tax liabilities. The way in which the tax base is 

calculated, particularly with regard to allowable deductions, may differ by entity type. Similarly, some tax 

credits are only available to one form of entity. For these reasons, cross-country comparisons of these rates 

require caution and care in the analysis. To the extent that tax base and tax credit provisions do not differ 

based on the form of entity, within country comparisons of single and double-taxed entities are useful as 

the tax rates provide an indication of the difference in effective tax rates between these forms. Where 

deductions and tax credits apply specifically to SMEs but not to other business forms, these are described 

in chapter 3, but are not taken into account in this analysis. 

69. The marginal statutory tax rates shown in this chapter generally assume that the taxpayer is 

subject to the top marginal rate. However, not all SME owners face top personal rates so there is some 

discussion of rates faced at lower levels of income. Further assumptions specific to each form of taxation 

are described in the relevant subsections of this paper. 

2.2  Single-level taxation of SME income  

70. This section discusses the taxation of SMEs that are subject to tax only at the personal level of 

the owner or owners. SMEs taxed only at the personal level are typically unincorporated businesses. They 

include both sole proprietors with or without employees and businesses with two or more owners, for 

example, general or limited partnership structures. In both cases, net business income typically flows 

through to the owner and is taxed at the personal level according to the relevant personal income tax 

structure. In certain cases, income from incorporated businesses may also flow-through to the owners and 

be treated as their personal income for tax purposes. These include look-through companies in New 

Zealand and S-corporations in the United States. Given the similar tax treatment of sole proprietorships 

and partnerships, the discussion in the paper around personal taxation of unincorporated business income 

concentrates on the sole proprietorship case. 

71. In most countries, net unincorporated business income is taxed together with other personal 

taxable income, including employment income, according to the graduated personal income tax rate 

schedule applicable in that country. In countries with a dual income tax system, income from 

unincorporated businesses is divided into a business component (often based on a measure of a return to 

capital), which is taxed at business income tax rates (or, in the case of Norway, subject to a shielding 

deduction at the personal level), and a return to labour, which is included with other income from labour 

and taxed accordingly. 

72. Box 2.1 provides further information on dual tax systems in Finland, Denmark and Sweden. 
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Box 2.1 Taxation of business income under dual income tax systems 

Under the dual income tax system operating in Finland, income from capital and earned income are treated 

separately. In particular, income from capital is subject to national income tax rate at a rate of 30% below EUR 30 000 
and at 33% above this, while earned income is subject to national income tax at progressive rates and to municipal 
income tax and church tax at flat rates (depending on the municipality and church) and to social security contributions. 
Net business income generated by sole proprietorships and partnerships is distributed to their owners and taxed only 
in the personal income taxation of the owners. Net business income is divided into a capital income component and an 
earned income component in the personal taxation of owners using a formal division rule. The general division rule 
states that net business income is treated as capital income to a maximum amount of 20% of net capital used in the 
business (at the end of the previous tax year), with earned income determined as the residual amount of net business 
income. However, unlike the owners of partnerships, owners of sole proprietorships can also choose a) to have their 
net business income treated as capital income to a maximum amount of 10% of the net capital used in a business (at 
the end of the previous tax year), or b) have their whole net business income treated as earned income. Income from 
labour is subject to combined personal taxes and social security contributions (at the threshold for the highest income 
tax rate) of 62%. Dividends earned by natural persons on shares in non-listed companies are taxed in a different 
manner. Dividend income up to a maximum post-corporate tax return of 8% on the investorôs shareholding is treated 
as capital income, with the remainder treated as earned income. Twenty-five per cent of the capital income dividend 
component (up to a maximum of EUR 150 000, and 85% beyond this limit) is taxable as capital income. Seventy-five 
per cent of the earned income dividend component is taxable as earned income. 

Under the dual income tax system operating in Denmark, capital income, personal income (including 

employment income and business income), dividend and capital gains income from shares and controlled foreign 
company income are treated separately. Taxable income, consisting of the aggregate of personal income and capital 
income less general deductions, is subject to national income tax at progressive rates and to municipal income tax and 
church tax at a flat rate (depending on the municipality), with employment income subject to social security 
contributions. Income from shares up to DKK 49 200 is subject to national income tax at a flat rate of 27%, with a 42% 
rate applying above this limit. A special regime for business income of individuals allows income retained in a reserve 
to be taxed at a 24.5% rate (corresponding to the rate of corporate income tax). When income is withdrawn from the 
reserve, it is taxed as personal income at progressive rates with a credit for the 24.5% (reserve) tax. Income from 
labour is subject to combined personal taxes and social security contributions (at the threshold for the highest income 
tax rate) of 56%. 

Under the dual income tax system operating in Sweden, capital income, business income and employment 

income are calculated separately, with net business income and net employment income aggregated to determine 
earned income. Capital income is subject to national income tax at a flat rate of 30% (20% for dividend income from a 
closely held company), while employment income is subject to national income tax at progressive rates, to municipal 
income tax at a flat rate (depending on the municipality) and to social security contributions. A special regime for 
business income of individuals allows income retained in an ñexpansion fundò to be subject to tax at a 22% rate (equal 
to the corporate income tax rate). When income is withdrawn from the expansion fund it is either taxed as employment 
income, or, if optional ñpositive interest allocationò rules are utilised, is split into a capital income component and an 
employment income component [with a credit for the 28% (reserve) tax]. Income from labour is subject to combined 
personal taxes and social security contributions (at the threshold for the highest income tax rate) of 69%. 

51. There is a wide range of diversity in income levels within single-level taxed SMEs, as discussed 

further in Box 2.2. Consequently, the applicable marginal tax rates and social security contributions (SSCs) 

payable vary considerably between SMEs. To consider the difference that the level of income of the SME 

and its owner makes, this study considers tax rates on single-taxed enterprises at two levels of income: 

firstly, at the marginal tax rate where the top personal income tax threshold applies, and secondly, at the 

level of the average wage. 
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Box 2.2 Single-taxed entities and levels of taxable income 

As detailed in Chapter 1, the SME population is vastly different in terms of number of employees, turnover, the 
sectors that SMEs are involved in, exports and growth potential. There are consequently significant differences in the 
taxable income of SMEs. While taxable income tends to increase with size, as shown in Chapter 1, there remains 
significant variation in levels of taxable income reported by entities within each size group. 

