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'5u'x§¥ 7ff}f; fﬂ ;* Tax harmonization in the |E‘urmueam Communxt; -

proteotive element ? ' -

1, Introducticn
o 1.-uhen spaakiug ahOut taxation in the" EUropean Communitles the subaect has tovj»
. e approacbe ffrcm.two,angles gl e 'f1sf f.'

.': ..,.- S

Viehed frcn the angle of the Communlty, there is a welluknown nece551ty to
harmonize natlonal tax systems.. Tax laws and tax rules are adapted to dome &
pollcy ohjectives., It 13 the task of tax harmonization policy to adaust ‘na=’
tional oax systems‘and tax laws to the ob;ectlves of economic, soclal and polf

tical 11tegfatlon in the Communlty. This does not, however, mean unlficaticn,

'g,_or equalisatlon of taxation " no "L'art pour l'art" is intended.
., . : . ; 3 . ) o " . o i .7 ' - B . -
‘w.Seen from tne no*nt of view of the Hember States, we have to start from the

' ?fact that tates are no longer neut“al revenue—ralsers. In modern economies

thay have become instruments for pOllcy on stabillsatlon, on dzstrlbutlon of

-private 1ncone, on the allocatlon of resources between publxc and - private

— . L R
-y

e sectors -as Well as hetween revlons and industries.
Aa | other COmmunlty pollcles the tax harmonizatlon pol1cy also has to flnd
: solutlcns which are acceptable to Member States and to Commnnzty'requlrements?-
" es well. o ’ ' ' e

S
2
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Vﬂ“'2. It is somewhat surprising that there is only one clause 1n the Rome Treaty ;

‘which er311c1tly mentions harmonization of taxes in the Commun1tJ. ‘This 13-

Article 99 and even here the only reference is to the harmonization qf indirec

'taxes, the most important of which are turnover taxes and excise duties,

Article 99 feauires the Commission to propose ways and means of harﬁonizing
national legislation on indirect taxes in so far as this is in the interest jf
of the Comnon Market, However, the fact that the Treaty does not explzcltly
mention harmonization of direct texes does not mean that the Treaty does rot" 5
provide a tesis for this being done, Authority for action in the field of g

direct taxation is found in a general provision (Artlcle 100) which 1nutructs:




e

2 tho conm<usion to mhkc proposnls for the npproxlmabion ot those legal p*ovi—j?
’ ‘aioﬁs of Lember States whioh d;rectly nffect the eatah11shmant or: functioningi
of the Gommon Markot, So there ds no doubt that Article 100 implicitly covar'
harmonizat;on of direct taxea. .

. P LSO

It Beems olear, howéﬁéf;‘fféﬁltheimérke& difference between the a:ti*ude to
harmonization of. indlraat taxes on tha one hand and of direct texes. on the

' other that the authors of the Treaty regarded the .harmonization of turnover

. taxes and excise dutles as'a ‘matter of primary 1mportanoe. The Commission :
has, therefore, from the very outset given top priority to the harmonization ::7:

f ¢ of indirect tgxes, and turnover texes in particular. ‘

~3. The Resolution of the Councll and of the representatlves of the Governments i

- of the Mem‘onr States of 22 March 1971 on the achievement of economic and mona-if

tary union confirmed the principle whereby, at the end of the process leading

to this union, the Community is to constitute an area within which not only -

. goods end services bui also persons and cépital will move freely and without

~  distortion of compatition. c T 1

(1

The prﬁﬁleh; to. be soivgd in fhe'fiéld;bf'directvtaxation therefore relate’
. ‘mainly to taxation of capital mqveﬁ;ﬁfé (Buropean- capital market) and the
'7- &bmovai;of-fiscal barriers hindering links and mergers bétween firms of
‘,diffgréﬁfvnember States (Eufopean industrial policy).
, 4- ‘Since we are aiming at economic and moneta.ry union, taxes must more than ever .
:be cousidered from the point of view of economxc management at the Communlty
‘1 l‘flevel. Comparéd to liembers States' ‘audgets the size of the Community budget §
1s rathenr small; the potential of the Communlty budget cannot Tor the tinme
being ulay a de0131ve role in stahlllsution and structural policies, whlch L
‘_will therefore have to be done by means of ceordinating national pollcles. TB‘
improve —coordination, national fiscal instruments will have to be harmon1§ed}:

and Community instruments created,

For that reeason, certain areas of taxation may have to be included in the proéj
cess of harmonizetion, quite apart from the aspect of free movement of pro- .
ducts and factors of production. |

s



R policy.

Co ‘,I ahould, howaver, like t6 begin with some atatistics showing the differences .

