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CROSS BORDER PORTFOLIO INVESTMENT - TAX BARRIERS – A LITTLE HISTORY
Why is Cross Border Portfolio Investment Important
• Portfolio investment is defined as cross-border transactions
involving equity or debt securities.
• The characteristic feature of securities is their negotiability. i.e.
ownership is readily transferable.
• Seen as efficient, flexible way of raising and investing money.
• Money not tied/locked up.
• On equity securities dividend income is often reinvested.
• For smaller investors the use of collective investment funds
(CIVs) enables investors diversify.
• Over $20 trillion worldwide is invested via CIVs
• The importance of cross border portfolio investment has been
recognised by the G20, EU Commission, OECD and the IMF
and reflected in the EU Commissions CMU plans.

The EU and OECDs Work on Tax Barriers
 The EU work commenced following the 2001 and 2003
Giovannini Reports .15 barriers to efficient cross-border clearing
and settlement.
 2005 the EU created ('FISCO'). Its key objective was resolution
of Giovannini Barriers 11 and 12.

 In 2009 the EU Commission adopted its Recommendation on
Withholding Tax Relief Procedures (COM (2009) 7924 final)
forming the T-BAG in June 2010. T-BAG report published in
2013
OECD
 In December 2006, OECD Committee on Fiscal Affairs (CFA)
created the Informal Consultative Group (ICG) on Taxation of
Collective Investment Vehicles (CIVs).
 In January 2009, CFA approved creation of a ‘Pilot Group’ to
develop standardised documentation to implement best
practices as outlined in the report
 In January 2010, CFA created The Tax Relief and Compliance
Enhancement Group (TRACE).
 The TRACE group published the TRACE Implementation
Package (IP) in 2013 following the endorsement by the OECD’s
Committee on Fiscal Affairs.
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MACRO-ECONOMIC ENVIRONMENT AND IMPACT ON AUM/AUC

Macroeconomics

Lackluster macro-economic environment is expected to lead to limited growth.
Even though global AuM growth stalled in 2015, regional
differences exist

1%
5%
12%

Source: BCG Global Asset Management Market-Sizing Database 2016;
BCG Global Asset Management Benchmarking Database 2016.
Note: Sizing corresponds to AuM professionally managed in exchange
for management fees
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Trends

Description

Expansion of
private wealth

• Rapid expansion of Asian’s private wealth is an opportunity for asset managers to convert more clients
to wealth management. Managers are expected to continue focusing on APAC and other burgeoning
economies to limit exposure to home markets
• Asset managers will look to provide services long-term investments such as insurance and retirement

Changes in
institutional
asset
management

• It is likely that European insurers will continue considering outsourcing to external investment
managers to offset low fixed-income yields through enhanced diversification of assets
• Sovereign funds will continue suffering due to volatility in commodities
• Pension funds may move investment management

Growth in
alternative
investments

• Due to financial market volatility, alternative investment classes will continue to grow as investors are
looking for returns
• growing interest in private asset classes (e.g. private equity, real estate, infrastructure …)

Low interest
rates &
quantitative
easing

• Historically low interest rates are expected to remain for the foreseeable future. This will continue to
push investors to look for higher yields in equity and alternative investments
• Quantitative easing programs by major central banks are expected to continue.

Pensions

• Pension saving responsibility is increasingly shifting from governments to individuals, entailing a shift
from ‘Defined Benefit’ (DB) provision to ‘Defined Contribution’ (DC) in pension funds. This results in
growth opportunities for pension saving funds

Economic
growth
perspectives

• According to the World Bank, growth prospects have weakened. Global growth for 2016 is projected at
2.4 % (1.7 % for advanced economies and 2.4 % for emerging markets)
• Global growth is projected to pick up slowly to 3.0 % by 2018, as stabilizing commodity prices provide
support to commodity exporting developing economies

(Geo)political
uncertainties

• Heightened policy and geopolitical uncertainties result in delayed investment decisions, further slowing
down economic growth and hence assets growth

