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Abstract

In recent years, there has been a great deal of discussion and controversy about the
need to harmonize taxation in the European Union (EU). High-tax countries such as
Germany, France and Italy are demanding the harmonization of taxes in order to estab-
lish a level-playing field and thus avoid the loss of foreign direct investments to countries
such as Ireland and the United Kingdom, which have much lower corporate and personal
income taxes. The paper presents reasons why tax harmonization in the EU countires may
be neither feasible nor desirable and concludes that there is much that the EU can learn
from the United States in the tax field.
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1. Introduction

In recent years, there has been a great deal of discussion and controversy about
the need to harmonize taxation in the European Union (EU). Even after the wave of
recent tax reductions, some countries, such as Germany, France, and Italy, remain
high-tax countries. These countries are demanding the harmonization of taxes in
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order to establish a level-playing field in the EU and, thus avoid the loss of foreign
direct investments and, indeed, the migration of some of their firms, entrepreneurs
and highly skilled people to countries such as Ireland and the United Kingdom,
which have much lower corporate and personal income taxes.

In this paper, I will conclude that, although differences in taxation affect inter-
national competitiveness, tax harmonization in the EU countries may be neither
feasible nor desirable. Here, there is much that the EU can learn from the United
States — a country with the most competitive economy in the world and with lower
taxes than most EU members — and where there is not even a thought being given
to harmonizing taxes among states. Indeed, in the United States, taxation is an
important element of interstate competition in attracting investments from other
states and from rest of the world. Trying to harmonize taxes across EU countries
is neither feasible nor desirable.

2. Relative tax pressure in EU countries

Taxation can influence the international competitiveness of a nation in a crucial
way. Indeed, EU countries seem to increasingly compete with tax policies.Table 1
shows the relative tax pressure in the EU members in 2000. Column (2) ofTable 1
shows that the corporate tax rate ranged from a low of 24% in Ireland to a high

Table 1
Relative tax pressure in the EU, US, and Japan in 2000

Country Corporate tax rate Income tax rate Government
for individuals spending

Austria 34.0 32.0 51.8
Belgium 39.0 40.0 49.6
Denmark 32.0 35.0 53.7
Finland 29.0 27.0 45.3
France 41.7 35.0 52.6
Germany 40.0 31.0 47.6
Greece 40.0 15.0 43.3
Ireland 24.0 27.0 28.9
Italy 37.0 34.0 48.1
Luxembourg 33.0 11.2 37.2
The Netherlands 35.0 37.5 45.2
Portugal 32.0 25.0 46.6
Spain 35.0 25.0 40.6
Sweden 28.0 31.0 54.9
United Kingdom 30.0 20.0 39.1

Average EU 34.0 28.4 45.6

United States 35.0 15.0 28.9
Japan 30.0 10.0 39.3

Source:WEF, 2000–2002.
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