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1 Introduction

The shipping industry has a long history of state support via maritime subsidies.
These subsidies consist of monetary aid of state bodies to shipping companies, in
various forms. Subsidies can be granted for a particular service and under specific
conditions, or without strings attached. Often, the boundary between conditional
and unconditional subsidies is difficult to draw, e.g. subsidies for postal services by
ship in the late nineteenth century were often so generous that they could be consid-
ered mostly general aid rather than a subsidy provided for a specific service (Meeker
1905). Tax subsidies form part of a larger group of maritime subsidies: the subsidy
consists of the tax revenues foregone (for the state) due to a tax deduction or exemp-
tion for shipping companies. So, rather than a direct transfer of funds from the state
to the company, a tax subsidy is essentially aid in the form of a lower tax burden for
shipping companies, compared with non-shipping companies.

Tax subsidies for the shipping industry have emerged over the last few decades.
While maritime subsidies have become almost universally applied in maritime
nations since the 1870s, most of these were subsidies via state expenditures. An
example is the Operating Differential Subsidy (ODS) in the USA (Jantscher 1975).
Rarely was there state support in the form of tax subsidies (Jones 1916; Saugstad
1932). More recently, however, tax subsidies have become the main vehicle to sup-
port the shipping sector. This is mainly related to the emergence of open registries
[flags of convenience (FOCs)], offering favourable tax treatment to shipping com-
panies, often practically zero tax rates. Shipowners have massively used this as a
possibility for tax avoidance by registering their ships under these flags. This pro-
voked the established maritime nations to offer similarly generous tax exemptions
to shipping companies in order to make it attractive to shipowners to re-flag their
vessels under the flags of the countries where they are genuinely linked. One of the
main tax exemptions for shipping—and the subject of this editorial—is an exemp-
tion from corporate income tax that shipping companies can acquire if they opt for a

< Olaf M. Merk
olaf. merk @itf-oecd.org

International Transport Forum (ITF), Organisation for Economic Co-operation
and Development (OECD), 2, rue André Pascal, 75016 Paris, France


http://crossmark.crossref.org/dialog/?doi=10.1057/s41278-020-00177-0&domain=pdf

518 0. M. Merk

tonnage tax scheme. This is a shipping-specific tax scheme that is very favourable to
the shipping sector. In 1990, only Greece had a tonnage tax; now, 22 other European
countries have the same.

The emergence of tax subsidies in shipping has arrived together with an increase
in literature on the taxation of shipping. The first group of studies consisted of
descriptions and analyses of taxation regimes in general and in individual coun-
tries (Gardner and Richardson 1973; Marlow and Mitroussi 2012; Maisto (ed.)
2017; EY 2016). Comparative studies are rare (Stevens 2017; Weber and Van de
Sande 2017 are examples) and mostly outdated (Gardner and Marlow 1983; Mayr
and McGrath 1997). There is an abundance of academic articles on shipping tax
regimes in individual countries, such as the USA (Farr 2014), Greece (Marlow and
Mitroussi 2008; Matsos 2009; Merika et al. 2019; Panagiotou and Thanopoulou
2019), UK (Brownrigg et al. 2001), Canada (Brooks and Hodgson 2005), Taiwan
(Chiu 2007), China (Wan 1988), Germany (Elschner 2009), South Korea and Japan
(Yang 2014). A second group of literature covered the impacts of shipping-specific
tax regimes, such as impacts on investments in ships (Marlow 1991a, b, c; Evans
1984; Glen 1996; McWilliams et al. 1995), on seafarer employment (Gekara 2010),
choice of flag (Bergantino and Marlow 1998; Marlow and Mitroussi 2011; Kavus-
sanos and Tsekrekos 2011; CEBR 2017) and balance of payments (Gardner 1975;
Haralambides 1989). The Dutch government has commissioned various studies on
tax exemptions for shipping (Deloitte 2006; Ecorys 2007a, b; Panteia 2014), and
so have the German (Elschner 2009) and the Norwegian governments (Econ 2010).
Every year, the Swedish government releases an assessment of the main impacts
of the (subsidised) shipping sector (Trafikanalys 2019). The third group of litera-
ture consists of assessments of tax subsidies in the context of wider societal goals.
This literature, fairly limited in size, questions the justifications of tax exemptions
for shipping (Moyer 1977; Danish Economic Council 2006; Selkou and Roe 2002;
Leggate and McConville 2005) and is, in this sense, related to a larger literature that
has critically assessed the justification of maritime subsidies and protective ship-
ping policies (see for example Meeker 1905; Siegert 1930; Lawrence 1966; Sturmey
1975; Goss and Marlow 1993; Sletmo 2001). In this context, one could also mention
articles on shipping and taxation from investigative journalists (e.g. Bergin 2015;
Gibbs 2017).