Single-taxed SMEs encompass a wide range of actors and entity types, not all of which correspond to the image 
of a small business. One example includes SMEs which provide a platform through which a sole proprietor offers 
professional services to larger companies, for example, a consultant. These types of SMEs typically have no (or a very 
limited number of) employees and in many ways, do not strongly differ economically from employees. As they are 
primarily a vehicle for supplying the labour of the owner, they may also have minimal deductions for tax purposes. 
Another example relates to providers of professional services, such as doctors or lawyers, who may operate alone or 
in partnerships. To the extent that these SMEs have higher incomes than the average SME income, the marginal rate 
at the top personal tax threshold may be a useful indicator. A third group of SMEs are those engaged in substantive 
business activity, providing goods and services to the public, often with a number of employees in addition to the 
owners. Each of these types of single-taxed SMEs has very different characteristics for tax purposes, including the 
level of taxable business income. 

To better define the small business sector, Knittel (et al., 2011) developed two tests to determine whether 
reported business income was derived from ñósubstantial operationsôé carried out in a óbusinesslikeô mannerò. The first 
of these tests was to determine whether the activity generated or had the potential to generate non-negligible income. 
For this test, a minimum of USD 10 000 of income or deductions was applied. The second test determined whether the 
business was making businesslike deductions (for example, rent employment, or payment to other firms for goods and 
services), so excluded entities that reported less than 5 000 of deductions. To identify small businesses in the 
remaining population, a threshold of USD 10 million of income and deductions was set. 

Using this approach, the amount of small business income for different owners was identified, as set out in Table 
2.2.1. 

Table 2.2.1 Average income from small businesses and from other sources for small business owners in 
the United States, 2010, USD 

 Taxpayers with flow-
through income 

With Small Business Income/loss 

 
With employees No employees All 

 

Flow-through 
income 

Adjusted 
gross 

income 

Small 
business 

income 

Adjusted 
gross 

income 

Small 
business 

income 

Adjusted 
gross 

income 

Small business 
income 

Adjusted 
gross 

income 

Median 2 500 44 800 14 200 90 700 3 400 47 700 4 700 54 400 

Mean 18 500 92 100 47 100 202 200 10 700 92 300 18 600 113 400 

Source: Information provided by the United States Treasury Department. 

When considering the applicable rate for small businesses, these results demonstrate that the top marginal rate 
in the United States applies only to a small proportion of the small business population. The top marginal rate applies 
to income above USD 310 000, whereas the average income of SME owners, even with all other sources of income 
included is well below this level. Estimating tax rates at the average wage level (USD 53 000 in 2010), as shown in 
Table 2.2.1 may, therefore, be more representative of the small business population. 

This result is also consistent with information provided in the questionnaire responses, where many countries 
report average levels of taxable profits of singled-taxed entities that are well below the top marginal tax rate threshold. 
These results are presented in full in the Annex. 
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73. Table 2.2 shows the marginal statutory tax rates applying to the net income of SMEs taxed only 

at the personal level. The second column shows the marginal rate applying to net personal income at the 

top statutory threshold under personal income taxes from SMEs (or to the labour income component, in the 

case of dual income systems) in each country, exclusive of self-employed SSCs. This shows the marginal 

rate at the earnings level where the top statutory personal income tax rate first applies and may therefore 

differ from the top statutory rate. The third column shows the amount by which the tax rate increases after 

self-employed SSCs have been taken into account. The level of SSCs has been determined as at the top 

personal income tax (PIT) threshold, rather than as at the top SSC threshold. This is consistent with the 

approach taken in Taxing Wages (OECD, 2015d) to the calculation of top marginal PIT rates. Where 

applicable, deductibility of SSCs under personal income taxes has been taken into account. The fourth 

column shows employee SSCs at the threshold for the top marginal PIT rate. The fifth column shows the 

threshold above which the top marginal personal income tax rate applies and at which self-employed SSCs 

have been calculated. Further detail on the rates and thresholds of self-employed SSCs can be found in 

Annex C.  

Table 2.2 Top marginal personal income tax rates, thresholds and social security contributions
7
, 2014 

 Top marginal rate, 
excl SSCs (%)

8
 

Self-employed SSC 
differential 

(percentage points) 

Employee SSC 
differential 

(percentage points) 

Threshold at which 
top rate applies (EUR, 

thousands) 

Australia 47   122 

Austria 50   647 

Belgium 45 22 14 47 

Canada 50   150 

Chile 40   118 

Czech Republic
9
 15 15 11 4 

Denmark 56   66 

Estonia 21 34 2 2 

Finland 49 13 8 108 

France 54  1 561 

Germany 47   260 

Greece 46   112 

Hungary
10

 16 46 19 - 

Iceland 44   63 

Ireland 51 4 4 100 

Israel 50   171 

Italy 48   300 

Japan 51  0 159 

Korea 39  4 127 

Luxembourg 44 1 1 164 

                                                      
7  Social security contributions have been calculated as at the top PIT threshold. This means that in many countries the top SSC threshold has 

been exceeded. 

8  This is the marginal rate at the earnings level where the top statutory personal income tax rate first applies and is taken from Table I.7 of the 

OECD Tax Database (OECD, 2015b). The rate takes account of the effects of tax credits, the deductibility of sub-central taxes against central 

government taxes, etc. 

9  In the Czech Republic, personal income tax is levied on employee income calculated as gross wages plus employer social security 

contributions. This leads to a top marginal rate, excluding SSCs, of 20.1% on employee income. The rate of SSC contributions for the self-

employed is 29.2%; however, this applies only to 50% of the tax base. 

10  The 46% rate for self-employed SSCs in Hungary assumes that wages are above the minimum tax base for each of the components of the SSC 

(150% of minimum wage for health insurance and the labour market contribution, 112.5% of minimum wage for the social contribution tax and 

100% of minimum wage for the pension contribution). 



 

61 

 Top marginal rate, 
excl SSCs (%)

8
 

Self-employed SSC 
differential 

(percentage points) 

Employee SSC 
differential 

(percentage points) 

Threshold at which 
top rate applies (EUR, 

thousands) 

Mexico 35 0.2 0.3 170 

Netherlands
11

 50  3 59 

New Zealand 33   44 

Norway 39 11 8 103 

Poland 21 23 18 24 

Portugal 50  11 281 

Slovak Republic 22  13 40 

Slovenia 39  22 95 

Spain 52   305 

Sweden 57 12  68 

Switzerland 36 6 6 247 

Turkey 36   38 

United Kingdom 45 2 2 186 

United States 46 3 2 310 

Unweighted mean 42 14 8 154 

Median 46 12 5 118 

Source: OECD calculations based on the OECD Tax Database (OECD, 2015b). The calculations for France assume that the 
maximum level of self-employed contribution has been reached.  

