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It is Mr. President with the very greatest feeling of pleasure

and honour that I find myself addressing you tonight.

When speaking about taxation in the European Communities

the subject can be approached from two angles :

From the Community's point of view, the need to harmonize

national tax systems is well known. Tax laws and tax rules are
adapted to domestic policy objectives. It is the task of tax har-
monization policy to adjust national tax systems and tax laws
to the objectives of economic, social and political integration

in the Community.

Seen from the point of view of the Member States, we have

to start from the fact that taxes are no longer neutral revenue-
raisers. ‘In modern economies they have become inatrumenté |
for policy on stabilization, on distribution of private income,

on the allocation of resources between public and private

sectors as well as between regions and industries.

As is the case with other Community policies the tax harmoni-

zation policy has also to find solutions which are acceptable'

both to Member States and to Community requirements.




2y Two periods of tax harmonization ,théory' and pr‘;a;cticer cati 'he,' 5

distinguished.

“The first periocd between ',17958' (Treaty of Rome) and the early

1970's (plans and resolutions on EMU) has been a périod where

_the common market approachof tax harmonization was dominant
The basic argument for tax harmonization has been on the one
hand/thaf various differences in indirect taxes, mainly general.

consumption taxes and excise duties, can distort trade ; wherea GHEES

on the other hand differences in direct taxes, particularly
corporation taxes, can distort capi;tal movements,

Systems and structures of the major indirect taxes should be
harmonized in order to allow exact border tax adjustments in
international trade,

Moreover, rates should be brought into line or even made uni-
form througﬁout the Comrnunity so ﬁhat tax frontiers ﬁmy be
abolished., A natural sequence of the elimination of customs
frontisrs would be the elimination of these border tax adjust-
ments at intra-Community frontiers, whose existence is based
onrthe destination principle of taxation, Similai'ly".'harmoni-
zation of the corporation tax would prevent distorsions in the
capital market as capital invested in any Member State would

be taxed in an equal manner,
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~Although tax harmonization remained an important objective in

the Cou.ncil resolution of March 1971 concerning the £{irst stage
of achievernent of EMU, subsequent debates for the preparation

of the second stage of EMU showed clearly a changing emphbasis

~ on the importance of the former ambitious plans for tax harmo-

nization,

Whereas in former plans, lists for elaboration of concrete taxe

measures had been decided, the still unadopted resolution on

~a second stage of EMU simply asks for the draft of a "programme

of tax harmonization necessary for EMU",

The decision-making Community institutions, in fact, are now

realizing - and that is the beginning of the second period of

tax harmonization theory and practice - that the emphasis in
this field must more and more be laid on the fact that taxes

have become instruments in modern economies, instruments

[

for structural and conjunctural policies. A too hasty move
towards harmonized taxes, particularly of tax rates, in the
name of 'distorsion-free competition' in several major tax
fields could considerably limit or sacrifice such vital functions
for Member States at a time when the compensating factor

- i.e, greater scope for fiscal action at the Community level »

is not yet in sight.




4, Léi::{mé:'ﬁb:\&' iblit';'f).iu.&é - at least for the main fields csf ax hars- "; '

A
'monizanon - the progress achxeved untxl today a”sd future proge 3

a) Value added tax

The only major achievement in tax harmonization to date has
been the introduction of VAT in all Member States. Since April
1973 all the countries in the Community, including the new Memb
States, have been applying the VAT sxétem .accofding to the two =
VAT D;rectives adopted in 1967. That rﬁeans that all formevr
turnover taxes calculated on a cumulative multi-stage tax ba.sis
are now abolished. The shift to VAT has eliminated whatever
use has been made of the destination princisle for prntectionistr

purposes.

Considerable differences still exist, however, between the
Member States as regards the definition of the tax base and the
: 2 2% 0as8e

number and level of rates.

According to a Council Decision of 21 April 1970 on the replace-
ment of financial contributions from Member States by the Com-
munities'own resources, part of these own resources are to accrue

from VAT,
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- Thgf‘éfcre,a uniform‘ayséessment Bésiér for VAT ie foifreaeen' £
' s{; tha.t thé mﬁn resourcea fér the Conim@nity accruing from ,
VAT can be coliecﬁéd ma uniform and equal manner in the
nine Méfﬁﬁer Stafes.' 'Thait m’ééns, first of all, we require

| common rules fdr téxébie supplies and persons, e.xemptions,rr
territorial Vcriteria, » special schemes for small enterprises

and the agricultural sector.
f

In the summer of 1973 the Commission submitted to theT Council
a draft directive - the so-called eixth directive - aiming at

the establishment of Va uniform basis of'VAT. After the usual
consultations of the EP and ESC the Commission proposal wase

