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The Impact of Fiscal Policies on Restructurings irthe EU
Barbara Gabor

Abstract

This paper provides an overview of the main ecogomiguments for and against
decentralized taxation, examining whether Europeaion in the field of corporate taxation

is justified and what impact it has on corporateaations. It is argued here that economic
theory and empirical data does not provide conwg@&@vidence to favour tax harmonization,
neither in order to tackle under-provision of paldjoods, nor to achieve a higher level of
social protection. A legal assessment demonstthggsn line with this conclusion, currently

European policy measures aim to increase corparabglity rather than harmonizing taxes or
expanding national powers to prevent companies fretacating. It is argued that this

approach promotes corporate mobility and may irsgaa&locations in the future. However
this does not change the conclusion that the curdgtribution of powers to tax and

European policy action is efficient in terms of dading social protection and industry
competitiveness.

1. Introduction: the scope of research

The AgirE project aims to better understand thatsgies of companies with regard to
restructurings. The goal of the project is to idfgnitvhat factors might influence firms’
innovative strategies in order to be able to agpditd the occurrence of restructurings.
Research into these questions is expected totédeilihe design of European policies to meet
the challenge of balancing competitiveness of Eemopcompanies and social protection of
European workers. Within the framework of the AgREbject, and in line with its goals, this
paper examines the impact European policies in ftekel of taxation may have on
restructurings.

The research question posed here is whether Eurgm@n in the field of tax policy should
be targeted at better social protection or at etihgnfirms’ competitiveness. Within this
analysis two preliminary issues have to be adddesdethe outset. The first one is the
definition of restructurings to be covered by thiady, the second is the role of taxation in
firms’ decision to relocate.

Legal and finance literature does not offer oneversally adopted definition for what
constitutes a corporate restructuring. In ordemptovide an insight into the relationship
between taxes and restructurings that may havengadt on employees, this paper defines
restructurings in a functional manner, following tine of the European debate. The working
definition of restructuring of this paper theref@@opts the definition set up by the European
Economic and Social Committee in its 2005 opiniardelocalisations.

“Delocalisation occurs when a business activityotslly or partially ceased, to be reopened
abroad by means of direct investment. In the Elanpégnion we can distinguish between two

“Ph.D. candidate, European University Instituter&ce, Italy. Contact: Barbara.Gabor@eui.eu

! European Economic and Social Committee (2005)e“Sbope and Effects of Company Relocations” Own
initiative opinion. CCMI/014. Brussels, 14 July Z00



types of relocation. Internal: Total or partialrtséer of business activity to another Member
State; External: Total or partial transfer of besis activity to non-EU countries.”

This paper will thus look at “internal delocaligats”, hereinafter called relocations, which
involve intra-EU relocation of business activities.

With regard to the role of taxation in corporatedtional decisions, it should be noted that
taxation is only one of several elements that lmv@nfluence on firms’ decisions to relocate
within the Union, such as the vicinity of marketfse cost of labour, the flexibility of labour
law, among others. Thus the influence of taxes béllimited and potentially altered by other
factors. This study does not aim at the identifczatof cases of restructurings which were
exclusively triggered by tax policies; insteadat\es to highlight the role of taxes in thmex

of countries’ economic and legal featurgmt have an influence on firms’ decisions.

In examining the impact of national tax policies @arporate relocations, and the scope for
potential European action in balancing competitessnand social protection within the field
of taxation, this article examines first econonmguanents and empirical data, then carries out
a legal analysis of present European policies.

The paper is structured as follows. Section 2 glewia brief overview of the economic theory
of fiscal federalism and the broader frameworkndétinational competition for foreign direct

investment, together with a review of recent encpiristudies in the field of taxation. The
section concludes that there is presently no saffic evidence to justify European

harmonizing measures to prevent firms’ relocati®action 3 continues with an analysis of
European Community law and its impact on natioag&lgolicies, drawing some conclusions
on the present trend in tax competition. Finallgtes 4 offers the conclusion that within the
field of tax policy European action has encouragagborate mobility, rather than restricting
it, and that social protection is not pursued iis fholicy field. The paper argues that this
approach is in line with theoretical predictionglampirical results on tax competition and
federalism.

2. Economic theory of tax competition and trends in competing for foreign
direct investment

The phenomenon of tax competition is describedhieyetconomic theory of fiscal federalism,
examining the efficient allocation of regulatorywer at the European (in economic parlance
also called “federal”’) or Member State (nationadydl to set taxes and provide public
services.

The main arguments of fiscal federalism are preskhelow (section 2.1.). Economic theory
is then enriched with the current debate on statesipetition for foreign direct investments,
examining states’ incentives for attracting forefgms into their jurisdiction (section 2.2.).
Finally this section provides a review of empiriealidence from recent studies, analyzing
whether there is a shift of tax burden towards lsbocome and whether there is a relocation
of investments to low tax jurisdictions (sectiorB.2. The section concludes that neither
theoretical nor empirical evidence supports harmogi measures in order to prevent firm
relocations in specific or tax competition in geaier

2.1. Fiscal federalism theory

Economic analysis is a powerful tool to examine ghenomenon of tax competition. Under
the economic approach that aims to achieve efiigiethe market is the best mechanism of
allocating limited resources within an economy. ld@er, market failures in certain cases
necessitate regulatory intervention. Certain gaamus services, due to these market failures,



are best provided by the state rather than by n&rRexes can be explained in economic
terms as the necessary financing for the proviefopublic goods by the state. In these cases
therefore both the provision of such public goodd the taxes necessary to finance it can be
regarded as a policy design which is optimal wittiie economy. Different states may
however offer such public goods and services aemompetitive prices.

There is abundant literature examining the econoafiects of tax competition, whereby
states compete with each other in levying taxes @feting public goods. Studies on this
phenomenon differ in their conclusions on whethmhsfiscal decentralisation is beneficial or
detrimental for the economy as a whole. Accordindiscal federalism literature can be
divided into two groups: one describing tax compmti as efficient and another one viewing
tax competition as detrimental for overall welfare.

The first line of literature predicting positive toames from fiscal decentralisation and state
competition is known after the model set up by iS5 demonstrating that different
jurisdictions with different demand for public gaodhould tax at different levels in order to
provide the optimal level of public goods and sessiwithin the given territory. According
to this theory, one potential benefit of tax contpet stems from the divergence of
jurisdictions in citizens’ demand for what the stahould be providing and how much people
are willing to pay. In other words decentralisedcél policies will better satisfy diverse
demands.

Another argument favouring fiscal decentralisai®demonstrated by the Leviathan model of
governments. The Leviathan model, as worked ouBf@pnan and Buchandrdescribes the
government as maximising its size by an ineffidightgh level of taxation and public goods
provision. This model predicts another form of i benefits from tax competition, as it
holds that this type of competition among stated wastrain the Leviathan, i.e. tax
competition will limit over-taxing and over-spendiby governments.