Despite the large literature, no quantitative overviews of tax subsidies for ship-
ping exist to date. It is thus impossible to know what the shipping industry pays
in taxes, what it would have paid under a conventional fiscal treatment and what
exactly is the tax subsidy that states grant to their shipping sectors. There are prob-
ably several reasons for this absence of transparency. An obvious one is that tax sub-
sidies are difficult to measure; unlike subsidies via direct expenditure, tax subsidies
do not have a budget line in the general budget of a government from which money
is transferred to recipients. Instead, tax subsidies relate to foregone revenue, i.e. rev-
enue that would have otherwise come in, thus being much less visible. This was
already the case in the past, even in the admirably comprehensive studies on mari-
time subsidies at the end of the nineteenth and beginning of the twentieth century
(see in particular Jones 1916; Saugstad 1932), the then existing tax subsidies were
mentioned but not actually quantified. Moreover, the widespread emergence of tax
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subsidies in recent decades coincides with the discontinuation of international over-
views of maritime subsidies, as those provided by the US Department of Commerce.

Yet, we think that the quantification of tax subsidies to shipping is highly rel-
evant, as this would help to explain global economic integration and design better
policies. The economic analysis of globalisation has largely ignored the existence
of shipping subsidies. Whilst many authors have linked economic globalisation to
a decline in maritime transport costs, these cost decreases have been mostly linked
to economies of scale (Jansson and Shneerson 1982; Cullinane and Khanna 1999,
2000; ITF 2015; Haralambides 2019) and maritime transport innovations, such as
the invention of the steamship (Knauerhase 1968; Harley 1988; O’Rourke and Wil-
liamson 1999; Pascali 2017), ship design (Luiten van Zanden and Tielhof 2009),
labour productivity increases (Lottum and Luiten van Zanden 2014), containeri-
sation (Levinson 2006; Hummels 2007; Bernhofen et al. 2016; Kerim Cosar and
Demir 2018) and reductions in transaction costs due to state intervention (North
1958, 1968, 1991).

However, it is not unthinkable that direct and indirect maritime subsidies have
considerably lowered the cost of trade, and in this way have accelerated global eco-
nomic integration. It is often claimed that one of the frustrations with globalisation
is the unfairness of tax systems, with multinational enterprises scheming to pay as
little tax as possible. It is argued that the result of lower tax revenues leads to pres-
sures to cut budgets for public services and social security (Rodrik 2018; Milanovic
2019; Saez and Zucman 2019). Efforts to measure the degree of global tax avoid-
ance have intensified over the past few years (see for example Zucman 2013). Yet,
numbers on tax avoidance in the shipping sector hardly exist, which in a way is
ironic, considering that shipping has historically enjoyed fairly favourable tax treat-
ment. The shipping industry might eventually be covered by a minimum tax to be
applicable to other multinational enterprises, as currently proposed by the OECD/
G20 (OECD 2020). Within the context of that proposal, it would be essential to
understand the current tax burden of the shipping sector and the implications that a
minimum tax could have. This editorial aims to increase that understanding.

Such a quantification of maritime tax subsidies could help to improve related
policies. The EU has established its maritime state aid guidelines that should—as
the term indicates—provide guidance to policymakers on how much state aid ought
to be allowed. Yet, the guidelines contain provisions that are very difficult to imple-
ment without the quantification of tax subsidies. An example is chapter 11 of the
2004 EU Maritime State Aid Guidelines, which stipulates that maritime state aid ...
should not exceed the total amount of taxes and social contributions collected from
shipping activities and seafarers’ (EC 2004). In practice, this has never constrained
the European Commission to approve new state aid, even though no EC study has
ever quantitatively shown that this requirement has been met.

Quantification of shipping tax subsidies could also shed light on regular com-
plaints of shipping associations, like the International Chamber of Shipping, that
third countries, such as South Korea, distort the market for maritime transport with
their subsidies (ICS 2020). Such assumptions of market distortions also underlie the
2020 White Paper on foreign subsidies by the European Commission (EC 2020).
All such discussions are highly hypothetical without numerical data on maritime
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subsidies, neither budgetary measures nor tax subsidies; our objective here is to
address this void, at least to a certain extent that, hopefully, shall be appreciated by
the MEL readership.

2 Existing data: scope, availability and limitations

Tax subsidies are the difference between what firms would normally pay in taxes,
and what shipping actually pays. In other words, it is the revenue foregone to state
coffers due to the tax subsidy. In some cases this is relatively easy to calculate, espe-
cially when the shipping sector is fully tax exempt, when this exemption is globally
applied, or when there is no doubt about the tax base, i.e. a situation that requires
a limited amount of data, most of which are publicly available. An example is the
tax exemption for fuels for international shipping. In other cases, data availability is
much more limited, something that complicates quantification.