74. In moving from employment to self-employment (in the form of a sole proprietor), there are two 

main changes to taxes payable, based on the calculations in Table 2.2 at the top marginal rate. For 

countries which separate the taxation of labour and capital from small business income, the taxpayer will 

face a lower average tax rate on their income due to the lower rates applied on the business income 

component. The second change is due to the difference in SSCs payable, moving from employee and 

employer SSCs to self-employed contributions, and in some cases, to changes to the base for SSC 

calculations.
12

 Table 2.2 also shows the additional tax payable under self-employed and employed 

contributions. Although within individual countries this can vary markedly, self-employed contributions 

are greater at the level of the top personal threshold in most countries and on an unweighted average basis, 

in many cases as the self-employed do not have an employer making social security contributions on their 

behalf.  

75. However, as seen in Box 2.2, the top marginal rate will not apply to the full SME population. 

Depending on the level of the threshold applied, it may only apply to a small proportion of owners of 

SMEs in some countries. For this reason, Table 2.3 shows the marginal tax rates applying to net income at 

the level of the average wage in each country. The second column shows the marginal rate applying to net 

personal income from SMEs at 100% of the average wage (or to the labour income component, in the case 

of dual income systems) in each country, exclusive of self-employed SSCs. This information has been 

taken from Taxing Wages (OECD, 2015d). The third column shows the amount by which the tax rate 

increases after self-employed SSCs have been taken into account at 100% of the average wage, including 

any effect of deductibility if relevant. The fourth column shows the level of employee SSCs that apply at 

                                                      
11  Figures for the Netherlands exclude the impact of the SME profit exemption (which exempts 14% of the profits of single-taxed entities from 

taxation) and the deduction for entrepreneurs (a fixed deduction of EUR 7 280). Both are discussed further in Chapter 3. These reduce the marginal 

tax rates on SME profits and increase the effective threshold for the top marginal rate. The impact of these reductions is shown in Table 2.7. 

12  In Finland, employee and employer SSCs are based on gross wages, whereas the base of (most) self-employed SSCs is YEL-income (defined 

as gross wage that would be paid to an equally competent person). The YEL is determined by the self-employed person, but the level of the 

contribution affects future entitlements. 
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this income level. The fifth  column shows the level of the average wage in 2014. Further detail on the rates 

and thresholds of self-employed SSCs can be found in Annex C.  

Table 2.3 Marginal personal income tax rates less cash contributions and social security contributions
13

 at 
100% AW, 2014 

 

Marginal rate at AW, 
excl. SSCs (%) 

Self-employed SSC 
differential 
(percentage points) 

Employee SSC 
differential 
(percentage points) 

The average wage 
(EUR, thousands) 

Australia 34   54 

Austria 31 18 18 43 

Belgium 42 22 13 46 

Canada 30 10 5 34 

Chile -  7 9 

Czech Republic
14

 15 15 11 11 

Denmark 34  8 53 

Estonia 21 34 2 12 

Finland 37 16 8 43 

France 30 29 14 37 

Germany 41  11 46 

Greece 35   20 

Hungary 16 46 19 10 

Iceland 38   44 

Ireland 48 4 4 34 

Israel 33   28 

Italy 31 22 9 30 

Japan 27  1 35 

Korea 17  4 28 

Luxembourg 37 15 12 55 

Mexico 18 7 1 6 

Netherlands
15

 46 5  49 

New Zealand 30   34 

Norway 36 11 8 65 

Poland 10 26 17 10 

Portugal 32  11 17 

Slovak Republic 30   10 

Slovenia 21  22 18 

Spain 28 21 6 26 

Sweden 25 22 7 45 

Switzerland 22 8 5 74 

Turkey 18  15 10 

United Kingdom 30 9 2 44 

United States 32 13 8 38 

Unweighted mean 30 10 7 33 

Median 30 8 6 34 

Source: OECD calculations based on the OECD Tax Database (OECD, 2015b). The calculations for France assume that the 
maximum level of self-employed contribution has been reached. For Hungary, which has a flat rate of personal tax, the SSC rate at 
the lowest minimum SSC threshold is shown. 

                                                      
13  Social security contributions have been calculated as those applying at 100% of the average wage. When the top SSC threshold has been 

exceeded, this is shown as zero. 

14  In the Czech Republic, personal income tax is levied on employee income calculated as gross wages plus employer social security 

contributions. This leads to a top marginal rate, excluding SSCs, of 20.1% on employee income. The rate of SSC contributions for the self-

employed is 29.2%; however, this applies only to 50% of the tax base. 

15  Figures for the Netherlands exclude the impact of the SME profit exemption (which exempts 14% of the profits of single-taxed entities from 

taxation) and the deduction for entrepreneurs (a fixed deduction of EUR 7 280). Both are discussed further in Chapter 3. These reduce the marginal 

tax rates on SME profits and increase the effective threshold for the top marginal rate. The impact of these reductions is shown in Table 2.7. 
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76. At the level of the average wage, the marginal tax rate applicable to labour earnings is lower in 

almost all countries, as in almost all countries the threshold for the top marginal rate is above the level of 

the average wage (with exceptions being the Czech Republic, Estonia, Hungary and Ireland). Social 

security contributions are however often higher than at the threshold for the top marginal rate, as more 

countries apply both self-employed and social security contributions at the average wage.
 16

 For social 

security contributions, this is the case in Finland, Hungary, Luxembourg, Poland, Sweden, Switzerland, the 

United Kingdom and the United States. Self-employed contributions add more to the total marginal rate 

than employee social security contributions, on a simple average basis. However inter-country differences 

are strong, with self-employed contributions being greater in most countries at the level of the average 

wage, as before, often due to the fact that self-employed persons do not have employers making 

contributions on their behalf.  