Rising debts

• Debts are rising (e.g. student loans in the US, large sovereign debts in some European countries)
• This is expected to have a neutral impact on the evolution of AuM as it will be off-set by bank
deleveraging

AuM/AuC
impact

Tax, legal &
regulation

TAX REGULATIONS

Tax regulations are gaining in importance and complexity over the years, requiring custodians to provide a more expert-based tax
services offering

Increasing crossborder tax
information exchange

•

The world’s tax authorities increasingly work together to combat tax avoidance and boost tax
revenues

•

Far-reaching reforms such as the Foreign Account Tax Compliance Act (FATCA), Common
Reporting Standard (CRS) and the OECD’s focus on Base Erosion and Profit Shifting (BEPS)
require more detailed and transparent reporting

•

As a result, tax information exchange between authorities will increasingly be the norm

•

Lack of awareness by
Local Tax Authorities of
the issues faced by
investors

•

Lack of communication
between Tax Authorities

•

Treaty procedures slow
to be implemented

•

Unclear and nonstandard procedures

•

Governments slow to
change/invest in
technology. Not keeping
pace with the future.

•

Over 500 people in
industry working on tax
relief processing

•

issues).

BUT THEY DON’T SEEM TO WORK TOGETHER TO ADDRESS TREATY ISSUES ON WITHHOLDING TAX

•
Increasing number of
tax rules and
complexity to comply
with

•

•

•

•
Increasing client
expectations

Source: PWC - Operational Tax Survey 2016, Own analysis
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•
•

Number of countries in which asset managers
invest increased over the last years and is
expected to continue growing.
Tax changes lead to operational changes
impacting personnel or systems. (budgets,
training, hiring of new staff);
Simplification of administrative procedures
becomes even more critical
Investors don’t want the ‘spaghetti junction’
that is the paper flow today
Obtaining paperwork for customers ‘by post’
seen as archaic
Investors want simplification and digitisation
Investors demand tax certainty

Client
needs

INVESTOR NEEDS
What investors want

Tax barriers affecting investors

• In order to increase their profitability, clients search for yield and
increasingly consider alternative asset classes and emerging
markets.

• Average withholding tax drag on an investment return can be
more than 3 basis point.

• To invest and diversify that want ease of administration.

• The tax treatment of collective investment funds becomes
increasingly unclear.

• Status and updates

• Tax authorities unable to cope with reclaim volumes.

• Paperless solutions

• Globally over 1200 different tax forms are required.

• Tax Certainty

• Process entirely paper based
• Current forms contain over 32 separate declarations (but all
share common language).

€€€€

• Average refund times exceed a year.
• Relief at source becoming increasingly impossible to implement.
• Tax certainty almost impossible to achieve.
• Excessive cost for all actors – Tax authority, client & industry
cost.

Source: PwC Asset Management 2020, PwC / Strategy& analysis
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Source: From big to great The world’s leading institutional
investors forge ahead, McKinsey, 2016

WITHHOLDING TAX RELIEF = A COUNTRY BY COUNTRY OVERVIEW
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Source of Country of
Income

Number of forms
/Documents required

Digitisation

Relief Method

Refund Timeframe

Austria

8

No

Reclaim

>10 months

Bulgaria

5

No

RAS & Reclaim

> 12 months

Belgium

6

No

RAS & Reclaim

18-24 months

Croatia

4

No

RAS

Czech Republic

18

No

RAS & Reclaim

>18 months

Denmark

6

No

Reclaim

>18 months

Finland

31

No

RAS & Reclaim

6-9 months

France

18

No

RAS & Reclaim

>12 months

Germany

11

No

Reclaim

> 12 months

Ireland

3

No

RAS & Reclaim

< 6 months

Italy

28

No

RAS & Reclaim

Most institutions don’t submit reclaims.

