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Inception Impact Assessments aim to inform citizens and stakeholders about the Commission's plans in order to allow them to 
provide feedback on the intended initiative and to participate effectively in future consultation activities. Citizens and 
stakeholders are in particular invited to provide views on the Commission's understanding of the problem and possible 
solutions and to make available any relevant information that they may have, including on possible impacts of the different 
options. 
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ADDITIONAL INFORMATION - 

The Inception Impact Assessment is provided for information purposes only. It does not prejudge the final decision of 
the Commission on whether this initiative will be pursued or on its final content. All elements of the initiative 
described by the Inception impact assessment, including its timing, are subject to change. 

 

A. Context, Problem definition and Subsidiarity Check   

Context  [max 10 lines] 

Many corporate tax systems across the EU provide incentives for debt financing via the tax-deductibility 

of interest payments. This means that a company can deduct interests attached to debt financing but not 

the costs related to equity financing, such as the payment of dividends.  

Six Member States (Belgium, Cyprus, Italy, Malta, Poland and Portugal) already have legislative 

measures in place, in order to tackle the tax induced debt-equity bias. The measures differ in policy 

design but all provide for a tax allowance on equity.   

In the Communication Business Taxation for the 21st Century
1
, the Commission announced a proposal 

to address the debt-equity bias in corporate taxation. The initiative would support the action plan for the 

Capital Market Union, which acknowledges that the corporate sector will enter the post-COVID 

recovery period with higher debt levels and need more equity investment.
2
 

 

Problem the initiative aims to tackle [max 20 lines] 

This initiative aims to mitigate the tax induced debt-equity bias. Most current tax systems across the EU 

accept interest payments on debt as a deductible expense, reducing the tax base for the purpose of 

corporate income taxation. At the same time, the costs related to equity financing are mostly not tax 

deductible.
3
 This asymmetric tax treatment of the costs which are linked to financing via debt, as 

compared to those linked to financing via equity induces a bias in investment decisions towards debt 

financing. This debt bias of taxation is a long-standing issue.
4
  

                                                 
1
 COM(2021) 251 final 

2
 COM(2020) 590 final: https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM:2020:590:FIN 

3
 The working definition for equity follows the European System of Account (ESA 2010) where equity is defined as “equity is 

a financial asset that is a claim on  the  residual  value  of  a  corporation,  after  all  other claims have been met”. 

https://ec.europa.eu/eurostat/documents/3859598/5925693/KS-02-13-269-EN.PDF/44cd9d01-bc64-40e5-bd40-

d17df0c69334 

4
 COM (2015) 468 final: https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52015DC0468; Tax Reforms in 

EU Member States (2014): https://ec.europa.eu/economy_finance/publications/european_economy/2014/pdf/ee6_en.pdf 
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The tax induced debt-equity bias can contribute to an excessive accumulation of debt for non-financial 

corporations. Excessive debt levels make companies vulnerable to unforeseen changes in the business 

environment and increase their risk of insolvency. Necessary business restructuring following 

insolvency procedures often comes with considerable social costs in the form of mass layoffs. A 

resulting large number of non-performing loans can negatively affect financial stability. Total 

indebtedness of non-financial corporations amounted to almost EUR 14 trillion in 2019 or 99.8% of 

GDP in the EU-27. The debt to equity ratio in 2019 was 53.3%.  

Within the single market, excessive insolvencies and financial instability have the potential to spill over 

to other Member States and affect the EU as a whole. Following the COVID-19 health crisis, substantial 

equity financing is of central importance for a fast and sound recovery. Companies with a solid capital 

structure are less vulnerable to shocks and more prone to make investments and to take risks. This can 

positively affect competitiveness, growth and ultimately employment. 

Six Member States have already introduced an allowance for equity in order to tackle the tax-induced 

debt-equity bias. However, the lack of coordination between Member States may lead to tax planning 

opportunities, resulting in tax evasion and misallocation of investments in the single market. Country 

specific rules also imply higher compliance costs for businesses active in cross border operations in the 

single market.   

  

Basis for EU intervention (legal basis and subsidiarity check) [max 10 lines]  

The legal basis for this initiative would be Article 115 TFEU on the approximation of laws of the 

Member States, which directly affect the establishment or functioning of the internal market. The 

problems, their underlying causes and reasons for coordinated action are common to all Member States. 

As indicated above, several Member States have already introduced unilateral measures to tackle the tax 

induced debt-equity bias. However, some of these unilateral measures created opportunities for 

corporate tax planning and have increased potentially harmful tax competition among Member States.  

In  line  with  the  principle  of  subsidiarity,  EU  action  on  business  taxation  should  address 

challenges with a clear cross-border dimension. This includes removing barriers, which are created by 

disparities between national tax systems, to the smooth operation of the single market and to cross-

border investment. 

This initiative on neutralizing the debt-equity bias would provide for a common approach to mitigating 

the debt bias, alleviate distortions caused by potentially harmful tax competition in the internal market 

and create a harmonized tax environment for businesses that encourages investment in equity. 

 

B. Objectives and Policy options [max 20 lines] 

The objective of this initiative is to help reduce the overall debt-equity ratio of companies by mitigating 

the tax induced debt-equity bias. The initiative should also prevent tax avoidance practices. 