A tax subsidy that is particularly difficult to quantify due to data limitations is
related to corporate income tax, which is the focus of this editorial. Some countries
exempt, either fully or partly, shipping companies from corporate income taxation.
Many countries apply a shipping-specific tax, known as tonnage tax, which has the
tonnage of a ship as the tax base instead of the ship’s profit, as is normal practice
with other land-based firms. It should be mentioned that the tonnage tax scheme has
an anti-cyclical nature, something that comes in handy in an industry such as inter-
national shipping, which is notoriously volatile and cyclical. An owner that opts for
the scheme must commit their tonnage for a number of years. The tonnage tax thus
allows them to even out market fluctuations in the sense that, although they enjoy
fairly low taxes, comparatively, they still need to pay a fixed (tonnage) tax, even in
periods of worrisome economic downturns. In the case of such tax subsidies, vari-
ous data are lacking that are needed to assess the difference between what shipping
companies are paying and what they would have paid if they were a non-shipping
company. In both situations, the tariff and the tax base need to be known. Further-
more, although tariffs are publicly available, data on the tax base are much less so.

The rates for corporate income taxes and tonnage taxes are publicly available. In
most countries, this information is part of tax laws and regulations, and there are
various publications that give an overview of these rates. Most tonnage taxes apply
the regular corporate tax rate, but instead of using the actual profit of a shipping
company as the tax base, they define a hypothetical (notional) profit based on the
tonnage of the firm’s fleet. These notional profits in each country are well known.
This type of tonnage tax is often called a Dutch tonnage tax scheme, after the Dutch
introduced it in 1996. An aspect that causes some confusion is in regards to coun-
tries such as Greece, Cyprus and Norway, which although they apply a tonnage tax
similar to that of the Dutch, i.e. taking tonnage as the tax base, use a tax rate that is
not the regular CIT rate but one that varies with the tonnage of the ship. These rates
are known too. This type of tonnage tax is known as the Greek model, after Greece
introduced it in 1975. It is possible to compare the tax burden of the two models
at ship-level, by comparing the tax burdens for similar ships in different countries
(Fig. 1). The European Commission has sometimes used the difference between the
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Fig. 1 The tax burden per ship (according to net tonnage) under different tonnage tax schemes. Source
author’s elaboration based on country tonnage tax schemes. Note Greece is not included in this figure
because its scheme has tariffs per gross registered tonnage (GRT) instead of net tonnage (NT), which
makes it difficult to compare with other European schemes

two types of tonnage tax to make rather ambiguous comparisons between schemes
in its decisions on tonnage tax schemes in EU member states. What complicates
matters more is that various schemes provide the possibility for further reduc-
tions, for example related to the age and size of the ships, or to their environmental
performance.

Although comparisons at ship-level are possible, it is much more difficult to say
something at country level. Only a few countries—Norway, Netherlands, United
Kingdom, Ireland, Malta and Cyprus—have collected or released figures on how
many ships benefit from their tonnage tax (Table 1). In many cases, there is no link
between tonnage tax, national flag and the nationality of the shipowner. Unsurpris-
ingly, hardly any country presents government budgets with revenues from tonnage
taxes, also because these are usually very small. For instance in the UK, tax revenue
from tonnage taxes represented around GBP 5 million in 2013.

Equally, little is known on what shipping companies would have to pay in taxes
if they were treated as non-shipping companies. Corporate income tax rates are, of
course, publicly available, but the difficult part is the tax base, i.e. the shipping com-
panies profits that would need to be taxed. Tax administrations ought to be able to
extract this information, but this is hardly ever done or made public. Nonetheless,
we have been able to find this information for the UK, the Netherlands and Cyprus.

Governments often come up with an estimate of revenues foregone at the intro-
duction of a new tax subsidy. This is usually based on an assessment of the profits
that would normally be taxed, compared with an estimate of the taxes to be paid
under the new scheme (the difference of the two is the revenue foregone). Such
estimates are incorporated in government budgets of many countries and also in
notifications to the European Commission of maritime state aid. Sometimes these
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Table 1 Utilisation of tonnage tax schemes in various countries

Country Number of ships  Number of companies ~ Year  Source
Norway 709 2007 EFTA (2017)
963 2008
1152 2009
1200 2010
1419 2011
1422 2012
1452 2013
1484 2014
1523 2015
United Kingdom > 800 285 2007 UK Rep EU (2006-2009, 2014)
> 800 283 2008
>900 311 2009
>900 322 2010
> 800 246 2015
Ireland 104 20 2008 IMDO (2010, 2011)
154 36 2009
276 45 2010
Cyprus 3300 49 (ship management) 2016 EC (2019)
Malta 462 2015 EC (2017)
Netherlands 595 1996  Ecorys (2007a)

schemes are evaluated and adapted to take into account realities that were differ-
ent from assumptions. Subsequent evaluations of the Dutch tonnage tax scheme, for
example, showed that estimates of tax revenues foregone were systematically lower
than what was originally estimated (Table 2). Such revisions are fairly rare among
countries.