The other line of literature, estimating negativerall effects from tax competition, can be
best described by the model developed by Zodrow Mlieszkowski* This stream of
literature predicts an inefficient outcome fromcéis decentralisation,pointing out that, in
contrast with the Leviathan model, states will hamancentive to lower their taxes in order to
attract mobile resources (mainly capital and firasyl this will result in a lower than optimal
level of public goods provision.

The main difference between the models predictiegative outcomes and those predicting
positive ones is in their assumptions. The Zodrowgdekowski model assumes welfare
maximising (benevolent) governments, acting to eaahiefficient allocation of resources.
Such a government can only deliver optimal outcdrtiee taxed resources are immobile. The
mobility of factors, as well as mobility of only mi#al, in these models lead to externalities
and inefficiently low taxation and provision of pigbservices.

The Tiebout model, on the other hand, is a modaliraghg non-distortionary taxes and full
mobility of households, suggesting that efficiemb\psion of public services (the so-called

2 Tiebout, Ch. (1956), “A Pure Theory of Local Expénres” Journal of Political Economyvol.64. no.5.
pp.416-424.

® Brennan, G. and Buchanan, J. (1980e Power to Tax: Analytical Foundations of a Fis€pnstitution
(Cambridge: Cambridge University Press).

* Mieszkowski P. and Zodrow, G. "Pigou, Tiebout, gty Taxation and Under-Provision of Local Public
Goods,"Journal of Urban Economi¢&/ol. 19, no. 3. pp.356-370.

® Here in simplification the term “fiscal decentsaltion” is used as interchangeable with the conokfiax
competition”, however the incentives of local demismakers to engage in competition cannot be asdumall
cases.



Samuelson condition) will be achieved when powepravide such services is vested with
local decentralised levels of the government andcrwmobility of economic actors is
unlimited.

Recent studies also deliver differing results comicg the welfare effects of tax competition.
While some commentators argue that tax competghoyuld be eliminated to avoid the shift
of tax burden from capital income to labour incorathers assessing the potential welfare
gains from tax harmonisation arrive to the condnosithat there is only weak and
unconvincing evidence that the elimination of taxnpetition would deliver positive effects
for the economy.

With regard to redistribution through taxes, it hase pointed out that social policies can
only be assessed by taking account of the exteroapetitive pressure on Europe. Also
relating to the redistributive function of taxebgtclaim that tax competition would have
detrimental effect on social policies is discusbetbw through empirical results concerning
tax burden shift from capital income to labour im=

2.2. Competition for foreign direct investment

The discussion on tax competition focuses on aispdagpe of the general international
competition for foreign direct investment. Statesvdn indeed more incentives to attract
companies than just the taxes they pay and therdBt competition cannot be assessed
without taking account of the various parallel intbees.

Competition for investments is described accordmthe effects of foreign direct investment
on the host state. National tools applied to eragerrinvestment inflows include among
others taxes, subsidies and provision of publicdgo@uch as attractive infrastructure, etc.).
This subsection reviews the main features of foreitjrect investment which make it
desirable for states to attract investors, and lwldace relevant to the discussion of tax
policies’ effects on corporate locational decisions

The desirability of foreign direct investment focauntry is determined by its effect on that
country’s economy. Foreign direct investment igefare (or, at least, should be) a tool to an
end and not an end in itself. FDI does not havesttmee effect in each case, and so there is no
single general conclusion on the effects it carel@vthe host country’s economy.

Instead there is a typology of foreign direct irtwesnts, and a typology of the impacts it can
have in the host state. These typologies provideesaseful insights to the question why
states engage in competition for FDI.

As for the categorisation of FDI, the literaturestdiguishes betweeaxport orientedand
market orientedforeign direct investments. Export oriented FDhéees differently from
market oriented investments, and the two will haxy different impact on the host
economy.

Market oriented investment is motivated primarily the proximity of markets, i.e. the
demand for the goods or services produced by the fihe locational decision for this type
of investment is therefore less sensitive to tasdén and it is more likely that the investor
will stay in the country as long as the firm carveea substantial market there.

Export oriented FDI, on the other hand, is motidatey the features of the economic-,
business- and legal environments that make pramuatheaper in a given location as
compared to other locations. This type of investmisnalso likely to be more easily
influenced by the tax burden. Therefore the disiomcbetween market and export oriented
FDI is highly relevant for this analysis.



Besides the two types of foreign direct investmdascribed above, the literature also
distinguishes different types of impacts of FD8o-calledprimary impactsof foreign direct
investment denote the aggregate costs and betigit@ccrue to an economy as a result of
the bundle of resources brought in by the investimg. Primary effects include effects on
employment, on capital flows, technology transfeoganisational knowledge transfer from
foreign to domestic enterpriséSecondary impactmean the spill-over effects from foreign
firms to local firms. Secondary effects occur thghuihe development of linkages, and tertiary
effects include the development of institutiondrastructure. Tertiary impactsconsist of
effects on the host country’s infrastructure ofizdtion of natural resources. Figure 1 in the
Annex illustrates this categorisation.

Out of these three layers of impact, the primafga$ of foreign direct investment are the
most relevant for developed economies. With regarthese primary effects, the desirability
of FDI is determined by simple factors such asdize of the firm (the bigger the firm the
more beneficial its effects are presumed to be),vllue added of the industry (high value
added is preferable to low value added), the fonctf firm (R&D and local headquarters
better than mere assembly operations), the fornenify (green-field investment more
desirable than mergers and acquisitidnisationality might also influence the desirabilif/
FDI.® Moreover, countries with different factor endownserand at different levels of
development will benefit from different types oféign investment.

In addition to the above described nature and itpadifferent types of FDI, competition
within the European Community shows specific chiamstics. The European Community
established an internal market, which offers easess to all other Member States once a
firm established itself in any EU country.

This has two major implications in the context ofeign direct investment. First, due to
higher level of market integration, there is a leiglevel of cross-border trade and accordingly
less need for companies to establish subsidiabesad. Secondly, non-European firms that
try to reach the European market only have to éstathemselves in one Member State to
serve all others. This implies also that the charcevhich Member State to set up the
establishment may resemble to an export orientegigio direct investment type, and be
relatively strongly influenced by taxes and ottamtérs affecting after tax corporate profils.

It should be noted however, that the choice betveebranch and a subsidiary and the choice
of locating the production site and the headquaviroe primarily influenced by locational
advantages described in the literature as industusters.

To conclude, this analysis shows that the incenfiwe states to attract foreign direct
investment depends on the impact on the host cpentmomy, and can vary according to the
features of the investment and according to thaufea of the host economy. Furthermore,

® See: Dunning, J.H. (1993Multinational Enterprises and the Global Econorti/okingham: Addison-
Wesley); and Enderwick, P. (2005), “Attracting Dabie FDI” Transnational Corporations vol. 14. n@f.93-
120.

