
 
News Analysis: Was D Really Rich? 

by Lee A. Sheppard 
 
In news analysis, contributing editor Lee A. Sheppard revisits the European Court of Justice's judgment in D, 
considering Europe's housing bubble and how overinflated real estate prices may have worsened the troubles of the 
German resident whose property in the Netherlands subjected him to the Dutch net wealth tax. 
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The other night, a TV movie channel showed the 1968 Norman Jewison film "The Thomas Crown Affair," an implausible crime 
caper starring Steve McQueen and Faye Dunaway. McQueen, as the title character, masterminds the theft of $2 million in cash 
from a Boston bank. That princely sum allows him to have a luxurious triplex, a Rolls-Royce, a glider, handmade suits, and polo 
ponies. Dunaway, as an insurance investigator, correctly fingers him as the thief, no doubt because he is the only stylish person in 
Boston. She falls in love with him, and he gets away.  

These days, of course, a piffling $2 million wouldn't buy any polo ponies, and certainly wouldn't be enough to command the 
amorous attentions of any women who look like Faye Dunaway. The erosion of purchasing power and real estate inflation are 
causing some countries to rethink the monetary levels at which their wealth taxes are imposed. Germany, Holland, and Denmark 
have repealed their wealth taxes.  

Last week, when we wrote about the European Court of Justice decision in D (C-376-03), Doc 2005-14395 [PDF] or 2005 TNT 
137- 4 , we speculated that D was rich. (See "The ECJ's Common Sense in the D Case," Tax Notes, July 18, 2005, p. 282.) 
What with him having property in two countries, and a desire to remain anonymous, it was a reasonable assumption. D was 
clearly well-off. But he might not have been rich by some standards. "Pretty farfetched," sniffed one reader about our comparison 
of D to a highly paid footballer.  

D may have become subject to wealth tax because of rampant real estate inflation in Europe. His Dutch assets were immovable 
property. Dutch house prices have increased 76 percent since 1997, compared with 73 percent appreciation in the United States, 
where a housing price bubble is belatedly being acknowledged. (The Economist, June 16, 2005, 
http://www.economist.com/displaystory.cfm?story_id=4079027.)  

The Dutch wealth tax to which D was subject in 1998 was repealed in 2000. When it was in force, the Dutch wealth tax applied to 
asset values exceeding 193,000 Dutch guilders (€87,580) for a single taxpayer and 241,000 Dutch guilders (€109,361) for married 
taxpayers. Those amounts formed the tax allowance that was available to Dutch residents but not available to D, who, as a 
nonresident, was taxable on all his wealth in Holland. The rate was 0.7 percent, though the court stated that it was 0.8 percent. 
There were exemptions for art and pensions not material to D's case.  

D had 10 percent of his total wealth in Holland, with the other 90 percent in Germany, where he was resident. Extrapolating from 
the Dutch allowance levels, D, who is married, would have had a net worth of at least €1 million. However, greater wealth might 
better explain D's decision to fight for the allowance. D spent €22,500 on the litigation.  

France is rethinking the level of its wealth tax, l'impôt de solidarité sur la fortune, which applies annually to net wealth exceeding 
€720,000 (roughly $850,000) at rates ranging from 0.55 percent to 1.8 percent. Art works are exempt. France has had faster 
house-price inflation than the United States over the past decade. House prices have increased 87 percent since 1997, according 
to The Economist.  

French Finance Minister Thierry Breton has suggested that the wealth tax be reformed, arguing that it has become a tax on the 
savings and housing of regular folks who are not necessarily wealthy. He further pronounced it "economically dangerous." The 
government is reviewing the tax. Due to real estate inflation, the tax is now being imposed on 335,000 households, which 
represents a doubling of the number of taxpayers subject to it. And it is also believed to have caused some taxpayers to emigrate. 
(The Economist, July 16, 2005, p. 45.)  

France, it turns out, is downright generous. The other countries that still have wealth taxes have much smaller exemption levels. D 
may have been very well-off, but other potential Ds outside of France are stuck paying wealth tax on assets whose values might 
owe more to real estate and equity market inflation than to intrinsic worth.  

Neighboring Spain's wealth tax is imposed on asset values of €108,182.18, but that is after an exemption for the taxpayer's 
residence of €150,000. Assets used in the active conduct of a business are also exempt. The rate ranges from 0.2 percent to 2.5 
percent. Spain is right in the thick of the housing price bubble, what with its own recent economic expansion and colonization by 
vacationing Britons. Spain's house prices have increased by a breathtaking 145 percent since 1997, according to The Economist. 



Although little Luxembourg is regarded as a banking haven for Europe's rich, Luxembourg residents pay a flat 0.5 percent wealth 
tax on fairly low levels of wealth, defined by means of exemptions. Alimony claims, pensions, and personal effects are exempt. 
There are three exemptions, each capped at €75,000 per taxpayer (doubled on a joint return), for financial assets. One exemption 
covers shares, receivables, and bank deposits. A second exemption covers life insurance, and a third exemption covers annuities 
and usufruct rights. Like France, Luxembourg exempts collections worth less than €25,000, and it also exempts €12,500 worth of 
jewelry and €1,250 worth of bullion. There is an exempt amount of €2,500 for each person living in a taxpayer's household.  

Although some Romance-language countries maintain them, wealth taxes are usually thought of as a northern European vestige 
of socialism. True to that cliché, Sweden's flat 1.5 percent wealth tax applies to wealth exceeding SEK 1.5 million per taxpayer 
(SEK 3 million for a married couple), which works out to $193,500 per taxpayer. But the law is loaded with exemptions. According 
to Prof. Leif Mutén of the Stockholm School of Economics, the tax is regarded as outmoded, but suggestions that it be repealed 
are seen as politically risky for the left-leaning coalition that currently controls the government.  

Finland's net wealth tax also appears to be headed for abolition, possibly next year. It is imposed on asset values of €250,000 or 
more, at a rate of €80 plus 0.8 percent of the amount in excess of €250,000. There are exclusions for various types of assets, 
such as bank deposits and life insurance, as well as provisions that permit significant undervaluation of real estate. Those relief 
provisions lead some observers to believe that the tax favors some kinds of investments over others. Corporations are also 
subject to net wealth tax, at a rate of 1 percent, but few corporations pay wealth tax as a practical matter because of extensive 
relief provisions.  

In the end, who is considered rich is more of a social and cultural concept than an economic one. D might not have been 
considered rich in America, where acquiring wealth is seen as a social obligation.  

As this article is being written, the Senate is wrestling with a compromise that would excuse some millionaires from America's 
version of the wealth tax, the estate and gift tax. Seems that a million dollars just can't buy what it used to. When the exemption 
from tax hits $3.5 million in 2009 -- marital deductions and other features allow tax-free transfers of roughly twice that amount -- 
very few American households will owe transfer tax. ("Framework of Estate Tax Deal Is Set, Kyl Says," Tax Notes, July 18, 2005, 
p. 263.)  
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