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Introduction

Recent empirical research in taxation documents the use of tax havens and 
profit shifting activities by banks (Bouvatier et al., 2018; Dutt et al., 2019; 
Janský, 2020, Fatica and Gregori, 2020). 

In 2013, the EU Directive CRD IV required European banks to disclose

key information by country of operation.

We use country-by-country reporting data published to answer the following 
questions: 

• To which extent banks use tax havens? 

• How did this use change over the past seven years of mandatory country-by-
country reporting? 

• By how much do European countries stand to gain in tax revenue from the 
banking sector if a global minimum tax was introduced? 



Key Findings

European banks use tax havens significantly over 2014 to 2020, 
booking there 14% of their aggregated profits annually.

There is some heterogeneity across banks. The percentage of profits 
booked in tax havens ranges from 0% to 58%.

In this context a minimum tax has an important revenue potential, a 
25% minimum tax rate would raise EUR 10-13 billion in additional
taxes annualy, considering our sample of banks.



Roadmap

1. Data and methodology

2. Banks in tax havens: aggregate trends

3. Heterogeneity across banks

4. Tax deficit



Roadmap

1. Data and methodology

2. Banks in tax havens: aggregate trends

3. Heterogeneity across banks

4. Tax deficit



Our data

EU Capital Requirements Directive IV
• Country-by-country reporting compulsory for all financial institutions since

2015

• The following variables are reported on for all affiliates on a country-by-
country basis: Turnover, profit or loss before tax ,number of employees,
tax on profit or loss, public subsidies received

Our sample

• Data hand-collected for the period 2014 to 2020 (Barake, 2021)

• 36 systematically important banks headquartered across 11 European
countries

• Active in over 130 jurisdictions



Identification of tax havens

Two criteria

• Profit per employee: 
capture jurisdictions with low
substantial activities in proportion 
to their profits

➢ Top 20% jurisdictions

• Effective tax rates:
measure the effective tax rate 
applied on profits

➢ Jurisdictions with effective tax 
rate lower than 15%
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Tax havens jurisdictions

Profit per employee

• On average EUR 400 000, 7 times the average of the sample EUR 51 000 

• Highest profitability obseved in British Virgin Islands, Cayman Islands and Luxembourg

Effective tax rates

• Sample mean of 20%

• Zero rates in British Virgin Islands, Panama and Bermuda



Roadmap

1. Data and methodology

2. Banks in tax havens: aggregate trends

3. Heterogeneity across banks

4. Tax deficit



Banks in tax havens: aggregated trends

• 35% (about EUR 50 billion) 
of total profits from 
operations in domestic 
market

• 65% (about EUR 94 billion) 
from activities abroad 
through affiliates

• 14% (about EUR 20 billion) 
in tax havens. This share 
has been stable over the 
past 7 years



Distribution of profit and employees across country groups

• Profits booked in tax havens are 
on average 14% of the total, 
while employees only 4% of the 
total.

• In domestic and other foreign 
jurisdictions the portion of 
reported employees is higher
than profit.

• On average, domestic
jurisdictions account for 42% of 
total employees and 35% of 
profit

• While non-haven foreign 
jurisdictions account for 55% of 
employees and 51% of profit
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Profitability trends

In the selected tax haven, the 
profitability is persistely high as 
compared to the other country 
groups.

Profitability in tax havens is on 
average EUR 283 000 as 
compared to EUR 68 000 in 
non-havens and EUR 63 000 in 
the domestic market.



Trends in Effective Tax Rates

In the selected tax havens the 
effective tax rate (ETR) is
persistently lower as compared to 
the other country groups.

The ETR in tax havens is on 
average 12% as compared to 
21% in non-havens and 23% in 
the domestic market.
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Heterogeneity across Banks

Effective Tax Rate across Banks

The mean effective tax rate in our sample is 20%, and it ranges from 10% to 30% 
depending on the bank. 

Seven banks in our sample exhibit an effective tax rate, lower or equal to 15%. 

Only 5 banks have an effective tax rate that is above 25%.

Profits before tax across Banks

We observe that the mean percentage of profits booked in tax havens ranges 
from a minimum of 0% for 5 banks in our sample to a maximum of 58% for 
HSBC.



Pre-tax Profits across Banks

8 banks increased their
presence in tax havens by an
average of 6 percentage points

7 banks have stable presence

5 banks with no presence

16 banks decreased their
presence in tax havens by an
average of 7 percentage
points.



Profits and employees across Banks
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International tax reform

Banks are excluded from Pillar 1 but will be included in Pillar 2

Pillar 2 : minimum tax of 15% will most probably be applied

Tax deficit is to collect the difference where the affiliate has an effective 
rate lower than 15%

These revenues would be collected by the headquarter of the bank



The possible revenues 
from this tax from
European banks:

• 15%: 3 to 5 b € 

• between 10-16% of 
EU banks CIT 
revenues 

• 2 to 4 b € with carve-
outs) or or 6-13% of 
CIT

Tax Deficit Revenues



Top countries benefiting (with carve-outs) 

• United Kingdom (€600m- €1 200m or 11-21% of CIT)

• France (€280m-€400m or 4-6% of CIT)

Tax Deficit Revenues by HQ



• Banks’ profits in tax havens seem to be stable over time

• The banks are heterogeneous and some are more tax aggressive

• The different profitability ratios suggest that the banks in tax havens either
are involved with some degree of profit shifting or are benefiting from other
multinationals placements

• More transparency needed towards the activity of banks through the CbCR

• A minimum tax rate might discourage the banks’ use of the low tax countries
and tax havens by decreasing the race to the bottom of tax rates

• 15% minimum tax rate would generate 2 to 4 billion euros (with carve-outs),
revenues would increase if the chosen rate of the minimum tax increases

Conclusion
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