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Will governments tax wealth?

Chief economist's comment

Author: Paul Donovan, Chief Economist, UBS GWM, UBS AG London Branch

e Government debt levels are high relative to the
recent past.

e Private sector wealth is at a record high. The great
wealth transfer means record amounts of wealth
will change ownership in the next two decades.
Indebted governments will not ignore this.

o We expect governments to mobilize wealth through
financial repression and taxation.

e Governments are most likely to use repression to
encourage or force private investors to buy bonds.
This will lower borrowing costs. Capital gains tax
increases also seem likely.

» Inheritance taxes and wealth taxes are possible, but
less likely. These tend to be less effective, more
politically controversial, and risk more significant
economic side effects.

Taxing wealth

Government debt levels are high, relative to recent
history

OECD general government gross financial liabilities as % GDP

Government debt levels (as a share of GDP) are at levels
not seen for several decades. The OECD projects that
developed economy government debt will reach 113.47% 140%
of GDP in 2027. As the social disruption associated with the
fourth industrial revolution gathers pace, the pressure for
governments to financially support those negatively affected 100%
by change will grow, and that support must be paid for with
either tax revenues or debt issuance.
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These higher debt levels often cause alarm from some
investors, a lot of media commentators, and politicians
(often when in opposition). "How will the debt be repaid?"
is @ common question, conveniently ignoring the fact that
government debt is almost never repaid. However, the feve/
of debt is not what causes a debt crisis. It is the ability to
finance debt that matters. Japan’s debt ratio hit a peak of
231% of GDPin 2021 with very little funding concern; 88%
of the Japanese government bond market is domestically
owned and more readily controlled by the government.

This highlights the critical point when considering
government debt levels—the other side of the equation.
UBS modeling suggests that global wealth levels are at
record highs (at least for the modern age), relative to GDP."
The government debt-to-GDP ratio may be high, but the
government-debt-to-personal-wealth ratio is much lower.2
Government debt is dwarfed by the resources available
to fund it. Moreover, debt to wealth is a like-for-like
comparison. Debt and wealth represent a stock. GDP is a
flow—a version of income.

225 years of government debt ratios
UK government debt : GDP and government debt: personal wealth ratios
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Taking the UK as an example because of its long data
history, the current government debt level is less than
a quarter of estimated personal wealth (that is to say,
wealth held by individuals and not private companies). Only
extreme mismanagement or political incompetence would
likely mean that debt could not be reliably funded with such
a debt-to-wealth ratio. Moreover, as recent UK experience
in the autumn of 2022 has shown, if investors believe
that extreme mismanagement or political incompetence has
taken place, the inability to refinance debt is likely to change
policy within weeks.

Debt looks much less problematic when compared
to wealth

Current government-debt-to-GDP and government-debt-to-personal-
wealth ratios
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As shown in the chart, even relatively heavily indebted
countries like Italy or Japan have relatively modest debt-to-
wealth ratios.

A large amount of global personal wealth is changing hands
over the course of two decades—the great wealth transfer is
already underway. It seems inconceivable that governments
will watch with complete indifference as over USD 80tr of
personal wealth changes hands.

The result is that private sector wealth is increasingly likely
to be mobilized to finance government debt.

Two problems with wealth

Before considering how personal wealth might be mobilized
to finance government debt, two problems need to be
acknowledged: measurement and emotion.

Measurement

The idea that global wealth is at a record high rests on
modeling. Global wealth is not definitively measured, and
definitions of what constitutes wealth are not standardized.
Many forms of wealth do not have clear, real time market
values. The value of a painting or a private company may
easily be disputed. Economics is obsessed with activity and
change, not the static measure of what we have.
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The failure to definitively measure wealth allows fake news
about wealth to flourish. It also presents a challenge
for governments seeking to mobilize wealth—if personal
wealth is to be used, it would help to have some
understanding of how much there is, where it is, and in what
form it is held.

The vagueness around wealth measurement also means
that many people who advocate taxing the wealthy do not
realize that under most definitions, they would fall into that
category. The record level of global wealth is not just a
function of the top 1% in society—wealth has increased
across many different groups, especially in areas where real
estate values have increased rapidly.

Emotion

The emotional angle around wealth plays out on both
sides. Wealth inequality causes resentment from groups
that do not have wealth. There is often a sense of
injustice. It is tempting to believe that wealth has been
accumulated through paying insufficient taxes in the past,
which encourages the idea “we did not tax you then,
but we can tax you now.” This perception directly links
wealth accumulation to higher levels of government debt,
the idea being that past tax cuts caused both wealth and
government debt to rise. Windfall accumulations of wealth
are also common in periods of rapid economic structural
change—someone has the good fortune to have the right
idea at the right time, and profits from it. There is a sense
among others of “that could have been me,” breeding
resentment.

