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Abstract: The paper aims to illustrate taxation in the European Union as a component 

designed to achieve the central objective, namely: to make the EU become the most 

competitive and dynamic economy, capable of ensuring sustainable development, full 

employment of the labour force and social cohesion (according to Lisbon Strategies, 2000). 

Imposing an optimal share of taxation, providing strategic facilities to certain economic 

sectors, creating a viable strategy to attract foreign investors are areas of interest to the 

member states. 
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Introduction 

Taxation in the European Union is a component designed to achieve the central objective, namely: to 

make the EU become the most competitive and dynamic economy, capable of ensuring sustainable 

development, full employment of the labour force and social cohesion (according to Lisbon Strategies, 

2000). 

 

Achieving this objective implies a reduction of taxation to EU levels and an expansion of the tax base 

and a much more efficient management of collecting tax revenues by lowering public debt and 

massive investments in public services. 

 

Imposing an optimal share of taxation, providing strategic facilities to certain economic sectors, 

creating a viable strategy to attract foreign investors are areas of interest to the member states. 

 

However, tax harmonization within the EU remains a sensitive issue because, on one hand, it 

represents a symbol of national sovereignty, and on the other hand, it requires time and dialogue 

between the states. 

 

Although the constitutive treaty of the EU does not foresee specific dispositions, the alignment of 

direct taxes, though direct tax must meet the four EU fundamental rights: free movement of goods, 

persons, services and capital. Creating a unique market for goods and services at EU level, under the 

impact of the globalization, fluidize capital flows (including financial transactions), determined 

essential transformations in taxation policies, directly influencing the tax competition. The tax 

competition is seen as a competition between different taxation systems in order to improve the 

economic performances by creating taxation benefits. The direct taxes are the main support of the tax 

competition, while the indirect taxes, being governed through the European Directives, are less visible 

in this process. But tax competition in the EU can be seen as a conflict as well: on one hand, in the 

competitive aspect between the tax systems of the member states, on the other hand, in terms of 

cooperating with the other states. Also, tax competition has a different impact on economic operators 

and authorities involved in the development and implementation of taxation policies. While the state 

sees the tax competition as a threat to sovereignty, the economic agents treat it as an opportunity to 

exploit the tax advantages leading to the growth of the business. The tax competition can also be seen 

as an externality that is distinguished through positive and negative connotations. Thus, the native 

state of companies operating in favourable regions taxation-wise, will perceive taxation as a negative 

impact, while the host state will perceive it as an event that generates economic growth. 

 

Unlike the direct tax, the indirect one requires a high level of harmonization, because it reaches the 

free movement of goods and services. After the Maastricht Treaty the harmonization of the indirect tax 

has evolved decisively by switching to the new regime of excises and VAT in the unique market as a 
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result of the abolition of taxation and customs frontiers, and thus of the suspension of border controls 

at the frontiers between member states. Implementing viable taxation policies is essential to accelerate 

the economic growth. Reducing public debt and budget deficits contribute to maintaining low interest 

rates, helping in keeping the inflation under control an ensuring a favourable framework for in 

increasing investments.  

 

The Maastricht Treaty reflects the need for taxation discipline in the EU in order to prevent financial 

crises, idea emphasized also by the adoption of the Stability and Growth Pact that promotes the 

concept of balanced budget and highlights the negative effects of deficit accumulation. The 

convergence criteria (monetary and fiscal) for the admission in the euro zone, set out in the Maastricht 

Treaty are the following: the budget deficit should not exceed 3% of GDP; the public debt should not 

exceed 60% of GDP; the average inflation rate should not exceed by more than 1.5 percentage points 

average inflation rates of the three best performing member states; long-term interest rate should not 

exceed by more than 2 percentage points the average interest rate of three member states with the 

lowest inflation; exchange rates should fluctuate within the normal limits, without severe tensions at 

least for the past 2 years, in this context we mention that the taxation policy of member states, though 

it has remained in the national autonomy area in developing the macroeconomic policy, it is narrowing 

increasingly, because the convergence criteria mentioned above must be taken into consideration. 

