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Abstract. In this paper the author discusses the problem how tax setting by governments 
may change the terms of competitiveness between countries and induce ! rms to initial 
location decisions. Here is important the question how direct tax coordination within 
the European Union will a[ ect the tax competition and the development of national 
economies. According to the author, any attempt at harmonization of tax policies 
done in an arbitrary way, contrary to the freedom of economic activity, and consisting 
in harmonizing income tax rates through setting up a minimum rate or rate brackets 
would be harmful to growing economies and might pose a real threat to economic 
development. On the other hand, the some current proposals CCCTB (common con-
solidated corporate tax base) could make tax regimes more transparent without limiting 
the conditions of tax competition.
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INTRODUCTION

Globalization, both social and economic processes, is a progressing phenomenon. More and more free-
dom in the movement of capital and people is an additional factor strengthening is intensity.

Unquestionable positive e[ ects of globalization are the transfer of technologies between countries, dis-
semination of scienti! c knowledge and the acceleration of technological progress.

In addition, there is an increase in trade (Q ompson, 2007; Rodrik, 1998; Gilroy, 2001) based on com-
parative advantage, cross-border investments, institutional development, the competitiveness of individual 
companies and entire economies, as well as other desirable for societies, regional and national consequences 
arising from the more creativity of people in the world disappearing barriers and boundaries. Of course, 
one can not disregard some negative e[ ects that may a[ ect countries at the periphery of the importance of 
government, as well as beyond the sphere of economic interest of investors (Stern, Deardor[ , 2006; Boyce, 
2004). Moreover, the negative sign of globalization may be damage to the environment as a result of exces-
sive (often predatory) the exploitation of natural processes, the intensity of migration in search of an attrac-
tive working and living conditions, loss of (partial) state sovereignty in favor of supranational structures and 
cultural identity in favor of uni! cation patterns of behavior or lifestyle.
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In this context, it is also important the issue of relocation (migration) of a company and its causes as 
a natural process in an era of increasing globalization, and just as globalization, exerting a signi! cant in\ u-
ence on the economic and social life in the micro- and macroscale.

Q e purpose of this article is to present the issues relating to the relocation of companies in terms of 
striving for optimal income taxation by using tax competition. Furthermore, this article is intended as an 
attempt to the response to the still relevant question: what is the importance of the relocation process for 
the economies, for whom is it more potential opportunity, and for whom it may pose some risk due to the 
dynamic development and increase competitiveness in the globalizing world. Q e European Union heads 
down path toward a more complete integration. Constantly, although to varying degrees, in the public de-
bate is discussing the problem of more advanced harmonization of tax policies within the European Union. 
Q is article tries to o[ er a plausible answer to the question of what style of such harmonization could o[ er 
new opportunities to the economies. Still important question remains how the ful! llment of that postulate 
will a[ ect in the future the economic development of EU countries, the level of their competitiveness in the 
global economy and how to harmonize tax systems to make it to the bene! t of EU economies.

Nature of business relocation
Relocation is a form of adaptation to a changing business environment. In the literature one can ! nd 

three main causes of migration enterprise: 1) internal factors (status, ownership, size, age, employment 
growth, acquisitions, mergers, acquisitions), 2) factors related to the location (location of company head-
quarters, the type of industrialization and characterization objects), 3) external factors (market size, labor 
market issues, government policies and general economic conditions) (see van Dijk, Pellenbarg 1999; 2000). 
While the list of internal factors is almost complete, knowledge about the external factors is not exhaustive. 
Full knowledge of these particular factors may be crucial to explain the reasons for the migration of enter-
prises (Brouwer, Mariotti, van Ommeren, 2002).