The rise of social media has also accentuated perceptions
of wealth inequality. In many countries, wealth inequality
has not increased—for instance, comparing the growth
of average and median wealth suggested by UBS models
implies that countries like the UK, Germany, and Spain
have seen a modest decline in wealth inequality in the
recent past. However, the visibility of social media makes
existing inequalities more public. Better awareness of
long-established wealth inequalities can provoke strong
emotions, even violent protest.

The extent to which wealth redistribution is pursued as a
policy is often bound up in a country's culture, which also
has an emotional resonance. Folklore about an equitable
society or robust independence and small government can
shape attitudes to things like wealth redistribution and
government debt—even if the stories told do not really
match up to reality.

Emotion is also a powerful driver for wealth owners.
The evolutionary survival mechanism of loss aversion is a
major consideration—studies suggest the resentment of
losing something weighs about three times the delight
of gaining something. Attempts to mobilize wealth may
include taking away what is already owned. There is also

a sense of unfairness in “double taxation”—having paid
taxes on earned income, that same money (if saved) is
then taxed again in any wealth tax situation. Many cultures
consider saving to be a virtue (this is a very debatable
point economically), but then those that do save feel
that “double taxation” is punishing them to reward the
profligate spenders who saved nothing. Emotion is often
associated with certain assets, ownership of which may be
threatened if wealth is mobilized. The “family home” is
something that has sentimental appeal in many cultures.

Measurement and emotion present practical and political
barriers to mobilizing wealth. They are not insurmountable
barriers. Five broad mechanisms are likely to be used, under
the general headings of financial repression and taxation.

1. Financial repression — incentives

Financial repression is about encouraging or forcing wealth
owners to buy government bonds, lowering or "repressing"
the cost of government borrowing to a level below what
would be considered economic “fair” value. The financial
repression makes refinancing debt both easier (because
there is a captive pool of investors) and cheaper (because
the borrowing cost is lower). A considerable proportion of
the decline in the UK's government debt ratio after 1945
was due to financial repression, for instance.

Mobilizing wealth does not have to be about governments
taking money. Incentivizing wealth holders to buy
government debt has been used for centuries. Tax breaks
for retail investors who buy government bonds is the most
obvious incentive. Very often this is managed via postal
savings schemes. In such cases the individual investor may
hold a deposit, but the scheme invests those deposits in the
government bond market. Tax breaks can apply to directly
held bonds—the income from municipal government bonds
in the United States is often tax-free, for instance.

An alternative is state lotteries, where the incentive of a
prize (generally received tax-free) encourages people to give
money to the government. This is less obviously a tax on
wealth, although it utilizes a (low) possibility of obtaining
wealth. The UK premium bond scheme is a hybrid option,
where bonds earning zero interest are sold to retail investors
with a chance of winning a tax-free prize in a monthly
lottery draw. The prize rate—prizes paid as a percentage of
outstanding premium bond values—is typically lower than
the yield on government bonds, giving the government a
cheaper form of funding.

Economic consequences
Incentivizing retail money to invest in government debt

(directly or indirectly) obviously means that this wealth is
not available for private sector investments. How important
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this is depends on where the money might otherwise
be invested. With postal savings and similar options, the
most likely answer is that wealth is being diverted from
bank accounts into government bonds. The economic
consequences of this depend very much on the starting
point for investment funding, and is likely to differ from
country to country. If there is a shortage of bank credit in
an economy, this may be a constraint on economic growth.
However, if bank finance is readily available, diverting money
in this way is likely to have less of an economic impact, as
access to credit is not a limiting factor for economic growth.
If postal savings attracts money that would otherwise have
been held as cash, it could be a net economic positive. In
this case, the tax incentives end up putting to use what
might otherwise be considered “wasted” or economically
unproductive cash holdings

Incentivizing more direct investment in government debt—
as with the US municipal bond markets—is more likely to
appeal to a different, more sophisticated investor. In this
case, the government debt competes more aggressively with
other financial instruments, and is likely raise the cost of
capital for other financial assets. Financial repression on a
large scale might disadvantage corporate debt, for instance.

Lottery-based schemes tend to have disproportionate
appeal to lower-income households. The cash mobilized to
finance this form of government debt will tend to come
from consumption, or from cash or low interest deposit
accounts of small size. The effect is to turn very liquid
money supply into less liquid money supply. As with things
like postal savings, to the extent that the source of this
money is cash or low value bank deposits, the effect may be
considered economically positive.

2. Financial repression — regulation

An alternative way of keeping government borrowing
costs low is to require personal wealth managed by
third parties to be invested into government bonds.
Regulation of pension funds, insurers, and banks will
often require a certain proportion of assets to be held
as government securities. This can be presented as a
“prudential” requirement to ensure the financial viability of
the institution. For governments, the argument of “viability”
can be a convenient excuse for creating a captive pool of
investors.