Netherlands

4

Yes

Reclaim

New digital process being implemented – Expect 4-6 weeks

Norway

6

No

RAS & Reclaim

6-9 months

Poland

30

No

RAS & Reclaim

12-18 months

Portugal

38

No

RAS & Reclaim

18-24 months

Spain

6

No

RAS & Reclaim

12-18 months

Sweden

4

No

RAS & Reclaim

6-9 months

Switzerland

12

No

Reclaim

12-18 months

Information Classification: Confidential

Disclosures
BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation and may be used as a generic term to reference the corporation as a whole and/or its various subsidiaries generally. This material and any products and services may be issued
or provided under various brand names in various countries by duly authorised and regulated subsidiaries, affiliates, and joint ventures of BNY Mellon, which may include any of the following. The Bank of New York Mellon, 225 Liberty St, New York, New York
10286 USA, a banking corporation organised pursuant to the laws of the State of New York, and operating in England through its branch at One Canada Square, London E14 5AL UK, registered in England and Wales with numbers FC005522 and BR000818.
The Bank of New York Mellon is supervised and regulated by the New York State Department of Financial Services and the US Federal Reserve and authorised by the Prudential Regulation Authority. The Bank of New York Mellon, London Branch is subject
to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from us on request. The Bank of New York Mellon
SA/NV, a Belgian public limited liability company, with company number 0806.743.159, whose registered office is at 46 Rue Montoyerstraat, B-1000 Brussels, Belgium, authorised and regulated as a significant credit institution by the European Central Bank
(ECB), under the prudential supervision of the National Bank of Belgium (NBB) and under the supervision of the Belgian Financial Services and Markets Authority (FSMA) for conduct of business rules, a subsidiary of The Bank of New York Mellon, and
operating in England through its branch at 160 Queen Victoria Street, London EC4V 4LA, registered in England and Wales with numbers FC029379 and BR014361.
The Bank of New York Mellon SA/NV (London Branch) is authorised by the ECB and subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority. Details about the extent of our regulation by the Financial Conduct
Authority and Prudential Regulation Authority are available from us on request. The Bank of New York Mellon SA/NV, operating in Ireland through its branch and trading as The Bank of New York Mellon SA/NV, Dublin Branch, which is authorised by the ECB
and registered with the Companies Registration Office in Ireland No. 907126 & with VAT No. IE 9578054E. BNY Mellon Fund Services (Ireland) DAC is a private limited company incorporated in Ireland, and authorised by the Central Bank of Ireland (“CBI”)
under Section 10 of the Investment Intermediaries Act 1995(“IIA”) as amended. BNY Mellon Trust Company (Ireland) Limited is a private limited company incorporated in Ireland, and authorised by the CBI under Section 10 of the Investment Intermediaries Act
1995 (as amended). If this material is distributed in or from, the Dubai International Financial Centre (DIFC), it is communicated by The Bank of New York Mellon, DIFC Branch (the “DIFC Branch”) on behalf of BNY Mellon (as defined above). This material is
intended for Professional Clients and Market Counterparties only and no other person should act upon it. The DIFC Branch is regulated by the DFSA and is located at DIFC, The Exchange Building 5 North, Level 6, Room 601, P.O. Box 506723, Dubai, U.A.E.
The Bank of New York Mellon SA/NV (Luxembourg Branch) is authorised by the ECB and subject to limited regulation by the Commission de Surveillance du Secteur Financier. Details about the extent of our regulation by the Commission de Surveillance du
Secteur Financier are available from us on request..
BNY Mellon Capital Markets EMEA Limited, an indirect wholly-owned broker dealer subsidiary of The Bank of New York Mellon Corporation, is an investment firm authorised and regulated by the Financial Conduct Authority UK (FCA) under registration
number 580200 and provides services to Professional Clients and Eligible Counterparties but not to Retail Clients (in each case as defined in the FCA Rules) in the European Economic Area. BNY Mellon Capital Markets EMEA Limited is not licensed in any
other jurisdiction and accordingly, it does not target, promote or offer its products and services to clients outside of the European Economic Area (EEA) and nothing in this communication shall be construed as intended for any persons outside the EEA or for
any non-EEA persons. BNY Mellon Capital Markets EMEA Limited is registered in England with company number 03766757 and operates from its registered office and place of business at 1 Canada Square, London E14 5AL. Past performance is not a guide
to future performance of any instrument, transaction or financial structure and a loss of original capital may occur. Calls and communications with BNY Mellon Capital Markets EMEA Limited may be recorded, for regulatory and other reasons.