According inter alia to Leo Sleuwaegen (Pennings, Sleuwaegen, Monmaerts, 2000), nature of the relo-
cation changes over time. Decades ago, the phenomenon was somewhat re\ ected the life-cycle model. Q e 
production of some goods after reaching the peak phase of the growth cycle was transferred from the more 
developed countries to less developed countries, which prolonged the life expectancy of these products and 
ensure pro! tability. But now, the signi! cance of economies of scale, and the process of globalization and 
greater \ exibility in the operation of enterprises, result in the formation of transnational corporations. 

Q e development of business and the need for adequately large space for the production represents here 
the main drivers for the migration. When an entity reaches the limits of its capacity is somehow forced to 
relocate their activities. Another reason for the relocation is cost optimization, therefore companies use all 
circumstances and are looking for other places conditions, which are favorable, e.g. using economies of scale, 
improved access to raw materials and energy sources, di[ erences in the level of wages, raw material prices 
and energy, as well as any incentives made by local authorities.

Companies are motivated by a speci! c government policy using ! scal instruments, including grants, 
low taxes, tax etc. It should be emphasized, that this strategy was used by the authorities in most industrial-
ized countries since the 50s 20th century, mainly in order to reduce income disparities between regions and 
employment growth. Here one can mention the following types of migration enterprise (Małuszyńska, 2006, 
p. 3):

 – integral migration - the whole company moves to a new place, and partial migration - part of the com-
pany is transferred to another location for a period of reconstruction/development,

 – the permanent or temporary migration - the entire company or a part thereof is transferred to another 
location for the duration of reconstruction/extension,
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 – vertical migrations - the company moves from the big city to the suburbs or to a smaller town, and 
horizontal migration - the company moves to another city or another area of the same rank,

 – inter-regional, intra-regional or international.
Q e relocation process is manifest in the transborder \ ows of foreign direct investment (FDI). Q e 

actual scale of this phenomenon is hardly measurable, the di?  culty lying inter alia in the fact that reloca-
tion functions alongside o[ shoring and outsourcing. Due to the disparity between the economies of the 
EU Member States, and between that of the EU as a whole and those of Asian countries, there are certain 
factors that encourage company relocations: cheaper supply, tax advantages, potential access to new markets, 
technology and lower labour costs. Q e relocation process manifests itself in the form of international \ ows 
of FDIs, but the actual scale of this phenomenon is di?  cult to measure. Q e reason for this di?  culty lies in 
the fact that in addition to the concept of relocation also operate o[ shoring and outsourcing concept. Q e 
relocation of the enterprise would be rather identi! ed with the transfer of production existing in the other 
place, which is associated with job losses at existing operations. However, determination of o[ shoring and 
outsourcing is not clearly indicated (Małuszyńska, 2006, p. 4). O[ shoring is understood as the transfer of 
production (or procurement) of the country where the company is located in another country, usually char-
acterized by lower labor costs. Q is phenomenon may, but need not, take place within a company.

However, the phenomenon of outsourcing is the contracting out of a business process to a third-party 
(Kawecka-Wyrzykowska, 2007). Relocation thus provides both a simple production function (o[ shoring) 
transferred to countries with more favorable economic conditions, as well as services and other activities car-
ried out so far in the home country of the investor (highly developed economies). Q ese activities are aimed 
at maintaining competitive advantage by corporations globally. Q ey decide to deepen expertise in key stra-
tegic activities for the company while releasing and giving out less signi! cant strategic actions. Outsourcing 
these activities on behalf of another, cooperating, specialized in the ! eld of the company allows enterprises to 
signi! cantly reduce operating costs. Q is results not only from the lower rates o[ ered to the workforce, but 
also to make better use of information and communication technologies that enable the collection, process-
ing, transmission, and \ exible delivery services to the customers in remote locations around the world, in 
terms of work for two or three shifts and di[ erent time zones (Wdowicka, 2009).

In the opinion of the European Economic and Social Committee (EESC) relocations can be estimated 
due to the positive and negative consequences associated with it. Moreover it should be mentioned that re-
location of industrial production can, at best, help to promote social rights in countries receiving investment 
and necessarily involves the regular transfer of know-how; consequently relocation can make a considerable 
contribution to further increasing the competitiveness of the relocated businesses (European Economic and 
Social Committee Opinion, 2005).