This form of financial repression lowers the cost of funding
and provides a relatively dependable financing pool as
governments seek to finance debt. The chances of a debt
crisis caused by an inability to refinance maturing bonds
lessens substantially if a sizeable group of institutions is
required to own bonds.

Politically, the advantage of this form of financial repression
is that the government is one stage removed from the
economic impact. The government is effectively taxing
savings in various forms (by reducing the return or income
that savings can generate). However, the way that manifests
is in lower returns provided by financial institutions to their
retail customers.

Economic consequences

While financial repression through regulation would lower
the cost of borrowing for governments, it would likely
increase the cost of borrowing for companies seeking to
raise money in bond markets—or in recent times, in private
capital markets. Money that would ordinarily be lent to the
private sector would be forced at regulatory gunpoint to be
invested into government bonds.

Financial repression also means that the underlying saver
would have a lower rate of return than they could enjoy.
If possible (and if aware of the fact), savers may choose to
shift control of their investments to the unregulated and
thus potentially higher risk sector. Unregulated investments
have existed for centuries; the so-called “shadow banking”
sector is an example of this. Technology has made some
areas of unregulated investment more accessible—think
of crowdfunding projects. The instability of unregulated
investing risks instability in consumer behavior and the wider
economy.

Alternatively, retail investors whose investments are
repressed may simply have less spending power in the
future. This issue about spending power is very relevant for
pensions, especially as societies age. If governments lower
pension income in an attempt to lower their borrowing
costs, future economic growth is likely to be more muted.

Lowering the received rate of return on institutionally
managed savings complicates the impact of financial
repression on savings rates. If returns are lower, the incentive
to save is lower. But if savers are seeking to achieve a set level
of spending power in the future (because they have certain
expectations about their living standards in retirement, for
example), there may be an incentive to increase savings
rates today in order to create a sufficient income level on
a reduced rate of return. That incentive to save requires a
degree of awareness on the part of the investor, and there
not been much evidence of this to date. The desire to save
more to compensate for financial repression could emerge
with greater financial literacy in the future.

Financial repression might be seen as helping lower the
debt-to-GDP ratio if combined with inflation. This is
not certain and would be a high-risk strategy. Inflation
generally does not lower debt ratios in the medium
term, because bond investors will punish a government
faster than inflation can help it. If unexpected inflation
continues beyond a short period (generally around two
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years), investors will demand an inflation uncertainty risk
premium, raising real borrowing costs and making it harder
to lower debt ratios. Financial repression could potentially
remove that inflation uncertainty risk premium from the
government bond market. The risk premium would still be
present in private sector borrowing—and not just in the
corporate bond markets. Banks would likely raise the real
cost of borrowing too. This higher real cost of capital, for all
but the government, would lower the trend rate of growth
and make reducing the debt-to-GDP ratio a very uncertain
proposition.

3. Taxation — capital gains

Capital gains taxes are incurred when selling an asset and
are applied to the difference between the sale price and
the price at which the asset was acquired. One obvious
advantage of this tax is that the wealth gain should be
absolutely clear—there is no need to guess how much the
Picasso on the wall is worth, because the sale price gives you
an accurate valuation.

Politically, equalizing capital gains tax rates with income tax
rates has appeal. The gain in an asset’s value is popularly
equated to income (and indeed in countries like Germany,
capital gains are treated exactly as income from assets and
subject to an identical tax).

One specific asset that might need to be excluded from
capital gains tax is a person’s main home. For most people,
this is the largest single asset that they own, which might
make excluding it seem perverse. However, if capital gains
were charged, then anyone seeking to move home in a
market where property prices have increased over time
would continually be trading down to an inferior property.
If the government takes some of the proceeds of the
sale of your existing home, there is less money available
to buy a new home. In countries where homeowners
are a sizable part of the electorate, there are obvious
political disincentives to taxing an asset many people feel an
emotional attachment to.

Economic consequences

Capital gains taxes do risk making markets less liquid, if
the threat of a tax liability makes investors reluctant to sell
assets. Logically, the only reason to do this would be if an
investor expected capital gains taxes to fall in the future,
and they delay selling in the hope of a lower future tax
liability. However, logic does not always apply to investment
decisions. Loss aversion and a sense of unfairness may also
make people reluctant to surrender part of their capital
gains. The thought of losing part of their profits to tax makes
people reluctant to realize any of their profits.