" Enderwick, P. (2005), “Attracting Desirable FDTransnational Corporations/ol. 14. no.2. pp.93-120.,
referring to: Poynter, T.A. and White, R.E. (1984Jhe strategies of foreign subsidiaries: responses
organisational slackinternational Studies of Management and Organisgtia!(4), pp. 91-106.

8 See Enderwick (2005).

° Enderwick, P. (2005), “Attracting Desirable FDTransnational Corporationwol. 14. no.2. pp.93-120. at
p.97.

19See e.g. Easson, A. (200Fpx Incentives for Foreign Direct Investméfihe Hague: KLI).



due to the specific nature of the European Commastan internal market, there is a higher
sensitivity of FDI to non-market related factorggert-oriented type of FDI is more likely to
occur).

The following sub-section of this paper will looksome of the latest empirical evidence with
regard to the assessment of tax competition, exagilax and FDI data, analyzing evidence
on whether there is a flow of investments to lowjtaisdictions and shift of tax burden from
capital towards labour income, and how FDI in gahe¥acts to tax burden.

2.3. Empirical evidence from corporate tax and forgn direct investment data

In order to better understand the extent and daeabdf tax competition this section will
present the results of some recent empirical ssudie/o sources of empirical evidence will
be considered.

First, data on tax rates, tax revenues and ové&allburden on firms and labour will be
discussed. This data provides information on whetifere is a decrease in corporate income
taxes, as predicted by the race to the bottom aggurm tax competition literature, and
whether there has been a shift of overall tax bhufdan companies to labour.

Second, data on foreign direct investment stockfiawes will be examined, which should tell
us about how strong the influence of tax burdefecghtials is on the allocation of capital
investment. It is debated whether FDI stock or 8aawe a useful source for the assessment of
tax competition; therefore, evidence drawn from BEBia has to be treated with caution. Here
it will be used to provide a rough approximationtba current trends.

An argument often made in favour of European podéction in the field of taxation is that
corporate income tax rates decrease due to tax etttrop. This claim however has two
possible interpretations: either the decreasexrbtaden has a positive effect by restraining
governments in over-spending (increasing efficiecaysistently with the economic model of
“constraining the Leviathan”) or, to the contrattye decrease in taxes is due to governments’
struggle to attract companies even at the prigaedficient low level of taxation (in line with
the predictions of inefficient tax competition mésje

In addition an argument for pursuing social policskough European action in the tax field is
based on the claim that tax burden is shifting ficapital income (corporate taxes) to labour
income, having a socially undesirable, negativeaonp

However a closer examination of corporate incomertdes reveals interesting results in
regard with both claims.

Table 1 in the Annex illustrates the change in ooafe income tax rates in the 25 European
Member States every 5 years over a period of 2B5syddne data suggests that there has
indeed been a decrease in the statutory rates.ciaBpethe EU 15 average shows this
decrease very clearly. It is also apparent fromtaie that the ten new Member States have
substantially lower tax rates on average than ithd/ember States.

Commentators note, however, that, parallel withdberease in statutory rates, a noticeable
broadening of théax basetook place, which is not expressed by data showimgtax rates
This balances somewhat the effects of the dropaitutery rates, and it means that the overall
tax burden did not decrease to the extent tax chtes

For a closer examination of changes in Member Staée policies, Figure 2 in the Annex
demonstrates the changes in corporate income v@xaues as a percentage of the GDP. The
data shows a period of significant gap betweenptreentage of the EU 15 and that of the
new EU 10 states. However, this difference seendetwease since 2000, a trend which is
continuing even until now. It is also interesting rote that in 1995 the tax revenues as



percentage of GDP were similar in the old and te& Member States, and the change did
not occur in the new candidate states, but insteatie EU 15. There the ratio rose from
around 2.7% in 1995 to 3.5% in 1998, peaking a¥:3i18 2000.

A comparison is presented in Figure 3 in the Ansieawing the change in statutory tax rates
as a function of tax revenues as percentage of Gliiddeme notes that there is “no obvious
relationship between the cuts in corporate stayutax rates between 1995 and 200 and the
evolution of revenues collected from this tax. [[di®ve mentioned Figure] suggests that —
broadly speaking — the newly accessed Member Stiaé¢dave cut their tax rates have lost
corporate tax revenues in percentage of GDP, whie opposite holds for most EU-15
countries.*

As for empirical results concerning the shift ot taurden from capital to labour income in
European Member States, Nicodémdemonstrates that the data does not show a clear
tendency in this direction. As Figure 4 in the Anrdemonstrates, when tax revenues are
measured as a percentage of GDP, the proportitaxokvenues per GDP from labour taxes
is higher than the tax revenues from capital. Hewew the last ten years the trend is not the
above discussed shift from capital income tax tolwdabour taxes, but just the opposite:
labour taxes are decreasing while capital incomestaalthough somewhat fluctuating, on
average are increasiny.

Besides the literature on tax rates another linditefature uses data on foreign direct
investment stock and flows to examine the effedgés on investment decisions. In a study
that surveys a great number of the available eoglititerature on the taxation of FDI, De
Mooij and Ederveen drew some insightful conclusiarth regard to the responsiveness of
foreign direct investment to taxation.

The studies reviewed by the two authors variedchan gpecifications they used and in their
definitions as well. Therefore the study by De Moahd Ederveen transformed the
coefficients of each of the studies into a unifgrndlefined elasticity, a so-called semi-
elasticity or tax rate elasticity, to make the ames of the different studies comparable.
Their interpretation of tax rate elasticity measuiee percentage change in FDI in response to
a 1%-point change in the tax rate (e.g. a decliom35% to 34%}¥* Table 2 in the Annex
demonstrates their main results.

As it appears from the semi-elasticities in thédatihe majority of empirical studies surveyed
by the authors, when brought to a common definjtehrow that FDI responds negatively to a
positive change in taxes, or, to turn around thiggiment, that 1% drop on tax rates would
induce an increase in FDI by the percentage o$émei-elasticity shown in the table.

When the results are added up, the median taetasticity, which expresses the average of
all the studies surveyed, is -3.2. This means thaan be concluded from the various
empirical studies on FDI, that 1% point drop in takes will be accompanied by 3.2% point
increase in foreign direct investment in that copntiowever it should be remembered that
these results do not show causality, but simplyetation between tax rates and investment.

™ Nicodéme, G. (2006), “Corporate Tax Competitionl &p-ordination in the European Union: What Do We
Know, Where Do We Stand?” Working paper June 2006.

21dem.