Q e analyzes also show that the assumption underlying the criticism of relocation, it’s not always true, 
and the scale of the impact of relocation phenomenon is exaggerated. So that the “export” of jobs to low-
cost countries, to which production is transferring, contributes to the rise in unemployment in European 
countries. Q e jobs moving overseas doesn’t have to mean the loss of jobs in developed countries. On the 
contrary, it may be even increase the number of jobs in the home country, because foreign subsidiaries are 
not necessarily in competition with national production company, but often they’re complementary to it 
and help improve the e?  ciency, quality and reduce production costs, which results in increased sales. Q is 
may lead to increased employment in the home country. However, an advantage in attracting new invest-
ment and jobs are mainly those countries which produce at competitive prices (Mankiw, Swagel, 2005).

It should be noted that relocation to countries with low wages and low skills are very limited scope in 
terms of the whole economy. Q e negative impact of competition from low-wage countries is concerned 
especially at the low quali! cations (Gorter, Tang, Toet, 2005). According to the European Commission 
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report on employment, nearly three quarters of the total number of jobs lost due to internal restructuring, 
more than 13 percent is the result of bankruptcy or closure, 3 percent is the result of mergers and acquisi-
tions, and for more than 7 percent be attributed to relocation of production activities, including 2.5 percent 
attributable to outsourcing. Similar assessment of the scale of relocation due to the UNCTAD study. Q e 
majority of relocation takes place within individual countries, and the migration of business on an inter-
national scale covers only 1-2 percent of cases. However, the negative e[ ects would be rather linked to the 
relocation outside the EU, particularly, when the relocation phenomenon, apart from being the direct cause 
of job losses, could also bring other, associated problems, such as an increase in social security costs for 
governments, increased social exclusion, lower tax revenues to the budget and less economic growth overall, 
partly as a result of a general demand shortfall. In addition, European companies may be somewhat forced to 
compete with companies with lower costs. Q is reduces the pressure to increase spending on R&D and the 
e[ ect of reducing their potential for innovation. Assuming that it’s inevitable occurrence of the relocation, 
the EESC believes that the best way of tackling the understandable concerns over the negative consequences 
of company relocations is to develop and properly implement social policies that promote a positive attitude 
to change, enable workers to adapt and upgrade their skills, and encourage job creation (Employment in 
Europe 2004, 2004).

All in all, the relocation process should be bene! cial for the whole global economy. Firstly, it makes the 
highly developed countries get rid of the less advanced sectors of economy and utilize their highly skilled 
labour more e?  ciently in the high-tech industries – the use of comparative advantages will facilitate their 
sustainable economic growth and welfare. Secondly, the host countries gain not only new jobs, but also an 
increased in\ ow of FDIs and know-how, thus securing their own economic growth. One can only have 
some concerns if the process of relocation refers to the business, which was ! nanced with public funds, 
especially from the EU funds under cohesion policy. Q is was, incidentally, re\ ected in legislation restricting 
the use of the Structural Funds (cf. Council Regulation (EC) No 1260/1999 and Council Regulation (EC) No 
1083/2006).

2. TAX HARMONIZATION AND TAX COMPETITION IN THE EU

Harmonization of ! scal policies is a consequence of a larger process – the progressive economic integra-
tion of the European Union member countries. Q e original objective was to coordinate the ! scal policies of 
individual EU countries. Q is involved bilateral and multilateral consultations between them and the execu-
tion of agreements on tax cooperation and on the taxation types and levels to be applied. According to Jan 
Głuchowski, tax harmonization‘… constitutes a compromise between the low level of coordination and the ideal 
level of standardisation (the same tax system, very similar tax base and rates)’ (Brzeziński et al., 1998). Lekoadia 
Oręziak echoes him in claiming that tax harmonization may be de! ned as ‘… a mid-way solution between 
a loose, non-binding coordination of national taxation rules and their uni% cation in all the member countries’ 
(Oręziak, 2007). Tax harmonization is usually interpreted as the process of unifying separate tax systems to 
eliminate the ! scal barriers which may distort the free movement of goods, services and factors of produc-
tion within a uniform market (Kopits, 1992).