If housing were not excluded from capital gains tax, it would
likely have a negative effect on labor mobility. People would
be reluctant to move for work, if it involved incurring a
capital gains tax liability when selling their home. Effectively,
the incentive to physically move for work would have to
be high enough to offset the cost of capital gains tax.
Reducing labor mobility in this way could damage economic
productivity and potentially risk higher unemployment. This
is why the main family home is nearly always exempted from
capital gains tax. In the US, there is mitigation in that a
sizable part of any capital gain on the family home is exempt
from capital gains tax. The risk with such an approach is
that the exemption does not increase in line with asset price
inflation and "bracket creep" drags more and more people
into the tax, threatening labor mobility for a larger share of
homeowners over time.

Capital gains tax may also act as a disincentive for
entrepreneurs. Why take risks and invest time and effort
in a business if those efforts will be subject to capital
gains tax when the business is sold? An entrepreneur might
think it better not to grow their business—which would
impact employment and economic activity—if they fear that
their efforts will ultimately be taxed. There is evidence that
increasing capital gains tax will lead to less innovation in
start-up businesses. There is also some evidence that venture
capitalists will pull out of struggling business startups more
quickly with higher capital gains tax rates, because they can
offset that loss against other gains and minimize their tax
bill.

For these reasons, governments will often offer exemptions
or lower tax rates for certain qualifying assets. Offering
such exemptions does, of course, complicate the tax code
and may lead to tax avoidance schemes that distort the
allocation of capital. Investors may favor higher-risk start-up
schemes (or what appear to be start-up schemes) over more
established—but still economically important—investments
for tax reasons, if the former benefit from a preferential
capital gains tax regime.

4. Taxation — inheritance tax

Inheritance taxes capture wealth at the point of transfer,
and with so much wealth transferring over the coming
decades, inheritance taxes must attract some political
attention. Naturally, inheritance tax revenues will depend
partly on demographics—a country with a declining, aging
population like Japan is more likely to have a higher share of
tax revenues from inheritance than is a country with a young
population active in the workforce like Spain. Nonetheless,
inheritance tax remains a very minor source of revenue,
reflecting at least in part the costs and potential negative
consequences associated with collecting tax revenue in this
way. It is also a tax that is only collected once in a lifetime,
from what is hopefully a very small proportion of the
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population. Longevity trends will also slow the growth in
revenue inheritance taxes can provide.

Inheritance tax — a minor revenue raiser
Inheritance taxes, as a % of all general government tax revenue
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While inheritance taxes became much more common
in industrialized economies in the nineteenth and early
twentieth centuries, countries have been more likely to
repeal than to introduce an inheritance tax since the 1960s.
Other more efficient mechanisms for raising tax revenue
reduced the incentive to continue with inheritance taxes.

Legacy is one of the three key motives for saving and
investing (alongside liquidity and longevity).3 Deliberately
taxing one of the three incentives for saving is likely to
produce a reaction—and with aging societies, the political
constituency that is opposed to inheritance taxes is likely
to grow. The Swedish two-staged abolition of inheritance
taxes in the early 2000s even appeared to cause people to
delay dying—there is evidence from patterns in mortality
rates that people stayed alive for longer to ensure their
beneficiaries would not have to pay the tax.

Economic consequences

One obvious consequence of an inheritance tax is that it can
potentially redistribute wealth. Redistribution occurs with
other forms of wealth tax, but an inheritance tax creates an
explicit break in passing the advantages of wealth down to
subsequent generations. It can be presented as reinforcing
meritocracy (each generation succeeds according to their
own talents). However, any redistribution is likely to be
unevenly applied—as higher-income groups will have more
resources to aid in the avoidance of inheritance taxes.

Inheritance taxes can be particularly problematic for family-
run businesses, where a business is (effectively) subject
to tax for an event that is unrelated to business activity.
There is often an emotional aspect to leaving a business
to one's heir's—a key "legacy" that hopefully allows for
the continued recognition of one's lifetime achievements.
In some sectors, like farming, there may be practical

aspects around intergenerational business transfers, in that
the inheriting generation will have trained on the farm
for the role. Placing an inheritance tax on a family-run
business creates a disruption to the management of that
business that is not present in larger entities with a
corporate structure. The politics of being seen to penalize
the operation of small family businesses while not affecting
listed corporations can be problematic.

The solution that is often applied is to exempt certain
business assets from inheritance taxes. The risk with this
approach is that perverse investment incentives are created
in the wider economy, which may lead to wider distortions
and inefficiencies. For instance, exempting farmland from
inheritance tax may help keep a new generation of
farmers on the land—it may also encourage high-net-worth
individuals to invest in farmland, distorting the market price
and making it more difficult for new farmers to build their
farms. Similar distortions can occur with other business
assets.

