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Lessons from the Implementation of Dual Income Tax
Reforms in Northern Europe
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Analyst
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Abstract

Norway, Sweden and Denmark were among the northern
European countries that in the early 1990s adopted a dual income tax
system, under which personal income was divided into income from
labor and income from capital. The dual income tax system, in which
labor income is taxed at progressive tax rates and capital income is
taxed at a flat rate, is aimed at reducing the tax distortion effect on
capital use, and at seeking a balance between efficiency and fairness.
Other European countries have followed this initiative by making
corresponding changes to their capital income tax systems. Hence, this
paper recommends that Taiwan adopt the dual income tax concept in
carrying out reform of capital income taxation. This should involve
lowering and comprehensively harmonizing capital income tax
standards, and expanding the capital income tax base, to improve the
current capital income tax system and enhance its efficiency. Such
reform would also lower the costs of investigation and compliance
between tax authorities and taxpayers, and help create an

internationally competitive tax environment.
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