: betwaen the tn:c structuras nf the Ec-cou.ntries and ’r.he United. States i

E ._ _EII- demeﬁructuxqs in ECAana.ts

E\:.ropsnn countries exe high 'I:e.x: countriea compared to the Uni.ted Sta:tes' In 1971 8
;the US total ta.z revenue came to 27.77 1 per cent of GNP, compared to Italy 31 per ]
cent, Ger"la.ny 34,5 per oent, Belglu.m, France and United Klngdom nearly 35.5 per '
“oont and. Denmaric 44 ¢ (Te.ble 1) ' o ‘

. If we ocmpare the texses on income &nd profits ("direct taxes") ‘as b percentage '6%;,
) ‘ ONP between the Unrtsd. Statas, coming to 13 ¥, and the EC Member States, we a.re g1
-, getting rather s:.m.la.r figures- United Kingdon, Netherlands. and Luxembourg to .. k
13 = 13,5, Deamark 16 6, Belgium and Germany 10 - 11, with the relatively low ;f
'{peromtagos of ‘9.5 ea.ch for Fra.nce and Italy (Table 2). o

R

-

In fa.ct the "u.ropean countries 1mpose a hea.v;er tax’ hurden overa.ll on, tha:l.r j: ’
peop}.es ’because their taxes on goods and services ("J.ndlrect ta.xes") as a per—- o
rcentage of GIP are much higher than in 'I:he United S‘ta‘bes ('I‘able 3)e

-

’I‘hé 'différe' nces bec c:na even more marked when ona compares the ra.tms of’ general
_ “taxes on cchsu.'nution with most Ec—countrles coming'to 4 -~ 8 % and the United
. States to just 1.7 % (Table 4)

.-
- F

,“Oné last comparison: the. importance of taxes on corpora'l::.on inoome as a percan—- B
tage of GIP is not véry much different between the US and the EC: "US come to

2.9 % and tie majority of the European countries to 2 - 3 % (Table 5).

B iy e o e &, e’y 20 Ak ; - s T N R T




Table 1: o L _Table 2:_' R ' o Tabifé 3,:.- '

S - : . . -

Total tax revenus ‘ Main 1nd1v:.dua.1 ta.x revenues S Mam :.nd:.vzdual tax revenues ) S
as % of GRP (1) - ‘o~ as % of GNP : as 4 of total tex Tevenues

(including social - 3 avera.ge 1965 = 1971 . © averape 1965 ~ 1971
security) ' i : '
1971
RRCER S Y S 16.6 . - ©39.6 . 44.9

Denmark - , _
Netherlands ' 42.20. i . 1045 e k - 13.4 oo 21.2 . 3.7

United Kingdom' 35.65 . 10.4; : 13,4 o 1300 38.8
France » 35.62° - - C ..3 0" 5.6 . ::36'3 ‘ , 157
Belgium 3522 R 3 S T st R 1+
Germany - 34,46 ~10.4. - 103 - ' 0.8 L 32
wewews . aal0 s e Caauq R
Ireland - o34 a9 a1 a1 1)
Italy . 30.92 ST & VS S N I 38.5 . 1843 B
United States 77 . iisa 0 1o L T Y

a_and Services Income and Prolits Goods and Scrvices Income anrd Profits

]
-

.

(1) This and the following tables ¢ ReVenua Statistics of 0ZCD Member Countries, 1965°% 1972, 4 standardized clas
fication, ) T ' R PO R LR
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. © ITT. Valup added tex |

’
1. The only smjor achievement in tax harmonization to date has been the int}om'
duction of VAT in all Member States, The national tax revenus structures heve
not been chengad by the introduotion of VAT, because Member States have chosen
normally the rate or the rates of VAT which brought the same revenus as the
former conswiption taxes, This mové towards tax harmonization has certainly
- not been e hinderancg to American goods in EC markets,

own resou‘cas, a major sten forward towards further harmon1zatzon of the VAT-
systems will have to be taken, In accordance with Article 4 of thiz decision,
part of the Coznmunities' own resources will be pbtained by applying a rate,
not to excead 1 per cent, to a basis of assessment fixed uniformly:for the
Member Statss according to Community rules. The Commission presented a draft - |
Dlrectlve en this subJect to the Counc11 in June 1973, which has not yet been

arise out of this second step of VAT harmonizatlon.
The next step of tax harmonization in the-field of VAT should be - a3 stressed
by the Commission ~ an aboliticn of the system of taxation of imports and :
:refunds on exports in intra-Community irade. 'The abolition of “tax frontiers“
 is much more = political objective than a pure economic aim, It has to be
seen as a long-term measurs, There are two main alternatives to reach this
objective. First, the harmonlzation of the level and the numbers of VAT-.
rates, an oaaratlon which could be carried out in stages. Once the.tax rates
have been sufficiently alighed, it would be possible in intra-Community trade
to abolish a;l the checks and VAT formalitles at the internal frontiers.
The s;cond-alternative would be 2 step-by-step abolition of tax frontiers,
beginning with those intra-Community transactions of goods and services - .
where free movement is possibie without a planned harmonization of rates. The

VAT technigue ma2xes this possible — at least for transactions betwean taxable

persons in diff

-.

rent ilember States.