77. If the owner of the SME has other income that is in excess of the top marginal rate thresholds, the 

average marginal statutory rates shown for SME income in Table 2.2 will also be the average statutory tax 

rate on that income (except under a dual income tax system). For individuals without other sources of 

income, or with lower levels of other income, SME income will be taxed at lower rates under the marginal 

income tax system, meaning the average of the statutory tax rates on SME income will vary depending on 

the level of taxable income. 

78. Table 2.4 shows the average tax rates on SME income at different levels of personal income on 

labour income, assuming the tax payer has no other income, that are calculated using the Taxing Wages 

model (OECD, 2015d). The table excludes self-employed SSCs. Average rates are compared at different 

levels of the average wage. The average wage is used as a basis of comparison across countries given that 

the total income generated by a SME may be influenced by many other variables in these countries that 

would render comparisons at a given level of business income less useful, for example, GDP per capita, 

wage earnings per capita, or labour productivity.  

Table 2.4 Average personal tax rates (excl. SSCs) at different levels of average wage income, 2014 

 Average tax rate at multiples of the average wage (AW) (%) 

 
100% of AW 200% of AW 300% of AW 400% of AW 500% of AW 

Australia 23 31 35 38 40 

Austria 17 26 32 35 37 

Belgium 28 37 40 42 43 

Brazil 0 4 9 13 16 

Canada 16 25 32 36 38 

Chile 0 1 2 3 4 

China 0 4 8 12 15 

Czech Republic 12 16 17 18 18 

Denmark 36 44 48 50 51 

Estonia 18 19 20 20 20 

Finland 23 32 38 40 42 

France 15 22 26 30 33 

Germany 19 30 35 37 39 

Greece 9 22 27 30 33 

Hungary 16 16 16 16 16 

Iceland 28 35 38 40 41 

                                                      
16  The United States is an exception in that the SSC rate is lower above the USD 117 000 social security threshold. 
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 Average tax rate at multiples of the average wage (AW) (%) 

 
100% of AW 200% of AW 300% of AW 400% of AW 500% of AW 

India 0 3 10 17 21 

India
17

 0 3 9 16 20 

Indonesia 0 2 3 5 7 

Ireland 16 32 37 40 42 

Israel 9 19 24 27 31 

Italy 22 31 34 37 39 

Japan 8 14 20 26 30 

Korea 5 12 17 22 25 

Luxembourg 18 27 32 36 37 

Mexico 9 15 17 19 21 

Netherlands
18

 16 32 38 41 43 

New Zealand 17 25 27 29 30 

Norway 21 29 32 34 35 

Poland 7 8 11 14 16 

Portugal 16 27 31 34 36 

Slovak Republic 9 13 15 17 18 

Slovenia 11 18 23 25 26 

South Africa 12 20 25 29 31 

Spain 17 25 32 36 38 

Sweden 17 35 42 46 48 

Switzerland 11 18 23 26 28 

Turkey 12 18 20 22 25 

United Kingdom 14 25 32 36 37 

United States 17 24 28 30 32 

Unweighted mean 14 21 25 28 30 

Median 15 22 26 29 31 

Source: Calculations based on Taxing Wages (OECD, 2015d) for a single taxpayer with no children. 

79. Table 2.4 shows that there is a wide variation in the average tax rates applied to labour income, 

with the increases in tax rates on different levels of small business income, measured in multiples of the 

average wage. This variation is a function of the tax rate systems and structures in each country, including 

the relationship between the average wage and the top marginal tax rate applied to personal income. Both 

the unweighted mean and median demonstrate the pattern shown in most countries, where most of the 

increase in the average tax rate takes place between the first and third multiple of the average wage, with 

the increase in average rates tapering off after this as the average wage level in most countries increases 

past the threshold for the top marginal rate.  

2.3  Double-level taxation of SME income 

80. This subsection discusses the tax treatment of SMEs that are subject to taxation at both the entity 

level and again at the personal level when profits are distributed, either as dividends or capital gains (on 

realisation). Any integration between the corporate and personal levels of taxation will be relevant to 

determining the total level of taxation on SME income.  

                                                      
17  Results for the minority case where the employee is in a firm with over 20 employees. 

18  Figures for the Netherlands exclude the impact of the SME profit exemption (which exempts 14% of the profits of single-taxed entities from 

taxation) and the deduction for entrepreneurs (a fixed deduction of EUR 7 280). Both are discussed further in Chapter 3. These reduce the marginal 

tax rates on SME profits and increase the effective threshold for the top marginal rate. The impact of these reductions is shown in Table 2.7. 
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81. Double taxation most commonly applies to incorporated SMEs, where the separate legal status of 

the entity confers a separate status for tax purposes. However, in some countries, unincorporated entities 

may also be taxed at both the corporate and personal level. Examples of these include certain trust funds 

(for example in Hungary, New Zealand, Mexico and Switzerland), or limited partnerships that are able to 

be taxed as corporations in India. Table 2.1 provides more information on unincorporated entities that are 

taxed at both the corporate and personal levels. 

82. This subsection begins with a discussion of taxation at the corporate level and is followed by a 

consideration of the taxation of income from SMEs at the personal level on dividends, capital gains, or 

labour income, including any applicable integration measures between the two levels of taxation.  

Taxation at the entity level 

83. Net income of SMEs subject to double level taxation is taxed first under the corporate tax system. 

Most countries apply a single statutory corporate income tax (CIT) rate, (including relevant federal and 

state taxes) to the full amount of taxable profits of incorporated businesses, regardless of the size of the 

company or the amount of taxable income. However, fourteen countries tax SME income using graduated 

small business corporate tax rates. These rates apply to SME income under a particular level, often in 

conjunction with other eligibility criteria based on the turnover or capitalisation of the business.  

84. Table 2.5 shows the basic statutory corporate tax rates in 37 countries. It also shows statutory 

small business tax rates and income thresholds where these are applicable, together with any other 

eligibility criteria. Where a series of graduated small business rates apply at different levels of income, 

Table 2.5 shows each of the rates and thresholds that apply.  

Table 2.5 Basic and small business corporate tax rates, thresholds and eligibility criteria, 2014 

 Basic CIT 
rate (%) 

Small 
business CIT 

rate(s) (%) 

Threshold(s) 
(income, EUR 

thousands) 

Notes & other eligibility criteria for small business rates 

Argentina 35    

Australia
19

 30    

Austria 25    

Belgium
20

 33.99 24.978 

31.93 

35.535 

25 

90 

323 

Applicable when total taxable income is less than EUR 322 500. In 
order to qualify for the reduced rates, the company must fulfil additional 
conditions, relating to the activity of the company, the shareholding, the 
yield on the capital and the directorsô remuneration. 