A similar distortion, though with fewer economic
consequences, can arise at a personal level. How should
inheritance tax be applied when two people share a family
home and one dies? The main family home may be
exempt from inheritance tax (as with capital gains tax),
but often only if it is passed between married couples.
The next generation is liable. With more multi-generational
households, that could create a great deal of disruption.
If partnerships other than marriage are not granted the
same tax exemption as married couples, or if partnerships
are not legally recognized at all (for instance, LGBTQ+
relationships), inheritance tax liabilities may be incurred.
That might change the willingness to buy a home and
potentially disrupt the incentives to invest in other assets
(such as pensions).

5. Taxation — wealth tax

Wealth taxes on specific assets are common—most
obviously on real estate. Property taxes have a long history
and are widespread. However, these have a significant
difference from general wealth taxes. A property tax is
associated with an asset rather than the overall wealth
of a person, and it is associated with an asset that is
not portable. Property taxes are also often associated with
local services (as they are generally, though not always, a
local government tax). The link between tax revenue and
spending is, perhaps, more obvious. Property taxes have
been fairly static as a share of economic activity within
the OECD and have declined slightly as a share of overall
tax revenue (other taxes have taken the strain of funding
government debt in the past few years). Nonetheless, a
property wealth tax is around 10% of overall general
government revenue for several economies.
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Property taxes are a wealth tax that has weight
Property taxes, as a % of all general government tax revenue
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A general wealth tax is applied to all, or nearly all, of
the assets of a person. Certain assets may be exempt,
but the focus is on the individual being taxed. Individuals
have mobility, which means that the effect of a wealth
tax depends not just on the rate levied but also on the
individuals who are subject to the wealth tax staying in
place. “Exit taxes” may be put in place to try and prevent
people from fleeing a wealth tax (effectively taxing the
wealth of anyone trying to leave the country). The US, for
example, has a capital gains exit tax. However, these are not
guaranteed to keep people in place, as there is inevitably a
trade-off between the cost of an exit tax and the cost of a
wealth tax.

Wealth taxes do have a political appeal. The G20
commissioned a paper on how a global minimum wealth
tax (for dollar billionaires) might be applied, though it
avoided several important questions about defining asset
values. However, the effectiveness of a wealth tax in raising
revenue, unless very widely applied, is likely to be quite
low. The costs of collection can also be significant. The
result is that countries have been inclined to drop wealth
taxes on overall wealth (for instance, Finland in 2006). The
OECD identifies only four member countries that currently
tax wealth at a level sufficient to register in their data, and
of those, only the Swiss have any really noticeable share of
overall tax revenue.

Very few countries impose a general wealth tax
Wealth taxes, as a % of all general government tax revenue
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The measurement problem, identified earlier, is a huge
issue with a general wealth tax. The price of certain forms
of wealth is easy to discover—shares traded on a stock
exchange, etc. Even where prices are visible there can be
problems. If someone holds their wealth in crypto, for
instance, the value of that holding could collapse between
the time the wealth tax is assessed and the time the wealth
tax is collected. The owner is thus liable for a wealth tax on
something that is valueless.

Away from public markets, large amounts of wealth are
held in assets which do not have an easily identified value—
even property values can be unclear, and private companies
(which have become increasingly significant), art works, or
jewelry can be difficult to value without a sale taking place.
Artificial intelligence may help with some of this wealth,
if there is a large pool with reasonable similarity. Property
valuation may be easier with Al, as there are frequent
transactions of properties with similar characteristics. It is
more difficult to see Al offering acceptable valuations for
wealth held as art, however. Excluding such items from a
wealth tax would create perverse incentives—if jewelry were
excluded, for instance, the wealthy may choose not to hold
economically productive assets (e.g., corporate debt) that is
subject to tax, and instead hold tiaras and bracelets, which
are not noted for their ongoing contribution to economic
growth.

The difficulties in collecting reliable values for the various
forms of wealth, the administrative costs of collecting
such a tax (every year), and the economic consequences
highlighted below make wealth taxes economically
unappealing for raising revenue. However, the politics of
wealth taxes keep this issue alive. Wealth taxes are cast as
something "other" people pay, and those other people are
"not like us." It is a form of scapegoat economics and has
obvious populist appeal. To be effective, a wealth tax would
actually affect many of the people who call for it—but as
is often the case with populist initiatives, this fact is not
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necessarily realized before the tax is imposed.
Economic consequences

A general wealth tax may induce the wealthy to move to a
lower (or zero) tax region. This is evident within countries
—the different wealth tax levels of the Swiss cantons, for
example, will cause wealthy people to move as tax rates
change. The barriers to relocating within a country are
obviously less than the barriers to relocating internationally.

