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Agenda

Information exchange identified as the best tool to curb international
tax evasion

What happens without information exchange?

e Widespread anedoctal evidence of undeclared assets held
abroad and tax evasion by individuals

* But no or little information on their potential magnitude
A tentative estimate:

 Metholodogical issues

e Results and comparison with other estimates

Conclusions and future research prospects



% BANCA D'ITALIA

= EUROSISTEMA

Widespread anedoctal evidence of undeclared assets held
abroad and tax evasion by individuals

* Overtime, the transfer of assets abroad has been increasingly used as
a way to conceal unreported income and wealth

 Bank secrecy jurisdictions and offshore financial centers used as
preferred «first destination» of funds or «hubs», but wide
diversification of investments and frequent «round-tripping»

* Concealment techniques more and more complex, with widespread
use of layers of offshore vehicles, as shown by recent data leaks

* Insights on the possible magnitude of tax evasion linked to
undeclared foreign assets only from occasional assessment and
offshore voluntary compliance programmes
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An estimate of unreported assets held abroad
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and the related tax evasion
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In search of lost capital: an estimation
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What do external statistics tell us about
undeclared assets held abroad and tax evasion?

by Valeria Pellegrini, Alessandra Sanelli and Enrico Tosti
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The estimation methodology: portfolio assets

e Debt securities, shares (< 10% of share capital), mutual fund shares:

* «Global discrepancies» between total portfolio liabilities and total
portfolio assets as reported, respectively, by debtor and creditor
countries. Sources:

* IMF Coordinated Investment Portfolio Survey (CPIS) for foreign
portfolio assets

* International Investment Position (IIP) for foreign portfolio
liabilities

* On a global basis reported liabilities are sistematically higher than

reported assets: the difference is nothing other than the «mirror

image» of the unreported portfolio investments and is therefore

taken as a proxy of foreign asset under-reporting .
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The estimation methodology: cross-border bank deposits

Source: BIS Locational Statistics

The estimate includes deposits with “a high risk of tax evasion”:

* deposits held in OFCs by non-bank investors

e deposits held in non-OFCs by non-bank investors resident in OFCs:
individuals may use offshore companies and other vehicles to open
bank accounts in non-OFCs

Given that bank accounts of non-bank investors include both deposits held
by individuals and non-bank businesses, we assume that the share of
these deposits held — directly or indirectly (through intermediate vehicles)
- by individuals ranges between 1/3 and 2/3 of the total, on the basis of
statistics on deposit holders published by the ECB and other central banks
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Unreported portfolio assets
and non-bank foreign bank deposits
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Unreported assets held abroad:

A comparison with other estimates
(USD billion)

Global discrepancies in portfolio investments (4.9
USD tn.) + share of bank deposits of non-banks (2.3 10% of

Sanelli et al. USD tn.).

(2016) . . . World
Does not include other financial instruments and GDP
non-financial assets

_ _ - (or 8% of
Global discrepancy in portfolio investments (6.1
. . total
USD tn.) + share of bank deposits of non-banks in . .

Zucman financial

(2015) OFCs (1.5 USD tn.).

Does not include other financial instruments and [AAGakd)

non-financial assets

a) Overall amount of foreign bank dep. x 3; 30% of
Henry b) Financial wealth held by the first 50 private World
(TIN, 2012) banks x 2 + 25%;

GDP

c) capital flights in the 139 poorest countries x 4
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Tax evasion estimates: methodological issues

Which taxes?
* Annual financial income tax (2001-2013)

* Personal Income Tax on stocks outstanding at end-2013
 «Non-compliance» rates:
*  60%-80% for bank deposits

* 90% for portfolio assets

 Rates of return:

e actual rates for deposits (sources: ECB and IMF);

» «derived» rates for portfolio securities (do not include unrealized capital
gains/losses)

e Tax rates:

e Weighted average top rates, separately for OECD and non-OECD
countries; statutory tax rates for Italy

* Global unreported assets attributed to single countries according to a
combination of «reported assets» and GDP criteria 9
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Our estimate vs Zucman’s and Henry’s

(USD billion)
Sanelli et al. Zucman Henry
(2016) (2015) (2012)

Annual tax evasion on 94% OECD |6%Non-OECD

financial income
I 20 - 42

(0.03%-0.06% of World GDP)

Personal income tax 3.9%-5%

i = f GDP

evasion on unreported Z'(igg A :}820 o
.9%-3.8% o

W 1%-1.6%

assets at end-2013 orld GOP) 16

Wealth tax evasion

Inheritance tax evasion
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Est

mate of tax evasion linked to unreported assets for Italy

(Eur bn.)

Unreported financial assets held by Italian
individual holders

Financial income tax evasion
(average 2001-2013)

* As percentage of GDP

* As percentage of annual tax revenue from
financial income (11,8 Eur bn., average
2001-2013)

Personal income tax evasion (on unreported
assets held at end 2013)

* As percentage of GDP

Financial Assets reported under the 2015 VD

150 - 200

04-14

0.03% - 0.08%
3.4% -11.9%

49.4 -99.2
(PIT revenue 2013 = 164 bn.)

3.1%-6.2%

51
(on a total of 62 including non-financial
assets)
= 30%-25% of unreported financial assets
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Conclusions and future research prospects

 The magnitude of unreported assets held abroad and the related tax evasion
can only be estimated through Indirect statistical evidence and strong and

often over-simplified methodological assumptions

* Further research in this area could exploit the data made available by recent
data-leaks and other statistical evidence available at national and international

level, included that arising from automatic information exchange
« Among others, the following aspects deserve further analysis:
* Who holds unreported assets?
* Individuals vs firms («belgian dentist» vs black funds)
* Countries of origin (e.g. OECD vs developing countries, etc.)

 Change in evasion techniques (exploitation of CRS and FATCA loopholes,

Bitcoin, etc.)
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