" considerably amended in July 1974,

We hope thét the Council will be able, by the end of this year,
to define guidelines on a certain number of fundamental points
such as the regime of real estate, of agriculture,; sfnall enter- -
prises, passenger transport, the VAT regulation Committée and,
last but not least, the zero rates, so that the technical work
could progress in the experts'group and thé directive be a.dopted '
in the course of next year, This would of course mean that the |
Community's own :esources could hot be levied on VAT frond
January 1, 1975, as originally planned, but would have to be
calculated for some time, probably unfil 1 January, 1978, on the
basis of GNP iﬁ accordance with the Council Decision of 21 April;

1970. -

/.
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: bv)'"rExcxis'e Duties

‘The first - and so far - only Council Decision in this field

concerns the harmonization of the structure of excise duties o

on'manufa.cﬁurad tobacco. This decision was taken inDecembeff,.r 19

In point of fact, the Commission proposed in March of that yefa,r{"r: : '
" that the excise duties on mineral oils, manufactured tobacco, al--
cohol, beer and wine should be maintained and harmonized. The
other,_rexcise duties should be gradually aboiishred. The Member
States, .‘vhowever, shall retain the ability to maintain and even to »
introduce new duties provided they do not involve, in trade bet_we'e@
Member States, border tax adjustments or border -contreiso
it would, of course, be possible later on to establish, at Communit

level, other excise duties.

This framework directive was accompanied by several draft
directives on structural harmonization of wine, spirits and beer
excise duties. In August 1973 a draft directive on mineral oils

was prepared and submitted.

All these proposals are at present under discussion in the ad hoc
Council working party. There are, in addition, serious difficul-.
ties concerning both the selection of the excise duties to be har-
monized, e.g. wine and non-alcoholic beverages, and the long-
term programme to be adopted now for the Vabolition of all dutiés
giving rise to border tax adjustments or border controls,

 Here again, it is incumbent on the Council to provide the ne-

cessary political incentives,
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¢} - Comvany taxation

_taxation.

- orosg frontier restructuring of companies. Because of this,

Virtually no progress has been achieved in the field of direct |

Tazation obstacles are one of the main factors hindering the

as early as January 1969, the Commission proposed two Directives

on the taxation system applicable to companies based in different

Member States (taxation of mergers and parent and subsidiary

companies ).

The Council has not yet ruled on this issue,; which was made more -
complex since the enlargement of the Community. We‘hope; howaver,
that the Council will be able to decide in the mear future on

these problems, for which the technical discussions are now most
advanced. Ia particular, our reoresentatives in the appropriate
Council working party have put forward a compromise sclution on
a method for avoiding double tazation which, auring a tranéition
period, would a2llow the exisitence of the tax exemptibn nethod

and the tax credit method currenily applied in particular by the

United Xingdom,

According to the resolution of 22 Harch 1971 it is enviéaged to

harmonize :

~ the structure of company taxation,

- and certain types of tax which might have a.direct'efféct on
capital movements within the Cbmmunity, and, in particular,

with holding taxes on interest on securities and dividends.



+ Structum Qf company i"am'ﬁlon e

’ There are three ba510 systems of taxing companlea and their
shareholders, Examoles of each are to be fbund in at least
1one EC counury the two~rate sysbem, the 1mputatlon system ,7

";'and the cla531cal system.

”he Comm1381on, after many years of dlscu581ons ooted for the
imputatlon system as a harmoalzed Communlty system in Novembsr :

1973 and 1ntends to make concrete proposals during the first

months of 1975.

I do not provose to go into all the pros and cons of these
different systems. The Commission favours the imputation

system mainly for domestic reasons :

.o it is more neutral in respect of the various methods of

financing firms;

Al

it is more neutral in respect of the different legal forms

vhich a company may adopt;

it furthermore has many positive aspacts in respect of fiscal

law and

it provides less incentive for very rica tax-payers to avoid

paying taxes by inventing fictitious companies.
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It hes been expliqitly'acknaﬁledged that there will be

problems of various kinds to awvoid intermational and

- inﬁrasCoimuniqg'discriminations if capital or income

flow across frontiers.
The Commission is presently ezamining appropriate colutions,.

' A truly ha}monizad imputation system should,.of course, not
lead to distortions in the EC share markets - there should
be no tax incentives to invest in companies of certain

Member States from the point of view of shareholders.

'gAs for sharéholaers whose place of residence is outside
the Community the Commission is in favour of settling

those cases within the context of Double Texation Agreements,
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' i,rgf'Withholding taxes for interest payménts and international -

, . capital markﬁts _ : ' ' | | ' '

If we consider interest on bonds solely in the light of
the Community capital market and of the cost of financing
firms, then the ideal solution is the abolition of any

deduction at source. But this is incompatible with the

requirements of fiscal law and runs counter to the efforts
being made by the Commission, in cooperation with Member
States, and by the OECD, to stop tax frauds and tax

avoidance,

 However, to make an important step forward in fiscal law
ST ;h& to take account of the preoccupations of a social
nature, which were so much in evidence at the Paris Summit,
we must choose to make it the general practice to levy .
substantial deductions at source (about 25 %). Although
the Commission has declared itself in priﬁciple to . be in

“ favour of substantial deductions at source, it realizes

that to apply such a measure in the present circumstarces

would give rise to a capital drain from the Community.