Q is leaves us with the still pending question what style of tax harmonization would o[ er those coun-
tries developmental opportunities and what would pose a threat – if our primary concern is the need for 
socio-economic development and competitive advantage in the globalising world of economy. Tax policy 
set to reduce tax rates seems a very reasonable one, provided that it leads to the overall diminishing of tax 
burdens, made up of not only rates but also other elements of the tax system structure. Douglas Holtz-Eakin 
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and Harvey S. Rosen demonstrated that raising the tax rates results in a slow-down in business activity as 
companies accumulate less capital and create fewer jobs (Holtz-Eakin, H.S. Rosen, 2001). Q eir study cov-
ered the years 1985-1988 and thus managed to embrace the outcomes of Ronald Regan’s tax reform. 

Proceedings taxpayer may bring, among others, to legally optimize the level of taxation through the use 
of \ exible tax structure or by tax migrating to countries with lower tax weights, taking advantage of the tax 
competition between countries. Creation of a stable framework for business activity and supporting the in-
vestment and developmental projects become more and more important today as globalisation of economic 
processes eliminates those who cannot keep up with their competitors and gain a sustainable competitive 
advantage.

Countries with relatively ine?  cient tax systems can experience signi! cant welfare losses if, as a byprod-
uct of ! nancial integration, they ! nd themselves competing over capital income taxes against countries with 
relatively e?  cient tax systems (Mendoza and Tesar, 2005).

Business activity is pro! t-oriented by nature, and every tax burden means a reduction in the present or 
future capital assets of taxpayers. With regard to the corporate income tax, direct taxation reduces the scale 
of either consumption or business expenditure. Q erefore the natural taxpayers’ response is avoidance of 
such consequences of taxation or the drive to at least minimise its negative impact. Q e taxpayers’ responsive 
behaviour may involve tax optimisation within the limits allowed by law, i.e. making use of the tax struc-
ture \ exibility, or tax-driven migration, frequently referred to as relocation (Leamer, 1996), i.e. moving the 
operations to another country.

After the common currency was adopted by some EU members, taxation became one of the last eco-
nomic instruments in the hands of the local and national governments for stimulating the domestic and for-
eign investments and setting tracks for economic developments within their territory. Q e aforementioned 
factors must be considered in the context of the economic situation of the countries which underwent an 
economic transformation. Q e new EU members are generally at a lower level of economic development and 
can o[ er fewer incentives to the potential investors than the EU-15. Q e European Union has no uniform 
tax system in place for all the 28 member countries, which means just that each nation runs its own tax 
policies. 

While with such indirect taxes as value-added tax (VAT) or excise we can already speak about an ad-
vanced harmonization process, despite the still existing di[ erences between individual countries in the con-
struction of these taxes, with direct taxation the harmonization process is nowhere that advanced and still in 
its cradle. Q ere are fundamental di[ erences e.g. in de! ning the tax base through di[ erent accounting rules, 
in the approaches to capital gains, in di[ erent de! nitions of depreciation or – last but not least – in the tax 
rates. All those di[ erences sum up to make the e[ ective tax burden on corporate income much di[ erent.

It is a fact that a diversi! cation of tax systems, especially with regard to corporate income, requires 
companies to apply a signi! cant range of knowledge and know-how to be able to function amidst the several 
tax systems operated within the European Union, which for smaller companies means huge extra costs and 
frequently undeserved losses. According to the calculations presented by Karel Lannoo and Mattias Levin of 
the Centre for European Policy Studies (CEPS), the corporate cost of compliance with individual countries’ 
tax regulations may be as much as 2 to 4 percent of total tax revenues, or between 4 and 8.6 billion euro 
EU-wide (Lanoo, Levin, 2002). On top of that, there is the cost of time spent on searching for available tax 
reliefs, tax havens and tax bonuses – the time that might be as well spent on working out truly innovative 
approaches and methods of production or services. 