Anplicntmn of VA"F in :.ubra—(.ommunny tradu could ‘be based on the principle
that ths combined territorics of tha Member States form ons single area inw "
volving the supply of goods betwean Member States and thae supply of services N !
within Comun:.tJ would then bs treated as husiness done m.thin ona country .
- the tayaole person supplying the goeds or. the servicas, who 'iB aubject to VAT - .
in one Member State, will invoice the amou.nt of tax OWed in that Hember State,

while the purchagser of the goods or benef:.ciary of the servme 'who has to pay :

-

tax in another Hember State may deduct the amount from hm ta.x liability.

If such an action were teken,’the tax burden on goods and services would be

" exactly the same as bhefore, There would be no change :Ln mtra—Cormnum.ty

" competitiveness,

L o«
. ]

>Direc mports would, of course, be taxed with the :Ln'herna.l VA’I‘ ra:!:e --'
befora, For those transactlors "tax frontlere" would remain in ferce (ms.:.nly
for travel lers), To ease thls - pollta.cally - ra.ther msatisfactory si’tua.- =
tion, certain tax ecamptions for travellers a.re a.lrea.d:,r perm.tted. today. .
. Other proposals are in dlscuss:Lon (fac:.l:.ties for sma.ll packages etc )

LR

e

The abol ition of 'bord.er tax ad.,]ustments mey lead to a d:.fferent i
sharing of VAT revenus between Hember States according to the surplus/dsf:.c:.t
situation o: their trade balances and the differences of VAT rates, In ord.er. i
40 adhere to the principles of allocation of VAT receipts to the .State of ‘ ‘
consumption one could envisage a system of clearing between the Member State'sv"vv?' .

with a view to conput:.ng the amount of VAT collected in the’ country of orig:x.n‘:;"‘f_
and. alleca"ing it as a.ccurately as posslble to the cmzntry of destma.tion. B

s r .

Issue of 3order Ta:c Ad.justments

.

.,

There is a long sta.nd.mg belief in the United States that- because of the

:menrtance of general taxes on consumption in the EC (fomerly in the form of

turnover taxes, today in the form of value added taxes), American _goods suffer

‘-‘i""‘,-.n"rxsﬂrw e s

unfair diserimination in EC markets. Relevant statements are often confused

and misleadiing. Normally the difference between border taxes and border tax.
adjustments is not sufficiently stressed, A border tax (like a customs duty) ‘
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.

L is a tax imposcd vhen Loodg crosn an international bordor, and as such;mun,

-

. You probably dc not .expect from me today a thorough analysls of tha subject “

“;intoflhé trade effeqfs of.the‘V@T; and both concluded that the tax was neutral

" In this context, the introduction of a VAT system acoording.to the fi?st‘and

rexport rebate and compensatory duty at the border., In such cases, it

“be damugiag to international trade and therefore to the amchiovement of the,u y
economic bonefits of international spacialisation and division of labour.-~, 
A bordsr tax adjustment is an adjusiment of taxes already imposad on & pro-

ducer whenever the goods he produces cross an international border -, its :5;17
purpose being o egualize the conditions of competition betwsen domastic,aﬁdrl

foreign producers —, and thus permit comparative costs to govern trade

patterns so that the economic beneflts of international speclalisatlon can ;f”
be realized. Border tax adjustments. are’ therefore compatible, whereas horderf,

taxes are 1ncompat1b1e with efflcienoy in the use of the world'a resources.u‘f

-
Y )
. ..
-

gy structures and the balance of peyments"; a subject whicH hag "
kept. students, tax admlnlstratlons and especially 1nternat1anal organlzaxlons
,buay for many yeara.‘ Both the GATT and the OECD have made extensiva inquiries

‘and did not distort competition between exports and imports.