This initiative will contribute to a fully functioning and integrated market for capital, allowing the EU’s 

economy to grow in a sustainable way and be more competitive as set out in the 2020 Communication 

on a Capital Markets Union for people and businesses.
5
 

In light of the diverse existing (and possible) measures for the mitigation of debt-equity bias, this 

initiative supports the creation of a harmonised tax environment that places debt and equity financing on 

equal footing across the EU. This will facilitate cross-border activity, and support the upcoming 

Commission’s “Business in Europe: Framework for Income Taxation” or BEFIT initiative.
6
 The BEFIT  

                                                                                                                                                                            
 

5
 COM(2020) 590 final: https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM:2020:590:FIN  

6
 BEFIT was announced in the Communication on Business Taxation for the 21th century.  

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM:2020:590:FIN
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will be designed to address the challenges linked to the way that multinational groups do business in the 

21
st
 century while additionally reduce administrative burdens, remove tax obstacles and generally foster 

a more business-friendly environment in the single market.  

The objectives pursued by this initiative could be achieved by two different types of approach: either (1) 

disallowing the deductibility of interest payments, or creating an allowance for equity by enabling the 

tax deductibility of notional interest for equity. The second type of approach could be achieved in 

practice through an allowance for a notional interest deduction on (2) all corporate equity, (3) new 

corporate equity or (4) corporate capital (equity+debt).
7
 A special measure could be designed for SMEs, 

since these have more difficulties to access certain forms of equity financing.  

In addition, these measures would need to be combined with a set of comprehensive anti-abuse 

provisions to prevent the use of the allowance for tax avoidance purposes. 

C.  Preliminary Assessment of Expected Impacts [max 20 lines] 

 

Likely economic impacts 

Based on the impact assessment of a past proposal
8
 that shared the same objectives, the expected 

economic benefits of introducing an equity allowance are overall positive and should lead to moderate 

increases in investment, employment and growth. The findings further suggest that disallowing tax 

deduction of interest on debt is efficient in eliminating the debt bias but has negative effects on growth 

and employment due to depressed investment.   

The option of granting a higher notional interest rate on equity for SMEs is expected to increase equity 

financing for SMEs, which would facilitate their economic recovery and augment their resilience.    

Addressing the tax bias would encourage more equity investments and create a stronger equity base in 

companies. There are also obvious benefits in terms of financial stability, as companies with a stronger 

capital base would be less vulnerable to shocks. This is particularly true for banks. 

Finally, by providing for a common approach to address the debt-equity bias, the initiative would 

mitigate distortions and the pressure of potentially harmful tax competition in the internal market and 

create a coherent tax environment for businesses. 

Likely social impacts  

Social impacts should be limited. Still, given the expected investment and growth effects, indirect 

positive impacts are expected on employment and GDP growth. 

No effect on the income distributions of citizens in EU Member States is expected. 

Likely environmental impacts 

The initiative has no direct environmental impact. 

Likely impacts on fundamental rights 

The initiative does not affect fundamental rights.  

                                                 
7
 In this case, the deduction of interest paid would be disallowed and a notional interest deduction on the sum of debt and 

equity would be granted. 

8
 The 2016 Common Consolidated Corporate Tax Base (CCCTB) proposal contained similar measures for mitigating the debt-

equity bias as those considered in the present initiative. A detailed impact assessment was undertaken at the time. For 

details, see SWD(2016) 341 final:  https://ec.europa.eu/taxation_customs/business/company-tax/common-consolidated-

corporate-tax-base-ccctb_en 
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Likely impacts on simplification and/or administrative burden 

The initiative will not have a significant impact on regulatory burdens for companies.  

The initiative aims to provide all companies with a common framework for addressing the debt-equity 

bias in the single market. It will replace the diverse measures that some Member States have already 

implemented (or will potentially implement in the future) with a single set of rules. It is expected that 

this will help reduce compliance costs for companies operating across borders in the single market. 

 

D. Evidence Base, Data collection and Better Regulation Instruments  

Impact assessment 

An impact assessment is being prepared. It will analyse the quantitative impacts on the debt-equity bias, 

the impact on public finances in the Member States and the impact on the economy in terms of GDP and 

employment. In addition, the impact on compliance costs for taxpayers and additional burden for tax 

administrations will be evaluated.  

  

Evidence base and data collection [max 10 lines] 

The problem of the tax induced debt-equity bias has received substantial attention in academic empirical 

and theoretical research. Relevant findings will be used for the impact assessment.  

In addition, the Joint Research Centre of the European Commission, using the computable general 

equilibrium model CORTAX, will analyse the different policy options to measure their efficiency on 

tackling the debt bias and the impacts on employment, GDP and public finances. 

In the framework of the 2016 Common Consolidated Corporate Tax Base (CCCTB) proposal
9
, different 

options to address the debt equity bias were evaluated. Therefore, the detailed assessment of impacts 

,which was undertaken at the time, will also feed into the impact assessment for the current initiative, 

updated where relevant and possible. 

 

Consultation of citizens and stakeholders [max 10 lines] 

A public consultation is foreseen and should be launched in July 2021. It will collect stakeholders’ 

perceptions of the problem and its possible evolution, as well as their views on the objectives of the 

initiative, the different policy options and their possible design elements.   

The public consultation will be open to all stakeholders, translated in all official EU languages, and run 

for a minimum period of 14 weeks.  

Targeted consultations and bilateral meetings with relevant stakeholders (business organisations, NGOs, 

academics, Member States) will also take place. 

 

Will an Implementation plan be established? [max 5 lines] 

An implementation plan is not foreseen, since this directive proposal concerns the implementation of a 

straightforward measure (notional interest) and will not have a significant impact on or amend various 

branches of the national legal order. 

 

                                                 
9
 COM(2016) 683 final: https://ec.europa.eu/taxation_customs/sites/default/files/com_2016_683_en.pdf; COM(2016) 685 

final: https://ec.europa.eu/taxation_customs/sites/default/files/com_2016_685_en.pdf  [PLEASE ADD HYPERLINK] 