13 Nicodéme also notes that “the different levelgant-to-GDP” ratios are due to the different projmrs of
each economic function in GDP and hence do notssac#y reflect a higher taxation oh labour. Wheparted
to their own tax base (instead of GDP), the sammeds emerge, although less pronounced (the ratimtbour
for example does not diminish as fast). In addititire implicit rates on labour and on capital appaach
closer. These rates are called the backward- Igokiacro effective tax rates (or sometimes callegligit tax
rates).

4 De Mooij, R.A. and Ederveen, S. (2003), “Taxatim Foreign Direct Investment: A Synthesis of Eipir
Research’nternational Tax and Public Financgol. 10, pp. 673-693.



To conclude, empirical studies do not provide unigontus evidence for negative effects of
tax competition neither by way of decreasing taxden on companies and corresponding
decreasing corporate income tax revenues of statesthrough a shift of tax burden from
companies to workers.

At the same time empirical studies using foreigedtiinvestment data find significant effect
of taxes on investment decisiolisAs it has been pointed out above, the methodotufgy
using FDI data can be debated, and therefore thtesiies should be used with caution in
assessing the relationship between national tagiesland relocation of production activities.
The outcome seems to be dependent on the starting, ghe assumptions and the
methodology of each study; however it can be catedluthat strong evidence of broad-range
negative impacts that would necessitate Europesal lbarmonization is not presently
available.

2.4. Conclusions

In examining the economics of decentralisation @mdmpact on corporate relocations it is
important to consider the entire package of taxespablic expenditures, rather than only the
taxes imposed. Taxes may be used either to fingnd®ic goods and services, or to
implement social policies through redistributionin€ome. In the first case firms that are
taxpayers also benefit from the public spendinghe form of developed infrastructure,
highly educated labour force, etc. With regard doia policies, mobile taxpayers, such as
firms, may leave the jurisdiction if they do notmleéit from such redistribution, but have the
opportunity to pay lower taxes or benefit more friaxes paid in another country.

With regard to competitiveness of the industry, fingt function of taxes, financing public
expenditure is relevant, while for social protestibe redistributive function of taxes comes
into play. Restricting firms’ relocation within Eape for reasons of social protection would
only lead to lower international competitivenessyare “external delocalisations”, i.e. more
firms moving outside of Europe. The balancing afigbpolicy and competitiveness requires
a rigorous examination of all relevant factors,imapecial regard to international competitive
pressure, before policy conclusions can be drawe durrent trends that can be observed
should be assessed in the light of global consides affecting overall efficiency rather than
as a segregated policy issue of taxation, andoilshalso be taken into account that unified
federal taxes, should they be introduced, would akve to be set with regard being had to
the global competitiveness of the industry. Thaeeftharmonization of taxes does not
necessarily lead to higher social protection.

When looking at the empirical data, it appears,thfihough taxes imposed on labour are
higher than capital income taxes, there is no awatence that proves a significant shift of
tax burden to labour.

Apart from the above question of social policy aedistribution, another question to be
answered, along the lines drawn up by the Tieboodleh is whether harmonized taxation
would satisfy local preferences and whether pubkpenditure would not be excessive
without competitive pressure from horizontally ged jurisdictions. Economic theory and
empirical evidence does not prove a clear rackadottom in tax competition in this regard.
In the light of this finding, the following sectiodescribes the present European policy
approach to national taxation. The analysis wildrads the impact on relocations of the

15 See De Mooij and Ederveen (2003).
% The potential future introduction of federal -emen harmonized national — taxes also has a mlitic
significance, an issue not assessed within thik/sisa



present European approach to taxation, and draslusians for future policy direction at the
European level.

3. European harmonization and its influence on tax competition

The assessment of the impact European law has tonalatax policies and relocations

requires an examination of European primary andrsery legislation, as well as soft law

and the case law of the Court of Justice.

For this assessment mention has to be made op#uifis features of the European economy.
European integration has created an internal mavkete goods and services, capital, firms
and workers can freely move across national bordeBbviously capital has a significantly

higher mobility than labour and this differencenmobility has an impact on how tax policy

affects the economy and the allocation of resources

This section starts by examining the provisionghefEC Treaty with regard to direct taxation
and competences of the European legislator to dnétter legislation (section 3.1.), then

looks at secondary legislation (section 3.2.), -koft (section 3.3.), current legislative

proposals (section 3.4.), and finally the case tdvthe European Court of Justice (section
3.5.). Section 3.6. concludes with the finding tbatrent European policy measures in the
field of taxation increase cross-border mobilityfiains, thus enhancing competitiveness.

3.1. The EC Treaty

The EC Treaty (hereinafter also referred to as‘imeaty”) does not introduce a harmonized
system of taxation, but leaves significant autonomth Member States to set their tax
policies.

The Treaty makes a distinction between direct awlitect taxation, and specific provisions
require harmonisation of indirect taxes only. Thevsions relating to the specific issue of
taxation are Articles 90 to 93 that deal with tlases of indirect taxation, while Article 293
aims at the elimination of double taxation. Foredirtaxation no specific provisions can be
found in the Treaty, although it is often arguedtthArticle 293 on double taxation is not
limited to indirect taxation, but covers directeéaxas well.

The Treaty provisions on the economic freedomssagaificant in defining the limits of
national tax policies. The European Court of Jestas it will be explained below, has given a
broad interpretation to these freedoms which pltewier several national policy
considerations.

Besides the free movement of goods, which conamiore indirect taxes than direct income
taxes, Articles 39 and 43 of the EC Treaty provimtethe free movement of workers and the
freedom to provide services across the EU. Thegeigons leave a possibility for national
law to limit free movement on the basis of publaigy, public security and public health.
The freedom of establishment grants companies mplasitross borders under Article 48.
Article 56 lays down the principle of free capitabvement and Article 58 (1) (a) completes
that provision by providing that the free movemeitapital is without prejudice to the rights
of Member States to adopt and apply tax law prowssithat treat taxpayers who are not in the
same situation regarding their place of residemqdaxre of capital differently.

7 See in general Craig, P. and De Blrca, G. (20B0),Law: text, cases and materiad¥ edition (Oxford:
OUP).
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Due to the lack of Treaty provisions on direct taxa the competence of the European
legislator to enact secondary legislation in thé$df has become all the more significant and
debated issue. The harmonisation of company taxdi&s been a controversial issue within
Europe due to its recognised importance in creaisgqgle internal market on the one hand
and its sensitive nature for Member States as lhudgenue on the other hand.

The Treaty lays down provisions conferring poweardtee EC institutions to enact secondary
legislation in general. Articles 94, 96 and 97 #et requirements for such harmonizing
measures. The European directives on taxation adapitil now indicate Article94 as their
legal basis. This provision confers legislative povon the European Council, with the
consultation of the European Parliament and then&wioc and Social Committee to issue
directives if Member States’ national laws impetie treation or the functioning of the
common market.

