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“The Personal Income Tax is the main tax instrument to 
achieve an overall progressive tax system” 

Presentation of case studies in order to:
– provide background, explain and nuance this statement
– Demonstrate that the tax landscape is dynamic and complex
– Bring a story line which might shape your own thinking and 

deepens your tax understanding

Introduction



The PIT raises about one quarter of total tax 
revenues on average across the OECD…



…but its importance in terms of revenues 
varies significantly across countries…

Tax structures by country in 2015

Source: OECD Revenue Statistics Databases
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…although the combined share of PIT and 
SSC revenues is high in most countries…



…but the revenue mix has changed over time 
away from PIT towards more SSCs



Average tax wedge for a single person without children 
earning the “average wage” on average across the OECD



SSCs reduce the overall progressivity of the taxes levied 
on labour income (average tax wedge and its decomposition for single 
taxpayers without children in Slovenia at varying income levels)
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Marginal tax wedges on labour income depend on both 
SSCs and the PIT (marginal tax wedge and its decomposition for single 
taxpayers without children in Slovenia at varying income levels)
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The post-crisis trend of raising top PIT rates 
is coming to a halt

Top statutory personal income tax rates – 2000, 2008 and 2017

Source: OECD Tax Database

%



Question 1: 

Policymakers who want to increase the progressivity of their PIT 
just need to increase the PIT rates levied on higher incomes, and 
perhaps lower the rates on lower incomes. It’s as simple as that!

Do you agree? 

Case 1: PIT progressivity in a domestic country 
setting



• Progressivity of the PIT depends on the design of the PIT base: how broad or narrow 
is the PIT base?

• Is there scope to increase PIT rates in light of the level of SSCs?
• Tax allowances are increasing in tax rates; so higher tax rates implies value of tax 

allowances is increasing for the rich; tax expenditures might be regressive (i.e. 
higher incomes gain more)

• How many taxpayers are there in your country that earn income that will be taxed at 
the higher tax rates?

• In many countries, capital income is taxed separately from labour income.
• But capital income is taxed first at the CIT rate and then again at the individual 

investor level: comparing taxes at the personal level of investment income and wages 
is misleading.

• Higher PIT rates might increase tax avoidance behaviour (e.g. incorporation of 
businesses); and if loopholes are closed, individuals might adjust their behaviour 
(e.g. work less) so that higher PIT rates are distortive without raising much revenue.

Case 1: PIT progressivity in a domestic country 
setting



Question 2: 

Taxing capital income in the country where the investor is tax-resident, 
instead of taxing income in the country where it was earned (at source), 
would allow countries to tax personal capital and labour income jointly at 
progressive PIT rates and therefore to strengthen the progressivity of the 
tax system. 

Would you therefore advice countries to move away from source-based taxation 
towards residence-based taxation? 

Is your recommendation aligned with recent international tax trends? 

Case 2: PIT and the changes in the international 
tax rules and setting



There are significant arguments in favour of a mix between source and residence-based 
taxation of capital income

• Double tax treaties strike a balance between source (CIT but low & flat withholding taxes) 
and residence based taxation (passive income).

• From a tax progressivity perspective, go for full residence instead of source-based taxation; 
or, maintain source-taxation but give a tax credit in the residence country for all taxes paid at 
source.

• Pure residence-based taxation is not fair nor efficient. Strong arguments to tax income at 
source under the CIT. Residence-based taxation is challenging when income can be hided.

• Pure source-based taxation would result in low taxes on capital income as a result of strong 
tax competition (either in CIT rates, withholding tax rates, or tax incentives) and tax 
avoidance strategies of MNEs.

Case 2: PIT and the changes in the international 
tax rules and setting



Ongoing actions to strengthen the functioning of the source principle

• CIT revenues are under pressure because MNEs have split their different business functions, 
assets and risks across jurisdictions. Intangible assets have become dominant. 

• In addition, tax avoidance strategies existed as a result of the lack of transparency and 
mismatches between country tax systems.

• OECD Base Erosion and Profit Shifting project aims at aligning the taxation of profits with 
the place where the underlying economic activity has taken place

– Preventing harmful tax practices

– Preventing hybrid mismatches

– Interest limitation rules

– Strengthen Transfer Pricing rules 

– Preventing treaty shopping arrangements

Case 2: PIT and the changes in the international 
tax rules and setting



Digitalisation of the economy might fundamentally change the international landscape

• Digital Economy Project: whether and how to strengthen the source-based taxes?
• How should taxing rights on income generated from cross-border activities in the digital economy 

be allocated among countries?
• Can existing tax rules provide an answer or do we need rules?
• Some academics argue that the taxing rights should be linked to where the consumers are. E.g. 

destination-based corporate cash flow tax.

The recent US tax reform might also set in motion an overhaul of the international landscape

Actions to strengthen the source principle and measures to protect the CIT base have resulted in a 
new wave of CIT rate cuts (and lower withholding tax rates).

So is there a role for strengthening residence-based taxes on capital income after all?

Case 2: PIT and the changes in the international 
tax rules and setting



Question 3: 

Despite its difficulties, taxing capital income at source remains a good 
option as it is too easy to avoid paying tax in the country where the investor 
is tax-resident. 

Would you therefore advice countries to levy low and proportional tax rates on capital 
income (in their country of residence) in order to minimise the incentives for 
individuals to evade taxes?

Is your recommendation aligned with recent international tax trends?

Case 3: EOI and the move from a comprehensive 
towards a dual progressive income tax 



• 1970s: comprehensive income tax systems
• 1980s-200s: Dual Income Tax systems in response to opportunities to 

evade capital income taxes in the residence country
• An enormous progress in the global transparency agenda

– EOI upon request
– Automatic EOI and the Common Reporting Standard

• EOI will allow countries to strengthen the residence principle
• But tax administration challenges will need to be overcome
• Towards Dual Progressive Income Tax systems?

Case 3: EOI and the move from a comprehensive 
towards a dual progressive income tax 



Question 4: 

The digitalisation of the economy puts standard work 
arrangements under pressure and leads to an increasing 
number of non-standard work arrangements. The use of robots 
will further decrease work opportunities and, therefore, 
undermine the possibility to levy a progressive PIT. 

Do you agree with these concerns?

Case 4: does non-standard work and automation 
limit the ability to levy progressive PITs?



• An increasing number of flexible jobs and self-
entrepreneurs; increased flexibility and less favourable 
working conditions and social protection

• Tax differential between employees and the self-employed
• Tax-induced incentives to incorporate when the 

difference in the tax burden on capital and labour income 
is high

Case 4: does non-standard work and automation 
limit the ability to levy progressive PITs?



The progressivity of the tax system depends on the overall 
design and the coherence of the tax system

Treasury needs you!
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