Sometimes, countries take a different approach when estimating revenues fore-
gone from shipping-specific taxes. Instead of comparing the shipping scheme with
the tax treatment of ordinary firms, they compare shipping taxes with the shipping-
specific measures that were in place before. In other words, revenues foregone are
considered as the revenue loss due to the new measure, compared with the situa-
tion before the introduction of the new measure. Several observers (e.g. Jantscher
1975) have noted that the shipping sector has already benefited from favourable tax

Table 2 Differences between

budeeted and | Period Budgeted annual foregone  Actual annual foregone
udgeted and actual revenue revenues (EUR million) revenues (EUR million)
foregone of the Dutch tonnage
tax 1997-1999 11 59
2003-2005 50 92
2007-2011 80 153
Source ITF (2019)
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treatment—for example in the form of accelerated depreciation allowances—before
the introduction of a tonnage tax. In this sense, the revenue foregone due to the ton-
nage tax may have been underestimated, if compared with previous periods, but
could nevertheless be considerable if compared with the tax treatment of ordinary
companies. The European Commission seems to have tolerated this approach to esti-
mating revenue foregone in various of its decisions on tonnage tax schemes (see
for example EC 2010). As a result, the officially declared tax subsidies related to
schemes such as those of Greece, Cyprus and Malta, might be lower compared with
other tonnage tax schemes in the European Union, such as those of the Netherlands,
Germany and France (ITF 2019).

In conclusion, for most countries, no public (government) data are available that
can be used to calculate tax subsidies to shipping. These data limitations could be
solved if governmental tax administrations would provide more fine-grained data.
However, this would not solve one problem that we have currently excluded, namely
the possibilities of tax avoidance via shipping-specific tax havens, i.e. open regis-
tries (FOC).

3 Tax avoidance via flags of convenience

Flags of convenience (FOC) are the result of the post-WWII convergence of the
interests of US shipowners and the US government. For shipowners, open regis-
tries provided ways to avoid taxation and regulation. For the US government, FOCs
provided an interesting option to further the interests of their shipping sector, par-
ticularly the tanker sector, driven by oil majors, without having to directly subsi-
dise it. The promoters of FOCs even used the unlikelihood of developed countries
to provide more maritime subsidies as an argument for allowing flags of conveni-
ence (Naess 1972; Carlisle 1981, 2017). Presently, the largest open registries are
those of the Marshall Islands, Liberia and Panama, all offering tax-exemptions to
foreign shipping companies and the possibility to hide beneficial owners from the
tax authorities of the FOC, or from those of the country of fiscal domicile of the
owner. Often, the latter country may be also offering favourable income tax conces-
sions to persons of a certain wealth (Bergin 2015). For the flag state, the FOC facil-
ity provides a source of revenue, albeit small. For example in 2016, revenues to the
registry of the Marshall Islands brought in USD 5 million in government revenue
(Republic of the Marshall Islands 2016). In Panama, the shipping registry was found
to be associated with the lowest economic value-added among the different constitu-
ents of the country’s maritime cluster (Intracorp 2014).

Many of the tax exemptions in the developed world have been put in place as a
reaction to the tax exemptions of FOCs. For example, re-flagging has been a recur-
rent motivation for maritime state aid, as formulated in the various EU maritime
state aid guidelines (EC 1997, 2004). This is relevant to our subject. Tax avoidance
via flags of convenience does not show up as a tax subsidy in any account, although
it clearly represents tax revenues foregone. Paradoxically enough, and this was the
sentiment at the introduction of the tonnage tax in the Netherlands in 1996, if a
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country manages to re-flag some ships thanks to a tonnage tax, this could be consid-
ered a reduction in tax revenues foregone.

Recent approaches have estimated the extent of tax avoidance and evasion by
analysing the inconsistencies in international financial statistics—the difference
between liabilities and financial assets reported in world financial centres (Zuc-
man 2013, 2015). This could potentially also provide a possibility for estimating
the tax avoidance of the shipping industry, if fine-grained data would be available
that would make it possible to identify the shipping sector in these accounts. This
is not the case for the moment. Somehow, a quantification of tax subsidies needs to
take the effect of tax avoidance via flags of convenience into account. We develop a
methodology below.