This provision, read together with Article 2 andtiéle 3(1)g, and the provision on
subsidiarity laid down in Article 5 of the EC Trganeans that Member States are free to
choose their tax policies as long as this doeglisbdrt competition in such a way that would
impede the creation or functioning of the intermarket*® It has to be noted however, that it
is rather difficult for the Council to exercise tlegislative powers conferred on it by Article
94, due to the fact that it needs unanimity forgohg such harmonizing directives. However
the European legislator has further legal bas#sereaty to harmonize, adopting legislation
with only qualified majority, such as Article 95seibed above, or Article 96 in cases where
the differences in national provisions distort tenditions of competition in the common
market.

The following sub-section summarizes the existingdpean secondary legislation in the field
of corporate taxes.

3.2. Secondary legislation

While the EC Treaty does not elaborate on the 8pessue of corporate taxation, secondary
legislation covers parts of company taxation in tbhem of directives. However these
harmonizing measures have very narrow coveragdemve substantial legislative powers at
the national level.

Presently company taxation issues regulated atEtdelevel are covered by the Parent
Subsidiary Directivé? the Mergers Directiv&’ the Interest and Royalty Directivé, the
Savings Directivé? and the Mutual Assistance DirectiveThe Commission’s proposal for a
directive on cross-border loss compensation was awsepted by the Council and was
consequently withdrawn for revision. Outside thepsc of these directives, but within the
scope of the EC Treaty requirements, Member Statedree to set national tax rules. The
exact scope of these harmonizing measures is supaddielow.

18 See e.g. point A paragraph 6 of the Commissioricdadn the application of state aid rules to messur
relating to direct business taxation (98/C OJ 38%/0

19 Council Directive 90/435/EEC of 23 July 1990 oe ttommon system of taxation applicable in the adse
parent companies and subsidiaries of different MemS8tates, 20 August 1990 OJ L 225, p. 0006 — 0009.

% Directive on the common system of taxation appliedao mergers, divisions, transfers of assetseatianges
of shares concerning companies of different merstates, Council Directive 90/434/EEC, of 23 Julp@90J

L 225. Hereinafter referred to as Mergers Directive

2L Directive 2003/49/EC on a common system of taxatpplicable to interest and royalty payments made
between associated companies of different memhbatrsst

22 European Union Savings Directive, council direet®003/48/EC, effective from 1 January 2004.

% Amendment of 1977 Directive on Mutual Assistanzedmbat tax fraud (2004/56/EC).
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The Parent Subsidiary Directive was enacted inram@revent double taxation of corporate
income in cross-border corporate groups. When aigialy established in one Member State
pays out dividends to its parent company in anoMember State, the parent company is
liable to income tax after the amount received. Esv the state of the subsidiary also taxes
this dividend payout that leaves its jurisdictiontihe form of a non-recoverable withholding
tax. The Directive abolished withholding taxes p@dhe parent company situated in another
EU Member State, and today these dividend paymargsfree of withholding tax. This
directive therefore has relevant implications forporate organizational decisions, since it
places cross-border group structures on a mord f@aging field with national corporate
structures.

The Directive on taxation of cross-border mergdfer@ers Directive) lays down provisions
that are highly relevant to the present study ompa@te restructurings. Four types of
transactions, legal mergers, legal divisions, emgkaof shares and transfer of assets are
covered by the Directive. The legal mergdrcompanies can take three forms. The first
possibility is that two or more existing companiesrge into one, with the original companies
ceasing to exist, establishing a new entity. Treoisé form of mergers is when a company
merges into another, previously existing entity dhid entity will carry on business as a
merged company. The third form of legal merger teew the wholly owned subsidiary is
merged into the parent company.

The Mergers Directive apparently contains restitti to corporate mobility. One of the
conditions to the application of the Directive It the assets that are merged into another
entity in another jurisdiction stay within the emagon state in the form of a permanent
establishment.

This practically means that deferral of the capgains tax upon cross-border mergers will
only be available if the state of the transfermognpany will maintain its tax jurisdiction over
the asset§! This requirement in practice restricts companidetedom to affect
reorganizations and to choose its form: it hasféatieof “conserving” the original structure
(or at least place) of assets.

It should also be noted here that the Mergers Dveaoes not provide explicitly for free
emigration of companies; instead, it tacitly implihat for transactions not covered by the
directive member states have the possibility todgsgpexit taxes that prevent companies from
leaving their jurisdiction.

Finally, with regard to the scope of applicationtleé Mergers Directive, the recent adoption
of a significant European company law directive omss-border mergers should be
mentioned™ As many European Member States did not recogmiasséborder mergers in
their national company law before the directive wadspted, the Mergers Directive on the
taxation issues was rendered moot. With the adomtiidhe company law directive on cross-
border mergers, reorganizations of this form caeXmected to rise across Europe — with the
above described influence of the Mergers Direatind¢ax considerations.

As it is clear from this analysis, EC directives asnimed at facilitating cross-border
transactions of companies by neutralizing the taatment of these transactions. The EC

% The P.E. is not resident in the emigration staiti the state maintains its right to tax any psofiteated by the
P.E. as a tax at the source of income, and alsotaias the right to tax the assets upon exitingstiage in the
future.

% Directive 2005/56/EC of the European Parliamentafritie Council of 26 October 2005 on cross-border
mergers of limited liability companies [Official dmal L 310 of 25.11.2005, p. 1]. Mention has tonfeede also
of the decision of the European Court of JusticenénCLT-UFA case on the same issue. C-253/03 CER-U
SA v. Finanzamt KéIn-West [2006] ECR 1-1831.
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secondary legislation in the field of taxation #fere facilitates mobility of firms across the
EU.

3.3. Soft-law: The Code of Conduct on Business Tatian

The Code of Conduct on Business Taxafidays down soft-law principles which define the
scope of “fair competition” among Member Stateshwiegard to special tax provisions.
Although the Code does not have a legally bindorgd, it identified several tax regimes as
“harmful” within the European Union and its dependterritories, which exerts pressure on
these governments to change their policies.

This instrument distinguishes between special aedel tax provisions. Special tax
provisions are those rules which relate only talagroup of subjects, and as such these rules
are more likely to lead to discrimination and distms of incentives. General tax provisions
on the other hand concern all taxable subjectshefsame kind without distinction. The
general nature of a tax provision does not meatsélf that it may not prove to be distorting
or discriminative. Nevertheless, a distinction iada between general and specific provisions
in the Code of Conduct to define and condemn “unf@ competition” and “harmful tax
measures”.

The treatment of special tax provisions is relevanthe purposes of this study on tax policy
and restructurings, since many EU countries attiaaign investment through the use of
such special tax ruléd.The fact that these arrangements are only reglilbyesoft law
signals that some tax competition through spetificmeasures can be expected to continue
among European Member States, although a Code wfucb group monitors compliance
with the Code.