Canada 26.3 15.2
21

 341 Applies to qualifying active business income of Canadian-controlled 
private corporations when taxable capital is less than CAD 10 000 000. 
Relief is phased out between CAD 10 000 000 and CAD 15 000 000 

Chile 20    

Czech Republic 19    

Denmark 24.5    

Estonia 21    

                                                      
19  Since 1 July 2015, companies with an annual turnover of less than AUD 2 million have had their tax rate reduced by 1.5 percentage points to 

28.5 per cent. Unincorporated small businesses with annual turnover less than AUD 2 million will receive a 5 per cent discount on tax payable 
(capped at AUD 1 000). 

20  As in the Tax Database, the Allowance for Corporate Equity has not been taken into account. All rates listed (standard CIT and small business 

rates) include a 3% austerity surcharge.  

21  This includes corporate tax at the central government level at 11% and an additional 4.2% (average) at the provincial/territorial level. In April 

2015, the Canadian government announced that the 11% federal government corporate tax rate for small businesses would be gradually reduced to 

9% by 2019. 
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 Basic CIT 
rate (%) 

Small 
business CIT 

rate(s) (%) 

Threshold(s) 
(income, EUR 

thousands) 

Notes & other eligibility criteria for small business rates 

Finland 20    

France 31.33
22

 15 38 Applicable where turnover does not exceed EUR 7.63 million and at 
least 75% of ownership is held by natural persons (or by companies 
owned at least 75% by natural persons)  

Germany 29.8    

Greece 26    

Hungary 19 10 1 620  

Iceland 20    

India 30.9 

32.445 

33.99 124 

1 235 

 

Ireland 12.5   Full relief is available for the first three years of operation for companies 
incorporated after 1 October 2008 and that have started a new trade for 
CIT up to EUR 40 000 and partial relief for CIT up to 60 000. 

Israel 26.5    

Italy 27.5    

Japan 34.62 See notes See notes Basic corporate tax rate is 32.11% from April 2015 and 31.33% from 
April 2016. For corporations whose capital is JPY 100 million or less, 
there are special measures that mean a reduced tax rate (15%) is 
applied to part of their income (up to JPY 8 million per year) 

Korea 24.2 11 143  

Luxembourg 29.2 28.2 15 Applies only to income under EUR 15 000 

Mexico 30   Reductions apply to primary sector companies: 

Taxpayers with an income up to 20 annual minimum wages (AMW) per 
associate (with a total limit of 200 AMW) are exempted from the 
corporate income tax, while those with an income over this threshold 
benefit from a 30% reduction until their income reaches 423 AMW. 
Additionally, companies or associations of producers with an income up 
to 4 230 AMW receive a 30% income tax reduction. 

Netherlands 25 20 200  

New Zealand 28    

Norway 27    

Poland 19    

Portugal
23

 31.5 18.5 

24.5 

27.5 

29.5 

15 

1 500 

7 500 

35 000 

Except for the 18.5% rate, these tax rates apply to all companies with 
income below the respective thresholds 

Slovak Republic 22    

Slovenia 17    

South Africa 28 0 

7 

21 

5 

25 

38 

Enterprises with a turnover below EUR 1 300 000 

Spain 30 25 300 SMEs with a turnover below EUR 5,000,000 and an average payroll of 
less than 25 employees are eligible for a 20% rate. 

Sweden 22    

Switzerland 21.1    

Turkey 20    

United Kingdom 21 20 

21.25 

372 

1 860 

Rates as of 1 April 2014. From 1 April 2015 the basic rate was reduced 
to 20% and the small business rate abolished.  

United States 39.1 20.02 

29.89 

38.76 

43.64 

38 

57 

75 

252 

 

                                                      
22  Companies not eligible for the small business rate also pay a solidarity surcharge which brings the CIT rate for these companies to 34.4%. 

23  Assumes a subnational tax rate of 1.5% at all levels of federal taxation. 
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 Basic CIT 
rate (%) 

Small 
business CIT 

rate(s) (%) 

Threshold(s) 
(income, EUR 

thousands) 

Notes & other eligibility criteria for small business rates 

38.51 

39.39 

42.26 

7 537 

11 306 

13 818 

Unweighted 
mean (all) 25.45 21.41 

-  

Median (all) 25.50 21.07 -  

Unweighted 
mean (countries 
with small 
business rates) 29.09 18.69 

-  

Median 
(countries with 
small business 
rates) 29.22 20.00 

-  

Source: OECD Tax Database (OECD, 2015b), the IBFD database (IBFD, 2015) and questionnaire responses. 

85. Table 2.5 shows that fourteen countries have lower corporate income tax rates for small 

businesses below a prescribed threshold. The largest differences between the basic and small business rates 

are found in Canada, France, South Africa and the United States. Across the whole group of countries 

considered, small business rates reduce the corporate tax rate by four percentage points on average. Across 

countries with a small business rate, the difference between the unweighted mean of the lowest small 

business rate and the basic rate is ten percentage points (nine percentage points if the median rates are 

measured). The level of income threshold differs between countries, with countries with higher thresholds 

typically offering a lesser reduction than those that apply small business rates only to the very smallest 

levels of income.  

86. A number of approaches are used in applying small business corporate tax rates: 

¶ Lower tax rate on first tranche(s) of profits, regardless of total income level: for example, Korea 

and the Netherlands tax the first amount of corporate profits at a lower small business rate, up to 

a small business profit threshold, regardless of the size of the company; 

¶ Withdrawal of tax relief at higher profit levels: for example, the United States applies a tiered 

CIT rate structure that taxes small business profits at lower rates, but withdraws this tax relief 

when taxing firms with significant profits through the use of rates above the basic corporate tax 

rate for higher brackets of corporate income, before returning to the basic corporate rate; 

¶ Reduced CIT rates for corporations with income below a certain level: Other countries including 

Luxembourg and Belgium apply reduced CIT rates only to firms with taxable profits less than a 

small business profit threshold; once a business exceeds this income threshold, full basic 

corporate tax rates apply to the entirety of the firmôs income; 

¶ Eligibility for small-business rates determined by non-income criteria instead of or in addition to 

income criteria: Japan uses a test based on the capital amount of the enterprise to determine 

eligibility for a small business rate, while France and Spain rely on a gross turnover test. Canada 

limits application of its small business tax rate to qualifying active business income of Canadian-

controlled private corporations (CCPCs), while using a capital test to withdraw small business tax 

rate relief. Firms that meet these eligibility criteria are eligible for a reduced rate of corporate tax 

on the first tranche of their profits. Belgium requires that the company also meet non-income 

criteria relating to their activities, shareholdings, capital yield and directorsô remuneration. 
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Figure 2.2 Average statutory CIT rates at different levels of business income (measured by multiples of the 
average wage), 2014 

 

Source: OECD calculations based on OECD Tax Database (OECD, 2015b), questionnaire responses and the IBFD database (IBFD, 
2015). 