A road map for harmonization of direct taxation was set by the Ruding Committee Report of March 
1992 ( Report of the Committee of Independent Experts on Company Taxation, 1992). Q e Report exposed 
huge di[ erences in taxation of corporate pro! ts between individual countries and their distortive e[ ects for 
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the operation of the Communities internal market and competition, as they were factored in while deciding 
investment locations. Q e subsequent EU activities towards stronger harmonization of member countries’ 
corporate taxation policies was development of the Code of Conduct for Business Taxation, adopted by the 
Council of Economics and Finance Ministers (ECOFIN) on 1 December 1997. Q e Code is a collection of 
guidelines meant to limit the harmful tax competition and especially tax avoidance and tax frauds. 

Q e outcome of the discussion initiated by the Ruding Committee Report are the solution propos-
als, successively put forward since March 2001. First of all, the solution proposed for the SMEs operating 
transnationally in Europe consisted in the application of the home state’s method of calculating the tax base 
(HST – Home State Taxation) for the sum total of their internationally earned income. Q e HST concept 
was ! rst proposed by Sven-Olof Lodin and Malcolm Gammie (Lodin, Gammie, 1999). 

Another solution proposed was to determine a common consolidated corporate tax base (CCCTB) 
(Towards an Internal Market without tax obstacles, 2001). Q e EU multinational corporations would have an 
option of pro! ts consolidation. If operations in one country bring pro! ts and those in another one do not, 
the pro! ts would be set o[  with the losses and tax would be levied on the net gains. Should the CCCTB 
concept be adopted EU-wide, tax rates would become the primary and transparent criterion for the investors 
to assess the attractiveness of any given territory. 

Business operating across national borders will bene! t both from the introduction of crossborder loss 
compensation and from the reduction of company tax related compliance costs. Allowing the immediate 
consolidation of pro! ts and losses for computing the EU-wide taxable bases is a step towards reducing over-
taxation in cross-border situations and thereby towards improving the tax neutrality conditions between 
domestic and cross-border activities to better exploit the potential of the Internal Market. Calculations on 
a sample of EU multinationals shows that, on average approximately 50 percent of non-! nancial and 17 
percent of ! nancial multinational groups could bene! t from immediate cross-border loss compensation 
(Council Directive on a common consolidated corporate tax base, 2011). 

A major bene! t of the introduction of the CCCTB will be a reduction in compliance costs for compa-
nies. Survey evidence points to a reduction in the compliance costs for recurring tax related tasks in the range 
of 7 percent under CCCTB. Q e reduction in actual and perceived compliance costs is expected to exert 
a substantial in\ uence on ! rms’ ability and willingness to expand abroad in the medium and long term. Q e 
CCCTB is expected to translate into substantial savings in compliance time and outlays in the case of a par-
ent company setting up a new subsidiary in a di[ erent Member State. On average, the tax experts partici-
pating in the study estimated that a large enterprise spends over €140,000 (0.23 percent of turnover) in tax 
related expenditure to open a new subsidiary in another Member State. Q e CCCTB will reduce these costs 
by €87,000 or 62 percent. Q e savings for a medium sized enterprise are even more signi! cant, as costs are 
expected to drop from €128,000 (0.55 percent of turnover) to €42,000 or a decrease of 67 percent (Council 
Directive on a common consolidated corporate tax base, 2011).

