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Introduction Data Results: rates Conceptual framework Results: decomposition Conclusion

We know that:

» There is a sizeable profit shifting by multinationals;
(Alvarez-Martl'nez et al., 2021; Bilicka, 2019; Garcia-Bernardo and Jansky, 2024; Riedel,
2018; Tgrslgv et al., 2023)

» The scale of profit shifting has been increasing over time;
(Clausing, 2016; Garcia-Bernardo, Jansky, and Zucman, 2022; Wier and Zucman, 2022)

» The global minimum tax’s objective is to reduce profit shifting.
(Barake et al., 2021; Cobham et al., 2022; Devereux, 2023; Gomez Cram and Olbert, 2023;
Hebous and Keen, 2023; Hugger et al., 2024; Johannesen, 2022; OECD, 2020; Schjelderup
and Stahler, 2023)

Boukal, Jansky, Johannesen and Palansky Global Minimum Tax and Profit Shifting 3/32



Introduction Data Results: rates Conceptual framework Results: decomposition Conclusion

We know that:

» There is a sizeable profit shifting by multinationals;
(Alvarez-Martl'nez et al., 2021; Bilicka, 2019; Garcia-Bernardo and Jansky, 2024; Riedel,
2018; Tgrslgv et al., 2023)

» The scale of profit shifting has been increasing over time;
(Clausing, 2016; Garcia-Bernardo, Jansky, and Zucman, 2022; Wier and Zucman, 2022)

» The global minimum tax’s objective is to reduce profit shifting.
(Barake et al., 2021; Cobham et al., 2022; Devereux, 2023; Gomez Cram and Olbert, 2023;
Hebous and Keen, 2023; Hugger et al., 2024; Johannesen, 2022; OECD, 2020; Schjelderup
and Stahler, 2023)

The global minimum tax aims to reduce profit shifting.

Boukal, Jansky, Johannesen and Palansky Global Minimum Tax and Profit Shifting 3/32



Introduction Data Results: rates Conceptual framework Results: decomposition Conclusion

We know that:

» There is a sizeable profit shifting by multinationals;
(Alvarez-Martl'nez et al., 2021; Bilicka, 2019; Garcia-Bernardo and Jansky, 2024; Riedel,
2018; Tgrslgv et al., 2023)

» The scale of profit shifting has been increasing over time;
(Clausing, 2016; Garcia-Bernardo, Jansky, and Zucman, 2022; Wier and Zucman, 2022)

» The global minimum tax’s objective is to reduce profit shifting.
(Barake et al., 2021; Cobham et al., 2022; Devereux, 2023; Gomez Cram and Olbert, 2023;
Hebous and Keen, 2023; Hugger et al., 2024; Johannesen, 2022; OECD, 2020; Schjelderup
and Stahler, 2023)

The global minimum tax aims to reduce profit shifting.

... BUT will the global minimum tax reduce profit shifting?

Boukal, Jansky, Johannesen and Palansky Global Minimum Tax and Profit Shifting 3/32



Introduction Data Results: rates Conceptual framework Results: decomposition

Introduction

Rationales for the Global Minimum Tax

(#1) Increase tax contribution from large businesses

(#2) Reduce scope for profit shifting

(#3) Level the playing field for firms
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Introduction

A set of diagnostics

(#1) Increase tax contribution from large businesses
— Higher average tax rate

(#2) Reduce scope for profit shifting
— Less tax rate dispersion within firms

(#3) Level the playing field for firms
— Less tax rate dispersion across firms
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Data

Firm-level country-by-country reporting data for 788 multinationals
20% of all large multinationals globally
34 thousand multinational-country observations

vvyyvyy

788 multinationals with activities in Slovakia, 1827 Slovak subsidiaries paired
across three data sets: (i) country-by-country reporting data, (ii) tax returns,
and (iii) financial statements
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Covering 20% of activities of all large multinationals
globally

Revenue EUR 13,061 bn
Tax+ EUR 208 bn
Profits EUR 1,196 bn
Employees 26.7 mn
T T T T T
0.0 0.1 0.2 0.3 0.4