87. For entities that are taxed under basic CIT rates, the average statutory rate at different levels of 

income will be the same as the marginal statutory rate. For those entities subject to different rates based on 

their level of income, the average statutory rate will increase as income passes the relevant thresholds, 

converging, in first and last case described above, on the basic corporate tax rate as income increases.  

88. To compare the average corporate tax rates at different income levels in countries with more than 

one corporate income tax rate, Figure 2.2 presents the average statutory CIT rates at different levels of 

wage income. As before, average wage income is used as a means of comparison across countries. Figure 

11 assumes that the firms shown meet all of the eligibility criteria for the small business rates. 
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89. Figure 2.3 shows average statutory corporate income taxes, including small business rates and 

thresholds, for the same fourteen countries, at a range of different taxable income levels. 

Figure 2.3 Average statutory CIT rates under small-business rates at different levels of business income, 2014 

 (G20 countries, left-hand panel; non-G20 OECD countries, right-hand panel) 

 

Source: OECD calculations based on OECD Tax Database (OECD, 2015b), the IBFD database (IBFD, 2015) and 
questionnaire responses. 

90. Figures 2.2 and 2.3 show the variation in the impact of small business corporate tax rates at 

different levels of small business income. In many countries, small business rates markedly reduce the 

amount of tax payable at lower levels of SME income (particularly among the G20 countries); whereas in 

others the difference in average tax rates is much smaller. Figure 2.3 shows the level of the first relevant 

threshold in each country (except Hungary, where the threshold of HUF 500 million (EUR 1.6 million) is 

beyond the right-hand side of the scale) at the point which the average tax rate starts increasing. If the 

change in rates is relatively significant, the impact of the small business rates and thresholds is to impose a 

sharply increasing average tax rate on SME income, as seen, for example in France, Japan, South Africa 

and the United States, in the left-hand panel of Figure 2.3. Canada, which also has a larger differential 

between the small business tax rates and the basic rate does not show this pattern because the threshold at 

which the small business rate ceases to apply is comparatively high, meaning that the average tax rate 

beyond this point increases more slowly. This pattern is also seen on Figure 2.2, where the increase in tax 

rates at different levels of the average wage (which is again used as a proxy for levels of business income) 

is sharper in these countries. In countries where the thresholds are relatively higher (for example, in 

Hungary or Spain) or where the small business tax rate differential is relatively small (e.g., India, 

Luxembourg and the United Kingdom) the increase in the average statutory tax rate at different levels of 

business income is much less marked.  

Taxation at the personal level 

91. After taxation at the corporate level, the income from incorporated SMEs may be subject to a 

second level of taxation at the individual shareholder level when they are distributed to the owner. 

Taxation at the personal level will depend on the form in which the income is received and on any 

available integration mechanisms between corporate and personal level taxation.  

92. There are three possible forms in which the income can be received. Distributed after-tax 

corporate profits are normally subject to shareholder-level dividend taxation, while capital gains on shares 

that result from the retention of after-tax profits may be subject to capital gains taxation upon the 
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disposition of shares. Finally, the wage income of an owner for hours worked in the business, deductible 

for corporate income tax purposes, is subject to personal income tax. This subsection considers each in 

turn. 

93. The owner or owners of a small business can receive post-corporate tax income from the business 

in the form of dividend income. How dividend income is taxed at the personal level will differ depending 

on the degree of corporate and personal integration in the country concerned. Under a classical income 

system, dividend income is included together with other income and is taxed at personal rates, with no 

integration relief for corporate tax paid. Under this system, there is double-taxation. To reduce this, 

modified classical systems apply in several OECD countries, which apply a lower rate of taxation to 

dividend income than to other forms of personal income. Another method of reducing double taxation is to 

tax only a portion of the dividends received at the personal level. Several OECD countries use a final 

withholding tax rate to apply a lower rate of taxation to capital income than to other forms of personal 

income. Finally, a group of countries apply imputation credits, taxing individual taxpayers on the grossed 

up value of the dividends but allowing tax credits to offset corporate tax paid, thus reducing or eliminating 

the amount of double taxation.  

94. These forms of integration also affect the benefit of reduced corporate tax rates on small business 

income. To the extent these methods double tax business income, any benefit from the reduced rates on 

small business income will be partially reduced by taxes at the personal level, so that the amount of the 

reduction in small business rates is reduced by the net of shareholder tax rate. For example, if a business 

earns EUR 100 and faces a corporate tax rate of 25%, EUR 75 will be taxable at the personal level 

(assuming the profits are distributed as dividends) under a classical system. If a small business corporate 

tax rate of 15% applies, EUR 85 will be taxable at the personal level. Where double taxation exists, the 

value of the small business rate to the shareholder (assuming income is not retained and later distributed as 

untaxed capital gains) will depend on the rate of tax they pay at the personal level. This impact will be 

reduced in systems where double taxation is lessened or avoided. 

95. The form of integration between the corporate and personal levels will affect the resulting tax 

rate on dividend income and therefore the difference between tax rates on single and double-taxed entities. 

Where a full classical system applies, corporate tax will add a second level of taxation to the owner, 

increasing the marginal statutory tax rate on business income. Different forms of integration may, however, 

have the opposite effect, where lower taxes on corporate income combined with lower withholding or 

capital rates, and the removal of SSCs, reduce the marginal statutory rate on business income.  