A further impact of the Code is that it has an uefice on the interpretation of “fair
competition” even outside the scope of the Cod€afduct. Some commentators argue that
general tax provisions, the rules of the Treatgetber with other secondary legislation and
the Code of Conduct as soft law, as well as thesaers of the European Court of Justice
have to be interpreted to reach a conclusion aghti constitutes a “fair competition” among
Member State$’

A more recent action taken by the Commission is rislease of a Communication on
preventing and combating financial and corporatépraatice?® In this Communication the
Commission proposes the introduction of more trarepcy, and information exchange in the
company tax area, and aims at ensuring cohereligsobn offshore financial centres.

3.4. Recent European proposals in the field of cograte income taxation

Besides the secondary legislative measures andbsofhstruments already adopted, it is also
worth looking at recently prepared legislative pysgls. The European Community has a long
history of unrealised tax harmonisation proposals.

The Ruding Committee Report of 1992 has identififede areas that should be addressed at a
European level. The Committee proposed the removatlistorting and discriminatory
national tax provisions and within that the elintioa of double taxation of cross-border

% Code of Conduct Group, (1999) Code of Conduct osiliess Taxation, Press Release: Brussels (290220
- Nr: 4901/99

27 For example Ireland or Poland. See: Easson, A4R0ax Incentives for Foreign Direct Investmdithe
Hague: KLI).

2 See for this interpretation of the provisions,essglly Art 94 and 96, of the EC Treaty: Cerioni, (2005),
“Harmful Tax Competition Revisited: Why Not a Pyrdlegal Analysis?”"European Taxatiorvol. 45. no.7.
pp.267-281.

2% Communication on preventing and combating findreni@ corporate malpractice, COM (2004) 611.
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investment flows, the setting of a minimum statyttax rate and a minimum tax base and
providing for transparency in tax incentives.

The European Commission considered four alternadpgroaches to address the issue of
distorting effects of national tax systems. Therfproposed solutions were the introduction
of Home State Taxation, European Corporate Income flarmonization of tax systems in a
traditional approach, or introduction of a Commoan€olidated Corporate Tax Base. The
Commission opted for the latter solution in 268 Eollowing a document issued in 2084,
the Commission issued a Communication in 2006 imchviit describes the details of the
proposaf?

This proposal aims as harmonising the tax baseogfocate income tax across the EU,
without touching upon statutory tax rates. Thisuioh will grant the option to companies
established in more than one Member State to cartphettaxable income of the group on the
basis of an EU tax base. It is expected that tblstisn would “reduce the tax-related
compliance costs and effectively tackle most of the obstacles that are currently still
hindering companies in developing their EU-wideaioés, e.g. as resulting from transfer
pricing rules, the lack of cross-border loss congp#ion etc. At the same time, it would in
many areas effectively reduce the risk that MemB&tes' tax laws are declared to be
unlawful restrictions to the fundamental freedonigshe Treaty by the European Court of
Justice.®?

This proposal therefore will not aim at harmonisatof tax burdens across Europe; instead it
will create comparability in the tax burden of canpes in different Member States.
Presently not only the tax rates but also the tselof firms is different, making it difficult to
compare the actual tax burdens on firms. With the proposal the comparison will be
somewhat easier, however the question of comptit@gctual tax burden will not be entirely
solved due to issues other than corporate taxHase.

A question that this new instrument raises is theemtial impact on corporate relocations.
While the comparison of different national tax rags becomes easier, the relocation of
economic activities may become more rational fon$ in order to decrease their tax burden.

3.5. The role of the European Court of Justice intseaping tax competition

As already noted above, the EC Treaty does nobed#d on the specific issue of corporate
taxation, and even secondary legislation coverg patts of company taxation in the form of
directives, leaving legislative powers concerniaggtion at the national level.

However, the general principles of EC law set lamnio national legislative competences
affecting the economic freedoms laid down in the Ef2aty. The provisions of free
movement of persons, covering the right of esthbient, and the free movement of capital,
already mentioned above, are the two most sigmfideeedoms in relation to corporate

30 Communication from the Commission to the Courtbié European Parliament and the Economic and Social
Committee: Towards an Internal Market Without Taks@cles. COM (2001) 582. This approach was
confirmed in a 2003 Communication on An Internalrké& without Company Tax Obstacles: Achievements,
Ongoing Initiatives and Remaining Challenges. CQNIO3) 726.

31 A Commission non-paper to informal Ecofin Countil, and 11 September 2004 “A Common Consolidated
EU Corporate Tax Base”

% Communication from the European Commission toGbencil, the European Parliament and the Economic
and Social Committee: Implementing the Communitgblon Programme: Progress to date and next steps
towards a common consolidated corporate tax baGET®), Brussels, 05.04.2006, COM (2006) 157.

% European Commission (2004% common consolidated corporate tax ba@mmmission non-paper to
informal Ecofin Council, 10 and 11 September 2004uly 2004. p.1.

3 Mintz, J. And Werner, J.M. (2003), “Exploring Fauta Allocation for the European Unioliternational Tax

and Public Financevol.10 pp. 695-711.
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income taxation, and as such they have been sulyeeixtensive interpretation by the
European Court of Justice (ECJ).

The free movement principles prohibit discriminatiand also ban the application of non-
discriminatory restrictions of these freedoms. Niscrimination is to be interpreted as to
include both direct and indirect discriminatidnln certain cases the EC Treaty allows for
exceptions from these requirements. The exceptmwaosided for in the Treaty are called
explicit exceptions, and only these explicit excapd can be applied when there is a case of
direct discrimination.

In its case law the European Court of Justice Btabbshed a list of criteria that needs to be
fulfilled by national legislation in order to comsin the Treaty freedoms in a legitimate way
by indirectly discriminatory measures. The origioé this case law are in the early
Dassonvill&® and Cassis de Dijdh cases, which established that for a national iotist
measure to be in line with the EC Treaty it hasdmply with the following criteria: It has to
be applied in a non-discriminatory manner; it leabé justified by imperative requirements in
the general interest; it has to be suitable fouseg the attainment of the objective it pursues;
and it should not go beyond what is necessaryhieue that goat®

The case law of the European court of Justice piswides guidance as to the acceptable
grounds for restrictions. National tax provisiorestricting the freedom of establishment
under the case law of the ECJ are acceptableyifaleeaimed at safeguarding the cohesion of
a tax systeni? the fiscal principle of territoriality’ preventing tax evasi6hor maintaining
the effectiveness of fiscal supervisitinAt the same time the Court rejected justifications
such as the lack of harmonization, the lack of Comity competence in tax treaty law, the
loss of national tax revenues, the presence oftedoalancing advantages, and the possibility
to set up a subsidiary in order to attain equaltinent™

According to the case law of the Court, nationat taws can only restrict corporate
transactions under tax avoidance provisions if @u@ymotivated by no other valid economic
reasons but to avoid tax burden. But as it wasadirementioned at the outset, most
relocations within the context of tax competitiore anotivated by a number of reasons, tax
considerations being only one of these factorsciwimeans that for purely tax avoidance
reasons most restructurings cannot be preventeatignal law.