4 An alternative quantification approach

Our approach is based on data available in annual reports, financial statements and
audit reports from individual shipping companies. On the basis of these, we have
built a database of financial data over the period 2005-2019, of 157 global shipping
firms active in the main shipping sub-sectors in 41 different countries. In addition,
our database includes 40 terminal operators and 24 logistics companies.

All of the financial reports that form the basis of our database contain “profits
before tax” and tax expenses. In some cases, these reports provide figures on tax
reconciliation, which shows the taxes that the company would have to pay if the
CIT rate of the country where the company is incorporated would be applied. In
some cases, the financial reports include the amount of tonnage tax expenses that
were paid, which are often reported under operational expenses rather than tax
expenses. In our database, we do not take into account the fact that some countries
also provide generous depreciation regimes to their shipping sector, something that
of course allows the limitation of shipping profit to be taxed. Quantifying these tax
subsidies merits a separate study.

A methodological challenge regards the question of what constitutes a ‘shipping
company’. The answer is clear when a company focuses exclusively on a specific
sea-transport activity. In practice, this is not often the case. In bulk shipping, for
example, some of the largest shipping companies are oil, gas and mining compa-
nies, for which shipping represents an essential but fairly minor activity in terms
of profits. There are also many shipping companies that have diversified into other
activities that are often related to shipping but cannot be considered to be part of
it, such as shipbroking, logistics, warehousing, land transportation, freight forward-
ing, cargo handling in ports, port services, real estate, manufacturing or extractive
activities. Finally, there are some shipping conglomerates that are active in several
shipping sectors, such as container shipping, bulk shipping and car transport, but
present their tax expenses only for the whole group. All these cases present chal-
lenges, insofar as it is difficult to identify the profit and tax burden for the shipping
sub-sector in question.

Annual financial reports occasionally split out profits related to the different
activities in their segment reporting, but this is rarely done for the tax expenses.
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In most cases, it is impossible—based on the annual reports—to clearly identify
the effective tax rate of the shipping part of such companies. For this reason, our
data collection has focused on companies for which shipping represents a pre-
dominant activity, and for which the profits and tax expenses per shipping sector
can be identified. Shipping profits can be highly volatile which could lead to an
over- or underestimation of the effective tax rate. In order to minimise the pos-
sibility that incidental effects skew our estimates, we have taken the average score
over 15 years (2005-2019), so as to spread incidental effects over time, whenever
these data were available.

Another challenge is that not all shipping companies release annual financial
reports. For a considerable part of shipping companies, no financial data are publicly
available. However, one would not be unreasonable to assume that, grosso modo, the
firms not covered in our dataset have similar effective tax rates.

The challenges related to data collection are also reflected in the composition of
our database. Ideally, all major shipping companies in the main shipping sectors
would have been included. In practice, data for several of them are not available,
or only available at a highly aggregated level or for a limited period of time, which
renders them useless for our purposes. The “Annex” at the end provides an overview
of the companies included in our database.

We use the collected data to estimate overall profits and tax expenses of the ship-
ping industry. As previously mentioned, we assume that the profits and tax expenses
per shipping sector found in our data collection can be considered representative for
the different shipping sectors (container, liquid bulk, dry bulk, Ro-Ro and cruise
shipping). For each company in the database, we collected data on its fleet capac-
ity to know the extent of coverage of our dataset and to be able to extrapolate total
profits and tax expenses to the level of shipping sectors. Capacity data used were the
deadweight tonnage of the fleet (for dry bulk and liquid bulk), TEU capacity (for
container shipping), passenger capacity (for cruise shipping), car capacity (for car
carriers) and gross tonnage (for ferries).

These data allow us to show the amount of taxes paid by the various shipping
sectors and shipping as a whole, and the effective corporate income tax rates. We
confront this actual situation with three different scenarios to assess the revenue
foregone:

The first scenario assumes that there will be a minimum tax for multinational
companies, which implies that all shipping companies will pay at least this mini-
mum tax—hereby defined as 12.5%—on their profits. We further assume that the
shipping companies currently paying more than 12.5% will continue to do so.

In the second scenario, shipping would be taxed like the port terminal sector. This
scenario looks at the difference in actual tax rates between the port and shipping
sector as a whole and considers this as revenue foregone.