96. If post-corporate tax profits of a SME are reinvested, the resulting capital gains may be taxed 

again at the personal level, subject to any preferences applicable to the sale of shares from SMEs (see 

Chapter 3 for an overview of these). Capital gains are typically taxed on realisation at their nominal level, 

although Chile, Israel, Mexico and Portugal adjust the amount of the nominal gain for inflation. In many 

countries, shares that have been held for longer than a set period may benefit from a reduction or 

exemption from capital gains taxation. Either part or all of the gains from the sale of shares may be 

included in taxable income and may be subjected to tax at personal rates, special capital gains rates, or 

withholding rates (see Harding, 2013, for further information).  

97. Finally, profits from the business can, in the case of owner-operators, be distributed in the form 

of labour income. Where labour income is a deductible expense for the business, no corporate income tax 

will be paid at the entity level. At the personal level, labour income will be taxed at the applicable marginal 

tax rate on labour income and will also be subject to employee and employer SSCs. 

98. Table 2.6 shows the marginal statutory tax rates applying to each scenario. The first two columns 

show the top statutory rates on labour income inclusive and exclusive of employee SSCs (effectively 
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assuming that employer contributions do not affect wages). The third and fourth columns show the 

combined rate of tax on dividend income in each country, including integration between entity and 

personal levels, where used. The third column shows the combined rate under the basic CIT rate, whereas 

the fourth column shows the combined rate at the first step of the small business rate.
24

 The fifth and sixth 

columns show the combined tax rates on capital gains, including integration, under basic and small 

business tax rates, respectively. Capital gains rates assume that the shares had been held beyond any 

holding period test prior to sale and are based on Harding (2013) and consultations with national officials.  

Table 2.6 Labour tax rate, employee SSCs
25

 and combined statutory rates on dividends under basic and small 
business taxation, 2014  

 Top marginal rate on labour
26

 Combined corporate and 
personal rates on dividends 

Combined corporate and personal 
rates on capital gains

27
 

 excl SSCs 
(%) 

Employee 
SSC 

differential 
(percentage 

points) 

Combined 
rates under 
basic CIT 
rates (%) 

Reduction in 
combined rates due 
to small business 

CIT rates 
(percentage points) 

Combined 
rates under 
basic CIT 
rates (%) 

Reduction in 
combined rates due 

to small business CIT 
rates (percentage 

points) 

Australia 47  47  42  

Austria 50  44  39  

Belgium 45 14 51 -7 34 -9 

Canada 50  51 -2 40 -9 

Chile 40  40  21  

Czech Republic 15 11 31  19  

Denmark 56  56  48  

Estonia 21 2 21  33  

Finland
28

 49 8 42  39  

France 54 1 64 -10 54 -14 

Germany 47  49  44  

Greece 46  33  26  

Hungary 16 46 32 -8 19 -9 

Iceland 44  36  32  

Ireland 51 4 55  44  

Israel 50  49  38  

Italy
29

 48  46  42  

Japan 51 0 50 -11 42 -13 

Korea 39 4 51 -9 24 -13 

Luxembourg 44 1 43 -1 29 -1 

Mexico 35 0.3 42  30  

                                                      
24  For most countries, this is done at the first step of the applicable small business rate. For the United States, the small business rate used is the 

rate that applies at the top personal income tax threshold. 

25  Social security contributions have been calculated as at the top PIT threshold. This means that in many countries the top SSC threshold has 
been exceeded. 

26  This is the marginal rate at the earnings level where the top statutory personal income tax rate first applies and is taken from Table I.7 of the 

OECD Tax Database (OECD, 2015b). 

27  Personal tax rates on capital gains have been reduced by 25% to approximate the impact of deferral of taxation until realisation. 

28  Combined rates for Finland show the tax rate for listed dividends, which is also the maximum combined rate for non-listed dividends (if they 

are taxed wholly as capital income). However, non-listed dividends are taxed at lower rates (between 26-30%, depending on the amount of the 
income and the capital of the distributing company). 

29  In Italy, the taxation of non-qualified dividends and capital gains at the personal level was increased from 20% to 26% from 1 July 2014. The 

combined rates shown here include the new rate of 26%. 
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 Top marginal rate on labour
26

 Combined corporate and 
personal rates on dividends 

Combined corporate and personal 
rates on capital gains

27
 

 excl SSCs 
(%) 

Employee 
SSC 

differential 
(percentage 

points) 

Combined 
rates under 
basic CIT 
rates (%) 

Reduction in 
combined rates due 
to small business 

CIT rates 
(percentage points) 

Combined 
rates under 
basic CIT 
rates (%) 

Reduction in 
combined rates due 

to small business CIT 
rates (percentage 

points) 

Netherlands 50 3 44 -4 39 -4 

New Zealand 33  33  28  

Norway 39 8 47  37  

Poland 21 18 34  31  

Portugal 50 11 51  44  

Slovak 
Republic

30
 

22 13 33  33  

Slovenia 39 22 38  20  

Spain
31

 52  49 -4 44 -4 

Sweden 57  45  40  

Switzerland 36 6 37  21  

Turkey 36  34  20  

United Kingdom 45 2 45 -1 38 -1 

United States 46 2 60 0 49 -1 

Unweighted 
mean 

42 8 44 -2 35 -2 

Median 46 5 44 -2 37 -4 

Source: OECD calculations based on OECD Tax Database (OECD, 2015b). Capital gains rates were taken from Harding (2013) and 
from discussions with national officials, are for sales of long-held shares and do not consider any different treatments that may apply 
to liquidated SMEs. 

99. Taxes on capital gains can be deferred, often for many years, since most tax systems only tax 

capital gains when realised, not as they accrue over time. Deferral can significantly reduce the net present 

value of taxes on income earned through the accumulation of unrealised capital gains. This can occur when 

a small business owner chooses to receive lower wage compensation in return for growing ñsweat equityò 

in the business in the form of unrealised capital gains. In Table 2.6, the combined tax rates on capital gains 

include the impact of corporate taxation, the relevant integration method between company and personal 

taxes, personal tax rates, and the benefit of tax deferral. To approximate the impact of deferral in reducing 

the effective tax rate on capital, the effective tax rates shown in the table have been calculated using the 

personal tax rate applying to capital gains in each country, reduced by 25%.
32

 The amount by which 

deferral reduces the effective tax rate on capital gains on SME business income depends on the 

appreciation rate, the discount rate and the time for which the asset is held. A 25% reduction in the 

effective tax rate can occur under a number of combinations of these factors and is consistent, for example, 

with a holding period of 10 years, an appreciation rate of 6% and an annual discount rate of 7%.  