Sample coverage
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Country-by-country reporting, tax returns and financial
statements

ChCR Level: Information gbout Multinational
headquarters and operational G A
jurisdictions. roup
I 1 1
CbCR Level: Financial information Activities in Acitivties in Actitvities in
aggregated at jurisdictional level Slovakia Jurisdiction X Jurisdiction Y

|
| |

Subsidiary Level: Financial
information from tax returns and
financial statements in Slovakia
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Profitability and effective tax rates:
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Profitability and effective tax rates: Slovakia
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The mechanical impact not accounting for firm or
government responses

RESULTS
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Large dispersion in affiliate-level tax rates before top-up
taxes
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Before carve-outs, top-up taxes push almost all affiliates
above 15%
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Carve-outs allow some affiliates to fall down below 15%

64 ! Global
Iminimum [ Before top-up taxes
tax
| After top-up taxes
5 } = (with carveouts)
’ |
|
|
4 |
2 I
5 |
o
s 1
S .34 |
o I
2 I
» I
24 |
I
I
}
A |
1
| 1
04 ! I I U
0-5% 5-10% 10-15%  1520%  2025%  25:30%  3035%  3540%  40-45%

MNE-level effective tax rate

Boukal, Jansky, Johannesen and Palansky Global Minimum Tax and Profit Shifting 15/32



Introduction Results: rates Conceptual framework Results: decomposition

Strikingly low tax rates in the baseline for internal profit
centers
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Data

Results: rates Conceptual framework Results: decomposition Conclusion

Most of the tax increase applies to internal profit centers

Boukal, Jansky
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Distribution of MNE-level effective
tax rates in 2020
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Before carve-outs, top-up taxes push almost all MNEs
above 15%
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Carve-outs allow some multinationals to fall down below
15%
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Average tax rate across all MNEs increases by around 3
percentage points
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A summary of the results

Rationales for the Global Minimum Tax

(#1) Increase tax contribution from large businesses
- average rate: ~3%-points
- global tax bill: ~€200bn 1

(#2) Reduce scope for profit shifting
- within-firm tax dispersion |
- mostly but not only internal profit centers

(#3) Level the playing field for firms
- between-firm tax dispersion |

Boukal, Jansky, Johannesen and Palansky Global Minimum Tax and Profit Shifting 22/32



Introduction Data Results: rates Conceptual framework Results: decomposition Conclusion

The impact on tax revenue accounting for firm and
government responses

CONCEPTUAL FRAMEWORK
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Institutional background

Which countries:
» Participating
» Implementing

» Non-participating
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Institutional background

Which countries:
» Participating
» Implementing
» Non-participating

Which top-up taxes
» Domestic top-up tax (QDMTT)
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Institutional background

Which countries:
» Participating
» Implementing
» Non-participating

Which top-up taxes
» Domestic top-up tax (QDMTT)
> Headquarter top-up tax (IIR)
> Non-headquarter top-up tax (UTPR)

The participation of countries is crucial: (i) only implementing countries can apply
top-up taxes and (ii) in an easier way to multinationals in participating countries.
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Conceptual framework Results: decomposition

Global minimum tax, profit shifting and tax revenue

Conclusion

Top-up taxes affect revenue both directly (top-up tax revenue) and indirectly
(corporate income tax revenue through profit shifting)

» Increase in top-up taxes applied by the country

» Increase in corporate income tax through less profit shifting out of the country

» Decrease in corporate income tax through less profit shifting in the country
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Global minimum tax, profit shifting and tax revenue

Top-up taxes affect revenue both directly (top-up tax revenue) and indirectly
(corporate income tax revenue through profit shifting)

» Increase in top-up taxes applied by the country
» Increase in corporate income tax through less profit shifting out of the country

» Decrease in corporate income tax through less profit shifting in the country

Profit shifting
> For the estimation of profit shifting we consider Hines & Rice (1994)
methodology

» The decreased incentive to shift profit is proportional to changes in the
differences in effective tax rates as there will be an increase in minimum
taxation

» We consider substance-based carveouts
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Seven components

We decompose the change in tax revenue into:
@ Domestic top-up tax
® Headquarter top-up tax
® Non-headquarter top-up tax
® Income tax domestic
@ Income tax headquarter

