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Recent developments in Latvia as a result of 

and among other things introduced personal income 
tax on sale of shares of real estate companies. The 

ideas on the potential taxation of gains on the sale of 
stocks and real estate. Gains on the sale of stocks and 
real estate should be treated as capital gains and hence 

in most of the EU Member States capital gains are 

tax on the local level and discuss the perspectives of 
its introduction in Latvia. Although this issue is be

detailed information about the impact the tax might 
cause on the Latvian entrepreneurial environment, 

The aim of article. The aim of this article is 

estate and stocks should be adopted in Latvia and 

economic development in Latvia.

Latvia in relation to capital gains, taking into account 
recent changes in tax legislation as a result of gov

gains taxation.
Research methods. Research methods of this 

tal gains tax in other European Union Member States 

countries and comparing these trends.

Research results.

problems related to the application of capital gains 
tax, pros and cons of introducing this tax in Latvia, 

come Tax governing the sale of stocks in real estate 

of tax to sale of stocks in real estate companies.

such kind of gains should be taxable in Latvia and 

the introduction of this tax compared to administrative 

might bring about certain problems. First, the impact 

that obtained in the result of its sale. It should be noted 

capital gains: both the asset value and the asset gain 

that, prior to imposing capital gains tax, it should be 



more practicable for the governments to use real in

is formed. Regardless of the above, nominal interest 

more appropriate to peg capital gains to a long time 

should be used, as assets and other sources of income 

er price index could be relevant, although it is not a 
perfect solution here (Arnold C. Harberger, Martin I. 

the amount of the capital increase. There are assets for 

instance, antiquities, paintings, and real estate. In ad

renders the tax administration process even more com
plicated. In practice, realised capital gains are taxed, 
but the procedure for taxation of realised capital gains 

is deferred until capital gains are realised. This possi

gains are used as the tax basis. The reason for such 

ing to hold or sell assets should take into consideration 

The introduction of capital gains tax or the re
duction of tax rates is rather a controversial issue, as 
the tax has both positive and negative aspects. In their 

More than half of the aggregate capital gains is re

possibilities of transforming their income into capital 
gains, and this is the reason for aggressive tax plan
ning and the state budget losing potential tax revenue. 

ties, coins, paintings, or stamp collections acquired 

tion of capital gains tax might hinder capital forma

to realised gains causes economic failure. Capital is 

on more than half of stocks are not realised for several 

on realisation of their capital gains. Thus revenue the 
state derives from capital tax is rather small (Arnold 

The administration of capital gains tax collec
tion is rather complicated for reason of the aforemen
tioned tax application problems. Hence the imposi
tion of capital gains tax might require substantial tax 

fair not to tax capital gains since these are irregular 

ponents of this opinion might claim that the treatment 



the sources of income (labour income or income from 

Tax and on Personal Income Tax. Passive income in
cludes gain on the sale of real estate, gain on the sale 
of securities, interest income, and dividend income. 

gains on the sale of real estate and securities, and in

of capital gains tax. As regards private individuals 

Income Tax envisage that in Latvia tax shall not be 

ception of stock in companies holding real estate in 

ciations registered in the Republic of Latvia and other 

No tax shall be imposed also on income from bonds 
of the government and municipalities of Latvia. No 
personal income tax shall be imposed on dividends 

Foreign Investments in the Republic of Latvia or tax 

from personal income tax on sales proceeds from sale 

of Finance suggested introducing capital gains tax 

on income from speculative real estate transactions 
to compensate for the decrease in tax revenue after 

accepted until the government took a stand regarding 

prise income from disposal of shares/ stocks or other 
investments in domestic or foreign capital companies 

investments in one or several other persons incorpo

The amendments provide for the deletion of the 

residence of that person (other than the additional ad

respective agreement on disposal. Income from trans
actions aimed at disposing of the rights to acquire real 

tate disposal.

cultural companies and agricultural land. 

income generated from disposal of shares/ stocks or 
other investments in domestic or foreign companies 
or other persons provided that in the taxation period 
of such disposal or in the previous period real estate 
located in Latvia represents or represented more than 



securities of the European Union or the European 
Economic Area.

treatment to all sales of stocks regardless of assets the 

Since at corporate level in Latvia gains from the 

income tax and no changes are expected in this area 

ment in the event of the sale of real estate or stocks 

these kinds of transactions and tax exemptions envis

the taxation regime from being unfair from the social 

In the European Union, the tax treatment of 
gains on the sale of real estate and stocks varies from 

tax capital gains on the sale of real estate and stocks. 
For the most part, gains on the sale of real estate or 

sive rate depending on the amount of gains obtained. 
Therefore, the larger is the individual’s income, the 

sented personal income tax rates applied in the Mem

Great Britain
Belgium
Austria

Slovakia
Lithuania
Estonia
Slovenia
Malta

income tax at the same rates as applied in respect of 
other kinds of personal income. Moreover, each of the 
aforementioned states has certain departures from the 
general principles of capital gains tax. For instance, 

stocks are sold earlier than six months after acquisi

reported real estate located in Estonia of more than 

is contemplated an exemption from personal income 
tax for capital gains from the sale of stocks having the 



standard tax rate. In Lithuania and Belgium this kind 

residents. Tax rates applied in other Member States to 
gains from the sale of stocks are summarised in the 

France
Netherlands
Greece
Portugal

Finland
Ireland
Poland

Slovenia

In some of the aforementioned Member States, 
several tax exemptions are envisaged. For instance, in 

Portugal capital gains from the sale of stocks are not 

of the aggregate capital. In France no tax is applied to 
capital gains on the sale of stocks amounting to less 

sets.
In brief, the common practice in the Member 

States is to tax capital gains on the sale of stocks ei
ther at personal income tax rates or at reduced tax 

pend on the proportion of the stocks sold in the ag
gregate capital.

The fact that in Latvia capital gains from 

to taxation and capital gains from the sale 
of other shares and stocks are exempt 
from personal income tax provides uneven 

differences in tax treatment of various 

treatment of sale of shares in companies, 

uses for its business activities. 
Considering the European experience, 

on sale of stocks, rather than maintain current 

of Income from Capital. – The Brookings Institution, 



l pp.

Santrauka