Failing to respect them brings penalties for the state in question, from the European Commission. 

 

The treaty concerning the European Union includes provisions relating to the taxation of goods, taking 

into account the GATT regulations. In this respect, no member state establishes internal charges of any 

kind, directly or indirectly, for the products of another member state, superior to those that are applied, 

directly or indirectly, for similar domestic products.  

 

However, the products exported in the member states cannot benefit from any repayment of internal 

taxation higher to the taxes they are subjected to directly or indirectly. As such the Maastricht Treaty 

empowers the Council of Ministers to issue directives for the harmonization of the legislation of the 

member states, which is directly related to the creation and functioning of the European unique 

market. Such decisions shall be adopted by the Council unanimously, based on the European 

Commission’s proposal, and after a previous consulting of the European Parliament and Economic and 

Social Committee, as an advisory body.  Such provisions are reinforced by the consolidated version of 

the Treaty concerning the EU, adopted at Amsterdam in 1998 and then by the Nice Treaty in 2000. 

 

1. Taxation in the EU Versus Tax Competition 

For nearly 30 years, a series of factors that have produced significant changes especially at the 

macroeconomic level have shown themselves at European level. Among these factors we mention: 

globalization, creating a unique market for goods and services at I.K. level and the fluidization of 

capital flows (including financial transactions) etc. 

 

All these factors have decisively influenced the taxation policies at EU level, especially concerning 

direct taxes, resulting in restricting taxation policies and designing of tax optimization strategies as a 

dynamic phenomenon capable of minimizing the negative influences of the tax competition between 

the member states. 

 

Taxation is a key factor of the economic growth of each country, namely: 

a) Attracting public services financing resources and facilitating budgetary transfers; 

b) Ensuring an optimum of the economic policies mix (fiscal, budgetary, monetary, foreign 

exchange) that help to ensure macroeconomic balance; 

c) Redistribution of incomes in terms of social equity etc. 

 

Achieving this goal implies a taxation reduction at EU level and, consequently, an expansion of the tax 

base and a much more efficient management of collecting tax revenues, by lowering the public debt 

and massive investments in public services. To lessen the negative effects of the tax competition it was 

agreed that the market should act in cohesion. 
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Since 1998, the OECD report highlights the negative effect of tax competition, predominantly 

influencing financial flows and discouraging compliance with tax provisions by transferring a portion 

of tax costs on less mobile (unmarketable) tax bases. At the same time, it is emphasized that taxation 

policies, by their application, determines social inequality and affects the demand.  

 

The solution is at the reach of member states that will have to ensure the coordination of tax systems 

provided that capital mobility is becoming more pronounced. Tax optimization requires solving a 

dilemma: either relocating the capitals (and hence, the activities) to other less taxed areas (tax 

heavens) or the repatriation of profits. 

 

2. Taxation and Labour Utilization 

Tax competition between the member states of the EU can pose problems in the use of labour, 

environmental protection and restriction of the act scope of national authorities in choosing the 

suitable tax structure, by broadening the tax base and reducing tax rates. 

 

Raising tax rates has a direct negative effect on less skilled and mobile workers (hard to sell). Workers 

that are more skilled, mobile will adapt more easily to the differences in the tax treatment (because 

they will find a job easier). Also SME’s and craft enterprises are the most affected, while the big 

enterprises have easier access to the opportunities provided by the tax competition between the states. 

 

In other words, a high level of labour taxation has e negative impact on the situation of the use of 

labour and economic growth in the EU, the impact assessed by high unemployment rate, especially 

among the young and less skilled workers. 

 

Because the fight against unemployment is an absolute priority in the European Union, it is necessary 

for measures to be taken, not only at the level of personnel hiring policies, but, especially, at the level 

of taxation policies. In this regard, the European Commission came up with a series of measures: 

1) Modifying the directive related to the common taxation system applicable to mother 

companies and subsidiaries from different member states of the EU, targeting reducing 

from 25% to 10% of the participation rights between companies, as taxation relief and 

prevention of double taxation;  

2) Removal of taxation obstacles in terms of professional retirement, to eliminate 

discriminations between professional systems established in different member states. 