.ﬁiétdficaily tax pélicy and the resuliing tax struétures are based upon
prevailing views, of equity, the pattern of expenditure benefits, stabilizing
effects, contribution to growth, ctoc, " Internal tax policy in Burops is cer- =
tainly not influﬂnced inherently by balance of payments conslderatlons or by .
protect10n1st aims towards third countries. -

second VAT-directive of 1967 in all nine Hembér States, a proceas which has |
been concluded in April 1573 with Britain introducing VAT,-has been a very
important anti-protectionist measure. This is true-bscause most contlnentall
turnover. taxes had been so designed that it was impossible to identify the 1
exact amount of tax that is imposed on domestic goods and thus identify the R

is relatively more conveniont to consciously overcompensate imports and ex— B

ports than when the tax is identifiable and the prrotection more obvious, For =
this reason, the decision of the Eurcpean Communities to shift from the gross
turnover tax,whose design prohlblts precise adjustments, to the VAT, whose,

effect ig similar to a retail sales tax and as such easily identified, has :

eliminated whatever use has been made of the destination principle for pro-~

tectionist purposes. This is true for border tax adjustments between Member

: ?faﬁsﬁﬁs“rn'|-.n_i:""r"-‘l':!'-"""*l' xne
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- requirements for international trade in the long run, leen the strategy of

'US rdactioﬁ”
_'The "bordor tax adjustment-controversy" has been placed by the United States

~not only in the. context of the balance of paJnents question.as a short run c

‘-‘European tax harmonlzatlon, the qften quoted US pollcy meaauras can be sux 'i
' ‘rized as follows &

~ Another soluxlon might be a change from US reliance on income taxes 1n Ta~.

- Negotiations fpp changes of GATT rules w1th regard to the justiflcailon of -

Staten and between a Member State and a third country, Because of thase '
reasons other Puropean countrics, which are not members of the EC, like
Auétfia, Norﬁayi:and Sweden, adoptad the VAT system alse.

-

cern (espeClally in the years 1968-1972), but 2lso in the context of equ;ty

~ The USHahould rebate certaiﬂ indirect taxes presently not rébaﬁed. Theéé |
taxes are usually levied st the stats and local level in the form of retaill
sales taxes (with rates of generally 3 %, but occasionally 4;5 or 6 % at _
the 53313 level and at county and city level an additional rate of 1 - 2 %) l

It has been estimated that the average ‘of thesé indireot taxes 15 abouu 2 —‘$§
3 per. cent of export sales prices.

vour of the adoptlon of a general ¥ax on- consumptlon (var), "If the Unlted
States cannot 1lok the system, perhaps it should join it." )
It is, however, qulte uncertaln - as some studies are pointlng out - that

such a changeover would p051t1vely affect the 1nternatlonal c0mpﬂtitivenass
of US products abroad.‘

* Should future supplementary tax resources, needed for more public needs, '
come rather from a new VAT or from an increase of, sa), perscnal income -
taxes? '

. Both possibilifieé would probabiy‘be influenced -from the domestic standpointr

much more than from the ihternational aspects,

.

border tax adjustments. for direct taxes also.,

e




.

The only direct tn;as likely to bo aeligible for border adjuatments WOuld
coroornte incone tarea. . Apart altogether from the numarous probloms on
ted w1th thia approach (degree of shifting of corparation tayes, adninis
tlve proLlLra etcy), such a solution might not accnmpligh much for the
States in th_t erfuotive corporaue income tax rates in the US do not di
s much from corporation tax ratea in major European countrlea."

e She United Statas mlgnt ask. for a rencgotiation of GATT rules in order to
prevent border tax ad;ustment- for indirect taxes, especially VAT, or at »
“least to seek a standstill arrangement with the Community countries not to
increase "border taxes" in case 'of an increase in VAT rates, These VAT '

;v rates applied to_imports (whibh'afé; of coursz, always the same as those &
applied to similar products within the countries) are of no importance what%
soever, becauses a higher or lower rate on goods imported is.aligned aufbﬂﬁ;;
. ticelly on the level applying within the country at the next ta?atlon stage'
("exxat de rattrapage"). Tax adjusiment on imports by taxable persons

would accordingly not be necessary. Trade patterns, tooc, wonld not be iﬁ+ :
fluenced, N ’ _ : 1 : S

o - IV, Excise duties -
- el ' ' -

The Council a&épted a Directive on the harmonization of the structure of thé""
, excise duties on manufactured tobacco on 19 December 1972. This has been the- ’
first Council decision in the field of harmonization of excise duties. - I shali
now outline the main characterisiics of theé general program of excise duty .

harmonlzatlon.

.

1, Program of excise duty harmonization '

On 7 March 1972 the Commission proposed that the excise'duties on the following

products should be maintained and harmoniszeds:

LR

~ mineral oils

manufactured tobaccos

1

— alcohol
— beer

— wine




_ achievnd, it will most certalnly be nemassa.ry to. arrive at a certain allgn- .
""""ment of rates, Thls, again, will be 2 long-term ob;ective. _ o

' 'lAccording to the. Dlreotive of 19 December 1972 a first stage of hamon‘.!.za.tion:
. has been fixed coverlng the pemod from 1 July 1973 to0 1 July 1975. Dumng
-.‘th:.s flrst stage of harmonization national ‘and :unported ciﬁaret'tes will be _

_ Within certain limits the lf!ember States are free to choose one or the other-

. Given the I'act that the aim of hurmoniza...mn in this fiald ig" tha fren move-:_ i
'f"-ment of goods bobtween Member States, and this without any distortion of con §
:;thtion, the other exoise duties should ba gradunlly abolished. Tae Fember 8
States, however, shall ratain the ability o maintein- or eyen to inireduce -J8

' der tax adjustments, It will, of courss, be possible later on to BStablmh’

" 'On 7 Mareh 1972 also, the Commission submitted to the Council several draft"..