In the third scenario, shipping would be taxed according to the average corporate
tax rate in OECD countries (23.7% in 2018). The revenue foregone here is the
difference between the taxes the shipping sector would have paid under a 23.7%
rate on overall profits of the main shipping sectors and the actual tax expenses
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5 Main findings

Based on an analysis of our dataset of 157 shipping companies over the period
2005-2019, we find that shipping firms pay approximately USD 1.9 billion in corpo-
rate income tax per year, including tonnage taxes. Over the same period, the global
shipping sector enjoyed net profits (before tax) of around USD 27 billion p.a.. This
means that the effective tax rate for the shipping sector is currently around 7%. The
shipping sector with a particularly low effective tax burden is cruise-shipping, with
an effective tax rate of 0%. Other shipping sectors with low effective tax rates are
the liquid bulk sector (including oil tankers, product, chemical tankers and gas carri-
ers), the roll on—roll off (Ro-Ro) sector (both 3%) and the dry bulk sector (6%). The
shipping sector with a relatively high effective tax rate is container shipping (19%).
Shipping has considerably a more favourable tax regime than other parts of the mar-
itime supply chain, such as port operations, freight forwarders and logistics compa-
nies. Port operators have an average corporate tax rate of 20%, freight forwarders
and logistics operators a rate of 27%. There are considerable differences between
world regions. We observed the lowest tax burdens for shipping companies incor-
porated in Oceania (0%), North America (0%) and Latin America and Caribbean
(1%). The highest overall effective tax rates were observed for shipping companies
incorporated in Europe (11%) and Asia (12%). The Middle East occupies a middle
position, with an effective tax rate of 8% for shipping companies incorporated there
(Table 3).

Global tax revenues from shipping would amount to USD 4.4 billion if there
would be a minimum tax of 12.5% (scenario 1). In the case where shipping would be
taxed like the port terminal sector, that is 20% on average, total global tax revenues

Table 3 Effective tax rates of
shipping sectors

Effective
tax rate (%)

Shipping 7
Port terminal operations 20
Freight forwarding and logistics 27
Shipping sectors

Cruise shipping 0
Liquid bulk 3
Roll on/roll oft 3
Dry bulk 6
Container shipping 19
Shipping firms, incorporated in:

Oceania 0
North America 0
Latin America and Caribbean 1
Middle East 8
Europe 11
Asia 12
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would amount to USD 5.4 billion. In the third scenario, in which shipping would be
taxed according to the average corporate tax rate in the OECD, the shipping sector
would pay USD 6.5 billion in taxes. Based on these three scenarios, one could con-
sider that the corporate tax subsidies for shipping (tax revenue foregone) range from
USD 2.5 billion per year for scenario 1, to USD 3.5 billion per year for scenario 2
and USD 4.6 billion for scenario 3 (Table 4). In other words, the shipping tax rev-
enue foregone over 2005-2019 represents USD 38-69 billion.

6 Interpretation of findings

An interpretation of these results needs to start with a caveat on the data presented in
the previous section. The estimated effective tax rate depends, to a large extent, on
the profits from firms at a specific point it time. As shipping sectors are highly vola-
tile, there is considerable variation in profits and losses that could skew the calcula-
tions. Considering that tax expenses remained more or less stable over these peri-
ods—partly thanks to tonnage taxes—the large losses over a certain period could
lead to overestimations of the effective tax rate of shipping sectors. For example
2014, 2015 and 2016 were particularly unprofitable years for dry bulk shipping, and
2009, 2011 and 2016 for container shipping. This could explain the relatively high
effective tax rates for these sectors compared with other shipping sectors. Ideally,
the collection of shipping profits and tax expenses data should be undertaken over a
long period, of which, however, data are not always available.

Contrary to observations that shipping is essentially a zero-taxed sector (see
for example Knudsen 1997), we find that the shipping industry on the whole actu-
ally pays taxes, even if the majority of shipping firms in our database (57%) had a
tax burden of zero (or actually received tax credits). Only the cruise shipping sec-
tor pays virtually no corporate income taxes, most other shipping sectors pay some
taxes, although to a considerably lesser extent than many other economic sectors. It
should be noted here that shipping companies might pay (more) taxes because they
have taken up activities in addition to shipping that are normally taxed. In particular,
this could be the case for container shipping companies that often also offer logis-
tics activities that are usually not tax-exempted, as is the case of shipping activities.
This explains to a large extent the higher tax rate for container shipping. In almost
all financial statements, these logistics activities are presented as part of container
shipping activities—and not as distinct categories. In the rare cases where they are
presented separately, the tax expenses are not assigned to logistics and container
shipping separately. Even if an emerging number of ‘ancillary services’ are being
covered by the tonnage tax schemes of EU countries (ITF 2019), a maximum of half
of the profits of these activities can be covered by tonnage taxes according to the
EU Maritime State Aid Guidelines, and the other half would still need to be taxed at
regular rates.

In container shipping, as in bulk shipping, there is a clear distinction between
non-operating shipowners, mostly incorporated in zero-tax jurisdictions, and owners
that are also operators who are incorporated in a wider set of jurisdictions, mostly
non-zero-tax jurisdictions. Especially in the bulk sectors, a substantial part of the
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shipping companies pay practically zero taxes, but the remaining companies pay
considerable amounts of tax.