 

Tax deductibility of contributions or benefits is mentioned here, applying the most favourable rules for 

social protection. Due to the diversity of national taxation systems, the phenomenon of double taxation 

or double exemption is manifested, when an employee retires in a member state after working in 

another one.  

 

Two situations can appear: 

- pension to be taxed, while the contributions were not deductible (therefore, have been taxed); 

- pension not be taxed, while the contributions were exempt from taxation.  

  

In this regard, a better coordination of national taxation provisions and unique market is needed. The 

development of the European unique market and currency must favour the strengthening of the 

taxation policy at EU level so that the free movement of capitals does not attract cross-border fraud. In 

this regard, the European Commission proposes more measures, including: 

- a code of conduct for the enterprises taxation domain, associated with a parallel verification from 

the European Commission on the line of tax state aid;   

- elimination of distortions at the level of capital revenues taxation; 

- suppression of deductions at the source on cross-border interest and royalty payments between 

enterprises; 

- elimination of visible distortions in regards to indirect tax etc. 

  

Heterogeneity of taxation systems in inherent in the context of significant differences at EU level 

concerning taxation policies adopted by the states recently integrated in the EU, but also less 
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developed ones. For these states implementing economic growth policies is essential, based on certain 

priorities, such as: 

- imposition of attractive taxation rates in the business environment; 

- granting strategic facilities in certain sectors (agriculture, tourism, energy, environment etc.); 

- creating viable strategies to attract foreign investors etc. 

 

Thus, the heterogeneity of taxation systems will no longer be the fundamental support of the tax 

competition. However, the structure of revenue taxes implies many differences between the states. 

There is a big difference between EU member states concerning direct and indirect tax. The difference 

between ”EU – 15” and the average at the level of the new member states is over 10% in terms of the 

direct/indirect tax report. The low share of direct taxes in the new member states is counterbalanced by 

the higher share of social contributions (4.2% in the case of ”EU – 15”) and indirect taxes (5.7% in the 

case of ”EU – 15”).  

 

3. Direct Taxation 

On the 1
st
 of December 1997, the finance ministers of the member states, meeting within the Council 

of Ministers, at the European Commission’s proposal, adopted a tax package of measures meant to 

fight the harmful tax competition, concerning the following: 

- a code of conduct  for the enterprise taxation; 

- ways of approaching between states, in terms of revenue taxation from savings; 

- a principle agreement on the need to suppress deductions to the source related to cross-border 

interest and royalty payments between enterprises. 

 

The code of conduct in the taxation field helps prevent economic distortions and evasion of tax bases 

in the EU. Member states undertake to respect the principles of fair competition and to refrain from 

any harmful tax measure. The code also includes assessment and tracking procedures, regarding the 

taxation of enterprises we mention: 

- elimination of double taxation of equities distributed to subsidiaries by their mother 

companies located in another member state; 

- a common system of taxation of surplus value achieved from mergers, scission, 

contribution of assets or exchange of shares between enterprises, only when this surplus is 

achieved effectively and not with the occasion of judicial and accounting operations; 

- highlighting a common tax base at EU level, a taxable trim between member states. 

 

In regards to the taxation of savings revenues of individuals, the following are taken into account: 

- the interests from savings received in a member state by the individuals that reside in 

another member state should be taxed under the law provisions of the latter, at the level of 

residents of that country; 

- elimination of taxation obstacles concerning the professional pensions for non-residents, in 

terms of not taxing their contributions additional foreign pension funds (in other words, to 

benefit from standard deductions from the tax base, like the residents); 

- harmonization of taxation of equities received by individuals. 

 

4. Indirect Taxation 

Indirect taxation targets the harmonization of the indirect national taxes systems and not their 

uniformity, primarily the direct taxes that relate to equity shares, known as rights of contribution were 

targeted. 