Internationally, tax is only one factor that impacts
where people live. Of course, there will always be
movement among what may be termed the "nomadic
wealthy" (people who have fewer emotional or cultural
attachments to a specific country). People who have already
changed location once are more likely to change location
in response to a tax change. This means that countries
that initially have a relatively high proportion of nomadic
wealthy are more at risk of emigration if wealth taxes
rise. But issues like career choices or family needs may
also induce a move. The problem of measurement makes
assessing the economic impact of mobility difficult—high-
profile individuals may make "grandstanding” statements
(often politically motivated), but such declarations do not
necessarily reflect a trend.

Where wealthy people live may also not matter that
much economically. For specific sectors, the consumption
pattern of high income, wealthy individuals will matter. In
a macroeconomic sense, this is unlikely to register (except
for very small tax havens). Because the number of very
wealthy individuals is likely to be small relative to the overall
economy, shifting taxes paid by the nomadic wealthy is
unlikely to be significant to government finances, in any
but the smallest of economies. What will matter more is
whether investment patterns shift with the residency of
the wealthy. Wealth holders are very often business owners
and entrepreneurs. If an entrepreneur leaves, will they take
their business with them (cutting employment and thus
growth)? The evidence of this happening is relatively slight.
An entrepreneur may sell their business on emigrating, but
then someone else buys it and presumably continues to run
it. To close a business and relocate operations to another
country is a far bigger undertaking, and for that to happen,
the costs of the wealth tax would have to outweigh the
economic advantages that (presumably) led to the business
being located in a country in the first place.

The result is that while there may be a modest negative
impact on employment and very high-end consumption,
the economic damage from "millionaire migration" is likely
to be modest. Recent research suggests that the death
of entrepreneurs is more disruptive than their migration,
which is relevant in the context of the great wealth transfer
and emphasizes the potential risks of inheritance taxes on
business assets.4 Why then does migration get so much
attention? Perhaps because high-profile wealthy individuals

can command attention in a social media age, and because
in the absence of hard data, fake news can exaggerate the
impact very easily.

The more serious costs from a wealth tax may lie elsewhere.
A wealth tax effectively reduces the rate of return on
investments. Unless an asset owner is prepared to sell their
assets to meet the tax demands, the tax will have to be
paid for out of the income earned on the assets. A USD
100mn business generating a 10% return and subject to a
2% wealth tax will see 20% of income taken away in the
new tax. A USD 100mn business generating a 5% return
and subject to a 2% wealth tax will hand over an additional
40% of income to the tax authorities. This is in addition to
whatever taxes exist on income already. As can be seen, the
tax burden (relative to income) is heavier on lower-income
businesses—what economists would call a regressive tax.
In extreme circumstances, such a regressive tax may push
businesses going through a temporary bad patch over the
brink into an unnecessary bankruptcy.

Wealth taxes will also distort investment. Obviously, wealth
taxes favor spending over savings. A wealth tax is a signal
to embrace hedonism and spend everything now without
thought to the future (this was essentially the plot of the
1980s film "Brewster's Millions"). That could raise the cost
of capital and thus impact economic growth. Valuations
used in calculating wealth for tax purposes also distort
behavior in a way that is not ideal. Swiss wealth taxes
give private business owners a reason to increase debt
and minimize profits (as profits and net assets are used
to calculate the company's values, on which tax is levied).
This may not be the best outcome for the economy. As
already mentioned, if there are exemptions granted for
certain assets (or favorable ways of calculating the value
of those assets), there is a risk that money is diverted
from economically productive to economically unproductive
forms of wealth.

So what happens next?

Governments do not want to face funding crises. Record
levels of private wealth, and wealth that has generally
increased across the income distribution, will be mobilized
to ensure that government debt is funded.

Financial repression - Incentives

Likelihood: High

Revenue potential: Good (via lower funding costs)
Economic disruption: Possible, but relatively limited. May
generate some positives if economically "inert" money is
invested.

Financial repression — Regulation

Likelihood: High
Revenue potential: Good
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Economic disruption: Potentially a problem for private sector
funding costs.

Taxation — Capital gains tax

Likelihood: High

Revenue potential: Generally good

Economic disruption: Will require exemptions to reduce
economic costs (e.g., for labor market). Likely to reduce
market liquidity.

Taxation — Inheritance tax

Likelihood: Mixed — political appeal fades as electorates age
Revenue potential: Limited relative to costs, though higher
for aging societies

Economic disruption: Potential disincentive to invest.
Exemptions could create perverse investment decisions.

Taxation — Wealth tax

Likelihood: Political appeal, but high cost

Revenue potential: Limited, unless broadly applied
Economic disruption: Potentially significant — exemptions
and valuations could create significant distortions.
Emigration threat probably overstated.

1 See UBS Global Wealth Report
2025 https://www.ubs.com/global/en/wealthmanagement/
insights/global-wealth-report.html

2 There is of course overlap, in that private wealth will
include government bond holdings as assets, both directly
and indirectly in the form of pension wealth. If government
debt were reduced, the scale of the pool of assets that
private wealth could invest in would obviously shrink.