100. Table 2.6 shows that whether tax rates are higher on labour, dividends or capital gains income 

will depend not only on the respective rates applied to each form of income but also on the method of 

integration between corporate and personal taxation, the existence of small business rates for entity 

income, the level of SSCs and any capital gains tax exemptions that apply. For most countries, income 

                                                      
30  The combined statutory rate on dividends in the Slovak Republic includes health contributions of 14% which are levied at the personal level, 

but the maximum effective assessment base is not taken into account. 

31  Spain applies a progressive tax regime to capital gains, with rates as follows: EUR 0-6 000 in capital gains, 21%; EUR 6-24 000, 25%; over 
24 000, 27%. 

32  Reducing the personal tax rate on capital gains to reflect the benefit of deferral in decreasing effective tax rates was also the approach 

followed, for example, in King and Fullerton (1984) and Jorgenson and Yun (1987). 
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received in the form of capital gains income faces the lowest combined statutory tax rates (even where 

small business tax rates are not taken into account). Capital gains tax rates are often lower than tax rates on 

other income and a significant number of countries allow exemptions for capital gains on shares held for 

longer than a set period to be exempt from taxation. Moreover, the impact of deferred taxation of capital 

gains (i.e., when gains are taxed on a realisation rather than an accrual basis) also reduces the effective tax 

rate on capital gains income (assuming the interest rate is higher than zero). For all but ten countries, 

income received in the form of labour is the highest taxed. For the remaining ten, dividends face the 

highest tax rate (seven when the impact of small business rates is considered).  

101. The unweighted mean and median also follow these patterns. When the impact of SSCs is 

included, the highest average rates are found on labour income, although not significantly higher than 

dividends. Capital gains tax rates are the lowest, on an unweighted average basis. This implies that for 

many countries, the tax system provides incentives for incorporated SMEs to distribute their income as 

lower-taxed capital gains. This impact is particularly pronounced when other preferences on the sale or 

disposal of SME assets are considered; for example, further reductions or exemptions from capital gains 

tax, or gift and inheritance tax preferences. These are described in Chapter 3. 

2.4  Comparisons & conclusions 

102. Table 2.7 summarises tax rates that apply to different forms of SMEs. The second and third 

columns show the case of a SME owner subject to taxation at only the personal level, at 100% of the 

average wage and at the threshold for the top marginal rate, respectively. For such a SME owner, profits 

are taxable as the personal income of the owner under personal income taxes (with part of the income 

taxed as capital income in dual income tax systems). Self-employed SSCs apply to the total level of taxable 

income. In most countries, the top threshold is above the average wage, leading to lower income taxes on 

labour income earned at 100% of the average wage. However, in many cases, the level of self-employed 

contributions is also higher at this level of income than at the threshold for the top marginal rate, in some 

cases cancelling out the reduction in labour tax rates. 

103. The last three columns show the situation of SMEs subject to taxation at both the entity and 

personal levels, subject to top marginal rates. At the entity level, income will be taxed at either basic or 

small business rates that apply to income from SMEs. The second column shows the combined statutory 

rates applied to dividend income from a small business, including corporate taxation at small business rates 

(where applicable) and the top dividend marginal tax rate for the taxpayer, together with any integration 

mechanisms that apply. The third column shows the same information for income distributed in the form of 

capital gains income. It assumes that the shares were held longer than any applicable holding period test 

prior to sale, halving the relevant capital gains tax rate applied at the personal level to approximate the 

advantage of deferring taxation. The final column shows the case of an owner-operator of a SME who pays 

themselves in labour income at the top marginal statutory tax rate, which is deductible at the corporate 

level and subject to employee and employer SSCs.  
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Table 2.7 Marginal tax rates on different forms of business income, 2014 

 Single-level taxation Double-level taxation (typically, for incorporated SMEs) 

Nature of income Labour or business Dividends Capital gains Labour 

Corporate tax None Basic or small business rates Deductible against 
corporate income 

Personal tax Labour 

(at 100% AW) 

Labour 

(at top marginal rate 
threshold)

33
 

Dividend, incl. 
integration (at top 

marginal rate) 

Capital gains
34

, incl. 
integration (at top 

marginal rate) 

Labour (at top 
marginal rate) 

SSCs Self-employed 

(at 100% AW) 

Self-employed 

(at top marginal rate 
threshold) 

None Employee 

Australia 34 47 46 42 47 

Austria 49 50 44 39 50 

Belgium 64 67 44 25 59 

Canada 40 50 49 30 50 

Chile 0 40 40 21 40 

Czech Republic 30 30 31 19 26 

Denmark 34 56 56 48 56 

Estonia 54 54 21 33 23 

Finland 53 62 42 39 57 

France 58 54 52 40 55 

Germany 41 47 49 44 47 

Greece 35 46 33 26 46 

Hungary 62 62 24 10 35 

Iceland 38 44 36 32 44 

Ireland 52 55 55 44 55 

Israel 33 50 49 38 50 

Italy
35

 54 48 46 42 48 

Japan 27 51 39 29 51 

Korea 17 39 43 11 43 

Luxembourg 53 44 43 28 45 

Mexico 25 35 42 30 35 

Netherlands
36

 39 39 40 35 53 

New Zealand 30 33 33 28 33 

Norway 47 50 47 37 47 

Poland 36 44 34 31 39 

Portugal 32 50 51 44 61 

Slovak Republic
37

 30 22 33 33 35 

Slovenia 21 39 38 20 61 

Spain 50 52 45 40 52 

                                                      
33  This is the marginal rate at the earnings level where the top statutory personal income tax rate first applies and is taken from Table I.7 of the 

OECD Tax Database (OECD, 2015b) 

34  Personal tax rates on capital gains have been reduced by 25% to approximate the impact of deferral of taxation until realisation. 

35  In Italy, the taxation of non-qualified dividends and capital gains at the personal level was increased from 20% to 26% from 1 July 2014. The 

combined rates shown here include the new rate of 26%. 

36  Figures for the Netherlands include the impact of the SME profit exemption (which exempts 14% of the profits of single-taxed entities from 
taxation). They therefore differ from the figures shown in Tables 2.2 and 2.3. 

37  The combined statutory rate on dividends in the Slovak Republic includes health contributions of 14% which are levied at the personal level, 

but the maximum effective assessment base is not taken into account. 




































































































































