@ Income tax other

@ Income tax decrease
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RESULTS: DECOMPOSITION
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Tax revenue composition based on profit shifting behavior

Top up taxes increase Income tax revenue increase

9 39

Paying below 15% in Slovakia Paying below 15% outside Slovakia

0 20 40 60 80 100 120

Income tax revenue: Income tax decrease
Top up taxes: Domestic top-up tax

Top up taxes: Third country top-up tax
Income tax revenue: Income tax domestic
Income tax revenue: Income tax headquarter
Income tax revenue: Income tax third country

paooon
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Figure: Changes in profit shifting
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The global change in profit shifting
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Discussion

Key takeaways:

> Increase average rate: ~3%-points 1 and global tax bill: ~€200bn 1

» Reduce scope for shifting: within-firm tax dispersion |, internal profit centers
» Level the playing field for firms: between-firm tax dispersion |
>

Slovakia's corporate tax revenue will increase by 4% = half of the increase in
top-up taxes, half in corporate income taxes due to halving of profit shifting

>

Clearly too soon for a final verdict on the reform and the responses
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Thank you!

Tomas Boukal
Institute of Economic Studies, Charles University

tomas.boukal©@fsv.cuni.cz
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Table: Semielasticity model results

Dependent variable: Log of Profit (1) Linear (2) Quadratic (3) Logarithmic
Log of Assets 0.357%** 0.357%** 0.357%**
g (72.11) (72.37) (72.28)
Log of Labor 0.419%** 0.420%** 0.420%**
g (55.85) (56.18) (56.25)

. -0.885*** -7.867*** 4.246%%*
Effective tax rate (-4.50) (‘13.16) (9.75)
okk
Effective tax rate (quadratic) 1@(),142127)
. Aok
Effective tax rate (logarithmic) (()_'3719)
. 0.288%** 0.301%** 0.316%**
Log of GDP per capita (25.73) (26.85) (27.82)
Log of Population 0.0757*** 0.102%** 0.101%**
e P (7.36) (12.96) (12.93)
Constant 3.342%*% 3.207%** 0.430
(18.22) (18.04) (1.50)
N 19,747 19,747 19,747
R2 0.647 0.650 0.650

Note: t value in parentheses. * pj0.05, ** pj0.01, *** p;j0.001

For the calculation of tax semi elasticities we use only observations with positive profits. We
replace the negative values of tax accrued by 0 and do not allow for higher effective tax rates
than 50%. The control variables in terms of GDP per capita and population are taken from
World Development Indicators published by the Word Bank.
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This paper
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This paper

Research question: How the global minimum tax affects multinationals, changes
profit shifting incentives and impacts tax revenues?

Data: 34 thousand multinational-country observations from country-by-country
reports of ca 800 large multinationals headquartered in many countries

Main findings:
» The global minimum tax increases effective tax rates to up to 15%, but the
increase is heterogeneous and lower than without carve-outs

» The global minimum tax lowers incentives to shift profits for most

multinationals, which are likely to pay higher effective tax rates in most
countries worldwide.

> The corporate tax revenues of Slovakia will increase by 4%, with most of the
increase due to its minimum top-up taxes.

» The rest of the increase is corporate income tax on profits that will no longer
be shifted out of it.

» Profit shifting will decrease by slightly more than half and much of it will
continue to few European countries that did implement the reform.

Boukal, Jansky, Johannesen and Palansky Global Minimum Tax and Profit Shifting 3/13



Motivation

We know that:

» There is a sizeable profit shifting by multinationals;
(AIvarez—Martinez et al., 2021; Bilicka, 2019; Garcia-Bernardo and Jansky, 2024; Riedel,
2018; Terslgv et al., 2023)

» The scale of profit shifting has been increasing over time;
(Clausing, 2016; Garcia-Bernardo, Jansky, and Zucman, 2022; Wier and Zucman, 2022)