It should be noted, however, that there is much emphasis on applying a relatively wide tax base with si-
multaneous reduction of preferential taxation (Implementing the Community Programme for improved growth 
and employment and the enhanced competitiveness of EU business, 2007; Request of input from national tax 
administrations for the Impact Assessment of the reforms at the EU level of corporate tax systems, 2008). Besides, 
a uniform tax base would bring huge changes in the taxation of multinationals. Today taxes are levied by 
the corporations’ home countries. With the application of the CCCTB concept, tax revenues would be split 
among the countries where such a corporation runs its business while the general tax amounts paid by mul-
tinationals would decrease. His new system would also have a signi! cant impact on CIT revenues earned by 
individual countries – there would be both winners and losers. 



Micha  Sosnowski Dilemmas of tax-inducted location decisions

89

Q e simulations presented in the report prepared by Ernst&Young in February 2011 (the report was 
ordered by the Irish Department of Finance to assess the potential impact of CCCTB introduction on GDP, 
employment and business activity) lead to the conclusion that the largest loss of tax revenues would be 
faced by Denmark (8.3 percent), the Netherlands (7.5 percent) and Ireland (5.5 percent). For Poland, tax 
harmonization based on the CCCTB concept would mean just a minimum loss of tax revenues. Q e largest 
increase in budget income would be enjoyed by France (+6.0 percent), Greece (4.0 percent) and Latvia (3.8 
percent). In accordance with the report, the new system would bring about numerous relocations, resulting 
in signi! cant job losses. In this respect, the biggest losers would be Ireland (rise in unemployment by 1.2 
percent), Luxembourg (1.1 percent) and Poland (1 percent, i.e. about 160,000 jobs). Q e winners would be 
France (rise in employment by 0.4 percent), Spain (0.1 percent) and Belgium (0.1percent) (European Com-
mission and the CCCTB. Hard work ahead, 2011).

It should be emphasized, however, that a straightforward comparison of nominal CIT rates is merely 
a starting point for any comparative analysis of national tax systems and does not o[ er a complete picture 
of their actual arduousness to companies. Q is is so because individual countries calculate the tax base in 
di[ erent ways. Q ere are many sources of such di[ erences: the range of costs qualifying as business expenses, 
the depreciation method applied, the method of reserves creation and accounting for losses, the applicable 
tax reliefs and credits and so on. 

Q erefore, getting a complete picture requires the use of e[ ective rather than nominal tax rate for com-
parison. It is only the more favorable e[ ective tax rate that may induce businesses to move their operations 
as foreign direct investment into countries o[ ering less burdensome taxation. So, the introduction of the 
CCCTB concept signi! cantly would facilitate the comparison of the tax burden between countries.

Q e conclusions relating to tax policy states that developing a common corporate tax base could be 
a revenue neutral way forward to ensure consistency among national tax systems while respecting national 
tax strategies, and to contribute to ! scal sustainability and the competitiveness of European businesses. Q e 
clou is that none of the forms of harmonization should destroy the healthy competition between countries, 
including the tax competition.

Healthy competition leads to streamlining the ! scal policies of competing countries and to the creation 
of a business-friendly atmosphere. Q e competition for investment capital is not a zero-sum game which 
must have its winners and losers, especially in long-term perspective. Q e competing parties behave ration-
ally in their e[ orts to secure the optimum environment for economic entities, increasing the e?  ciency of 
their public ! nance systems on the way. Q is should translate into improved living conditions of the popu-
lation. Tax competition is a phenomenon which consists in the governments’ applying ! scal instruments 
to increase the competitive advantage of their territories by attracting or keeping the capital engaged in 
economic activity. It should also be remembered that multinational corporations (see Dicken, 1998) are to 
a large extent motivated by their drive to reduce tax burdens applicable to their operations. Q erefore, they 
appear highly sensitive to the level of taxes levied on their line of business in any given country (Devereux, 
Hubbard, 2000). Tax competition may be perceived as bene! cial and may develop – per analogiam to busi-
ness competition – to approximate the ideal competition (Tiebout, 1956) in which the countries or regions 
compete for mobile factors of production.