Although certain Asian countries provide large direct subsidies to their shipping
sector or shipyards, they also generally impose the highest effective tax rates on their
shipping sector, higher than the average in Europe. Some jurisdictions in Europe
provide practically zero taxation for shipowners, e.g. in Monaco. Maritime subsidies
in Asia might be distorting competition in shipping, but one could wonder whether
these are of the same order of magnitude as the tax subsidies provided by the likes
of Marshall Islands, Liberia and Bermuda. The complaints of shipowner associa-
tions vis-a-vis maritime subsidies in South Korea and China seem to be selective
and possibly misdirected.

7 Conclusions and policy implications

Tax subsidies to shipping have become more important over the last decades, but
no estimates exist on how much public money is spent (tax revenues foregone) on
this. A tax subsidy that is particularly difficult to quantify due to data limitations
is related to corporate income tax, which was the focus of this editorial. In order
to fill this data gap, we constructed a new dataset made up of data collected from
annual financial reports of 157 shipping companies over the period 2005-2019. Our
data collection exercise meant to fill a data gap with regard to tax subsidies and also
illustrate the need to expand the data collection on and the analysis of tax subsidies
for the shipping industry. Governments could monitor the tax expenditures related
to shipping more closely by regularly analysing the profits of their shipping firms.
Such exercises could help to determine the impact of tax subsidies on the shipping
sector. This is all the more relevant when shipping companies are also involved in
non-shipping activities.

This diversification of shipping companies could also distort markets related to
logistics and port terminal operations. Tonnage tax schemes in at least a dozen coun-
tries allow terminal operations carried out for a ship under a tonnage tax scheme to
be covered under the scheme as well. Such a provision benefits shipping companies
that own terminal subsidiaries, as they can lower their tax burden compared with
independent terminal operators not subject to the tonnage tax regime. A similar dis-
tortion could exist in freight forwarding and logistics activities carried out by con-
tainer shipping companies. The effects of such distortions could be substantial; our
analysis shows that the effective tax rates for freight forwarders, logistics operators
and port terminal operators is two to three times higher than that of the shipping
sector as a whole. Moreover, we find that the average tax rate for terminal operators
that are vertically integrated with shipping companies is 14%, whereas the average
tax rate for non-integrated terminal operators is 21% (Table 5). We have been able to
conduct this analysis by assessing the data for various shipping companies that also
operate terminals and present the profits and tax expenses for terminal operations in
their segment reporting.

Our analysis also shows that there is no level playing field regarding the shipping
taxation regimes around the world. We estimate that the global shipping industry as
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Table 5 Effective tax rates of .
! ! Effective
integrated and non-integrated e

. tax rate (%)
terminal operators

Vertically integrated terminal operator 14
Non-integrated terminal operator 21
Terminal operators (total) 20
Shipping 7

a whole has an effective corporate income tax rate of 7%, but we also find that the
majority (57%) of the companies in our database had zero corporate tax expenses.
Moreover, there are considerable differences between world regions, ranging
between zero taxation in Oceania and North America to 11% for shipping compa-
nies incorporated in Europe, and 12% for those incorporated in Asia. This global tax
competition results in a continued hollowing out of government tax revenues related
to shipping activities. According to our estimates, the shipping sector paid USD 1.9
billion per year in corporate taxes. Depending on methodology and assumptions,
tax subsidies to the shipping sector range between USD 2.5 and USD 4.6 billion per
year. Even in Europe—where the corporate tax revenues from shipping are relatively
high—corporate tax subsidies to the shipping sector exceed the revenues from ship-
ping taxation. Moreover, shipping tax havens (open registries) are also often used by
shipowners to limit tax obligations and help to diffuse responsibility in case of acci-
dents and environmental disasters. Reconsideration of the global regulatory archi-
tecture for shipping is warranted, and this should include shipping taxation matters.