The:éfbre. ;n,the draft resolution bn the implementation
: 6f the second stage of Economic and Monetary ﬁhién fh; i
,CQmmlsslon suggested that the introduction of a harmonized
systea of wlthholdlng tax on the income of bonds run parallel
%o tne establishment of a common control system for cap1ta1

mqvements between the EEC and third countries.

It showld be noted, however, that this draf resolution has

not béenradopted by the Counqil. Moreover, we notic; |
increasingly divergent develqpments in the member sfaies;conﬁfol
systems of capital movements. It would thué seem to,bé more

. difficult tkhan ever to harmonize the different'national

capital novements regulations and to embody them in one

Comnrunity systen.

The Commission is also very much aware of fhe fact thaﬁ,

‘Yo finance their deficits, several member states'had considerabie
recourse to +the Furo-capi‘tal market, where no withholding

tax au 21l is applied. They probably will be dependent

his market for a considerable time to come,

<k

on

So we must recognise that time is not ripe for progress to

be made in this fieslde.
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'rrThe Eurnnean Communitg is faced w1th this problem both in
" the field of capital 1rves%mmnt asd’ insofar as it affecte

the oompetlulveness of buszness.

The Comnission expressed its political view on this matter’
in its report of the 18th June 1973 on “HOlding,Companies"- |

and nore recently its report on “Multinational COmpaﬁiesﬂ.

The separate aspects of this matter include :
~ internmational tax control,
.: = tax avoidance,

- = trarsfer of profits,

4

Interna ional tax control must be organized, at Communlty level,

to combat international tax fraud through a system of cooperation'

between the tax authorities of Member States.

Tax avoidance (which is not necessarily illegal like tax fraud)

consists in having income collected by a so«called "base-company"
establisned in a tax haven and therefore subject to wvery little or
no tax 2% all. We may distinguish several types of base~companies,
depending on the different categories of income collected :
companies holding patents, financing companies, purchasing and -

gales companies, property management companies, companies providing .

ATt aan Lt A - - - -
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'Fbr the problem of the transtT of proflts, it is nermally the

authorities of +he country frum Wthh the proflts hava %een
itransferred who tend to adjust these profitsrupwards,on ihe =f'_

‘ prlnciple thax prlces bemw»en compdnles in the same group must
-be f1 ved as if the transactlons vere effected between independent

= persons.. This is the so called"deallne at arm s length"clanse.

: an, vet& of%en, the authorities do not have all the detailg'
neededrfqr adjustingﬁthélprice, particularly where sevarall
companieé ére involved successively in the same‘transéc§4on.
This ié why =2t Community level, it is necessary to intensify

- cooperation beiween the national éuthorities in order to

uncover these orofit transfers.

There are, however, inherent difficulties in applying the
principle of "dealing at arm's length", The real problem
with which we are faced is that of establishing practical
guidelines for the positive application of this principle

- in certain situations as,for instance, in the U.S.




';7,EA11 these afbrementloned prohlemg are under consideration by -

f”'ﬁhe Gcmnxssion in cooperatlcn wlth expcrts from the Mémber :

';',:States. O¢her 1nternatlonal organxzatlons, notably ths OECD B

Tand'évpn,the UN, are alsorengaged,ln 51milar,stud;ee'but,

" have not, as yé§, fbundi&efinite'solutions.

4 will certainly take é long time'%o define commén fuies'cn~'

- all-these problems. But ve think that the first a;c*'ioi to be

taken in this field should aim at organizing the cooperation :
; at Commuﬁity level between natlonal tax admlnistratzons.
This would enable us not only to ccmbat more efflclently
~tax evasion practices at least in the common market, but
2150 to eliminate double imposition of multinatiénal:firms
resulting from entirely autonoméus national taxation of

parents and subsidiaries. .

The Commission intends to ask in the near future for a
discussion of these problems in Council with a view to
reaching agreement on general principles of cooperation

at Comaunity level, laid down in a Council resolution.