‘-.been suhmitted to the Gounc:.l.

L Dnce the harmonizatlon of‘ the Btructure of the five excise duties will be

2.

States between the proporticnal excise duty and the Speclflc excise duty. T -

: new duties provided they do not involve, in trade batieen Member States, borl :"

at Co*w:num.t‘,r lovel, other excise duties. , Lo _ =

directives on structural harmonization of wine, spirits and beer excises..
9 August 1973 a draft direc*b:.ve in the field of dutlas on mineral oils ha.s

te

Toi:a’cco t_é:cat ion 3

1.

aubaectnd to a propozwl:iona.l exc:.se duty calculated on the maxmum reta.:.l u
.:mg pricey end to a specific exclsa duty calculated’ per u.nrt ‘of the prodnc‘t
kind of c:.garette taxation. These lz.m.ts have been fixed in such a way that
the spseific excige d.uty element will not be lower than 5 % nor higher than
75 % of the aggregate amount of excise duty on cigare*tes. It has been .
agreed in the same Directive that at the final stage of harmonization of'

structures, the same ratio shall be estallished for cigarettes in all Member [

e
- ——

e

The DlI‘eCt.’LVG also lays down certa:.n general pr1nc1p1e3 for the step-by—atep _
harmonization of the tobacco duty, the grouping of manufactured tobacco. . ,- ;_."_
(cigarettes, cigars, smoking tobacco etc.) and tax collection.

. . S
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"Airondyoai an early,utoéo'Ofitho discussion of thocCommiseion'a propooals:i?
‘this field, the United States expreséod aoncern about tho possible negutivo
effecis of such an harmonization on their exports of tobacco into the Commu
especially to Gernany. In 1972, 60 per cent of the Community's imports of l
. tobaooo laaf wore imported by Germany. This leaf is used to produce hlgh B

f #o:ooolity and henoe mors expensive cigereites containing about 50 per oent U.S
“deaf. Tne current tax split in Cermany is 75 per cont speoifio and 25 p=r .
("cent ‘ad valorem. ' LT
The higher the. proportional (or ad Valorem) part of the exoise duty on ciga—
»"rettes, the more oigarette producers are - s0 the American-argument TUNS = - !

7" ‘ encouraged to produce cigarettes ‘from cheap tobaccos. Therafore it is in thd

ﬁAnerican interest that the speoific excise duty will be relatively: hlgh at
' the final stage of harmonlzatlon of the structure of the tobacco dutles.

Today it is, however, not p0531ble to foresee such a final ratio, beoausa the

Af?}u; ' harmonization will take ploce in several steges, where the expsri=nces of 'ao
R stage will have to be seen in the light ofithe aims of the necessary hazwoo'”
zatlon, whloh are malnly the openlng of the national markets in- the Communlty
towards a free movement of tobacco products without dlstortlon of competltl
I do not propose to 80 into all the aspects of this compllcated problem..;i
would however, 11ke to repeat for this field of haTtmonization alsa that there
e has never been an intention to discriminate agalnst us tobacco products.‘ It‘,
is clear that such kind .of siructural harﬂonlzatlon may lead to.qhangoa,xn ;_f
patterns of trade with Members of the Community., A common markétnfor"fhéoel“

_’ products will most probably be even more attractlve to hlgh quallty tobacco,
‘becanse of changlng consumer tastes. ’

a

"V} Company taxation

Virtually no progress has been achieved in the field of direct téﬁation;r
;Toiation cbstacles are undoubtedly one of the main factors hioderiﬂg the orogsb :
frontier restructurations of companies, For this reason; as early as January

1969, the Commission forwarded to the Council two proposals for directives on

- .' | ./'.




. e

SRS sfruc'ture of' cdfnpé.ny tazation

" the taxetion systom applicable to companies situated in different Member Stutes:
(taxation of mergers and parent-subsidiary companies), The Council, howaver, -

 In its program for the harmonlzatlon of d1rect taxes of 26 June 1967, the Commis

‘throughout the Communlty and baaed on broadly similar methods of assessment cnd,
- ‘rates, ‘

‘I According to the Resolution of 22 March'1971 on ENU it is envisaged to harmonize

'—_the-structure-of:company_taxation.

has not yet ruled on thig matter, which becums sbill more oomplicated 8% result
of tha onlargenent of the Community. .