The information contained in this material is intended for use by wholesale/professional clients or the equivalent only and is not intended for use by retail clients. If distributed in the UK, this material is a financial promotion.
This material, which may be considered advertising, is for general information purposes only and is not intended to provide legal, tax, accounting, investment, financial or other professional advice on any matter. This material does not constitute a
recommendation by BNY Mellon of any kind. Use of our products and services is subject to various regulations and regulatory oversight. You should discuss this material with appropriate advisors in the context of your circumstances before acting in any
manner on this material or agreeing to use any of the referenced products or services and make your own independent assessment (based on such advice) as to whether the referenced products or services are appropriate or suitable for you. This material
may not be comprehensive or up to date and there is no undertaking as to the accuracy, timeliness, completeness or fitness for a particular purpose of information given. BNY Mellon will not be responsible for updating any information contained within this
material and opinions and information contained herein are subject to change without notice. BNY Mellon assumes no direct or consequential liability for any errors in or reliance upon this material.
This material may not be distributed or used for the purpose of providing any referenced products or services or making any offers or solicitations in any jurisdiction or in any circumstances in which such products, services, offers or solicitations are unlawful or
not authorised, or where there would be, by virtue of such distribution, new or additional registration requirements.
Money market fund shares are not a deposit or obligation of BNY Mellon. Investments in money market funds are not insured, guaranteed, recommended or otherwise endorsed in any way by BNY Mellon, the Federal Deposit Insurance Corporation or any
other government agency. Securities instruments and services other than money market mutual funds and off-shore liquidity funds are offered by BNY Mellon Capital Markets, LLC.
The terms of any products or services provided by BNY Mellon to a client, including without limitation any administrative, valuation, trade execution or other services shall be solely determined by the definitive agreement relating to such products or services.
Any products or services provided by BNY Mellon shall not be deemed to have been provided as fiduciary or adviser except as expressly provided in such definitive agreement. BNY Mellon may enter into a foreign exchange transaction, derivative transaction
or collateral arrangement as a counterparty to a client, and its rights as counterparty or secured party under the applicable transactional agreement or collateral arrangement shall take precedence over any obligation it may have as fiduciary or adviser or as
service provider under any other agreement.
Pursuant to Title VII of the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 and the applicable rules thereunder, The Bank of New York Mellon is provisionally registered as a swap dealer with the Commodity Futures Trading Commission
(CFTC) and is a swap dealer member of the National Futures Association (NFA ID 0420990).
BNY Mellon (including its broker-dealer affiliates) may have long or short positions in any currency, derivative or instrument discussed herein. BNY Mellon has included data in this material from information generally available to the public from sources
believed to be reliable. Any price or other data used for illustrative purposes may not reflect actual current conditions. No representations or warranties are made, and BNY Mellon assumes no liability, as to the suitability of any products and services described
herein for any particular purpose or the accuracy or completeness of any information or data contained in this material. Price and other data are subject to change at any time without notice.
All references to dollars are in US dollars unless specified otherwise. Prior results do not guarantee a similar outcome. The financial products (other than deposit products) mentioned are not insured or protected by any government, state or federal agency
(including the Federal Deposit Insurance Corporation), are not deposits of or guaranteed by BNY Mellon or any bank or non-bank subsidiary thereof, and are subject to investment risk, including the loss of principal amount invested.
References to Assets under Management and Assets under Custody and/or Administration are as of 31st March 2017.
This material may not be reproduced or disseminated in any form without the prior written permission of BNY Mellon. Trademarks, logos and other intellectual property marks belong to their respective owners.
Additional information about our company is available in our annual report on Form 10-K, proxy statement, quarterly reports on Form 10-Q and our current reports on Form 8-K filed with the SEC and available at www.sec.gov
The Bank of New York Mellon, member FDIC.
© 2017 The Bank of New York Mellon Corporation. All rights reserved.

9