» The global minimum tax’s objective is to reduce profit shifting.
(Barake et al., 2021; Cobham et al., 2022; Devereux, 2023; Gomez Cram and Olbert, 2023;
Hebous and Keen, 2023; Hugger et al., 2024; Johannesen, 2022; OECD, 2020; Schjelderup
and Stahler, 2023)
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» There is a sizeable profit shifting by multinationals;
(AIvarez—Martn’nez et al., 2021; Bilicka, 2019; Garcia-Bernardo and Jansky, 2024; Riedel,
2018; Terslgv et al., 2023)

» The scale of profit shifting has been increasing over time;
(Clausing, 2016; Garcia-Bernardo, Jansky, and Zucman, 2022; Wier and Zucman, 2022)

» The global minimum tax’s objective is to reduce profit shifting.
(Barake et al., 2021; Cobham et al., 2022; Devereux, 2023; Gomez Cram and Olbert, 2023,;
Hebous and Keen, 2023; Hugger et al., 2024; Johannesen, 2022; OECD, 2020; Schjelderup
and Stahler, 2023)

The global minimum tax aims to reduce profit shifting.

... BUT will the global minimum tax reduce profit shifting?

Boukal, Jansky, Johannesen and Palansky Global Minimum Tax and Profit Shifting 4/13



Mechanical effect of the global minimum tax on effective
tax rates: employees, without carve-outs
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Mechanical effect of the global minimum tax on effective
tax rates: employees, with carve-outs
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Mechanical effect of the global minimum tax on effective
tax rates: frequency, without carve-outs
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Mechanical effect of the global minimum tax on effective
tax rates: frequency, with carve-outs
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Composition of tax revenue post-reform, less profit shifted
into Slovakia

10 20 30 40 47.3 50
Category

o

B ncome tax decrease - less profit shifting from other countries into Slovakia

[Z50 Top-up tax on undertaxed profits - companies shifting profits out of Slovakia

3 Top-up tax on undertaxed profits - companies shifting profits to Slovakia

L= Top-up tax forgone with respect to baseline (retrospective) scenario, cc ies shifting less profits to Slovakia
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Distribution of multinationals’ activities according to their
effective tax rates

Global Slovakia
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A hypothetical example

Parent entity in Austria

/

Low-tax subsidiary

.

High-tax subsidiary

in Luxembourg in Slovakia
Luxembourg Austria Slovakia TOP_.UP tax
recipient
. Implementing Participating
Domestic top-up tax with domestic top-up tax or implementing B Luxembourg
Participating or implementing . .
Headquarter top-up tax (without domestic top-up tax) Implementing - Austria
Participating or implementing N . .
Non-headquarter top-up tax (without domestic top-up tax) Participating Implementing Slovakia
No Taxation Non-participating - - No taxation
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Correlation coefficients for individual data sources

FS MNE FS Firm

COCR MNE

FS MNE FS Firm

ChCR MNE

Boukal, Jansky, J

Profit or Loss

71.80
81.82
TR Firm TR MNE
Revenues Related**
1.40
1.01
98.48
R firm TR MNE

nnesen and Palansky

72.56

FS MNE

247

FS MNE

Tax Accrued

E
H se23
H
=- 90.21
¥
H
o 82.41 72.56
&
g
TR Firm TR MNE FS MNE
Research & Development**
E
=- 10.01
2
ES 3713
¢
H
& 20.06 11.75
2
g
TR Firm TR MNE FS MNE
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Number of Employees (E)/ Wage (W)*

FS Firm(W)

B
e
H
E
EN
=
4
g
8
TR Frm(E) TR MNE(E) 7S MNE(W)
Assets Revenues Total
z H
s =
g 9847 |4 93.48
]

5] [S]

FS MNE FS MNE
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Changes in Profit Shifting Due to the Introduction of
Global Minimum Tax

Out of Slovakia 760 386 49% 887 433 51% 1850 1138 38%

Income tax domestic 449 212 53% 482 218 55% 962 562  42%
Income tax headquarter 275 89  53% 275 141 49% 605 367  39%
Income tax third country 99 68 60% 113 56 50% 258 182 29%
Non-participating 18 18 0% 15 15 0% 25 25 0%

Into Slovakia 121 83 31% 105 65 39% 692 511 26%
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