-

Bion suggested a general tax on company profits, having the same structure . o
1

.
-

- certaiﬁ types of tax which might have a direct effect on capital movemants -

_within the Comnunlty, and in particular w1thhold1ng taxes on intersst on
BEOUrltlas and on dividenda;

3 ' .
There are three baslc systems of taxlng conp;nles and thelr shareholders.
‘ Examples of . eadh are to be found in at least one. EC country- the two-rate -

{or spllt-rate) system, the 1mputatlon system ‘and the classxcal (or separate)
system.

Under the cla951ca1 system, which is practised in the thherlands, Luxembour ;
'f Denmark, Italy (s1nce Jannary 1974) and in the United. Statea, tha cnrnoration -
tax on’ company profits ig regarded as a completely different ta o] the ,f :
'_personal income tax ‘which shareholders have to pay on d;v;dends lv-BlVedg ‘
;'Uhder thls system, no tax relief or only little tax relief (11ke the U.S. ”‘.j{
100 ﬁ deductlon for shareholders) is given to the shareholder to take accbunt 7
of the fact that the profits out of which he haﬁ/pald have: already borne J
corporation tax, This is sometimes known as "economic double taxation",
Under the two-rate system, practised in Cermany, undistributed profits are
iaxed at a higher rate on the grounds that this is the final tax while
distributed profits are taxed at a much lower rate, on the grounds that the

dividends paid are going to be subject to further tax in the hands of the-
shareholders.

A
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" Under tha‘iﬁpﬁiation‘nystem (France, United Kingdom, partially Belgium) prow §
- fits are taxed et the same rate whether distributed or not, but sharcholders. fi
. raceive an imputation credit (or anvavoir fiscalvas it is known in Franca)

n - The Commission optéd_fbr,the imphtafion system as‘a harmonized Community

it is more neutral in respect of the various methods of financing Tirms; -

= 3% is more neutral in respect of the different legal forms which a company’ .

- = it has many positive -aspeé_'hs in respect of fiscal lraw‘;

Taxation Agreements,

which in effest reduces their own tax buxden, -

I do not propose to go into all the domestic proa and cons of thege difforent [EENE
systems, .

. -

System on Hovembar 21, -1‘973 and will make concrete propc{sai‘s in the course
of 1974. | e

e

The Commission favours the imputation system mainly for domestic reasonss

may edopt; , SRR L .
) . - 3 Y o ‘, ‘3’-5- .

— it provides less incentive féf'Very rich tax payers to. avoid paying taxes ¥
by inventing' fictitious companies; ' Con

~ it is alse likely %o bring on to the shares market savers with a..ve“raga or ..
even modest incomas, ' ' ' A

It has been explicitly a.chxow_'ledged"t'hat there will be problems of various

kinds to aveid international ang intra-Community diseriminationg if.cap;i:ba.l

or incoze flows across frontiers, .

The Commission is 'preseni_:ly examining appropriatéfsoluti.ons.
4 truly harmonized imput'ation system éhbuld, of course, not lead to distor—
tions in the EC-share markets — there should be not tax incentives to invest

in companies of certain Fember States from the peint of v';iew of shareholders,

Concerning shareholders whose rlace of residence is outside the Community the

Commission is in favoupr of settling these cases within the context of Double

ofs



VI, International ta2x evasion ~ : - .

2. Withhalding taxes for interest paymonts and international capital markets

If we consider. interest 5n bonds nolely in the light of tho Oonmuniﬁy capitai'
markot and of the cost of financing firns, then the best solution is the
abolition of any deducticon at mource, But this is 1ncompatibla with the
requirsmenis of fimcal law and s counter.to the efforts bsing made by the
Cormigsion, in cooparation with Hember States, and by the OECD, to stop tax’

frauds and evasions,

However, to make an important step forward in fiscal law and to bake ac'covnt-
of the preoccupations of a soclal nature vhich were 'so much in. evidance at
the Paris Summit, we must choose to make it the general practice to lemy
substantial deductions at source (about 25 %), Although the Commission has -
declared. itself to be in principlé in~fav6ur‘of substantial deduactions at
sourca, it noted that to apply such a measure in the present circumsténpbs
would give rise to a drain of capital from the Community, - Uhdér these con-
- ditions, the Commission is of the opinion ﬁhat this measure cannot be brought;

into eflect until the Community has established méchinegy for controlling

movamghts of capital at its external frontiers. The Council in the Resolution
" on the impierentatién of a second ﬁhase of Economic and Monetary Union has
recently decided that such machinery should be established and invzted the
Commlssion to aubmit a proposal’for that and before 31 December 1974.