Quantifying tax subsidies to shipping 531

Annex: Companies included in our database

Shipping firms 2GO Group, Aboitiz Transport System, American Shipping Corporation,
Ardmore, Attica Holdings, Avance Gas Holdings, Bahri, Belships, Box Ships,
BW LPG, Capital Product Partners, Carnival, Castor Maritime, CH Offshore,
Chang Jiang Shipping Group, China COSCO Shipping, China Merchants
Energy Shipping, Chinese Maritime Transport Ltd, CMA CGM, Color
Group, Concordia Maritime, Costamare, Courage Investment Group, CSAV,
D’Amico International Shipping, Danaos, DFDS, DHT, Diana Container-
ships, Diana Shipping Inc, Dorian LPG, Dynagas LNG Partners, Eagle Bulk
Shipping, Eimskip, Eitzen Bulk Shipping, Essar Shipping, Eurodry, Euronav,
Euroseas,Evergreen Marine Corporation, Exmar LNG, Exmar LPG, Exmar
Offshore, Finnlines, First Ship Lease Trust, Fjord Line, Gas Log, Gas Log
Partners, GC Rieber, Genco Shipping & Trading, Global Ship Lease, Globus
Maritime, Golar LNG, Golar LNG Partners, Golden Ocean, Good Bulk, Great
Eastern Shipping, Great Harvest Maeta Group, Grieg Star, GSD Denizcilik,
Gulf Navigation Holding, Hafnia, Hapag Lloyd, Hoegh LNG, Humpuss
Intermoda Transportasi, lino Kaiun Kaisha, International Seaways, Irish
Continental Group, J. Lauritzen, Jinhui Holdings, Jordan National Shipping
Lines, KNOT Offshore Partners, Korea Line Corp, KSS Line, Kyoei Tanker
Corporation, Lorenzo Shipping Corporation, Maersk Line, Maersk Supply
Service, Maersk Tankers, Malaysian Bulk Carriers Berhad, Matson, Minoan
Lines, MSC Cruise, Navig8 Chemical Tankers, Navigator Holdings, Navios
Maritime Acquisitions, Navios Maritime Containers, Navios Maritime Part-
ners, Norden, Nordic American Tankers, Nordic Shipholding, North-Western
Shipping, Norwegian Cruise Line, NS United Kaiun Kaisha Ltd, Ocean Yield,
Odfjell, OOIL, Overseas Shipholding Group, Pacific Basin, Pan Ocean Cor-
poration, Pangaea Logistics Solutions, Polaris Shipping, Precious Shipping,
PT Trans Power Marine, Pyxis Tankers, Royal Arctic Line, Royal Caribbean
International, Safe Bulkers, SBM Offshore, Scandlines, Scorpio Bulkers,
Scorpio Tankers, Seanergy Maritime, Seaspan, Seroja Investments, Ship
Finance International, Shipping Corporation of India, Shreyas Shipping, Sillo
Maritime Perdana, Singapore Shipping Corporation, SITC, Soechi Lines, Sol-
vang ASA, Sovcomflot, Star Bulk, StealthGas, Stolt Nielsen, Tallink, Tamai
Steamship Company, Team Tankers International, Teekay LNG Partners,
Teekay Tankers, Temas Line, Thoresen Thai Agencies, Top Ships, Torm,
Torvald Klaveness, Tsakos Energy Navigation, Ultrabulk, U-Ming Marine
Transport, Uni-Asia Group, Unifeeder, Viking Line, Viking Supply Ships,
Wallenius Wilhelmsen, Wanhai Lines, Wilh. Wilhelmsen Holding, Wilson
ASA, Winland Ocean Shipping, Wisdom Marine and Yang Ming

Port terminal operators Adani Ports, APMT, Asian Terminals, Beibu Gulf Port, China Merchants Port
Holdings, COSCO Pacific, COSCO Shipping Ports, Dalian Port Company, DP
World, Essar Ports, Eurokai, Global Port Investments, Global Port Holdings,
Global Ports, Gujarat Pipavav Port, HHLA, Hutchison Port Holdings Trust,
ICTSI, Jiangsu Lianyungang Port, Jinzou Port, Koninklijke Vopak, Luka
Koper, Nanjing Port, Ningbo Zhoushan Port, Novorossiysk Commercial Sea
Port, Piraeus Port Authority, Port of Tauranga, PSA, Puerto Ventanas, Qing-
dao Port International, Qinhuangdao Port, Rizhao Port Company, SAAM,
Salalah Port Services Co, Shanghai International Port Group, South Port New
Zealand, Tangshan Port Group, Thessaloniki Port Authority, Tianjin Port
Development Holdings, Xiamen International Port Company and Yingkou
Port Liability Company;
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Freight forwarders/ ABC India Ltd, Azuma Shipping, Damco, DSV Panalpina, Ever Harvest Group,
logistics operators Far Eastern Shipping, Fushiki Kairiku Unso, Grup Empresas Navieras, Grupo
TMM, HNA Technology, Hyoki Kaiun Kaisha, Kuehne & Nagel, Kuribayashi
Steamship Company, Naigai Trans Line, Ningbo Marine Co, Ocean Wilsons
Holdings, PT Samudera Indonesia, SAAM, Sakurajima Futo Kaisha, Salam
International Transport & Trading, Santova, Sinotrans, Tegma Gestao Logis-
tica SA and Tokyo Kisen Co
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