3 https://www.ubs.com/global/en/wealthmanagement/
insights/chief-investment-office/life-goals/liquidity-
longevity-legacy.html

4 Jakobsen, K., Kleven, H., Kolsrud, J., Landais, C., and
Mufoz, M. (2026), "Taxing Top Wealth", NBER working
paper 32153

5 Swiss Federal Tax Administration, Circular 28
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Global asset class preferences definitions

The asset class preferences provide high-level guidance to make investment decisions. The preferences reflect the collective
judgement of the members of the House View meeting, primarily based on assessments of expected total returns on liquid
and commonly known indices, House View scenarios, and analyst convictions over the next 12 months. Note that the tactical
asset allocation (TAA) positioning of our different investment strategies may differ from these views due to factors including
portfolio construction, concentration, and borrowing constraints.

Attractive: We consider this asset class to be attractive. Consider opportunities in this asset class.

Neutral: We do not expect outsized returns or losses. Hold longer-term exposure.

Unattractive: We consider this asset class to be unattractive. Consider alternative opportunities

Note: For equities, we have a five-tier rating system with two additional preferences

Most Attractive: We consider this asset class to be among the most attractive. Investors should seek opportunities to add
exposure.

Least Attractive: We consider this asset class to be among the least attractive. Seek more favorable alternatives
opportunities.

When equities are included with the other asset classes in the three-tier rating system, we collapse “Most Attractive” with
“Attractive” and “Least Attractive” with “Unattractive.”

Appendix

Risk information

UBS Chief Investment Office's ("CIO") investment views are prepared and published by the Global Wealth Management
business of UBS Switzerland AG (regulated by FINMA in Switzerland) or its affiliates ("UBS"), part of UBS Group AG ("UBS
Group"). UBS Group includes former Credit Suisse AG, its subsidiaries, branches and affiliates. Additional disclaimer relevant
to Credit Suisse Wealth Management follows at the end of this section.

The investment views have been prepared in accordance with legal requirements designed to promote the independence
of investment research.

Generic investment research - Risk information:

This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell
any investment or other specific product. The analysis contained herein does not constitute a personal recommendation or
take into account the particular investment objectives, investment strategies, financial situation and needs of any specific
recipient. It is based on numerous assumptions. Different assumptions could result in materially different results. Certain
services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted basis and/or may
not be eligible for sale to all investors. All information and opinions expressed in this document were obtained from sources
believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to its accuracy
or completeness (other than disclosures relating to UBS). All information and opinions as well as any forecasts, estimates
and market prices indicated are current as of the date of this report, and are subject to change without notice. Opinions
expressed herein may differ or be contrary to those expressed by other business areas or divisions of UBS as a result of
using different assumptions and/or criteria. UBS may utilize artificial intelligence tools (“Al Tools") in the preparation of this
document. Notwithstanding any such use of Al Tools, this document has undergone human review.

In no circumstances may this document or any of the information (including any forecast, value, index or other calculated
amount ("Values")) be used for any of the following purposes (i) valuation or accounting purposes; (ii) to determine the
amounts due or payable, the price or the value of any financial instrument or financial contract; or (iii) to measure the
performance of any financial instrument including, without limitation, for the purpose of tracking the return or performance
of any Value or of defining the asset allocation of portfolio or of computing performance fees. By receiving this document
and the information you will be deemed to represent and warrant to UBS that you will not use this document or otherwise
rely on any of the information for any of the above purposes. UBS and any of its directors or employees may be entitled at
any time to hold long or short positions in investment instruments referred to herein, carry out transactions involving relevant
investment instruments in the capacity of principal or agent, or provide any other services or have officers, who serve as
directors, either to/for the issuer, the investment instrument itself or to/for any company commercially or financially affiliated
to such issuers. At any time, investment decisions (including whether to buy, sell or hold securities) made by UBS and its
employees may differ from or be contrary to the opinions expressed in UBS research publications. Some investments may not
be readily realizable since the market in the securities is illiquid and therefore valuing the investment and identifying the risk
to which you are exposed may be difficult to quantify. UBS relies on information barriers to control the flow of information
contained in one or more areas within UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading
is not suitable for every investor as there is a substantial risk of loss, and losses in excess of an initial investment may occur.
Past performance of an investment is no guarantee for its future performance. Additional information will be made available
upon request. Some investments may be subject to sudden and large falls in value and on realization you may receive back
less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on
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the price, value or income of an investment. The analyst(s) responsible for the preparation of this report may interact with
trading desk personnel, sales personnel and other constituencies for the purpose of gathering, synthesizing and interpreting
market information.