The Comnission is endeavouring to submit to the COuhoil, alse before 1975, a |

———— e Boa—— -
-

. draft directive concerning withholding tax on bond interest. _

Let me now say something about intérnational tax avasion.

The European Community is faced with this problem both in the ‘field of capital
investment and insofar as it affects the competitiveness of business, The -
Commission expressed its political view of thisg matter in its report of the 18th

June last on "Holding Companies" and more recently in its report on Muliinational RS
Companies, '
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”Tho erarate agspects of this matter includo :

{a) international tax control
“ {b) tax avoidance
(D) transfer of profits

(aa) International tax control must be organised, at Community level, to compat
international tax fraud through a system of cooperation beiwean the tux

authorities of Member States. -

The aim must bhe an exchange of 1nformat10n between Hember States which

—r w . s e t————— . " § i
. -

would be approprlate to a real Common Farket

; cwm— - I . A e e e R

(bb) Tax avoidance (which is not necessarily illegal, like tax fraud) consists }
in having income collected by 2 so~called "base—company”, establlshed in th
tax haven and therefore subject to very little or no tax at all. Saveral.‘

. types of base—companies can be distiﬁguished d?panding'on the different
T categories of income collected: companiés holding patents, financingr "_ 
companies, purchasing and sales companies, property management companies, ;
companiés providing services, etc. - S
.t y
(cc) Cbncerning the problem of {ransfer of profits, normally thes authorities of
the country from which the profits have heen transferred tend to adjust
" these profits upwards on the prinoiple that prices between companies in thé
same group must be fixed as if the transéctions were effected betwesn inde- §
. _pendent persons (dealing at arm's length clause) but, very often, the autho-J§
rities do not have all the details nseded to'adjust the price, particularly [
where sevaral compenies are involved successively in the same transaction, |
So at, Community level it is necessary to intené&fy cooperation batween the
national authorities in order to uncover these profii transfers. Thisg'is
the problem of international tax controls mentioned earlier, but, to make
such coopesration between the tax administrations of the different countrieail
workable, it is again necessary to apply the principle of "dealing at arm's-
length"., There are, however, inherent difficulties in applying this prin-
ciple in practice. Tﬁe real problem with which we are faced is to establié&z
practical guidelines for the concrete application of this principle in cer—
tain situations as, for instance, you have done in the U.S,

./‘.“_: 4



viI,

. All them npo..,_. ntioncd problgmn are under (.on.,:dero.!.mn b,/ t;ho Lo’«'n.::nlun 1n-

°*°pcrat10q "ith experts froa the Yembar Statos. Other intcrnational orgeniza<

<AB“¥011 ‘010‘4'. the tox trestment of Domestic International Sales Corporations

‘cbuntries and in other trading partners of the United States. Even before

tzonu, notobly the 05GD mud even the UM, are also engoegod on similar studies
but havo ﬁot, as yot, found definite solutions. Accordingly, we in the
Commission could not be expsctod to predict wien we will be in a pozition to
present solutions to tho Council or what the nature of those’solutions will be

-

but I have to enphasise that we consider this a very urgent matter.

Recent intormational tnx problems : DISC '

L)

(pisc), introduced into US-legiglation in Dacember 1971, led to a thorough

examination of the various trade and ‘taxation implications in Europe..n

the enactment of this new tax scheme, the Community expressed its concern-
about these measures in a noie verbale on October 5, 1971, to the American

Goverment:

“The DISC tox arrongement would involve very consid.era.ble exemptions from -

direct taxcs on nrox its a.nd would be such as to encourage eynorts artificially
'by reducing prlces. Tais exemptmn would be incompatible w1’ch +tha commitments
of the United Stztes under the General Agreecment as regards export subsidies -

and would invelve the risk of serious disturbances in internaiional compqtiticn".

-
. .
4

The DISG statute sllows practically indefinite tax deferral on 50% of profrl;s

: to Americen firms of which 95% of their business are exports.

Ye think that the DISC leglelatlon is not only in v1olat10n of GAT’I‘ .
(Article XVI (4)), but also in vmlatlon of "the 1nternatlonal code of c0ncluc-t: )
in fiscal matters: , '

Concerning CATT, the Community has invoked the procedures df Article XXIII : 2
of GATT, designed to afford the opportunity for cemplainis to bs examinesd on

a multilateral basis. Bilateral discussions already took place some time ago. |
The argument of the Community concerning a violation of the internatiounal 7
code of conduct runs zs follows: EC Member States hava concluded tax egree—
ments with thz United States, having been given assurances that the more or

less total remission of certain taxes, which would normally be due under thé’_

e



- certain income arising in Furope, DISCa, however, precisely create cases of

nutional legislations would not lead on the side of the US to exenption of

‘oxemption of @ kind for which nho. provision was made when the agreesnants werae

drawn up, In order to avoid'that}DISG's are gaining an undue adventage,
thoée rney ba pressure on govérnmentg'to'review certain clausos of thesa agres.
ments‘(a.g. definition of "permanent eétabliéhment" in a more restrioctive sen-
se),