Observation of a process of tax competition allows one to distinguish two forms of this phenomenon 
(Sepp, Wróbel, 2003): crawling tax competition and – following the terminology of the European Com-
mission – unfair tax competition. Q e ! rst form involves a long-term, comparatively slow process where 
states are underbidding (as initiators or as reaction to the measures of the other players) the tax rates of 
their competitors in several rounds so that gradually the tax rates of all participating players are converging 
downwards. 
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Crawling tax competition refer to regular tax systems and usually concern all investors regardless wheth-
er they are domestic or foreign (Krajewska, Krajewski, 2007). Of particular relevance is direct tax compe-
tition for foreign direct investment (FDI) and portfolio investment (PFI) via reductions in the nominal 
corporate tax rates, but also the introduction of dual income tax systems in several member countries to 
privilege capital incomes (Schratzenstaller, 2000). 

Q e unfair tax competition comprises isolated attacks of single states with the only aim to undercut the 
other states in the direct competition for foreign investment; therefore it is sometimes called “tax dumping” 
(Grigat, 1997).

Besides, we should remember that tax burden is just one of several reasons for transferring produc-
tion to another country (Gryko, Kluzek, 2008), and not the most important one at that. Q e business 
attractiveness of any country has numerous aspects, including the levels of social security, transport costs, 
infrastructure development, labour education or the condition of natural environment (Economic and Social 
Committee Opinion On Direct company taxation, 2002). Q e main factors are invariably the cost and quality 
of labour as well as the size of markets and the distance from key customers. It is only when those non-! scal 
factors look favorable that the tax burden really comes into play.

Q e independent decisions taken by individual OECD and EU countries during the recent decades 
brought about a general trend towards reducing the corporate income tax rates, which re\ ects the urge to 
achieve or maintain their competitive advantage in the globalising world. During the 1995-2014 period, 
the EU-wide average rate of corporate income tax went down by 12.6 percentage points (i.e. by almost 36 
percent) – and it was in just 19 years! Apart from Malta, all the EU countries reduced their CIT rates, with 
the most signi! cant reductions applied in Bulgaria (–30 pp), Ireland (–27.5 pp) and Germany (–27.2 pp). 
Q e most conservative countries in this respect were Hungary (–0.6 pp) and France (–3.4 pp) (Table 1). 

However, when we look only at the recent period of 2010-2014, the change in EU-average CIT rate was 
only –0.5 pp, with most countries showing no change during these years. Q e most signi! cant reductions 
applied in United Kingdom (–7 pp), Finland (–6 pp) and Sweden (–4.3 pp). Four countries increased their 
CIT rates: Slovak Republic (+3 pp), Cyprus (+2.5 pp), Greece (+2 pp) and Luxembourg (+0.6). Hungary 
makes a special case here: after the CIT rate went up from the initial 19.6 percent in 2007, it got reduced to 
16 percent in 2009 only to rise again in 2010 to reach 19 percent. Q is was mostly the e[ ect of Hungary’s 
problems with implementing the national ! scal policy.

From the comparison of the CIT rates o[ ered and the ranking of economies by their competitive-
ness it can easily be inferred that it is not the tax burden (resulting from the e[ ective tax rate), but other 
factors like the e?  ciency of public institutions, the transparency of public management or the quality of 
natural environment that secure any country’s high position in the attractiveness ranking. As you can see, 
there is no simple relationship between the reduction of tax rates and the change of competitive position of 
the country. During the 2005-2014 period United Kingdom, despite a signi! cant reduction in CIT rates 
did not change position in the GCI ranking, and the German did. By way of an example, if we rank EU 
countries by their CIT rates, the lowest rates are o[ ered by Bulgaria and Cyprus while the highest by Malta 
and Belgium. However, when the GCI is used to build a competitiveness ranking, the most competitive 
economies are those of Finland, Germany and Sweden, and the least competitive ones – Greece and Slovak 
Republic (Table 2). 
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Table 1

Corporate Income Tax Rates in EU countries (selected years) 

a In Estonia, the tax rate on retained gains is 0 percent. b Q e tax rate also includes a local tax on business.