Different areas, groups, and personnel within UBS Group may produce and distribute separate research products
independently of each other. For example, research publications from CIO are produced by UBS Global Wealth
Management. UBS Global Research is produced by UBS Investment Bank. Research methodologies and rating systems
of each separate research organization may differ, for example, in terms of investment recommendations, investment
horizon, model assumptions, and valuation methods. As a consequence, except for certain economic forecasts (for which
UBS CIO and UBS Global Research may collaborate), investment recommendations, ratings, price targets, and valuations
provided by each of the separate research organizations may be different, or inconsistent. You should refer to each relevant
research product for the details as to their methodologies and rating system. Not all clients may have access to all products
from every organization. Each research product is subject to the policies and procedures of the organization that produces it.
The compensation of the analyst(s) who prepared this report is determined exclusively by research management and senior
management (not including investment banking). Analyst compensation is not based on investment banking, sales and
trading or principal trading revenues, however, compensation may relate to the revenues of UBS Group as a whole, of which
investment banking, sales and trading and principal trading are a part.

Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide
legal or tax advice and makes no representations as to the tax treatment of assets or the investment returns thereon both in
general or with reference to specific client's circumstances and needs. We are of necessity unable to take into account the
particular investment objectives, financial situation and needs of our individual clients and we would recommend that you
take financial and/or tax advice as to the implications (including tax) of investing in any of the products mentioned herein.
This material may not be reproduced or copies circulated without prior authority of UBS. Unless otherwise agreed in writing
UBS expressly prohibits the distribution and transfer of this material to third parties for any reason. UBS accepts no liability
whatsoever for any claims or lawsuits from any third parties arising from the use or distribution of this material. This report
is for distribution only under such circumstances as may be permitted by applicable law. For information on the ways in
which CIO manages conflicts and maintains independence of its investment views and publication offering, and research
and rating methodologies, please visit www.ubs.com/research-methodology. Additional information on the relevant authors
of this publication and other CIO publication(s) referenced in this report; and copies of any past reports on this topic; are
available upon request from your client advisor.

Important Information About Sustainable Investing Strategies: Sustainable investing strategies aim to consider
and incorporate environmental, social and governance (ESG) factors into investment process and portfolio construction.
Strategies across geographies approach ESG analysis and incorporate the findings in a variety of ways. Incorporating ESG
factors or Sustainable Investing considerations may inhibit UBS’s ability to participate in or to advise on certain investment
opportunities that otherwise would be consistent with the Client’s investment objectives. The returns on a portfolio
incorporating ESG factors or Sustainable Investing considerations may be lower or higher than portfolios where ESG factors,
exclusions, or other sustainability issues are not considered by UBS, and the investment opportunities available to such
portfolios may differ.

External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External
Asset Manager or an External Financial Consultant, UBS expressly prohibits that it is redistributed by the External Asset
Manager or the External Financial Consultant and is made available to their clients and/or third parties.

USA: Distributed to US persons only by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS
Switzerland AG, UBS Europe SE, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS (Brasil)
Corretora de Valores S.A., UBS Asesores Mexico, S.A. de C.V., UBS SuMi TRUST Wealth Management Co., Ltd., UBS Wealth
Management Israel Ltd and UBS Menkul Degerler AS are affiliates of UBS AG. UBS Financial Services Inc. accepts
responsibility for the content of a report prepared by a non-US affiliate when it distributes reports to US persons.
All transactions by a US person in the securities mentioned in this report should be effected through a US-
registered broker dealer affiliated with UBS, and not through a non-US affiliate. The contents of this report have
not been and will not be approved by any securities or investment authority in the United States or elsewhere.
UBS Financial Services Inc. is not acting as a municipal advisor to any municipal entity or obligated person within
the meaning of Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule") and the opinions or
views contained herein are notintended to be, and do not constitute, advice within the meaning of the Municipal
Advisor Rule.

For country information, please visit ubs.com/cio-country-disclaimer-gr or ask your client advisor for the full disclaimer.
Additional Disclaimer relevant to Credit Suisse Wealth Management

You receive this document in your capacity as a client of Credit Suisse Wealth Management. Your personal data will be
processed in accordance with the Credit Suisse privacy statement accessible at your domicile through the official Credit
Suisse website . In order to provide you with marketing materials concerning our products and services, UBS Group AG
and its subsidiaries may process your basic personal data (i.e. contact details such as name, e-mail address) until you notify
us that you no longer wish to receive them. You can optout from receiving these materials at any time by informing your
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Relationship Manager.

Except as otherwise specified herein and/or depending on the local Credit Suisse entity from which you are receiving this
report, this report is distributed by UBS Switzerland AG, authorised and regulated by the Swiss Financial Market Supervisory
Authority (FINMA).

Version A/2026. Cl082652744

© UBS 2026. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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