There is obviously a cerfain danger that ofher céuntrieQ will have to adapt
similar fax measures, a oourse which would be damagipg t?_wgrid trade,

cemr -

Conclusiong

In the long run EMU necessarily involves natioﬁal'governments giving'up
sovereignty over fundamental areas of economic life: the exchange rate, tﬁe
budgetary balance and monetary management. If the resulting situation wag

to be made tolerable to the population of the Community, arrangements ‘would
have to be made for the EE? at the centre to discharge the functiong formerly
performad by the ﬁational governments in maintaining high levels of employ-
ment, minimum standards for incomes and adequate industrigl competitiveness,
Essentially this means a strong Co&%ﬁnity budget able to redistribute re
sources among different areas within its borders both to compensate in the

short term for differing levels of employment and real incomes and to improve

“the long-term conpetitiveness of the weaker areas which will no longer hava

the exchangs rate instrument available +to them,

To achieve these cvjectives the Community wilI'heed to develop effective reve-
nue and expenditure policies, Success, however; would certainly not be 7
achieved without progress in the development of effective Community institutios |8
particularly o strengthening of the European Parliaﬁent. | |

In the shorter term we are likely to be faced with a situation in which
matters coniinue to be sattled on the tasis of bargaining between national
goverrments, and central authority will be ga relatively wsak one,

.. o ./.




‘f'.'I‘;..;r.zta;ozx \l ill “ul‘lubt tha tlui‘eroncuu in nutionul economic ond. HOOinl
'.zjaitu..tio' it B mvd policmcs. At ihu preuent mo'ntnt it ie pwhicularly diff:.cult
lto define en econonically’ and politically sensible Comaunity tax hnmonizn.t:.o"' -

“ R prc@-r 2 = boceuse tax harmonization is not en ond in iteelf; bui an ing trument :
that sarves to promote — and at the same tine to a certainm ‘extent reflects —
- the prozess of economic, sociel and political integration, and the future
. directions and requirenents of these objectives are unable to be readily de— :
fined at thiy point in time,. ' ' '
3. Tox harmonization policy does hot ignore the ouiside world. The points of
reference for Buropean tax poiicy'a.z;e,,,qf. course, firsi of’alf Community
aspects. But no systematio discrimination towards Third Countries is intended;
" More frequent and thorough discussions among the representatives of the '
United Sizies and the European Community deaiing with international fiscal
affairs could help to avoid misunderstandings .about the respective taz philo-
sophies. PExisting internationeal orgéniza.tians snould be the forum for these
talks. We welcome the initiative of former Secretery of the Treasury,
John B, Conne ll_/, presented in a speech before the International Fiscal
Association in Octobar 1971 in Washington for Ya contmu.lnc, and heightened
organized effort': to deal with interhational fiscal aff’airs.(l

..v .-. *

A

(1 )For your information:

In discussing the implicatiens of EQ tax hermonization for the United States,
Stanley S. Surray, former Assistent Secretary of the Treasury, in a talk
delivered before the National Industrial Conference Board, New York, on
15 February, 1958, proposed a “harmonization" of the EC-tax systems with
those of the United States. "It means", as lMr. Surrey underlined, "the
process whereby national iax systems that may-differ both in kind end in

P burdens imposed can coexist in the world without creating difficulties for
each other ... can coexist in harmony." Further ‘'on, he suggested that
exploration in GATT and in other ways "is needed to preserve freedom of
actiomr Tor countries to establish their domestic ta2x systems and the
distrivution of their tax burdens in keeping with their notions of economic
grouth and tax equity without at the same time prejudicing their inter- :
national trade position. The essentizl question is how mzy couniries which’
desire t0 rely on a progressive tax structure or countries which do no wish
1o plecs heavy overall tax burdens on their peoples, and hence have no need
for high rate sales taxes, continue in these domestic goals and still main- .
tain in thelr international trade full competitiveness with the Furopean
countries which have a differcnt domestic tax philosophy? For sure, a better
answer can ve found than that the rest of the world to protect its trade
position must simply emulate the Europeans and their domestic tax philosophie

whatever '*aur be the impact of that emulation on the -l;c.x nystems and m'hem..l
cconoaies of the other countries,

The United Statesz « ond the rest of the world - thus ha.ve a high stake 1nla'
full exploration of these issuzs - issues vhich are made both more p°rtin°nt
and more important by tha process of tax harmonization in Europe ¥

g