5S¢ Future prospects o e T i e |

lﬁii;éﬁéiifééﬁéénﬁrété'bn fﬁe,economic,armrofrEMUaiﬂItgiﬁ 71
‘fiféﬁiééiigtibﬂté]considérifixed'parities‘iﬁ’thé'Caﬁmﬁniﬁyri:,1: e

';1fii;fbr the ﬁear futu:e'm and inflexibility of exchange ra%GSL, 757{f""

. is, of course a main characteristic of a monetary union.
"In‘the meantihé,wééhall have to find a compromise in the

- field of exchange rate between individual floasting of

1:Mbmber States and final rigidity of pegging.
It would be a mistake to overemphasize the importance of s

- ponetary nnion at the expense of the major aspsects of

aconomic union.

Tnere are, on the contrary, powerful arguments and very
sirong factors pressing for economic union,; which will at
the same time make possible a parallel advance towards ezchange,;

' rate stability : the energy crisis, the inflationary

processes ard unemployment — all fields where purely national
actions and solutions are not fully effective. But the |
objectives of economic union have their ovm justifications
These are full employment, =dequate growth in the weakef
regions of the Comnmunity and the solidarity of the Community
for econonically disadvantaged social groups. Essentially

this means a considerable Community budget able to re~allocate

®
resources anmong different areas within its borders, with a.
view in %he short term to compensate for differing levels
of enxployment and real incomes and in the long term to improve




' Ncwlgwhere do we stand taday ?

. have alread; given 8 sbort description of the tax measurea iy
envisaged for the last féw years (the so—called first three- f;,;j,ff

year stage) whlch, howeve? d1d not oronress veny much. ;,f'

_ The fzrst threeﬁyea¢ ut«ge accordzng to the Counc11 Resclution
of’ﬂarch 1971 snculd have ended 1n December 1973 and was
'essentxally wrenaratoxy in nature. In nart it concerued
machxneny for regular consultation and the formulatxon of
agréed{guidelineS'fcr economic policies in' the Member States,
This.étage should also have seen important parte of 5324
harmoﬁizaﬁion, aboiition'of all exchange controls and other
obstacles facing capital movements, and a réduction in the

fluctuation marzins of currencies.

I dornot haﬁe to underline that progress has beén'ext;emely

slow. Exohange narkets are in greaterrdisafray than ever, no
start hés been made on the Regional Fund, economic policies

are discussed but hardly coordinated, exchange controls have
even been strengthened., The path to EINU is proving more

difficult than that of the customs union.

Without any doubt, of course, the present intermational

environment is drastically different from that of the 1960's.




?;ifCommerclal relations between member countries were made easier

"Tf‘y the ev1dence that they col1ect1veLy presented a balance~ *f9

j,ofhpayments surplus, on. current accounts, w1th the reit
;i;riiof theﬂworld; In sucn a cl;mate of rap1d1y expanding

';;urade and 1“creasxng freedom cf canltal movements, it

':has been ouch easier for the Communlty $o dlsmantle irade
and financial barrlers -among its member countrxes than at :
pfesezﬁ:a VThe:new sltuatiénrof coligcﬁive balanceeqfhpaymant57 
defﬁcit, on current accéunt,'has already producedra différéat
nood amonz gﬁvernméntsg The'fu?ther:removal of trade'and
 o~her berriers in a world faced,with'récession anﬁ
increasingrbalénce=ofnpayments deficits will bé extremely

difficult.

6. Conclusiorns

First of 211, Buropean policies have to overcome the
present's pressing problems. In the near future a re-thinking
of plans and ways of edieving economic and monetary cooperation

aust take place.




'?fESOw at preseﬂf 1* is simgxy not possible to define an

o conasically and politieally sensxble Community tax.
_.harmonizatlon pregramme in the context of the final stag%

:of EWU, A ‘new pragmatlc apnroach is needede

But in %he meantime progress is necessary and possible in.

the field of Buropean tax policy ~ but only in taxation

areas-whgre{structural harmonization of tax rulesris intented.
Plenmed harnomization of tax burdens will neither be needed

nor achieved.

' Therefofe, - end given the view that a growing Community
Vbudget and fhe use of fiseal pollcy by the Community are
essential for achieving the objectives of economic union -,
ny conclusions for the role of.tax harmonization in the péntext

of economic union in the coming years run as follows ¢

1) The future finencing of the Community budget necessitates
2 strong harmonization of VAT tax bases so that Community

taz levies are transparent and equitable between Member StaxeSerrl

2) Tax harnmonization should not limit the provision of instruments
for common and/br national economic management., There is, indeed,

a positive need for differentials in tax rates for both

struciural and conjunctural policies.




'* ?'f5throu5h av01d1ng tax obstaclel, double tazation, eto. or
'1f;i;through p031t1ve actlons to 1mnlement one of the other of

‘f;;r;:the coznon pollcles. wuch is also to be sald fbr achieving

ax poliqy has to play a role in all these conte

a'b@tter mutual assistance in tax matters, smrengthening %he
control of tazatlon of multinational companzes such as transtr

'rrprzclng, and parallel &ctloas on European company anﬂ tax law.