Source: KPMG’s Corporate Tax Rate Survey 1993-2006, 2006; KPMG’s Corporate and Indirect Tax Survey 2010, 2010; 

KPMG’s Corporate and Indirect Tax Survey 2014, 2014.
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Table 2

Rankings of the EU countries in the Global Competitiveness Index (GCI), selected years 

Source: # e Global Competitiveness Report 2006-2007, 2006; # e Global Competitiveness Report 2010-2011, 2010; 

# e Global Competitiveness Report 2013-2014, 2013.

Q e countries which are keen to retain investors’ interest with more friendly taxation earn more tax reve-
nues from new investors despite lowering the tax burden, and this is attributable to the e[ ect of scale. On the 
microeconomic scale the same e[ ect is achieved by a business which earns huge pro! ts despite a small pro! t 
margin. It manages to do so through large sales volumes, reached through o[ ering good value for money.

However, we must remember that the income taxation level is not the most signi! cant in making 
a national economy competitive. Countries which enjoy high-quality infrastructure, stable and transpar-
ent legal and tax systems and a large proportion of highly-quali! ed labour need not fear that investors will 
seek greener pastures and can keep their taxation relatively high. Conversely, the countries which are at 
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a relatively lower level of development and have less capital o[ er lower taxation in compensation for their 
infrastructural shortcomings to remain at least moderately attractive for investors.

Q e \ exibility and freedom of deciding their own income tax rates, enjoyed under the present legisla-
tion by the EU member countries guarantees a healthy environment for economic activity and fair competi-
tion between individual countries. Q is competition may be bene! cial to all the market actors, provided that 
they make use of their opportunities.

CONCLUSIONS

Economic reality of contemporary world economy, particularly the progressing process of removing 
the barriers in the trade exchange and more and more big facilitation in the scope of the economic turnover 
between states, isn’t indi[ erent to the business activity of enterprises. Intensi! cation of the globalization 
process in the sphere of business, and especially the increasing mobility of the allocation of factors of produc-
tion, forcing the government to o[ er to potential investors more favorable taxation and, therefore, creates 
a kind of “! ght on taxes” and tax competition between countries. 

Without fail, the diversi! cation of tax systems, especially with regard to corporate income, requires 
companies to apply a signi! cant range of knowledge and know-how to be able to function amidst the several 
tax systems operated within the European Union, which for smaller companies means huge extra costs and 
frequently undeserved losses. However, any attempt at harmonization of tax policies done in an arbitrary 
way, contrary to the freedom of economic activity, and consisting in harmonizing income tax rates through 
setting up a minimum rate or rate brackets would be harmful to growing economies and might pose a real 
threat to economic development. 

Q e proposals in the ! eld of harmonizing the corporate income taxation which involve de! ning a com-
mon consolidated corporate tax base (the CCCTB concept) may raise some fears and are even contested in 
some EU countries, but they seem more acceptable than the approaches based on a uniform tax rate.

Imposing too many legal restrictions, restraining economic development through state intervention and 
the creation of arti! cial barriers to the movement of labor, capital, etc., in the name of short-sighted bene! ts 
and interests of narrow groups and some countries at the expense of others, is a glaring example of measures 
to discourage entrepreneurs to economic activity, convictions them in the long term for the defeat in the race 
to take the best place in the world economy.

In conclusion it must be emphasized that a rational tax policy should manifest itself in determining 
the shape of such a tax system that would promote cost-e[ ective initiatives, because the potential scale of 
the tax burden is an important element of the decision on the choice of an optimal location for doing busi-
ness. Creating a friendly “tax climate” for domestic and foreign businesses become need of the hour. Any 
failure in this area can mean a loss of the high position of the economy in the world’s economic rankings.
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