% Direct discrimination means discrimination baseu mationality, while indirect discrimination incled
discrimination not referring to nationality itselfut to a relating criterion which will mostly batssfied only by

the nationals of that state (e.g. holding a dipldraen a university of a certain Member State).

% Dassonville Case 8/74 [1974] ECR 00837.

37 Case 120/78 REWE-Zentral (“Cassis de Dijon”) [10FER 649.

% see Case C-19/92 Kraus v Land Baden-Wiirttembedg§3J1IECR 1-1663, paragraph 32, and Case C-55/94
Gebhard v Consiglio dell'Ordine degli Avvocati eo@uratori di Milano [1995] ECR 1-4165, paragraph &1
Case C-212/97 Centros [1999] ECR 1-1459. paraggdph

39 Case C-204/90 Bachmann [1992] ECR 1-249 and Ca3@0790 Commission v Belgium [1992] ECR I-305.
*0E.g. in C-250/95 Futura Participations and Sirj@@87] ECR 1-249. It should be noted hat the Caudepted

in theory the fiscal principle of territoriality & acceptable ground for restricting the Treatedoms without
upholding the specific national provision on thisgnd in the given case.

“l Case C-264/96 Imperial Chemical Industries v. @oInj1998] ECR 1-4695, paragraph 26, and
Metallgesellschaft and Others v. Commissionersntfrid Revenue and HM Attorney General case C-397/98
[2001] ECR 1-01727, paragraph 57.

2 Case C-250/95 Futura Participations SA and Sing&dministration des contributions ECR 1997 page |-
02471, paragraph 31, Case C-254/97 Baxter and ©fti609] ECR 1-4809, paragraph 18; and Case 120/78
REWE-Zentral ("Cassis de Dijon") [1979] ECR 649gomaph 8.

3 See in general the following cases: Case 270/88r/Aiscal; Case C-307/97 Saint-Gobain; Case CB5HUI9,
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In interpreting these provisions, the ECJ gave &oma interpretation to the explicit
exemptions to the free movement principles providedhe Treaty, the test for restricting
these freedoms being rather stringent. The caseofawhe ECJ thus points towards a
strengthening of corporate mobility rather thanremiledging extensive national sovereignty
in the tax field.

3.6. Conclusions

To conclude, the analysis in this section demotedrghat European law facilitates most
cross-border transactions from a taxation perspecti

The Treaty does not contain provisions on direxatian, but it gives powers to the Council
and the Parliament to adopt secondary legislatighis field.

It could be expected then, that European harmaaoizdily way of secondary legislation
should create homogeneity among national ruless thstricting tax competition. However,
even directives are aimed at facilitating crossdbortransaction®’ rather than harmonizing
taxation. Member States have preserved their disoréo set tax rates. This power will
remain unchallenged even after the adoption ofGbenmon Consolidated Corporate Tax
Base.

Even the case law of the European Court of Jushcoaterpreting the Treaty freedoms, does
not restrict the scope of tax competition. Instda@d,law’s impact through the case law of the
Court achieves better market integration by elimimnganational barriers to the freedom of
establishment and the free movement of capitalingaMember States with little power to
prevent cross-border corporate relocatiths.

So far the only instrument targeted directly atm@liating tax competition is the Code of
Conduct on Business Taxation, a soft law instruntleat tackles only special tax provisions,
without touching upon the issue of tax competitilmrough general provisions. This approach
of harmonization implies that tax competition i neewed as harmful to the extent it would
trigger harmonizing measures at the European IéMak finding is in line with previous
literature examining the conditions and scope abRean tax harmonizatidfi.

4. Conclusions with regard to European policies’ im pact on relocations

To assess the impact of tax policies on corpoegucturings this paper has made an inquiry
into the economic literature on tax competition dadked at some empirical data. The
analysis has shown that there is no conclusiveeewie that would clearly support European
harmonizing measures in the field of taxation, hegitin order to prevent harmful tax
competition leading to under-provision of publicogs, nor to achieve a higher level of social
protection. Instead, in the balance to be founsvbeh competitiveness and social protection,
the field of corporate taxation can be instrumetddirms’ competitiveness.

“4 See above the discussion on the Parent Subsidisggtive, and the Mergers Directive. The Parertiskdiary
Directive abolished the withholding tax on dividengiaid within European cross-border groups of congsa
With regard to mergers and acquisitions the bufgpaying exit taxes after retained profits wagéhted by
the Mergers Directive, facilitating this type obss-border transactions.

> For one example the case law of the ECJ establigia transfer of shares to foreign persons orpeomies
cannot be taxed more heavily than share transfensitionals. See Case C-436/00 X and Y v Riksskatket,
[2002] ECR 1-1082, Judgment of 21 November 2003 &ase C-9/02 Hughes de Lasteyrie du Saillant v
Ministére de I'Economie, des Finances et de I'ltriy§2004] ECR 00000, Judgment of 11 March 2004.

¢ Bratton, W.W. and McCabhery, J.A. (2001), “Tax Ggioation and Tax Competition in the European Union:
Evaluating the Code of Conduct on Business Taxaf@ymmon Market Law Reviewol.38. pp. 677-718.
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Empirical data indicates that with regard to tatesaa clear case for welfare decreasing tax
competition cannot be proven. A review of existilitgrature on taxes’ impact on FDI
suggests that on average one percentage poink afetzease attracts 3.2 percentage points
more foreign direct investment to the country. didition, market integration within the EU
implies more export-oriented FDI, which is mores#ve to tax arrangements. Foreign direct
investment data however does not perfectly cormesgdo the transactions relevant for the
aims of this study: cross-border relocation of mitbn activities, and cannot thus constitute
a reliable tool for measuring tax policies impaat relocations. There is thus no sufficient
evidence that tax competition would lead to welfémsses that would justify European
harmonization in the field of taxation.

Indeed in balancing industry competitiveness andasgrotection, in the field of taxation
European policy should be favouring the mobility fifms across borders rather than
restricting their ability to locate in low tax jsdictions. A review of European legal and non-
legal instruments reveals that the European ldgisia fact has taken this direction.

The current soft-legislation aimed at tackling hauimax competition defines this concept
with regard to specific tax measures, leaving tbsspbility for Member States to set their
general tax base at the level they prefer.