 

The objective was to harmonize the rights of contribution received by the member states when the 

operation of equity shares that interest the joint-stock companies. After this first measure, the EU 

harmonization efforts have focused on two major taxes: VAT and excise rights. 

 

Regarding VAT, since 1997 a common trim of VAT was determined, under a common market without 

borders. After the abolition of taxation borders, the member states have started applying a normal VAT 

rate, between 15% and 25% and, optionally, one or two reduced rates, of at least 5% only for certain 

goods and services with cultural or social character. It is maintained transient and the zero tax rate. 

Increased rates are suppressed. 



 82 

The principle of taxation in the state of consumption is applied (or taxation at origin) for individuals, 

and for enterprises, taxation at destination. 

 

Meanwhile, various private systems have been kept, especially for: 

- occasion goods, art, antiques etc.; 

- operations on gold; 

- large share of labour services; 

- tourism agencies; 

- electronic services. 

 

For trade with third-world countries, imports remain subjected to obligations to declare at customs and 

are charged VAT when they are imported: 

- Exports will remain exempting, subjected to fulfill the standard customs formalities; 

- Maintaining different taxation rules (at the source and destination), the uneven application 

of EU legislation between tax rates (15%-20% caused a deduction of the member states 

towards the taxation convergence policy concerning VAT.  

 

In these circumstances, the European Commission decided in 2000 to devise a strategy to improve the 

operation of VAT on the unique market, as follows: 

- suspension of taxation controls at internal borders for operations done between the 

member states; 

- approximation of VAT rates between the member states; 

- preparing the markets for the transition to the permanent taxation system. 

 

The taxable transaction occurs: 

a) in the case of  goods delivery: 

- at the location where the goods are found at the moment the shipping starts or the 

transport with the destination towards the one who is purchasing (if the goods are 

shipped or transported); 

- at the location where the goods are found at the time of delivery (if the goods are not 

shipped or transported); 

b) in the case of providing services, at the location where the provider has established his business 

or a fixed establishment at which he conducted business or, in absence, at his place of 

residence or habitual residence. 

 

Still, many systems remain:  

- particular; 

- that of small enterprises; 

- that of farmers (common flat-rate system); 

- that of occasion goods, art, collection, antiquities; 

- the one applicable to gold; 

- the one applicable to services that involve a high degree of workmanship; 

- the one applicable to tourism agencies. 

 

Excise rights essentially apply to tobacco, alcohol and mineral oils, having a general ownership, 

movement and monitoring European system. It also considers a global taxation system for the taxation 

of energy products, in order to improve the functioning of the domestic market, benefiting 

environmentally-friendly behaviours and encouraging the increased use of labour force. 

 

This system allows the merchandise to move with the suspension of excise rights and without border 

controls in the EU. The excises are paid for at the time of releasing the product for consumption at the 

current rate in the consumption state. The movement of products is done through tax warehouses and 

under the cover of an accompanying administrative document. 

 

In order to fight against taxation fraud numerous programs have been initiated, in term of VAT and 

excise rights. The European Commission has forwarded a proposal. Since 2003, targeting the 

acceleration of information flows between taxation authorities of the member states that allows them 
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to coordinate their investigations into cross-border taxation fraud and the one authorizing them to 

conduct procedures on behalf of others. Thus, the FISCALIS program aims to: 

 offer officials a high common level of understanding of community law, especially in the field 

of indirect taxation and its grasp in the member states; 

 ensure effective and close cooperation between the member states, and between them and the 

Commission; 

 ensure continuous improvement of administrative procedures to take into account the needs of 

administrations, but also of taxpayers, by developing and distributing models of good practice 

in the field. 

Conclusions 

In this framework, the FISCALIS program has expanded between 2003 and 2007 and after, in the 

fields: revenue tax, gambling tax and insurance premiums. International VAT fraud, especially in the 

fields of EU delivery and purchasing, led to taking new measures at community level, by creating the 

“unique counter”, which allows enterprises to centralize in the member state they are established in, all 

transactions subjected to VAT which must be respected in order to function in the domestic market 

(taxation system for certain services provided on electronic means). 
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