With regard to national measures preventing cotpar@ocations, the case law of the Court
of Justice also points in the direction of increhserporate mobility, by rejecting national
justifications such as the loss of tax revenuessitrict the free movement of companies.
Although firms that engage in tax avoidance carcdgght by national legislation and their
free movement may be restricted, the definitiorwbft constitutes tax avoidance does not
include the relocation of economic activity. Theref firms leaving one jurisdiction to locate
in another with lower taxes cannot be held backeumational (tax or other) legislation on the
basis of loss of tax revenue or tax avoidance.fideemovement provisions of the EC Treaty
prevail in granting mobility to such firms.

The analysis has thus demonstrated that presentlzgrmonization measures are not aimed
at reducing the effect of taxes on restructuriffgsthermore, the trend of growing cross-
border reorganisations is also reinforced by redemelopments in company law, such as the
adoption of the cross-border merger directive.

This policy approach in the field of taxation magvk however unforeseen consequences on
corporate relocations. This is due to the fact thate is an inverse relationship between
profit shifting’’ and the relocation of economic activities. Thelamation for this is that as
long as companies can exploit possibilities of prsiifting, which entails the allocation of
profit across entities within a cross-border cogpergroup, they are not induced to relocate
their real economic activities. Profit shifting dorot require a company to close down its
production plant in its home state and locate #taad in another country with a lower
corporate income tax rate.

It is likely however that, as the possibilities forofit shifting are being eliminated under
national and European policies, more re-locatiomead economic activity may occur. This
suggests that the developments of European poiicifighting profit shifting might induce
more re-location of real activities within Europe.

To conclude, the impact of European policies in fie&d of direct taxation points in the
direction of inducing more cross-border mobilityfoms, rather than restricting it. Harmful
tax competition and tax avoidance are targetedtt bational and European level, however

" Profit shifting occurs when companies set up a egtity or organize their present corporate stmgcin a
way that allows them to pay their taxes in a judgdn with lower tax burden.
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these do not include relocation of real economto/ig to other Member States. This policy
direction is in line with the conclusions drawntls paper that within the dual aims of labour
protection and competitiveness tax policy is net field for social protection measures, but
instead the field in which the competitiveness ofdpean firms are to be promoted.
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Annex

Tables:
Table 1: Statutory corporate tax rates (including bcal taxes and surcharges)

Statutory Corporate tax rates
(including local taxes and
surcharges) 1980 1990 1995 2000 2005
Austria 55 39 34 34 25
Belgium 48 41 40.17 40.17 33.99
Cyprus n.a. 42.5 25 29 10
Czech Republic n.a. n.a. 41 31 26
Denmark n.a. 40 34 32 30
Estonia n.a. n.a. 26 20 24
Finland 59 41 25 29 26
France 50 37 36.67 36.67 3493
Germany 52.8 57.7 56.8 51.63 38.29
Greece 434 46 40 40 35
Hungary na. 50 19 64 19.64 17.68
Ireland 45 43 40 24 12.5
Italy 36.3 41.8 522 41.25 37.25
Latvia n.a. n.a. 25 25 15
Lithuania 1.3. 35 29 24 15
Luxembourg na. 394 40.9 37.45 30.38
Malta 1.3. 32.5 35 35 35
Netherlands 48 35 35 35 31.5
Poland 1.8. 40 40 30 19
Portugal na. 36.5 39.6 352 27.5
Slovak rep. n.a. n.a. 40 29 19
Slovenia n.a. n.a. 25 25 25
Spain 33 35 35 35 35
Sweden n.a. 40 28 28 28
United Kingdom 52 34 33 30 30
EU-15 average n.a. 40.4 38.0 353 30.4
new Member States -10 average 1n.a. n.a. 30.6 248 18.2

Source: IBFD and own calculations. Estonia: 0% on retained earnings.

/source: Nicodeme, G. (2006)/



Table 2: Summary statistics of the studies in the gta sample of De Mooij and
Ederveen’s study

Number of Mean Standard
elasticities  semi-elasticity Median  Maximum  Minimum  deviation

| Hartman, 1984 fi —2.6 —3.5 2.0 —4.0 2.3

2 Bartik, 1985 3 —6.9 —6.6 —5.7 —8.5 1.4

3 Boskin and Gale, 1987 12 —5.8 =27 03 —21.2 1.6

4 Newlon, 1987 2 —0.4 —0.4 35 —4.3 5.5

5 Young, 1988 12 —-1.1 —2.1 53 —9.2 4.2

6 Murthy, 1989 4 —6 —0.7 0.5 — L6 1.0

7 Slemrod, 1990 58 —5.5 —3.5 17.8 —84.5 144

8 Grubert and Mutti, 1991 6 —1.7 —1.6 —0.6 -33 1.2

% Papke, 1991 2 —4.9 —4.9 —0.9 —8.8 5.6

10 Hines and Rice, 1994 4 —10.7 —5.0 —-1.2 —31.7 14.1
11 Jun, 1994 10 —0.5 —1.3 59 —54 3.2
12 Swenson, 1994 10 1.3 2.7 5.1 —&.1 4.3
13 Devereux and Freeman, 1995 4 —1.6 —1.6 —1.4 —1.7 0.1
14 Hines, 1996 46 —10.9 —10.2 —1.1 —36.7 8.2
15 Pain and Young, 1996 6 —1.5 —1.4 —0.4 —2.8 1.2
16 Cassou, 1997 17 —7.5 —2.8 il —44.7 135
17 Shang-Jin, 1997 5 =52 5.0 —4.7 —6.2 0.6
18 Devereux and Griffith, 1998b 10 —0.8 0.9 0.0 —1.2 0.4
19 Billington, 1999 2 -1 —0.1 —.1 —0.1 0.0
20 Broekman and van Vliet, 2000 3 =33 —3.5 —2.5 —4.0 0.8
21 Gorter and Parikh, 2000 15 —4.5 —4.3 4.2 —14.3 4.2
22 Grubert and Mutti, 2000 (] —4.0 —4.2 1.7 —5.8 1.2
23 Altshuler, Grubert 20 —2.7 —2.6 —14 —4.0 0.8

and Newton, 2001
24 Benassy-Quere, Fontagne 4 =5.0 —=5.0 22 =79 30
and Lahreche-Revil, 2001

25 Swenson, 2001 95 -39 —3.2 5.0 —29.9 2.4
371 —4.7 —3.2 17.8 —84.5 9.0

/source: DeMooij and Ederveen (2003) p.682./
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Figures:

Figure 1: The impact of FDI in theory
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/source: Enderwick, P. (2005) p.102./

Figure 2: Taxes on incomes of corporations as penstage of GDP 1995-2004
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/Source: Nicodeme, G. (2006)/
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Figure 3: Evolution of corporate tax rates and revaues in percentage of GDP 1995-2004
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/Source: Nicodeme, G. (2006)/

Figure 4: Taxes (and social security contributionsas % of GDP according to economic
functions
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/Source: Nicodeme, G. 2006, p. 9./
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